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PREFACE

In this time of cver-increcasing emphasis on thc marketing phase of our
economy, no explanation is nceded for the addition of another book to the
field of study of agricultural marketing. ‘I'his book 1s written primarily for
those who arc just beginning thcir study of the marketing of farm products.
It is also designed for the use of both students who have had little or no
previous contact with economics and those who have had clementary cco-
nomics. The chapters on clementary price theory may casily be omitted
for the latter group.

The viewpoint taken is that of the farm producer and thosc mnost
intercsted in the farmers’ problems and well-being. It does not lay claim
to bemg a complete text adequately covering all phascs of marketing. The
commodity chapters must of nccessity trcat inadequately some things
which many instructors fecl important. For after all, cntire texts are de-
voted to the study of individual commoditics. Thosc who have a primary
interest in food processing, wholesaling, and retailing should seck clsewhere
for dctailed trcatment. These arcas arc presented here in a summary form.
IMowever, the chapters on government, food processing, and food whole-
saling and retailing arc included because agricultural students must be
brought into contact with the cntire picture. The belief is far too prevalent
among farm groups that markcting is complcted when the farmer sclls his
products and what occurs after this point is of no concern to them.

The approach of the book is a mixed one—partly functional, partly
institutional, and partly by commoditics. Part I, “The Framework of the
Marketing Problem,” attempts to sketch in a broad way the naturc of
producers and consumers which the markcting structure must scrve. Part
II, “Some Functional Problems,” discusses the development and problems
in sccuring adequate performance of some of the markcting functions.
Part III, “Commodity and Institutional Problems,” particularizes thesc
markcting problems from the standpoint of the scveral agricultural com-
modities and business and government structurcs. Marketing often has a
reputation of being a stuffy, dry area of study. This is not becausc of the
subject matter, but rather because of our shortcomings in its presentation.
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It is the author’s conviction that marketing cannot be successfully taught
in a completely abstract framework. Students do most of their learning in
the framework of the familiar—hogs, milk, the retail food store, and so on.
It is hoped that the mixed approach of the text will make the subject area
more palatable and in doing so will enhance the learning process.

A conscious effort has bcen made to document the text rather heavily.
No claim is madc for complete bibliographics and references. Rather it is
hoped that thosc presented will encourage further study, or at least call
attention to the immense volume of marketing literaturc which is now
flowing forth. On thc other hand, many specific details have been omitted,
since any marketing tcacher worth his salt will supplement any text heavily
with illustrations and data which have particular application to his
students.

"The author presents this text with great humility and recognizes, at
least in part, many of its shortcomings. The challenge to set down on a
relatively fcw pages a word picture of this highly diverse and complex field
is a great one. The author has sought and received much help and counsel
from his collcagues at Purdue University. Dr. ]. W. Wiley of the Depart-
ment of Economics was of immeasurablec assistance in devcloping the chap-
ters on price theory and imperfect competition. Dr. C. B. Cox, who directly
contributed the material on cotton and tobacco, also aided greatly in
preparing the chapter on agricultural cooperation. Professor J. C. Bottum
advised on the presentation of price policy. Professors J. W. Hicks, P. L.
Farris, and C. E. French also gave of their time and advice in many arcas.
To the administrative staff of the University the author also owes a dcbt
of gratitude for their understanding attitude, for only with such under-
standing can most staff members at a land grant institution find the neccs-
sary time to complete such a project. And to his wife, Ircne, who read the
manuscript and challenged him to present the matcrial in as simple and
understandable language as he could, the author acknowledges a very
special debt. Of course, the author accepts all the responsibility for what
finally has been presented.

R. L. Kours
Purdue University
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Part 1

THE FRAMEWORK
OF THE
MARKETING PROBLEM






CHAPTER ONE

The Marketing Problem

WHAT IS MARKETING?

Have you ever watched a housewife shop in a modern supermarket? As she
pushes her cart down the aisles, she casually picks and chooscs from among
literally hundreds of different canned items. She may stop at the dairy case
and select her cheeses from among dozens of different varictics. At the meat
counter she must decide not only between the various cuts of fresh mcat but
also from a trcmendous array of all types of luncheon and precooked meats.
Continuing on, she may pick up a can of frozen orange juice and a carton of
frozen shrimp from the decp freeze cabinet. At another rack she may be
faccd with perhaps twenty to thirty different kinds of fresh produce. On her
way out she may pick up a loaf of brcad which was baked just today. Or she
may dccide that she wants to do her own baking and can choose between
either rcady-for-baking biscuits packed in a vacuum tin or a box which con-
tains all of the dry ingredients ready for mixing.

Then listen to this housewifc at thc check-out counter. She makes no
comment concerning the tremendous varicty of goods at her disposal.
Rather, she is more likely to make some bitter remark about her favorite
brand of frozen peas being out of stock! Then, with perhaps a parting
remark about the high cost of food, she pays her bill and departs. This
scenc could be one in New York City or in a small middle western town.
It could be happening in the heat of the summer or the cold of the
winter.

Here we see the end product—goods available for consumption—of the
tremendous marketing organization of the country. Here also, in the house-
wife’s casual acceptance of this vast array of foods at her disposal, we have
the vote of confidence of the American consumer that the system works.

3



4 MARKETING OF AGRICULTURAL PRODUCTS

Marketing Is Complex and Costly

The machinery which brings this vast array of food products together
and places them at the disposal of over 160 million consumers is very ex-
tensive and complex. The initial production of the raw materials for these
foods took placc on over 5 million farms scattered throughout the country.
Some farms produce extremely small amounts of a great many commodities.
Other farms produce large amounts of only a single commodity. The prod-
uct itself is often perishable and widely varying in quality. To a considerable
extent the bulk of this production is highly seasonal and takes place in
areas that are great distances away from the areas where consumers are
concentrated. These products from the nation’s farms must be collected,
sorted, and swiftly moved before they spoil, or, as the case may be, stored
until they are nceded. Nearly three-fifths of these farm products must be
processed further before they are ready for consumers.

To do this job some 20,000 firms buy these farm products in the pro-
duction arca and send them forward to other concentration points. Approxi-
matcly 50,000 manufacturers are engaged in processing food. Food products
arc then assembled into the hands of about 60,000 food wholesalers, who
in turn supply some 500,000 retail food stores and 350,000 restaurants and
cating places.
the retail value of all farm foods was estimated at 44 billion dollars Of this
amount 24.5 billion dollars went to pay for the costs of processing and
marketing. This meant that for each dollar the consumer spent for food,
about 45 cents went to the farmers to pay for the raw farm products and
about 55 cents went to the above-mentioned marketing agencies to pay for
processing and handling. However, when one stops to think about the job
which is accomplished, its high cost is not the outstanding factor. Rather,
it is amazing that such a task is accomplished at almost any cost!

Marketing Is Productive

Unfortunately many look upon those who are engaged in the many
marketing jobs such as grading, transporting, storing, arranging for the
transfer of title, and advancing and collecting credit, as being parasitic on
those who rcally “produce” the goods. Farmers often decry the “profits of
middlemen” because they think that farmers alone produce the food which
people cat. Of course, we rcalize that they produce only the raw materials
from which the consumer’s food is finally made. The farmer who produces
a hog in Towa has not produced pork for a housewife in New York. Many
things must be done to the hog before it is pork in New York. These other
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activities are the contributions which the packers, railroads, truckers, live-
stock commission men, and retail butchers make to pork production.

Economists have defined production as the creation of utility—that
is, the process of making useful goods and services. The utilities created in
the productive processes arc further classified into form utility, place utility,
time utility, and possession utility.

The farmer who produces hogs adds form utility. The packer who
slaughters the hogs and cuts them into pork carcasses also adds form utility.
They change the form of raw materials and create something useful. ’

The railroad or trucker that moves the hogs from Towa to the packing
plant, and then, after processing, moves the cuts of pork on to wholesalers,
retailers, and finally to consumers adds place utility. The product is more
useful because of the activities of these agencies in getting the product to
where it is most desired.

The packer furthcrmore may freeze some of the pork products for later
use. The pork is more uscful by being held from periods of relative plenty
to periods of relative scarcity. Time utility is added to the product. Grain
elevator and warehouse opcrators and even the previously mentioned super-
market operator through his inventory holdmgs add time utility to products.

When the Towa hogs are shipped to the” termmal marlgets they prob-
ably are consigned to a commission man. This commission man seeks out a
packer who needs the hogs and helps transfer the hogs from the farmer to
the packer. A meat wholesaler facilitates the movement of meat to the
retailer for distribution to the final consumers. These people through their
efforts to transfer the product to those who could better use it add posses-
sion utility. Because of these actions the product is placed in the hands of
others who can add still other utilities to it.

Most peoplc accept the activitics of the farmer and the manufacturer
as being productive. They create visible changes in products. However, the
other individuals who see that the product is moved through the various
handlers, is sent to the needed place, and is available at the needed time
also are productive. All of their activitics are necessary to produce the final
utility that the pork has for the New York housewife in fceding her family.
So thosc engaged in the marketing process, too, arc producers in the sense
that they add usefu]ness or utility. To argue which group is more important_

ketmg agenc1es are necessary to the creation of the final products for con-
sumption. Both create something useful for which society will pay a price.
Both groups are productive in the real sense of the word. Confusion ariscs
largely because of the diffcrent form of the output which stems from their
activity. It is common practice to_reserve the term “producer” for those
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are not productive.

Growth of Marketing

Marketing has developed in importance and complexity as specialization
of activitics has increasingly separated producers of goods from the potential
consumers of those goods. Thce early pionecrs of our country did not have to
concern themselves with marketing problems. Each family grew its own
food and fiber and built its own shelter. Producers and consumers, if not
actually the same individuals, lived next door to each other.

Very carly in the development of any community, however, people
rcalized that some were better adapted to certain kinds of activities than
others. Thus, they specialized in their work. This specialization increased
the output of goods but it also broke down the self-sufficicncy of the family
unit. As different pcople specialized in different activities, methods had to
be devised to exchange the surplus production for other desired goods which
other specialized workers produced. Here, then, was the beginning of the
marketing task and the group of people who specialized in its performance.

Another aspect of specialization is the growth of urban areas. With the
disappearance of the nccessity of a man to produce all his basic needs, he is
able to leave the land and congregate in larger groups. Here his work may be
carried on more cfficiently, and the remaining people on the farms can
more efficiently produce his food and fiber. Of course, this increasing urbani-
zation further complicates the task of those engaged in the marketing
process.

One of the limiting factors to the urbanization of our country has been
Throughout most of our early history, one of the pressing agricultural
marketing problems was that of providing adequate transportation facilities
at a reasonable cost to move the increasing output of our farms to the
consumers in our growing cities. Here we find an early interest of govern-
ment in helping the marketing system function adequately. First turnpikes,
then canals, and then railroads were subsidized through government help.
This public concern has continued cven to the present day as various gov-
ernmental units have actively pushed both highway and air transport de-
velopment.

Marketing and mass production techniques have moved hand in hand.
A complex and costly marketing machincry is not necessary in situations
where the volume of production is limited. On the other hand, assembly
line mass production is not feasible until the marketing machincry opens
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the doors to the broad mass market. Many people have viewed with alarm
the impersonal relationships of our huge factories, the growing proportion
of our population living in cities, and the increasing numbers who are en-
gaged in the marketing trades and services. Such devclopments, however,
arc usually the marks of the more productive countrics with increasing
standards of living. It is the countries which are hovering ncar the subsist-
ence levels of living which have a relatively small proportion of their people
engaged in the job of marketing.

Table 1 shows the proportion of our working population employed in
the various arcas. In 1950 over half werc engaged in lines other than manu-
facturing and in the working of our land and natural resources. This was
a substantially larger proportion of our people than were so occupied fifty
years ago. As one views this fifty-year period, certainly he cannot conclude
we are now poorer in the good things of life. We have many problems, to
be sure! But certainly we cannot conclude that this incrcased portion of
our peoplc working in the trades and services has been associated with a
declining standard of living.

TABLE 1. Employment of People in the United States

1900 1950

APPROXIMATE PERCENT OF

OCCUPATION OR INDUSTRY TOTAL GAINFULLY EMPLOYED
Manufacturing 27 32
Trade, transportation, public utilitics 19 34
Domestic, professional, pubhc service 15 20
Forestry and mining 2 2
Agnculture 37 12

source: U. S. Census (differences in 19oo and 1950 data permit only approxi-
mations).

Marketing Defined

As we have seen, marketing is essentially the production of time, place,
and possession utilities. With this in mind, then, marketing can be defined
as the performance of business activities that direct the flow of goods and
services from the producer to the consumer so as to reach the consumer at
the time, place, and in the form he desires at a price he is willing to pay.
In a society organized on a competitive framework such as ours, the final
consumer is the ultimate director of the process. The end product of all
productive processcs is consumption. Each individual person who is engaged
in marketing is interested in maximizing his own individual gain. However,
in a very real sense in the long run, he who serves the consumer best
profits most. T T T T
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The principal concept of the American marketing system is that of
consumer dircction. The consumer is allowed the freedom to allocate his
income among various goods and services as he sces fit. Production and
marketing patterns will respond to consumer wishes. Some segments of the
production machinery respond slowly and sluggishly to consumer desires.
Other parts arc quite sensitive and respond quickly. But all successful
segments in time do respond in some degree in a system which is built
upon the freedom of people to enter or leave an enterprise and the freedom
of consumer choice.

This leading role of the consumer does not mean that all passively
bend to the whim of the consumer. Not at all! A dynamic society means
change. Much of the effort of the marketing machinery is directed toward
the job of changing thc consumer’s mind. Though much homage is paid
to “Mrs. Consumer” as making the final decision, every cffort is made to
influence that decision. The marketing function of selling assumes that
consumers can be changed and new demands can be created. A company
develops a new product. Is it desired by consumers? Who can say, since
they have not had the opportunity to try it? Advertising and salesmanship
are brought into play to persuade the consumer that shc docs want the new
product. But when all the chips arc down, the final success of the produc-
tion and marketing of that product rests with the consumer’s decision to
buy!

The essence of marketing is the making of decisions by people. The
phrasc “marketing machinery” implics a mechanical and automatic opera-
tion. Such is not the casec at all. Marketing is the performance of business
activities. And business activities are the relationships and decisions of
people. At what price should I buy or sell? Should I sell immediately or
store and sell later? Should I sell on this market or on another? Should I
extend credit or sell only for cash? How much should I spend on advertis-
ing? These are questions upon which information must be brought to bear
and a decision made. Whether the correct decision has been made will be
answered by the profit-and-loss statement. And because pcople are not
infallible, ncither will be the operating results of the market proccss. We
shall have to conclude that our marketing machinery is not pcrfectly com-
petitive and that many problems need correction. The powers of govern-
ment often must also be used to assure satisfactory operation.

Marketing Efficiency
Nearly all changes which are proposed are based upon the grounds of

increased efficiency or lower costs. Those who oppose these changes base
their opposition on the assumption that the change will decrease efficiency
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or raise costs. In a great many cases, efficiency is confused with marketing
costs. As we shall scc when we later examine these costs in more detail,
whether marketing costs are great or small gives little or no indication of
the efﬁciency with which the marketing job is accomplished

mate ob]cctlve is to satisfy consumer wants To a very con&derablé%i&ént
the consumer determincs the size of the marketing bill. Efficient marketing,
then, might be defined as that minimum input of various economic re-
sources which will rcsult in the satisfaction in goods and services which the
consumer desires. Anything which reduces the costs of marketing while
maintaining or increasing the desired levels of consumer satisfaction would
then meet the requirements of incrcasing marketing efficiency. On the
other hand, incrcased costs because of the adding of new and more costly
services, if they arc demanded by consumers, may also represent increased
efficiency.

Markcting cfficiency can be subdivided into two different categories
of technological efficiency and economic efficiency. Technological efficiency
is concerned with the various contributions which science and technology
can make toward reducing the costs of resources necessary to accomplish
a given job. A new method of storing grain is developed which will reduce
waste and quality deterioration. An improved method of crating is devel-
oped which will reduce both weight and damage in transportation. A new
method of doing a job which reduces the labor required is worked out.
These are merely examples of the many potentialities of increased efficiencies
possible in the tcchnological phascs of marketing. __,,

Economic efficiency is concerned with maintaining the competitive
aspects of marketing. The best measure of the satisfaction output is prob-
ably what consumers will pay in the market place. But the reliability of
this measuring stick is dependent upon two conditions. One, the consumer
must be provided with alternatives from which she can choose. And two,
the price tags on the choices must adequately reflect the costs involved.
Improvements in this area are concerncd with the policing and control of
monopoly powers and the ethics of business operations. This is the area of
marketing policy, since many times in our modern socicty it seems that a
compromise must be reached between the areas of maximum technological
efficiency and maximum economic efficiency. Such might be the case, for
example, where therc are increasing opportunities for increasing techno-
logical efficiency as the size of the firm gets larger and larger. But as the
firm gets larger, some of the other competitive firms may be forced out of
the field. Such actions may restrict the consumer’s freedom to choose
among alternatives as well as reduce the effectiveness of the price system.
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It is not the purpose of those concerned with improving the perform-
ance of marketing to dictate what should be done. Rather, their purpose is
to help find ways by which the job desired by consumers can be done with
minimum €conomic waste. For example, milk can be obtained either from
the route man at the doorstep or at the grocery store. Suppose it can be
shown that in terms of dollars it would cost much less to scll only at the
grocery store. However, what if the consumer wanted home delivery and
were willing to pay the extra cost? Under the guise of increased cfficicncy
should it be recommended that home delivery be abolished? Obviously,
the consumer should be provided with both methods of delivery using the
best combination of resources which technology can provide at prices which
reflect costs. Then the consumer can “vote” in the market placc for her
choice of which way or ways she desires the marketing machincry to do the
job. To abolish one and reduce consumer satisfaction certainly cannot be
considered as increasing marketing efficicncy.

HISTORICAL BENCH MARKS IN
AGRICULTURAL MARKETING

The history of the growth and development of agricultural marketing
is a rich and exciting onc. Only a broad, sweeping picture can be presented
here. But the study of marketing history scrves a very uscful purposc.
Knowing the marketing problems confronted by our grandfathers and
great-grandfathers will help prevent us from belicving that our current
problems arc the only difficult ones which have ever begged solutions. The
study of past developments also helps emphasize that changes are con-
tinually underway. New devclopments from many diffcrent  sources
always have challenged the cxisting marketing organization to adapt
or die.

Up through the cnd of the first half of the ninetcenth century the
pattern was one of small industry with transportation and communica-
tion and other marketing problems of a largcly local nature. Tobacco, as
onc of our first surplus crops, presented onc of the earlicst marketing
problems. In sccking solutions, colonial governments and growers tricd
pricc controls, production regulations, and struggled with grading prob-
lems. Colonial flour milling also had problems of rate fixing, monopoly,
and product adulteration.

