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On March 7, 2012, ABC News aired a report on the use 
of lean, finely textured beef (LFTB), or “pink slime” as its 
reporters dubbed it. Although this was not the first time 
LFTB had been the subject of negative criticism on a na-
tional scale, the attention is no longer just coming from 
traditional media outlets (television, radio, and newspa-
per), but also from social media sources (Facebook, blogs, 
and Twitter). Of particular importance is the influence this 
reaction has had on the financial performance of agribusi-
ness firms in the food supply chain. If image is everything 
and perception is reality, particularly as it relates to food 
safety, then agribusiness firms might be in for some chal-
lenges. Food and agribusiness firms will need to be pre-
pared to react every time a food safety issue receives atten-
tion in social media irrespective of how these images and 
perceptions are generated.

As early as 2008, the documentary Food, Inc. provided 
many Americans with their first exposure to LFTB. In De-
cember 2009, the New York Times questioned the technol-
ogy for producing LFTB, particularly the safety of the am-
monium hydroxide process (Moss, 2009). The next major 
mention of LFTB occurred in April 2011, when chef and 
TV personality of the television show “Food Revolution”, 
Jamie Oliver, blasted the production process. His rant was 
witnessed by approximately 5.4 million viewers. Oliver, a 
celebrity chef and food activist, criticized the process used 
by Beef Products Incorporated (BPI), when he placed beef 
trimmings in a washing machine and doused them with 
an ammonia-cleaning product so he could demonstrate 
his perception to consumers of what they were consum-
ing. Many of those viewers took to their blogs and twit-
ter accounts to condemn the process, based upon Oliver’s 

actions that night. The “Oliver event” might be deemed 
ground zero as it relates to LFTB and agribusiness; it marks 
one of the largest uses of social media to condemn a food 
practice determined to be safe by the United States De-
partment of Agriculture (USDA). Agribusiness companies, 
particularly fast food companies known for their use of 
ground beef, took notice. McDonald’s, Burger King, and 
Taco Bell responded to the “Oliver event” by indicating 
through company media releases that they would no longer 
be using LFTB in their products. Both Burger King and 
McDonald’s indicated their decision to remove Beef Prod-
ucts Incorporated (BPI) beef—the seller of LFTB—from 
their lists of suppliers of ground meat had nothing to do 
with the “Oliver event” and everything to do with keeping 
with corporate strategy. The “Oliver event” should serve 
as a lesson that the tension between the food supply chain 
and its consumers will likely increase as consumers are fur-
ther removed from agriculture and the processes needed to 
ensure a safe food supply.

The report from ABC News (Avila, 2012) created a flur-
ry of activity along the food supply chain. First on March 
15, 2012, the USDA announced it would allow school 
districts the option of excluding ground beef containing 
LFTB from its food program. Approximately two weeks 
after ABC News’s initial report, retail grocery stores issued 
statements on the use of LFTB in their ground beef offer-
ings. Some publicly traded companies indicated they never 
offered ground beef that contained LFTB—for example, 
Whole Foods and Costco; others such as Kroger, Safeway, 
and SuperValu indicated that they would no longer offer 
ground beef that included LFTB, and Wal-Mart indicated 
that it would give its consumers a choice between ground 
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beef with and without LFTB. This 
list is not inclusive, as there were also 
many privately owned grocery chains 
that made similar declarations about 
LFTB. The commonality between 
the public and private companies 
was that they all seemingly affirmed 
their belief in the safety of LFTB, 
but were responding to the market 
demand for ground beef that did not 
contain LFTB. The announcements 
did not stop with the grocery sec-
tor, as Wendy’s and Red Robin each 
issued statements saying they had 
never used LFTB, McDonald’s reiter-
ated that it had long since removed 
LFTB from its ground beef, and Ty-
son announced that it would make 
accommodations for customers who 
did not want LFTB in their ground 
beef (Bartlein and Geller, 2012; Food 
Safety News, 2012). At the same time 
the restaurant industry was making 
its statement on LFTB, three of the 
largest packaged food companies in 
the United States—ConAgra Foods 
Inc. (Chef Boyardee, Slim Jim, and 
Hebrew National), Sara Lee Corp. 
(Jimmy Dean, Ball Park, and Hill-
shire Farm),  and Kraft Foods (Oscar 
Mayer)—each announced that none 
of their products contained LFTB.

