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Gersld %anl Daan®®

Dennis =drlts to zome &Alffeunldy in interpreting the sssigned title~-g
i rfieulty vaieh I share. The peper Depnis hes in fect presented might be

more accurately deseribed by substituking the words “feschor priezs” for

"factor pricing” in the title. The term "factor prieing” suggeals to me

that the program pleymers perheps bad in wind some elements of lmperfect com-
vetition in Cfactor muvkets. Depnis, hovever, hes chosen to discuss inmter~
regional competition primarily in the wsft@m&r}; framevork of perfect competition,
The revised title seems 3o isply one-vway ceusaticn from faetor priees %o
product competiticon. But a8 Dennis correetly pointe out, sinee factor demends
are derived demsmés, produst @@ﬁp@ti?i@m else affects fector prices. Theoreti-
eally, the enly wgy out of this two-way interdependence dilemma is by development
of more "complete” models in which both faetor snd product demand and supply
relationships axe @msiﬁemd@ry The important guestions from am smpirieal
point of view, it seews to me, are (1) deciding under what eireumstences we
can safely ignore the more "complete” fremevork snd {2} vhen we camnot, devel-
eping suitehle simplifieations for the \pmbiem et hend. Dennis has had con-
sidersble experience in these kinds of problems. I belleve the content of his
paper would have been improved had he pureued these guesticns in more depth.
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1/ For a step in this direction, see the study by King and Schredey (5) im
whieh feed grains and feedsr cettle ere included explieitly as "factors" priced
simmltanecusly along with the fimished product, fed beef.

1 966
o Ty va AERICULTURAL ECONOMICS LIBRARY
Y - UNIVERSITY OF CALIFORNIA
: (’/’ FEAS DAVIS, CALiF. 95616
’{% Jqf DYSCIRSTON:  THE EFFECT om
INTERREOIONAY. ((HTE]D



Yhile Deunis does not really develop ways in which we might spprosch
problems in whieh there i3 en isportsnt imterdependance between produet and
factor markets, he does coneentrsta primerily oz genersl problems on the
product-gsupply side of im@mgi@aml competition studies. I think this emphe-
sis iz well placed. Adeguate reprasentation of supply relstienships undoubtedly
has been the weskest component of nost lmterregional competition studies.

Dennis suggests a breakdown of previous studies into these asswing "fixed
supply” znd those lnvolving "variable supply.” I think & mere mesningful breask-
dowvn might bs into the following threce cutegories, depending on the length of

run essumed and the relative fixlty of factors: (1) Produet supply perfectly

inelastic, referring to the very short-run situation with all factor:s eesentially

fixed; {(2) Preduet supply perfectly elastic, veferring ¢t¢ the very long rum with

ell fectors verlisble end factor prices wnaffected by incresses in product supply:

(3) Product supply some positive function of price, referring to cases of inter-

mediete rim in which some factors are fixed while others are warisble.

Mozt interregiomel wodelis have adopted either one or the other of the
firat tvwo extreme cssumpticme regarding produch supply,g/ Hovever, the major
emphasis in most interregiomal studies has been on the long run where, as Dennis
states, "We want to determine whers the rsw materials will be produced, where
the product will be processed, how and to what merkets the product will be
transported and at what priece the product will be sold.” In studies where the
product-zupply function in each region has been ﬁéken to be completely elastie
at a price equel to production costs, strange solutions have often emerged,
such &8 the totel U.S. supply of turkey coming from Arkensss (1). Even in
studies where the scoluticnz to such long-rum models have not been so obvicusly
untenable, authors have often been sufficiently uncomforteble with the results
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gi For an exception see the study by Bawden, Carter, amnd Dean (1).
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obtained to 2dd certein additional restrictions. Dennis and Sammet (3), for
example, specified am upper limlt to expsnsion of 75 percent in eny geographic
arves in one of their models of interrsgicnal competition in strewderries. This
ie a step, but rsther an arbitrary ome, in the direction of recognising the third
case outlined shove where product supply 1ls same function of priee,

I would like to have seen Dennis push further in discussing the third case
above of fumetiomal sypply relationships instead of simply recognizing the 4if-
ference betveen "statistiezl supply functions” and "cost-based supply functioms."
I¢ would be helpful to know which approsch Dennis favors and why. He shows no
great enthusiasm for stetistical supply functions, yet feels that to obtain
product-gsupply functions based on factor costs and production functicms is so
difricult and costly as to become "nearly unthinkable." I am not so pessimistic.
Also, Demnis gives us no hint of how he feels about other methods, such as the
method of "flexibility boundaries"” restraining supplies such as those employed
by Hendersen (4), Day (2), end Schaller (6).

Dennis has presented an interesting paper. However, I wish he would have
given us the benefit of more of his insight into the empirical problems in
interregional competition, particularly on the supply side, based on his ex-

cellent work in this area.

August 1966
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