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This Little Pig Went to Which Market?
by
Lee Schuster
Schuster Farms, Clinton, Missouri
Pigs are my obsession,
My life and my profession,
I find them so appealing —
So round and fat and squealing.
At night when I can't sleep
I count pigs instead of sheep.
T h e time for your conference is completely in keeping with
views I'll be expressing this afternoon. You realize by the introduction of a live hog option that things are changing fast in
the industry.
W e have been in the hog business in Northwest Missouri since
1839. My great-great grandfather homesteaded a tract of land
from the government under the Platte Purchase. In those days
Cincinnati was referred to as "Porkopolis" and the forerunner
of our toll road (in those days called a "Pike") was coming into
being with the colorful drover pushing his herd of pigs to the
terminal for slaughter. T h e program was somewhat refined over
the next forty years with the Civil War bringing into existence
major packers locating primarily in Chicago. T h e basic design
of the mammoth terminal plant evolved in this period and until
the last decade, was little changed. Terminals developed simply
because each was located at a terminating point of a railroad.
Hogs were railed in to large metropolitan areas for processing,
and more often than not, consumption.
T h u s , the terminal served as a useful purpose as long as it was
more economical to bring the raw product into metropolitan
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centers. The terminals up to the early 1950's were receiving
close to 90% of the total kill and rightfully became the pricing
centers determining what 100 pounds of live hog was worth.
Chicago, befitting earlier marketing tradition was the center of
the packing industry, not only for killing but also pricing. It
was the headquarters of major packers. Rumblings of change
were in the air moving into the fifties. There is no clear-cut indication as to where we will end up in the progression of changes.
Let us then, as a guideline, bring our brief history into hog
marketing up to date. Trucks, have evolved as a mode of conveyance leaving little advantage for a killing plant to be located
at a rail terminal. Terminals with traffic congestion, antiquated
plants, and valuable real estate have hastened the exodus of processing to the country. Chicago, is a prime example, kills no
hogs now, in contrast to an earlier dominant position. As a
matter of interest, the terminal marketing system during 1966
received less than one hog in four and, if this trend continues,
(with apologies to those in the audience who might be affiliated
with this system) I see little reason for the terminal to even be
in existence in its present form ten years hence. I am not here,
to argue whether this is right or wrong. I am well aware of the
pricing implications and other difficulties involved in what is
bound to be a rather painful transition.
Up to now we have been talking about ancient history. Let's
move up to the fall of 1967. I have ten generalizations which
might serve as guidelines for industry direction.
1. We are in the strictest sense, becoming a coordinated industry with pipeline communications from housewife to retailer,
to packer, to producer, more open now than anytime in the
past. This can't help but facilitate communications as well as
change.
2. Packers are becoming smaller. The big four of yesteryear
are handling a much smaller percentage of total kill, and they
no longer dominate the industry. New smaller efficient plants
are popping up hither and yon in the country close to areas of
production rather than consumption. These plants are being
run with high degrees of autonomy and are geared to deal on
a more direct basis with producers.
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3. Producers are becoming larger. We have a dramatic decrease in total number of farms in the United States, but this is
even more pronounced in the swine industry. The number of
farms raising pigs is dropping at double the rate of decrease
in all farms.
4. Even though units are becoming bigger, we still have a long
way to go. The average pig farm is now selling only 80 head per
year. Nevertheless, this is double the figure of ten years ago. If
current projected trends continue, we will be thinking in terms
of a typical hog farm marketing between one and two thousand
head ten years hence. We now have a large number in this
bracket as evidenced by recent Hog Management surveys.
5. As production units become larger, killing units become
smaller, and more localized, each will get to know one another
on a more direct basis.
6. We will see continued acceleration of some form of grade
and yield purchase. That is a scheme wherein animals are evaluated and paid for after slaughter. Many will disagree with
this contention, so a word of explanation might be in order.
