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Preface

This assessment is an analysis of the U.S. food-grading program. It
evaluates those changes and modifications in the present grading system
which would facilitate consumer choices and examines their possible conse-
guences.

The assessment was requested by the Senate Select Committee on Nutri-
tion and Human Needs and endorsed by the Senate Committee on
Agriculture, Nutrition, and Forestry. The report identifies and evaluates the
major issues and options available for congressional consideration in food
grading.

The report was prepared by the Office of Technology Assessment food
program staff, under the supervision of Mr. J. B. Cordaro, food program
manager, and Dr. Michael J. Phillips, project leader, with contributions
from: (1) the Food Advisory Committee; (2) the food-grading workshop
participants; (3) Dr. Thomas Sporleder, food grading consultant; and (4) Mr.
Robert L. Smith, Jr., OTA research assistant. Ms. Jane Mason and Ms. Ann
Woodbridge provided clerical and logistic support in preparation of this
report. The Food Advisory Committee provided advice and comment
throughout the assessment, reviewed the final draft, and has recommended
publication of this report.

The Technology Assessment Board, governing body of OTA, approves
the release of this report, which identifies a range of viewpoints on a signifi-
cant issue facing the U.S. Congress. The views expressed in this report are
not necessarily those of the Board, the OTA Advisory Council, or of in-
dividual members thereof.
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Part |

Summary of Issues, Findings,

and Congressional Options

INTRODUCTION

Food grading is basically a sorting process, a method of separating a
food product into two or more groups through the use of chosen base cri-
teria. Once separation is accomplished, the grade assigned should directly
impart the criteria used in its determination. Grades are not used for sorting
across products —i.e., apples from pears—but rather within products—i.e.,
apples from other apples.

Present Federal food grades impart little information to the consumer.
Federal grade criteria for sorting products are based on sensory charac-
teristics-such as taste, flavor, color, or exterior appearance-and evolved as
a mechanism to facilitate wholesale transactions in industry. To benefit con-
sumers, simple, uniform terminology, increased nutritional information,
and standardized systems for grading might be established. The question
now arises as to whom grades should serve: consumers, industry, or both?

Industry and consumers are affected by:
. which food products are graded;
. what criteria are chosen for the grade;
. how the grade is designated on the product; and
. where grading occurs in the food distribution channel.

This study assesses the social, institutional, and economic consequences
of modifying or changing the present grading system to a retail- or con-
sumer-oriented grading system. Public policy issues of significant concern to
Congress and the Nation surrounding Federal retail food grading are
defined.

These issues are:

1) the criteria (or sorting rules) used for grades;
2) whether or not retail grades should be mandatory; and
3) the nomenclature used for grades.

The Office of Technology Assessment found that each major food
category—processed foods, fresh fruits and vegetables, and fresh red meat—
poses a different problem. Therefore, potential costs and benefits (with
respect to a retail-oriented food-grading system useful to consumers for

S Department of Agriculture Photo
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making better food-purchase decisions) differ for each category. The issues,
as they relate to each of these broad product categories, are discussed in the
text (see centerfold), and possible congressional options for each grading
issue are identified. Each option has a cost; none are free. Also, each option
has potential benefit to consumers. Careful consideration should be given to
the net benefit (cost in relation to benefit) prior to adoption of any particular
option. In this report, a full range of congressional options are stated regard-
less of the potential relative or absolute net benefit to various participants in
the food distribution system.

NOTE: A Glossary of major terms used throughout this report appears on page 87.



ISSUE I: GRADE CRITERIA-COMBINING SENSORY CHARACTERISTICS AND
NUTRITIONAL CRITERIA

Current food grades are based on criteria
reflecting sensory characteristics such as
flavor, texture, color, or other palatability or
cosmetic factors. A major issue in food grad-
ing is whether to change this basis to reflect
sensory and nutritional factors
simultaneously. The issue is complex. One
general problem associated with making
nutritional content a basis for grades is that
nutrition deals with diet. As one food grading
workshop (see methodology) participant
states:

We can conceive of a nutritious diet, but the con-

cept of a nutritious food product has never been
developed. There are many components of a
nutritious diet, and the concept of getting them
all in a product is very repulsive to nutritionists
and, | think, the populous in general. So there is
a very great difficulty in nutrition labeling. Any
product is a component of a diet, and it may be a
useful component although it is very lopsided in
its individual characteristics. What makes a
nutritious product is what other products it is
combined with in a day or a period of several
days. We have a conception of nutritional diet;
we do not have a conception of nutritional prod-
uct.!

FINDINGS

Current Government programs for proc-
essed foods include regulation of food prod-
ucts for wholesomeness and safety, standards
of identity, fair labeling and packaging, and
optional nutritional labeling and grading
systems. In addition, most major food
manufacturers have elaborate quality control
programs that assure compliance with
Government regulations and their own
specifications. Retail grade criteria should not
be changed to reflect some combination of
sensory and nutritional factors, as it is not
meaningful to grade processed foods on both.
Problems include an inverse relationship be-
tween sensory and nutritional characteristics
and the time lag necessary to establish nutri-
tional content and grade and label the prod-
uct. For processed foods, analysis by OTA in-
dicates that the most appropriate vehicle for
conveying nutritional information to con-
sumers is the nutritional labeling program
already in operation.

With regard to fresh fruits and vegetables
and red meat, nutritional factors apparently
cannot be combined with sensory factors and
serve as basis for retail grades. Evidence in
this report indicates that the nutritional con-
tent of fresh products is quite similar within
any particular commodity. For example, ap-
ples, regardless of variety, tend to have similar
nutritional characteristics, as does round steak
regardless of cattle breed. This means that
nutrition information cannot serve as a
meaningful basis for sorting (therefore grad-
ing) various products within a commodity
category.

There are a number of options for increas-
ing the flow of nutritional information to con-
sumers, the intent being that such information
would facilitate food purchase decisions. The
range is wide. Some options deal directly with
grade criteria changes, while others deal with
increasing consumer nutrition education.

CONGRESSIONAL OPTIONS

The following are some of the options
available to Congress for the grade criteria
issue:

. Congress could direct the Department of
Agriculture (USDA) to facilitate the adop-
tion of a voluntary/mandatory nutritional
labeling program for fresh retail meat cuts.

.Congress could support or provide incen-
tives for education programs by Govern-
ment agencies or the private sector to in-
form consumers about:

ITranscripts from food grading workshop conducted
by OTA on July 28-29, 1976 (hereafter referred to as
Workshop vol.—). Workshop, vol. I, pp. 136-137.



1. The nutrition of fresh fruits and vegeta-
ble products and also the differences in
nutritive content from one commodity to
another; and

2. The nutrition of processed food products
and interpretation and use of the current
nutritional labeling program and/or
grades for processed food products.

. Congress could direct the Food and Drug
Administration (FDA) to disseminate infor-
mation to consumers concerning those
programs currently in operation that assure
the safety, wholesomeness, labeling, and
identity of most manufactured or processed
food products.

. Congress could direct USDA to administer a
standard labeling and variety identification
program for fresh fruits and vegetables that
are sold in retail packages.

. Congress could direct USDA to institute a

voluntary/mandatory program of retail
meat grades where grade criteria are based
on yield per pound or per serving. Such a
program should not be instituted, however,
prior to a program that would assure
uniform identification of retail meat cuts.

.Since net benefit of any retail grade scheme

for meat is highly dependent upon the type
of meat distribution system in existence,
committees of Congress with jurisdictional
authority could examine the potential for
improving the distribution costs of meat
from various systems (such as conventional
compared to centralized frozen) in over-
sight hearings. Such hearings could pro-
duce further evidence on the potential im-
pacts and benefits of retail grade alterna-
tives for meat.



ISSUE II: VOLUNTARY OR MANDATORY SYSTEM

There are three basic systems that might be
used for grading under the volun-
tary or mandatory issue:

Private Voluntary System

With a private system, the development of
standards for grading and the adoption of
those standards are done by industry and
used voluntarily.

Voluntary/Mandatory System

Under a voluntary/mandatory system,
Federal Government grades are established.
Any business firm that elects to enroll in the
Federal program would be required to adopt
the established grades.

Mandatory System

The mandatory system would establish the
Federal grades, and use of these grades would
be required by law.

FINDINGS

A private voluntary system would be of lit-
tle use as an information aid in purchase deci-
sions as it would not be expected to have wide
industry adoption. From a consumer informa-
tion viewpoint, the only beneficial grading
system would be either an improved volun-
tary/mandatory system or a mandatory one.
Federal grade systems for all food products
are currently voluntary/mandatory, and the
relative advantages and disadvantages of this
system-as opposed to a completely manda-
tory grading system-are as follows:

Mandatory grading of food would be more
costly than the current voluntary/mandatory
system. This means that for a mandatory
system to produce a positive net consumer
benefit, the benefits from a mandatory system
must exceed those of a voluntary/mandatory
system.

For processed foods, OTA’s analysis indi-
cated that a mandatory system probably
would not produce a positive net consumer
benefit. Brand names partially substitute for
retail grades. They have allowed society to ex-
ercise its perception of quality by selection of
one brand name over another. A mandatory
grading system would largely duplicate the
information brand names currently provide
consumers.

If retail grades were mandatory for proc-
essed foods, an inevitable consequence would
be to suppress differentiation or variability
and evolution of product characteristics. Thus,

if society looks at the choice of whether or not
to institute retail grades for processed foods,
an important implication of that choice is
what products should be stabilized in terms of
characteristics, and what products should be
permitted to continue to evolve.

There is no concentration point of firms in
the handling of fresh fruits and vegetables
relative to other product-marketing channels.
This means no economical point exists in the
fresh fruits and vegetables marketing channel
for interception of large quantities of a prod-
uct for the purpose of mandatory grading. A
strictly mandatory system of grades,
therefore, could be extremely expensive
because the industry is structurally dispersed.
A mandatory system probably would not pro-
duce a positive net benefit to consumers, since
mandatory grading costs would be substantial
and the additional information provided
would likely be of marginal benefit to most
consumer purchase decisions.

The current fresh red meat marketing chan-
nel, unlike fresh fruits and vegetables, does
have points of relative concentration of firms.
Given this structure, mandatory retail grading
is viewed as potentially more feasible.
However, net consumer benefit from man-
datory grading as opposed to the current
voluntary/mandatory system depends on the
type of retail grading system implemented
and on the type of distribution system for red
meat assumed prior to net-benefit calcula-
tions.



Three possible systems for red meat grading
are analyzed in this report:

1) yield per pound or per serving;

2) uniform mandatory retail cut identity
labeling; and

3) acombination of current grades with the
other two systems.

There is however, a direct relationship be-
tween the type of meat distribution system
and the cost of any mandatory retail grading
system. This means that net consumer benefit
varies by both the type of grading base and the
type of distribution system. Further detailed
analysis, beyond the scope of this report, is
necessary before net consumer benefit from
any combination of grading and distribution
systems can be determined.

CONGRESSIONAL OPTIONS

The following are some of the options
available to Congress for the voluntary or
mandatory grading issue:

. Congress could make grading mandatory:

— for processed foods, designation of cur-
rent grades could be made mandatory
on retail packages for selected products.

— for fresh fruits and vegetables, the cur-
rent wholesale grade criteria could be
used and designation of the grade could
be made mandatory at retail.

— for fresh red meat, the current carcass-
grade criteria could be used, and the

grade could be designated on all in-
dividual retail meat packages.

« Congress could make grade designations at
retail mandatory for any food product
which is currently graded on a volun-
tary/mandatory basis. That is, if the product
is graded, then the retail package must dis-
play that grade.

« Congress could provide incentives for
widespread adoption by industry of the
current voluntary/mandatory system for
each major product category. Incentives
could include a tax break for business firms
that adopt the program and/or a direct sub-
sidy to defray the initial cost of the
program.



ISSUE Ill: GRADE DESIGNATION OR NOMENCLATURE

Confusing grade designation or no-
menclature is a major problem for consumers
in both fresh fruits and vegetables and proc-
essed foods. Uniform, easily understood ter-
minology across grades is a basic need to aid
consumers in making food purchase deci-
sions.

There are two basic concerns regarding
uniform nomenclature, One is the trade-off
between meaningfulness and simplicity in ter-
minology. That is, extremely simple designa-
tion for grades (such as A, B, C) impart no
meaning in terms of grade criteria. More

descriptive grades (such as young, tender, or
extra fancy) are more complicated to use but
may be more meaningful.

A second concern is that nearly all con-
ceivable grade designations imply rank. One
objection to the implication of rank is that a
second- or third-grade product may in fact be
superior to the top grade, depending on its use
or relative price. If simple grade designations
were uniformly adopted, such implications of
rank might mislead consumers or impart in-
correct information to them.

FINDINGS

There are unsettled questions regarding the
optimum terminology for grades of fresh
fruits and vegetables and processed foods.
However, no reasons have been found for not
instituting uniform designations for these
products, regardless of the terminology
chosen.

The terminology currently used for fresh
red meat is uniform for all such products.

However, one of the more significant con-
sumer information needs is standard iden-
tification of individual retail meat cuts and
standardized retail package labels. Voluntary
identification and labeling standards devised
by the National Livestock and Meat Board, ex-
ist for fresh beef. This voluntary program has
been adopted as law in some States.

CONGRESSIONAL OPTIONS

The following are some of the options
available to Congress for the grade designa-
tion issue:

. Congress could standardize nomenclature

for the first, second, third, and fourth
grades for both processed foods and fresh
fruits and vegetables, so they would be con-
sistent from one product to another.

. Congress could direct USDA to immediately
adopt the new simplified grade no-
menclature for fresh fruits and vegetables it
announced in July 1976. This would mean

578 0 - 77 - 3

that adoption of this program would not re-
main at the discretion of growers or proc-
essors of these commodities.

. Congress could direct USDA to administer a
standard labeling and variety identification
program for fresh fruits and vegetables sold
in retail packages.

. Congress could make the current voluntary
program on meat identification standards
mandatory for all retail meat cuts. This
would facilitate uniform identification of
retail meat cuts.



Part I

INTRODUCTION



Part Il

Introduction

Grading is a means of sorting a particular food roduct-e.g., apples—
into two or more groups based upon criteria selected for sorting. Grades can-
not be used for sorting across products—i.e., apples versus pears--only
within a product—i.e., one apple from another apple. The purpose of grades
is to facilitate exchange of products between trading partners by providing
information about the product. Assignment of a grade to any food product
requires some base criteria, as the grade itself imparts the criteria used in its
determination.

Both industry and consumers have a stake in whether food products are
graded, what criteria are chosen for the grade if a product is graded, how the
information is conveyed, and where the grading is done in the vast food dis-
tribution system from farmer to consumer (see figure 1). Such issues have
recently surfaced as congressional concerns. This report details the issues
surrounding retail food grading and identifies congressional options with
respect to the issues.

To assist in making purchase decisions, consumers need a variety of in-
formation on wholesomeness, safety, nutrition, ingredients, price, weight,
and sensory characteristics. Grading can be viewed as a mechanism for pro-
viding information on any one or a combination of these items.

Perhaps the three most essential information requirements for con-
sumers are:
. the wholesomeness and safety of a product;
. the nutritional value of a product; and
. the product’s sensory characteristics.

To view the possible role Federal food grades could play in providing infor-
mation in these areas, it is necessary to review current Federal programs
which interact with these consumer information requirements (table 1).

Wholesomeness and Safety

For wholesomeness and safety of a product,
there are numerous programs providing that
assurance to consumers. * For example,
Federal and State mandatory inspection

*Wholesomeness refers to defects in food products
which are not a health hazard to consumers. Safety
means that the product will possess no defects or im-
purities which present a health hazard.

programs apply to fresh meat and poultry. In
fresh fruits and vegetables the Environmental
Protection Agency (EPA) established
tolerance levels for insecticides and the Food
and Drug Administration (FDA) monitors
these levels and levels of any other additives.
In processed food products, good manufactur-
ing practice regulations are written and en-

13
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Figure 1.
Flow of Food From Farm to Consumer
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Table 1- Availability of Consumer Information for Food

Information or Service Currently Provided by Major

Food Categories

Consumer
Information Fresh Meat
Requirements & Poultry

Processed Food
Products

Fresh Fruits
& Vegetables

Wholesomeness/ USDA and/or

Safety State Inspection
Nutrition

Sensory USDA Grades**
Characteristics

FDA* —-Good manu-
facturing practices.
Standards of identity.

EPA - Establishes
tolerance levels
of insecticides

FDA- Monitors
insecticide level

Nutritional
labeling

Meat — USDA
All others— FDA

USDA Grades USDA Grades

“Work in coordination with U.S. Department of Agriculture and Department of Commerce

“For fish — U. S. Commerce Grades.

forced by FDA in cooperation with the U.S.
Departments of Agriculture (USDA) and
Commerce (DOC). Thus, wholesomeness and
safety are adequately regulated in the major
food categories. Each of these programs is dis-
cussed in detail in following sections of this
report.

Nutrition Information

Nutrition information is conveyed to con-
sumers through nutritional labeling of proc-
essed foods, such as canned or frozen prod-
ucts. This information includes the amount of
protein, fat, carbohydrates, and calories per
serving. In addition, the product’s percentage
of U.S. Recommended Daily Allowance
(RDA) for important minerals and vitamins is
also included on the package label (see figure
2) . Nutritional labeling is volun-
tary/mandatory; that is, a manufacturer does
not have to put nutritional information on the
product, but if nutritional labeling is used, it
must conform to Federal standards for such
labeling. However, when a manufacturer
makes a nutritional claim for its product or
adds nutrients, nutritional labeling becomes
mandatory in most cases.

The use of nutritional labeling currently ap-
plies only to processed foods. FDA ad-

ministers the program for all processed foods
except processed meat and poultry, which
come under the jurisdiction of USDA. For
fresh meat and poultry, and fresh fruits and
vegetables, there are currently no Federal
nutritional labeling standards. Even though
the nutritional labeling program exists, there
is still concern among Government officials
about nutrition education. As Dr. Robert
Angelotti, Associate Director for Compliance,
Bureau of Foods, FDA, stated:

There are segments of our population that eat
improperly, because there is socioeconomic
pressure on them no doubt, but nevertheless
they eat improperly. There are other segments of
our population that eat improperly, but they do
so willfully and by choice and they can afford it.
Nevertheless, we (Government) should be
reaching both kinds of people and trying to
teach them what is good nutritional

Dr. Angelotti indicated that one of the ob-
jectives of the current nutritional labeling
program was education:

One of the objectives of the nutritional labeling
system was an attempt to teach good nutritional

habits to people. The nutritional labeling in
operation today is, in part, a teaching tool. Not

1Workshop, vol. 1, p.49.
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Figure 2.
Nutritional Labeling
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-5/ [US.RDA)% 22

The U.S. RDAs arethe amounts of proteln vitamins

and minerals people need each da ¥1t0 stay
These allowances are set by t

healthy adults.

Set at generous levels, they provide a considerable
margin of safety for most people above minimum body

needs for most nutrients.

Nutrition labels list U.S. RDAs by percentage per

serving of food.

For example, if the nutrition label says “Vitamin A-
10,” that means a serving of the food contains 10 percent

of the U.S, RDA for Vitamin A.

U.S. RDAs replace the outdated “Minimum Daily Znc

Requirements’ (MDR).

U.S. DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE

Public Health Service, Food and Drug Administration
5600 Fishers Lane, Rockville, Maryland 20852

DHEW Publication No. (FDA) 76-2049

e Food and D¥ug Ad-
ministration. They are based on body needs for most Protein

U.S. RECOMMENDED DAILY ALLOWANCES (U.S. RDA)
For adults and children over 4 years old

NUTRIENTS AMOUNTS

45 or 65 grams**

5,000 International Units
60 milligrams

1 5 milligrams

1 7 milligrams

20 milligrams

Calcium 10gram
Iron 18 milligrams
Vitamin D 400 International Units
Vitamin E 30 International Units
Vitamin B, 20 milligrams
Folic acid’ (folaclin) O 4 milligram
Vitamin B,, 6 micrograms
Phosphorus 10gram
lodine 150 micrograms
Magnesium

Vitamin A

Vitamin C (ascorbic acid)
Thiamine (vitamin B,)
Riboflavin (vitamin B,)

400 milligrams
15 milligrams
Copper 2 milligrams
O 3 milligram

Pantothenic acid 10 milligrams

**45 grams it protein quality is equal to or greater than milk protein
65 grams If protein quality isless than milk protein

SOURCE: DHEW Publication No. (FDA) 76-2049.

only does it give you nutritional information,
but it gives it to you in a way that you eventually
come to understand that there is a 100 percent
value for some Recommended Daily Allowance
(RDA) figure. It is clear you should be striving to
meet that RDA requirement through your total
diet throughout the day.?

