
Grid premium rewards for 
hitting the Certifi ed Angus Beef® 

(CAB®) brand target have increased 
during the past two years, a January 
survey shows. However, the beef 
industry has not embraced grid 
marketing as rapidly as predicted, 
and that limits the effi cacy of the 
pricing system.

A biannual survey of CAB-
licensed packers had shown a 
meteoric rise in grid premiums for 
the CAB component of value-based 
marketing, from $7.5 million in 
1999 to nearly $37 million in 2002 
before settling back toward $23.4 
million in 2005 as cash sales grew 
more attractive. The latest data 
show an increase in those CAB grid 
premiums to $24.6 million in 2006 
and then $27.8 million last year 
(see Figs. 1 and 2). The percentage 
of USDA-inspected Choice and 
Prime carcasses (see Table 1) did not 
increase during those years.

Several packer representatives 
noted they also pay more on the 
cash market for cattle their buyers 
expect to achieve CAB acceptance, 
but those numbers cannot be pinned 
down.

From 1978 through 2007, CAB 

packers paid producers nearly $250 
million in direct grid premiums 
related to CAB acceptance, 95% 
of it in the last eight years. In 
addition, they have funded the CAB 
program by paying $140 million in 
commissions throughout the years, 
on sales of 7 billion pounds (lb.) of 
CAB-branded products.

Packers supply gross dollar 
totals, which are added together so 
that no single packer’s share can be 
seen. The 2007 total can be seen as 
$535,000 per week, $10,700 per day, 
$1,338 per hour or about $22.25 
per minute of operation that CAB-
licensed packers pay to producers for 
cattle that hit the CAB grid target. 
The mean for CAB grid premiums 
was reported at approximately $5 
per hundredweight (cwt.), though 
it cannot be stated precisely due to 
variations in volume and grid pricing 
requirements.

Those fi gures do not include 
the Choice premium compared to 
Select, which all CAB cattle earn. 

Nor do they include yield grade 
premiums or those paid for CAB 
Prime.

Grid share stalls
Since the beef industry’s “War 

on Fat” report in 1990, research has 
pointed to value-based marketing as 
a means of sending clearer pricing 
signals from consumer to producer. 
Higher-quality, leaner cattle earn 
more premiums on the value-
based grids, which quickly gained 
acceptance in the late 1990s. Grids 
were more effi cient in pricing, but 
what of their effi cacy in developing a 
supply of higher-quality beef?

Clem Ward, Oklahoma State 
University economist, says a 2002 

feedlot survey conducted with 
land-grant universities in Kansas, 
Nebraska and Iowa suggested 
grid pricing would reach 62% of 
marketings by 2006.

“That didn’t happen,” Ward 
says. Although research has not yet 
determined why, most economists 
fi gure the share has eased back to 

Quality PaysQuality Pays
CAB grid premiums rise despite lower grid volume.

Story by
 STEVE SUTHER Table 1: USDA-reported fed-cattle 

harvest grading percentages

All regions 
% Ch & Pr

2000 55.53%

2001 55.61%

2002 57.25%

2003 54.98%

2004 56.23%

2005 55.77%

2006 54.28%

2007 55.24%

From 1978 through 2007, CAB packers paid producers 

nearly $250 million in direct grid premiums related to 

CAB acceptance, 95% of it in the last eight years.

Fig. 2: Cumulative packer grid premiums paid for CAB®
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Fig. 1: Historical packer grid premiums paid for CAB®
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Quality Pays volume through the federal Agricultural 
Marketing Service (AMS) weekly data 
from mandatory price reporting. 

Variable volume
The only volume number he 

could nail down was a narrowly 
defi ned “negotiated grid transaction,” 
sometimes called “bid the grid.” That 
category ranged from 4.8% to 17.2% 
of all fed-cattle weekly harvest during 
the past three years, with an average of 
9.1%. In conclusion, Fausti says that 
fi nding “suggests the industry view of 
grid market share is overstated.”

A better-supported Fausti conclusion 
is that the grid share of weekly harvest 
“exhibits greater relative variability than 
average pricing.” In turn, that points to 
“instability in the fl ow of information 
to producers, reducing the ability of 
the grid pricing mechanism to provide 
consistent information to fed-cattle 
producers over time.”

The variation in method of pricing 
is “more than I would have expected,” 
Ward says. However, he adds, 
“Negotiated grid pricing has declined as 
a share of overall grid marketing since 
the time when it was fi rst reported. 
It was thought to be ‘the’ solution to 
formula trading. Maybe feeders found 
that not to be the case.”

A 2005 Ward paper noted that having 
lower-quality cattle to sell increases the 
probability that they will be sold on an 
average, liveweight basis. Fausti’s recent 
study found that the share of steers 
in the Plains area that could be sold 
without suffering discounts increased 
from 1997 into mid-2000 and then 
gradually declined. Indeed, overall 
USDA-reported quality has shown no 
improvement since then.

Economists agree the apparent lack 
of effi cacy in the U.S. grid marketing 
system needs further study. Record-
high feed prices and overcapacity in the 
packing sector do not bode well for a 
short-term increase in the grid’s power 
to dictate cattle type.

perhaps 45% of all fi nished cattle sold 
today.

Just this year, in February, South 
Dakota State University (SDSU) 
economist Scott Fausti presented an 
analysis of negotiated grid pricing volume. 
Work on his paper, “The Effi cacy of the 
Grid Marketing Channel for Fed Cattle,” 

was hampered by limited access to data, 
Fausti admits. 

A 1998 Fausti paper had warned 
that the risk of discounts when selling 
fed cattle of largely unknown genetic 
potential would limit widespread adoption 
of grid pricing. “Packer 
buyers are highly skilled, but even they 

fall short of being able to guess the 
level of potential discounts in a pen,” 
Fausti says. “It’s a bigger problem for 
producers.”

Still, articles from the popular press to 
academic journals suggested grid pricing 
was fast becoming the dominant form 
of marketing. Fausti tried to investigate 

Quality Pays (from page 76)

Economists agree the 

apparent lack of effi cacy 

in the U.S. grid marketing 

system needs further study. 

Record-high feed prices 

and overcapacity in the 

packing sector do not 

bode well for a short-term 

increase in the grid’s power 

to dictate cattle type.

March 200878



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Gray Gamma 2.2)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.3
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket true
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.1000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams true
  /MaxSubsetPct 100
  /Optimize false
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings false
  /StartPage 1
  /SubsetFonts false
  /TransferFunctionInfo /Remove
  /UCRandBGInfo /Remove
  /UsePrologue false
  /ColorSettingsFile (Color Management Off)
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 2400
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.00000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU <FEFF005500730065002000740068006500730065002000730065007400740069006e0067007300200074006f0020006300720065006100740065002000410064006f00620065002000500044004600200064006f00630075006d0065006e0074007300200066006f0072000a002000200020002000200020002000200020002000200020002000200020002000200020002000200020002000200020005100750065006200650063006f007200200057006f0072006c00640020004d00690064006c0061006e0064>
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice




