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The pamphlets provide an overview of existing federal and state commedity promotion programs and the
alternative institutional arrangements available for administering them. They examine the potential economic
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allocation of funds and effactive evaluation, They cover data availability and needs; marketing management
strategies and tools; goals; fund raising approaches; and international commodity promotion efforts, They also
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rote of public agencies as facilitators and overseers of commedity promotion programs.
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GENERIC AGRICULTURAL COMMODITY
ADVERTISING AND PROMOTION:

Its Role in Marketing

John P. Nichols, Texas A&M University
‘Lester H. Myers, Economic Research Service, U.S.D.A.
Garry Frank, Drake University
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Walking through a modern food store or
dining in restaurants or fast-food fran-
chises reveals great diversity and
choice. Reflecting modern marketing
trends and techniquss, available prod-
ucts contain a wide range of built-in
services. Food marketing firms recog-
nize the importance of choice and
compete to identify and supply new
segments of the market. In a large
economy such as that which exists in
the United States it is possible to have
products targeted at a relatively small
share of consumers and still achieve
sales levels that capiure reasonable
economies in production and distribu-
tion.

Marketing Management

Much of today's diversity has evolved
over the past forty years as food product
manufaciurers and retailers began to
racognize the fundamental principles of
a market driven economy. Manage-
ment practices in consumer product
firms have changed radically to incorpo-
rate a major emphasis on detecting
changes in consumer and market pref-
erences and on managing their busi-
nesses to capitalize on such informa-
tion. Modern communication technol-
ogy and innovations in processing,
packaging and distribution have cre-
ated a capacity to respond to market
changes and even to cause them.
Product differentiation, the key element
in generating improved returns for mar-
ketoriented firms, is essentialto market-
ing management and market develop-
ment.

Agricultural producers are typically
separated from this process by one or
two stages in the marketing process.
However, they certainly feel the effects
of change as the dynamics of the con-
sumer marketplace ripple backward
through the marketing system. in re-
sponse many farmers and ranchers
have developed commodity specific or-
ganizations and institutions to enhance
the marketing of their product. They
have used cooperatives, marketing
orders and bargaining associations to
increase theirrole in marketing andtheir
share of the consumer’s food dollar. As
these commodity groups evolved it
became apparent their influence was
limited because they did not usually
axert direct control or ownership over
the product throughout the marketing
process. This led to generic promotion
programs.

Most introductions to marketing man-
agement refer to activities or strategies
under four broad headings: 1) product,
2) pricing, 3) place (distribution chan-
nels) and 4) promotion. Consumer
product firms develop marketing strate-
gies that include options in all four ar-
eas. However, for commodity groups
representing the generic interests of all
producers, the range of viable actions is
much more limited. Product character-
istics may be influenced only in an indi-
rect fashion through grading or packag-
ingprograms under the control of a mar-
keting order or by research sponsored
to improve quality characteristics. Pric-
ing and distribution channel develop-
ment is almost solely tied to the owner-

ship of the commodity/product as it
moves through the marketing system.
The remaining options focus primarily
on promotion activities. While this limits
the role and opportunity for generic
commodity groups in the broad area of
market development for food products,
there are still many tools available that
can effectively achieve the group’s ob-
Jectives.

The purpose here is to provide an intro-
duction to generic promotion programs,
promotion tools and the evolution of the
organizations that sponsor such pro-
grams. Subsequent leaflets provide a
more datailed discussion of these pro-
grams: 1) their organizational struc-
tures and extent, 2) policy issues, 3}
economic objectives, 4} international
promotion activities and 5) program
evaluation. It is anticipated that the in-
formation provided will lead to greater
discussion and more informed choices
among the options available to program
managers and their constituency of
agricultural producers.

Promotion Tools

Commaodity groups pursue marketing
management to increase the demand
for a generic commodity. Thus it is
importantto identify those tocls that can
be used when control of product owner-
ship is not retained through the market-
ing process, where production deci-
sions are fragmented across many pro-
ducers and where product differentia-
tion is confined to characteristics com-
mon to allforms of final products derived
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from a commoen raw commadity. Sev-
eral marketing activities fall within the
category called promaotion.

Adveriising

Advertising is defined as the expendi-
ture of funds to distribute messages
about a product or commodity through
mass media such as television, radio,
newspapers and supplements, maga-
zines and billboards. Media dimen-
sions are also defined according to the
geographic coverage. Network radio
and television advertisements normally
reach nationwide audiences simultane-
ously, Spot radio and television adver-
tisements only reach selscted geo-
graphic markets. Ancther recent clas-
sification is cable television which also
has national and regional options.
Media advertising is most expensive
for network television and least expen-
sive for billboards. However, on a per-
person-reached basis television adver-
tising genarally is the least cost alterna-
tive.

The goal of advertising is generally ac-
cepted as the shaping of consumers’
perceptions and attitudes about the
commodity or product o establish a
long-term marketbase. Media advertis-
ing is not normally expected to generate
dramatic and immediate increases in
consumer purchases. Other forms of
promotion that will be discussed later
are commonly used to stimulate quick
sales response. Daily newspaper ad-
vertising is often used by retail food
stores as a way to communicate weekly
price specials. This particular form of
advertising can result in immediate re-
sponse primarily because of price in-
centives.

During 1985, firms and organizations
within the food and beverage industries
spent approximately $7.7 billion on
media advertising. Estimates of the
total expenditures by commodity
groups for alltypes of generic promotion
in domestic markets suggest that the
amount is no more than seven percent
of total food and beverage advertising
expenditures.

Advertising may also be categorized
according to the desired objectives.
The major objective of branded adver-
tising is to increase market share for the
firm owning the brand being advertised
and will be directed primarily toward

providing information about the charac-
teristics of the particular brand. The
major objective of cooperatively sup-
potted “generic” advertising is to in-
crease the total markst for acommodity
such as milk or cotton. Similar distine-
tions apply to other marketing manage-
ment tools used by commadity organi-
zations vs. private firms. The relative
effectiveness of these approaches is
often debated. I is important when
evaluating alternative programs to rec-
ognize different objectives. Furthercon-
sideration of this issue is provided in
Pamphlet 6.

Price Promotion

Price promotions are often used by
marketing firms and retailers to stimu-
late quick sales responses. A common
form of price promotion used by {ood
manufacturers is refarred to as "dealer
price incentives." With dealer price
incentives, manufacturers allow retail-
ers and wholesalers to purchase prod-
uct for limited periods of time at prices
discounted from the regularly listed
price. Sometimes the offer is limited to
quantity levels purchased in the pastto
reduce the “stocking-up” effect. Retail-
ers may decide to pass all, part or none
of the price reduction on to cansumers.

This type of price promotion is not avail-
able to generic advertisers because of
ihe lack of product ownership and con-
trol over price. However, commodity
groups can engage in price incentives
aimed directly at the consumer. Cents-
off coupons and price rebates have
been used by some commodity groups
to provide consumers with temporary
price reductions. The methed of distrib-
uting coupons involves direct mail, print
media and product insertions. Price
rebates usually involve product inser-
tions only. Because consumers must
be informed that price promotion pro-
grams are in effect, they are usually
accompanied by some form of advertis-
ing. Hence, the impact on sales is both
an advenrtising effect and a price effect.

Merchandising

Marketers also engage in promotion
activities that focus on the "point of sale”
at the retail food store, restaurant or
fast-food outlet. These activities are
refarred to as "merchandising” and the
cbjective is to generate quick sales
response. Specific merchandising ac-
tivities include end-of-aisle displays,

additionat shelf facings, banners and
signs, in-store product demonstrations,
recipe booklets, menu designs, etc.

Most commodity organizaticns use
some type of merchandising technique
to generically promote products. Trade
contacts with chain buyers and mer-
chandisers to influence their participa-
tion in such activities is part of this
concept of merchandising. These ac-
tivities require smaller budgets than ad-
vertising and lend themselves to sea-
sanal promotions for quick movement of
perishable products.

Product Proliferation

Market research shows that consumers
like variety and that different consumer
groups consider different product char-
acteristics as being important to their
product selection. Marketing firms at-
tempt to meset these consumer de-
mands by frequently changing packag-
ing designs, making slight changes in
the productingredients, adding conven-
ience services, and developing new
products. Commodity groups have less
flexibility to control these types of activi-
ties than do private marketing firms.
However, many commodity programs
do include funds for new product re-
search and related development activi-
ties.

Public Relations

Another tool used to expand markets is
called "public relations” and commaodity
groups have traditionally relied on pub-
lic relations in their generic promotion
efforts. A variety of activities falls in this
category including support of local and
national civic projects, support of public
television and radio, educational pro-
grams and materials, meetings with
food editors and periodic news re-
leases. Public refations activities have
three major objectives. One is to pre-
sent the company or commicdity group
in a favorable light. Consumers who
perceive that the company or commed-
ity group is a "respensible” citizen of the
community, treats their employees
fairly, sic., are more likely to buy their
products. Ancther objective is to pre-
sent the products themselves, or the
characteristics they represent, in a fa-
vorable light. Thus, a news article de-
scribing the medical benefits of calcium
and naming dairy products as a good
source of calcium would be considered
“good” public relations by the dairy in-



dustry. A third objective is to foster
activities that indirectly call attention to
the product. An example might be
publication of a “lean beef” racipe in
newspaper food pages or consumption
of a well-known soft drink in a popular
movie.

Program Evolution

Commedity promotional programs are
one of several marketing tools U.S.
preducers have used over the last fifty
years. Historically, the farm community,
agricultural policy specialists and
economists have focused their attention
on the “traditional” policy tools of price
supports, marketing orders and pro-
ducer-owned farm cooperatives. Re-
cently, we have witnessed a growing
interest in commodity promotion. Pro-
ducer-funded promotionai programs
have grown dramatically in the past
twenty years, although some producers
inthe citrus, vegetable, and dairy indus-
tries have been advertising their com-
modities for much longer. They have
also been using government authority
such as legislated check-off and pro-
motional taxes, feses or assessments to
generate sufficient and equitable contri-
butions from all producers,

Overview of Development

The development of legislated producer
promotional programs occurred simul-
taneously with increased federal and
state government involvement in agri-

. cultural production and markating in the
1930s. The first legislated producer-
funded promotional program (i.e.,
check-off) was initiated in 1935 when
the Florida legislature passed a broad
array of citrus regulations designed to
improve the depressed Florida citrus
industry. Thesa regulations established
quality standards to prevent undesir-
able citrusfruit from entering the market,
created the Florida Citrus Commission
o oversee activities and levied a "citrus
advertising tax” on the marketing of
oranges, grapefruit andtangerines. Tax
proceeds funded advertising of Florida
citrus products. The Florida citrus regu-
lations represent an early effort at inte-
grated generic marketing management
since they were designed to simultane-
ously control the quality of citrus enter-
ing the market and expand the demand
for Florida citrus through premotion and
advertising.

By 1940, six states passed similar pro-
ducer advertising check-off programs.,
ldaho passed a vegetable check-off in
1937, Michigan for apples (1939),
Maine for potatoes (1937), Washington
for apples (1929) and lowa for milk
{1937). Since 1940, the number and
scale of both state andfederallegislated
promotional programs have increased
dramatically. Currently, 312 legislated
programs are in effect covering 80 dif-
ferent farm commodities. In 1986, pro-
ducars generated more than $530 mil-
lion through legisiated programs for
promotion and research.

In order to appreciate the development
of legislated promotional efforts in the
1830s, it is important to understand the
background factors that contribute to
the producer-legislated promotional
concept.

The Precedent Years: 1880-1935

During the period 1880-1835, jour im-
portant events occurred in the farm
community that set into motion the
development of the promotional check-
off in Florida and other states. First,
during the 1880s, several states includ-
ing Nebraska and Maine took steps to
encourage producers to expand local
and regional markets for their commodi-
ties. They did so by appropriating state
monies to state producer marketing
organizations for the purpose of promot-
ing farm commodities. However, in
order for them to receive and spend
public money legally, it was necessary
toc make producer organizations “quasi-
state agencies.” Defining such organi-
zations as public made it easier for state
courts to uphold the constitutional valid-
ity of state legislated check-off pro-
grams thus allowing producer organiza-
tions to “tax” producers for promotional
activities.

Another event was the formation of both
state and national producer marketing
organizations which served as the im-
petus for generating suppert for the
growth of legislated programs after
1935.

Athird series of events were early state
regulatory efforts in U.S. agriculture
designed to protect product quality
through inspection’ of preduction and
processing. One important feature of
these early agricuftural regulations was
that their administration was financed
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by assessments levied on food proces-
sors and shippers. liwasasmallstepto
levy assessmentis on producers and
processors for advertising purposes in
the 1930s.

A fourth event that occurred before
1935 was the failure of voluntary eiforts
to regulate both the supply of tarm
commodities and the funding of promo-
tional efforts. For example, during the
1920s, several voluntary efforts were
organized in Florida to regulate the
quality of Florida citrus and to generate
advertising revenues from citrus grow-
ers, However, the difficulties of getting
all producers to conform to marketing
standards and contribute to promotion
lead to state involvement in the 183Cs.

The Early Years: 1935-1950

As indicated previously, the 1935 Flor-
ida Citrus Advertising Tax served as the
model program for the expansion of
similar programs in other states. Be-
tween 1935 and 1950 the number of
state programs grew at a modest pace,
primarily in the citrus, vegetable and
dairy industries. During this pericd, an-
other event took place in Florida which
established an important precedent for
other states. Immediately after passage
of the 1935 Florida Citrus Advertising
Tax, a legal challenge claimed that the
adveriising tax was unconstitutional. In
a 1937 landmark case the Florida Su-
preme Court upheld the advertising tax.
The Florida case was used to uphold
constitutional challenges in the other
states such as Idaho and Michigan that
adopiedthe Florida advertising plan. By
1949 there were twenty-nine separate
programs in place.

Widening the Scope: 1950-1960

During the decade of the 1950s, two
interraiated events took place that
servedto shape tha scopa and growth of
state legislated promotional programs.
One event was the expansion of legis-
lated programs into commodities such
as wheat, soybeans and corn. The sec-
ond event was the extension of promo-
tional activities into international mar-
kets.

In 1954, Congress passed Public Law
480, Title lll of that act established the
foreign market development cooperator
program of the U.S. Department of
Agriculture. The foreign market devel-
opment cooperator program provides




public funding to “match” producer mo-
nies to expand promotional efforts irito
the international sphere. Further dis-
cussicn ofthese programs s providedin
Pamphlet 5.

With the incentive for acquiring *match-
ing” federal revenues, commodity or-
ganizations dependent an international
markets turned their attention o gener-
ating premotional revenues. With state
programs for citrus and dairy serving as
a guideline, state legislated programs
for wheat, soybeans and corn began to
appear.

states to contribute equitably to cotton
market development activities. After
passage of the cotton program, other
commedities received federal authori-
zation, including potatoes and egys.
Duting this period, rapid expansion of
both federal and state authorized pro-
grams occurred with 277 federal and
state programs in effect by 1979,

Centralization: 1980s

While a multitude of state and federal
autherized producer promotional pro-
grams are currently in operation, one of

Figure 1. Number of Active State and Federal Legisiated
Generic Promotion Programs
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This total does not include 39 state-legislated programs for beef and pork
promotion now authorized through federal legistation.

Federal Involvement: 1960-1980

During the decades of 1960 through
1980, state lagislated programs contin-
ued to grow in size and number. How-
ever, one of the most important devel-
opments of this period was the involve-
ment of the federal government in au-
thorizing legislation for commedity pro-
motian.

The first federal promotional assess-
ment came in 1962. In that year Con-
gress amended the 1937 Agricultural
Marketing Agreement Act (AMAA), au-
thorizing a federal cherry marketing
orderto dssass its producers for prome-
tional activities. Other federal market-
ing orders pursued similar authorization
including dairy in 1971. In 1686, twenty-
two of the forty-five nondairy federal
marketing orders contained promo-
ticnal authorization,

Congress also began to authorize "free

standing” programs in the 1960s. The.

national cotton promotional program
began in 1968. The legislative history of
that act reveals that the primary reason
for seeking a national program for cot-
ton was to get all cotton producing

the most important changes in recent
years was the consolidation of state
promotional programs for dairy, beef
and pork. Congress recently authorized
national “free-standing” promoticnal
programs for dairy, beef and pork.
Together, these three programs gener-
ate $300 million in producer assess-
ments. The argumants presented for
"nationalizing” these traditionally state
efforts were that national legislation was
needed in order to facilitate better coor-
dination across states and to encourage
"equitable” contributions from ait pro-
ducers of these commodities. In order
to gain political support from the tradi-
tional state programs, provisions were
made to retain a significant share for
local and regional prometion and re-
search efforts.

Summary and Implications

Agricultural producers have attempted
to address the challenges of large, rap-
idiy changing markets through in-
creased zttention to marketing man-
agement. strategies. Individually pro-
ducers can do little to influence the
marketing of consumer products made
from their commodities because they do
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not usually retain ownership through
processing and distribution. Through
collective efforts, however, they have
found that some impact can be made,
Generic promotion programs represent
one of the more significant group initia-
tives in commodity marketing.

Through a varisty of institutional struc-
tures agricultural producers have devel-
oped programs to generate revenue
and to operate extensive promotion
programs. Some operate at the state
tevel, others are regional or national.
Some ars components of marketing
orders, others are based on special
purpose legislation. The marketing
tools most frequently used are advertis-
ing, merchandising and publicrelations.

From small, fragmented, often voluntary
groups, commodity promotion pro-
grams have grown into large and com-
plex organizations. Significant opera-
tional and policy issues confront man-
agers, their producerboards and the ag-
ricultural constituency they are de-
signed to serve. A major continuing
concern is the assessment of program
success and the contribution these
programs make to the economic objec-
tives of producers, marketing firms and
others in society. Understanding these
issues and making rational private and
public decisions raquire an understand-
ing of economic objectives, operations
and methods of evaluation. These are
the topics of subsequent leaflets in this
seties, Interested program managers,
agricultural producers, policy makers
and analysts will need to axplors these
prablems in more detail.

This pamphlet is a product of the Northeast
Regional Committee on Commodity Promo-
tion Programs (NEC-63). Executive Com-
mittee: Qlan D. Forker, Comell University,
Chairman; Walter J. Armbruster, Farm
Foundation; Henry W. Kinnucan, Auburn
University; Lester H. Myers, Economic Re-
search Service, USDA,; and John P. Nichols,
Texas A&M University. Editors, Walter J.
Ammbruster, Farm Foundation, and Robert
L. Wills, University of Wisconsin. Published
in March 1988 by the Department of Agricul-
tural Economics, the New York State Col-
tege of Agriculture and Life Sciences at
Cornell University, thaca, NY 14853-7801.
Fact sheets in this series include Generic
Agricultural Commodity Advertising and
Promotion; (1} Its Role in Marketing; (2}
Program Funding, Structure and Character-
istics; (3) Publfic Policy Issues; (4) Econom-
ics and impacts; (5) International Programs;
(8} Program Evaluation.
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GENERIC AGRICULTURAL COMMODITY
ADVERTISING AND PROMOTION:
Program Funding, Structure and Characteristics

Walter J. Armbruster, Farm Foundation
Garry Frank, Drake University
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Since the enactment of the first legislated
producer-funded promotional program fifty
years age in Florida, their number has grown
steadily (see Pamphlet 1). Today, there are
312 federal- and state-legislated producer
promotional programs in effect covering
over eighty different farm commeodities. This
total figure does not include 39 state-legis-
lated programs for beef and pork promotion
now authorized through federal legisiation.
Ninety percent of all U.S. producers contrib-
ute money to farm commodity promotion
and market development activities through
state- and/or federal-legislated programs.

Since 1983, three new producer funded
national promotional programs generating
more than $300 million in producer money
each year have been initiated for dairy, beef
and pork. Currently, producers contribute
more than 530 million dollars annually to
promote their farm products both here and
abroad through federal- and state-legisiated
check-offs or marketing order programs. In
addition, more than $30 million in producer
monies are generated by voluntary, non-
legislated actions or through farmer coop-
eratives. A sizable level of public funding
also goes to farm eommodity promotion both
domestically and for foreign market develop-
ment (see Pamphlet 5 for details). While the
funding levels for promotion are growing
larger, they are still small relative to com-
modity value. Forexample, the national pork
check-off program generated approximately
$22 million In its first year of operation
compared to farm sales for pork of $i1
billion.

As the number, size and scope of legislated
producer-funded promotional programs
grow s¢ do important economic, evaluative
and political questions concerning these
programs. In order to address these ques-
tions it is essential to understand the basic
features of commodity promotion programs.
This paper describes both public and private
sources of funding for producer prometicnal
activities, reviews the voluntary and manda-

tory approaches 10 generate promotional
revenues, examines three major legislative
avenues by which Congress and stale legis-
latures establish check-off programs and
identifies six major program structures.

Fundihg Sources For U.S. Farm
Commodity Promotion

U. 8. food and beverage advertising efforts
and expenditures are sizable. In 1985, an
estimated $7.7 billion was spenton food ad-
vertising by food manufacturers and retail-
ers wha use brand advertising to convince
consumers to buy a particular food item. in
contrast most producer efforts are geared to
generic promotional efforts designed to in-
crease the overall consumption of a particu-
lar farm commaeodity. Funding for these pro-
motional activities comes from federal or
state taxes (public funding) and primarily
from producer check-offs. Also, a number of
major producer-owned farmer cooperatives
incur substantial expense to advertise
branded products,

Public Funding

As early as 1880, some state legislatures
were appropriating modest sums of money
lo aid their state's producer and marketing
organizations in developing larger local and
regional markets for their farm products.
However, it was not until the 1950s, with the
beginning of the USDA - FAS foreign market
development cooperator program that pub-
lic expenditures directed toward generic
promotion and market development activi-
ties became significant. They have contin-
ved to increase, both through matching
public funds with revenues generated by
producers and by direct public expenditures.

The major example of the “matching” ap-
proach is the foreign market development
cooperator program.  Since 1954, the
USDA-FAS has supplemented monies
raised by producers and their respective
organizations such as U.S. Wheat, Inc. and

the American Soybean Association (ASA).
State governments have provided more
limited supponrt for producer promotional
efforts through similar matching appropria-
tions or by allowing commeodity promotional
organizations to use state facilites and
personnel to aid in their promotional activi-
ties.

A second funding approach that states are
using increasingly as part of overall eco-
nomic development strategies is to directly
promote their state's farm commodities. For
example, Massachusetts spends approxi-
mately $2 million to promote the *“Massachu-
setts Fresh”Jogo. Other states such as New
York and Texas have similar logo programs.
lowa has trade offices in Europe and Japan
for foreign marketing etforts. While these
strategies take a direct rather than match-
ing approach, they do supplement the pro-
motional activities undertaken by producer
organizations. In addition, the land grant
ingtitutions are becoming more actively in-
volved in marketing, promotion and product
utilization research funded through private,
producer and public revenues.

Producer Funding

The driving force behind funding generic
promotion programs rests with producers
and their state and pational commedity
organizations. Producers have used two
main mechanisms to generate funds for
commodity advertising—voluntary and man-
datory contributions. While notprecisely de-
fined in the farm community, the distinction
between these two mechanisms has signifi-
cant legal and policy implications.

Legally, any effort that withholds money
from or taxes producers for promotional
activities, even though the producer can,
after the initial contribution, receive afulire-
fund, can be defined as a mandatory pro-
gram. Mandatory programs require federal
orstate law and, in effect, levy a promotional
excise tax or promational regulatory fee on




the producer.  Any other method by which
producers contribute to promotional activi-
tiss can be legally defined as voluntary.

Voluntary

Historically, the voluntary approach to pro-
ducer-funded promotion has been the most
prevalent, Many of the legislative programs
currently in operation began as voluntary so-
licitation of money from producers by their
respectiveé commodity and marketing or-
ganizations. For example, the first legisla-
tive program for Flerida citrus began as a
voluntary solicitation plan by growers in the
1920s. The major problem with the volun-
tary approach is that it is difficult to get all
producers to contribute on a consistent and
equitable basis. So-called “free-riders” will
receive any benefits from generic promo-
tional programs without sharing in the costs.

There are three types of voluntary promo-
tional strategies. First, there are several
producer marketing organizations that at-
tempt to persuade their members nationally
or within a specific state to contribute a per-
centage of their sales to suppor the
organization's efforts to sell more of a spe-
cific commeodity. This appreach is generally
associated with specialized types of farm
products produced by a small number of
highly organized producers such as the
American Angus Association.

The market development efforts of the gen-
eral farm organizations are another calegory
of voluntary producer programs. The Ameri-
can Farm Bureau Federation, the National
Farmer's Union and similar organizations
conduct market development activities, pri-
marily international, funded from member-
ship dues. Producers contribute voluntarily
by being members of such organizations.

The third and most significant voluntary ap-
proach is the premotional activity conducted
by many of the producer-owned farm mar-
keting cooperatives such as the cranberry
marketing cooperative Oceanspray, Inc.
Again, producers contribute to the
cooperative's efforts as member-owners,
and marketing is usually brand, as opposed
to generic. In gensral, producer-owned farm
marketing cooperative promotion programs
do not involve federal or state legislation and
chack-offs.

Mandatory

While the voluntary approach to producer-
funded promotional efforts is the historical
backbone to farm product promotion, the
legislative-mandatory approach is now the
most prominent. it levies a promotional
excise tax or regulatory fee on the producer.
The revenues are used by commodity pro-
motional organizations and marketing order
boards for domestic and foreign market de-
velopment activities and research, This
type of structure has grown significantly over
the past two decades.

There is great diversity of size and structure
under legislated promotional programs. For
example, national programs like the dairy,
beef and pork check-off programs are large
enough to permit intensive nationwide ad-
vertising campaigns. In contrast, smaller
programs such as New Jersey's asparagus
and Oregon's bent grass state-legislated
promofional programs generate only a fow
thousand dollars each year and conduct
more modest marketing activities,

While most mandatory efforts by producers
to promote farm commodities, either here or
abroad, are genericin content, brand or re-
gionally identified advertising strategies are
used sometimes. Washington apples, Flor-
ida citrus, Idaho potatoes and California avo-
cados are examples of state-legislated pro-
grams that attempt to aitribute product char-
acteristics to the specific state or region in
which the product is grown.

Legisiative Structures

Three main legislative structures currently
authorize the collection of mandatery pro-
ducer prometion and advertising assess-
ments. The most recognized is commonly
referred to as the “free-standing” or “com-
modity check-off” program. Under this form
of authorization, each commeodity has sepa-
rate federal or state legislation for promotion
and research.. Federal program examples
include cotton, dairy, beef, pork and pota-
togs. Examples of state free-standing pro-
grams include the Nebraska wheat check-
off authorized under the Nebraska Wheat
Promotion and Research Actand the lllinois
soybean check-off under the Hiinois Soy-
bean Promotion and Research Act.

A second legislative structure authorizes
promotional efforts under federal or state
marketing orders. In general, these pro-
grams afso authorize other types of market-
ing tools including quality and quantity con-
trols. The 1937 federal Agricultural Market-
ing Agreement Act (AMAA) cuitently aliows
twenty-two of the forty-five operational fruit,
vegetable and spedciality crop marketing
orders to collect promotional revenues from
producers. At the state level, the 1937 Cali-
fornia- Agricuiture Marketing Act (AMA) al-
lows fifteen out of a total of twenty-four mar-
keting orders to coliect producer ravenues
for promotion.- Historically, the major differ-
ences between the free-standing and the
marketing order structures include the fol-
lowing: (1) marketing orders use various
supply management tools and set marketing
standards in addition to commiodity promo-
tion; (2} fedsral marketing orders are usually
confined to a specific gecgraphical region as
opposed to political boundaries such as
state or U. S. boundary lines; and (3) most
marketing orders do not allow producer re-
funds. However, as free-standing programs
become mere *nonrefundable™ and as mar-
keting orders increasingly focus on demand
enhancement, the differences betweoen
them are becoming increasingly blurred.

The third legislative structure, promotional
orders, is used only at the state level. These
programs closely resembie the free-stand-
ing programs in that their major emphasis is
on promotional activiies. They also re-
sembie the marketing order approach in that
a single “omnibus™ legislation authorizes
numerous commeodities to implerment com-
modity promotional pregrams. Examples
inciude the Georgia Commodities Promo-
tion Act (1961}, the Minnesota Commodities
Promotion Act (1868) and the Texas Com-
modity Referendum Law (1967).

Program Structures

Within the three legislative structures at
least six major program structures are iden-
tifiable among federal- and state-legisiated
programs. At the very specific levels of
program operation there are numerous dif-
ferences even among programs that are
authorized within the same state.

Siate Speciiic.

In this model, a state program is authorized
for promoting a specific state commodity.
The Florida citrus advertising program opet-
ates under a state-authorized marketing
order that establishes Florida citrus market-
ing regulations as well as advertising and
marketing research. The promotional activi-
ties carry state identified logos and images.
The program taxes all Florida producers of
oranges, grapefruit , tangerines and associ-
ated products. Its advertising efforts are
both naticnal and international in scope. The
California Avocado Commission is author-
ized by the California Avocado Promotion
and Marketing Act which requires that Cali-
fornia avocado growers contribute to the
commission’s promaotional efforts. Similarto
the Florida example, the commission's ef-
forts are both domestic and international in
scope. However, unlike the Florida ex-
ample, the commission's authorizing legisla-
tionis a free-standing rather than a market-
ing order structure and avocado growers
may request a refund should they decide not
to participate. This model usually covers
commedities that are produced within a
single state and have state or regionally
identified consumer characteristics.

State Deceniralized

This modet is employedininstances in which
a commeodity such as soybeans is produced
across several states and does not carry
with it state or regionally associated charac-
teristics. Producer funding for ASA interna-
tional sales efforts are generated through
twenty-five state authorized soybean pro-
motion excise taxes. Each state remits a
percentage of monies generated to ASA
with the remainder of the monies used by
state promotional boards for state/regional
promotion and research efforts.

National Deceniralized

This medel is the most recent effort to fund
farm commeodity promotion, The national



dairy, beef and pork promotion programs are
examples of this model. This legislative
modet is used to achieve better coordination
between state programs and more equitable
producer participation across states. Forex-
ample, dairy promotion in the United States
is conducted both at the national and local-
regional levels. The Dairy and Tobacco
Adjustment Act (1983) requires that all pro-
ducers pay a dairy promotion excise taxof 15
cents per hundredweight of milk sold com-
mercially,. While at least 5 cents must be
remitted to the National Dairy Promotion
Board, up to 10 cents credit may be retained

locally to fund regional, state or local dairy -

product prormotion.

The Food Security Act (1985) requires na-
tional promotion assessments on beef and
pork. The beef assessment ($1.00 per head
orits equivalent) is coliected atthe staie level
with allocation of the assessment going to
both national and local promotion efforts.
For example, in states which had existing
state-legislated beef check-offs prior to
1985, 50 cents of the total assessment is
retained locafly and the remaining 50 cents
is used for national promotional efforts. in
contrast, the responsibility for collecting the
national park check-off rests with the Na-
fonal Pork Producers Council and local
shares of the national pork check-off are pro-
rated back to the states by the National Pork
Producers Council.

Under this model, there are still 10 state-
legislated programs in effect or "on the
books™ for pork, 29 for beef and 23 state
pregrams for dairy, The role that state-
legislated programs play in the assessment
and promotion process is different for sach
of these three nationally legislated pro-
grams. In addition, such as in the caso of
beef and pork, the model also creaies the
possibility of "checking-off* imports, some-
thing not easily accomplished iegally under
either of the two state models,

Mational Centralized

While it is similar to the national decentral-
ized model, there is generally no aliowable

credit of funds to the state or regional levels
and state programs do not play a significant
role in program operation. Forexample, the
National Cofton Board collects the national
cotton check-off and decides how 1o use
check-off money but the primary activities
are carried out by Cotton Inc. Anocther ex-
ampie of this model is the natiohal potato
prometian program.

Marketing Order Structure

A fifth model is the marketing order ap-
proach. For example, federal marketing

order #927, authorized under the 10837
AMAA for Oregon-Washington-California
winter pears, regulates the quality mar-
keted. The geographical boundaries of the
order are specific, crossing state bounda-
ries. In addition, producers covered under
this order pay a mandatory assessment on

volume sold for promotional activities con-
ducted by the administrative board, Similar
markeling order examples are found at the

state level, espedially in California, New .

York, Michigan, Florida, and Colorado,

Leglsiative-Farm Cooperative

As indicated earlier, many farmer-owned
marketing cooperatives use the voluntary
approach 1o farm commodity promotion. But
exceptions do exist as under the federal
marketing order covering California al-
monds. California Almond Growers Ex-
change is a producer-owned cooperative
that promotes its Biue Diamond label as a
branded product both domestically. and in-
ternationally. The cooperative members

receive credit for their contributions against

the mandatory assessment.

Existing Programs

For the producer, the public policy official
and the economist, some of the major dé-
scriptive questions that arise concerning
legislated programs include: How many
programs exist at the federal and state level?

- How many of these programs allow  re-

funds? Which type of legislative structure
dominates? Do all programs require pro-

ducar approval in an initiating referendum’

before they become elfective? How many
programs require periodic producer reap-
proval through a formal referendum proc-
oss? .

Table 1 provides an overview of the charac-
teristics of federal and state promotional
programs during 1986 for eight commodity
classes. tindicates the number of legislated
programs for gach class, including market-
ing orders with promotional authorization.
The table also reveals the legisiative struc-

tures associated with commodity promotion -

—free-standing, marketing orders and pro-
motional orders. In examining the refund
provision, note that the majority of programs
do not allow refunds. This is prmarily &
function of the number of programs operat-
ing under marketing orders. Also, the largest
programs (dairy, beet, and pork) do not {or
will not) allow for refunds and operate as
free-standing federal programs. Almost 72
percent of all programs require an initial ref-
erandum o implement the program before
an assessmént can be collected, Iri some
states such as Idaho, the state constitution
does not allow those atlected by state law
{e.g., producers) to vote on its acceptability
once the state legislature has passedit. The
naficnal dairy, beef and pork check-off pro-
grams require producer referenda approval
after they have been implemented and col-
lecting assessments. Less than 50 percent
of current legislated programs require peri-
odic referenda reapproval by the producers
in order to continue. The national dairy, beef
and pork promotion programs do not require
such reapproval.

Table 2 shows these characteristics as to-
tals for 1979, 1982 and 1986. The compari-

sons reveal a decline in total programs from
319 to 312 between 1982 and 1886, The
1986 total program of 312 does not include
39 state-legislated beef and pork programs.
Though state programs are still operative as
promotional, research and regulatory pro-
grams {i.e., decentralized national model),
legislative authority for promotional taxation
is provided through federal check-offs.

Expenditures

Arnother important dimension of commodity
promotional efforts is the expenditure levels
of these programs. Table 3 shows the ex-
penditure levels for 1986 by commodity
class for domestic and foreign promotion
and for research, Examination of the totals
reveals that nearly 80 percent of expendi-
tures for all commodity classes is domestic
because commodity classes with the high-
est expenditure levels (dairy and meat) are
aimed at the domestic market. As would be
expected, field crop programs spend the
most on international market dévelopment
efforts, Table 4 compares spending for
commodity classes for 1979, 1982 and 1886
which reveals a significant increase in total
expenditures for domestic advertising and
promotion as well as for research. The table
shows that between 1979 and 1986, pro-
ducer expenditures for domestic promotion
nearly doubled on a constant dollar basis
with somewhat smaller increases for foreign
market development and research,

Summary

There are two main sources for funding ge-
nenc farm commodity promotion ard adver-
tising— oneis the public and the otheris the
producer. Historically, producer efforts have
been predominant. The legisiative (e.g.,
mandatory) producer approach has been
the most significant method for generating
producer monies for both international and

- domestic market development activities.

There has been a definite upswing in the
number of generic commodity promotion
programs since 1935 and a recent push
toward creating large national programs.
These efforts focus on increasing sums of
producer money for domestic market pro-
mation. Simultansously, the discretion al-
lowed the producer in determining whether
to participate in generic premotional pro-
grams has declined, especially at the federal
level. Therafore, it is all the more important
that economic analysis exarine the costs
and benefits of promotional activities for
specific farm commodities to individual pro-
ducers, consumers and the agricultural
commodity marketing system.




Table 1. Characteristics of federal- and State-Legislated Programs, 1985

Table 2. clnaracteristjcs of Federal- and State-Legisfated

Programs, 1979, 1982 and 1986

Commodi ty class

Year
Field Natural Other Poultry/ isti
Characteristics Dafry. - crops Frult fibars productsb 2pgs “Keat® Vegetables Characteristics 1979 1982 158
- {Number}
Pfrogrem suthorization Number of programs
Federal & ] 15 z 4 1 2 5 Federal 3% 33 35
State 3 67 114 1 3% 2 é 45 State 24t 286 zrt
total mumber programs 29 67 82 " 33 i . 8 50 Legislative structures
Free-standing 122 147 153
legislative structure Marketing order 83 9% N
Free-standing 16 42 20 ¢ 18 15 4 i Promotional order T2 78 &8
Harket order 8 ) 43- 0 1 0 ] 23
Promotion ordetr 5 19 % 2 [ 12 2 ] Refunds permitted
Yes 125 139 121
Refund . . No 152 180 "
Yes 0 53 16 7 13 18 2 12
No . » 1% [ & 25 9 é 38 Initiating referencun
d Yes 195 22% 223
Initiating referencdum . : Ko 82 S0 8¢
Yes 24 1 65 7 2T 20 & 36
No 8 26 17 4 " 7 2 1% Periodic reapproval
Yes 144 147 i34
Periodic approval Ko 133 152 170
Yes 1] 28 50 § n ' 15 3 30
No 29 39 32 & 27 12 5 - 2

® Does not inctude 39 state-fegislated programs for beef

? Includes the natienal dairy check-off progrem, five federal milk marketing orders that allow for

p promotion and 23 state-legislated programs.

Includes commedities such as honey, tree rwts, catfish, and oysters.

Includes only national beef and pork check-off programs which operste in conjunction with 39

state check-off programs and the figures also include state-legislated check-offs on sheep and wool.
Denotes that a formak and periedic reapproval referendum is required.

and pork suthorized prior to 1985,

Table 3. Producer Expenditures for Federal- and State-Legislated Table 4. Producer Expenditures for Federal- and State-Legistated
Prograns, 1085% Programs, 1979, 1982 and 1986
__ Advertising/prometion Expenditures
Coomodity class Domestic -~ Foreignb Research Total Year Domestic Foretgn Research Total
¢Dollars in miltions) (Constant 1986 doltars in millions)
Dairy 183.0 -- 11.0 194.0 1979 180.6 19.7 24.6 225.0
Heat 71.0 3.0 10.0 84.0 1982 172.4 35.5 30.5 238.7
Fruit 58.2 8.3 4.2 70.7 1986 357.3 35.8 41.4 434.5
Field crops 7.7 17.1 . 6.1 30.9
Hatural fiber 14.8 5.9 5.8 26.5
Vegetables . B 1.0 2.2 1t.8
Poul try/eggs T2 e 1.0 8.3
Other products &.7 5 1.2 8.4
Total 357.2 35.9 1.5 434,86

a Revenues generated through federal- and state-legislated programs

are $530 miilion,

Eighty percent of tatal revenues are expended

fer promotien and research when allowing for refund reguests,

|y Program administration and other costs.

Does not include USDA-FAS matching contributions.’
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GENERIC AGRICULTURAL COMMODITY
ADVERTISING AND PROMOTION:

Public Policy Issues

Walter J. Armbruster, Farm Foundation
Ronald W, Ward, University of Florida

Y,
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Congressional authorization of national
generic advertising and promotion pro-
grams for agricultural commodities al-
lows organized producers to collectively
fund promotion of their specific agricul-
tural commadities. This authority is
provided through marketing orders,
spacial federal legislation and export in-
centive programs. Similar programs op-
efate at the state level.

The number of generic prometion pro-
grams and the amount of their expendi-
tures have increased notably during the
1980s. Administrative structures and
funding regulations also have changed
inimportant ways. This program expan-
sion and change has spurred public
debate about the effect of generic pro-
motion of agricultural commodities on
total food consumption and the product
mix of foods purchased and the merits of
domestic versus international promo-
tion. These public policy issues fall into
two categories: 1) legislative content
and program implemsentation and 2)
broader public policy issues.

Legislative content and program im-
plementation issues relate primarily to
participant equity: refund availability;
producer referendum timing prior to or
after program implementation; in-
creased expenditures through industry
and trade organizations; and funding
levals.

Broader public policy issues encom-
pass the distribution of program costs
and bensfits; the role of advertising as
a general agricultural policy tool; the ap-
plicability of check-offs to imports as

well as domestic commodities; the role
of the public sector in program over-
sight; and data needs for program man-
agement and evaluation,

Program Content and
Enabling Legislation

There are several broad policy issues
that relate primarily to equity among
those directly involved in promotion pro-
grams.

Refund Options

Check-off assessments, collected atthe
point of the first sale, are withheld from
the payment to the producer. Assess-
ments paid to the authorized programs
are mandatory for producers supplying
product encompassed within the pro-
duction definitions of the legislation. A
number of programs include refund
provisions, but as a result of a trend
eliminating options in recent free stand-
ing national legistation, more than half
of producer check-off funds are nonre-
fundable.

Free riders who benefit from voluntary
programs without contributing were a
primary reasen for establishing federal
programs. The incentives for individual
growers 1o voluntarily invest in generic
promotion are weak. Programs are di-
rected toward long-term demand
growth; generic promotion cannct show
the same direct benefitsto producers as
branded promotion shows to individual
producers of branded items; most
evaluations of generic programs ad-
dress aggregate sales gains, not indi-

vidual gains. Although it is often difficult
for a single firm or producer to visualize,
if generic promotion efforls are success-
ful in increasing demand, then all pro-
ducers of the advertised product bene-
fit. Producers of agricultural commaodi-
ties must take a longer-term view of
generic versus branded promotion pro-
grams.

In the sarly generic promotional pro-
grams, refunds provided recourse for
those opposed to the programs. De-
spite the fact that individuals must for-
mally request refunds, typically a com-
plicated process, national promotional
programs for eggs and cotton have ex-
perienced very large levels of refunds in
recent years. Such refunds not only
create an added administrative cost but,
when substantial, create an inherently
unstable program and only compound
the free rider problem,

The dairy, beef and pork industries
legisiatively eliminated the free rider
problem by excluding refund provisions
in their national programs. The cotten
industry also is seeking to eliminate re-
fund provisions.

The public policy issues involve the
ability of the majority of those voting ina
referendum to set mandatory provisions
for everyone in the industry. Programs
without refund options must be carefully
designed to assure an equitable distri-
bution of the benefits since all producers
are required to contribute proportionally
to the programs. Likewise, administra-
tive representation must cut across the
broad range of interests among those




supporting the program. Forexample, if
assessments are impesed on a product
entering the market in both fresh and
processed forms, advertising programs
must be directed at both markets. Oth-
erwise, different segments of the indus-
try may realize disproportional net
benefits.

Producer Referendums

Either a majority or two-thirds of the
producers must approve a check-off
program for it o be established. As-
sessments then are imposed only on
producers exceeding minimum produc-
tion levels.

The creation of the National Dairy Pro-
motion Program underthe Dairy and To-
bacco Adjustment Act of 1983 was the
first instance in which a federal program
was allowed to be initiated prior to a ref-
erendum to ceriify producer approval,
The beef and pork industries have since
been successful in implementing pro-
grams with no up-front referendums.
Instead, referendums will be held after
these two programs have operated for
specified pericds. Under this new
procedure, the public policy issue in-
volves the squity implications of impos-
ing a program on producers who have
not voted on the mandatory assess-
ments. Up-front referendums force pro-
ducers to vote based on subjective
expeactation of program benefits. Hold-

ing a referandum later provides aperiod .

for experimentation from which produc-
ers can gain information about program
benefits on which to base their vote.
Part of the earlier assessments col-
lected without a referendum can be
viewed as the cost of acquiring better
information for voting on longer-term
programs. Clearly, a system for provid-
ing unbiased evaluation of the programs
during the experimental period is
needed so that producers can make the
best informed decisions during the
subsequent referendum.

Existing Trade Organizations

Existing trade organizations often carry
out promotional pregrams andtherefore
benefit frem increased national generic
check-off funding. The National Live-
stock and Meat Board receives national
beef promotion funding and the National
Pork Producers Council receives dol-
lars from the national pork marksting
program. Undar the National Dairy
Promotion and Research Board, a sig-

nificant amount of funding is made avail-
able to regional milk market orders to
conduct regional advertising. While
dairy organizational structures were al-
ready in place and funded by regional
coniributions, the national efforts signifi-
cantly increased the potential level of
funding. However, programming and
administrative control of a fixed share of
the total assessments were placed with
the Dairy Board, formed as a new
administrative structure nottiedto exist-
ing industry associations.

Potential benefits from using estab-
lished organizations are twofold. First,
the internal structure is already in place,
thus possibly reducing extensive start-
up costs. Second, regional organiza-
tions may more effectively tailor pro-
grams to regional conditions. The more
likely situation is that in which both re-
gional and national programs are
needed, especially forcommodities that
have a wide production and consump-
tion base. For example, credit for up to
10 cents out of a 15 cent total assess-
ment for dairy is permitted for program
expenditures by state and regional or-
ganizations. Research points to the
benefits for both organizational struc-
tures but shared sfforts are not without
their coordination and political difficul-
ties.

A question arises about the goals of
such regicnal organizations ralative to
the long-term best interests of all pro-
ducers, Once such arganizations are in
place, there is a strong incentive to
maintain levels of programming, staffing
and funding. Thus, generic promotional
programs may become institutionalized
with specific organizations having a
great stake in their continuation. An
issue is the possible influence of such
arganizations on the type of program
evaluation results used to justify con-
tinuing producer authorization of pro-
grams.

Broader Policy Issues

In addition fo the public policy issues
involving equity among producer partici-
pants, there are several that affect a
broader range of parties.

Distribution of Costs/Banefits

Evaluation of the eifscts of generic pro-
motion on the total marketing system
requires continued monitoring, drawing
on a research base and data collection

systems. One would first expect io see
shifts in product demand, then in-
creased supplies in response to higher
prices. Longer-term succsssful pro-
grams might induce new producet en-
try, thus increasing and shifting the
amount supplied at any given price. The
ultimate effect of advertising on prices is
dependent on respaonses in both de-
mand and supply. Since the increased
expenditures from generic promoticnal
check-off funds increase the costs o
each level in the marketing channel, the
extent to which increased revenues are
cbtained by producers and matketing
firms is important in analyzing the net
impacts from generic promotional pro-
grams.

Consumers may initially face higher
ptices as a rasuli of generic promotional
programs. The very essence of generic
promotion is to increase commodity
sales at any price and to lessen con-
sumers' sensitivity to price changes
{see the discussion in Pamphlet 4).
Generally, generic advertising should
lead to shifts in demand rather than
lessening price sensitivity, however,
The underlying purpose is o increase
income to producers. Failing this, the
programs are not desirable from the
producers’ viewpoint. Uhlimately, the
axtent to which consumers can expect
to pay higher prices will depend not only
on the demand but on fundamental
changes in production and the market
structure. More research is needed to
determine how well retail price in-
creases pass through the marketing
channel to producers, and whether
adveitising increases market power or
consumption.

Prices increase with rising demand,
holding cther factors tixed. Yet, given
time, there is potential for expanded
supplies, reallocation of products
among uses and improvements in the
marketing infrastructure. For example,
recent increases in fluid milk consump-
tion, partially attributed to generic ad-
vertising, have resulted in some small
reallocations of milk from manufacturing
to fluid use and possibly reduced gov-
ernment support program purchases,
Likewise, other commodity groups ad-
versely affected may become more
price competitive. For example, how will
poultry pricing change with major beef
promotions? Possibly the poultry con-
sumer will be one bensficiary of ex-
panded beef promotion programs.



Assuming prices areincreased, another
major policy issue is the impact on
consumers in different income levels.
The impact could be greater on lower
income cansumers since food con-
sumption accounts for a larger share of
their disposable income. The question
to be addressed is whether government
authority for generic promotional pro-
grams to increase producer incomes
has a positive or negative impact on
lower income consumers. The major
impact on this income group depends
on the current mix of goods included in
their market basket and how this mix
changes. For example, consider three
goods, A, B and C for which A includes
a national advertising program and (A,
B) are close substitutes. If the lower
income group’s market basket is (A, C)
and prices for A increase, then this in-
come group may be adversely affected
by the national promotions. Whereas, if
the basket is (B, C) and advertising of A
leads to lower prices for B, then this
lower income group is a beneficiary.
While this example is simplistic, it does
reflact the difficulty in drawing definite
conclusions about the impact of generic
programs across income groups.

Some goods are so basic that they
appear in all market baskets across
income strata while others are more
concentrated among selected income
levels. Perhaps a greater understand-
ing of this mix of goods would provide in-
sight into the potential distributional ef-
fects of the advertising programs.

The above arguments relate to costs
and benefits associated with changing
prices and shifting market baskets.
Many of the newer commodity advertis-
ing programs emphasize nutritional
education. While it is difficult to place an
economic value on nutrition, it is likely
that lower income groups have the
greater need for nutritional education.
The welfare benefits achieved through
improved nutrition could far exceed
losses associated with rising prices, but
the difficulty in measuring such benefits
is most apparent,

Funding Levels

Substantial increases in the total as-
sessments for generic promotion raise
several issues that were less important
under previously lower funding levels.
Clearly, optimal funding levels are de-
pendent upon the marginal effective-

ness of the particular advertising pro-
gram and should not exceed the point of
diminishing net returns. Much of the
present advertising research has been
useful for addressing this question.
Similarly, the allocation of funds amaong
generic advertising, research, nutrition
education and market development
presents difficult programming deci-
sions. Questions about joint efforts
between generic and brand programs
are particularly important for those
commodities that can be readily differ-
entiated. Is it in the public interest for
generic funds 1o be used for brand
advertising? One must have a clear
understanding of the commodity char-
acteristics even to grasp what consti-
tutes brand versus generic advertising.

Increased levels of funding by several
major competing commaodities--namely
beef, pork and dairy--alicit questions
about the intercommodity impact of pro-
motional programs. There are con-
sumption limits for food, particularly in
developed countries. f one commodity
gains a greater share of the total market
basket, it is to some extent at the ex-
pense of compsting commodities. For
many commodities, a small increase in
consumption, while beneficial to a given
industry, may be imparceptible in its
impact on the total list of foods con-
sumed. Likewise, it is doubtiul that any
of the current generic programs could
push the consumer to the point of satu-
ration for foods in total.

Conclusions regarding the effects of
advertising on the total food basket and
shifting commodity shares are mostly
subjective. Research shows the sales
gains from generic advertising of spe-
cific commodities, not the effects on the
total mix of food consumption. Whether
these gains represent a growth in the
total food consumption or a shift among
alternative foods is unknown.

Advertising As A Policy Tool

Historically, commodity advertising has
not been viewed as an alternative for
achieving specitic governmental do-
mestic farm policy objectives. As a
policy tool, advertising is fundamentally
different from other government pro-
grams in that there is no direct govern-
ment involvement in funding of domes-
tic advertising programs. It does, how-
ever, provide a mechanism for enhanc-
ing demand and thus potentially reduc-

ing pressures on increasing govern-
ment stocks andfor support costs for
selected commodities. For example,
the potential benefits from increasing
assessments on dairy producers for
promotion activities are currently being
debated. The role of advertising in farm
policy is likely to be particularly impor-
tant for those commaodities with sub-
stantial government stocks. Broader
use as a policy tool may be limited for
major commodities due to intercom-
modity effects as discussed in the previ-
ous section.

Adverlising and promotion have long
been used in, and have become an
increasingly important elementof, some
marketing orders tor milkk and for fruits,
vegeiables and horticultural crops.
They have not bean used as a domestic
agricultural policy tool for major com-
modities, however, although the promo-
tion of U.S. agricultural commodities in
foreign markets has been a policy tool
used rather widely. Recently, foreign
promotion has received a substantial
boost under the Food Security Act of
1985 (see Pamphlet5). Since any sales
gains in foreign' markets will likely come
at the expense of competing suppliers
orresultin increased total food demand,
public policy concerns due to intercom-
modity trade-cffs are minor.

imports and Check-Offs

Most generic promotional programs are
directed to domestic markets. Foreign
suppliers exporting to the United States
are in a position to benefit from these
programs without directly sharing in the
costs, Just as mandatory assessments
are designed to eliminate free riders
within the domestic producer groups,
the inclusion of imporied commodities
subject to the assessments is intended
to eliminate free riders among exporters
to the United States. For exampls, the
Florida citrus industry has been con-
cerned with the extent to which imported
Brazilian orange juice benefits from
domaestically funded generic advertising
pragrams. Current legistation does not
make imported juices subject to the
advertising assessments.

If a commodity is not differentiable
based on country of origin, certainly the
imported products benefit from gains
generated through advertising. To the
extent that differentiation is possible or
different markets draw upon imported




versus domesticsources of supply, then
the degree of inequity is lessened. As-
sessments on foreign imports seem
squitable in that those benefitting are
required to contribute their fair share of
the program cost. As a trade-off, the
equity of participation argument may be
easily extended to allowing everyone
contributing to the generic fund to have
input inte the program design. This
would then include the exportters to the
United States but could bring conflicting
goals into program management,

How assessments on imports interact
with GATT rules and the current round
of negotiations aimed at reducing barri-
ars to trade may be an issue for further
attention in the public policy arena.
Thess assessments should not be con-
fused with tariffs and duties that go di-
rectly into federal coffers. Tariffs and
duties do not provide any direct benefit
to the exporters to the United States,
whereas advertising assessments do.