Howcver, immediately following the Civil War, a whole new sct of
problems devcloped as the foundations were laid for the modern nation-
wide commercial marketing system. Agricultural production grew tremen-
dously with the opening of new western lands. Land in farms jumped from
about 294 million acres in 1850 to 536 million acres in 1880. The number
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of farms increased from about 1.5 millions to 4 millions during the same
period. Outlets for this potential production bonanza had to be found in
both our own growing citics and in forcign countries.

About this time many of the large food industries were established.
In 1865, the Union Stockyards at Chicago were formed and soon were the
largest in the world. The Chicago Board of Trade was founded in 1848
and quickly developed into the nation’s leading grain market. By 1870, ice
was being used to preserve meat, and by 1880 the use of the refrigerated
railroad car made the large national packers possible. In 1870, there were
only a few flour mills at Minncapolis. By the late 1880’s, Minneapolis was
the milling center of the country, and the pattern of organization for the
modern giant milling and grain corporations was established. With the
introduction of tin cans and other canning cquipment in 1880, large-scale
canning of fruits and vegetables got underway. The devclopment of ciga-
rette-making machines in the 1880’s helped make possible the growth of
huge companies in the tobacco industry.

While these changes were occurring, transportation also expanded
tremendously. During the decade of the 1870’s, the mileage of railroads
almost doubled. The two coasts were joined and transcontinental shipments
became possible. Telegraph communications were rapidly expanded. Exten-
sive highway devclopment, however, was to await the automobile.

This was a turbulent period. The extraordinary expansion of the farm
production plant made suddenly available vast amounts of agricultural raw
materials. The many technological developments made possible the rapid
growth of a great number of processing firms. The marketing system was
put under great pressurcs to move this productive capacity into the hands
of consumers. The rapid growth of the food processing firms and their
search for outlets lcd to cries of monopoly and unethical practices. To thisl
situation was added a scvere agricultural price depression during much of
the latter part of the century.

" TFarmers organized to protest these situations. Railroads were bitterly
attacked for charging exorbitant and unfair rates. In 1889, one of the farm
organizations, the [Farmer’s Alliance, demanded government ownership of
the means of communication and transportation in order to correct alleged
abuses. Bitter attacks were made on the alleged evils of the middlemen.
Congressmnal investigations of the practices of the meat packing and other
companies were instigated. Demands were made for all kinds of corrective
and regulative measures. The immediate result of this agitation was federal
regulatory action. The Act to Regulate Commerce which, among other
things, authorized the Interstate Commerce Commission and the surveil-
lance of interstate freight rates, was passed in 1887. In 18qo, the passage
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of the Sherman Act laid the basis for our antimonopoly policies and made
private business activities a matter of public concern.

With an improvement in general cconomic conditions, the tension
eased. And in the cnsuing years until World War I, the marketing system
was allowed time to grow up to its job. Agricultural production continued
to expand, but there were no uphcavals of the cxtent of the post-Civil War
period. This period was one of changing emphasis in marketing. Previously,
much of the effort of thosc working in agricultural marketing had been
directed toward developing forcign markets for our cxportable surplus. Now
the emphasis was shifted toward devcloping the domestic outlets of our
growing country. Recognition of this changing emphasis came in 1908,
when the name of the Division of Foreign Markets in thc USDA was
changed to the Division of Production and Distribution. In 1914, Congress
officially sct up the Office of Markets to collect and disseminate information
concerning the marketing of farm products.

After World War I, the attitude toward agricultural marketing took a
still diffcrent perspective. It now appeared as if our production capacities
had outrun our consumption capabilitics. Throughout thc twenties, many
schemes were proposed to permit us to dump our cxcess production abroad.
Domcstically, however, improvement in the marketing machinery was to be
the answer. Governmental blessings were given the cooperative movement
as onc way for more effective and orderly marketing. Such regulatory laws
as the Packers and Stockyards Act and the Commodity Exchange Act were
passed to prevent abusive practices by the marketing agencics. Increased
markcting cfficiency was the goal.

The depression decade of the 1930’s further increased the troubles of
moving the products of agriculture into consumption at satisfactory prices.
Attention was now turncd away from marketing to production. Develop-
ments in the marketing area could not solve the problem. We simply pro-
duced too much. Public attention was now directed toward perfecting
various schemes which would reduce the amount of production.

With the demands of World War 11, however, efforts were made to
produce all that our resources would permit. After the war-time demands
had rcceded, the markcting machinery again came in for increasing public
attention and criticism. There is now widespread belief that improvements
in production have outdistanced improvements in marketing. Ways have
been found to make two blades of grass grow where one did before, but
no way has been found effcctively to market the cxtra blade. The feeling
is that all that can be produced can be consumed at satisfactory prices_if
_the marketing system is functioning well. _

The current scene again is one of far-reaching changes in almost every
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phase of marketing. The technique of quick-freezing foods may revolution-
ize part of the food industry as much as the successful use of tin cans did
in the 1880’s. More and more processing is being done by the food indus-
try—less and less by the housewife. By 1948, more than a fourth of the
total consumer food purchases was in the form of completely or partially
prepared and ready-to-eat foods. The retail food industry has been drasti-
cally changed. By 1952, nearly half of the food was sold through self-service
supermarkets which were only in the experimental stages before World
War II. The emphasis has been on the mechanization of the distribution _
system in such a way as to reduce labor costs which have been proportion-
ately very high._

If the reader wi]l stop and think of the changes which have occurred
in the decade of the 1940's, he must conclude that we are again cxperienc-
ing revolutionary changes. The increasing concentration of population in
the urban areas and the increasing specialization of production have put a
still greater premium on a smooth-working and efficient marketing system.
fﬁ{proved transportation and communication systems have changed most
marketing problems from ones of local or regional concern to those national
'in scope. In 1946, Congress officially gave recognition to this new emphasis
on marketing when it passed the Research and Marketing Act. Under this
Act, additional funds for expanding research into all phases of marketing
were authorized. Once again the American people have thrown the chal-
lenge to those engaged in marketing.

THE FARMER AND MARKETING

The farmer and those engaged in advising and helping him have a
tremendous stake in an efficient marketing system. The income from the
raw products which farmers sell is a function of the smooth opcration of
the marketing system. As one author has phrased it, the effective and
efficient marketing system from the farmers’ viewpoint is one which will
induce the production of those products and quantities which, when sold
to consumers, will result in maximum returns after the deduction of mini-
mum marketing charges and farm production costs.!

A knowledge of marketing and its problems will help farmers make
needed business decisions. Some of these decisions are as follows:

1. What to produce. For example, some fruit varieties are more desired
than others. Some hog types will producc a more consumer-desired pork
than others. Farmers who know these market desires can adjust their
production accordingly.

' F. L. Thomsen, Agricultural Marketing (New York, McGraw-Hill, 1951), p. 4.
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2.¢ How to preparc products for markets. The degree of maturity at harvest
- often influences the value of products. The kind of harvesting equip-
»ment used may have an effect on the damage and spoilage of some
products. Certain packing practiccs may influence the amount of trans-
portation damage. Following such practices will permit the farmer to
I'teduce part of the marketing costs.

3. When to sell or buy. Diffcrent products have different high and low
periods of prices throughout the year. Breeding and production patterns
may be changed to take advantage of these price patterns. Storage prac-
tices may be reviewed in light of cost and rcturn possibilities. Costs of
things that farmers buy may be reduced by knowing whether there is a
usual period of low prices.

4. Where to sell or buy. Many alternatives are usually available. Which
outlet will help maximize returns? What factors should be taken into
account in making the decision?

Also, familiarity with marketing may help farmers make wiser decisions
as memboers of a group. Should a cooperative be formed to help do a market-
ing job? What part should government play in control and regulation?
What position should be taken toward a new method or development? A
broad knowlcdge of the objectives, organization, and operation of market-
ing is needed to judge wisely the proper actions which need to be taken.

These arc just a few of the contributions which a knowledge of market-
ing can make toward more profitable farming. The objective of production
from the producer’s standpoint is profit. And profit is not rcalized until the
product is sold. Coordination of those activities which occur within as well
as thosc which occur outside the farm fence is necessary for maximum
cturns.

THE APPROACII OF THIS BOOK

In the main, the following chapters will be devoted to a discussion of
the practices and problems encountcred in the marketing of agricultural
food products. Part of the chapters address themsclves to the appreciation
of the general problem, for only when the wholc picture is understood can
the parts have mcaning. The commodity chapters arc limited largely to a
description of the markceting activities and problems which appear to have
the most immediate bearing on the farmers. Discussions of the processing
industries and food wholesaling are dealt with scparatcly, for it must be
recognized that the marketing of farm products is not completed until the
raw product is processed and in the hands of the final consumer.

This is not a complete book on agricultural marketing. No text should
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claim to be. Rather, it is hoped that the issues discussed will furnish a
starting point for understanding the many problems peculiar to particular
regions or special interests. With this understanding, better farm and public
decisions can be made. Many tables and charts are used on the theory that
a close study of these will tell more than many printed pages. These deserve
carcful study. Many such books as this are boring rcading indeed. It is
hoped that this book will keep boredom to a minimum and that on the
whole you will find it an intercsting excursion into a very useful and im-
portant field.
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CHAPTER TWO

Analyzing Marketing Problems

The differcnce between an orderly closet in which one can find what is
desired with a minimum of effort and a disorderly one in which nothing
can be casily found can often be traced to an adequate system of hooks,
hangers, and shelves. The study of a complex marketing problem can be
as frustrating as looking for a special item in the disorderly closet unless a
system of hooks and shelves is devised on which we can organize our
thoughts and ideas. It is to these organization devices that we now give our
attention.

MAJOR MARKETING PROCESSES

All marketing activities can be classified into three major processes.
These are the processes of concentration, equalization, and dispersion.

The process of concentration is cssentially one of assembly and pro-
curement. The raw materials produced on the nation’s farms are assembled
by local agencies and sent forward to our great wholesalc centers near the
consumption areas. Food processors may secure large amounts of the de-
sired product from these concentration points.

The equalization process consists of those activities which match the
flow of production with the rate of consumption. Many products are pro-
duced scasonally but consumed year round. Processors, wholesalers, and
retailers must acquire inventory stocks at the right places so that they
always can be ready to meet the demands of their customers. Such holding
operations are part of the major process of equalization.

Dispersion in a sense is the counterpart of concentration. Where con-
centration was the process of assembling goods into large units at central
points, dispersion is the process of breaking down these large units and
distributing them to the various consumers. Products must be channeled

16
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for new products, may be classified as part of the broad function of market
information. As with other functions, this function may be performed by
those who specialize in its performance. On the other hand, everyone in the
marketing structure who buys and sells products evaluates available market
data and therefore performs this function to some degree.

USE OF THE FUNCTIONAL APPROACH The functional ap-
proach considers the jobs which must be done; it is not concerned with the.
agency which performs them. Some marketing agencics specialize in per-
forming spccific functions. For example, cold storage warehouses are
operated to perform the storage function. A potato broker may specialize
in the selling and market information functions. On the other hand, some
marketing agencies may perform all of the functions to some degiee. The
retailer is a good cxample of this latter group.

Analyzing the functions of various middlemen is particularly helpful in
evaluating markcting costs. Retailing is usually much more costly than
wholesaling. The functional approach, however, points up the greater com-
plexity of retailing by focusing attention on the increased extent to which
the retailer must perform his various functions. The use of the functional
concepts also aids in comparing the costs of two similar middlemen. Cost
comparisons ar¢c meaningful only when they are related to the job done.
Retailer “A” may operate at lower costs than retailer “B,” but docs retailer
“A” perform the same functions as “B”? Perhaps “A” is a cash-and-carry
merchant while “B” extends credit and delivers. As such, “A” probably
performs considerably less of the functions of financing, risk-bearing, and
transportation than “B.”

The functional approach is also useful in understanding the difference
in marketing costs of various commoditics. For example, a perishable prod-
uct is often more costly to market than one which is less perishable. Much
of this difference may be due to the greater difficulty in the performance
of the transportation, storage, and risk-bearing functions.

" But probably of greater importance, the breaking down of a complex
marketing task into its component functions greatly aids in efforts to im-
prove the performance of the marketing machinery. Again in reference to
our retailer, perhaps retailer “B” is losing moncy cven though other re-
tailers having similar opcrations are not. A function-by-function study of
“B’s” business might show that the cost of its credit function is unduly
high because of unpaid accounts. Or a careful analysis of his selling function
may show he has not kept up with new methods in merchandising his
products and thus is losing out to his competitors.

Marketing functions are activities which must be performed in market-
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ing. Functions cannot be eliminated. Their performance may be simplified.
The duplication of their performance can be corrected. In any case, changes
may be made toward performing functions with greater efficicncy. Keeping
this idca in mind will help in evaluating the various schemes for improving
markcting by “climinating middlemen.” The man may be eliminated, but
not the functions which he performs. These may be done better and
duplication reduced, but the various functional jobs must still be done by
someonc.

The reader can check his grasp of the above ideas if he will pause now
and try to put them into practice. Choose a familiar commodity and
cnumcrate the various functions which are performed by the different
agencics in moving the commodity into consumption. In listing, do not
forget the marketing functions which the farmer himself might perform.

The Institutional Approach

Another method of analysis is to study the various agencies and busi-
ness structures which perform the marketing processcs. Where the func-
tional approach attcmpts to answer the “what” in the question of “who
docs what,” the institutional approach to marketing problems focuses at-
tention on the “who.” Markcting institutions are the wide varicty of busi-
ness organizations which have developed to operate the marketing ma-
chinery. The institutional approach considers the nature and character of
the various middlemen and related agencics and also the arrangement and
organization of the marketing machinery. In this approach thc human
clement reccives primary emphasis.

MIDDLEMEN OF THE MARKETING PROCESSES Middlemen
are those individuals or business concerns which specialize in performing
the various marketing functions involved in the purchase and salc of goods
as they arc moved from producers to consumers. Our concern here is with
the place in the marketing processes which the middlemen occupy. There
is no limitation as to the way in which they have organized for doing busi-
ncss. They may operate as individual proprictors, partnerships, or coopera-
tive or noncooperative corporations. The middlemen of particular intcrest
in food marketing can be classified as follows:3

A. Mecrchant Middlemen
1. Retailers
2. Wholcsalers

3 The definitions that follow are substantially those as reported by the American
Marketing Association, Definitions Committee, Journal of Marketing, October, 1948,
p- 211.
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B. Agent Middlemen

1. Brokers

2. Commission men
C. Spcculative Middlemen
D. Facilitative Orgamzations

Merchant middlemen take title to, and thercfore own, the products
they handlec. They buy and sell for their own gain. The retailer buys prod-
ucts for resale directly to the ultimate consumer of the goods. He is the
producers’ personal representative to the consumer. As such, his job is very
complex. From the functional viewpoint, the retailer may perform all of the
marketing functions. This group of middlemen, consisting of about 500,000
units, is the most numecrous of the markcting agencics.

The wholesaler sclls to rctailers, other wholesalers, and industrial users,
but docs not scll in significant amounts to ultimate consumers. Wholesalers
make up a highly heterogeneous group of varying sizes and characteristics.
One of thc more numerous groups of wholesalers (about 18,000 in 1948)
arc the local buyers or country assemblers who buy goods in the producing
arca dircctly from farmers and ship the products forward to the larger cities
wherc they arc sold to other wholcsalers and processors. In this group are
such agencies as grain clevators, poultry and egg buyers, and local livestock
buyers. Another group of wholesalers is located in the larger urban centers.
These may be “full-line” wholesalers who handle many different products
or those which spccialize in handling a limited number of products. They
may be cash-and-carry wholesalers or service wholesalers who will extend
credit and offer delivery and other services. Such terms as “jobbers” and
“car-lot receivers” are often used synonymously with “wholesalers.” In 1948,
therc were approximatcly 31,000 merchant wholesalers of agricultural com-
moditics (apart from country assemblers) and grocery products.

Agent middlemen, as thc name implies, act only as representatives of
their clicnts. They do not take title to, and thercfore do not own, the
products they handlc. While merchant wholesalers and retailers secure their
incomes from a margin between the buying and sclling prices, agent middle-
men rcceive their incomes in the form of fees and commissions. Agent
middlemen in reality sell services to their principals, not physical goods to
customers. In 1948, therc were approximatcly 24,000 which could be classi-
ficd as agent middlemen. In many instances, the principal stock in trade of
the agent middlemen is market knowledge and “know-how” which he uses
in bringing the buycr and seller togcther. Their services arc often retained
by a buyer or seller of goods who fcels that he does not have the knowledge
or opportunity to bargain effectivcly for himsclf.

Though the names may differ somewhat, agent middlemen can be
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broken down into two major groups, commission men and brokers. The
difference between these two types of agent middlemen is largely one of
degree. The commission man is usually granted broad powers by those who
consign goods to him. He normally takes over the physical handling of the
product, arranges for the terms of sale, collects, deducts his fee, and remits
the balance to his principal. The broker, on the other hand, usually docs
not have physical control of the product. He usually follows the dircctions
of his principal closely and has less discretionary power in price negotiations
than commission men. In agriculture, livestock commission firms and grain
brokers arc good examples of these two classifications of agent middlemen.

Speculative middlemen are those who take title to products with the
major purposc of profiting from pricc movements. All merchant middle-
men, of course, spcculate in the sense that they must face uncertain con-
ditions. Usually, however, wholcsalers and retailers attempt to secure thceir
incomes through handling and merchandising their products and to hold
the uncertain aspects to a minimum. Speculative middlemen seek out and
specialize in taking thesc risks and usually do a minimum of handling and
merchandising. Scveral names arc given to these middlemen such as
“traders,” “scalpers,” and “spreaders.” They often attempt to earn thcir
profits from the short-run fluctuations in prices. Purchases and sales are
usually made at the same level in the marketing channcl. For example,
the livestock speculator may buy hogs today and sell them back either today
or tomorrow in the same yards. The grain scalper may buy and sell grain
futures scveral times within the trading day. Speculative middlemen often
perform a very important job as a competitive force in the maintenance of
an adequate pricing structure.

Facilitative organizations aid the various middlemen in performing
their tasks. Such organizations do not, as a general rule, directly participate
in markcting processcs cither as merchants or agents. Onc group of these
organizations furnishes the physical facilitics for the handling of products
or for the bringing of buyers and sellers together. They take no direct part
in the buying and sclling of the products themselves. However, they estab-
lish the “rules of the game” which must be followed by the trading middle-
men, such as hours of trading and terms of salc. They may also aid in
grading, arranging and transmitting payment, and the like. They reccive
their incomes from fecs and assessments from those who use their facilities.
Examplcs of this group are the stockyard companics, grain exchanges, and
fruit auctions.

