%‘““‘“\N Ag Econ sxes
/‘ RESEARCH IN AGRICUITURAL & APPLIED ECONOMICS

The World’s Largest Open Access Agricultural & Applied Economics Digital Library

This document is discoverable and free to researchers across the
globe due to the work of AgEcon Search.

Help ensure our sustainability.

Give to AgEcon Search

AgEcon Search
http://ageconsearch.umn.edu

aesearch@umn.edu

Papers downloaded from AgEcon Search may be used for non-commercial purposes and personal study only.
No other use, including posting to another Internet site, is permitted without permission from the copyright
owner (not AgEcon Search), or as allowed under the provisions of Fair Use, U.S. Copyright Act, Title 17 U.S.C.

No endorsement of AgEcon Search or its fundraising activities by the author(s) of the following work or their
employer(s) is intended or implied.


https://shorturl.at/nIvhR
mailto:aesearch@umn.edu
http://ageconsearch.umn.edu/

 REPORTING CASH GRAIN PRICES
Issues and Their Possible Resolutlon
B H. Lfright -and R Ee Torgerson*

‘ quormation about prices eno price reports themselves sre a fundaé }i?;;Lf'i

: 1meutal ‘means of communlcating about economlcsa At times, prices are a f;o ffiT5;bﬂ
part of an analytlcal framework belng used to descrlbe anbeconomrc~process.L:};’
:’At other tlmes, pr;ces are a result, representlng the outcome of some ilew

. economic activ1ty. “Sometimes they play both rolesri In any case, pricesﬂfbf“J”'in

‘_fare generally assumed to accurately define the economic phenomenon they 7t
measure. f - | - . C i |

'j Thisboaber}reviews a few'of-the ideas that relete;to‘the;velidity s
of that assumptioﬁ@ That is, the paper examines a number of problems
encountered 1n collectlng and dissemlnatlng price lnformation.} The-puro':ie:*ib
v‘_dpose is to help clarlfy issues belng cons1dered in a curreuL study of

.5bvcashvgraln price reportlng.l For that reason, consideration is 1imited gf;‘j’*"'

" to cash grain prices although many of the problems are evrdeﬁt in prxee.::'i??{

. reports for other commodities.

‘vr' Nature of the Problem -;ﬂ'w

Problems w1th the current system of cash grain prlce reporting Werewy7'bf”b”
.731dent1f1ed in a pilot study of the Chlcago cash corn market conducted st
1,by ERS for AMS during November and December 1974.; Current USDA prlce

"b;ireporting efforts at Chicago focus on the spot trading on the floor of the
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' Chicago Board of Tradee The study found that the total quantlty of cash ‘:ﬁ":l'

: }corn traded at Chlcago is Substantlal but that the spot market for

on«track graln accounts for only about 2 percent of total corn recelpts el T

- 1n the Chicago area. - In contrast, about 90 percent of the corn comlng

to Chicago is in fulflllment of prev1ously executed "to~arr1ve contracts~«f"’ S

E :{“and these carry a w1de assortment of terms pertalnlng to the tnme of <§j5"h

k=N

’dellvery, place of dellvery, mode of transport, ‘and type of bllling when

d shlpment is by rail Moreover, members of the- trade do not seem to flnd‘diﬁgfi'j5ft

'fvthe current reports from Chicago very useful in their prlclng dec151ons.,j,77f“i'”:A

Generally, ‘the problem is to determlne what to report in a dlspersed and‘éuﬂfdi'*'

"'heterogeneous market so as to prov1de users with more complete price AR

' information.“"

: .HYPOthetical IllustratlonnwA Representative Quotatlon2;~:fff"

”Lfg .

Suppose f1ve dlfferent market participants 1nd1cate that they traded

‘ No. 2 yellow corn at $2 38 (buyer) $z 43 (seller) $2 40 (buyer) sz 38

(seller) and $2 42 (buyer) since yesterday s commuulcatlon w1th the market'fj;,.;els

7» reporter,5 What should the reporter quote as the day 8 prlce? An. average?v;F

;’ An average welghted by the quantlty 1nvolved in’ each transact10n’3 The-

- $2.38 flgure, because apparently it is the only trade reported by both the :Jp?fpﬁ‘v

'v“buyer and the seller? The’range7 A1l of the trades?’ Maybe the reporter ffi)'ﬁ‘”"

h’ifshould try to 1earn more about the trades’ reported to hlm?

