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Summary

The purpose of this report is to present qualitative and
guantitativeinformation on the situation and outl ook for
the Hawaii beef industry. Since 1986, Hawaii’'s market
share of thelocal beef market has decreased from about
30 percent to less than 10 percent. Hawaii cannot com-
pete in the production of grain-finished beef from the
mainland USA because of the high cost of inputs here.
Currently about three-quarters of al cattle marketed in
Hawaii are exported to befinished and marketed in North
America. Transportation costs and other challenges as-
sociated with shipping live animals may make export-
ing aless attractive marketing option in the future.

Shipping feeders remains the preferred option for
many ranchers, particularly for the larger producers,
becausethelocal priceislessthan the priceonthe Main-
land. Those retaining ownership on the Mainland gen-
erally get a better return than those selling at the ranch
to out-of-state buyers.

Producers do not forage-finish more cattle for the
local market for the following reasons. First, the for-
age-finished market cannot absorb the quantity of calves
that producers would offer for sale at various times of
theyear. Secondly, forage-finishing acalf would require
24-30 months of pasture space that could be used to
support acow/calf unit that would return higher profits.
Third, the climate may limit the producers ability to
grow forage. Lastly, many producers need the cash flow
generated by sales and cannot wait the extra time re-
quired to finish the animal. The cull cows and bulls,
however, are sold locally, because the animals cost 46
percent more to ship full grown.

Small producers are generally more willing to ac-
cept the lower prices being offered locally for cattle.

They also may have more flexibility when it comes to
feeding an animal in their pastures after it is weaned.
Many have off-farm incomes that increase their ability
to adjust to inconsistenciesin yield.

The wide range in management styles has contrib-
uted to a lack of cohesiveness and cooperation among
cattle producers across the state. However, some pro-
ducer groups and individual producers have devel oped
management protocolsin effortsto capture alarger share
of the local market that have proven successful. Coop-
eration was required to obtain a consistent supply of
high-quality cattle for the local market. Producerswere
able to gain more power in the local market place by
acting in aunified manner.

Because shipping nearly doubles the cost of im-
ported feed, many peoplein Hawaii, including employ-
ees of CTAHR and other agencies as well as private-
sector ranches and companies, have been looking for a
more economical means of finishing cattle. Examples
of ideas considered include the use of energy-enhanced
roughage, locally grown corn, and variousforage grasses
and legumes. While some information about the nutri-
tional effectiveness of these potential feeds or feed
supplements is available, no comprehensive compara-
tive economic analysis of the many finishing alterna-
tives has been completed. Thisinformation void makes
it difficult for producers interested in the local market
to evaluate the alternatives.

The high yield variability associated with finishing
cattle on range forage may make feedlots one of the key
components for an increase in market share. The state
has only one feedlot, located on Maui. The idand of
Hawaii has a site that has some of the facilities needed
to operate a feedlot, but these facilities are currently
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leased for other purposes. Increasing feedlot capacity
will not occur without an economical means of finish-
ing cattle and a steady supply of cattle coming into the
feedlot. The coordination between producers and the
feedlot is crucial, since the number of animals coming
in to be finished must be consistent enough to ensure
that the local feed production enterprise and the feedlot
remain viable.

Each idand, except Lanai, has slaughter facilities
with enough excess capacity to double weekly kills, as-
suming Molokai’s facility is open. Competition among
dlaughter facilities occurs because the volume of locally
daughtered cattle is small. At the same time, slaughter
facilitiesfaceincreasing regulation, which will continue
to drive up costs. Slaughter capacity and the ratio of
chill space to processing capacity of each facility vary,
with chill space being in shorter supply. Chill space is
important because forage-finished beef is considered to
bemore palatableif itisaged at |east two weeks, prefer-
ably three. Only one daughter facility in Hawaii has
installed tenderness enhancing technol ogy, and thistech-
nology should be considered at other facilities. Moving
carcasses from the slaughter facility to the chill space at
another location is not cost effective in most cases. Co-
ordination between finishing, slaughter, and processing
isakey factor in maintaining the needed consistency in
guantity and quality.

Forage-finished and “natural” beef is currently be-
ing retailed on Oahu, Maui, Kauai, and Hawaii. It is
merchandized in avariety of ways, from beef sold at the
lowest possible price in order to be competitive with
imported beef, to that vended with a focus on higher
quality at higher price. The biggest challenge at thispoint
in the marketing channel is the consistency of quality
and quantity. The development of a processed product
could increaseits shelf life and al so provide a means of
using the less desirable cuts.