Another group of organizations falling in this general category is the
trade associations. The primary purpose of a large majority of these or-
ganizations is to gather, evaluate, and disseminate information of value to a
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particular group or trade. They may carry on rescarch of mutual interest.
In many cascs they also may act as unofficial policcmen in preventing prac-
tices which the trade considers unfair or uncthical. Though not active in
the buying and sclling of goods, these organizations may often have far-
reaching influence on the nature of markcting.

Food processors, though not included in our list of marketing middle-
men, cannot bc omitted from consideration. Apart from their manufac-
turing activities which one might classify as being outside the boundaries of
marketing, food proccssors do take an active part in marketing. Some, such
as meat packers, flour millers, and fruit and vegetablc canners often act as
their own buying agents in the producing areas. And on the other hand, it is
increasingly common for this group to undertake the wholesaling of their
finished products to retailers. Too, many of the processors through their
advertising sales work attempt to reach the ultimate consumer. So the
processing in itself is only part of the activitics of food manufacturers. They
are also important institutions in marketing. As we shall see, the production
aspects and changes of the farm production unit itself have important bear-
ing on marketing. Similarly, the technology of food processing and its
changes have important influcnces upon the marketing processes. The
advent of frozen foods, for example, has had important effects on both
the performance of marketing functions and the institutions which perform
them. It will be recalled in this conncction that the perfection of refrigera-
tor cars had important and far-reaching effects on the organization and
operation of the meat packing industry.

ORGANIZATION OF THE MARKETING MACHINERY The above
discussion of the place of the food processor has brought out one of the
more important aspects of the organization of marketmg—tlmt of _the
degree of integration. As has been pointed out, individual functions may be
performed by specialized individuals, or one individual may perform scveral.
Also in the opcrations of marketing institutions, one firm, such as a food
processor, may undertake the work of scveral middlemen. This combining
or grl(‘)}vmns~ together of various agencics and activities is known as integra-
tion.

There arc two_basic kinds of intcgration. Vertical intcgration occurs
when a firm combincs activities which are unlike those it is currently per-
forming. Such integration is illustrated by the meat packer who decides to
reach backward toward the producer and sct up his own livestock buying
points in the countryside and forward toward the consumer as he under-
takes to wholesale mcat to retailers. I{orizontal integration occurs when a
firm absorbs other firms which are performing similar activities. The de-
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velopment of the line clcvgzors in which many individual elevators are
opcrated by onc management as a chain is an example of horizontal
integration, A large national grocery chain organization is illustrative_of
both typcs of iu_t_c_gﬁjtionL Many retail units are brought togcther by hori-
zontal mtegration. 'T'he chain may also vertically integratc by opcrating
food processing activitics such as canneries and its own wholesaling sct-up.
Intcgration offers opportunitics to increasc efficiency. On the other hand,
it also poscs many policy problems in the arca of pricing and competitive
practiccs.

The levels of the marketing channcls in which middlemen operate also
are institutional considerations. The classification of local, wholesale, and
retail markets 1s often used as an institutional framework.

The local market refers largely to the agencics operating in the pro-
ducing arca. These agencies buy products from farmers and in turn ship
them to the larger wholesale centers. To many farmers these firms represent
the entire marketing process. ITowever, it should be clear by now that the

local market is usually just the beginning.

Wholesale markets usually devclop in the relatively large consuming
centers. It is to thesc middlemen that the local markets ship their goods.
In the larger wholesale centers, middlemen specializing in diffcrent prod-
ucts often tend to group themsclves in different areas of the city. In such
citics as Chicago and New York, we find poultry streets, fruit and vegetable
strects, garment trade arcas, livestock marketing and packing arcas, and so
forth. Such grouping often offers advantages to both buyers and sellers of
the particular commodity. On the other hand, grouping often furnishes
some of the real problems in marketing improvement. Many such areas
take on all the aspects of the union closed shop. Newcomers find contacts
very difficult to make. Such arcas also, with the passing of time, may be-
comc too poorly equipped and located to conduct business cfficiently.

Retail markets, of course, arc familiar to all of us. Originally such
middlemen tended to group themsclves in the “downtown area.” In recent
ycars, there has been the decentralizing influence of the suburban shopping
center. In food retailing, the large supermarket located by itself has been
the newest development.

MARKETING cHANNELS The various agencics which handle a com-
modity as it moves through the major marketing processes make up the
marketing channel. IFlow charts are often used to show the relative amounts
of a commodity which are handled by each of the marketing agencies in
the markcting channcl. Such presentations of the paths that are used in
marketing a commodity are often valuable in appraising the complexity of
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the marketing machine and the rclative importance of its various parts.
Such data arc presented in the various commodity chapters, since a grasp
of thc basic movement pattern is onc of the stepping stoncs toward better
understanding of marketing problems.

National flow charts for a commodity must be used only for what they
arc—a gencralized picture of the average channel at a given time. Marketing
channcls of a commodity may also change over a period of time. New
technological dcvelopments, new products, and changing market institu-
tions arc examples of many factors which may causc the old pattern to
change. The widesprcad owncrship of trucks has been onc of the factors
which have changed livestock marketing channcls. The development of
the corporate grocery chain storc along with its affiliatcd wholesaling and
processing agencics has been instrumental in changing old-cstablished chan-
ncls for both fresh and canned fruits and vegetables. The channcl of a com-
modity may be considerably diffcrent in one rcgion than in another. The
channcl may also vary seasonally. If one is secking answers to a specific
problem, these differcnces may be far more important than the aggregate
average.

USE OF TIHE INSTITUTIONAL APPROAcCH The rccognition
of the various kinds of marketing organizations and the way in which they
organizc themselves furnishes another uscful tool in analyzing marketing
problems. Very often, the why of certain marketing practices must be
answered in terms of the characteristics of who performed it. Such analysis
has the advantage of preventing the personal aspects of marketing from
being ignored.

the light of the characteristics of the various marketing institutions. One of
the greatest hazards to market improvement comes from institutions with
large vested intcrests in the status quo. Marketing institutions give voice
to the markcting machinery. From them develop “pressure” and “cduca-
tional” groups attcmpting to mold public opinion. One of the cardinal
rules to be followed in the analysis of any marketing controversy is first to
- ascertain which groups are vocal in the controversy and what they might
stand to gain or lose.

The Commodity Approach

Another way of approaching the analysis of thc marketing processes is
to study them commodity by commodity. Under this method, both the
functional and institutional aspects of markcting are analyzed in detail
for a particular commodity such as livestock or cotton. This approach is
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an cxcellent way to organize and study a large amount of descriptive detail.
Several chapters of this book are devoted to commodity analysis, since a
great many people are interested in the marketing of a specific commodity.

Commodity analysis helps focus attention on the diffcrences in mar-
keting which arise because of differences in either the commodity or its
production. Perishability, scasonality, and the size of the basic production
unit may influence the way functions are performed and the type and
organization of institutions which perform them. The separatc study of a
large number of commoditics also will often help point up the similarity of
the many marketing problems which exist. For example, a commodity- by-
commodity analysis points out that retailing usually is the most costly single
step in marketing. This finding helps emphasize the importance of a
critical cvaluation of the retailer as a middleman and the functions he
performs.

In the final analysis, all three approaches—functional, institutional,
and commodity—arc neccssary to obtain the most complete understanding
of marketing. Functional analysis may have meaning only when combined
with institutional and commodity analysis. Thus, it may be a simplifying
procedurc to think of the functions of storage or financing in the abstract.
However, a complcte grasp of a particular problem may not be possible
until the characteristics of the various business organizations and the prod-
uct itself which are spccifically involved are considered.

In order to make rcal progress in marketing improvement we must deal
with the world “as is,” not as it theoretically should be. In striving for
improved technical efficiency we must work with the commodity and the
functions which must be carricd out. In aiming at improved cconomic
efficiency we must work with the existing business world and the people
who opcrate its institutions.

MARKETING PRINCIPLES

The complex problems of marketing mean that many fields of study
can contribute to their solution. From economics we can utilize the large
body of theory which hclps explain prices and price behavior. Firm analysis,
regulations of output, advantages of size and integration—all of thesc are
problems of cconomics. Also from the closely allied fields of business
management and cost accounting, marketing secures many of its useful
tools.

From psychology we can utilize the various theories of individual
behavior motivation. If marketing agencies arc to influence demand suc-
cessfully, the knowledge of why people act as they do is of prime impor-
tance. From sociology we can utilize much of the body of knowledge
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which has been developed concerning populations, community growth and
relations, and so on to answer such marketing questions as proper location
and extent of trading areas.

The physical technological aspects of marketing arc of great impor-
tance also. How cold should a warehouse be to store apples? What kind of
wrapping is best for prepackaged meat? What causes breakdown of canned
foods? How much strain must the crating for oranges be able to bear during
transit? For help in these arcas, marketing people must turn to the various
physical sciences for aid and guidance.

Agricultural marketing and other marketing ficlds often have much
in common. Many of the results of industrial markcting studies may find
uscful application in agriculture. Studics made of a problem in Illinois
may have full or partial application to problems in Ohio. We must not turn
up our noses just because the study does not directly apply to our region
or product. As we shall sec, the area of marketing study is really onc of
coordination of many other arcas rather than an isolated and spccialized
area of its own.
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CHAPTER THREE

Consumers of Agricultuml Products

The ultimate job of those cngaged in marketing is to move products into
consumption. Consumption, however, is somcthing more than a cold
statistic. Consumption is accomplished by consumers who arc very-much-
alive human beings. This job of moving products into the hands of con-
sumcrs, too, is more than a process of matching aggregatc totals. The ques-
tions of where, when, and what kind are all important aspects. The total
market for our agricultural production is made up of both domestic and
forcign consumers. Domestic consumers take the great majority of our
agricultural products. However, for some of our products, the foreign
market is very important.

Consumers imply both number of people and their purchasing power.
In addition there arc many other factors which may influence the what,
when, and where of the market for food. Among thesc are the geographic
location of population and incomes, the degrec of urbanization, and the
differences which may arise from various regional, racial, and nationality
backgrounds and various habits and customs. These arc the principal fac-
tors to be discusscd in this chapter.

INCOMES AND FOOD EXPENDITURES

The aggregate amount of dollars spent for food moves up and down
with the variations in the total incomes received by consumers. Figure 1
shows that over a long period of time covering both the depression of the
thirtics and the war perniod of the fortics, consumers spent roughly about
25 percent of their disposable income for food. In the deep depression year
of 1932, per capita disposable income was $381 and expenditure for food
was $91—a 24 percent cxpenditure. In 1952, disposable income was about
$1,680 and cxpenditure for food slightly above $400—a 27 percent expendi-
ture. The important lesson here is that in order to obtain more total

30
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FIGURE 1. The relationship of food expenditures
to income. (Courtesy USDA.)

dollars for agricultural products we must look largely to maintaining a
high level of consumer income. This is truc regardless of whether there is a
large or small total volume of products to be marketed in any given year.

POPULATION AND INCOME

Distribution of People and Incomes

Where arc the people? Ilow much do they have to spend? These are
two basic questions which affect the opcration of the marketing machinery.
Neither pcople nor incomes are distributed evenly throughout the United
States.

The arca roughly outlined by the Ohio River on the south and the
Mississippi River on the west includes the great mass market for all kinds
of agricultural products. In this area, which is roughly one-cighth of the
total area of the country, arc concentrated over two-fifths of the total
population and over onc-half of the total income (Tables 1A and 1B). The
income per squarc mile of this arca, which is a good measure of market
potential, is well above twice that of the average of the country.

Much of the southern arca of the country has above average popula-



32 MARKETING OF AGRICULTURAL PRODUCTS

tion, but the per capita income is low. On the other hand, though the
income of the mountain regions is nearly that of the United States average,
the population is so sparsc that it has a very low concentration of income
per squarc milc.

TABLE 1A. Concentration of the Domestic Market, 1950

LAND INDIVIDUAL
REGION AREA POPULATION INCOME PAYMENTS

PERCENT OF U. S. TOTALS

New England 2.1 6.2 6.7
Middle Atlantic 3.4 20.0 24.0
Fast-North Central 8.2 20.2 22.4
Wost-North Central 17.2 9.3 8.9
South Atlantic 9.0 14.1 11.1
Fast-South Central 6.1 7.6 4.6
West-South Central 14.5 9.6 7.7
Mountain 28.8 3.4 3.2
Pacific 10.7 9.6 11.4
United Statcs 100.0 100.0 100.0

TABLE 1B. Concentration of the Domestic Market, 1950

POPULATION PER INCOME INCOME PER
REGION SQUARE MILE PER CAPITA SQUARE MILE

PERCENT OF U. S, AVERAGE

New England 291 108 315
Mid-Atlantic 592 120 710
Fast-North Central 245 111 272
West-North Central 54 96 52
South Atlantic 156 79 123
East-South Central 126 6o 76
West-South Central 67 79 53
Mountain 12 94 11
Pacific 89 118 106
United States * 100 100 100

* Population per square mile, 50.7; income per square mule, $73,000; income per
capita, $1,436.

sourck. From data m Statistical Abstract of the United States, 1951, and Survey
of Current Business, August, 1951.

The markcting machinery must be adapted to supply the Northeast
with huge quantities of all kinds and qualities of commodities. In the
South it must be prepared to meet the demand for larger amounts of lower
quality products. In much of the rest of the country the marketing or-
ganization must solve the problem of servicing few people scattered
throughout an extensive area.
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Population Growth

The population of the United States has grown rapidly. It almost has
doubled during the first half of this century.

The fact that the country has been growing is an important one for
an expanding market for agricultural products. However, in this growing
process, the western regions have been growing much more rapidly than the
older eastern and southern regions. The Pacific coastal area has grown
phenomenally especially during the decade of the 1940’s (Figure 2).

The changing population pattern means that the marketing machinery
also must change. Fifty years ago, almost all of the production of the West
had to look eastward for its market. Although, as we have scen, the eastern
arca is still the principal market area, an increasing amount of western
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distribution in different geographic regions, 1870~
1950. (Source: U. S. Census.)
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production can find a market nearer home. This situation is illustrated by
Figure 3. With the passing of time, the lines which represent an East-
West production-consumption balance for livestock have been moving
eastward. In 1925 nearly all of the hogs in the corn belt moved eastward
for consumption. Now considerable numbers from the westcrn areas of the
corn belt move to the West Coast.

Growth of Urban Population

Fewer people on the farms are responsible for producing food for an
increasing off-farm population. In 1910, 35 percent of our total population
lived on farms, 19 percent lived in towns of under 2,500, and 46 percent
lived in towns and cities 2,500 and larger. By 1950, these percentages had
changed to 16, 20, and 64 respectively. During the ten years from 1940 to
1950 the population in the larger towns and citics increased about 19 per-
cent, in the smaller towns 33 percent, while the farm population decreased
16 percent.

More and more pcople are living in the largest citics. In 1910, about
17 percent of our people lived in the thirty-seven citics of 250,000 or more.
By 1950, there were thirty-nine cities of this size accounting for 23 percent
of our total population. In addition, the suburban areas surrounding these
cities have grown at an even faster rate.

Along with this urban development have come smaller living quarters
and family units. In 1950, onc-sixth of the urban population lived in
buildings which had five or more dwclling units; slightly over onc-fourth
was living in three rooms or less. In 1910, the average family consisted of
4.5 persons; in 1950, the average family had 3.6 persons.

This trend toward city living has its impact upon marketing. It has
been estimated that about 22 percent of our retail food sales occurs in the
metropolitan districts of over 1,000,000 people.! Nearly one person in every
five must be supplicd with food under conditions of urban congestion.
The smaller urban family living in crowded conditions has resulted in an
increased demand for smaller packages and more preparcd and scmiprepared
foods. I'or cxample, there has been a trend toward smaller-sized cans for
canned foods. Breakfast foods are now packed in individual scrvings for the
family which cannot use a large box before its contents lose their freshness.
In a study of potato purchasing habits of Chicago consumers, three out of
four bought potatoes in units of five pounds or less.2 Not many years ago,
the peck was the common unit of sale. The retail experimentation with cut-

! Estimates from retail food store data, Weekly Digest of Food Distribution, May
31, 1952.

% North Central Regional Publication 24, Consumer Acceptance of and Preferences
for Potatoes, North Dakota Bulletin 374, 1952.
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up chicken and turkey halves and quarters has come about largely through
the effort to satisfy the dcsire for a smaller purchasing unit. In one city, it
was found that 72 percent of the interviewed families said they would eat
turkey more often if it were available in smaller units.® Such developments
usually neither simplify nor reduce the cost of marketing.

Income Distribution

Though some sections of the country have high average incomes and
others low, all families in each area do not have high or low incomes. Widc
variation in incomes is characteristic of practically any particular place.

Table 2A indicates the wide range of incomes which exist. In the rcla-
tively prosperous year of 1950, 13 percent of the spending units made less
than $1,000 annually. This group accounted for only 2 percent of the na-
tion’s income. On the other hand, the 6 percent of the units which made
$7,500 or more accounted for over 20 percent of our total incomes. In 1950,
it required nearly three-fourths of the units to account for one-half of the
total income. As would be expected, incomes varied widely among the
various occupational groups (Table 2B). The median incomc of the pro-
fessional or self-employed person was over twice that of the unskilled
laborer.

These income differences are also reflected in the marketing structure.
Retail grocery stores adopt different practices and handle different items
in serving the different income groups. It has been estimated that food
expenditures take about half of the incomes of city families having less
than $2,000 per ycar. These people must watch what they buy very care-

TABLE 2A. Income Grouping of Spending Units, 1950

INCOME AFTER
UNITS INCOME FEDERAL
INCOME TAX
ANNUAL INCOME PERCENT CUMULATIVE PERCENT CUMULATIVE PERCENT

BEFORE TAXES IN GROUP PERCENT IN GROUP PERCENT  IN GROUP

Under $1,000 13 — 2 —_— 2

$1,000-1,999 17 30 7 9 8
2,000-2,999 19 49 13 22 14
3,000-3,999 19 68 18 40 19
4,000-4,999 12 8o 16 56 16
5,000-5,999 14 94 23 79 23
7,590-9,999 3 97 } } }
10,000-0ver 3 100 21 100 18

Mecan Income $3.500

Median Income 3,000

8 L. E. Dawson and G. B. Wood, Merchandising Turkey Quarters, Indiana Bulletin
537, 1949.
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TABLE 2B. Distribution of Spending Units and Income among
Occupational Groups, 1950

MANAGERIAL, SKILLED, CLERICAL,
ANNUAL INCOME  PROFES- SELF- SEMI- SALES FARM
BEFORE TAXES SIONAL EMPLOYED SKILLED PEOPLE UNSKILLED OPERATOR

PERCENT OF UNITS

Under $1,000 4 5 2 2 11 36
$1,000-1,999 8 11 11 14 33 22
2,000-2,999 14 11 19 29 28 15
3,000-3,999 17 15 30 19 18 9
4,000-4,999 14 12 20 12 7 g
5,000-7,499 24 23 17 17 3
7,500-0ver 19 23 1 7 — 8

Mcdian Income $4,500 $4,500 $3,660 $3,200 $2,200 $1,900

Spending Umt: All persons hving in same dwelling and belonging to same fanuly,
who pooled incomes. Does not include armed forces on military reservations; hospital,
rehigious, or penal institutions; or people living in hotcls, large boarding houses, etc.