. . Suppose the. reporter learns that (a) the $2. 43 prlce 1s for delrvery‘y
itfln 10 days, the others for ‘spot delivery, (b) the SZ 38-pr1ces do not~ "“‘
- belong to the same trade, the others also remalnlng unconflrmed by thev

if;other party to the trade and (c) the $2 40 and’ SZ 42 purchases were hy
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processors, the'othervtrades by~companies with'port elevators. - Now, what

- }should the reporter do? Quote a spot prlce and a 10—day pr1ce7 Quote

-‘the $2 38 prlce because 1t was mentloned more than any other prlce (twice}? “lf‘-

Quote a processor price and an export price? -

USuPPOSe the reporter learns more aboutvthe'five trades."One was

iexecuted yesterday afternoon, after yesterday's reports the others at vari—:.;i5ib_

- . ous tlmes this morning (during a period when the futures market moved

. through a several cent range) Two were between country elevator sellers ﬂi“'

fand Chlcago buyers (one shipping by rail one by truck), the others between a.f[:fy’

: ’Chicago buyers and selleree One was for corn grading No. 1 except for o
*:moisture, the othere presumed to grade No. - ZeA Should tbe reporter consrder
any of thie 1nformation as the quotation is prepared’» If sog how?

Let us'add one more complicationn What should the reporter report qft'

'f‘when there is nothing to report7 That - 13, ‘suppose on any given day particl— SR

1 ‘pants 1ndicate there were no. transactionsg Should the reporter make a
o report? If one is made, should it 1nd1cate that it is besed on hids and

“offers?é

' j'Cause-'off Prohlem fi s

‘.The gradual and continuingishift from terminal market*(eepecially:con~bﬁﬁf¥!gg

"81gnment selling) to direct selllng is the prlmary factor contributing to fg?

'T‘the increased dlfflculty in reporting cash graln prlces.; Thls'shlft has L,th',7viﬁ‘

" a number of aspectse'

Flrst, a smaller portlon of the marketable supply is routed to terminalﬁiﬁ,"lf

‘vmarketse For example, 1n the 1960’ s, U. Sn ‘corn production averaged 4 lOl

fmillion bushels, a third above the 3 014 million bushele registered during 53ief'f‘




~ the 1950's. During the first half of the 1970'9 production increased;lf.»f. A

| another third;_averaging 5,133 million bushels. Meanwhile, Chicago'receipts,xn

- ‘after an initial 15 percent increase during the 1960's (133 million bushelsh;{‘,:=-

compared to a 116Amillionvbushel average during the 1950'8)s fell to 85 B
: percent of thelr 1950's level (99 m11110n bushels) durlng the last 5 years k?
‘(1970-74) Such an absolute and relative decrease 1n Chicego receipts

(falllng from almost 4 to less than 2 percent of U. S. productlon) generally

reflects a change from "the market" to "a marketo Now, few receipts are ;'Liv,ﬂivr

reshlpped to eastern markets.'

. Slmilarly, there are fewer buyers in the Chieago market.:'A m.'ar:ket;',.f.'?_b‘.f-"E o

with few buyers further compllcates-the reporting of market prices. "Eaehiis;f)bf'ﬁ

trying totaoquire grain as cheaply as possible. And, each is also aware»v

f that the actions of one influence the actlons of otherso A,t present, %the -

- Chicago market essentially consists of three * good Water houses for export~7?;f?“7“

"1ng grain, two corn processors, two soybean processors and two flour mills. oL

In addltion, there are fewer than half a dozen cash graln merchants that
~ are in the market on a regular ‘basis.

. Flnally, the grain at a termlnal market is not as homogeneous as it lf

- once was. In the past, more grainvarrived by rail. Trans1t and proportional

’ features of the rail rate structure were designed to accommodate shipment ;:_"‘:”'

‘through major termlnals. Consequently, they facilitated prlce reportlng in- e

E those markets. A reporter could circulate among the brokers and merchants J'"”f}fj?