A wide disparity of opinions existsabout the size of
the market for forage-finished beef. Some feel it is a
small nichemarket, while othersfedl that giventhe grow-
ing concernswith food safety and nutrition asrelated to
human health it represents asignificant market segment.
If consumers perceive Hawaii beef as a superior ater-
native to Mainland beef, then Hawaii beef will not be
forced to be as competitive, in terms of price, with im-
ported beef. For example, even though the pricesof fish,
other seafood, and poultry have increased, consumers

have increased their consumption of these protein
Sources.

Another challengeistoidentify thetarget market for
local beef. Roughly 80 percent of the state’s population
resides on Oahu, so selling to the local market requires
shipping to Oahu, but locals may not pay apremium price
for the product. The visitor population is a market seg-
ment that may be most ableto pay premium prices. While
thevisitor group isdispersed throughout theislands, these
consumers are often more discriminating, and a more
sophisticated marketing strategy is required.

Getting cattle from the producer through the mar-
keting channel and transformed into acut of beef onthe
consumer’s table will require cost-effective transporta-
tion. Shipping boxed beef between theidands costs about
athird lessthan shipping live animals. Live-animal ship-
ment also includes the cost of cleaning and preparing
the shipping containers. Boxed beef is air-shipped by
some producers, although these rates are 5 to 30 times
higher than bulk rates by sea. A large increase in the
marketing of boxed beef will require coordination with
dlaughter and processing activities.

Coordination that helps movethe beef from produc-
tion locations to consumption locations in sufficient
guantity and quality to satisfy the market must occur in
order to increase Hawaii’s share of the local beef mar-
ket. Research is needed to determine the demand of the
various market segments. In order to facilitate decision-
making by everyonein the marketing channel, informa-
tion should be collected from various locations across
the state about the combinations of price, quantity, and
form that will satisfy consumer groups.

Introduction
Hawaii’sbeef cattleinventory has declined steadily since
the early 1970s, as has Hawaii’s market share of the lo-
cal beef market. In 1986, Hawaii’'s market share of the
local market was dightly less than 30 percent, with an
estimated 8000 feedersbeing exported that year. By 1999,
it is estimated to have decreased to about 10 percent of
themarket (HASS, Hawaii Cattle; ESS, Food Consump-
tion). Ranch numbers have also decreased, as have the
number of dlaughter and processing facilities(DBEDT).
Currently, Hawaii cannot compete in the produc-
tion of grain-finished beef from the mainland USA be-
cause of the high cost associated with shipping grain.
With the closure of the large feedlot and laughter plant
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Figure 1. U.S. per capita meat consumption and expenditures, 1984 and 2000.

Consumption, boneless weight
1984 (total = 181 Ib) 2000 (total = 195 Ib)

Fish Fish
8% 8%
(14 1b) Beef and (15 Ib)
veal
42%

(75 Ib)

Beef and
veal

oultry
24%
(44 1b)
Poultry
35%
(67 Ib)

Pork Pork
26% 24%
(47 Ib) (481b)

on Oahu in 1991, weaned calves began to be shipped to
the U.S. mainland and Canada to be finished and mar-
keted. Currently about three-quarters of all cattle mar-
keted in Hawaii are exported. Transportation costs and
other challenges associated with shipping live animals
to the U.S. mainland may make exporting a less attrac-
tive marketing option in the future. However, industry
effortsaimed at reducing the cost of exporting cattle are
ongoing.

Forage-finished and “natural” beef is now being
marketed on all idands. Nutritional analysis indicates
that forage-finished beef differsfrom grain-finished beef,
with forage-finished beef having positive nutritional
characterigtics (Fukumoto et al. 1995, 1999). At the same
time, forage-finished beef has been found to differ in
appearance and taste from grain-finished beef (Cox et
al. 1987). For afull discussion of the USDA definition
of “natural,” refer to Cox and Shehata (in preparation).
Forage-finished beef may be a viable marketing ater-
native for Hawaii beef producers.

The purpose of this report is to present qualitative
and guantitative information on the situation and out-
look for the Hawaii cattle industry. The industry is di-
vided into eight key segments that together must oper-
ate efficiently and effectively to ensure that the market-
ing channel is profitable. The segments include feed
production and processing, cow/calf production, stocker
production, feedlot and processing, wholesaling and re-
tailing. Each segment has its own specific bottlenecks
that will need to be addressed in order to ensure that the
industry can maintain its market share.

Expenditure

1984 (total $626) 2000 (total $655)

Fish and
seafood Beef Beef

. and veal
and veal Fish and 23%

($148)

Pork
24%
($157)

A variety of interviews conducted across the state
with people currently involved in the cattle industry
contributed to this report. Various types of secondary
data associated with cattle production, beef demand,
transportation, and marketing are also presented. The
final section includesabrief discussion of the futurefor
the industry.

Meat consumption in the U.S. mainland
and Hawaii
Per capita beef consumption in the USA reached ahigh
in 1976 of 88.8 pounds per year and has generally de-
clined since (ESS, Food Consumption). AsFigure1in-
dicates, the total per capita consumption of meat has
increased since 1984, yet the consumption of beef and
veal has decreased 10 pounds per person per year (ESS,
Food Consumption; Cox et al. 1987). In the same pe-
riod, poultry consumption increased more than 50 per-
cent, from 44 pounds in 1984 to 68 pounds per person
in 2000, while pork and fish consumption have remained
at about 47.5 and 14.5 pounds person, respectively.
Figure 2 indicates that total expenditure per person
per year on meat hasincreased slightly since 1984, while
beef expenditure has decreased dramatically. If the 1984
expenditure is inflated to the year 2000, then expendi-
ture on beef has been cut in half, from $304 per person
per year in 1984 to $148in 2000 (ESS, Baseline Projec-
tions). Expenditures on fish and seafood have almost
tripled, even though consumption hasremained at about
14.5 pounds per person. In the case of poultry, expendi-
ture has increased by 100 percent, while consumption
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increased by only half that amount. The price of fish
and seafood and poultry has increased, and consumers
have not responded to this increase with a decrease in
the number of pounds purchased.

Consumption of beef and veal is expected to de-
cline over the next 10 years. The population of the state
is expected to increase, but not at a rate that is high
enough to offset the decline in consumption. If the cur-
rent projected per capita consumption is multiplied by
the current and projected de facto population of the state
(DBEDT), the 2001 consumption of beef was approxi-
mately 89.2 million pounds (retail weight of beef), and
beef consumption is estimated to be 84.6 and 85.1 mil-
lion poundsin 2005 and 2010, respectively. If thisretail
weight is converted to number of animals, around
200,000 head of cattle would be needed to meet the de-
mand for beef (FSIS conversion factor: 1000 pounds[1
animal] live weight equals 450 pounds retail weight).

Feed production and processing

No commercial production and processing of feed as a
commodity currently occursin Hawaii. The cost of im-
ported feedin Hawaii varieswidely in responseto anum-
ber of factors. For example, over the period of 1993—
2000, Table 1 shows that the wholesale purchase price
for corn varied as much as 42 percent from the average
cost, and increased 43 percent in oneyear (NASS). The
purchase cost of feed grain depends on international
commodity rates aswell asregional factors, such asthe
weather.

Because feed grains are produced in the Midwest,
moved by rail to the West Coast, and shipped to Hawaii,
transportation cost is a significant factor in the cost of
feed in Hawaii. Shipping costs vary with the density of
the grain, because they are based upon the size of the
carrier and not the weight of the grain. The price of fuel
isasignificant cost for both ground and sea shipment.

Currently the cost of shipment is more than the pur-
chase pricefor feed in most cases. For example, acom-
bination feed of half corn and half barley costs approxi-
mately $225 per ton (Land O’ Lakes). Becausethe aver-
age wholesale market price of corn and barley ina 1:1
weight ratio in the period 1993-2000 was $91.45, the
shipping cost was approximately $133.55 (NASS). Thus
the cost of shipping more than doubles the price of im-
ported feed. Because of these high feed transportation
costs, the cattle industry in both Hawaii and the U.S.

|
Figure 2. U.S. per capita consumption, boneless weight.
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mainland is organized to ship cattle to feed rather than
feed to cattle.

Severa aternatives for finishing cattle locally are
currently under investigation by CTAHR, other institu-
tions, and private businesses. The alternativesvary from
common grains and silage to forage supplements and
nontraditional means. The following discussion of al-
ternatives provides asample of the range of options un-
der consideration.

One nontraditional alternative for finishing cattle
that is currently being researched is called energy-en-
hanced roughage (EER) (Shehata et al. 2003). EER
makes sugarcane, caiforniagrass, Guineagrass, or other
suitable grasses, which are economically producible yet
indigestible, into a digestible feed substitute. A recent
trial at Paauilo used Guinea grass to produce EER. The
economic analysisreported by Shehataet al. found that
the costs would be competitive with the current cost of
grain from the Mainland. In comparison with other feeds,
it takes about 1.5 tons of EER to substitute for 1 ton of
grain. Table 2 compares the estimated cost of shipping
from the mainland ($133.55) with the wholesale prices
of feed in 2000 and the cost of EER. The cost for EER
includes startup costs and shipment from the processing
facility to the feedlots. No inter-isand shipping costs
are listed for EER because the EER processing facility
isassumed to be within 40 miles of the biomass produc-
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Table 1. Wholesale price per ton of cattle feed, 1993-2000.