Sensory Characteristics

Federal food grades presently provide in-
formation about a food product’s sensory or
quality characteristics, such as color,
blemishes, taste, and/or flavor. This informa-
tion is presently available for all the major
food categories.

Federal grade standards for agricultural
products evolved in the 1920’s as a mecha-
nism to facilitate wholesale transactions for
the food industry. Despite the original intent,

2Ibid., pp. 49-50.
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the question arises as to whom grades should
serve: consumers, industry, or both. Present
Federal food grades impart little information
to the consumer for most commodities. If
Federal grades are to have a potential con-
sumer-information role, it becomes necessary
to determine the kind of information useful to
consumers and the mechanism necessary to
convey this information.

Given this situation, this report explores the
potential informational role of Federal food
grades for consumers. For example, should
Federal food grades continue to provide infor-
mation on sensory differences of food prod-
ucts as they do now but perhaps have uniform
nomenclature and be used more extensively at
retail? Should Federal food grades provide
information on a product’s nutritional value?
What other kinds of information could
Federal food grades convey to consumers?



PURPOSE

This assessment analyzes alternative pur-
poses food grades could serve in providing the
consumer with more information in the
marketplace. More specifically, this report:

1. Develops the issues surrounding the
present grading program for food;

2. Reviews current programs addressing
these issues; and

3. Analyzes the potential role and impact of
Federal food grades at retail.

METHODOLOGY

To accomplish these purposes, a staff back-
ground document was prepared identifying
the issues in the present grading program.
Issues were determined via interviews with
representative groups affected by grades—
Government, industry, consumers. Second, an
advisory group workshop was convened to
review the background document and to
further elaborate on the issues. The advisory
groups consisted of a broad and balanced
representation of affected groups including
food processors, consumers, researchers, and
G)overnment regulatory agencies (appendix
C).

The advisory group convened for a 2-day
conference in July 1976. The group addressed

.578 0- 77 - 4

themselves to the staff background document
and to a list of issues and potential implica-
tions distributed prior to the workshop. The
first day of the workshop the group met as a
whole to discuss and elaborate on the issues in
general. The second day the group divided
into three working groups representing the
processed foods, fresh fruits and vegetables,
and fresh red meat areas. In each group the
participants elaborated on the issues and im-
plications of retail food grading for that par-
ticular food category. This report is thus a
combination of the staff background docu-
ment and the results of the workshop.
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Part Il

Historical Development

The first official Federal food grade standards were established for
potatoes in 1917. The Food Production Act of August 10, 1917, encouraged
the development and use of standards as part of producing the food needed
for the military and U.S. allies. Although military needs were the major im-
petus for establishing a grading system, it was intended that the civilian food
market would benefit too. The Government hoped the grading system
would encourage farmers to grow higher quality produce, reasoning that
since high quality food would sell at higher prices, the farmer would receive
more for what he produced and therefore would be persuaded to grow bet-
ter quality food.

The primary reason for grades was to make wholesale transactions sim-
ple and more efficient, thereby cutting food costs to consumers in the long
run. Because a common language would be used nationally at wholesale,
transactions would be simplified and time would be saved by wholesalers.
Some of the cost reduction would be transferred to the consumer, and thus
the consumer would benefit from wholesale grades by paying lower prices
for food.

As the years went by, the USDA established wholesale grades for
specific food products at the request of the food industry. In 1946, the
Agricultural Marketing Act gave USDA the authority for the standardiza-
tion of food quality grades and voluntary grading and inspection services.
Section 203 (7, U.S.C. 1621-1627) of this Act states that:

The Secretary of Agriculture is directed and authorized (h) to inspect, certify, and iden-
tify the class, quality, quantity, and condition of agricultural products when shipped or
received in interstate commerce. . , to the end that agricultural products maybe marketed

to the best advantage, that trading may be facilitated, and that consumers may be able to
obtain the quality product which they desire . . ..

As a result of this Act and growing congressional pressure, a memoran-
dum was released by the Secretary of Agriculture on November 2, 1953,
establishing the Agricultural Marketing Service (AMS) and placing the
grading system required by the 1946 Act under its jurisdiction, where it has
remained until recently. * The AMS administrator reported to the Assistant
Secretary for Marketing and Consumer Services. AMS was organized into
four major food divisions: dairy, fruits and vegetables, poultry, and livestock.
Other divisions within AMS handled cotton and cottonseed, grain, and tobac-
co grading, areas which do not enter into this discussion as they are com-
modity rather than food-grading programs. In"1977, the food grading func-
tions were shifted to USDA’s Food Safety and Quality Service. Figure 3
depicts a proposed organizational structure of this new agency.

1Wayne D. Rasmussen, Historian, Economic Research Service, Interview.
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Figure 3.

Food Safety and Quality Service
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‘ SECRETARY OF AGRICULTURE

DEPUTY
SECRETARY OF AGRICULTURE

L1

OTHER |
ASSISTANT SECRETARIES I -

ASSISTANT SECRETARY FOR
FOOD & CONSUMER AFFAIRS

I

FOOD SAFETY & QUALITY SERVICE

FOOD & NUTRITION SERVICE

ADMINISTRATOR

ADMINISTRATOR

DEPUTY ADMINISTRATOR

DEPUTY ADMINISTRATOR

DEPUTY ADMINISTRATOR

COMMODITY SERVICES

MEAT & POULTRY INSPECTION

MANAGEMENT SERVICES

22

POULTRY
DAIRY
DIV.

* Grade Standards
« Grading/Acceptance
» Food Purchasing

» Grade Standards
« Grading/Acceptance
*» Food Purchasing

* Grade Standards

« Grading/Acceptance

» Egg Products Inspection
» Food Purchasing

SOURCE: USDA, AMS Oftice of Information




Part IV

DIVERSITY IN CURRENT FOOD GRADING



Part IV

Diversity in Current Food Grading

Federal grades provide information on the sensory characteristics of the
major food categories. The current grading program administered by AMS
of USDA is voluntary/mandatory. There are problems with the current
Federal food-grading program, among them confusing nomenclature for
grades and a general lack of useful information conveyed by them to con-
sumers.

The present confusion is a result of over 50 years of USDA allowing in-
dustry considerable latitude in deciding the grade nomenclature to be used
so that there would be some degree of standardization. The reason for this
latitude is that grading is optional: Industry has the option of not using the
USDA grading system if it does not care for the USDA standards or grade
designations for their products. Because different industries have differing
concerns and requirements (or at least perceive them differently), the result
is the present diversity of grades. USDA views this as an inherent problem of
the current voluntary/mandatory system,'and therefore appears to give in-
dustry most of what it wants to have at least some degree of participation.

USDA indicates that, because some prod-
ucts are naturally more variable than others, it
is necessary to have more grades for some
products than for others. Quality, in general,
refers to the usefulness, desirability, and value
of a product—its marketability—but the pre-
cise definition of quality depends on the com-
modity.?Certain general characteristics, both
objective and subijective, are used to determine
aproduct'squal ity. Sonme of these charac-
teristics are color, uniformity, flavor,
blemishes (if applicable), size, texture, and
maturity. Most are sensory judgments, but an
increasing number of objective (measured by
instrument) standards are used when they are
economically feasible.

The four AMS divisions manage Federal
marketing and grading services for their par-

1USDA Pamphlet. “USDA Grade Standards for Food,
How They Are Developed and Used,” p. 9, August 1974.
2lbid., p. 5.
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ticular food product. Each division has its own
grading standards and nomenclature,
different not only between the divisions but
also within them (table 2).

Within the Dairy Division, for example,
butter is graded and has the grade printed on
the retail package. Flavor, aroma, texture, and
the quality of the cream from which it is made
are some of the criteria in grading butter (see
figure 4).

According to the USDA “How To Buy”
series for fresh fruits and vegetables, the top
grades for fresh fruits and vegetables are
usually either U.S. Fancy or U.S. No. 1.
However, another pamphlet by the AMS Fruit
and Vegetable Division states that U.S. Fancy,
U.S. No. 1, and U.S. No. 2 are the order of
grades for most fresh fruits and vegetables
that are graded. This pamphlet also indicates
that other grade names—U.S. Extra No. 1, U.S.
Extra Fancy, and U.S. Combination-are used
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Table 2-Nomenclature for Selected USDA Food Grades

Nomenclature for

AMS Food
Division Product Top Grade 2nd Grade 3rd Grade 4th Grade
DAIRY Butter U.S. Grade AA U.S. Grade A U.S. Grade B
Cheddar Cheese U.S. Grade AA U.S. Grade A
Instant Nonfat “U. S. Extra
Dry Milk Grade”
FRUITS AND
VEGETABLES
Fresh: Cantaloupes U.S. Fancy U.S. No. 1 U.S. Commercial U.S. No. 2
Cucumbers U.S. Fancy U.S. Extra No. 1 U.S. No. 1
Peas U.S. Fancy U.S. No. 1
Potatoes U.S. Extra No. 1 u.S.No. 1 U.S. Commercial U.S. No. 2
Watermelons U.S. No. 1 U.S. Commercial U.S. No. 2
Processed: Fruits Grade A or Grade B or Grade C or Substandard
Fancy Choice Standard or cull
Vegetables Grade A or Grade B or Grade C or Substandard
Fancy Extra Standard Standard or cull
POULTRY Poultry U.S. Grade A U.S. Grade B
Eggs U.S. Grade AA U.S. Grade A U.S. Grade B
or Extra Fancy
LIVESTOCK Beef USDA Prime USDA Choice USDA Good USDA Standard

SOURCE: U.S. Government, Code of Federal Regu/at/ens, 7CFR 46-57, Washington, D. C., 1976.

Figure 4.- Grading of Butter

Butter

One way to be assured of high quality butter is
to look for the USDA grade shield on the pack-
age. The grade shield (AA, A, or B) means that
the butter has been tested and graded by ex-
perienced government graders. Butter graders
judge quality by U.S. grade standards that set
forth the requirements for each grade. They also
test the keeping quality of butter,

INSPECTION OF
THE U S DEPT. OF AGRICULTURE

US. Grade AA Butter:

.has delicate sweet flavor, with a fiime hiighly
pleasing aroma;

.is made from high-quality fresh sweet cream;

.has a smooth, creamy texture with good
spreadability;

.has salt completely dissolved and blended in
just the right amount.

U.S. Grade A Butter

.has a pleasing flavor;

.is made from fresh cream;
.is fairly smooth in texture;
.rates close to the top grade.

PACKED UNDER INSPECTION OF
THE U5 DEPY_OF AGRICULIURE

PACKED UNDER INSPECTION OF
THE V.3 OFPT. OF AGRICULTURE

U.S. Grade B Butter:

.may have a slightly acid flavor;
.generally is made from selected sour cream;
.is readily acceptable to many consumers.
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for different food products in this particular
divisions (See figure 5.)

Considerable diversity exists for fresh fruits
and vegetables, and the extensive variety of
grade nomenclature and criteria is illustrated
in the Code of Federal Regulations, Title VII,
Parts 46-57. Criteria for the different grades of
a product are usually color, size, shape,
maturity, and the number of defects; but the
lower grades may be just as nutritious as the
higher grades. The difference is mainly in ap-
pearance, taste, and preference.’

Three different conditions exist for grade
nomenclature of fresh fruits and vegetables
(table 3). For some fruits and vegetables, the
nomenclature applies for every State in which
the food commodity grows. For grapefruit
and oranges, the nomenclature varies depend-
ing on the State in which the product is
grown. Finally, in the case of Washington ap-
ples, a State grade applies rather than a USDA
grade. The latter condition is possible because
Federal grades are voluntary.

During 1976, USDA announced new
uniform nomenclature for fresh fruits and
vegetables. However, these changes will be
implemented primarily at the request of in-
dustry. The details of this new uniform no-
menclature effort by USDA are discussed in
the fresh fruit and vegetable section of this
report.

Processed fruits and vegetables are those
frozen, canned, or otherwise preserved
through processing. The nomenclature used
when products are graded after processing is
either a letter or an alternative name designa-
tion, Processed grades tend to be more
uniform than those for fresh fruits and vegeta-
bles. Criteria for these grades are color,
uniformity of size or shape, flavor, texture,
maturity, and the number of defects (see
figure 6).”While grading criteria for processed

3USDA Pamphlet. “Official Grade Standards and In-
spection for Fresh Fruits and Vegetables, ” December
1963, p. 3.

4USDA Pamphlet. “How To Use Grades in Buying
Food,” September 1971.

SUSDA Pamphlet. “How To Buy Canned and Frozen
Vegetables,” April 1969.

fruits and vegetables are based mostly on
product appearance, grade designations are
still diverse.

Figure 5.

Fresh Fruits and Vegetables

Although most fresh fruits

U. S. GRADE and vegetables are sold at

wholesale on the basis of U. S.

No ] grades, not many are marked

. with the grade in the grocery
store.

The typical range of grades
for fresh fruits and vegetables is U.S. Fancy,
U.S. No. 1, and U.S. No. 2.