': and obtain adequate 1nformation for issuing a report. Quotatlons 1ncluded
the nature of billlng associated with various trades., Present ra11 rates

'used to shlp grain to Chicago; wh11e simpler conceptually (p01nt~to=p01nt or

. -mileage related), do not- have the features that fa0111tate prlce Ieportlng& Qle‘}V;n
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.MfSlmilarly, the increa51ng use of trucks adds to and complicates the problem R
-~ of price reportlng. Truck transportatlon is based on a rate structure "
’that corresponds to the newer dlstance—orlented rail rates,_ Furthermore,,y;“:'
1h1truck receipts (dellverles) are generally in fulflllment of previously
=executed -to~arr1ve»vsa1es.. In short, modern rall rates and truck trans;

'“portation reflect:directbselling'instead of terminal‘market exchange. Asf;ﬁ

~* direct selling increases, the market news reporter is faced w1th a more

_fragmented market structure that complicates price gathering, More oftenw
than not, buyers and sellers are not in face—twaace coutact Wlth each
y:other,_ Trades are executed by telephone w1th contracts confirmed by mail. t .
‘A market reporter finds such 1nformation difficult to verify, if not to fli:
‘collect. Frequently, sellers are in produclng areas and only the buyer
' provides information to the reporter,v e 1_1 sf_h,SVFV; §5§~f'3
In summary, the Shlft from a terminal operation to dlrect.selllné is
' nearly complete.; Since the pllot study indicated that only about 2 percent
. of the corn receipts in Chicago are exchanged bY spot trading on the floor ;5yh
of the Board of Trade, a. b331c question is raised about whether the USDA
should continue to report the CBOT spot market,_v" L | L
Furthermore, increased price volatility 1n recent years has increased ﬁ;tl;
the demand for quallty market news. Instead of mov1ng only a fraction of - |
a cent in a given day, prlce movements of 20 cents or more are not uncommon.li'}‘
‘1In the context of the previous dlscu5310n,‘this 1ncreased price varlability 5;
further lessens the homogeneity of 1nformation avallable to the prlce reporter.:pf
liSo,‘ln short, the reporter is faclng a s1tuet10n where he enc0unters.t%
.fewer_(espeC1a11y easy to report transactions) but more heterogeneous, B

transactions.



'- Provision of Pfiﬁéllnformatioh
Chronalogically,ba‘ﬁafke; reportef éollégts-informﬁti&n,;aﬁélﬁzes f
ibit,faﬁd brépares_énd:diééeminates‘avreportgfiBefofe‘we addresé:issﬁéSﬁl}{*
associated wiﬁh éach‘aspect of aireporter's activity, we give‘afbrief,j¥5',T”’if
, descriptionudf @ées,thatvjustify the need for price informaﬁion.? Each‘ ;f_f. 
v vis'déécribed briefiy since a:ﬁbfe compfeheﬁsive:treétmgntvis be&dﬁdvthé ﬁ
ﬁurpose of this paperf,;' | | | i |
Price.quofations guide the flow of grain té its ﬁltiﬁate market. Thatbjiff
is; merchaﬁdisers_look at prices in various markets 55 theybdecidé'wheré ,;
to bﬁy ahdehere to_sell. While it isltfue thét'séme larger é0mpanie§‘have
~ their own information sy;tems,-it is also true that‘many do not.  ihis i§_>
~the criticalApoint; ‘One of the basic’premises_of the perfectly éompetitiﬁe‘
economy is complete information. While»complete.information may ﬁotfg?“.‘
attainable, markeﬁ news enhancesvthe comﬁetitive environment by incre;sing‘ 
the geﬁeral level of knowledge. This féctor alone may be sufficient jﬁs- e
tification for reporting mafkét newsc‘.But, it is é uéé thatvrequires'aécurady. _‘
And bésides beiﬁg accurate, it must be‘timely;-if it is.to be of muéh‘use;
Mafket participants use information on‘a regular and‘conﬁin;iﬁg basis iﬁ :
their merchandising operations. ' To them, it is today's market_fhatfis |
‘imporfant,‘yesterday is hiétory. > |
Cash price qudfétions also perform a controlling function‘thét:aséuresv:v
proper operatioﬁ of the futures‘markets. 1f aberrétions‘ére 6Eserved iu e
vthevfutures,'price manipulatioﬂ investiéations‘are 1aunchedvby“tﬁe Comm§dity
Futures Tréding Commission (CFTC).S Price‘quotations‘ha§é $eén u§ed;é1éo;.;
to impfoﬁe‘delivery or'seftleﬁenﬁ provisions of the contraéﬁs ﬁhéﬁselveé. -1”