The Role of the Public Sector

The U.S. Department of Agriculiure
(USDA) administration of promotion
programs has been relatively free of
major problems. Direct government
involvement in setting operating poli-
cies and programming for generic pro-
grams has been minimal. A fundamen-
tally “hands off” oversight policy by
USDA and responsible administration
by the commodity boards have gener-
ally worked well. Before the mid-1980s,
there were saveral common statutory
constraints that set limits on program
activities. Together these influences
helped minimize problems within each
industry and among industries. Begin-
ning in the mid-1980s, however, many
of the statutory constraints were modi-
fied or eliminated in new promotion leg-
islation,

The issue is whether the public authority
for genetic promotion check-offs should

carry with it more responsibility for pub-
lic oversight of such programming by
USDA. Othsrwise, the programs im-
pese a tax on producers that is passed
through to consumers for the banefit of
producers under government authority
without public accountability. Manda-
tory evaluations have been included
only for the dairy program in recent
national enabling legislation. Is man-
dated evaluation for use by policy mak-
ers and by producers who need infor-
mation about their potential net benefits
a desirable policy requirement for all
federally legislated programs?  Or
should the requirement vary amaong
commodities as determined by the indi-
vidual legislation?

Data Needs

The data needs for analysis of these
public policy issues and for program
management decisions may excsed
those perceived by management of
generic commedity promotion boards.

Often data bases are collected without
having a clear understanding of iheir
intended uses. It may be appropriate for
USDA to specify coilection of such data
as needed to answer important public
policy issues related to distributional
impacts and cross-commodity effects.
In that case, should data collection
costs be bormne by producers or by tax-
payers? Determining data needs and
availability is a very difficult problem
under any circumstances and is treated
in more detail in Pamphlet 6 of this se-
ries.

Concluding Remarks

Expanding generic advertising check-
off programs raise a number of public
policy issues. Removing the possibility
of refunds, setting up programs prior to
referendums, funding existing trade
organizations and substantially increas-
ing funding levels represent significant
changes from previous pragrams.

Publicpolicy issues are raised aboutthe
distribution of costs and benefits of
thess programs, cross-commodity ef-
facts that may be generated by advertis-
ing of competing commodities at sub-
stantial levels, and whether adequate
data will be available for sorting out the
program impacts and effectiveness.
Subjecting imports to check-offs seems
eguitable in terms of eliminating free
riders, but may conflict with current
emphasis on reducing barriers to trade.
Finally, the appropriate role of the public
sector in monitoring generic promotion
pragrams needs to be addressed.

These public policy issues need atten-
tion by congressional and administra-
tive policy makers, commodity group
leaders, researchers and farmers con-
tributing to such programs. They may
also receive attention from consumer
groups concerned about the impacts of
such programs on the cost of foods and
the distributional impacts on censumers
with different income levels.

This pamphilet is a product of the Northeast
Regional Committee on Commeodity Promo-
tion Programs (NEC-83). Executive Com-
mittee: Olan D. Forker, Comnell University,
Chairman; Walter J. Armbruster, Farm
Foundation; Henry W. Kinnucan, Auburn
University; Lester H. Myers, Economic Re-
search Service, USDA: and John P. Nichols,
Texas A&M University. Editors, Walter J.
Armbruster, Farm Foundation, and Roberi
L. Wills, University of Wisconsin, Published
in March 1988 by the Depariment of Agricul-
tural Economics, the New York State Col-
lege of Agriculture and Life Sciences at
Corneli University, ithaca, NY 14853-7801.
Fact sheets in this series include Generic
Agricuitural Commodity Advertising and
Promotion: (1) its Role in Marketing; (2)
Program Funding, Structure and Character-
istics; {3} Pubiic Policy issues; (4) Econom-
ics and Impacis; (5) International Programs;
(6) Program Evaluation.
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Economic theory and analysis can be
used to determine what generic agricul-
tural commodity promotions can and
cannot accomplish.

Commeodity promotion programs are
comprised of research and develop-
ment, as well as promotion. Research
and development of new products, of
processing techniques and of packag-
ing increase commodity consumption
by improving retail availability and prod-
uct quality. “Push” promotion activities
target wholesalers and retailers through
rebates, incentive plans and trade jour-
nal advertising. These activitias "push”
product through to the retail level and
increase retail availability. In contrast,
consumer promotion activities including
adveriising through newspapers,
magazines, radio, and television at-
tempt to “pull” product through the retail
outlets, encouraging consumption by
changing consumer awareness and
attitudes.

Demand and Consumption
Changes

Purchasing behavior can be summa-
rized by a demand curve showing the
relationship betweenthe price of a prod-
uct and the quantity purchased, holding
constant all other relevant factors such
as prices of substitutes and/or comple-
ments and consumer incomes. Sup-
plier behavior is shown by a supply
curve indicating the quantity producers
are willing to sell at different prices,
holding constant all other relevant fac-
tors such as production costs and
technology. Consumption is the quan-

tity supplied and purchased at the mar-
ket-clsaring price. On a graph, this
market-clearing quantity and price is
shown as the intersection of the supply
and demand curves.

Consider a consumer whe purchases 3
pounds of hamburger a week if it costs
$1.05 per pound, 2 pounds a week if it
costs $1.55 per pound, and 1 pound a
woek if it costs $2.05 per pound. Com-
binations of quantities purchased at
specific prices can be plotted as a de-
mand curve. The slope of the demand
curve becomes flatter or more elastic
the larger the reduction in quantity pur-
chased for each price increase. De-
mand curves can be calculated for indi-
viduals, groups of individuals or for the
market as a whole.

Many factors affect the slope and level
of demand curves. For instance, con-
sumers with higher incomes are likely to
purchase more lobster and less ham-
burger than consumers with low in-
comes, Thus the level of the demand
curve for hamburger may be lowet for a
high income individual. At the same
time, the high income consumet Is
probably less responsiveto achangein
hamburger price. So the high income
consumers demand curve for ham-
burger may be steeper as well as lower
than the hamburger demand curve of
lower income consumers. The price of
substitutes and the prica of comple-
ments, or suppotting products, also af-
fect the level and slope of demand
curves. For example, hamburger sub-
stitutes include pork chops ar hot dogs
and complements include hamburger

buns and cheese. Demand curves also
can be affected by geographic location
and seasonal changes.

The effects of promotion programs can
be measured by their effectsonthelevel
and shape of demand curves. A suc-
cessful promotion will usually increase
sales of a commodity at any price, pro-
ducing an outward shift'in the demand
curve. Alternatively, promotions may
make consumers less responsive 10
price changes, making the demand
curve steeper.

To measure the effects of promotion
proegrams on demand curves, 8cono-
metric techniques are used to isolate
the promotion effects from the effects of
changes in income, season, locality,
prices of complements or substitutes,
and other variables that may coincide
with the promotion effort. Consumer
behavior with the promotion is then
compared to what it would have been if
nothing had changed except for the
level of promotion spending. Promo-
tions can be successful even when
sales decline if, without the promaotion,
the sales decline would be greater.
Conversely, promction programs can-
not be credited with sales increases
resulting from unrelated changes in
demographics, lifestyles, incomes, or
prices.

Dimensions of Commodity
Promotion

Advertising impacts are affected by (1)
minimum promotion thresholds, (2)
saturation levels and (3) carryover of-
fects.
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1. Minimum promotion threshclds are
the minimum level {and quality) of ad-
vertising messages required before
consumer impacts occur (Figure 1).

expenditures. Total anticipated bene-
fits from a promotion may exceed ex-
penditures even if initial sales re-
sponsas are small.

Figure 1. Relationship between Advertising
Level and Impact on Sales

Sales

Threshold

Saturation
Level

2. Saturation levels are the limits of
consumer response ioc an advertise-
ment in the presence of competing
messages or frequent repetition of the
same message.

3. Carryover effects are sales increases
resulting from previous promotional ef-
farts. Figure 2 shows two examples.
Minimum threshold levels may be
achieved at varying rates depending on
the promotional approach used and the
characteristics of the commodity being
promoted. Maximum impact is not
achisved immediately, This is called de-
lay. Once maximum impact is achieved,
it declines or decays over time, Decay
can also oceur at different rates, de-
pending on the promation approach and
product characteristics.

Current demand for a product is partly a
result of current advertising and partly a
resultof past advertising. Thedelay and
decay concept can be used to weight
current and past advertising expendi-
tures when attempting to determine how
much consumer goodwill, or advertising
capital, has accumulated from previous
advertising efforts,

The current and future impacts on sales
from a current advertisement must be
adjusted for inflation to determine
whether total benefits are worth current

Advertising Expenditures

Marginal Analysis and
Optimal Commodity
Promotion Programs

One way to measure the success of a
promotion program is to determine
whether revenues or other benefits
resulting from the promotion have
greatervalue than the cost of the promo-
tions. For instance, if promotion expen-
ditures of $12 million generate addi-
tional consumption of 4 million pounds
of a commodity, the promotion program
is a success or failure depending on the
per pound value of the commodity.

However, another way to evaluate pro-
motion programs is to examine whether
expenditure levels and distributions are
optimal. Promotion expenditures are
too high if the last dollar added to the
promotion budget generated less than
its value in additional sales or other
benefits. In that case, decreasing ad-
vertising would increase net benefits.
Conversely, promotion expenditures
are too low if the last dollar spent gener-
ated more than a dollar's worth of bene-
fits.

Optimality can also apply to allocation of
promotional dollars. - Promotional ex-
peanditures can be shifted among prod-
ucts {fromfluid milkto cheese cryogurt),
regions, different advertising media,
locations, target audiences, timing,
agencies, themes or messages. The
allocation of promation expenditures is
optimal when the benefit from the last
dollar spent is equal in each alternative
use.

An optimal promotion program may
produce much higher benefits than one
that merely attempts o cover total pro-
motion costs. Sophisticated economet-
ric techniques are needed to evaluate
whether total spending and distribution
of promotion programs are close to op-

timal. Pamphlet 6 addresses program
evaluation.

impacts of Commodity
Promotion Programs

The most common objective of com-
modity promotion programs is to in-
crease demand for the commodity

Figure 2. impact of an Advertisement over Time
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being promoted. Some programs at-
tempt to increasse commodity prices or
quantity of the commodity sold and
others try to stabilize prices, quantities
or farmer revenues. Regional promo-
tions attempt in pant to enhance the
image of produce from a particular local-
ity. Some programs have several of
these cobjectives.

Commodity promotion programs can
have unintended effects. Most promo-
tion programs must change consumer
behavior to attain their objectives and
may make consumers better off or
worse off. Promotions may spur pro-
ducers to improve quality and reliability,
tharsby incraasing theirmarketing man-
agement performance. Promotions
benefit promotion managers, adveitis-
ing agencies and marketing research-
ers. Promotions may provide direct
bensfits to distributors and processors
and may affect the value of advertising
for processors’ brands. Finally, promo-
tions may affectthe level of government
spending.

On Commuodity Producers

Commaodity promotion programs use a
variety of funding mechanisms, as indi-
cated in Pamphlst 2. Typically, farmers
pay for commodity promotions and are
the intended bensficiaries, but not all
intended economic impacts actually
occur.

Most promotion programs attemptto in-
crease both the market price and quan-
tity of commodity sales with the goal of
increasing revenues to farmers, but
shifts in consumer demand may not
translate into shifts in commodity de-
mand.

For example, if the government pur-
chases surplus products to maintain a
minimum price, the consumer demand
shift may result in private buyers replac-
ing government purchases. In this
case, producers will neither sell more
nor necessarily receive higher prices.
The cost of the promotion just adds to
their costs and reduces their net reve-
nues. Even without economic benefits,
however, producers may get political
benefits since decreased government
purchases may enable the government
to maintain a higher support price for a
longer period. However, it is difficult to
put a value on these political benefits.

Another difference between actual and
intended etfects occurs when produc-
ers increase their output in response to
higher prices generated by promotion.
The increased supply lowers the market
price and eventually farmer profits may
just cover their production and promo-
tion costs. In situations in which no
supply controls exist, farmers as agroup
will not be able to maintain higher net
revenues after paying for the promotion
than they would have without the pro-
motion. Net revenue is the same after
the promotion but the quantity sold and
market-clearing price are higher. For
this reason, short-run promotions wilibe
more beneficial than promotions that
continue for many years in markets with-
out supply and entry controls.

By enabling farmers as a group to sell
more at the same or higher prices, pro-
motion programs may enable some
farmers to stay in business who would
otherwise have to produce other com-
modities or find off-farm employment. K
the marginal producers left the market,
supply would likely fall and financially
healthy farmers would receive a higher
price, even after deducting promation
assessments. So,promotionsthatkeep
marginal producers in business force
financially heaithy farmers to subsidize
distressed farmers. While promotions
may slow or prevent farmers from exit-
ing some sectors of farming, the burden
of that policy may fall disproportionately
on competing producers or on consum-
ors of the commodity who pay higher
prices. ' '

Commodity promotion programs may
also help stabilize farm prices, guanti-
ties or revenues. If promotions reduce
the responsiveness of commodity de-
mand to changes in price, they may
increase market price responses to
changes in supply and decrease the
swings in farmers’ revenues. Such a
change will bensfit farmers but may hurt
consumers.  Allernatively, promotion
programs could be timed to increase
demand in seasons or years when sup-
plies are abundant or demand is weak.
But promotion managers may be moti-
vated to run promotions to coincide with
and build on periods of naturally occur-
ring high demand.

On Marketing intermediaries

Commodity producers are at one end of
the vertically integrated food and fiber

typical.

system and consumers are at the other.
Producers sell mast commaodities tofirst
handlers for processing or resale to
processors. Wholesalers buy fresh and
processed goods and sell them 1o retail-
ers who sell to consumers. Although
some commodities may skip one or
more of these steps, some progress
through independent intermediaries is
Pamphlet 1 summarizes the
marketing management implications of
producers’ position in the marketing
channel.