U.S. No. 1 means good quality and is the chief
grade for most fruits and vegetables. U.S. Fancy
means premium quality—only a few fruits and
vegetables are packed in this grade.

The grades are based on the product’'s color,
shape, maturity, and freedom from defects. The
lower grades are just as nutritious as the higher
grades. The difference is mainly in appearance,
waste, and preference.

Some packaged produce is marked with the
U.S. grade name. When the grade name is shown
in this shield, it means the product was packed
under the supervision of an official Government
grader,

SOURCE U S Department of Agriculture

In the AMS Poultry Division, the difference
between A and B for poultry is based on ap-
pearance, finish, and meatiness rather than
tenderness. *However, age of the bird, as indi-
cated by the class, determines tenderness; and
this information must, under law, be stated on
labels for poultry. The grades of eggs, on the
other hand, are differentiated by appearance
(height) of the yolk and white portion of the
cracked egg as it lies on a flat surface. p

The Livestock Division uses names rather
than letter grades (see figure 7). These grades
are intended to reflect differences in tender-

6USDA pamphlet. «“How To Buy Poultry,” July 1968.

7USDA Pamphlet. “How To Buy Eggs,” January 1968.
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Table 3.

Nomenclature for Selected Federal and State Grades for Fruits and Vegetables

Nomenclature for

Product Top Grade Second Grade Third Grade Fourth Grade
Apples U.S. Extra Fancy U.S. Fancy U.S. No. 1 U.S. Utility
Apples’ Washington Extra Washington Fancy
(Washington) Fancy
Grapefruit U.S. Fancy U.S. No. 1; U.S. No. 1 Bright; and U.S. No. 1 Bronze
(Texas)
Grapefruit U.S. Fancy U.S. No. 1 U.S. No. 2 U.S. Combination
(Arizona &
California)
Grapefruit U.S. Fancy U.S. No. 1; U.S. No. 1 Bright; and U.S. No. 1 Golden
(Florida)
Onions US.No. 1 U.S. Combination U.S. No. 2
Oranges U.S. Fancy U.S. No. 1; U.S. No. 1 Bright; and U.S. No. 1 Bronze
(Texas)
Oranges U.S. Fancy US.No. 1 U.S. Combination U.S. No. 2
(Arizona &
California)
Oranges U. S. Fancy U.S. No. 1 Bright; U. S. No. 1; and U. S. No. 1 Golden
(Florida)
Pears U.S. No. 1 U. S. Combination U.S. No. 2
(Summer & Fall)
Pears U.S. Extra No. 1 US.No. 1 U. S. Combination U.S. No. 2
(Winter)
Tomatoes U.S. No. 1 U.S. Combination U.S. No. 2 U.S. No. 3

‘These are grades established by the State of Washington, not USDA.

SOURCE: Compiled from data furnished by Agricultural Marketing Service, USDA.

28



Figure 6.

Grading of Processed Fruits and Vegetables

U.S. Grade A  Grade A vegetables are carefully
or selected for color, tenderness,

Fancy and freedom from blemishes.
They are the most tender, suc-
culent, and flavorful vegetables
produced.

U.S. Grade B Grade B vegetables are of excel-

lent quality but not quite so
well selected for color and ten-
derness as Grade A. They are
usually slightly more mature and
therefore have a slightly differ-
ent taste than the more succu-
lent vegetables in Grade A.

Extra Standard

U.S. Grade C  Grade C vegetables are not so
uniform in color and flavor as
Standard vegetables in the higher grades

and they are usually more ma-
ture. They are a thrifty buy when
appearance is not too important
—for instance, if you're using
the vegetables as an ingredient
in soup or souffle.

Packed under
continuous in-
spection of the

This statement may be given
along with the grade name or it
may be shown by itself. It pro-

U.S. Depart- vides assurance of a wholesome
ment of Agri- product of at least minimum
culture quality.

The grade names and the statement, “Packed
under continuous inspection of the U. S. Depart-
ment of Agriculture, ” may also appear within
shields.

I A \ I

wOrECTION e,
CONTINUOUS
OF THE /’ INSPECTION \\

Use of the U.S. grade standards and inspec-
tion service is voluntary, and paid for by the user.
But most canned and frozen vegetables are
packed and priced according to their quality even
though a grade is not shown on the label. Some-
times the grade name is indicated without the
“U. S.” in front of it-for example, “Fancy” or
“Grade A.” A canned or frozen vegetable with
this designation must measure up to the quality
stated, even though it has not been officially in-
spected for grade.

The brand name of a frozen or canned vegeta-
ble may also bean indication of quality. Produc-
ers of nationally advertised products spend con-
siderable effort to maintain the same quality
year after year. Unadvertised brands may also
offer an assurance of quality, often at a slightly
lower price. And many stores, particularly chain-
stores, carry two or more qualities under their
own name labels (private labels).

SOURCE, U. S. Department of Agriculture,
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Figure 7.

Meat Grades

Main grades are Prime, Choice, and Good.
There are lower grades, but you are not likely to
see them marked on the meat. Some stores may
have beef marked with the Standard or Commer-
cial grades.

A mark like this may be
stamped on meat. This is the
grade (Choice) you are most
likely to see.

Several kinds of meat are
graded—beef, lamb, veal, and calf-and this
shield is used on them all.

The beef grades are a guide to how tender
most cuts will be—and to how juicy and
flavorful the meat will be.

Prime beef is the best and
most expensive. Not many
stores sell it. Most cuts
graded Prime will be very
tender, juicy, and flavorful.

Choice beef is high quali-
ty. Steaks and roasts of this
grade will be quite tender
and juicy and have a good
flavor.

Good grade beef is not as
juicy and flavorful as Prime
or Choice, but it is fairly
tender and usually has less
fat than Prime or Choice.

SOURCE: U.S. Department of Agriculture.

ness, juiciness, and flavor as well as the age of
the slaughtered animal. In the past, Prime and
Choice have been the grades of beef most fre-
guently available at retail, but recently leaner
meat has been made available under either a
house grade or USDA Good and Standard
grades. In spite of this development, Choice is
still well recognized by consumers and many
times the only grade of meat available at the
store. Though the grade designations are
uniform for beef, the terminology is con-
siderably different from other AMS divisions.

As of February 23, 1976, revised U.S. grade
standards for beef became effective. These new

30

standards have four major changes: 1) all beef
carcasses graded will be graded for both
qguality and vyield; 2) conformation (shape of
carcass) will no longer be a factor of the
qguality standard; 3) leaner beef, due to a
change in the marbling (fat) -maturity (age)
relationship for animals less than 30 months
old, will now qualify for Prime and Choice;
and 4) range of U.S. Good grade is more
restrictive than before, since the marbling re-
guirement essentially has been increased for
this grade by elimination of conformation as a
factor. These changes are discussed in more
detail in the fresh meat section of this report.