Income: Sum of net money earnings from civihan cmployment; does not include
income recerved m kind, value of farm inventory changes, or capital gains or losses.

sourck: Federal Reserve Survey of Consumer Finance, August, 1951.

fully and make every penny count. On the other hand, familics having
incomes above $7,500 spend only 17 percent of their income on food. These
families can well afford the so-called food luxurics and fancy qualities.*
Generally, those stores serving higher income groups will stock more pre-
packaged and higher quality produce and meats. The stores of a New York
City grocery chain located in high incomc areas handled twice as many
fresh vegetable items as those in low income arcas.® Also in New York City,
it was found that only 11 percent of the apples handled by retailers in low
income areas graded U. S. No. 1 or better. However, 8o percent of the
apples handled by retailers in the high income areas graded U. S. No. 1 or
better.

Such income variation means there arc always buyers for chcaper,
lower quality foods as well as for the more expensive, higher quality foods.
Commercial grade beef and bargain counter fresh vegetables have a market
as well as prime steaks and fancy vegctables. The job of the marketing
machinery is to assure that each kind finds its potential buyers.

Many who would improve marketing focus their attention only on
improving quality, providing more services, and making fancier packages.

¢ Low Income Families and Economic Stability, Joint Committee on the Economic
Report, 81st Congress, 1st Session, p. 5.

5 M. P. Rasmussen, Consumer Purchases of Fresh Vegetables at Retail, New York
Bulletin 849, 1948.

¢ M. P. Rasmussen, F. A. Quitslund, and E. W. Coke, Some Facts Concerning
Competition Between Apples and Other Fruits at Retail, New York City, 1939, Farm
Credit Admimistration, USDA Misc. Report 25, 1940.
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Just as the market for mink coats is limited, so is the market for expensive
foods limited. One of the facts of agricultural marketing is that the bulk
of food products must be sold to the large group of low and middle income
people.

Income Levels and Food Consumption

Studics of food consumption of people at different income levels have
becn made with varying results. Table 3 gives the results of some of these
studics. The data in this tablc are presented in terms of the variation from
the average instead of in actual pounds per capita. This allows a better com-
parison of the changes which occur at the different income levels.

TABLE 3. Per Capita Food Consumption by Income Level
(1935-39 Average Consumption = 100)*

INDEX OF CONSUMPIION PER CAPITA IN CONSUMER
UNITS WITH INCOMES OF
UNDER  $500- $1,000- $1,500- $2,000- $3,000- $5,000

FOOD GROUP $500 $999  $1,499 $1,999 $2,099 $4,999 AND OVER

(1935-39 average = 100)
Dairy products:

Fluid milk & cream 54 78 97 111 117 127 143
Checese 49 67 85 109 127 135 147
Evaporated milk 66 95 129 138 130 106 89
Ice cream 22 63 109 141 179 213 204
Potatocs 98 100 111 96 96 86 82
Beans, dry 143 126 127 114 9o 76 6o
Fresh fruits 31 50 72 88 117 132 166
Canncd fruits 70 84 103 120 138 136 149
Dricd frts 41 70 91 100 107 118 134
Fresh vegetables 95 9o 93 96 98 123 164
Canncd vegetables 61 100 122 142 149 156 179
Fggs (e} 87 105 114 120 123 126
Mecats, poultry, fish:
Beef & veal 39 63 83 102 119 127 133
Lamb & mutton 5 17 32 45 70 113 170
Lean pork 74 102 122 127 132 141 148
Chicken 9o 98 103 104 109 137 156
Fish 110 102 94 88 97 98 94
Flour & ccreal products 124 116 104 97 97 91 91
Butter & other fats:
Butter 48 55 72 8o 87 105 114
Margarine 107 152 169 152 114 65 38
Sugar and sirups 89 100 103 104 106 112 125
Coffece 82 97 110 115 118 120 136
All foods 72 86 99 107 115 123 139

* Bascd on consumption patterns of the 1935-36 and 1942 studics of consumer
purchases.

sourcke: F'rom data appcaring in Consumption of Food in the United States, USDA
Misc. Publication 691.
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The total quantity of food consumed per person incrcases as incomes
rise. While it may be true that the human stomach can hold only so much,
this point is evidently not reached by very many people in our society. It
should be noted that for cach change in the income group therc is a change
in the total amount of food consumed. The level of income at which people
would not consume any additional amounts of food is not known.

However, consumption of all kinds of food docs not increase with
rising incomes. The consumption of some foods actually declines. For
cxample, the consumption of fluid milk, which is a highly desirable product
for most pcople, increascs rapidly with rising incomes. On the other hand,
the consumption of condensed milk increases for a while and then falls off.
Potato and dry bean consumption generally decrcases as incomes risc. On
the other hand, the consumption of fruits and vegetables rises sharply.
These same tendencics of increasing and decreasing consumption are found
in comparing meats with fish and butter with margarine.

A study conducted in 1938-1939 found that low incomc familics
bought 310 pounds of white potatoes per family while high income familics
bought only 164 pounds. It also was found that low income familics pur-
chased about 151 pounds of other fresh vegcetables while high income
families purchased about 217 pounds.” Another example of consump-
tion diffcrences related to incomce is found in the consumption of
frozen orange juice concentrate. Only 35 percent of the families having
incomes under $7,200 used the concentrate while 48 percent of the familics
having incomes above $7,200 used the product. The first group consumed
forty-cight ounces of the product yearly; the latter, cighty-eight ounccs.®

There arc then two generalizations which can be made concerning
family incomce level and food consumption. First, higher income familics
purchasc a greater total amount of food than do lower income familics. Per-
haps they wastc morc also, but this is not a point of great concern to the
marketing machincry. And second, the morc desirable luxury type foods
are purchascd in increasing amounts by people with higher incomes, while
the purchases of relatively cheaper, so-called staple foods remain relatively
constant or fall as incomes increase.

REGIONAL DIFFERENCES IN
FOOD CONSUMPTION

There arc definite differences in food consumption patterns between
one rcgion of the country and another which cannot be explained on the
basis of income or other common factors. National mcat packers point out

7 Rasmussen, op. cit.
8K. A. Fugctt, J. A. Bayton, and H. W. Bitting, Citrus Preferences Among Cus-
tomers of Selected Stores, Texas Bulletin 722, 1950.
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that different scctions of the country prefer different weights in beef car-
casses. New York and Boston prefer the heavy animals weighing from
1,100 to 1,500 pounds. The Southcast, however, prefers animals which
weigh from 6oo to 8oo pounds; Chicago consumers like cuts from animals
which weigh from 750 to 850 pounds. Pacific Coast consumers prefer the
hcavier animal weighing from goo to 1,200 pounds.® Lamb consumption
is very largely limited to the East and West Coasts with very little being
consumed in the intcrior areas. Boston housewives prefer brown eggs
while New York houscwives prefer white oncs.

Table 4 indicates consumption differences for persons of like incomes
in four citics in diffcrent regions of the country. Consumers in Birmingham
atc morc pork and less beef than consumers in any of the other cities.
Peoplc in San Francisco were relatively hecavy lamb and poultry con-

TABLE 4. Average Weekly Quantities of Selected Food Items
Purchased Per Person in Families Having $2,000 to
$2,999 Incomes in Four Cities, Winter, 1948

MINNEAPOLIS,
BIRMINGHAM, BUFFALO, ST. PAUL, SAN FRANCISCO,
ITEM ALABAMA NEW YORK MINNESOTA CALIFORNIA

POUNDS PER PERSON PER WEEK (EXCEPT
WHERE NOTED)

Whole milk (qts.) 1.36 3.38 3.65 3.20
Buttermilk (qts.) 71 .03 .05 03
Lvaporated milk 1.08 41 .21 49
Checese 24 .31 .27 .63
Butter .09 24 .35 a8
Margarine .32 15 a2 .19
Fggs .58 .50 .50 .53
Plam flour 1.04 47 .63 32
Cornmcal 1.06 .01 .03 .06
White bread 1.31 1.67 1.49 1.11
Whole wheat bread 13 .04 .19 32
Beef 87 97 91 1.09
Lamb .03 13 .04 43
Pork, fresh .64 .50 45 .21
Salt pork .34 03 .03 02
Poultry ) 42 a1 44
Fresh fruits 1.82 2.38 2.4 2.19
Potatocs 1.20 2.58 2.51 1.65
Sweet potatoes .61 .09 07 a2
All other fresh vegetables 2.20 2.33 1.72 3.40
Canned fruits, vegetables 1.77 2.63 2.13 2.38
Total sugars, sweets 1.86 1.31 1.09 95

SOURCE" Farmuly Food Consumption in Four Cities, Prcliminary Report No. 7,
USDA, Bureau of Human Nutrition and Home Economics, 1949.

® From a Mimeograph of the Agricultural Research Department, Swift and Company.
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sumers. Buffalo and Minneapolis consumers were heavy potato eaters,
while Birmingham pcople consumed more sweet potatoes. Further study
of Table 4 will show several other rather decided diffcrences in eating
habits among the four cities.

What determines these differences? Some are undoubtedly the effect
of regional production patterns. Whatever the cause, however, such
preferences must be recognized by the marketing agencies in getting the
right things to the right places.

OTHER FACTORS AFFECTING
CONSUMPTION PATTERNS

Religious Differences

Catholics cat no meat on Friday but do eat fish and sea foods. Conse-
quently, the fish and sea food industry is especially geared to meet this
demand. Movement of the sea products into the retail channcls is scheduled
to be on hand for the Thursday and Friday trade. The Lenten season also
affects the eating habits of many consumers.

The dictates of the Jewish religion are also of great marketing im-
portance. Jewish people do not eat pork, and the other meat which they
consume must be “kosher.” Kosher meat is that which has been slaughtered
according to Jewish rcligious regulations under the supervision of a rabbi
or his representative. Fresh kosher meat is usually consumed within seventy-
two hours after slaughter. When the seventy-two-hour period has expired,
a special religious dispensation can cxtend the period during which the
meat may be consumed by orthodox Jews.

Kosher requirements mean that normal slaughtering procedures in the
packing plant must be altered. The time limit means that livestock, which
would otherwise be slaughtercd near the production areas in the mid-west
and shipped as carcasses, arc shipped alive into the consuming area for
slaughter. Slaughter there permits the distribution through the retail trade
and into the hands of the Jewish consumer before the time limit expires.
The large kosher trade for chickens is a factor which maintains a large
retail market for live chickens in many of our cities. For the non-Jewish
trade, the retailers can buy and sell the dressed bird.

Race and Nationality Differences

Many of our large cities and certain sections of thc country have large
groups of foreign-born pcople who have retained the consumption habits
of their native lands. Though these differences arc becoming less important
as these people are absorbed into our society, they still can be factors of
considerable importance to the marketing machinery.
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For example, in studying the retailing of chicken in Philadelphia, it
was found that storcs scrving foreign elements usually handled live poultry.
Nearly two-thirds of operators of storcs which handled mcat but did not
handle frying chickens gave nationality and racial preference of their cus-
tomers as the rcason.’® Consumption of fluid milk also varies with racial
and national groups. Northern European and Jewish groups arc rclatively
large consumers of milk, while southern Europeans and Negroes consume
smaller amounts. Negroes are much greater consumers of canned milk,
while the Jewish people use much less.!* Certain of the middle eastcrn
national groups prefer lamb or mutton with little or no fat which most
of us would consider highly unpalatable.

Effect of Special Days

Iifferent consumption patterns have grown up around the different
holidays. Probably the most important of these are Thanksgiving and
Christmas. Cranbcerrics, nuts, candies, and other food luxuries move in
incrcased amounts at that time. Turkey is the traditional meat, and the
large majority of the turkey production is consumed during November and
Dccember. In a study of the citics of Baltimore, Trenton, and New York,
it was found that 78 to go percent of the familics scrved turkey at Christ-
mas.'? This same survey found that pork was preferred at Faster, and
chicken on the Fourth of July.

The marketing machinery must be geared to mect these extra demands
during the particular scason. Such consumption habits, once cstablished,
may become very hard to change. The turkey industry is faced with this
situation. With increased turkey production, the industry has attempted to
persuade consumers to aceept turkey as a regular item of their dict. Tlow-
cver, turkey has been associated with holiday meals for so long that it has
been very difficult to obtain its acceptance as a meat for ycar-round con-
sumption,

CIIANGES IN CONSUMPTION
THROUGH TIME

All of the factors which have been discussed are important in deter-
mimng what, when, and how much pcople will cat. However, we must not
get the impression that consumption patterns and habits arc firmly fixed

10W, T. McAllister and R. O. Bausman, The Retail Marketing of Frying Chickens
in Pliladelphia, Delaware Bulletin 275, 1948.

! North Central Regional Publication 10, What Makes the Market for Dairy Prod-
ucts? Wisconsin Bulletin 477, 1948.

2 1. D. Smith, Consumer Preference and Buying Habits for Chicken, Maryland
Extension Publication 8, 1951.



Consumers of Agricultural Products 43

and never change. This is not so. Over the years, consumption habits do
change.

The composition of our aggregate diet is considerably different now
from what it was forty ycars ago. A study of Figure 4 will show that the
per capita consumption of fruits and vegetables and dairy products has been
increasing stcadily. On the other hand, the consumption of grain products
and potatocs has becn stcadily declining. Up until about 1940, the con-
sumption of cggs and meat had changed very little. During the last ten
years, the consumption of these products also has incrcased.

TRENDS IN OUR EATING HABITS*
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FIGURE 4. Changes in our eating habits through time.
(Courtesy USDA.)

Table 5 indicatcs the changes which have occurred in the consumption
of specific foods. In the meats, beef consumption is down somewhat, pork
up a little, and lamb consumption has held its own. Apple consumption
has decreascd sharply, while the consumption of oranges has climbed phe-
nomenally. Snapbeans and tomatoes have increcased; potatoes, wheat flour,
and ricc have declined.

All of these changes taken together mean that generally Americans are
eating better. They arc eating more of the more desirable foods and less of
the less palatable foods. Why have these changes taken place? There are,
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no doubt, several reasons. Such changes definitely indicate a rising standard
of living in the United States. The most efficient source of nutrients is
gencerally the cercals. Countries, such as China and India, which must work
hard to supply the bare food necessities, are large rice and cereal consumers.

TABLE 5. Changes in Per Capita Consumption of Twenty
Selected Foods, 1910-19 to 194049

PER CAPITA CONSUMPTION 194049
FOOD I1EM 1910~-19 1940-49  AS PERCENT OF 1910-1Q
LBS. LBS. PERCENT
Beef 50.0 474 95
Lcan pork 419 461 110
Lamb 5.5 5.5 100
Chicken 19.0 24.6 130
Eggs 36.4 42.8 118
Fluid milk 263.0 300.0 116
Evaporated milk 3.2 169 528
Amcencan cheesc 2.8 4.4 157
Apples, fresh 56.2 32.3 58
Oranges, fresh 14 4 37. 260
Peaches, fresh 14.9 13. 91
Snapbeans, fresh 9 * 8.9 129
Tomatoes, fresh 19.6 * 23.3 119
Potatocs 155 4 116.9 75
Dry cdible beans 6.3 8.4 133
Wheat flour 194.0 147.0 76
Wheat cereal 3.1 3.6 116
Rice 68 5.3 78
Sugar, refined 76.5 877 115
Coffee 8.7 13.8 159
* 1920~-24.

sourck: Data computed from Consumption of Food in the United States, USDA
Misc. Publication 6g1.

Many things have contributed to this changing pattern. Efficiency of
production has increased which gives consumers more for the same amount
of money, or in many cases less money. Faster transportation and improved
refrigeration have made the fruit and vegetables grown round the year in
various sections of the country available in every city nearly cvery day of the
ycar. Other new technologies have increased the number of uses of many
products.

Even with the great improvements over the years, nutritional experts
point out that many American diets are not adequate. One study sum-
marized by saying that the average individual of a family earning less than
$1,000 yearly is scriously undernourished. Also, there is a tendency of all
income classes to consume less than the optimum quantitics of the protec-
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tive foods such as dairy products, tomatoes, citrus fruits, and leafy green
and yellow vegetables. It concluded that thesc deficiencics in the diet
stemmed from two basic causes, (1) insufficient income and (2) insufficient
knowledge.3

FOREIGN MARKET FOR
AGRICULTURAL PRODUCTS

At one time during our history, we werc a great exporter of farm
products. Agricultural exports were much larger than agricultural imports.
The foreign market was then a major factor in the total market for our farm
products.

U.S. AGRICULTURAL EXPORTS
PERCENT OF VALUE OF TOTAL EXPORTS
PERCENT T T T T T T T T T T T T
8o | -
5 [NON-AGRICULTURAL]
60 X ~
40 W e::‘ |
3 . Az
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° 1890 1900 1910 1920 1930 1940 1950 '55
YEAR BEGINNING JULY L.

FIGURE 5. The changing composition of the exports of the
United States. (Courtesy USDA.)

During the latter part of the nineteenth century, agricultural exports
made up about 75 pcrcent of our total exports. Since that time a smaller
and smaller portion of our total exports have been agricultural products.
During the five years immediately following World War 11, agricultural
exports made up only slightly over 25 percent of our total exports (Fig-
ure 5). The proportion of our agricultural production which has been sold
abroad also has fallen sharply. During 19oo-1914 approximately 18 percent
of the total farm output was exported; during 1921-1929 about 15 percent;

13W. W. Cochrane, High-Level Food Consumption in the United States, USDA
Misc. Publication 581, 1945, p. 13.
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during 1930-1939 about 8 percent; and during 1940-1950 about g percent.!*
In fact, during much of this century we have been a net importer of farm
products—the value of agricultural imports cxcecded that of agricultural
exports.

However, the fact that foreign markets are not very important in terms
of our total agricultural production does not mcan that foreign outlcts are
not of considcrable importance for some commoditics. Figure 6 shows the
pattern of agricultural exports since 1914. It also shows the breakdown of

COMPOSITION OF U. S. AGRICULTURAL EXPORTS
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FIGURE 6. The composition of United States agricultural
exports. (Courtesy USDA.)

thesc exports into major commodity groups. Our greatest individual agri-
cultural export commodities are cotton, tobacco, and wheat. During 1947-
1951, thesc commoditics accounted for 56 percent of the value of agricul-
tural exports.

Figure 7 indicates the importance of the forcign markets in terms of
the total domestic production for agriculturc. While forcign cxports may
not be a major outlet for agricultural products in the aggregate, they are
of importance for many commodities. Producers of wheat, cotton, tobacco,
rice, and some fruits look upon the foreign market as a major outlet. From
this we can casily see why tariffs and export-import policies have always been
a major concern to agriculture. Sizable groups of politically powerful pro-
ducers, such as the wheat, cotton, and tobacco intercsts, find their markets

4§, E. Johnson, “A Mid-Century Look at U. S. Agriculture,” Journal of Farm
Economics, November, 1951, pp. 649-662.
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U.S. EXPORTS OF SELECTED AGRICULTURAL
COMMODITIES AS A PERCENT OF PRODUGTION
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FIGURE 7. The relative importance of the export market for
selected agricultural commodities. (Courtesy USDA.)

closely ticd to foreign conditions. While we shall not devote much space
to this problem, its importance is great and must not be overlooked in the
evaluation of marketing programs and policies.
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CHAPTER FOUR

Agricultuml Production

Fully as important as a knowledge of the consumers of agricultural products
is the knowledge of the nature of agricultural production. Only with an
undcrstanding of production problems will some of the difficulties of the
marketing processes be fully appreciated. Agriculture would have been
saved from some unsound suggestions for solving its problems if the people
advancing the cure-alls had been familiar with the production side of the
picture.

THE PRODUCTION PLANT

Many people think of farms and land area as synonymous. The United
States is a big country; hence it is commonly believed that there is a rela-
tively unlimited amount of farm land upon which to produce food. This,
of course, is not true. Nearly two-fifths of the land area of the country

TABLE 1. Mgdjor Use of Land, United States, 1950

LAND USE PERCENT OF 10OI'ALL AREA

Land m farms:

Cropland 25
Pasture 29
Woodland, farmlots, etc. 7
Total in farms 61

Land not in farms:

Grazmg land 22

Forcst and all other 17
Total not in farms _ 39
Total U. S. land 100

source: H. H. Wooten, “How Our Land Is Used,” Agricultural Situation, Feb-
ruary, 1952.

49
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reccives less than twenty inches of rainfall annually, and therefore has very
limited agricultural potential from that standpoint alone. The National
Resources Board has cstimated that 47 percent of our land arca is non-
arable because of topography, moisture, soil conditions, and so on, and
only 16 percent of the land is rated good or better for agricultural uses.
Table 1 shows the way our land is actually uscd. Only onc-fourth of the
total is in cropland. About half is available for grazing.

The Production Unit

The principal unit of agricultural production is the so-called family
farm. In 1950, only 22 percent of the total people working on farms were
hired labor. T'he other 78 percent were family workers. About three-fourths
of our total commercial output comes from farms which arc operated as a
family unit. The remainder comes principally from largc-scale aggregates.
Part-time or very small units contribute very little.

This mcans that the average farm operator is the manager and laborer
all rolled into one. The sale of farm products is largely done by the operator
who must know somcthing about both production and markcting. And for
the average farmer, the amazingly complex job of agricultural production
demands most of his attention. There is little time for him to become a
spccialist in marketing.

TABLE 2. Distribution of Farms and Production by Type of
Farming Group, United States, 1945

TYPE OF FARMING GROUP NUMBER OF FARMS VALUE OF PRODUCT

PERCENT OF U, S. TOTAL

Fruit and vegetable farms 3.9 8.8
Horticultural specialty and forest product farms 0.8 1.5
All other crop farms 31.8 32.9
Livestock farms 13.8 23.1
Dairy farms 9.5 12.6
Poultry farms 4. 5.2
General farms 11 12.5
Subsistence and nonclassified 23.8 3.3
All farms 100.0 100.0

source I'. L. Thomsen, Agricultural Marketing (New York, McGraw-1hll),
adapted from table, p. 53.

Even in its production organization, the average farm is considerably
less spccialized than arc firms in manufacturing. Table 2 classifics farms as
to their major source of incomcs. The large bulk of the commercial farms
are crop, livestock, and general farms. This group, though, encompasses a



Agricultural Production 51

wide range of specialization. Some of the crop farms may be wheat farms;
some of the livestock farms, hog farms. But many crop farms will raise
several types of crops—many livestock farms several kinds of animals.

Another fact must be added to this picture of many relatively small
and highly diversified production units. The amount of products sold in any
one year from the great majority of farms is very small (Table 3). In 1950,
less than one-fourth of the farm units sold products worth $5,000 or more.
In 1945, it was estimated that the top third of the farms accounted for
78 percent of the total value of farm production; the lower third, only s
percent. The number of farmers who are actively interested in selling large
amounts of products is considerably less than the total number of farmers.
The near-subsistence farmers, though making up nearly one-fourth of the
farms, are not an important part of the commercial marketing machinery,
since they contribute only about 3 percent of the total product.

TABLE 3. Farms Classified by the Value of Products Sold,
United States, 1950

VALUE OF PRODUCTS SOLD PERCENT OF TOTAL FARMS

Commercial farms:

$25,000 and over 2.0
$10,000 to $24,999 7.2
5,000 to 9,999 13.5
2,500 to 4,999 16.2
1,200 t0 2,499 16.
250 to 1,199 * 13.1
Total commercial farms 68.8
Part-time farms t 119
Residential and abnormal farms 19.3
All farms 100.0

* Opcrator working off farm less than 100 days and farm sales greater than other
income.

t Opcrator working off farm 100 days or more and other income exceeding farm
sales.

sOURCE: “A Better Picture of Our Small-Scale Farms,” Agricultural Situation,
March, 1952.

All of this adds up to two very important facts which have a great
impact upon the marketing of farm products. The first is that much of our
production is sold in relatively small lots from a large number of units. The
hog marketing machincry cannot get all the hogs from farm group “A”
and the poultry marketing machinery get all the poultry from farm group
“B.” Some poultry must be assembled from “A” and some hogs from “B.”
The marketing machinery must be set up to serve both groups for both
products.
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The sccond observation is that the farmer is by nature—and probably
by nccessity—a man primarily interested in production and only secondarily
intcrested in marketing. He either sells very small amounts at a timc or very
few times a year. This attitude helps explain why obvious shortcomings in
marketing continuc for long periods of time without some cffort being
made for correction.

CHARACTERISTICS OF THE PRODUCT

A Raw Material

The output of agriculture is largely a raw material which will be used
for further processing. It has been cstimated that only about 28 percent of
the total volume of agricultural food production moves to consumers in a
nonprocessed form. The remaining 72 percent will undergo some processing
before it reaches consumers.! This processing may be limited, as in the con-
verting of livestock into mcat. It may be highly complex as in the convert-
ing of wheat into “Wheaties.” Regardless of the complexity, however, the
product sold by the farmer soon loses its identity as a farm product and
simply becomes “food.”

Bulky and Perishable Products

Compared to most nonagricultural products, agricultural products are
both bulkier and more perishable. Bulk affects marketing functions which
are concerncd with physical handling. Products which occupy a lot of space
in relation to their value almost automatically raise unit transportation and
storage costs. A truckload of drugs would be considerably more valuable
than a truckload of wheat. In this scnse, fruits, vegetables, grain, and meats
are all quitc bulky.

Pcrishability, too, can be measurcd only in relation to other products.
All products after a period of time deteriorate. Some agricultural products,
like fresh strawbcrrics or fresh peaches, must move into consumption very
quickly or they completely lose their value. Wheat, on the other hand, can
be stored for a considerable length of time without much deterioration.
Even the most storable of agricultural products, however, arc usually more
perishable than other industrial products.

These characteristics have their effect on the facilities which are nec-
essary to market farm products. Bulkiness, plus the varying production
which will be discussed later, requires large storage capacities. Perishable
products require spcedy handling and often special refrigeration. Quality
maintenance often becomes a real and costly problem.

! Allen B. Paul, The Economic Structure of the Food Processing Industries, 1llinois
Mumneograph FT g5, p. 5.
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CHARACTERISTICS OF PRODUCTION

Total Output

The total output of the nation’s farms has been gradually increasing
throughout the years (Figure 1). From 1910 to 1940 the trend in total
agricultural output was slowly upward with the exception of thc drought
years of thc mid-thirties. Since 1940, agricultural production has increased
as much as it did during the entire previous thirty years.

Percent of 1935-39

140 L~

120
100 ) A |l

of 1 L 1 ]
1910 1920 1930 1940 1950
FIGURE 1. Total United States agricultural production, 1910-

1952. (Source: Bureau of Agricultural Economics,
USDA.)

During the past decade or so a revolution has occurred in agricultural
production. Practically thc same amount of land is under cultivation as in
1910. Farm employment actually dcclined about 20 percent from 1910 to
1950. However, during the 1940’s, crop production per acre increased 15
percent and production per animal unit 10 percent. Much of this has been
due to the replacement of the horse with power equipment. Other great
improvements have been made in sced variety, livestock nutrition, fertiliza-
tion, and a multitude of other areas making agriculture more productive.
Truly, technology has shown how to grow two plants where one grew
before. But it also has put grcater pressures on the marketing machinery to
move this added production into consumption.

Annual Variability in Production

Total agricultural output is relatively stable from year to year. How-
ever, marketing agencics do not handle totals—they are generally specialized
to handle individual commoditics or groups of commoditics. Livestock
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TABLE 4. Year-to-Year Variation in Gross Farm Production, by
Groups of Products, United States, 1910-1950

AVERAGE VARIATIONS AVERAGE VARIATIONS
FROM PRECEDING FROM PRECEDING
PRODUCT YEARS PRODUCT YEARS
PERCENT PERCENT
Total gross farm pro- Truck crops 5.1
duction 5.1 Vegetables, except truck 11.0
Product added by meat Tobacco 14.7
ammals and animal Fruits and tree nuts 15.1
products 27 Feed grains 15.4
Total crops 8.0 Cotton 17.4
Food grains 12.7

source: T. W. Schultz, Economic Organization of Agriculture (New York, Mc-
Graw-Hill, 1953), p. 217.

TABLE 5. Pattern of Annual Production Variability of Selected
Products, United States, 1910-45

4
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+31 and more - - - 2 2 4 4 3 2
+21 to 430 - - - 2 2 3 2 2 3
+16 to 420 - 1 - 4 3 2 2 3 3
411 to 415 - 1 4 2 5 2 5 4 4
+6 to +10 - 8 9 3 3 5 4 4 2
fromoto x5 36 2§ 18 14 9 vi 7 7 5
—6 to —10 - 1 4 1 3 5 3 3 5
—11 to —15 - - - 3 2 3 3 3 6
—16 to —20 - - - 2 3 1 2 - 3
—21 to —30 - - 1 2 2 3 2 S 2
—31 and less - - - 1 2 1 2 2 -

Average change
in percent * 2.1 41 59 131 160 162 153 162 145

* The apparent disagrecment of some of these data with those in Table 4 can be
explained by the difference in time period covered.
source: T. W. Schultz, Production and Welfare of Agriculture (New York, Mac-

millan, 1950), p. 73.
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handlers and meat packers are only vaguely interested in the wheat crop.
Elevator operators, millers, and bakers spend very few sleepless nights over
the vegetable situation. It is the amount of production variation of indi-
vidual commodities which is of importance to marketing.

Table 4 shows that wlile aggregatc production varies only about §
percent on the average from year to year, production of the specific com-
modity groups has a much greater variability. Table g shows this variability
in greater detail for individual commodities.

There is stability in total agricultural production largely because of the
wide diversity of products and large area involved. When one commodity
or area is down in production, the chances are that some other commodity
or area is up. The pattern of annual variability is different for various
commoditics. The handlers and processors of dairy products arc assured of
relatively minor annual change in volume. In contrast, the flour miller
found that in seven of the thirty-six years covered in Table 5, the wheat crop
varicd morc than 20 percent from the preceding year.

This production variation mcans that the marketing machinery must
be prepared to handle the varying volume. Referring again to our wheat
examplc, transportation and storage facilities must be available to handle
the big crops as well as the average ones. An organization which must be
ready to handle largcly unpredictable variations in volumes cannot be as
fully utilized and efficient as one which has a large measure of control over
the volume handled.

Seasonal Variability in Production

In addition to the annual supply variability, agricultural production is
highly seasonal. The period of availability of fresh strawberrics is quite
short. Wheat is harvested over a period of four to cight weeks and the great
bulk of it moves immcdiately into market channels. Apples are harvested
within a relatively short period. Egg production is markedly higher in the
spring than in the late fall. Almost all agricultural products have an uncven
distribution of production throughout the ycar due to the dependence upon
the climatic conditions and biological naturc of production.

To the extent that the product is storable, storage capacity must be
furnished to hold the product until it is consumed. This means that during
part of the ycar, storage will be used at near capacity. At other times it will
be practically cmpty. To the extent that the product cannot be stored, the
product must be consumed immediately. This mcans that transportation
and refrigeration facilitics must be available to move it rapidly to the con-
sumer.
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The United States has a wide range of climatic conditions. By taking
advantage of this, the season of availability of many commodities can be
extended. For example, some strawberries arc available in Florida as early
as December. Then berries become available from Louisiana and other
southern states. The season continues to move up through the central states
and finally into Wisconsin. By this mcthod, the effective strawberry market-
ing period is extended over months instead of two or three wecks. But this
means that the marketing machinery must be a flexible one, geared to
procurement and movement from a widespread and changing area.

Qudlity Variation

The general quality as well as the total production of agricultural
commodities varics from year to ycar. During some years the growing con-
ditions are such that the crop in gencral is of high quality. In other years
unfavorable conditions prevail and the crop is of much lower quality.

Such variations in the quality of production make it very hard to apply
uniform standards for grades from year to ycar. If the quality of the apple
crop is uniformly high, the standards for top grade apples may be strictly
adhered to. On the other hand, if the quality of the apple crop is poor,
grading standards may be relaxed somewhat to permit some apples to be
marketcd as top quality.

Variations in the quality also may change marketing patterns. For
example, during a year in which corn does not properly mature, large
amounts of “soft” corn are harvested. The corn will spoil if not used before
the following spring. Farmers then may buy additional feeder stock in
order to utilize this corn. The marketing pattern of thesc feeders, however,
will be different from the usual pattern as the feeding period is adjusted
to the condition of the corn.

Areas of Production

It was found that there was a concentration of our domestic popula-
tion and income. There is also considerable concentration of agricultural
production. Figure 2 shows the national production picture as measurcd by
the value of farm products sold per squarc milc.

The eastern concentration is due largely to such intensive agricultural
crops as milk, eggs, broilers, and vegetables. The middle western area rep-
resents the highly concentrated agricultural region. There is considerable
justification for the claim of the central “corn-belt” region to the title of
food basket of the country. The twelve north central states account for
over two-fifths of the total farm marketings of the country.
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FIGURE 2. The geographic distribution of total agricultural
output in the United States—showing the area of
each state proportional to the value of farm products
sold, 1950. (Courtesy U. S. Dept. Com.)

Figure 3 is a series of maps showing where several important commodi-
ties are produced. These should be studied carefully as the story they tell is an
important one. They, too, show considerable concentration within relatively
limited areas. When one gets the production picture in mind, the trans-
portation problem of moving products to consumption areas becomes
evident.

Adjustment of Production to Changing Conditions

Agricultural output comcs from many small units operated inde-
pendently. The production is to a great extent dcpendent on weather and
biological patterns of reproduction. The farmer may wish to change his
output and attempt to do so by planting more or fewer acres or by breeding
more or fewer sows. However, the final output is considerably beyond his
control, as weather, disease, and other relatively non-controllable factors
will affect yields per acre and the productivity of his animals. The fact
must be faced that it is not possible quickly to shut off or turn on agricul-
tural production. This means that marketing agencies in the aggregate must
adjust themselves to the supplies rather than adjust supplies to suit their
needs.

A tomato canner must estimate how much of his product he can scll
at a price estimated nearly a year in advance. From this cstimate he then
can contract suitable acreage with his producers. If his estimation of the
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(Courtesy U. 8. Dept. Com.)



CATTLE SOLD
NUMBER OF CATTLE AND CALVES SOLD ALIVE, 1949

UNITED STATES TOTAL
36,318,636

100T=5000 HEAD

(COUNTY UNIT BASIS)

SHEEP SOLD
NUMBER OF SHEEP AND LAMBS SOLD ALIVE, 1949

UNITED STATES TOTAL

20,003,070 | DOT+5,000 HEAD

(COUNTY UNIT BASIS)

FIGURE 3. (continued)
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CHICKEN EGGS SOLD
DOZENS, 1949

UNITED STATES TOTAL
2,409,646,763

1 DOT +»500,000 DOZENS
(COUNTY UNIT BASIS)

WHOLE MILK SOLD
NUMBER OF POUNDS, 1949

) 2

D

UNITED STATES TOTAL .
68.529,441,179 1 DOT=10,000,000 POUNDS

COUNTY UNIT BASIS)

FIGURE 3. (continued)
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VALUE OF ALL CROPS SOLD
DOLLARS. 1949

UNITED STATES TOTAL
$9.802,844,913 | DOT+$2,000,000
(COUNTY UNIT BASIS)

ALL WHEAT THRESHED
ACREAGE, 1949

UNITED STATES TOTAL | DOT +10.000 ACRES

71,161,061 (COUNTY UNIT BASIS)

FIGURE 3. (continued)
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UNITED STATES TOTAL
83,336,045

CORN FOR ALL PURPOSES
ACREAGE, 1949

1 DOT=10,000 ACRES
(COUNTY UNIT BASIS)

UNITED STATES TOTAL
35,331,447

OATS THRESHED
ACREAGE, 1949

“t),
R W
5
§ 1D0T+10,000 ACRES

(COUNTY UNIT BASIS)

FIGURE 3. (continued)
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SOYBEANS HARVESTED FOR BEANS*
ACREAGE, 1949

UNITED STATES TOTAL
10.147.760 | DOT=2.000 ACRES

+ GROWN ALONE AND WITH OTHER CROPS (COUNTY UNIT BASIS)

ACREAGE, 1949

‘HEWT%;;
\L H e I m&?ﬁ"

‘\:jé} TOBACCO HARVESTED
—~—

X
%7
g LN
UNITED STATES TOTAL 7
1,532,298 100T=1,000 ACRES

! (COUNTY UNIT BASIS)

FIGURL 3. (continued)
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COTTON HARVESTED
ACREAGE, 1949

UNITED STATES TOTAL
26,599,263

1 DOT+10,000 ACRES
(COUNTY UNIT BASIS)

FIGURE 3. (Continued)

market conditions and yields turns out correctly, he will pack and sell as
planned. But his market cstimates could be wrong. The weather could be
unfavorable.

