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APPLICATION OF REGIONAL PRICE ANALYSIS s
& BY
T. L. GASTON, ASSOCIATE AGRICULTURAL
ECONOMIST, UNVISRSITY OF IDAHO
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The study of prices in their various relationships has received a large
amount of attention during recent years. Dr, J. D. Black reporting in Volume
IV of the "Preliminary Report of a Survey of Economic Research in Agriculture
in the United States During.the year July 1926--July 1927", gave a compre-
hensive classification of the work which had been done previously, and was
being done during that year} Since the price analysis endeavors following~
1927 have been pursued very much along the same general lines of procedure,’
with, of course, some refinement in method and emphasis in different topicsy
it is possibly well, at this time to briefly review Dr. Black's classifications.

The Price Analysis research work field was broadly classified into
six different main classes .

1, Collection and asscmbly of price data,

2, Price measurement '

3, Factors affecting the gencral price level

4, The relation of farm prices to the general price level

5., TFactors affecting prices of specific commodities -

6, The determination of end nature of "Price-fixing", 'Necessary-
price", "Fair-price®, etc, '

In the field of Agricultural Economies the marketing men is interested
in prices because of their effect upon the technique of marketing; the Farm -
management men beccuse of their relation to the profitableness of the enter-
prises selected by the individual and the locality; the Land utilizat ion man
because of their effect upon the advisability of cncouraging the adoption of
these enterprises for which the lend is physically and economically best
adapted,

The Bureau of Agricultural Economics, and other nation-wide research
agencies have quite logicelly taken the lead in price studies dcaling with
problems of nationel significance, A number of publications have been issued
by such agencies dcaling with problems of method and procedure, the general
aspects of agricultural prices and with the commodity viewpoint--from both
the specific cammodity 2nd the combination-of-commodities angles, It scems
to the writor that the general aspects of the price problem should be pursued
by agencies nation-wide in character and that such institutions should attack
these problems first. Then the agencies in the various states,‘serving
smaller areas, should build upon the gencral emalyses and localize the in-
formation to apply to their particular area or region-~much the same gelq«
tionship os is now existing between the Bureau of Agriculturcl Economicsy the
Fedcral Extension office and the various states in the Outlook Worgf 0f
course, those agencies serving the nation should endeavor @o.locallze the-
generai infomation provided they hmve time and funds remaining after the N
general analyses are mades Now in regional price studies we arc mac pqrt%-
culcrly interested in "Factors Affecting the Price of Specific Commodities",
"The Relation of Prices Paid Formers to Contral Marked Prices", and in the
collection of reprcsentative data which will permit correct analysis. This
type of price analysis may be subdivided into:

A, TFactors affecting supply, including the rclation of prices to
subsequent supply.
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B. Factors affecting consuners and dealers dcmand

C. Factors affecting the fluctuations which are more or-'less typical
of many of our pricec scries. Such as trends, cycles, seasonal,
and short-time mo?ements;

D. Cash vs. future prices.

E. Margins of spreads between prices in dealers' and. consumers?
merkets. '

F. Merket differentials.
G¢ Market rrade and:class differentialse.

The collecting of data'adequate for a worthwhile regional study is in
itself, os yet, quite a problem for most of the commoditics with which we
are interested in the Western States. Generally speaking, there is a very
limited amount of information available and rwuch of that is only for a short
period. Since the regional yroblem is onc of bringing the arnalysis as close
to the individual farmer as ;ossible so that he may be able to use it or his
county erent mey be able tc interpret it for him, there is always the ques-
tion as to which information is the most rejresentative. Farn prices are
lower than central merket rrices and the differential varies from tine to
time. For instance in scme unyublished work at the Idaho Experiment Station
it was found that there wes a seasonsl veriation within the deviation between
the Idsho form price of hors ond the Portland price of hogs during the period
1910-29. The moon monthly differential, in favor of Portland wes $1.86, with
a standard deviation of $0.20, while the variation from month to nonth rangced’
from $1.65, in Mey to $2.53 in July. From the viewpoint of the hog rroducer,
which price is more likely to fit his conditions?

The matter of reliebility of Ferm Price hes been given thorouch treatment
by F. L. Thomsen in Missouri Exreriment Stction Research Bulletin No« 151,
entitled, "Veriations in Local Prices for Fern: Products and Suprlies in
Missouri®. The regular "ferm price" quotations were found to be reliable
thermometers of price movements for the state as a whole--the correlation
between the Bureau of Agriculturcl Econcnics farm rrice and special quotation
of ergs, butterfat, and corn was »9954 4,001,

Price Analysis--the term "price analysis" often sceres the student or the
laymon ond sometimes the agricultural econcmist. Yet, he will turn right
around and attenyt to analyze prices by compering the conditions existing dur-
one year to those of ancther and sometimes even use the informal or elementary
stotistical method of ccmbining his anclogy with deta and trying to measure,
in his own mind, the relation existing between several years. Of course, when
the coricultural economist srheaks of rrice analysis he usually means the for-
mcl statistical anelysis which may or may not include correlation methods.