This need continues. Again, accurate information is required.’ The administration
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i;and regulation of futures markets also requlres tlmely market reports,
Vp.espec1a11y 1f the 1nformat10n is used for 1n3unct1ve or settlement purposescti
1St111, tlmeliness for this purpose may allow a delay of a day or more while f
for the merchandising use, timeliness allows only a few hours.; e
Flnally, accurate information records a moment in history. Many ;.{fr“"
‘legal claims and insurance adJustments are settled on the ba31s of market

news reports in the cred:l.t9 insurance and transportation 1ndustr1es.

' Issues in Disseminating, Collecting and Reporting Cash Price Information

- Even though dissemination'is the last Step, we mention it.first becauseatf_

\What is dlsseminated 1nf1uences what is collected and reported as well as

'; how and When it is collected and reported.

"Dlssemlnating Cash Prlce Information

Ideally, a report would contaln as much 1nformat10n as needed to con- el

vey the sallent.features of the market being reported. In fact, this would S

;i seem to be a requlrement, if the first Justiflcatlon, that of enhancing
:’market competition, is to be satisfled° Manlpulation investigatlons may

’ trequire even more detailed informationa. A summary market report may not

"'reveal the exact transaction information needed 1n regulatory work. Whether,T’

one report can satlsfy both needs is a question requirlng further study,

':, Separate reports for dlfferent purposes might enable each to be more AN

,'useful;_ Reports of bids and offers might. further increase the competltive thiil

'-nature»of the market.‘ Evidence concernlng 1nd1v1dual transactlons, after ‘
'use in quotation preparation, probably would not be dissemlnated through

' usual medla but forwarded directly to- the regulatory'agency.o Such summary

reports would approximate a welghted average of daily transactlons. CUrrent'ﬂl‘”,“
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"reportsrof b1ds and offers, theh,»lf de51red by market particlpante, mrght

:vbe made avallable by Wire and radlo-TV at 1ntervals throughout the day
'rather than via a.slngle daily release as at present.b Recordedjtelephone:;ﬁf””
}ereports could be made avallable on toll free numbers.?te? e |

~In short, 1f it could be agreed that the de31red ootput‘ls abnumber

;liof verbal reports: for tradlng purposes and a written report for hlstorical
’documentatlon, market admlnlstration and regulatlon purposee, then the ques~hw
.tlon would become one of effective and efflclent organlzatlon to collect

' and report such information.

Collecting and Reportlng Price Informatlon

Earller, we suggested a report should contaln 1nformat10n that is '

.useful to thOse'rece1v1ng it. Ideally, thlS would be an accurate andﬂthoroughl'i‘”'

summary. of market actlvity transpirlng since the last reporta; Gommentvon»'

»three questlons 1llustrates the kind of issues’ accompanylng pursult of thls-

“‘goal..
' Should volume information be collected and reported?: Generallp,’there""'
llS 11ttle 1nterest in volume informatlon when 1arge quantities are traded

in narrow prlce rangesu, But, durlng perlods of 1ncreased prlce voletlllty,

»volume 1nformation would enable approximatlon of a- welghted average price, ;fpj:?lﬂ

a concept that puts small and unusual trades in a dlfferent perspectlve.: RN N

A-Problems associated Wlth complementlng prlce w1th volume 1nformatlon need

:r'to be 1dent1fied so the merlts of the issue can be assessed._;{m

Should collected 1nformat10n be verified before it-ls reported?7oNor?1ft,‘ff¢-

mally, in termlnal market exchange, a pr1ce reporter could expect to B

: T,encounter both parties to a. transactlon, u31ng one to verlfy 1nformatlon S
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’fprovidedxbytthe‘othercl In various kinds of direct marketing; however;‘tltgifj: e
-buyers and sellers may communicate only by phone or w1re, never seeing each ;;fq"
;i'other; let alone a market reporter. If more than a sporadic degree of fhei?'”f
‘vvverlficationlls de51red, reporters vill have to increase the inten81ty