Producers benefit from commedity pro-
motion only if (1) their promotion
changes consumer behaviorand {2) the
banefits are passed on by the middle-
men in the marketing chain. If proces-
sors or distributors have market power,
they may respond to increased con-
sumer demand by raising the retail price
of the consumar good. Inthat case the
processor’s ordistributor’s profits would
increase, but they may sell less of the
commodity to consumers and buy less
from producers of the commodity than
thay would have if they had kept the
retail price fower, Therefore, commodity
promotion programs generally increase
commodity demand more when inter-
mediaries have less market power, that
is, when the entire vertical system is
competitive.

The impact of commodity promotions on
the structure of intermediate markets
influences whether a promotion has the
desired effect. Generic promotion may
increase leading processors’ market
power. If processors’ brand advertising
is enhanced when it piggybacks on ge-
neric promotions, it may increase brand
advertising effectivenass or market
share. K market power results in higher
prices, the commeadity promotion's im-
pact on derived demand for the com-
medity may be reduced. On the other
hand, generic promotion may reduce
the effectiveness of brand advertising
by emphasizing that the product is an
undifferentiated commodity.

A promotion program may haveto bene-
fit processors, distributors and retailers
because the program’'s success fe-
quires their cooperation. For example,
Wisconsin dairy farmers cannot suc-
cessfully differentiate Wisconsin
cheese if processors and retailers do
not identify the origin of the cheese they
sell. Obtaining the cooperation of matr-
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ket intermediaries is an important costin
some commodity promotions.

Regional commodity groups may have
an additional motive for benefitting inter-
mediaries. By differentiating local prod-
ucts from those made in other regions,
regional or state commodity promotions
attemptto increase the region’s share of
commodity sales rather than, or in addi-
tion to expanding total demand for the
commodity. Regional commodity pro-
motions are often part of broader devel-
opment efforts designed to keep or
entice local processors so that farmer
producers will have convenient outlets
for their commedity in the future.

On Consumers

On the opposite end of the marketing
chain from producers are consumers.

Two broad types of consumer promo-
tion exist: those that inform or educate
consumers and those that persuade
them. Informational and educational
promotions enable consumers to make
decisions based on increased knowl-
edge. Persuasive promotions, how-
ever, attempt to convince consumers
that the product has attributes that are
desirable. Consumer welfare may or
may not ba improved depending on the
real value of the attributes.

A negative aspect of promotional pro-
grams is that they increase the cost of
food, making some consumers pay
higher prices for food they would have
purchased anyway. Others buy more of
the product because they think, as a
result of the promotion, that the food has
more vajue. The net welfare impacts of
promotions on consumers as a group
are, therefore, difficuit to determine.
They depend on the content, form and
costs of a particular promotional effort.

If the quantity purchased increases be-
cause of the promotion, if the promo-
tionaleffortisinformative and if consum-
ers who would have purchased the
product anyway benefitfrom the promo-
tion, then the promotion benefits con-
sumers as a group. Not all promotions
that benefit producers do all of these
things.

On Sales of Other Products

Commodity promotions also can have
impacts on competing products. Promo-
tions for miik and orange juice, for ex-
ample, may offset promotions for soft
drinks, competing products that are the
subject of brand advertising financed by
afew large manufacturers. Although no
single agricultural commadity producer
can hope to profit by independently ad-
vertising, jointly promoting a commaodity
may recapture sales lost fo competing
advertised products.

A commodity promotional program that
increases demand for an agricultural
commodity will decrease demand for
substitute products and increase de-
mand for complements. Successful
promotions for beef will probably reduce
demand for pork, chicken and famb, but
may increase demand for potatoes,
hamburger buns and steak sauce,

Frequently, the response of producers
of one commodity to promotions of
competing commodities has been to
start their own promotion program.
Competing promotions among com-
modity groups may reduce the sffective-
ness of all programs. Consumers have
a limited budget and stomach capacity.
Individual commodity groups may not
be the best organizations to determine
optimal promotion strategies from the
public perspective. Authorizing agen-
cies should consider commodity promo-

tien programs in the context of impacts
on other market participants.

Summary

This pamphlet only begins to illustrate
the complex economic forces that moti-
vate and result from commaodity promo-
tion programs. Each of the economic
impacts needs to be measured and
incorporated into the decision-making
process of the partictlar commodity
promotion program. Economic analysis
helps uncover the important questions
and illustrate why careful evaluation of
commodity promotion programs is valu-
able to producers, marketing firms,
consumers, public oversight agencies
and policy makers.
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mittee: Olan D. Forker, Cornell University,
Chairman; Walter J. Armbruster, Farm
Foundation; Henry W. Kinnucan, Auburn
University; Lester H. Myers, Economic Re-
search Service, USDA; and John P. Nichols,
Texas A&M University. Editors, Walter J.
Armbruster, Farm Foundation, and Robert
L. Wills, University of Wisconsin. Published
in March 1988 by the Department of Agricul-
tural Economics, the New York State Col-
lege of Agrculture and Life Sciences at
Cornell University, lthaca, NY 14853-7801,
Fact sheets in this series include Generic
Agricultural Cemmodity Advertising and
Promotion: (1) lis Role in Marketing; {2)
Program Funding, Structure and Character-
istics; (3) Public Policy Issues; (4) Econom-
ics and Impacts; (5) International Programs;
(6) Program Evaluation.
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The output of about one of every three acres
of U.S. land is currently consumed in foreign
countries. Efforts to promote foreign con-
sumption of U.S.-produced agricultural
commaodities are an imponrtant compenent of
overall commodity promotion activities. A
number of government programs are de-
signed to boost U.S. exports in one of these
two ways: 1) developing foreign markets and
2) enhancing export marketing efficiency.

Government foreign market development
for specific commodities focuses on the
Cooperator Program, the Export Incentive
Program (EIP), and the Targeted Export
Assistance (TEA) Program, all operated by
the Forgign Agricultural Service (FAS) of the
U.S, Department of Agriculture. Improved
efficiency of export marketing is the respon-
sibility of the FAS Agricultural Information
and Marketing Service (AIMS).

Forelgn Market
Development Programs

Cooperator Program

The FAS Cooperator Program was author-
ized in 1954 by federal legislation (PL 480}
and accounts for 95 percent of government
expenditures on foreign market develop-
ment. The program funds three general
types of aclivities: trade servicing, technical
assistance and consumer promotion.

Trade servicing activiies are specifically
intended to facilitate or expand U.S. agricul-
tural exports. They include bringing study
teams from foreign countries to the United
States to learn about U.S. production capac-
ity and reliability as a supplier of agricultural
commodities; issuing trade press announce-
ments; hosting trade conferences; advertis-
ing in foreign trade periodicals; distributing
promotional material to foreign food buyers;
and other trade-retated promotional activi-
ties.

Technical assistance programs seek lo
stimulate growth in the long-term demand for
U.S. exports by pinpointing how U.S. com-
modities can be effectively utilized in the
production and/or selling activiies of the
forsign buyer, Assistance to actual or poten-
fial foreign buyers includes feeding trials
and demonstrations: animal nutrition semi-
nars; product development research; short
courses by U.S. experts on feed technology;
and general nutrition seminars.

Consumer promotion can be either generic
or identified, but generic promotion is in-
tended to foster the use of particular raw
agricultural commaodities without identifying
them by name. For example, generic pro-
motion of soybeans may consist of marga-
rine and tofu sales campaigns and con-
sumer education seminars in Japan. ldenti-
fied promotion activities, on the other hand,
attempt to enhance demand for a specific
agricuttural commodity by making direct ref-
erence to itin the promotion campaign. Iden-
tified promotion of soybean oif might include
baking and cooking seminars in Japan to
llustrate product quality and versatility.
Branded advertising, which attempts to
enhance demand through product differen-
tiation, is outside the purview of the Coop-
erator Program but is included in the Export
Incentive Program discussed below.

Recipients of FAS Cooperator funds tend to
be nonprofit U.S. agricultural trade or com-
modity groups that have industrywide or
nationwide membership and scope. Ex-
amples include the American Soybean As-
sociation, U.S. Meat Exporl Federation, the
Wine Institute and the Catfish Farmers of
America. Funds are obtained by submitting
to the FAS a marketing plan detailing how
the group intends to use the funds. If FAS
approves the marketing plan, the commod-
ity group is expected to share in the cost of
implementing the plan; hence, the term
“cooperator program.”  The Cooperator
Program provides an added incentive for

commodity groups to support voluntary or
mandatory industry check-offs that can be
augmented with FAS funds.

Export Incentive Program

The Export Incentive Program (EIP) was au-
thorized by the same legislation (PL 480) as
the Cooperator Program. The EIP provides
market development funds in cases in which
the FAS has determined that a Cooperator
Program is infeasible or branded promotion
would be more effective. Funds are usually
limited to direct promotion expenses such as
consumer advertising, point-of-sale demon-
strations, public refations, press servicing
activities and participation in trade-only
trade fairs and exhibits. Participation in the
EIP is generally limited to private U.S. firms
or agricultural cooperatives selling products
under a registered trademark {e.g., Dole and
Sunkist). The EIP is a matching program
thatreimburses participants no more than 50
percent of approved foreign promotion ex-
penses. The extent of federal cost sharing is
tied to the participant's performance as
specified in the agreement with FAS. Export
Incentive Program agreements typically run
three years. Relative to the Cooperator
Program, the EIP operates on a much
smaller scale. In 1985, FAS had 47 con-
tracts under the Cooperator Program but
only 16 contracts under the EIP. Anexample
of an EIP program is branded promotion of
California almonds in Japan through con-
sumer media advertising, point-of-sale dem-
onstrations and trade fair participation. n
1986 the EiP accounted for less than 5
percent of total FAS expenditures on export
market development projects.

Targeted Expott Assistance

A relatively new federal program that en-
courages the development of export mar-
kets for U.S. agricultural commodities is
Targeted Export Assistance (TEA). Enacted
as part of the 1985 farm bill, TEA provides




export promotion assistance to U.S. com-
meodities injured by unfair foreign trade prac-
tices. The ossential differences between
TEA and the EIP or Cooperator programs
have to do with duration and eligibility. The
TEA Program has a legislative life of five
years and will terminate in 1990. Eligibility is
limited to commodity sectors in which ex-
ports have been adversley affected by sub-
sidies, import quotas or other “unfair” foreign
trade practices and in which the affected
commodity is in adequate domestic supply.

Programs funded with TEA money may be -

directed toward markets or countries guilty
of unfair trade practices or at alternate mar-
kets intended to offset lost exports. Funding
of TEA for the fiscal years 1986-88 is slated
atnot less than $110 million per year {(about
three times the 1985 FAS expenditures on
all market development activities), Thereaf-
ter, in each of the ensuing fiscal years 1989
and 1990, funding is slated to nearly triple to
notless than $325 million In CCC resources,
commedily cartificates, or cash. However,
the Secretary of Agricuiture has, at least for
the time being, limited reimbursement to cer-
tificatos only.

Information Service

Information is essential to expanding forsign
markets for U.S. products. Relevant, accu-
rate and timely information about foreign
market conditions, export marketing tech-
niques and regulations, export oppartunities
and related items can lower the costs of es-
tablishing and maintaining trade links with
foreign buyers. The resulting improved mar-
keting efficiency permits a greater fiow of
commadities to foreign buyers than would be
passible otherwise.

Operatod under the auspices of the FAS, the
Agricullural information and Marketing Serv-
ice (AIMS) helps U.S. companies introduce
their products to foreign markets or expands
present overseas matrkets by providing in-
formation through six types of services.
These services, available on g subscription
basis, are: Trade Leads, Product Publicity,
Foreign Importer Listings, International Mar-
keting Profiles, Executive Export Services
and the Buyer Alert Program.

Trade Loads

Trade leads provide information about for-
ign buyers' purchasing needs gleaned from
reports filed daily by FAS agricultural coun-
selors, attaches and trade officers located
wortldwide. These daily reports contain de-
tailed infermation on product specification,
quantities, bid requirements, -telex/cable
contact points and delivery deadlines neces-
sary for a U.S. exporter to successfuliy pur-
sue the trade lead.

Product Fublicity

U.S8. companies can advertise thelt products

at no charge in a monthly FAS newslettor’

callad Contacts for U.S. Agriculiural Prad-

ucts.  Translated into appropriate lan-
guages, the newsletter is distributed world-
wide to FAS agricultural counselors, at-
taches and trade officers for distribution to
prospective foreign buyers. The newsletter
consists of 100-word descriptions of prod-
ucts submitted by U.S. firms. The March
1986 issue lists 35 products including New
York beer, North Carolina quail, and Florida
stone crab claws,

Foreign Importer Listing

This listing of firms in foreign countries inter-
estad in importing specific U.S. agricultural

commodities or foodstuffs includes names,

addrasses and telephone or telex numbers
of prospective foreign buyers. FAS gener-
ates these listings from foreign dafa bases
and foreign companies that have requested
U.S. products through the Trade Lead Serv-

ice in the past three years. . Lists tailored to.

the particutar information neads of the U.S.
exporter such as all Japanese wheat import-
ers or poultry importers worldwide, also are
available for a nominal fea.

International Marketing Profiles

Pericdic publication of studies of the export
potential of selected U.S, agricultural com-
modities into particular foreign markets is a
new FAS service. These studles, presanting
detailed statistics on agricultural trade and
related activities, have either a country or a
commodity focus. Country marketing pro-
files describe agricultural marketing possi-
bilities and constraints in particular coun-
tries. An example is the 1986 stucly by M. A.
Trueblood and N. R. Horenstein entitied
“The lvary Coast: An Export Market Profile.”
Product marketing profiles provide trade
information on 30 selected groups of agricul-
tural products;, principally in the high-value or
value-added praduct categories. Through
relevent statistical indicators, marketing
profiles attempt to identify leading foreign
markets, fast-growing markets and the prin-
cipal L.8. compeatitors for specific products,
In addition to the product and couniry mar-
keting profiles, the FAS can produce custom
marketing profiles upon request. Therelis d
nominal fee for both standard and custom
marketing profiles.