Aside from such short-run adjustment problems, it takes long periods
to change materially the production of some commodities. Fruit groves are
planted ycars in advancc of their coming into production. The market
situation may change during this period. The expansion of milk production
is a slow process. Once investment is made in buildings, equipment, and
the herd, changes arc very difficult and cxpensive to make.

This inability to adjust quickly to changing conditions creates a high
risk element in agriculture. 'T'he market for which a long-time production
plan is made may be nonexistent when the production is finally available.
Changes in consumer tastes may find large amounts of agricultural re-
sources being devoted to the production of something which is no longer
so greatly desired. High prices due to shortages of production may destroy
the consumer market for that good when it finally arrives in quantity. This
relative unpredictability and uncontrollability of production volume helps
explain many of the actions which have been taken to strengthen the posi-
tion of farmers. Some of the implications of this inability to adjust quickly
to changing conditions are taken up in the discussion of prices in Chap-
ter 6. The reader should compare the price theory developed there with
the practical problems outlined in this chapter.
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CHAPTER FIVE

The Cost of Marketing

In the preceding two chapters, we have discussed the basic characteristics
of the agricultural market. We examined the agricultural production plant
—where and under what conditions the raw products are produced. We
studied in some detail the consumers of agricultural products—where they
are and various factors which affect their consumption habits. The scene is
now set for the marketing of agricultural products, since the role of market-
ing is to move the goods from the producer to the consumer. The focal
point of interest in this picture is that of marketing costs.

The difference between the price which the consumers pay for a
product and the pnce the produccr of that product receives is generally
referred to as the arketing matgin, This margin includes all of the costs
of moving the product from the point of production to the point of con-
sumption, of any processing which may be undertaken, and of handling
at all levels in the marketing machinery. In other words, it represents the
cost of performing the various marketing functions and of operating the
various agencies which were outlined in Chapter 2.

THE FARMER’S SHARE

At almost any given time, somebody is investigating the “high cost of
marketing.” If the times are prosperous and prices high, labor and consumer
groups are the active agitators. If the times are depressed and prices low,
farmer groups are probing into the situation.

Regardless of the interest group, attention is usually focused on the
farmer’s share of the consumer’s food dollar. An increase in the share is
taken as evidence that farmers are the real cause of rising food prices. A
decrease in the share is taken as clear proof that middlemen are getting rich
off the farmer again.
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In an elementary sense, the farmer receives what the consumer pays
for food after the various costs of marketing are taken out. This residual
amount expressed as a percentage of the rctail food dollar is referred to
as the “farmer’s share.” The most widcly used source of information on the
retail cost of food, the marketing charges, and the farm value is the Agricul-
tural Marketing Service scries of the “Market Basket of Farm Food
Products.” This series reflects the prices and marketing charges of the
quantity of food equal to the 1935-1939 average annual purchases of a
family of three average consumers.!

Changes in the Farmer's Share Through a Period of Time

A study of Figure 1 will show that the retail costs of food have varied
widely through a period of time and have moved up and down with the
general economic health of the country. (We may refer again to Figure 1
in Chapter 3 and recall that the dollar outlay for food moves up and
down with the fluctuations in the disposable incomes of consumers.) It also

EARM FOOD THE MARKET BASKET*
PRODUCTS $ MARKETING CHARGES

400
® Farmer's Share of Food /°
Dollar i
e Family Market o ||| o
Basket
800 [T yaLuE of prODUCTS
CONSUMER’'S FOOD Retail |
DOLLAR ~

400
|

/°|-

LRI AR s 0 .|....JJ,..J....|...L|JJ.1L.J..

0
1915 1930 1945 1915 1930 1945

@ ANNUAL PURCHASES OF FAMILY OF $ AVERAGE CONSUMERS, 1935.39
© TAXES PAID BY PROCESSORS AND EQUIVALENT PAYMENTS TO FARMERS

FIGURE 1. Changes in the farmer’s share of the consumer’s food
dollar showing the relative fluctuations of the retail
value, the marketing charges, and the farm value of
food. (Courtesy USDA.)

! See R. D. Been, Price Spreads Between Farmers and Consumers, USDA Agricul-
tural Information Bulletin 4, 1949.
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shows that the farmer’s share moves up and down with_changes in the
amount of the consumer’s outlay at the retail level. The share has varied
from a low of 32 cents in the depression years of 1932 to a high of 54 cents
in the war year of 1945. In other words, when the retail expenditure is
reduced, the farmer reccives a smaller percentage of the reduced consumer
outlay. When the retail expenditure is increased, the farmer receives a
larger percentage of the increased consumer outlay.

The basic reason for this relationship is the relativcly inflexible nature
of the marketing charges. Though it is true that these charges also move
up and down with changing business conditions, the change is relatively
quite small. Marketing charges are “sticky.” As the consumer outlay at the
retail level increascs, the marketing charges do not incrcase as much. There-
fore, as a percentage of the consumer dollar, marketing charges will de-
creasc and the farmer’s sharc will increase. The reverse situation will be true.
when the retail expenditure declines. This relationship is illustrated in
Table 1.

TABLE 1. Relationship of Retail Value, Marketing Charges, and
Farm Value of Market Basket of Farm Foods in a
Period of Low and High Prices

LOW PRICE HIGH PRICE PERCENT
PERIOD PERIOD CHANGE
(1932) (1948) (1932 TO 1948)
Retail cost $285 $690 +142
Marketing charges 195 339 + 74
Farm value 90 351 +290
Farmer’s share of consumer’s dollar 32¢ 51¢ + 59

TABLE 2. Changes in Retail Value, Marketing Charges, and
Farm Vdlue of Two Products in a Period of High
and Low Prices

1.LOW PRICE PERIOD HIGII PRICE PERIOD PERCENT CHANGE

(1932) (1948) (1932 10 1948)
PRODUCT PRODUCT  PRODUCT PRODUCT  PRODUCT PRODUCT

WITH WITH WITH WITH WITH WITH

SMALL  LARGE SMALL LARGE SMALL LARGE

SHARE  SHARE SHARE SHARE SHARE SHARE

(BREAD)  (BEEF) (BREAD)  (BFEF) (BREAD)  (BEFF)

CENTS  CENTS CENTS  CFNTS

Retail cost (1b.) 7.3 24.2 14.5 73.7 + 99 +204
Marketing charges 6.8 13.2 11.9 20.7 + 75 + 57
Farm value 0.5 11.0 2.6 53.0 +420 +382

Farmer's share of
consumer’s dollar 7.0 45.0 18.0 72.0 +157 + 60
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This “sticky” nature of marketing charges also helps explain why the
farmer’s share of some commodities fluctuates so much more than that of
others. Gencrally, the larger the marketing charges which must be sub-
tracted from the consumer’s dollar, the greater the percentage change in
the farmer’s share will be. A study of Table 2 shows the difference in share
change of a commodity with a relatively large marketing charge and one
with a relatively small marketing charge.

In both of these situations, the change of the share through a period
of timc and the differences in the change of share among commodities, the
change can come about without any change in the physical organization of
the markcting system.

Differences in the Farmer's Share Among Commodities

Besides the attention which is given to the changes in the farmer’s
share, the wide variation in the size of the farmer’s share among different
commodities often draws the fire of investigators. Table 3 gives the market-

TABLE 3. Marketing Charges and the Farmer's Share of the Con-
sumer’s Dollar Spent for Selected Foods, 1952

FOOD PERCENT OF CONSUMER’S DOLLAR
MARKETING CHARGES FARMER'S SHARE
All foods 52 48
Beef 30 70
Eggs 30 70
Pork 39 61
Fluid milk 41 59
Potatoes 45 55
Evaporated milk 50 50
Tomatoes, fresh 55 45
Flour, white 56 44
Cabbage, fresh 57 43
Margarine 64 36
Oranges 65 35
Tomatocs, canned 8o 20
Corn flakes 82 18
Bread, white 8g 15

SOURCE: Marketing and Transportation Situation, B.A.E., USDA, January, 1953.

ing charges and farmer’s share for several commodities and illustrates this
wide variation. For example, the farmer’s share of the consumer’s dollar
spent for beef is more than four times the size of the share received from
the sale of bread.

Upon a minute’s reflection, however, the reason for these variations

P v——
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than for others. Only if all commoditics were alike in all respects would the
marketing charges and farmer’s sharc be alike. To a Targe degree, diffcrences
in the size of the farmer’s share reflect the effect of the product characteris-
tics on the complexity of the marketing functions which must be performed.
/The major product characteristics which contribute to this difference might
‘be classificd as follows:

1. Processing. The more work which must be donce in changing the form of the
product to satisty the consumer, the greater the marketing charges will be.

2. Penshability. The marketing of penshables is usually more costly than that
of nonperishables. Spoilage 1s greater. Expensive refrigeration may have to
be used both in transportation and in the various stages of the marketing
channcl.

3. Bulkiness in relation to value. Some products will require more space in both
transportation and storage. This would tend to mcrease cost.

4. Lxtreme scasonality of production. Commodities which must come to
market within a very short time requure facihties to handle the peak period
of production. 'These same facilities may be only partially uscd during the
rest of the year. If such commoditics are also penshable, incrcased spoilage
costs also will result.

Other factors not attributable to the product itsclf may also causc
some of the diffcrences. Institutional factors such as a high degree of ver-
. tical intcgration or a lnghl) oroamnd system of accurate marl\et informa-
tion might result in differcnce in the size of share. The demand by con-
sumers of a large amount of special serviees in some commodity arcas may
‘result in higher costs. Of course, most commodities represent a combination
of thesc factors. It is the rare casc where everything clse would be the same
cexcept perishability or amount of processing and the like. But a re-cxamina-
tion of Table 3 with these factors in mind will aid in cxplaining many of
the dlﬁercnccs among the farmer’s share of the various commoditics. For
example, much of the great difference between the beef and bread share
referred to before can be attributed to the difference in the amount of
processing done; much of the difference between the farmer’s share received
from the sale of tomatocs and that from potatoes, to the difference in
perishability.

COMPOSITION OF THE
MARKETING MARGIN

The marketing margin can be broken down in many ways. Two of the
most common classifications arc on the basis of specific cost items and on
the basis of jobs peiformed at the various levels in the marketing channel.
Tables 4 and 5 break down the marketing margins for several products on
these two classifications.



TABLE 4. Breakdown of Marketing Margins for Farm Foods by
Various Services, 1939 (Arranged in Order of Process-
ing Necessary)

LOCAL TRANS-
PRODUCT RETAILING WHOLESALING ASSEMBLY PORTATION PROCESSING

PERCENT OF TOTAL MARKETING CHARGES

All farm foods 387 11.0 5.8 10.4 34.1
Eggs 34.6 26.8 27.1 11.5 —
Fresh fruits & vegetables 471 14.0 9.7 29.2 —
Chicken 42.8 12.6 16.8 6.7 21.1
Fluid milk 64.9 13.7 — 21.4
Butter 36.1 21.6 9.8 4.5 28.0
Chcese 469 21.8 3. 2.3 25.1
Meat 49.0 11.8 — 8.8 30.4
Flour 20.0 10.5 5.5 21.1 319 *
Canned beans 26.5 14.9 4.0 2.3 51.4°
Prepared cereal 25.5 8.1 2.8 6.3 57.3
Bakery products 18.8 11.8 0.9 2.1 60.4

* Includes 3.1 percent of termmal storage.
SOURCES: Scries of Margins and Costs Studies by Commodities, USDA Techmical

Bulletins 936, 932, 934, 969, 1946-48.

TABLE 5. Breakdown of Marketing Margins for Farm Foods by
Various Cost Items, 1939 (Arranged in Order of Proc-
essing Necessary)

CONTAINER,
WRAPPER,
WAGES,* TRANS- ADVER- MATERIAL  OTHER
PRODUCT SALARIES PORTIATION PROFITS TISING COSTS  EXPENSFS t

PERCENT OF TOIAL MARKEI'ING CHARGES

All farm foods 40.2 10.4 8.8 — 6.5 34.1
Eggs 43.6 11.5 — — 16,5 28.5
Fresh frmuts &

vegetables 38.2 29.2 —_ — 8.3 24.3
Chicken 46.6 6.7 — —_ 15.4 % 41.3
Fluid milk 58.4 — 7.4 2.0 12.5 19.7
Butter 36.1 4.5 6.2 — 8.9 443
Cheese 44-4 2.3 13.6 — 8.2 31.§
Meat 53.1 11.2 — — — 35.7
Flour 30.8 21.1 10.8 5.7 — 31.6
Canned beans 34.7 2.4 11.4 48 19.2 27.5
Prepared cercals 28.8 6.3 12.0 10.0 — 429
Bakery products 40.9 2.6 9.8 4.3 6.4 36.0

* Fxclusive of wages and salaries in transportation agencies.

t Includes taxcs, depreciation, mterest, ctc., and in cascs where not broken out scpa-
rately, profits, advertising, container costs, ctc.

1 Feced charges of hive chickens while held for processing.

SOURCES: Series of Margin and Costs Studies by Commodities, USDA Technical
Bulletins 936, 932, 934, 969, 1946-48.
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The amount of the margin which can be attributcd to processing, of
course, varies widely. Fresh fruit and vegctables have no processing costs,
while bakery products have a very large processing bill. However, for all
of the products the portion of margin absorbed by retailing stands out
because of its consistently large size. For all food, retailing accounts for
ncarly two-fifths of the total margin. On the other hand, the amounts taken
by the wholesaling operations and by the agencies involved in the country
assembly of products arc relatively small.

When the margin is broken down by various cost itcms, another fact
becomes clear. Wages and salaries account for the largest part of the total
margin. Two-fifths of thc marketing margin of all foods can be attributed
to wages and salaries. In all of the listed commoditics, thc importance of
this item of cost 1s illustratcd.

There are always thosc who immediatcly will question data which are
not “up-to-date.” However, various margin studies in recent ycars have
merely confirmed the results of these earlier studies. It appears that while
there might be minor changes with the passing of time, the rclative im-
portance of the various items remains unchanged.

TABLE 6. Breakdown of Total Marketing Margins for Meat,
1932, 1939, and 1947

1932 1939 1047

PERCENT OF TOTAL MARGINS

Breakdown by services:

Retailing 50.0 49.0 44.9
Wholcsaling 12.1 11.8 11.6
Processing 30.3 30.3 37.1
Local assembly 7.6 8.9 6.4
Breakdown by cost items:
Wagcs and salanes * 53.2 59.5
Transportation * 11.2 8.9
Other costs * 35.6 31.6

* Not available.

source. Kathryn Parr, Farm to Retail Margins for Livestock and Meat, B.AE.,
USDA, 1949.

A study which compared the composition of the marketing margin
for meat in a low price period, 1932, a “normal period,” 193¢, and a high
price period, 1947, found the same relative importance in the brecakdown
of the margin for all periods. Table 6 shows that over the fifteen-year period
and under widely different economic conditions, retailing was the most
costly service performed, and that wages and salaries made up the largest
single item of cost.
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Table 7 summarizes the results of various other recent studies. These
products involved very little if any processing. Local assembly costs in some
instances cover the costs of sorting and packaging the product for ship-
ment. Herc, again, the large amount of the share taken for retailing stands
out. The fact that the job of retailing is relatively so cxpensive proves noth-
ing about its relative efficiency. To a considerable extent, the expense of
retailing merely reflects the complexity of the job done. A retailer performs
all of the functions of marketing in some degree. i

TABLE 7. Breakdown of Marketing Margins by Various Services
for Selected Commodities

LOCAL TRANS-
PRODUCT AND ARFA RETAILING WHOLESALING ASSEMBLY PORTATION

PERCENT OF TOTAL MARKETING MARGIN

Apples sold in Pittsburgh, Pa.,
1949~50, from:

Pacific northwest * 30.8 11.3 30.1 27.8
Eastcrn states * 43.8 1.2 6.9 38
Appalachian region t 43.6 11.5 6.4 38.5

Apples sold in Chicago, 111,
194748, from:

Woashington state ¢ —48.5— 19.4 32.1
F'resh vegetables sold m Calif.: §

Asparagus from Calif., 1949 51.1 16.5 5.1 27.3

Cclery from Calif., 1948-49 54.5 22.2 9.4 13.8
Wisconsin cggs sold in- ||

A southem city, 1949 21.4 41.8 36.8 b

An castem city, 1948 25.4 40.6 34.0 *x
Western turkeys sold, 1948-49, to: ([

New York 42.3 13.3 22.0 tt 22.4

Chicago 49.8 4.7 25 tt 20.4

San Francisco 50.2 14.7 20.3 5.8

* H. W. Bitting and I1. T. Badger, Marketing Charges for Apples Sold in Pitts-
burgh, USDA Agnicultural Information Bulletin No. 47, 1951.

t 11. H. Reizenstein and H. W, Bitting, Farm to Retail Margins for Appdlachian
Apples, USDA Agncultural Information Bulletin No. 44, 1951.

t H. H. Reizenstcin and 1. W. Bittng, Farm to Retail Margins for Washington
Delicious Apples Marketed in Chicago, USDA Agncultural Information Bulletin No. 6,
1949.
49§ J. Foytik, Cadlifornia Celery—Marketing Channels and Farm to Retail Margins
and California Asparagus—Marketing Channels and Farm to Retail Margins, California
Mimeographs 117 and 116, 1951.

|| W.P. Mortenson and T. F. Graf, Marketing Eggs in a Southern City, Wisconsin
Mimeograph, and Marketing Eggs in the Lake States, Wisconsin Bullctin 168, 1950.

((]J. O. Genald, Farm to Retail Margins for Marketing Western Turkeys, USDA
Agricultural Information Bulletin No. 5, 1949.

** Transportation costs are largely included in the wholesaling and assembly costs.

tt Includes dressing expenses.
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Labor Costs in Marketing

'The large portion of the total marketing margin which is attributable
to labor costs makes this itcm one of the focal points in any cffort to reduce
the costs of the marketing process. Not only in the total figures are labor
costs high, but at each level of the marketing process they are the major
item of expense. In a study of nincty-two grain clevators, 43 percent of the
total margin taken went for wages and salarics. Of the margin taken by
meat packers, wages and salaries accounted for ncarly 47 percent. Nearly 5o
percent of the total margin taken by cight coopcrative egg and poultry
marketing associations was nceded to pay labor costs; 38 percent of citrus
packing house cxpenses also went for this item. Of the total margin of
138 mcat markets, 59 percent was necded to pay for labor.? Such cxamples
could be multiplied many times, but all would demonstrate the major im-
portance of wages and salaries in the marketing margin at all levels of
marketing.