'of their coverage, that is, the number of their contracts (telephone) with

l participants, or request part1c1pants to indicate their trading partners,:“‘

; Initial,concern might_focus on the amount of_verification neededvto assure~eﬁ
vaccuracy.‘ o S | | 2 | |

- Should market partic1pants be penallaed for prov1d1ng 1ncomplete‘or

h'inaccurate information? In broadly traded terminal markets, price reportersjdf;”7'

'd1d not need a report of each trade in order to prepare an accurate report ,’"' .

of market activ1ty.v But, in more thinly traded markets, a reporter may

accumulate 1nadequate 1nformation for confidently reporting market act§v1tytfﬂ SR

ThlS is especlally p0591b1e, and understandably SO, when pricee are volatileiie]5iw

and/or when markets have few domlnant buyers,. Fortunately, in many grain

vmarkets characterized by few buyers, there are many sellers and acceptable.?ﬁhif;iﬁ
voluntary price reporting schemes might be developed.; ‘But further decllne o
:iu the amount of information available to report could influence the kind
fof report that ‘can be made. Some form of penalty system for 1naccurate or ii?ugﬂﬁi
llencomplete reporting might 1ncrease the amount of 1nformation available T

.to the reporterei But, it is not clear that the additional 1nformation would:?~.t'"

'f}otherwise simplify the preparation and issuance of a report. ff‘f;*?"“’

"'{1Egilogue'

We have not faced all of the relevant issues in reporting cash gialn

'j’prlcesa‘ But, tentative answers to two questlons serve as working hypotheses.,i"”
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One pertains to Chicago; More often'than'not, one epd df tﬁe pléce f,’
 dimension of a transactibn is someplace else.f_So,.Chiéégolis part of a“
» 1arger‘market,' It cannot bg considered alonea ~Thus, marketidefinitioh‘v 'i
'needsvto:be an integralfpért_of‘an aétempt to improve market iﬁformation;  ’
| The other‘pertains to thg,role of market iﬁformafion.’ 0ur highly |
spedialized modern éqonomy féquires highly‘speéiélized information‘tailbfed '
to the use madebof it; ,Differenﬁﬁuses;'ﬁotably for tradiég’iﬁ'thévmarket =
and for administering and regulating the market, cannot thrive on tﬁe‘

_same (and simple) information. A clear definition of uses also needs to -

be an initial step in any attempt to improve market information.

g
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Footnotes

1A.joint AMS-SRS-ERS effort is examining the price information collected .

~and disseminated by the Market News Branch of the Grain Division, AMS,

USDA. The initial phase focused on the Chicago market. Consequently, it
is the example used in.this discussion. : . :

21pterviews conducted as part of the pilot study indicated the questions:

posed in this section represent fairly typical market situations. The

- reporter may not face all of the problems in any one day but over a period
~of time will encounter many of them, including several combinations.

3This concept underlies some Livestock Market News reports that quote a

 range and "mostly" figure somewhere in the range. But volume information

has not been collected by grain market price reporters thereby precluding

preparation of such a report. The predecessor to the CFIC, the CEA, used ~
- weighted averages in manipulation investigations and obtained data for =~
 subject periods under subpcena powers provided in relevant paragraphs of . -~
- their enabling legislation. ' ’

,[4Current1y, nomlnal"--ln name only--is used to report an-inactive ma§§et
e.q.5 $2.41. Two dangers accompany this procedure. Users may not know

. the meaning of the symbol (n) or the word. And the symbol or its definition

 5For'additiona1 information on the role of cash price quotations in futures , 

‘ may be omitted by some of those voluntarily disseminating a report.

market surveillance activities, see Chapter 4 entitled "Improved Cash—

- Pricing Information Needed for Surveillance of Futures Market" in Imgroven
- ments Needed in Regulation of Commodity Futures Trading, a report to

- Congress by the Comptroller General of the United States, Junme 24, 1975.
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