I mentioned that new efficient plants are springing up in
the country. The "Old Jonahs" at the terminal are having
trouble adapting to grade and yield purchases, i.e., (tatooing
or maintaining lot identity, carcass weighing, and so forth), but
as new plants are built all are incorporating these innovations;
so whether the producer chooses to sell on grade and yield or
not is of little consequence. Packers are interested in evaluating the job their buyers do on the hoof, and will be developing
their own judging standards at the plant. The packer at the
terminal deals with a commission man rather than producer.
In the country, dealings are direct with the farmer.
Mr. Edwards will be speaking to you this evening, and will
possibly touch on two new Wilson plants at Cherokee, Iowa,
and Logansport, Indiana. Both of these are geared for ready
assimilation of kill data. Let us, for sake of argument, assume
that I'm a producer of two thousand head near Logansport
(roughly a straight-truck load) per week during the year. Assume
that I choose to sell to Wilson, but not on grade and yield.
Wilson management, however, being amongst the most progres[173]
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sive in the industry, wants to know how my hogs grade. They
will be evaluating my animals during the kill to see how they
stack up in the cooler. If my hogs are the desirable kind, I'll be
paid accordingly, on the next delivery. The converse would
also be true if they are not of the grade desirable. For lack of
a better term I'd call this delayed grade and yield.
7. Pricing, as this trend accelerates, will find traditional terminal quotations inadequate. I might mention as an aside that
the Chicago Mercantile Exchange certainly gives undue weight
to what is often a scratch top figure quoted on one or two hundred head here in Chicago. A run of only four thousand head
out of a day's commercial slaughter in excess of two hundred
thousand should hardly be a market establisher.
8. In view of the above, new methods of pricing will evolve.
The one which holds particular appeal to me is the delayed
payment system based on value of cuts.
9. All of the above points will accelerate means of communication mentioned earlier. Packers will routinely council producers
who supply them. They will advise a processor about changes in
consumer preferences, market weights, yields and so forth. I
might stop here briefly to pay special tribute to John Morrell
and Company. The job they have done in their extension program at their subsidiary — Hunter Packing Company in East St.
Louis — along these lines is most commendable.
10. My final generalization is that the entire industry is ready
for all this. With all of above points as a springboard, I would
like to wade into the gist of today's discussion. First, we might
generalize diat up until a year ago, hog producers were completely production oriented. Pick up any farm magazine dated
prior to 1966, and many were the articles you would find on
breeding, disease, nutrition, management, housing, and so forth.
The major emphasis was on numbers rather than on quality.
The main measure of success was how many, rather than how
good were the pigs in each litter. Packers conceded that a quality
marketing program at retail level has merit, but complained that
it was useless to start such a project for lack of the kind of animals needed in volume to make this program work. Farmers
argued that it was useless to produce quality because they didn't
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get paid for it. Not so now, as we read of packer success with
prestige lines which are commanding premiums in the market
place. As this happens, packers are finding that they can pay
for quality. As a tribute to my provisioner friends, this is just
what they are doing. No longer can the producer use the argument that it is useless to produce a quality product because of
lack of financial reward. The day is rapidly approaching when
not only will quality be well rewarded, but the junk will be proportionately discounted. A token 25 cents per cwt. of yesterday
will widen to an impressive $1.50 or $2.00 of tomorrow. This,
I predict, will shape up the industry faster than anything else.
Those of you from the Mercantile Exchange I am sure, are
shifting in your chairs at this point. This might be an interesting little dissertation on the swine industry, but it certainly
does not offer any concrete suggestions as to how the open interest of five or six hundred live hog contracts might be increased
to the 17,000 level we now have on the pork bellies, or the
18,500 open interest on live cattle. Though, we have looked
at what has happened, and what is happening, you might agree
with my viewpoint as to what will happen. I mentioned that
producers are becoming aware of market muscle shifting the
degree of emphasis away from production to market orientation.