USE OF CURRENT FOOD GRADES

Information on the proportion of food commodity. For example, in fresh beef all the
products graded by USDA at wholesale is  beef graded at wholesale retains its grade at
available, but only rough estimates are availa- retail. However, in frozen fruits and vegeta-
ble on the proportion of food products receiv- ables, 70 percent is graded at wholesale while a
ing wholesale grades which retain their grades  very negligible proportion retains the grade at
at retail (figure 8). The most extensively retail. The only extensive use of grades at
graded food products at wholesale are fresh retail is in fresh turkey, butter, eggs, and fresh
poultry, frozen fruits and vegetables, butter, beef. With these few exceptions, grade sym-
and fresh beef. The proportion of these retain- bols at retail are infrequent.
ing the wholesale grade at retail varies by

Figure 8.
Proportion of Food Products Graded at Wholesale and Retail
(Percent)
10 20 30 40 50 60 70 80 90

| | | | | | | |
l o
Turkey Joo°p
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. , 1 75h

Frozen Fruits l o
and Vegetables .5%
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ot —T
54 %
Fresh Beef 5470
Fresh Fruits h ] 40%
and Vegetables — 5%
: ‘ Legend

Canned Fruits }35% 9

and Vegetables _ 5% [___] Represents Wholesale
B Represents Retail

33%

Eggs

Cheese

less than 1%

Source USDA Estimates
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Part V

Perspectives on Federal Food Grading:

USDA, Industry, and Consumers

Issues surrounding the present Federal food-grading system are volun-
tary or mandatory grading, uniform grade nomenclature, and criteria used
for determining grades. This section provides perspectives from the U.S.
Department of Agriculture, the food processing industry, and consumers.

U.S. DEPARTMENT OF AGRICULTURE

USDA’s perspectives were acquired
through interviews with USDA officials, pri-
marily AMS. The following perspectives are
drawn from statements made by those inter-
viewed.

Purpose for Grading

Some USDA officials emphasize that grad-
ing systems were devised primarily for
wholesale use. The 1974 Yearbook of Agriculture
has a passage which notes:

They (grading services) were originally
established as an aid in wholesale trading . . . To-
day, most grading is still done for this purpose,
and the consumer is usually the indirect, instead
of the direct, beneficiary.’

The 1946 Agricultural Marketing Act so
mandates the system. USDA officials who
made this point were not suggesting con-
sumers should not benefit from grading, only
that grading was established primarily to ex-
pedite food industry wholesale transactions.

However, the Agricultural Marketing Act of
1946 does not mandate that the food-grading
program serve only wholesale transactions.

The word quality is interpreted by USDA to
be a synonym for grades and the modifying
clauses are also interpreted by USDA to mean

1Eleanor Ferris, “USDA Grades Can Help Out Food
Shoppers, ” 1974 Yearhook of Agriculture. U.S. Govern-
ment Printing Office, 1974.

wholesale transaction only. While the General
Counsel’s Office in USDA recognizes that the
wording of paragraph (h) is general and does
not restrict food grading to wholesale use,
AMS prefers a narrow interpretation.’This
partially explains the reluctance of USDA to
modify food grades.

One USDA official maintains that the use of
grades has declined over the past few years for
several reasons: (1) Costs charged by USDA
for inspecting and grading food products have
increased; (2) A result of a 1973 General Ac-
counting Office (GAQO) report was the execu-
tion of a USDA-FDA Memorandum of Agree-
ments.’Under the agreement USDA would
have informed FDA of products headed for
human consumption that did not meet
minimum standards for a grade. Some ele-
ments of the food industry apparently did not
want to deal with FDA if a product could not
meet minimum requirements for a grade,
since this might be due to failure to meet
minimum sanitation requirements as well as
minimum quality standards; (3) The Federal
Government has reduced its purchases for the
military, specifically the Army, for the School
Lunch Program, and for the Needy Persons

2Mr. Richard Merryman, General Counsel’s Office,

Marketing Division, Interview.
3Processed Fruits and Vegetables: Potentially Adulterated

Products Need To Be Better Controlled—Sanitation in Some
Plants Need improvement, U.S. Government Printing
Office, February 21, 1973.
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Program. Thus, grading no longer has signifi-
cance for sales to Government it once had.

Other USDA officials feel that the food in-
dustry generally is against alteration of the
present grading system. USDA believes that
industry executives fear change because they
have no idea how the changes will affect costs
or brand share of their products at retail. Food
industry people fear losing markets. Fear of
the unknown hinders change, although indus-
try occasionally requests changes of USDA if
problems cannot otherwise be rectified.’

Mandatory Grading

USDA maintains that the cost of mandatory
grading would be high. Estimated costs for the
present voluntary grading system and for a
mandatory grading system for the same prod-
ucts appear in the 1975 GAO food labeling
report.* The 1974 cost estimated by USDA for
a voluntary grading system for six categories
of food products (less than 100 percent of the
products in the six categories were graded)
was approximately $183 million. If the grad-
ing system became mandatory (100 percent
graded for the same six categories), USDA
estimated cost would increase by about $327
million to a total of $510 millions Inference is
that the cost of mandatory grading for all
products would be considerably above $510
million. USDA'’s belief that cost becomes a sig-
nificant factor during this time of economic
difficulty may well be correct. However, at
this time there is little documentation of the
costs being discussed for mandatory grading.

Grading Designation or Nomenclature

The Department’s official position on
uniform grade nomenclature is expressed in
its comments on GAQO’s food labeling report,
sent to the Senate and House Committees on
Government Operations in 1975. USDA'’s
position is that it “continues to support the
goal of reducing consumer confusion regard-
ing the use of grade nomenclature, ” but it feels

4Dr. Clark Burbee, Project Leader, Consumer In-
terests, Interview.

5Food Labeling: Goals, Shortcomings, and Proposed
Changes, U.S. General Accounting Office, p. 122, January
29, 1975.

*These estimates were supplied by USDA with no
supporting data and were not analyzed for their ac-
curacy by GAO.
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there are “too many quality variables among
different classes of food products to enable a
single system to cover all food products.” In-
stead, USDA prefers to develop “uniform
grade designations within several groups of
similar products. ”

For example, with the position advocated
by USDA, the Livestock Division of AMS
would have uniform grade designations such
as those presently used. However, fresh fruits
and vegetables would have a different no-
menclature but uniform within that com-
modity category. There already has been some
movement in this direction with the pre-
viously mentioned proposal for fresh fruits
and vegetables published in the October 6,
1975, Federal Register, Mr. Floyd F. Hedlund,
Director of the Fruits and Vegetable Division
of AMS, feels, however, that because of food
industry resistance to the new grades, it might
take up to 10 years for voluntary use by a sig-
nificant number of firms.