Year Corn? Barley? Corn + barley Cottonseed meal Soybean meal Alfalfa meal
50/50 mix 41% protein 44% protein (dehydrated)
1993 89.29 86.52 87.90 180.50 179.80 124.70
1994 80.71 88.26 84.49 129.40 152.50 118.40
1995 115.71 125.65 120.68 208.80 225.10 130.40
1996 96.79 119.13 107.96 207.50 260.40 142.70
1997 86.79 103.48 95.13 162.60 175.00 126.80
1998 69.29 86.09 77.69 132.20 132.00 101.50
1999 65.00 92.61 78.80 130.20 131.99 101.55
2000 66.07 91.74 78.91 146.50 160.03 97.59
Avg. 83.71 99.18 91.45 162.21 177.10 117.96

Price per ton for corn based on a conversion of 56 Ib/bushel. 2Price per ton for barley based on a conversion of 46 Ib/bushel.

Table 2. Cost comparison for cattle feed.

EER? Corn? Barley? Corn + barley Cottonseed meal Soybean meal Alfalfa meal
Price 224.00 78.91 66.07 146.50 160.03 97.59
Total cost? 224.00 225.00 212.16 292.59 306.12 243.68

Price is for 1.5 tons, which is the equivalent 1 ton of other feeds. 2Includes the cost of shipping to Hawaii; based on a personal communication
with Land-O-Lakes. No cost is added to EER for reasons stated in the text.

ers. If an EER processing facility is not created on ev-
ery island, then inter-island shipping is needed.

The costs of inter-island shipping is considerably
less than the roughly $130 per ton for shipping from the
Mainland. For example, to ship 24 tons of corn and bar-
ley feed between theislandswould cost around $20 dol -
lars per ton (Young Brothers, Land-O-Lakes). To illus-
trate how rising shipping costs would affect Hawaiian
beef, if both shipment costs were to increase 50%, then
the shipment of Mainland grainswould increaseto about
$195 per ton, whileinter-island shipment would increase
to $30 per ton.

No cost estimates are available for the other alter-
native feeds that are under investigation. One of these
options is locally grown corn for feed and silage
(Brewbaker 2002). Research in corn production has been
an ongoing program in CTAHR for many years, and
currently 2000 acres of corn are involved in an experi-
ment to make silage for milk cows (J.L. Brewbaker,
personal communication). Two of therelatively high cost
factors involved in corn production in Hawaii, irriga-
tion and pesticides, have been reduced, making it more

competitive to produce corn as cattle feed. Hybridsthat
can be grown year-round have also been devel oped.

Another option to bolster the effectiveness of for-
age finishing is to introduce improved grasses and le-
gumesinto pastures. For example, kikuyugrass provides
high quality pasture at higher elevations in the tropics
and subtropics. This forage is better suited for grazing
than mechanical harvesting, though it has been made
into silage (Hanna et a. 2003). It also has been shown
to produce promising weight gainswhen combined with
legumes.

Perennial forage peanut is a legume that can be
grown in lowland Hawaii, and research has shown that
supplementing pastures of Guinea grass with forage
peanut leadsto almost doubling daily weight gain com-
pared to pure Guinea grass pastures (Mathews et al.
2000). The seed is relatively expensive, but the addi-
tional nitrogen supplied by this legume eliminates the
need to add 100-300 pounds of nitrogen per acre per
year. Thereduced need for nitrogen fertilizer would save
about $47-140 per acre. Thisindicates that forage pea-
nut hasthe potential to make forage finishing more eco-
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nomical in Hawaii’s lowlands.

No other information on other types of feed grains
or dternative feedsis currently available for Hawaii. A
few private businesses are looking at various alterna-
tivesfor finishing cattle, but no information hasyet been
made public. Thisinformation void, particularly thelack
of cost data, isan areathat could benefit from additional
research.

Cow/calf and stocker production

The number of cattle and calves, excluding milk cows,
in the state in 2002 was 142,000, a decrease of 15 per-
cent since asix-year highin 1998 (Table 3). During the
same period, cattle and calves in the counties of Kauai
and Hawaii decreased only 6 and 11 percent, respec-
tively, while in the counties of Maui and Honolulu, the
decrease was 31 and 39 percent, respectively. Thus, in-
ventories have decreased more on Maui and Oahu than
on Hawaii and Kauai since 1998.

Looking at marketing, as indicated in Table 4, the
number of animals sold increased from 37 percent of
the beginning inventory in 1997 to 42 percent in 2002.
The percentage of animal exported also increased dur-
ing this period, from 67 percent in 1997 to 72 percent in
2002.