It should be no surprisc that marketing margins will tend to increase
or decrease as the wage bill in marketing moves up and down, This relation-
ship is illustrated in Figure 2. As the unit labor cost has increased, up have
gonc the total marketing charges.

Profits in Marketing

No discussion of the composition of the marketing margin would be
complcte without some reference to the profits taken by the various agencies
of the marketing system. Profits long have been used as a public “whipping
boy” not only by critics of marketing, but in all other fields of cconomic
endcavor.

It has becomce popular to treat profits as a “residual”’—something which
is nicc to have, but which can be reduced or eliminated without any effects
upon the business system. This ignores the function of profits in an econ-
omy such as ours.?

Modern accounting procedurces often include the return to both capital
and management under the accounting breakdown of profit. Profits in this

3 The studics from which these examples were taken in the order mentioned are:
E. G. Byer, G. B. Wood, and G. S. Abshier, A Financial Business Analysis of Indiana
Grain Elevators, Indiana Bulletin 547, 1950; G. M. Lewis, Financial Results of the Meat
Packing Industry, 1950, Amencan Mcat Institute, Mimeograph, 1951; H. E. Ratcliffe,
Cooperative Marketing of Eggs and Poultry in Ohio, Farm Credit Administration, USDA
Bulletin 59, 1950; J. K. Samuels and G. L. Capel, Citrus Packinghouse Costs in Cali-
fornia, Farm Credit Admmstration, C-138, 1951; K. Bjorka, Marketing Margins and
Costs for Livestock and Meat, USDA Technical Bulletin 932, 1947.

3 We are not here concened with profits as developed 1n the strict theoretical sense.
Those who wish to explore that area should turn to appropriatc theory sources.
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FOOD MARKETING CHARGES

20 C R Total

s s LABOR c'oswrs° 1

2
Q0% RGN XXXR

3
5255

-----

1930 1940 1950

DATA ARE FOR DOMESTIC FARM FOODS
S OTHER COSTS AND PROFITS OEXCLUDING TRANSPORTATION LABOR COSTS

0

FIGURE 2. The composition of food marketing charges showing
the importance of changing labor costs. (Courtesy
USDA.)

sense are as necessary in attracting capital for the maintenance and growth
of a company as wages are necessary to attract workers.

Profits are reported on varying bases. Most businesses like to present
their carnings on the basis of a percentage of total sales. This permits a
large dollar profit to appear infinitcsimally small, especially if the sales vol-
ume of the firm is very large. For cxample, the meat packing industry earn-
ings in 1950 were 95 million dollars, but this was only 1.1 cents for cach
dollar of sales.* This small figurc can then be used to emphasize how unim-
portant profits are in the consumer cost of mcat. It is possible that this
de-emphasis of the importance of profits on the part of business has con-
tributed to the widespread fecling of the unnecessary nature of profits.

Another way of presenting profits is on the basis of net worth. This
tends to give the more valid picture of rcturns on the capital which is at
work in the company. It is on this basis that the earnings arc shown in
Table 8. The data in this table arc for the World War II and immediate
postwar period. This was a period when complaints about exorbitant profits
were commonplace. The earning records for these various food enterprises

¢ Lewis, op. cit,
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do not seem terribly out of line. Excessive profits of the marketing and
processing firms cannot be logically used as a major cause of excessive costs.
On the other hand, neither can the apparent reasonableness of the earning
record be used as the basis for arguing that the profit levels are “correct”
and that any lower level would invite disaster.

A Basic Reason for a Large Marketing Margin

Other parts of the marketing margin, such as transportation and re-
tailing, will be discussed in dctail in subsequent chapters. However, some
general conclusions about the size of the marketing bill can be proposed
at this time. Even with a perfectly functioning and highly efficient market-
ing machinery, the total costs would still be great. The fundamental reasons
for this have been outlined in the two preceding chapters.

The physical arrangement of the production and consumption pattern
of this country are responsible for much of the costs of marketing. The
bulk of the food production is concentrated within a relatively small area.
The major arcas of consumption are also concentrated within a limited arca.
These two areas are some distance from each other. Foods must travel long
distanccs. Losses from spoilage and deterioration are great.

Also fundamental to high marketing costs is the principle of consumer
supremacy. The consumer’s wants will be satisfied as long as he will pay’
for them. Habits and tastes vary, as we have discovered. Consumers desire
a considerable amount of scrvices. Matching production to such a situation
will always be an cxpensive process.

REDUCTION OF MARKETING COSTS
Inflexibility of Marketing Margins

We have scen how the rclatively stable naturc of the marketing margin
results in an cxaggerated fluctuation in the farmer’s share as the retail prices
change. Not only is the total margin rclatively inflexible, but the charges
taken by cach level of the system arc relatively sticky. To many, this in-
flexibility of the margin is onc of the greatest shortcomings of our market-
ing system.

Therc are some basic reasons why marketing costs do not move up and
down easily and proportionately with the change in dollar value of the
goods handled. Many of the costs of performing a particular marketing
function arc related to the physical volume handled rather than the dollar
value of that volume. This is true of both the processing and nonprocessing
establishments of the marketing channel. In a stockyard, for example, the
same labar force in the yard and in the offices must be employed to handle
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1,000 hogs on a day they are sold at $25 as on the day they bring $10. It
takes substantially the same plant and labor outlay to pack fruit at a time
when the value is high as when the value is low. It takes the same amount
of transportation space to haul 1,000 cascs of eggs at 25 cents a dozen as at
5o cents. T'his situation results in many marketing charges bemng levied on
a physical unit basis such as per bushel or per animal, instead of on a
percentage of dollar volume. Such charges become more difficult to adjust
to the changing valuc of the products handled.

The relative degree of competition or monopoly control in the market-
ing structure also has a bearing on inflexible margins. Increased unioniza-
tion of labor will probably lcad to greater rigidity both in wages and cm-
ployment practices. Though probably a more flexible cost structure in the
marketing system would be desirable, therc scems to be little reason to
believe that much improvement in this arca will be made.

The Farmer’s Share as a Measure of Marketing Efficiency

It should now be cvident that changes in the farmer’s share over a
period of timc arc not an adcquate indicator of changes in marketing
cfficieney. In fact, there is rcason to believe that in very prosperous times
when the sharc is rclatively large the machinery may be less efficient than
in depressed times when the share is small. Prosperous periods often cn-
courage poor management and organization, since large profits come easily.
Hard times furnish the impctus to operate as efficiently as possible. Neither
1s the difference in the size of share among the various commoditics an
indicator of rclative efficiency. Rather in most cascs it merely reflects the
complexity of the job which must be done in marketing the product.

It 15 doubtful whcther the statistics of the farmer’s share merit the
attention that they reccive. 'The important thing is not the size of the share,
but rather the total return which is reccived by agricultural producers from
the sale of their products. Iigher marketing costs and a more prosperous
agriculturc are compatible idcas. It is very probable that as the standard
of hving riscs, increascd demands for more processing and marketing serv-
ices will increase marketing costs. In some instances, maybe cnough is not
being spent to market the product to its best advantage. This situation
could be truc regardless of the size of the farmer’s share. Businessmen in all
ficlds arc continually attcmpting to discover new ways of attracting and
influcncing the consumer. In a sense, they are always asking the question,
“Docs marketing cost cnough?” Again we must recall what was said in
Chapter 1 concerning marketing cfficiency. It is not a matter of low
dollar costs alonc but rather of getting the marketing job done with the
best combination of resources. And the end product of the marketing job
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is thc movement of goods into consumption with top priority given to
consumecr satisfaction.

Opportunities for Reducing Costs

Though thc knowlcdge of the size and composition of the marketing
margin is not, of itsclf, a measurc of cfhiciency, it can be helpful to the
study of markcting cfhcicney. Cost and margin data help indicate areas
where cfhciency problems cxist. Such data when properly coupled with the
functions performed may furnish a comparison of the relative efficiency of
various organizatiom and mcthods 8
the various levels suggests that onc of the more fruitful areas of cffort to
reduce margins may be in the retailing operation. In the past, many of the
cfforts to reduce costs have been dirccted toward wholesaling and local
assembly. The brcakdown of thc margin shows that thesc arcas are of
rclatively small importance in relation to the total. The breakdown of
the margin on the basis of cost items suggests that the arcatcst increases
in cﬁ]cuncy might be madc in attacking the problem of labor utilization.

“Tn réducing marketing costs, it is gencrally recognized that little can
be gained from a blanket, across-the-board approach. Simply because the
costs of rctailing are high docs not mean there is some panacca to be used
in securing substantial savings. A gencral reduction in wage ratcs is an
unrcalistic approach to the problem of high labor costs. The problem is
rather the tedious onc of sccuring a saving here and improving a special
opcration there. A large number of small contnbutions will be the way
progress is madc.

Onc major approach toward incrcased efficiency of the marketing
system is the determumation of the optimum number and size of firms to
carry on the job. Much work has been done to ascertain the cconomics of
scale of various types of busmess. I'or cxample, a study on citrus packing
house costs found that as the volume packed incrcased from under 200,000
boxes to over 600,000 boxes, total cost fell from g4 to 83 cents per box. It
suggested that substantial savings could be rcalized by combining four
small packing houses into onc large one.® Tntegration of some of the func:
tions and agencics into onc busincss orgqmzatlon often is offered as a
teéfnﬁc]ué to reduce costs. The large food chains which operate processing
and wholesaling divisions as well as their retail outlets arc an example of
an attempt to reduce margins through integration. Though many studics

5 An cvaluation of the uscfulness and hnutation of cost and margin rescarch can be
found in the report of the Marketing Rescarch Workshop on Marketing Margins and
Lfficiency, USDA, Agncultural Research Adnunistration, 1950.

¢ Samuels and Capel, op. cit.
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have pointed out the possible cost savings through increased size and fewer
and intcgrated firms, there has been very little work toward determining
the optimum number of firms for effective competition. In the modern
business world thcre may have to be some compromise between securing
the maximum economics of scalc and maintaining an effective competitive
structure. Undiscriminating worship at the shrine of the economies of
scale may bring still greater costs by fostering weak and impotent com-
petition.

Another major approach toward increased efficiency is in the improv-
ing of the operational mcthods and layouts of individual firms. The end
product of such improvements can be the morc efficient utilization of
labor. The same study on citrus packing housc costs reported that the
number of men needed for operation could be reduced through the use
of proper machinery. A study of the operations of the receiving rooms in
milk plants concluded that with an improved arrangement, the job which
previously had taken four or more men could be done cither with one or
two men.” Through the proper training of peelers in tomato canning fac-
tories it was possible to incrcase productivity 20 percent.* Examples of
possibilities of improving the way labor is used, the handling of matcrials,
and the layout of plants arc numerous.

That cfhiciency of labor with resulting reduction in costs can be im-
proved in markcting is demonstrated by Figure 2. Unit labor costs have not
risen as much as have wage rates. Hourly earnings increascd 125 percent
from 1940 to 1950; unit labor cost incrcased 100 percent. This means that
the output per man of the marketing labor force has been increased.

TABLE ¢. Changes in Man-Hours Expended Per Unit of Output,
Selected Industries

PERCENT CHANGE

INDUSTRY 1949 FROM 1939
Flour and gram null products +20.5
Condensed and evaporated milk + 2.8
Sugar + 1.4
Beet sugar — 43
Confectionery —14.1
Malt liquors —20.2
Canning and preserving —21.7
Ice cream —27.7

soUrck: Burcau of Labor Statistics, U. S. Department of Labor.

7 C. E. Fiench, G. B. Wood, and V. C. Manhart, Labor Utilization in Receiving
Rooms of Indiana Milk Plants, Indiana Bulletin l; 6, 1952.

8 L. J. Haverkamp and L. S. Hardin, Simp i7ying Tomato Canning Factory Oper-
ations, Indiana Bullctin 528, 1948.
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Table g shows the changes in labor productivity which occurred
during the ten-year period, 1939 to 1949. This illustrates thc sharp differ-
ences which exist among the different industries. The flour and grain mill
firms actually were using 20 percent more labor per output unit in 1949
than in 1939. On the other hand, the icc cream industry had increased
its labor productivity by 28 percent.

It can safcly be concluded that the opportunitics for increasing the
efficiency of the marketing machinery have just begun to be explored. Such
work may not result in lower marketing margins if additional marketing
scrvices are demanded. But it may allow these additional scrvices to be
supplied without any marked increase in the margin.

There is nothing on the horizon which promises any drastic improve-
ment and lower costs in marketing. There are no curec-alls for high costs.
The basic job is too large and complex. But there is little reason to be
more pessimistic about continued gradual improvement in marketing than
in any other scgment of the economy.
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CHAPTER SIX

The Exchange Function—

Price Dasco very

'The exchange functions of marketing, buying and sclling, arc thc heart
of marketing. As goods move through the many hands before reaching the
final user, titlc changes scveral times. Ilach time title changes, a pricc must
be decided upon. This means that pricing is an intcgral part of marketing.
Pricc analysts claim that marketing is an important branch of the study of
prices. Marketing people claim that pricing is a major branch of the study
‘of marketing. Regardless of viewpoints, the study of marketing and of
prices go hand in hand. One really cannot adequately understand market-
ing without some grasp of the fundamentals of pricing.

It is the objective of the next few pages to present briefly some of the
basic concepts which are needed for price understanding. For many of you,
this will be merely review. For those of you who have not come in contact
with these concepts before, more careful study will be appropnatc.

PRICES IN A COMPETITIVE EFCONOMY!

The operation of any modern cconomic organization in which speciali-
zation of production exists requires that certain instructions be given.
Instructions must be given as to how the factors of production—land, labor,
capital, and management—are to be used. What should be produced and
how much? As we have already mentioncd, consumers have the final word
in giving thesc directions by their indications of what will be consumed
and in what amounts. The pcople selecting and channcling goods through
the marketing system must be told what is cxpected of them. Too, con-

! The assumptions of competition along with an appraisal of the degree of competi-
tion present in thc marketing of agricultural products will be discussed in the next
chapter.

85
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sumers must have information on the relative costs that producers incur
m supplying them with different goods so they can make their decisions
on how to allocate their limited incomes on a basis of more than sheer
desire. In a competitive cconomy the pricing machinery is expected to
transmit these orders and directions. Briefly, then, fluctuating competitive
prices have the following three major jobs to perform:

1. They are to guide and regulate production.

2. 'They are to guide and regulate consumption.

3. They arc to guide and regulate the distribution of goods both over a
period of time and from place to place.?

7conomics organized in some other fashion—such as socialistic and
communistic organization—still must find some way to give dircction to
the workings of the system. The area of disagrcement is not over what
orders are necessary, but rather over how and who should give them.

If a competitively functioning price system is allowed to give the direc-
tion, it has the advantage of being impartial. The idca of “fair treatment” is
lcft to the composite judgment of the market place rather than to the
decisions of individuals in positions of political power. Such a system of
dircction also has the advantage of being in continuous operation—there
is a continuous adjustment to changing conditions. This is in contrast to
the sluggish “after-the-fact” type of dircction which usually occurs when
the direction job is delegated to various public agencics. ¢

‘I'hc heart of pricc formation under competition is the supply-and-
‘demand analysis. ‘I'here is probably no more overworked and misunder-
stood phrasc in cconomucs than the “law of supply and demand.” To some
it 1s a form of magic or divinc guidance which is invoked to explain away
any major problem or dilemma. To others it is something which can be
used or ignored depending upon the desires of the moment. It is to these
fundamental ideas of supply and demand that we shall now apply ourselves.

The Meaning of Demand

Demand is a schedule of different quantities of a commodity which
buyers will purchase at different prices at a given time and place. The law
of demand merely formalizes the logical relationship between quantities
taken and prices. The lower the price the more will be purchased; and
converscly, the higher the price, the less will be purchased.

2 Boulding develops a very forceful illustration of the control functions of prices.
He uses the analogy of the flow of water m and out of a tank. Production 15 the flow
coming m, consumption, the flow going out. Price 15 the float system which equahzes the
rate of mtake and outgo. Sce K. E. Boulding, Economic Andlysis, 2nd ed. (New York,
Harper & Brothers, 1948), p. 117.
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Table 1 gives a hypothetical demand schedule of prices and quantities
which might exist for corn at any given time and place. Of coursc, for any
onc timc period a definite amount of corn will be purchased at the stated
price—say 1,750 million bushels at $1.30. But the demand schedule shows
what amounts would have been purchased if the price had been different.

TABLE 1. Hypothetical Demand Schedule for Corn

AMOUNT PURCHASED

PRICE PER BUSHEL (MILLION BUSHELS)

$1.60 1,500

1.50 1,570

1.40 1,660

1.30 1,750

1.20 1,900

1.10 2,030

1.00 2,190

.90 2,400

Figure 1 is the graphic presentation of the demand schedule given in
Table 1. This is the demand curve for corn. If the law of demand is valid,
the demand curve will always slopc downward and to the right on a graph
similar to Figure 1.

Cents per
Bushel
160 -
140 |-
120
100 -
80 1 I | 1 ] ] ! 1 ]
1500 1700 1900 2100 2300

Millions of Bushels Purchased
FIGURE 1. Hypothetical demand curve for corn.

The demand curve in Figure 1 and the demand schedule in Table 1
both illustrate the nature of the relationship between quantity and price as
it is established by prospcctive buyers. If the price were $1.60, 1,500 million
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bushels would be purchased; if the price were $1.40, 1,660 million bushels
would be purchased and so on for any other possible prices assuming that
all other things remained unchanged. The demand schedule and curve do
not indicate what the price and quantity are but only what the effect of
different prices will have on the quantity purchascd. The price which will
exist has not yet becn cstablished and demand alone cannot establish it.

Several important points, then, must be kept in mind if the idca of
demand is to be uscd correctly. First, it is a series, or schedulc, of amount-
price relationships. To forget this will lcad often to the very common
error of associating a pricc change or a consumption change alone with
demand.

Secondly, demand indicates the differing amounts that will be pur-
chased at differing prices, and not simply the amounts necded by pur-
chasers. The demand which is important in markcting is what is oftcn
termed effective demand. Effective demand is the desire of the consumer
for the commodity backed up by purchasing power. Effcctive demand,
then, is the quantity that would be purchased at the cxisting price. The
people of China both need and desire many things—more rice, better
clothing, better homes, and so on. However, the Chinese demand for thesc
things is very limited, since they do not have the purchasing power to make
their needs and wants effective. The pertinent marketing question is always,
“Ilow much will be bought at a price?” and not, “ITow much will be
nceded or desired?”