The Extension econonist in Farm Menagement or Merketing must (end the Extension
rien in Horticulture, Animal Husbendry, Agronory, etce do very frequently) use
some form of price analysis for interpreting economic conditions and noking

recormendations.

In so for as price analysis in the western states ore concerned, the con-~
clusions which hnve been presented have sonetimes been in publications dealing
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solely with prices butfhave rore often been in rublications dealing with
several pheases in the distribution of the cermodity under scrutiny. The
studics can brocdly bq’classified under the headings of:

1. Factors‘afﬂectinc denand znd supply.
2. Market differentials
3. Morket frade and class differentials.,

Severel of these will be briefly mentioned, Dr. R. B. Heflebower's "Factors
Reloting to the Price of Idsho Potatoes", (Idchc Experiment Station Bulletin
No. 166). This is a correlation analysis where the influence of four inde-
pendent variables on the price of potatoes in Idcho have been statistically
measured. The four fectors considered were (1) the yrice level and the pro-
duction in (2) the westcrn states, (3) the central states and (4) the eastern
states. The analysis showed a correlation of .9706 with a standard error of
.13. The merket alass differential between Idaho yotatoes and potatoes grown
in the central states was measured with verying conditicns of surply. A
rerression equction for forecasting potato prices was computed. Recognizing
with Dr. J., D. Black that "for a long time yet, @ keen observer of the market
and intimate insice knowledre of market conditions and develorments will fore-
cast the maorket more successfully than the scientist crmed only with his
statistical comrutsticns" it seems that such forccasting formula should be
helyful to either a fermer or dealer who cen connect his knowledge with the
statistical tools.

The analysis of the {?tato market class differential has been cerried fur-
ther by Dr. L. H. Bean (1) ane by the writer (). The rremium paid for Idaho
potatoes in Chierfo being rcther definitely releted to the proportion of the
totel suryly of potatzes--which is produced in the Western States. Idaho
potatoes bringing o ccmperatively higher price when the Western States rrocuce
a small per cent than when the Western States rreduce a lerge per cent of the
total U. S. crcpe This rroblem of premiums nay mean that, in the future,
Western potato growers will find it more profitable to sacrifice premiums

and ccmpete on a lower rroduction cost basis.

It is 2 matter of more or less common knocwledie that the western stotes
have a favorable market differentizl for hoss on ccecunt of being a deficit
areca, Since 1910 the price of hors in Portland hes been consistently above
Chicaro prices with the exception of two yeers, namely; 1916 and 1917. This
differential hns ranced from -80.58 in 1916 to $2.02 per cwt. in 1926, This
differcntial constitutes quite an important factor fron the viewpoint of hog
procucers in the western states successfully competing with the experienced
hog preducers in corn belt states. Quite naturally, during recent nonths,
with low price wheat ~nd the comparative strong position of hog prices, the
hor enteryrise in the western states has received a decided impetus. Just
how fer the enteryrisc can be expanded ond the area still remain a deficit
area is problematicel. Ve cre working on this problem here at the Idaho Sta-
tion-—tryin; to measure the possible exponsion that nay teke place before
western hog Trices are on o "minus trensportation" basis rather than on a
"rlus trensportetion" basis, This, of course, docs not meen to signify that
western hog jroducers will necessarily f£ind it more profitabtle to limit their

(1) "Factors Affecting Prices and Prccuction of Idaho Potatoes™ U.S.,B.A.E.
Mimeogrerhed.

(2) "The News Letter, Univ, of Icsho, College of Arriculture, Jan., 16, 1931




(37

troduction so as to mainteain a ceficit area for they may find it comparetively
nore rrofiteble to exyand the hog enterprise and caapete with the corn belt

. for the southern and eastern markets. However, in the opinion of the writer,

it is doubtful that the western hog produccr can rrofitably compete for such

narkets, at least, for scveral years in the future.

In the metter of market grade and class differentials it would be unjust
not to mention the Colifornia ZIxperinent Station "Scrics on Galifornia Crors
and Prices", Washington Experiment Staticn Bulletin No. 242, "Washington
Lprle Prices and Cests of Shirring Point NMarketing Services", by Hampson and
Dummeier, and, of course, nany other creditable rublications too numerous to
mention here but which have nresented information on price c¢ifferentials.
The Tublicctions nerie¢ cbove have rather outstendingly rointec out the dif-
ferentials paid for prades ond classes of the commodities with which they
are dealing.

Now--What nractical usce can be maode of studies of this nature? The west-
ern states, because of their distenee from morkets and of other rhysical fac-
tors peculicr to the type of farming carried on, have problens that are
someshat different to those of other arees. 4 good rortion of the cormodities
ere troduced in irrigated sccticns where a greater degree of centrol over
factors offecting quality con be exerciscd. Here the favorable differential
by merket ;rades anc classes is inportent. But, we rust kncw what those
differcnticls are and their arproximate linitations.