In 2001, there were statewide sal es of approximately
31.5 million pounds live weight (HASS, Satistics of
Hawaii Agriculture), or 17.3 million pounds dressed
weight (0.549 conversion factor, HASS, 2001 Cattle).
If the industry doubled its production over ten years, it
would still supply less than half of the state's projected
consumption of 85.1 million pounds.

Hawaii’slarge ranches have been gradually decreas-
ing in size over the years as devel opment has bid up the
price of land and drawn agricultural lands into higher
valued commercia and residential use. A few large
ranches till remain, with many being engaged in some
form of land development rather than agricultural pro-
duction as their primary source of profitability. Gener-
ally, the ranching portion of the businessis not viewed
primarily asaprofit center but asapart of ajoint objec-
tive that includes maintenance of alifestyle and an op-
portunity to engage in land stewardship.

Shipping feeders to the Mainland remains the pre-
ferred option for many ranchers, particularly the larger
producers. Large operations have a payroll to meet and
thereforerely more heavily on the higher pricesthat can

consistently be abtained on the Mainland. At the same
time, large producers have become efficient cow-calf
producers with an overall objective of selling their ani-
mal s after they areweaned. Cull cows, however, aresold
locally, because the animals are too large to be shipped.

Producerswould keep cattleinthe stateif they could
realize an economic benefit. The current local price for
animals under 30 months old is around $0.90 per pound
dressed weight. According to producers, this is not
enough to find marketing cattle in Hawaii competitive
with exporting.

Forage finishing remainsrelatively expensive com-
pared to cow-calf production, particularly for large op-
erations, because of the large carrying capacity required
tofinishtheanimals. Foragefinishingisalso morerisky
than cow-calf production. For example, the onset of a
drought may force ranchers to reduce their herds as the
carrying capacity of the pastures is reduced. Hawaii’s
cattle market cannot absorb large numbers quickly, like
the export market does. Therefore, a large increase in
animals being sent to slaughter will cause a sharp drop
in prices.

The small producers are generaly part-time opera-
torsthat face challengeswith economies of scalein ship-
ping cattle. Since they are likely to have off-farm in-
come, they are more willing to accept the lower prices
being offered locally for cattle. They aso may have more
flexibility when it comes to feeding an animal in their
pastures after it is weaned.

The wide range in management styles has contrib-
uted to a general lack of cohesiveness and cooperation
acrossthe entire cattle production sector statewide. Pro-
ducers that export cattle have similar objectives and
therefore are able to work together. For the industry to
securealarger shareof thelocal market, operators should
be encouraged to work together toward horizontal coor-
dination in the marketing channel in order to more
closely control the quantity and quality of production.
Product consistency allows producers to gain more
power in the marketplace. Some producer groups and
individual producers have devel oped management pro-
tocolsthat have proven successful in effortsto capturea
larger share of the local market. Cooperation was re-
quired to obtain aconsistent supply of high-quality cattle
for the local market. Producers were able to gain more
power in the local marketplace by acting in a unified
manner. As this success grows and producers gain a
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Table 3. Cattle and calves, excluding milk cows, statewide
and by county, 1000 head.

County

Year State Hawaii Maui Honolulu Kauai
1984 207 131.2 39.4 20.6 15.3
1997 157 115.9 27.1 45 10

1998 167 121.9 29.7 5.7 10.4
1999 160 116.8 27.7 6.1 9.6
2000 151 111.0 25.8 5.6 9.5
2001 140 105.6 19.5 3.4 10.8
2002 142 108.9 20.3 3.5 9.7

HASS, 2001 Cattle.

larger market share, marketing orders and cooperatives
will become more viable. Then, the economies of scale
that can be realized with vertical integration become
more feasible.

Feedlots and processing facilities

Each island except Lanai has daughter facilities with
excess capacity, although not every processing facility
has excess capacity. Only one slaughter facility, in Ha-
waii has installed tenderness-enhancing technology
based on low-voltage carcass stimulation. Offal isacon-
cern, because all daughter facilitiesin the state dispose
of offal at their local landfills. The only feedlot in the
state is located on Maui, with a capacity of 950 head.
The cost per pound of gain is $0.60, with the typical
animal cominginat 700 Ib and leaving at 1050 Ib, for a
total charge of $210. The average feedlot expenditures
per head on the Mainland varies from about $150 to
$225, whichincludesfeed, veterinary care, branding and
other services (source: Hawaii Cattle Producers).

The island of Maui has one daughter facility that
can handle about 100 head a week with chill space at
the same capacity. Currently, thefacility iskilling about
25 head aweek. They are processing some of the cattle
they kill, although they are turning away some requests
to process carcasses. Producers indicate that they have
some challenges in working with this facility, as far as
scheduling and price discovery.