Expcutive Export Setvice

Designed to provide the U. S. exporter com-
prehensive information about relevant ex-
port markets, the Executive Export Service
contains thros components: 1) a one-year
subscription to' Export Briefs, a weekly report
containing all export leads processed sach
weelk by the FAS; 2) cne International Mar-
keting Profile of the subscriber’s choice; and
3) & one-year subscription to Foreign Agri-
cultura, the USDA’s monthly trade maga-
Eipe.

Buyer Alert Program

In an elecironic version of the Product Pub-
licity Program, the AlMS staff in Washington,

D.C., transmits via high-speed telecommu-
nications sales announcements of featured
products 1o interesied overseas buyers.
These announcements provide prospective
buyers with a brief description of the product,
the price and information about contacting
the U.S. supplier. Buyer Alert reinforces the
information provided in Contacts, the chief
vehicle for implementing the Product Public-
ity Program. The principal advantage of the
Buyer Alert is timeliness since sales an-

* nouncements are transmitted on a weekly

hasis. Participation is free.

Program Funding Levels and
Geographic Targets

FAS expenditures for information setvice
programs are minor relative to expenditures
for market development programs. There-
fore, discussion of funding will focus on the
Cooperator, EIP and TEA programs. Funds
made available under TEA enhance the Co-
operatqr and EIP pragrams. However, TEA
funds did not become available until the
1986 fiscal year and hence are not yet re-
flected in current statistics on Cooperator or
EIP expenditures. As mentionad previously,
the Cooperator Program is the real mainstay
of L).S. government export promotion pro-
grams, receiving 95 percent of funds com-
pared fo only § percent for EIP in 1986. Con-
sequently, a description of the Cooperator
Program alone captures the essence of U.S.
government and related expenditures on
export promotion. Funding levels with re-
spect to the Cooperator Program are dis-
cussed in terms of total budget, government
sharg, changes in real funding levels over
fime, commodity distribution of funds and
geographic targets.

Total Program Expenditures

In 1986, expenditures on U.S. government
subsidized export promotion of agricultural
commodities amounted to $120 million, of
which the government contributed $42 mil-
lion. Histotically, the FAS apparently has at-
temptad to leverage its Cooperator funds by
obtaining matching contributions from both
the U.S.-based cooperator and the afiected
foreign third party. FAS has come closer to
acheiving this goal in recent years (Table 1).
Total program budgets grew modestly be-
tweaeon 1975 and 1980 but then growth accel-
orated, resulting in a 43.5 percent growth in
real budgets over the 10-year period 1975-
85. In 1885 the Cooperator program had a
unified budget of $34.3 million (1967 dollars)
censisting of three roughly equal compo-
nents: 1) FAS (U.S. government) expendi-’
turas, 2} expenditures by U.S.-based coop-
erators, and 3)-confributions by foreign third
parties (Table 1). Increased contributions by
cooperators coniributed thé most to the ex-
panded budget, with government contribu-
tions not far behind. Funds provided by
foreign third parties grew at a relatively
modest real rate of 9.5 percent between
1975-85.



Table 1. FAS and Cooperator Expenditures for Export Promotion, Selected
Yecars 1975-85
Contributor funds
Fiscal FAS U.S.-based Foreign third Total
years expenditore? cooperator parties program
(Deflated 1967 dollars in millions)

1975 7.2 6.2 10.5 239
1980 7.6 8.0 11.2 26.8
1985 11.8 110 11.5 343
Percent change E

1975-85 597 774 9.5 435

4 Includes Export Incentive Program funds which are used to promote high
value and value-added products in foreign markets.

Adapted from U.S. General Accounting Office, Report No. NSIAD-87-89,

International Trade, March 1987, p. 34,

Commodity Distribution

Of the $111.7 million spent under the Coop-
erator Program in 1986 that could be identi-
fied clearly on a commodity basis, 31.7 per-
cent went to export promotion of grains and
foed products (Table 2). The next largest
expenditure categories were cilseeds and
products (24,1 percent), livestock and prod-
ucts (14.4 percent), cotton (11.4 percent),
and fruits and vegetables (11.5 percent).
Export promotion expenditures for dairy and
poultry accounted for only 3.8 percent of the
1986 budget, arelatively small amountgiven
the importance of these commodities o the
U.8. agricultural sector. Other.commodity
groups receiving less than 5 percent of the
1886 budget were forest products and to-
bacco and seeds.

tively, of total expenditures in 1986 (Table 3).
Howsever, with the exception of Asia, the
shares going to these countries have de-
clined over time with Eastern Europe, the
Near East, the Soviet Union and especially
African counfries receiving larger shares.
Expendituros on export promotion in the
Soviet Union, an important LS. trade part-
ner for several major grains, accounted for
less than 1 percent of total expendltures in
1986.

Evaluation Efforts

Despite their long history (since 1956) and
potentlal for increasing demand for U.S.
agricultural eommodities, few attémpts have
been made to evaluate the effectiveness of
U.S. export promotion su'bsidy- programs.

Table 2. Commodity Breakdown of U.S. Sponsored Export Promotion
Expenditures, Fiscal Year 19869

Commodity group

Total expenditures

Cor_nmocli,ty share

{Millien dollars) {Percent)
Cotton 12.7 114
Dairy and poultry 4.0 3.6
Qilseeds and products 26.9 241
Fruits and vegetables 129 il.5
Grain and feed 354 T 317
Livestock and products i6.1 14.4
Forest products 2.6 2.3
Tobacco and seeds L1 1.0
Total 111.7 100.0

@ Excludes funds allocated generically to groups rcprcscnting rcgioria'l interests’

in the United States.

Adapted from U.S. General Accounting Office, Report No. NSIAD-87-89,

International Trade, March 1987, pp. 30-

Geographic Targeis

Western Europe, Asia excluding Japan, and
Japan are the major targets of U.S. subsi-
dized export promotion efforts, accounting
for 24.1, 26.5, and 17.6 percent, respec-

52,

The published studies ihat exist (one for
soybeans, one for wheat, one for orange
juice into European markets' and one for
poultry, apples and fobacco) suggest that
substantial returns accrue not only to the
U.S. government but also to cooperator and

. foreign third party groups. For example, the
. soybean study indicates that in 1976 the

U.S. shares of worid soybean meal and oil
markets were 6 percent and 10 percent
higher, respectively, than would have been
the case without market development ex-
penditures. The average net return o soy-
bean growers is estimated to have been
more than $14 per market development
dollar spent between 1970 and 1980. The
other studies show similar results.

Studies conceming the returns to U.S. in-
vestments in develeping foreign markets for
U.S.-produced agricultural commodities are
useful in evaluating whether such invest-
ments have been worthwhile. They provide
litte guidance, however, for efficiently allo-
cating market development funds among
commodities, geographic targets or specific
market development activities. Because
countries differ in their responsiveness to
market signals and commodities differ in
their promotability, appropriate and effective
market development strategies are likely to
differ significantly by commodity. More de-
tailed- analysis of foreign market develop-
ment programs could provide an improved
basis for decisions about fund allocation,
program management and market develop-
ment strategies. This, in turn, would lead to
a more effective use oftaxpayer and |ndustry
resources.

Evaluating foreign market development ac-
tivities ordinarily is more complicated than
evalualing domestic promotion efforts. be-
cause trade-related variables like exchange
rates and exportimport policies must be
considered along -with. the conventional
economic variables affecting supply and de-
mand for the promoted commodity. Data de-
scribing changes in consumption by foreign
consumers of the promoted product may be
lacking, inadequate ‘or inappropriate.  Fi-
nally, some foreign market development
programs are too small to justify thie expense:
of evaluation. Nonetheless, pressures to
conduct ‘costbenefit analyses- likely will
mount as the programs Increase in size and
scope. '

The Advantages and

" Challenge of Foreign

Market Development

" Promoting fareign consumption of U.S. agri-

culturg commodities offers several advan-
tages as a means 1o enhance prices and

" incomes in the U.S. agricultural sector. |t

also presents a challenge. First, generic
promotion of a particular commadity, such
as beef, in the domestic market may do little
more than increase beef consumption at the
expense of other meat such as pork and
chicken. The net effect on aggregate farm
income, therefore, is not clear. Promotion of
consumption in foreign markets, however, is
more likely to have a net positive impact on
U.S. farm income because increased for-
eign consumption of U.S: beef, for example,




Table 3, Gcographxc Targets of US. Export Promotion Expenditures by FAS
and Coopcrators,a Sclected Years 1982-86 .

Year
Area 1982 1984 1986
(Percent)

Japan 19.0 18.1 17.6
Wcstgrn Europe 355 27.1 24.1
Asia 252 26.4 265
Eastern Eurape 1.7 2.0 2.5
Soviet Union € 4 ) 9
Latin America 2.9 2.6 10.0
Africa 20 9.1 10.5
Near East 43 6.4 74
Other 2.4 9 .5
Total 100.0 - 100.0

100.0

2 Does not include International Institute of Cotton, Export Incentive Program
Targeted Export Assxstance, and FAS projects.

Excludes Japan.
€ Less than one-tenth of one percent

Adapted from U.5. General Accountmg Offlce, Report No. NSIAD-87- 89,

International Trade, March 1987, p. 53,

may result in a reduction in the consumptlon
of beef from other sources rather than reduc-
ing consumption of competing U.S.-pro-
duced meats. In other instances, foreign
promotion may result in dietary shifts away
from traditional foods produced outside the
U.8. And even though increased imports of
U.S. besf by a country may reduce their
imports of U.S. feedgrains, the domestic U.S
demand for feedgrains will be stimulated to
produce the additional beef exports. At the
same time, shifting the feeding of livestack
from foreign countries back to the U.S.
enables the U.S. agricultural sector to cap-
ture the value-added in livestock feeding.

Second, the U.S. market development pro-
gram helps mitigate the nogative effects ofa
strong doliar, Although a strong dollar re-
duces the purchasing power of foreign cur-
rencies, thus constraining expert demand
for U.8. agricultural commodities; it boosts
the purchasing power of each market devel-
opment doliar spent in foreign markets.

The challenge for Ihe market devélopmem
program is to.focus funds on activities that
are most likely to maintain or boost the U.S.
share of foreign consumption. In general,
the U.S. export demand for a particular
commodity can be enhanced by three types
of promotion activities: 1) those designed to
increase the foreign demand for the general
class of products to which the commedity
belongs, 2) those intended to boost the
share of the commodity in the foreign con-
sumption of the products in the same gen-
eral class, and 3) those focused directly on
increasing U.S. marketshare. Forexample,
U.S. exports of beef can be stimulated by an
increased demand for meat in foreign coun-
tries. United States export promotion that
leads to appropriate changes in tastes and
preferences in foreign markets can stimulate
an increase in the demand for meat. Al-
though U.S. beef producers are likely to
benefit from such efforts, beef producers in
the targeted country as well as in other beef
exporting countries alse can benefit. Most

export market development funds have

‘been spent on such generic promotions’

since the inception of the USDA programs.

Successfully boosting the U.S. share of beef
consumed in foreign countries would guar-
antee that U.S. producers benefit the most
from market development efforts. Relatively
little effort, however, has been made to dif-
ferentiate U.S. from foreign-produced agri-

_¢cultural commedities in foreign market de-

velopment programs. Greater emphasis of
funding on "branded” premotion activities
could build foreign demand for U. S. agricul-

_tural commodities by differentiating U.S.

products from those of its foreign competi-
tors.
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Sources of Information about FAS Programs

The export promotion subsidy and infoermation service programs described in this pamphlet are administered by
the Foreign Agricultural Service (FAS) of the U.S. Department of Agriculture. That office publishes information
leaflets and brochures describing agency services available to current and prospective exporters of U.S.
agricultural commodities. Those interested in learning more about participation in the Cooperator, Targeted
Export Assistance and Export incentive programs are encouraged to contact the FAS directly at the following

Foreign Agricultural Service
Information Division

USDA

South Building, Room 4644
Washington, DC 20250
(202) 447-5521




GENERIC AGRICULTURAL COMMODITY
ADVERTISING AND PROMOTION:

Program Evaluation

Olan D. Forker and Donald J. Liu, Cornell University
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Commedity promotion programs should
be evaluated for two reasons. First,
thers is the interest of the commodity
group providing the funds. Second,
there is the public interest. The authoti-
ties for both domestic and international
promotions are provided by the govern-
ment, thus the programs must be ac-
countabla to the public through the re-
sponsible government agency.

To serve the interasts of the commodity
group, itis not enough for the promotion
program simply to have a positive im-
pact on sales. In order for returns on
investment in promotion to be positive,
the value of the increased sales must
outweigh the costs of the program. Fur-
thermore, the commodity group must
compare various combinations of pro-
motion strategies and choose the ones
that maximize returns. This means that
commodity groups nead information to
support the following decisions: (1) de-
termining the most appropriate assess-
ment level for promotion funds, {2) allo-
cating available funds across different
promation activities such as advertising,
nutrition education, and new product
devslopment and across different me-
dia such as television, radio, and news-
paper, and (3) choosing a program de-
sign and an implementation procedure
that maximize program impact. Evalu-
ation research must be designed to
provide this needed information.

The public interest is served if the pro-
motion program provides consumers
(taxpayers) accurate information rele-
vant to their consumption decisions. In-
formation is necessary for markets to

operate efficiently. Information about
price, quality, and other product attrib-
utes allows consumers to choose the
product mix they most prefer given their
limited budget. In turn, when informa-
tion increases the buyers range of
choicas, sallers have agreaterincentive
to compets. Without such information,
the incentive to compete on price and
quality is weakened, and consumer wel-
fare is reduced.