Because public and private com-
panies in the retail food supply chain 
create value only by satisfying their 
consumers’ needs and wants, they 
must satisfy those demands. In the 
LFTB case, the decline in demand 
resulting from negative publicity led 
to a loss of revenue for its producers. 
This loss in business had a devastating 
effect on BPI. On March 25, 2012, 
BPI announced the suspension of op-
erations in its Iowa, Kansas, and Texas 
plants, which reduced the production 
of LFTB by 900,000 lbs. a day and 
left the jobs of 650 people in limbo. 
Following BPI’s announcement, AFA 
Foods, a ground beef processing com-
pany, declared bankruptcy and cited 
media coverage surrounding “pink 
slime” as the cause for a significant 
decline in demand for its products. 
Although firms reacted to demand, 

there is relatively little research relat-
ed to what extent these reactions are 
warranted. Therefore, the decision-
makers of the firms located in the 
retail food supply chain cannot accu-
rately judge how consumers will re-
act to these pressures. That is, should 
they announce that they are remov-
ing a potentially safe product from 
their offerings, do nothing at all, or 
offer their customers a choice? If the 
market readily values these practices, 
then those food companies and agri-
businesses that have not made state-
ments about LFTB would be wise to 
do so. If the market does not value 
either knowing if a company is going 
to remove LFTB from its offerings 
and/or offer alternatives, those man-
agers who have reacted to the afore-
mentioned pressures may have acted 
prematurely. Thus, this article aims to 
assess how different reactions of pub-
licly traded food supply agribusiness 
firms—restaurants, grocery stores, 
and food processors—to the ABC 
News report on LFTB influenced the 
market’s assessment of that firm.

Short-term Impacts 
Using the previously mentioned 
publicly traded food supply compa-
nies who issued statements regarding 
LFTB, excluding Burger King because 
its stock was taken off the New York 
Stock Exchange (NYSE) in 2010 and 
only returned in 2012, we employ the 
event study methodology to assess the 

short-term impact of the ABC News 
report on firm value. By examin-
ing stock price behavior around the 
announcement of an event, we can 
begin to understand the influence 
it has on shareholder value (Binder, 
1998). A market model (Ordinary 
Least Squares (OLS)) is estimated 
by regressing stock returns for a firm 
on the rate of return for the market 
for 250 days surrounding the LFTB 
event (Armitage, 1995). This allows 
for the identification of abnormal re-
turns during the event period—dates 
surrounding the event window. The 
event window involves small intervals 
surrounding and including the event 
date. In particular, the two-day event 
window is used because the event 
can be determined with certainty 
(Armitage, 1995). We utilize an 11-
day event window, which begins 5 
days prior to the announcement date 
to account for information leakage 
(Senchack and Starks, 1993). 

Results of the event study analy-
sis show no statistical significance for 
the average abnormal returns for the 
tested publicly traded food supply 
agribusiness firms’ share values on the 
day the report aired on ABC, nor for 
any of the 5 days before or after the 
airing of the report. Figure 1 contains 
a graphical representation of the daily 
average abnormal returns during the 
11-day event window. The lack of 
significance indicates that the ABC 
News report, at least in the short-run, 

Figure 1: Daily Abnormal Returns 
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If firms begin to experience a de-
cline in cash flow per share, it likely 
reflects the first signs the firms are 
dealing with rising prices of ground 
beef. McDonald’s, Yum Brands, and 
Red Robin—large users of ground 
beef companies that have said they 
do not use LFTB in their ground 
beef—must now operate in a market 
where other firms and entities are no 
longer using and/or are offering alter-
natives to LFTB—for example, the 
USDA. The removal of LFTB from 
the ground beef supply chain means 
that the available supply of lean 
beef has declined, which in turn has 
caused an increase in lean beef prices 
and this ultimately reduces cash for 
some agribusinesses. For a detailed 
discussion of the LFTB event impact 
on the U.S. beef supply, see the Pruitt 
and Anderson article in this issue of 
Choices.

When examining ROE, declines 
are typically caused by either decreas-
ing or stagnating firm earnings, which 
can be attributed to increasing costs 
and/or lost sales. Thus, for the afore-
mentioned firms it will be crucial to 
examine how much their ground beef 
procurement costs have changed and 
the proportion of these costs to the 
firm’s total costs. It is likely that those 
firms that operate in the retail sec-
tor as opposed to the processing and 
manufacturing sectors will be the first 
to feel the initial effects of rising beef 
prices first from the loss of LFTB. 
These costs are likely to be higher 
than they otherwise would be, in part 
due to cattle inventory in the U.S. be-
ing at its lowest level in more than 60 
years thanks to record high corn pric-
es and droughts in states that produce 
much of the U.S. beef cattle. While 
cost management from the supply 
side is extremely important, agri-
businesses are more concerned about 
consumers purchasing their products; 
otherwise, cost control measures are 
irrelevant. Loss of sales can have a 
devastating impact on financial per-
formance, because if people quit eat-
ing at a restaurant or purchasing meat 

report, those agribusinesses issuing 
media releases hoped that they would 
have an influence on investors. If the 
hope was that these releases would 
boost share value, the announce-
ments were not effective; however, if 
they were to prevent negative public 
reaction, they could be deemed suc-
cessful, as these firms did not experi-
ence statistically significant negative 
cumulative abnormal returns. 