The American National Cattlemen's Association is devoting its
efforts towards establishing beef needs of the future before the
bull is ever turned in with the cows, or for those of you who are
not animal husbandrymen, a lapse of two and a half years. Those
of you, who concern yourselves with the shell egg contract, are
doubtless aware of similar producer cooperation in the banding
together for marketing of eggs on a regional basis. This sort of
thinking is evolving rapidly in the swine industry. Individual
producers are small in the overall picture. As mentioned in my
introduction, we are marketing 15,000 hogs per year, but this
is nothing in the overall picture. I was amused several weeks
ago when a broker with whom we do business in Chicago was
inquiring into our marketing plans for the upcoming week.
He was attempting to determine what the market might be expected to do. If we were to have, stretching our imagination,
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all our animals ready for market on one day, we could just about
handle an average run at Omaha and Kansas City.
Thus, you can readily see that the industry is highly fragmented. Let us for arguments sake say, that I was able to pool
my production with others in our community and come up with
sufficient volume to be of real interest to a packer. Now, let us
further assume that volume was located near my base of operations.
Suppose it has (a small packing plant) established a quality
image in a given market with a given medium-sized chain. The
packer knows that his market demands 14-16 pound loins, 16-18
pound hams, and hogs which consistently cut 54%. Is it not conceivable that I, as a producer, could coordinate a breeding
program which would tailor this hog for this packer and retail affiliation? Is it not further conceivable that all these hogs
could be fed on the same feeding program offering another assurance of uniformity? Is it not further conceivable that we
could all use standardized management procedures with planned
breeding to assure an even flow to the market place?
You are "darned tooting" all this is a possibility; and gentlemen, I firmly believe it will come to pass. Who benefits from
all this?
A. Producer: The packer has a specific market for a quality
product before it is bought and can consequently pay more.
B. Packer: Procurements costs are lowered. With hogs in his
hip pocket, he does not have to fool with an antiquated terminal, costly country buying stations, or high-prices buyers
running up and down the road bidding against each other.
He knows exactly what he is buying from past experience and
it's not "a pig in the poke."
C. Retailer: He can in all honesty say to the housewife that the
pound of bacon she buys this week will taste and look the
same as last week's purchase. He can promote pork as a consistent high quality product.
D. Housewife: She develops brand allegiance no longer thinking
of pork as cord-wood or simply a commodity to be moved
at a price. Talk to any of your wives, and you will quickly
learn that the biggest complaint now voiced against bacon,
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ham, chops, sausage, and so on, is a lack of uniformity. Broiler
consumption has had a phenomenal growth based largely
upon uniform (if mediocre) quality.
The one fly in the ointment is pricing. I must readily concede that this is so, and herein lies a golden opportunity for
futures pricing.
Believe it or not, Producers, do not relish thirty dollar hogs
because we know good and well that we are sowing seeds of a
seventeen dollar market later on. Wide price swings play havoc
with financial planning, and the industry is moving in the direction of searching for price stability either via hedging directly
or contracting. As I see it, we could not care less which direction
is finally taken. Hedging gives you the business directly with
the producer, while future contracting means that you will
probably be dealing with the packer. Perhaps, if we ultimately
decide on a pricing scheme for pork rather than pigs, we will
be trading in hams, as well as loins and shoulders.
What are some of the pitfalls of the live hog contract? First,
this market seems basically predicated on what happens at the
Chicago terminal on a day-to-day basis. From a producer's viewpoint, this is a dangerous situation. Better producers turning out
better animals are going direct. Poorer producers (Many close
to retirement) are loyal to the terminal, and they ship less desirable animals. This inferior quality in turn becomes a basing
point for pricing of better animals at the plant. Thus the quality
producer has not gained too much even if he gets a quality payment. The base from which he is paid is lower to start with. This
man is ripe for a more equitable price determination: but, as
in the case with the packing industry, he is not quite sure where
to turn.
I am affiliated with a company which has been wrestling with
this problem for a year and a half now. I think it is significant
that during this time, two packers have actually put people on
their staffs to explore future contracting. This is a red hot subject; and, although everybody talks about it, in reality we must
concede that nobody has done very much about it.