There are also national and interna-
tional considerations in evaluating the
public impact of commodity promotion.
Domestic generic promotion programs
for different commodities may create
cross-commodity effects (see Pamphlet
3}, and International promotion pro-
grams may affect the domesticfarm and
consumer sectors {see Pamphlet 5).
Thus, policymakers have an interest in
assessing the aggregate effect of do-
mestic promotion as well as the impact
of internationa! promotion.

This pamphlet focuses on the economic
avaluation of the following commodity
group concerns: sales impact, revenue
impact {i.e., returns on investment}, and
the use of evaluation results in promo-
tion management. Issues relating to
cross-commodity trade-offs are also
addressed briefly. The pamphlet does
not deal with such issues as consumer
information and international promotion
programs. The former involvas the ac-
curacy of promotional cfaims, an area
regulated by the Federal Trade Com-
mission and outside the scope of this
pamphlet, while the latter is covered in
Pamphlet 5.

Sales Impact Evaluation

Conventional views on advertising and
promotion hold that the effects occur in
stages. First, consumer awareness of
the product is enhanced, followed by a
change in consumer aftitudes toward
the product. Finally, consumers in-
crease their purchases of the product.
Given this sequance, the effectiveness
of advertising and promotion efforts can
be evaluated by measuring changes in
the three areas: awareness, attitudes,
and consumption. Instead of the gen-
oral implications that would emerge
from analyzing the final consumption
effect of a promotion program, studying
thethree parts of the evaluation process
separately results in more specific guid-

ance about how to improve the pro-
gram.

Awdreness

"Tracking studies” are used to measure
or track changes in the product aware-
ness of consumers that result from ad-
vertising efforts. Typically, acommodity
promotion organization employs a mar-
ket research company to survey the tar-
get population. The goal of the survey is
to determine whether or not and to what
extent consumers have become aware
ofthe promotion effort and the promoted
product. The persons being interviewed
are asked whether they have seen or
heard and remembered fecent adver-
tisements. The survey results provide
evidence of whether or not the adver-
tisementwas effective in improving con-
sumer awareness of the proeduct. The
market research firmrepeats the survey

—



periodically and uses changesin aware-
ness overtime to determine whetharthe
advertisement should be continued gra
new "theme” pursued.

Attitudes

Tracking studies are also used to meas-
ure changes in attitudes toward the
product being promoted or toward com-
peting products. The persons inter-
viewed are asked for their views about
product attributes. Attributes of interest
might be flavar, color, texture, nutrient
content, or price, depending on the
productunderinvestigation. The results
are used to help decide how effective
the advertising effort has been in bring-
ing about the desired changes in con-
sumer attitudes. The results also alert
the commodity group to changes in
cansumer attitude that might hurt sales.
In turn, the insight about attitudes and
attitudinal changes can lead fo changes
in advertisement design and promotion
campaigns.

Consumption

There are two approaches to determin-
ing the net effect of promotion on sales.
One is the use of econometric tech-
niques that measure relationships be-
tween sales and promotion, while filter-
ing out the simultanecus or lagged ef-
fects of various other factors such as
prices and income. An alternative ap-
proach consists of using an experimen-
tal design in which one group of individu-
alsis exposedto the promotion while the
othet Is not. Controlling for other fac-
tors, the two groups are compared to
determine a net relationship bstween
sales and promotion. Regardless of the
approach, researchers need data on
both promotion and consumption to
evaluate the relationship between the
two. Also, since promotion is not the
only influence on consumer purchases,
researchers need data to capture the
impact of other variables on consump-
tion. The estimated relationship be-
tween promotion and consumption can
be used to simulate the sales effective-
ness of alternative promotion programs.

Consumption Data

Good estimates of consumption volume
are hard io obtain. An ideal measure of
sales would include the various forms in
which a product is consumed. In the
case of milk, measures would include
the various forms of fluid milk and

manufactured dairy products. In the
case of pork, it would include the various
cuts of meat. For apples, separate
measures of fresh sales and processed
volume would be appropriate. The ideal
measure would also take into account
all situations under which consumers
might consume the product, such as at-
home or away-from-home. Monthly
data on sales should be collected in
order to capture and separatethe imme-

diate and carryover effects, Research’

indicates that quarterly or annual data
do not adequately account for the car-
rycver effect of promotion on consump-
tion.

The U.S. Department of Agriculture -
publishes farm-level production and-

manufactured product volume data for
agricultural commodities that research-
ers can use to derive consumption data.
However, becauss of storage opportu-
nities beyond those actually measured,
derived consumption data are not very
reliable reflections of actual consump-
tion. Therefore, it is necessary for each
commodity promotion organization to
obtain a measure of salesthrough either
aconsumer lavel survey such as a diary
panel or a store audit.

Consumerdiary panel surveys measure
purchases by households. Several
market research companies operate
diary panels in which individuals are
asked to keep records or a diary of
household purchases for a specified
period, usually two weeks. These dia-
ries provide an estimate of at-home con-
sumption of food but have the drawback
of ignoring away-fram-home consump-
tion volume. The extent to which the
diary panel provides an accurate meas-
ure of at-home consumption forthe total
papulation in question depends on the
size and the representativenass of the
panel. Also, the panel can provide an

estimate of the total consumption voi-

ume only if it maintains away-from-
home consumption records, or if some
adjustiments can be made to estimate
consumption away-from-home.

Alternatively, food store audits can be
usaed to obtain volume of sales. Two
types of siore audits are common. The
traditional type involves a personal visit
by representatives of the market re-
search company io each store in the
sample. The representative obtains
data on purchases and sales from each

store’s accounting and inventory rec-
ords. Based on thess, an estimate of
sales on specific products is calculated.
A relatively new approach to food store
audits is to purchase scanner data from
the stores. The scanner data provide
the actual quantity and price of each
item as it goes through the check-out
counter. Both of these methods can
provide reasonably accurate estimates
of sales providing the size and type of
stores selected are representative.
Howaever, as in the diary panel, the vol-
ume measure accounts only for food to
be consumed at home. To abtain an
estimate of the away-from-home portion
of the market, a sample of eating estab-
lishments could be audited.

Promotion Data

The advertising effart can be measured
in several ways. The most common
measurement has been dollars ex-
pended, adjusted by a media cost index
to remove the effects of inflation. Since
the purchasing power of the advertising
doliars also depends on the relative bar-
gaining position between those who
place the ad and those who air the ad,
dollar expenditures are not always a
reliable measure of the “effective” ad-
vertising effort. Alternatively, the effort
measure can be expressed in terms of
gross rating points, which measure the
proportion of viewers that are reached
by a particular media program during a
specific period of time. The differencein
measuring advertising in dollars as
opposed to gross rating points can be
compared to the difference in measur-
ing the consumption of apples by the
dollars expended as opposed to the
number of apples purchased. The
gross rating points measure of the ad-
vertising effort is usually preferable
when it is available,

in addition to the data on advertising, in-
formation about special promotional
activities such as couponing and point-
of-purchase display is needed. Since
these promotion activities complement
media advertising, a failure to account
for them will result in'a biased estimate
of the sales impact of the mainstream
advertising.

Data On Other Factors

Many other factors aifect the sales of a
particular commoaodity: the price of the
commodity, the price of competing



products, the amount of brand advertis-
ing for the product, the amount of ge-
neric and brand advertising of compet-
ing products, changes in the consuming
population, and random events such as
news releases about product tampering
and nutritional concerns. Variables
such asthese mustbe measured and in-
corporated into an evaluation model to
determine the net sales effect of an ad-
vertising program.

Modef Simulation

A model that reflects the relationship
between consumption and promotionis
the starting point for the evaluation pro-
cess, Relationships expressed in the
model are estimated using econometric
techniques. In turn, the estimates are
used to simulate the sales response fo
promotion under varying hypothetical
promotion patterns. The simulation is
designed to answer questions such as
how sales might have been affected if
no promotion or different expenditure
levels had been advanced. Through
such simulations, the impact of the pro-
motion program on consumption canbe
quantified. Simulations can also be
conducted to predict the likely sales
impact of changing the leve! of expendi-
tures in the future,

Revenue Impact

A positive sales impact does not neces-
sarily imply that it pays to promote the
product. The benefits of the program
have to be carefully compared against
the costs of the program. The costs
Includa advertising and promotion ex-
penditures as well as the expenses of
program administration. The principal
benefit is the difference between reve-
nue (price times quantity) under the
program and revenue without the pro-
motion program.

li the promotion program generates
positive returns, eventually producers
will increase supplies. Thus, short-run
gains may be eroded by long-term in-
creases in supply of the commodity.
Hence, in evaluating whether aprogram
pays, itis important to consider both the
short-run sales impact and the fonger-
term supply response.

Program Management

Even if the promotion program results in
positive returns, the question of whether
the performance of the program can be

improved remains. Good performance -

requires good management. it is useful
to consider three different types of man-
agement decisions.

The Appropriate Assessment

For most promotion programs, the initial
level of assessment was determined
through. a political process. In some
cases the mandatery level is based on
experience of previous voluntary pro-
motion organizations. But usually the
decision is made with little knowledge of
the possible impact of alternative lavels
of program activities. If a good model of
the promotion-sales relationship is
available, then the impact of alternative
levels and combinations of program
activities can be simulated to provide a
prediction of the likely impact on sales.
A systematic evaluation of alternative
levels can provide information to help
determine the most appropriate assess-
ment level given soms particular sales
or ravenue objective. .

The Allocation of Funds

The economic law of diminishing re-
turns says that as more and more re-
sources are devoted to one activity, the
additional returns from that activity will
eventually decline and may become
zern. Previous studies in generic dairy
and generic citrus prometion indicate
that the law applies to advertising as
well (Figure 1). Hence, it is importantto
avoid "overallocating” promotion ex-
penditures to any given program option.
Empirical models of the promotion-con-
sumptian relationship for various' pro-
gram activities, if available, can be used
to. determine the expenditure level at
which the marginal rates of return from
additional expenditures are equal for
each program option. This information
will help determine how much money
should be allocated to each program
activity for the greatest possible impact
from the amount of money available.
The extent to which program activitias
can be compared depends on the ex-
tent to which empirical models have
been developed. In the case of media
advertising, for example, models should
be developed to help in allocations
across media (television, radio, news-
paper, and billboard), across geo-
graphic market areas, across the differ-
ent product forms (fluid milk vs. cheess,
ham vs. pork chops, etc.), and across
fime.

Design and Implementation

Program managers need to decide the
most appropriate theme and specific
message to include in their promotion
campaigns. An effective evaluation
model can provide a measure of how
well previous campaigns were received
and ameasure of theirimpacts on sales.
This knowledge should provide insight
into how successful different ap-
proaches have been. This historical in-
sight, along with tracking information
about_how consumers view different
product attributes, should help program
managers design and implement future
program strategies and activities.
Empirical modeis provide an expecta-
tion of the likely impact of future pro-
grams. Fact comparisons can be made
between the expected and actual sales
levels to indicate how successful the
programs were in achieving their goals.

Finally, the empirical models, the track-
ing studies, and other information
sources should be designed to provide

- a continuous feedback mechanism so

that information is available on a timely
basis to support decisions atthe various
levels. Assessment decisions will be
made infrequently, perhaps every 3-5
years. Allocation decisions are more
lkely to be made annually. Some pro-
gram design and implementation deci-
sions are made annually while others
are made more frequently.

Cross-Commodity Impacts

Increased levels of funding by several
major competing commodities —
namely beef, pork, and dairy — raise
questions about the cross-commodity
impact of promotional programs. Given
limited consumer income, if one com-
modity is to increase its share of total
food expenditures, it must do so at the
expense of competing commodities.
The resulting change in the structure of
the food system affects not only com-
modity producers but also the consum-
ing public.

To evaluate the cross-commodity im-
pact, the models that relate sales and
promotion should be global, rather than
focus on a single commodity. A com-
plete demand system should be devel-
oped to assess the sales impact on cne
commaodity of the promotion by another
commeodity group, and vice versa.
Since an individual industry is not likely




Figure 1: The Law of Diminishing Returns

Dollar Returns From Promotion

e — — — — —— — —— — A i e

Promotion Expenditures
in Dollars

1o be interested in evaluating the impacf

of its promotion on the sales of compet-
ing commodities, the public sectorhasa
role in Initiating research, compiling
promotion data on various industries,
and providing an unbiased interpreta-
tion of the research results to poli-
cymakers.

Concluding Remarks

Evaluation research should be re-
garded as an integral part of the whole
commodity promotion scheme. Promo-
tion programs affect the public as tax-
payers and as consumers. They also

affect producers through costs asscci-
ated with assessmaent or through reve-
nuse due io promction. Evaluation re-
search results can be useful fortracking
and svaiuating promotion performance,
diagnosing market changes, and mak-
ing program allocation and implementa-
tion decisions.

Fortunately, some evaluation research
has been conducted for several domes-
tic commodity promotions. The Florida
Citrus Commission, the United Dairy
Industty Association, the New York Milk
Promotion Board, and the National

Dairy Promotion and Research Board
have all conducted or sponscred econ-
ometric studies and experimental de-
sign studies in the past. These studies
have provided substantial insight into
how and the extent to which advertising
affects sales and consumption.

Unfortunately, only a smalt proportion of
the programs actually being conducted
have adequate measures of sales. And
even where sales data are available,
only a few of the programs are actually
being evaluated so that empirical meas-
ures of the sales effect are generated. If
the public interest and the tarmer inter-
esis are to be appropriately and ade-
quately served, the commodity promo-
tion organizations and the responsible
public agencies must insure that ade-
quate data are generated and appropri-
ate empirical models established, and
objective research and analyses per-
formed.
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