Medium-term Impacts
While the event study measures 
short-term market reaction to an un-
expected event, it does not capture 
the medium- and long-term effects 
an event can have on a company. For 
the LFTB event, the time elapsed has 
not been sufficient to measure these 
effects which will require analysis 
of several quarters of the aforemen-
tioned firms’ financial statements. In 
particular, ratio analysis can provide 
useful insight into the influence of 
LFTB. Cash flow per share is not only 
a good predictor of a firm’s financial 
stability and financial health, but it 
is much more difficult for companies 
to manipulate than earnings per share 
(EPS). The second financial ratio, 
return on equity (ROE) measures a 
firm’s profitability. ROE is defined as 
net income divided by average stock-
holder’s equity and measures how ef-
fectively the stockholder’s investment 
is being used to produce profit. 

had no influence (positive or nega-
tive) on agribusiness returns for any 
single day in the 11-day event win-
dow—the returns behaved as if there 
had been no report by ABC News. 
In particular, this means investors, 
at least in the short-run, did not feel 
that the LFTB event would influence 
the agribusinesses’ abilities to con-
tinue to generate profit in a manner 
consistent with recent history.

Cumulative abnormal returns 
allow us to capture the reaction of 
returns to the agribusinesses over 
a specified period, relative to the 
event—ABC News’s report on LFTB, 
which is important because the mar-
ket may not react instantaneously, nor 
at the same time for each agribusiness 
firm. Figure 2 contains the graph of 
cumulative returns for the [-5, +5] 
window. When we look at cumulative 
abnormal returns for the estimation 
window, we observe no significant 
effect. The longer announcement 
window allows the analysis to capture 
reactions by agribusiness firms to the 
report, but is not so long as to allow 
outside influences unrelated to the 
event to affect share prices. It is inter-
esting that the agribusinesses in this 
study issued media releases stating 
that their products did not contain 
LFTB, they would remove products 
with LFTB from their menus, and/or 
they would offer alternative products 
that did not contain LFTB. Thus, 
over the days subsequent to the ABC 

Figure 2: Cumulative Abnormal Returns
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from a grocery store, ROE will go 
down. To get a more complete pic-
ture of the effects of the removal of 
LFTB from a company’s ground beef 
supply and its ultimate influence on 
ROE, it will require making earnings 
comparisons between companies that 
utilize LFTB and those that do not 
over a longer time span. Such analysis 
will allow determination of whether 
consumers really demand LFTB-free 
ground beef or are they content with 
ground beef that contains LFTB. 

Implications for the Future
As the safety of the food supply chain 
continues to be debated in social me-
dia, it will likely become common-
place for agribusiness to react to these 
debates. This reaction may be in the 
form of media releases or the removal 
of products that are proven safe by 
USDA standards but condemned by 
the general public because of a lack 
of understanding the standards. The 
results from this analysis show that, 
in the short-term, the market put 
no value on the pink slime event, as 
share prices exhibited no abnormal 
returns. This means that shareholders 
are unsure whether or not removing 
LFTB from an agribusiness firm’s of-
ferings will provide the firm with any 
long-term competitive advantage rel-
ative to those that do remove LFTB. 
In light of the non-reaction in the 
market in the short-run, it is tempt-
ing to say that agribusinesses should 
not have reacted to public outcries 
against agribusiness companies; how-
ever, we do not fully understand what 
the medium- to long-term impacts 
of the pink slime event will be. Con-
sequently, we cannot say whether 
those firms that reacted immediately 
will see long-term benefits that out-
weigh their increases in costs—higher 
prices of ground beef. To be able to 
understand the long-term influence 
of removing LFTB from the beef sup-
ply will require a detailed analysis of 
subsequent quarters of the financials 

for companies that have and have 
not removed LFTB from their of-
ferings. While BPI has suffered as 
the primary producer of LFTB, the 
final impact on agribusinesses and 
the retail food-supply chain is not yet 
known. However, what is evident is 
that agribusiness will likely need to 
develop strategic management plans 
for monitoring and reacting to the 
social media landscape as it relates to 
consumer food production. 
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