Molokai has a new slaughterhouse that is expected
to be in full operation in the second half of 2003. The
plant can slaughter up to 25 head a day and has chill

. ___________________________________________________________________|]
Table 4. Cattle and calves: inventory and disposition (1000
head).

Inventory
Year (Jan. 1) No. sold Exports
1984! 201 65 N/A
19972 157 58 39
1998 167 67 44
1999 160 74 57
2000 151 73 51
2001 140 59 46
2002 142 59 42

Peter Garrod et al. 1987. 2HASS, Hawaii Cattle.

space for 25 head. It is expected to operate two days a
week.

The island of Hawaii has three daughter facilities.
Currently, about 130 head per week are slaughtered on
Hawaii, yet each one could nearly doubl e the number of
animalskilled. Sincethisidand producesthe most cattle,
the large number of cull cows available on Hawaii is
sufficient to ensurethat itsfacilities have sufficient num-
bersto remain in operation.

Kauai hasthree slaughter facilitiesthat are now kill-
ing around 35 head a week. This amount could be
doubled, if necessary. Processing is more of a bottle-
neck, because chill space is very limited at two of the
facilities. Some excess chill space is available at one
facility, but transportation from another slaughter facil-
ity does not appear to be feasible. A relatively new
slaughter facility, currently not in operation, isfor sale,
and its operation near aresidential area may be a chal-
lenge due to noise levels associated with its operation.
Currently no slaughter facility is operating on a full-
time basis. Competition among slaughter facilities has
contributed to animosity among the group.

On Oahu, acooperative currently operates aslaugh-
ter facility that is killing around 25 head a month and
hasamonthly capacity of 100. Thisfacility will beclosed
soon and another will open that has the slaughter capac-
ity, along with processing and chill space, for at least
100 head a month. A large processing facility with ex-
cess chill capacity is also located on Oahu, athough the
operation has declared bankruptcy. Uncertainty about the
processing plant has likely affected the cattle market.
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Wholesaling and retailing

Forage-finished and “natural” beef is currently sold in
Hawaii. The beef ismerchandised using avariety of mar-
keting strategies. At one end of the strategy spectrum is
the approach of trying to maintain alow price asameans
of remaining competitive with imported beef. At the other
end are the strategies that focus on higher quality beef
that commands a dightly higher price. In general, the
forage-finished and “natural” beef is merchandised as a
healthier alternative to imported beef, although the mar-
keting strategies of Hawaii producers are not as sophisti-
cated as those found elsewhere. A marketing strategy
needsto incorporate the elements of price, place, promo-
tion, and product to establish aclear identity in the mind
of the customer. For example, a discount clothing store
will not be expected to have high prices, the best service,
lots of attractive advertising, and be located in an up-
scale district, while customers will have different expec-
tations of a store selling designer clothing.

On Kauai, one group of producers has adopted a
low-margin, commodity approach. The beef is moved
quickly and efficiently to market without aging or the
use of a private label. The other producers selling for-
age-finished beef on Kauai use slightly more merchan-
dizing, sincethey identify the producer or processor. The
customer basein al casesisthelocal population that is
loyal to the retailer. Vertical integration from produc-
tion to retailing appearsto be a successful means of dif-
ferentiating the product in order to command a higher
price.

On Maui, Hawaii, and Oahu, the marketing strate-
giesfocusto alarge degree on merchandising the prod-
uct to the target customer. Direct retail sales do occur,
whilewholesale salesto retail ersand restaurants are most
common. Sincethe bulk of the state’spopulation resides
on Oahu, itislikely to bethe market of greatest interest.
On Maui, given the large numbers of health food retail-
ers and the frequency of “healthy” aternativesfound at
food service establishments, the popul ation base of resi-
dentsand visitorswould be agood target market aswell.

The biggest challenge for wholesalers and retailers
in marketing forage-finished beef is the consistency of
the product’s quality and quantity. Forage-finished beef
may be highly variablein quality, particularly given the
range of quality standards used by producers across the
state. At the same time, quantity varies due to weather
conditions and the management approaches of produc-

ers. Finishing in feedlots reducesthese sources of varia-
tionand can produce anatural product, athough the beef
may not be classified as forage-finished. The Hawaii
Department of Agriculture has a certified federal meat
grader who can grade the quality of a carcass based on
USDA grading standards. Currently, the hourly cost of
these services to producers and slaughter facilities is
prohibitive. The economics of finishing clearly remain
achallenge.

Another approach to coping with variationsin quan-
tity and quality is to develop a processed product that
extends the shelf life of the beef while at the same time
allowing the quality to be more highly controlled. Beef
cutsfrom thefront parts of the animal are more difficult
to market because these cuts are seen as less desirable.
Grinding the low quality beef into hamburger is one
option. However, the price of hamburger is generaly
not sufficient to make this an economically viable solu-
tion. These cuts would be well suited to be developed
into avalue-added product that would be seen as conve-
nient and nutritious by consumers. By combining beef
with other less expensive ingredients, the product could
be sold at arelatively high price.