Program Reform

While the Department supports some
reform of its grading program, the Office of
the Special Assistant to the Secretary of
Agriculture for Consumer Affairs under the
Ford Administration favored major reforms
of the program. Specifically, this office wanted
mandatory retail grading with uniform no-
menclature for all four AMS divisions pres-
ently grading food. The reasoning behind
this position was that a grading system aiding
the consumer should benefit the marketing
system as a whole, from farmer to consumer.
The office also felt that if a new grading
system did come into being, considerable
effort would be needed to educate consumers
and that such education should be a require-
ment in implementing any new grading
system.’

Congress is looked upon by some USDA
officials as the only possible and proper
branch of Government to change the present
grading structure. Most USDA officials feel
that without congressional action grading
reform in the manner which consumer groups
prefer would be unlikely.

6Mr. Andrew Gasparich, Assistant to the Special
Assistant to the Secretary of Agriculture for Consumer
Affairs, Interview.



FOOD PROCESSING INDUSTRY

The National Canners Association repre-
sents processors. The Canners have a mem-
bership of 500 firms that process 85 to 90 per-
cent of all canned foods. Also, the National
Association of Food Chains (NAFC) stated in
interviews that it supported the position the
Canners advocate. Moreover, NAFC repre-
sents 200 companies in a country where 50
percent of the value of food for at-home con-
sumption is sold in chain supermarkets. Since
the Canners Association is vehemently op-
posed to any grade labeling at retail, the
weight of the food processing industry’s op-
position to increased food grading at retail is
apparent.

Grade Criteria

At present, many food processors maintain
that they are not using the USDA grading
system at either retail or wholesale. Del Monte
and General Foods, major food companies in
canning and packaging of fruits “and vegeta-
bles, explained that they have their own food
qguality standards which may differ from the
USDA grades. They said their standards of
guality were more rigorous than USDA stand-
ards. General Foods asserts that this is one
reason that Birdseye products, for example,
command a premium price. Some firms main-
tain they have their own quality specifications
for raw products in their contractual arrange-
ment, have mechanisms different from
USDA’s to measure raw product quality, and
have stringent quality control requirements.
They also admit that in some cases they do use
USDA grades.

USDA grades are not used by some firms
because they prefer different criteria. As Mr.
Angelotti stated:

Major food manufacturers may not put the
official (USDA) grade on any of their products.
They have their own grade standards, and it is
their perception of quality which they think the
consumer wants or is telling them and they
build that into their product. They have their
own standards which they apply to their prod-
uct ./

?Workshop, vol. I, p. 97.

One company, for instance, argues that
though canned Freestone peaches lack
uniform appearance, many consumers prefer
their taste to other canned peaches.

An objective test of taste, as a criterion, was
attempted at Cornell University Agricultural
Station (Paper No. 1, Merchandising Ex-
periences, September 1959). After USDA in-
spectors were presented with eight different
applesauce to grade, 652 people tasted all
eight applesauce and registered their
preferences. The results of the study
demonstrated that most people preferred the
two applesauce graded USDA Grade C.’This
study supports arguments of food processors.
Industry fears the average consumer will in-
terpret “A” or other higher sounding grade to
mean that product flavor is “best” when that
may not be true.

Historically, food-processing industry op-
position to grading at retail dates back at least
to 1935. In hearings that year before a sub-
committee of the Senate Commerce Commit-
tee, Henry Stude, representing the American
Bakers Association, testified against portions
of a bill that was to become the Federal Food,
Drug, and Cosmetic Act of 1938, He said: “We
feel that it is . . . impracticable and unwise to
standardize the taste, likes, and dislikes of the
consuming public. The result of such an at-
tempt to define standards of quality and iden-
tity would be to bring all food makers down to
a common denominator. . . .“ Inference is that
the basis for quality is taste. Mr. Stude also
testified that consumers could distinguish by
themselves what is good quality.’

Mandatory Grading

Some members of the food industry still
maintain that mandatory grading may reduce
competition by discouraging introduction of
superior products. They insist that food
manufacturers would have no incentive to im-

80donna Mathews, Grade Labeling, June 14-August

13, 1971.
974th Congress. Hearing before a subcommittee of

the Senate Committee on Commerce, Vol. 276, March 2,
1935.
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prove products if they are not already in the
highest grade. They believe standards could
lack flexibility needed to allow industry to
seek improvements in growing, processing,
packaging, or transportation.”

The main food industry objection to man-
datory grading is its potential cost. Processors
feel that small canning and packaging opera-
tions might be unable to meet mandatory in-
spection and grading costs and be forced to
shut down. Larger plants, better able to absorb
costs because of lower per unit grading costs,
could continue to operate. Although small
canning operations are the numerical majority
of canning operations in this country, their
total output is less than that of the eight
largest canning firms. In 1972, of 1,201 can-
ning firms, the eight largest accounted for ap-
proximately 50 percent of the Nation’s can-
ning production.” Industry maintains that
many food chains depend on these small
manufacturers to process their private labels
and that the food distribution system would
be hurt by shut downs of small manufac-
turers.”In general, the existence of numerous
Federal agencies already regulating food proc-
essors in terms of labeling, safety, pollution,
backhauling, pesticides, advertising, and
energy results in a total cost that helps to drive
out small processors.

This position is supported by research com-
pleted by C. R. Handy and D. I. Padberg. They
found that very large retail chains have their
private label stock processed by relatively
small firms and that major brands--e.g., Del
Monte-are sold primarily through medium
sized and small retailers. These relatively
small firm processors have little or no market-
ing capability. If they have a brand, it means
little to consumers. Brand development costs
are exorbitant for their small volume, and pri-
vate label programs enable them to specialize
in the physical functions of food processing—
their primary competitive advantage.”

10Mr. Robert Wait, Washington Representative for

General Foods, Interview.
11Bureau of Census: 1970 Annual Survey of Manufac-

tures Report, Concentration Ratios, Table 4.
12Richard Dougherty, Assistant Vice President, Na-

tional Canners Association, Interview.
13Mr. C.R. Handy, and Dr. D. |. Padberg, “A Model of

Competitive Behavior in Food Industries,” American
journal of Agricultural Economics, May 1971.
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While the cost of mandatory grade labeling
is a legitimate concern of the food industry, a
recent Grocery Manufacturers of America
(GMA) survey (March 6, 1975) concluded that
$8.4 billion worth of food products would
have nutritional labeling by the end of 1975.
The survey indicated that for the $8.4 billion
the initial average cost of putting the informa-
tion on labels per dollar of sales is .004 cents
and that the average continuing cost of nutri-
tion labeling is .00016 cents per dollar of
sales.”One food industry objection to nutri-
tional labeling was its potential high costs.
GMA'’s survey would indicate that industry’s
concern for nutritional labeling costs was
overstated, at least for a voluntary program
which currently operates for nutritional label-
ing. Thus, manufacturers’ cost concerns
regarding mandatory grading could be
similarly overstated.

Arguments about costs hinge on
cost/benefit ratios. Some food industry
officials interviewed believe consumer benefit
from mandatory grading would not be worth
costs incurred by the consumer. Food indus-
try position on cost-benefit is based