Tt would scen that statisticel pricc analyses offer their greatest useful-
ness in thec strengthening of the feundation for the fracducl develorment, ex-
pansion and usefulness of various rhases of the Outlook work--Outlook in its
rolation to Farm Managcment, Merketing end Lend Utilization. Its place in
Farn Maonarement and Marketing cen be very aptly illustrated by the study,
"Factors Affecting Frices of Idsho Potatces" mentioned above. By use of the
rorression equation and information from the Division of Livestock and Cror
Estimates, the average yrice for the crom season noy be estinated before
rlanting, while the crop is growing, or ofter horvest. Then, ofter epplying
the incex of sensonal veriation, the average Drice for any nonth of the cror
senson may be estimcted. This informetion may be used by ferners, cealers,
and Extension Specinlists althouch, of cowrse, at rresent, is probably used
chicfly by Extension Syecizclists znd cealers. To the Farm lionccenent Speci-
alist the cstimation before rlanting time in conjunction with his knowlecdge
of markect ccnditions, rernits the formulation of recormendations, as to meth-
ods of handling and as to nethod and time to sell which will have nore weight
behind them end in which the Specinlist himself will have a creat deal more
conficence,

The usefulness of the knowledre concerning the varyinf rreniums paid to
rrovers for a certain type and vericty of rrocduct may be illustrated a}so by
the rreniun paid for Idaho yotatoes mentiored above. Perhaps, with this par-
ticular comodity the rreatest bonefit has been dorived by the declers them-
selves in c@eciding when to buy, how ruch to pay, and how long to.store. Fron
the Termers viewpoint the preatest benefit can rrobably herc ggain core throuch
the assistance cf thce Extension force and can VeEry well be tyrified by thg
following sentence from the Federal Outlook for 1981, "The greater recduction
in Idaho reflects the relatively lerge Iroduction in the far Vestern Stgt?s
compared with unusuzlly lew precuction in the central states®™, The Pacific
Northwest Potato Committee has alsc macde use of this type of material througch
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their Secretery, !r. Harry ‘Drobish, in formulating their recommendetions rel-
atfbe to acregpes to plant in 1931 by showing the Idaho farmers that they
would probably cain two woys by edjusting their acrecge to prospective demand.
That is, they would gein by the smcller total suplly offered in the U, S, and
would ret also a comperatively hicher ~remiun for their product. Just how.
much this ccusel fermers to reduce their planting intentions 1is rroblematicdl.

The stotistical price @nalysis also contributes nuch towards the formu-
letion of sound sales policies and loznins Toliecies for coorerative CORCETrnNsS,.
Tor instance, the Fecderal E@rm Board undcubtedly used some such cralysis in
arriving ot their "pec" pri?es for wheat anc cotton. However, even more
valuable are the studies such as the VWeshington anc Californiz studies men-.
tioned above showing market differenticls and market rrade and class differ-
entinls. Fcrmer Jones is bringing in Cembination Extra Fancy Delicious and
Farmer Smith is bringing Fancy Winter Barana Arrles. How much shall be. ad-
vanced to Farmer Jones ané how much tc Terrmer S .ith? There is on offer of
$1,50 for the Delicious and $0.50 for the Winter Bonara at the shirping point. -
Shell the offer be accepted or shall the erples be shipred? If they are
shizped, shall they o to the same or to different merkets? Such questions
must be enswered by establishel research acencies or by the cooperative itself.

As to the methnCs cf disseninating rrice studies after they are completed.
With this ty-c ¢f ver!s as with many others it is héi;iul to naintain as closé:
coordinaticn bevwecn research and cxtcrsion agencies as rossible.. Sometimes,
this would prohebly meen ciffercnt men doing the work and under other condi-
tions only & thorouch understanding of the work by the rerson cxtending the
information, However, with work involving corrclation methceds, the éuty of
extending the information should, In the opinion of the writer, fell, in so
far as tossible, on the rerson making the anclysis. Such anclyses rwust be
used by a person have in mind their limitotions and the one meking the study
should have these l;mithtiqns in nind more clearly than any other available
rerson.

No one can question the velue of stctistical: price annlyses of factors
affectine suprly end demand ond Tarecasting formulae, when used with discre~
tion, in assisting the man wio is femilicr with marketing and production
Troblemns to understend present. and to cstimate future morket conditions. OF
course, such cnalyses hove their liniteaticns and these are usually nore
cleerly reclized Ly the persen doing the work than enycne else. It would scen
that we, here in the western states, have cmrle criortunity to link our par-
tieulor Trice situations to the nationsl situation by neasuring those condis-:
tions reculiar to western rrocucts and markets. Of coursc, the value of such
infarnotion lies in itswefulness. It forms invalueble foundation material
for pradual dovelorment, expansion, cnd usefulness of Outlook worke.