Aninformal survey of retail pricesfor Hawaii beef
in May 2003 (Table 5) found them similar to the U.S.
average retail pricesin March 2003 (ERS). The prices
in Hawaii are not consistently higher or lower nor do
they vary from the U.S. averages in a consistent per-
centage. Considering the high cost of production for
Hawaii producers, the marketing strategies for selling
beef locally do not appear to result in a premium price.

Most of theretail vendors surveyed were small, pri-
vately owned stores away from major business districts
or large chain stores that are not primarily food ven-
dors. However, a few of the more developed product
lines had more market penetration. The displaysfor the
meat were generally not designed to catch the eye, since
they had no point-of-purchase material. In addition, the
packaging typically did not advertise all of the features
of the beef. Point-of-origininformation, such asthe name
of aranch or processor, was generally included. Vacuum
packaging was used by some of the vendors.

Local producers should view their ability to market
their product at prices competitive with beef from the
U.S. mainland as an accomplishment. Local consumers
bought forage-finished beef before grain finishing be-
came the norm in Hawaii. This beef was often tough,
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Table 5. Average retail beef prices for selected cuts in
Hawaii (May 2003) and the USA (March 2003).

Hawaii U.S. Hawaii-U.S.
Cut average average difference (%)
Sirloin $3.70 $3.96 -0.26
T-bone steak 3.64 6.58 -2.94
Ground chuck 2.50 1.90 +0.60
Chuck steak 2.29 2.13 +0.16
Ground beef 1.83 1.92 -0.09
Ground beef, extralean 2.19 2.66 -0.47
Stew beef 2.59 3.08 -0.49

with a strong flavor. As a result, the customer would
purchase local beef only if the price was discounted.
Progress has been made by some suppliers to develop
more consistent quality. To get a price premium for lo-
cal beef, more information on exactly what consumers
arewilling to pay for is needed.

An ongoing study (Shehata and Cox, unpublished)
found that on the U.S. mainland, forage-finished and
“natural” beef sell in health food stores at about a 20
percent premium over beef in asupermarket. Their sur-
vey of vendorsfound that Hawaii beef is seen ashaving
potential, but there is a need to establish a marketing
strategy that can produce a competitive brand. In order
to develop this strategy, moreinformation about the tar-
get clientsis needed. Hawaii's high visitor counts offer
the possibility that this group may experience Hawaii
beef inthe state and then purchaseit after returning home,
so this group’s preferences and willingness to pay are
essential to the development of amarketing strategy for
apremium beef product.

Industry organization

While each segment of the industry has challenges that
have been discussed here, the overall organization of
the industry is also an issue. For the industry to work
together, its overall organization will need to be exam-
ined to determineif it can be organized more effectively.
Sincethe stateis composed of variousislands, transpor-
tation cost betweenidlandsisakey cost component. This
section presents someinformation on transportation that
can be used to evaluate spatial efficiency.

Table 6: Costs for shipping between islands.

Other islands Between other

—Hawaii islands
Feeders
To island $759.75 $748.39
Return $87.00 $87.00
Total cost $846.75 $835.39
Number of head 65-70 65-70
Cost per head $12.10-13.03 $11.93-12.85
Liveweight (pounds) 30,000 30,000
Cost per pound liveweight $0.03 $0.03
Cattle, cows, bulls
To island $759.75 $748.39
Return $87.00 $87.00
Total cost $846.75 $835.39
Number of head 35-45 35-45
Cost per head $16.60-24.20 $18.56-23.87
Liveweight (pounds) 30,000 30,000
Cost per pound liveweight $0.03 $0.03
Boxed beef, by pallet
To island (per 2000 Ib) $71.35 $69.81
Dressed weight (pounds) 16,470 16,470
Total cost $587.57 $574.89
Liveweight (pounds)* 30,000 30,000
Cost per pound liveweight $0.02 $0.02

Liveweight conversion factor 0.549 (HASS, 2001 Cattle).

Theinter-island cost of shipping boxed beef isless
than the cost of shipping liveanimals, asshowninTable
6. If the boxed beef is converted into a live-weight
equivalent, thenthe cost isone-third lessfor boxed beef.
This reduction in cost exists for deliveries between all
islands.

The cost of shipping calvesto the U.S. mainland is
more than eight times as much as shipping them between
the islands. The shipment of calves to the Mainland is
about 25 cents per pound (Hawaii Cattle Producers
Coop), as compared with close to 3 cents per pound for
shipping calves around the islands (Young Brothers).