Invariably, in discussions on this subject, the CME Live Hog
Contract comes under consideration. Invariably, it is dismissed
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with the observation that: "You can't get anything done on the
exchange due to lack of volume and liquidity.
Fully realizing that this is a chicken-egg problem, I thought it
might be helpful to offer my own observations on this contract
however distressing it may be:
1. The very success of pork bellies has been a deterrent to the
live hog trade. Much of the same might be said in reverse with
the now defunct beef carcass trade losing out to live cattle. Give
us a good sustained bull market in live hogs, or a lapse of activity
in bellies, and I think this might take care of some of this problem.
2. Delivery is not a problem. Several years ago I was on a
panel with Mr. Harris prior to the first cattle deliveries. He
stated at that time that the only hurdle cattle yet had would
be mechanics of successful delivery. It is now history, of course,
that this did not prove to be a problem. I think I can speak with
some authority on the hog contract, having delivered five thousand head in a week's time to many men represented in this
room. As an aside, I might mention that it was a hectic week
to say the least. To the best of my knowledge, however, the problems were all mechanical, and virtually all parties concerned
came out OK. The thing which impressed me most was that it
all worked out quite logically with Schuster Farms, as producers,
being on the short side of the contract, and longs being either
packers or order buyers.
3. Producer interest is not going to be sparked in a downtown
brokerage office. You won't get him there in the first place, and
if by accident you did, he would not be comfortable. This is
going to be a personal selling job by people who are livestock
orientated rather then someone who has been a specialist in loose
lard, hams, hides, frozen eggs, toms, or any one of the other
commodities which has dropped by the wayside.
4. The financial community has not been sold. Agricultural
bankers, Production Credit Association managers, and credit
men representing feed companies could give this contract a tremendous boost if they were sold on the basis of reducing inherent risk in a livestock loan.
5. At the risk of throwing a cobra and a mongoose together,
I would further suggest a coordinated effort with the Board of
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T r a d e to emphasize hedging costs of production via corn and
Soy Bean Oil Meal and ultimate product via live hogs, cattle,
shell eggs, etc.
6. T h e long side of the market as a hedge, to the best of my
knowledge, has never been mentioned to the producer. Let us
assume that I have hogs now at 220 to sell, but I anticipate the
market will be higher in December because of Christmas ham
business or what have you. I know full well that my cost of
gain is uneconomical beyond 220 pounds, December option is in
line with the cash market, b u t I still feel there is another dollar
on the u p side. W h a t better hedge than to sell cash hogs and
buy December contracts?
Hold on, though. I didn't intend to come to Chicago to
throw out trading philosophies to the pros. My main mission in
visiting with you, today, was to convey some of the marketing
philosophy we feel is evolving in the country.
As a producer I very much want the live hog option to live
and grow. As members of the Mercantile you feel the same.
In summation, I would like to recap with a concluding observation. One which has a definite implication for producers, packers, and those who would provide assistance in evolving an orderly pricing mechanism fair to all parties.
T h e terminal is fading as a marketing center and nothing has
come forth to date to provide a pricing substitute. Producers, as
they become bigger, and packers as they become more localized,
will get to know one another better. As this happens a coordinated sales effort tailored for local markets will be facilitated
ultimately which will bring the four segments of the market closer
together namely the hog man, processor, retailer, and consumer.
T h e time is ripe for future pricing and contracting. T h e swine
industry is becoming increasingly sophisticated and market, rather
than production, oriented. As this evolves, the challenge to you
gentlemen will be to find a place in this industry of transition.
It is not only exciting b u t it will promise financial rewards. At
this stage, nobody has an answer. T h e r e are many who are
wrestling with the problem, and I would like to think that the
live hog contract will fit into the final solution.
Paper presented at the Live Hog Futures Study Conference-Chicago
16, 1967.
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