Vendorsof “natural” beef air-ship between theisands
andtotheU.S. mainland. Asindicated in Table 7, air ship-
ment rates are significantly higher than water shipment
costs, and may cost over $1 per pound, but the delivery
time is under two days. The minimum charge for boat
shipment is not economical if the shipment is small and,
particularly inthe case of direct sales, air-shipment iscon-
sistent with the merchandising of a premium product.
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Table 7. Air-shipment rates for boxed beef, inter-island®.

Type 2510 $/b? 50lb  $/Ib?
Fed Ex® 13.06  0.29 1959  0.22
HA-Priority* 4725  1.04 47.25 52
HA-General* 28.00 061 28.00 031

1001b  $/Ib? 150 Ib $/Ib?
32.66 0.18 45.72 0.17
88.00 0.48 132.00 0.48
50.00 0.27 75.00 0.27

1Tax not included. All weights are total weight, including packaging.

2Converted to liveweight equivalent using conversion factor of .549 (HASS, 2001 Cattle).

3Costs are the same for overnight and two-day delivery.

“HA = Hawaiian Air Cargo; “Priority” is put on a plane within 6 hours, and “General” is put on a plane within 24 hours.

Conclusions

Shipping feeders remains the preferred option for many
ranchers, particularly the larger producers. They can
consistently get ahigher price onthe Mainland than they
can get locally. Small producersare generally morewill-
ing to accept the lower prices being offered locally for
cattle. They aso may have moreflexibility whenit comes
to feeding an animal in their pastures after it is weaned.

Cooperation is required to obtain a consistent sup-
ply of high quality cattle needed to capture alarger share
of the local market. The high yield variability associ-
ated with finishing cattle on range forage may makefeed-
lots one of the key components for an increase in local
market share. Research into alternative cattle feeds is
ongoing, but the information is difficult to locate, and
little analysis has been done. Work on a situation-and-
outlook report for alternative feeds is needed.

No comprehensive, comparative economic analy-
sisof themany finishing alternatives hasbeen done. This
lack of information makes it difficult for producersin-
terested in the local market to evaluate the alternatives.
The coordination between producers and feedlotsis cru-
cial, because the number of animals coming in to be
finished must be consistent enough to ensure that the
local feed producer and the feedlot remain viable. More
information about the cost of producing forage-finished
beef is needed to determine the economic incentives
needed to increase production.

Competition among slaughter facilities occurs be-
cause the volume of locally slaughtered cattle is small
and all existing facilities have excess capacity, although
chill space is in shorter supply. Coordination between
production, finishing, slaughter, and processing isakey
factor in maintaining the needed consistency in quan-

tity and quality. Effortsto facilitate communication and
coordination need to be ongoing.

Forage-finished and “natural” beef is currently be-
ing retailed on Oahu, Maui, Kauai, and Hawaii. The big-
gest challenge at this point in the marketing channel is
consistency of quality and quantity. Development of a
new processed product could increase shelf lifeand also
could provide a means of using the less desirable cuts.
Efforts are needed to produce a product that will meet
the needs of theindustry and satisfy the demands of con-
sumers. At the same time, quality-enhancing technolo-
giesneed to beinvestigated as ameans of reducing risk.

A wide disparity of opinions exists about the size of
the market for forage-finished and “ natural” beef. Some
feel it is a small niche market, while others feel that,
given the growing concerns with food safety and nutri-
tion, it represents a significant market segment. If con-
sumers perceive Hawaii beef as a superior aternativeto
Mainland beef, then Hawaii beef will not beforced to be
price-competitive with imported beef. Research isneeded
to determine the demand of the various market segments.
In order to facilitate decision-making by everyoneinthe
marketing channel, information should be collected from
various locations across the state and on the U.S. main-
land about the combinations of price, quantity, and form
that will satisfy consumer groups. Once more informa:
tion about various consumer groups is known, then ef-
fortswill be needed to assist industry participantsto de-
velop a marketing strategy or strategies.

If al calves were kept in the state, then the value
added to the animals would circulate in the local
economy rather than being exported out of state. While
the economic impact of selling the calves locally can-
not be exactly determined, a rough estimate of the po-
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tential economic benefit can be made. Assuming that a
finished animal produces a carcass valued at $600 and
thevalue of the stocker that was produced locally is$270
(Shehata and Cox, unpublished), then $330 is added to
acalf after the animal is exported from Hawaii. There-
fore, the 42,000 calves exported in 2001 could have
added nearly $14 million to the value of the industry if
they had been finished and slaughtered locally. To cap-
turethisadditional value, acomprehensive, coordinated
marketing strategy is needed by the industry.
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