The Meaning of Supply

Supply is a schedule of differing quantities which will be offcred for
sale at diffcrent prices at a given time and place. The law of supply is
simply the logical rclationship which exists in thesc circumstances. The
higher the price, the more will be offercd for sale; the lower the price, the
less will be offcred for sale. While demand indicates the relationship
betwcen quantity and price from the buyers’ viewpoint, supply indicates
a simular rclationship from the sellers’ viewpoint.

As we did for demand, we can make a supply schedule of quantitics
and prices and from this plot a supply curve. This is illustrated in Table 2
and Figure 2. Here, too, it must be remembered that at any one time and
place only one point on this curve represents the actual situation. But the
curve presents what would be the effects of different prices on amounts
offered. If the law of supply is valid, the supply curve will always slope up-
ward and to the right on a graph which is similar to Figure 2.

Even more than in the case of demand, common usage has confused
the meaning of supply. It is a commonly accepted practice to label changes
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in production as changes in supply. For example, the amount of hogs avail-
able today on the market is widely referred to as the supply available. To
be realistic, we must accept this terminological confusion, but we should
keep clearly in mind just what is meant. When supply is used in the
economic sense, it always represents a serics of price-quantity relationships.

TABLE 2. Hypothetical Supply Schedule for Corn

AMOUNT OFFERED FOR SALE

PRICE PER BUSHEL (MILLION BUSHELS)
$1.60 2,030
1.50 2,000
1.40 1,980
1.30 1,940
1.20 1,900
. 110 1,860
1.00 1,790
.90 1,700

Cents per Bushel

160 -

140 |-

120 -

100 |-

CY ol A [ | ! \ L

1500 1700 1900 2100
Millions of Bushels Sold
FIGURE 2. Hypothetical supply curve for corn.

Time is a very important consideration in supply analysis. One should
remember that supply cxists at a given time. These given time periods can
be of different lengths usually designated as the very short run, the short
run, and the long run.

The major limitation on supply for the very short run is the existing
quantity of goods which is already produced and on hand. Since this stock
of goods exists, costs which have becn previously met in its production
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should not influence price. However, replacement costs and storage costs
may influence the scller’s judgment and therefore influence the supply
schedule.

It is the interrclationship with future time that brings cost into the
supply picture. When the given time period is future time, analysts usually
consider two additional periods, the short run and the long run. The short
run is that time during which goods can be produced only with cxisting
production facilitics. The long run refers to that time during which the
production facilities themsclves may be expanded or contracted. In the
short run the cost of the cxisting facilities is not an clement influcncing
the scller’s decisions with respect to supply. In the long-run period, how-
cver, the costs of all things used in production cnter into the determination
of supply.

Since the supply schedule of amounts to be produced refers to a period
involving the passage of time, it must take into consideration the time
necessary to initiate and complete the production process. For some com-
moditics like broilers, this may be only a period of wecks; for others like
cattle, it may be a period of scveral years. And as we shall point out later
and as is obvious from the preceding discussion of time and cost, the
supply curve for the samc commodity will be different for the different
periods of time under consideration.

The time element greatly complicates the analysis of agricultural
supply. Unwary obscrvers who notice that large receipts on today’s market
move at lower prices, or that a large crop brings lower average prices, con-
clude that the law of supply is not valid. However, these situations point
up the problem of dctermining the proper time lag between the price
stimulus and the quantity response. High livestock prices on the market
today will result in larger receipts one and two days later becausc of the
time nceessary to initiate the shipment from the farm. The proper supply
schedule in this instance would probably be onc which related today’s
prices with receipts two days later. The hog production coming to market
during the fall months is in response to conditions which existed far
enough in the past that hog producers changed their breeding plans. The
supply schedule in this case would relate current prices with the level of
production forthcoming at least twelve months later.

The LEquilibrium Price

The forces at work on the buyers’ side and the forces at work on the
producers’ side have often been referred to as the two blades of a scissors.
As it takes both blades to cut effectively, so also must both demand and
supply bc considered in the determination of a price. Table 3 shows both
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TABLE 3. Hpypothetical Demand and Supply Schedules for Corn

AMOUNTS OFFERED

AMOUNT PURCHASED FOR SALE
(MILLION BUSHELS) PRICE PER BUSHEL (MILLION BUSHELS)
1,500 $1.60 2,030
1,570 1.50 2,000
1,660 1.40 1,80
1,750 1.30 1,040
1_,5&)0 1.20 1,goo
2,030 1.10 1,860
2,190 1.00 1,790
2,400 Qo0 1,700

the demand schedule of Table 1 and the supply schedule of Table 2. The
question is what will be the price of corn, given these two scts of conditions.
As we run down the list of prices we find that at $1.20 per bushel, buyers
will take 1,900 million bushels. At this same price sellers will produce and
offer for sale 1,900 million bushels. At $1.20 buyers will take all that sellers
will offer. There will be no unsold corn—the market will be cleared. This,
then, will be the price which will be established if the forces of compctition
are allowed to function. This is the equilibrium price—the point where
demand and supply arc equal. Figure 3 graphically presents the same pic-
ture. Where the demand (d-d) and supply (s-s) curves intersect, (p) is
the equilibrium price.

Cents per
Bushel

80 1 ) ! | 1 | 1 L1

1500 1700 1900 2100 2300
Millions of Bushels

FIGURE 3. Hypothetical supply and demand curves for corn,
illustrating the equilibrium price.
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Why must the price come to rest at $1.20 in this illustration? Suppose
prices tried to come to rest at $1.30. At this price sellers would be willing
to sell more corn than buyers would purchase (Table 3: 1,940 compared
to 1,750 million bushcls). The desirc of thesc extra sellers to scll at some
price above $1.20 would result in price concessions to attract buyers. Any
pricc lower than $1.20 would find additional buyers but fewer sellers. In this
situation the desirc of cager buyers to sccure corn at what they considered
advantageous prices would result in the bidding up of prices. At $1.20 both
the buyers and sellers who arc willing to enter the market at all would be
satisfied, and 1,goo million bushels would change hands. 'This price would
be an equilibrium price.

The equilibrium price is not a point rcadily found nor easily main-
taincd. Rather, prices arc always overshooting the mark in their scarch for
the pricc which will clcar the market. Changes may be small but they occur
frequently as buyers and sellers scarch for the market-clearing price. It is
more correct to say that the cquilibrium price is that price toward which
actual prices will tend to move.

CIIANGES IN DEMAND AND SUPPLY

We have carefully pointed out that demand and supply schedules and
curves have meaning only for a given time and place. At a later time, for
example, buyers and scllers may have an entirely new series of price-quan-
tity rclationships. The different supply-and-demand situations for ice cream
in the summer and winter might be used as an illustration of this. Demand
and supply have here changed with the season.

If more of a commodity is purchased at the same or higher pricc than
previously, demand will increasc. For example, referring to Table 1 again, if
buyers now purchasc 1,600 million bushels at $1.60, 1,670 million bushels
at $1.50, and so forth, demand for corn will increasc. If this new schedule
were plotted on Figure 1, the new demand curve would be to the right of
the original onc. When less of a commodity is purchased at the same or
lower prices than originally, demand will decrease. If we turn again to our
corn illustration in Figure 1, a decreased demand curve would be shown to
the left of the original curve.

A large number of factors can cause changes in demand. Generally
such factors can be grouped as follows:

1. A change in population (providing the per capita purchasing power re-
mains unchanged).

2. A change in the incomes or purchasing power of people.

3. A change in the tastes and prefcrences for particular products.



The Exchange Function—Price Discovery 93

4. A change in the relative costs of products which are substitutable for
each other.
5. A change in the expectations of buyers as to the future levels of prices.

‘T'he first two factors would generally either increasc or decrcase de-
mands for all products. The next two factors would largely affect shifts in
demand among individual commodities. The last factor could affect either
the general or the specific demand situations. As we shall see later, the
most important single factor influcncing demand for agricultural products
is a shift in the general income levels of the country.

Supply may also increase or decreasc. If more of a product is offered
for sale at the same or lower prices than before, supply will increase. Refer
to our corn example in Table 2. If 2,200 million bushels are offered at $1.60,
2,100 at $1.50, and so forth, supply will incrcasc. If this new schedule were
plotted on Figure 2, the increased supply curve would fall to the right of
the original. When less of a commodity is offered for sale at the same or
higher prices than before, supply will decrease. The curve for this decreased
supply would fall to the left of the original curve.

As is the case for demand, many factors can combine to increase or
decrease supply. Generally, they may be classified as follows:

1. In the very short period, there may be a change in the various factors
which would induce scllers to offer their available stock of goods at a
diffcrent schedule of prices. These would include such factors as costs
of storage, the sellers’ nced for cash, and the gencral expectations as to
the future situation.

2. In the short run, there may be a change in the cost of production of
the commodity itsclf based upon the availability of various rcsources
for production as well as the degree of compctitiveness of other firms.

3. In the long run, there may be changes in all of the factors mentioned in
(1) and (2) plus changes in the availability of resources for altering
productive facilitics and the ease of making these changes.

Changes in demand and supply have their real importance in their
effect on the cquilibrium price. Figure 4 shows the cffect on cquilibrium
price of four possible supply and demand shifts. The changed curve is al-
ways shown by the broken line and the new equilibrium price by p’. These
examples can be cxpanded to show the results of all sorts of combinations
of supply and demand changes. To be sure that these illustrations are
understood, the student should list the factors which could have caused
these shufts,
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Supply remains unchanged Demand remains unchanged
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FIGURE 4. Supply and demand situations illustrating some
effects of changes in supply and demand.

ELASTICITY OF DEMAND AND SUPPLY

We have yet to discuss one additional and very important concept
relative to demand-and-supply analysis. Both demand and supply are
schedule relationships of prices and quantities. The law of demand states
that as prices go down, the quantitics purchased will increase. The law of
supply states that as prices go down, the quantities offered for sale will
dccrease. But how much will the quantities respond to changes in price?
The relationship of the changes in quantity to the changes in price is the
concept of clasticity.

Generally, demand curves arc usually classificd according to their
elasticitics into two broad groups. These broad groups represent demand
which is clastic and demand which is inelastic. The dividing point between
these two classifications is unit elasticity. This latter we shall discuss first
for the light it sheds on the meaning of our dual classification.
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Demands with unit elasticity are those in which the changes in quan-
tity taken are of the same magnitude as the changes in price. The elastic
demands are those in which the changes in quantity taken are proportion-
atcly greater than the changes in price. The inelastic demands arc those
in which the changes in quantity taken arc proportionatcly less than the
changes in price. For example, let us assume price has decreased by 10 per-
cent. The law of demand indicates that the quantity taken will increase.
But how much will it increase? The changes in quantitics taken for com-
moditics with demand curves of different elasticities would be as follows:?

1. With unit elasticity, amount taken would increasc exactly 10 percent.

2. With an elastic demand, amount taken would increase more than 10
percent—say 12 or 15 pereent.

3. With an inelastic demand, amount taken would increase less than 10
percent—say g or 7 percent.

Comimodities with inelastic demands are often those which fall into
the classification of necessitics and which have few substitutes. Consumers
want them and are rclatively inscnsitive to price changes. Commoditics
with clastic demands are often those whose usc is not directed by necessity
or habit and which have several closc substitutes. Consumer response for
such products is more scnsitive to price changes.
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3 Elasticity can be mathematically calculated. When so presented, unit clastiaty s
—1; an elastic demand is somcthing more than —1; and an melastic demand 1s some-
thing less than —1. For a more complete discussion of clasticity analysis scc W C. Waite
and I1. C. Trelogan, Agnicultural Market Prices, 2d ed. (New York, John Wiley, 1951),
ch. 3.
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On graphs of the same scale, the more inclastic the demand, the
steeper is its plotted curve (Figure 5). The most important implication of
demand clasticity is its cffect on the total amount of money received from
sclling different quantities at varying prices. We can easily sce this by study-
ing the results of a 10 percent cut in prices on three hypothetical com-
moditics of diffcrent clasticitics. I'or a commodity with a demand of unit
clasticity, the quantity taken would increase 10 percent and the total re-
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Quc‘ntity . FIGURE 6. Total return curves for
A. Curve for unit elasticity the demand curves of
B. Curve for inelastic demand different elasticities

C. Curve for elastic demand

shown in Figure 5.

turns from sales under the new situation would be cxactly the same as be-
forc the price cut. For a commodity with an clastic demand, the quantity
taken would increase more than 10 percent and the new total returns from
sales would be greater than before. ITowever, for a commodity with an in-
elastic demand, somcthing less than 10 percent morc of the commodity
would be taken and the total returns would be less. The total return curves
which would be derived from demand curves of different clasticities arc
shown in Figure 6.

Demand curves for the same product often are not of the same
elasticity throughout the entire curve. For example, demand for an agricul-
tural commodity may be inelastic when the price is very high, clastic when
the price is in the middle ranges, and inelastic again when the price is
extremely low. Such a situation would mean decrcasing returns through
part of the curve, increasing returns through the middle section, and de-
creasing returns again through the lower part of the curve as quantities and
prices change. Elasticity may also change over a period of time. Thus,
many things which were once luxuries with elastic demands may shift into
the necessity category with inelastic demands.
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Will a large crop return more money to growers than a small one even
though prices arc lower? What will be the effect of restricting output on the
total returns from sales? Should a store seek to lower its prices to scll more
goods? Knowledge of demand elasticity and its relationship to total returns
is the key to the answers to such questions as these.

The same elasticity framework also can be applied to supply. Com-
moditics which are very responsivc to price changes have elastic supply
curves. Thosc which respond relatively little to price changes have inelastic
supplies. As for the different clasticitics of demand, on graphs of the same
scale the more inelastic the supply the stecper the plotted curve.

Price Price Price
Quantity Quantity | Quantity
A. Short-run, within B. Intermediate,  C. Long-run, extending
a given production  extending over two over several
period or three production production
periods periods

FIGURE 7. Hypothetical supply curves ilustiating the effect of
tume on elasticity.

Time is a very important factor in supply elasticity analysis. Generally
as the time period under consideration lengthens, the supply curve tends
to be more clastic. For cxample, the supply curve for hogs for the period
September through Dccember is ncarly perfectly inelastic. Regardless of
pricc changes, little can be done to change the number of hogs availablc
for slaughter. If an eighteen-month period is considcred, farmers can
change their breeding plans in response to price, and the curve will be some-
what more elastic. If a period of five or six years is considered, more hog
houses can be built, more cquipment can be obtained, and the supply curve
will be more elastic. Such situations might be illustrated by the supply
curves in Figure 7.

Within the very short period, the elasticity of the supply curve of
sellers’ offerings on the market will vary with the difference in storability
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of a product. An owner of a perishable product has little choice except to
move the product at almost any price. The supply curve in this instance
would be almost perfectly inclastic (similar to situation [A] in Figure 7).
If the product is storable, however, owners have more control over the time
when they may sell it and can respond more readily to price changes. The
supply curve in this instance would be more elastic than for the perishable
product (similar to situation [B] in Figure 7).

Price Price

-

{ TS | IO

Quantity Quantity
A. With inelastic supply B. With more elastic supply
price change is great price change is less

FIGURLE 8. Hypothetical supply-and-demand situations
illustrating the effect of demand change in
situations with different supply elasticities.

The probability that there will be perfectly inclastic supplies for many
agricultural products in the very short period has two major implications.
First, it means that changes in demand are of tremendous importance in
changing the cquilibrium price. Secondly, it means that price fluctuations
resulting from changes in demand are much more severc than when the
supply curve is more elastic. Figure 8 illustrates the effect of an equal de-
creasc in demand in two situations—onc with a perfectly inelastic supply
(A) and the other with a somewhat more clastic supply (B). Notice the
difference in the degree of price change (p and p’) as the demand changes.

SUMMARY

We may now briefly summarize the major points in the fundamentals
of price determination under competition as follows:

1. The law of demand is a statement of consumers’ tendencies to buy
less as prices increase.
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2. The law of supply is a statement of the producers’ tendencics to sell
more as prices increase.

3. The cquilibrium pricc is the result of the interaction of supply and de-
mand. It is that price at which buyers will take all that producers will
offer.

4 Demand and supply may change independently. A change in demand
or supply or both will result in a new equilibrium price.

5. Demand-and-supply curves have different clasticitics. Elasticity dif-
fercnces will affect the total returns sccured from selling different
amounts at different prices. They also will influence the degree of
change in equilibrium price as demand and supply shift.

SELECTED REFERENCES

References for this Chapter and Chapters 7, 8, and g arc listed at the end of
Chapter g.



CHAPTER SEVEN

Compctition in Food Markcting

'The cffective working of much which was discussed in the previous chapter
assumcs perfect compcetition. Under this assumption, prices will not only
do the threcfold job laid out for them, but they will also assure an cfficiently
functioning economic system. Businesses will operate at their optimum
size, ncither smaller nor larger. New technologies and other improvements
will be snapped up and adopted immediatcly by all firms if they arc to
remain in business. The benefits from such improvements would also be
quickly dispersed throughout socicty because of the pressure of the com-
petitive pricing mecchamism. We must assess how closely the existing
markcting machincry approximates the idcal of perfect competition. The
first part of this chapter will outline the assumptions and results of the
compctitive system. The sccond part will attempt to asscss the extent and
kind of compctition operating in the actual marketing system.

PERFECT COMPETITION

Assumptions of Perfect Competition

‘The attainment of perfect competition rests on certain assumptions
which may be broadly stated as follows:

1. There are a great number of both buyers and sellers no one of which

is large cnough to influence price through his action alone.

Both buyers and sellers have perfect and cqual knowledge of all the

factors which affcct market conditions. Also, they will utlize this in-

formation in an economically rational manner so as to maximize their

own individual gain.

3. There are no collusive or restrictive agreements among either buyers
or scllers. In fact, there arc so many buyers and sellers that coalition

8]
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by any relatively large group of them would be administratively in-
feasible.

4. Therc is no product differentiation. This does not mean there are
no differences in quality. However, products of like quality will not be
differentiated by brand nane, advertising, cxtra services, and so on.

5. The factors of production arc perfectly mobile and free to leave one
industry to enter another in which they could sccure greater returns.
No barriers to the flow of capital, labor, and management exist.

The Individudl Firm

Under perfect competition the individual business firm, whatever its
nature, can scll all of its production at the market price. If its price is
slightly above the market price it can sell nothing. If slightly below, it will
be swamped with buyers. The individual business, since its output cannot
affect price, can have no price and selling policy. The demand curve of
the individual firm would be a horizontal straight linc.

With the sclling side of opcrations thus simplified, the firm would
devote its time to adjusting its production. Since there is perfect knowledge
and freedom of entry and exit from business, the firm will adjust its output
to that point at which total profits are maximized. It would be forced to
adopt improvements and pass on their benefits. In other words, under con-
ditions of perfect competition, the place of the individual business is to
accept the prevailing market conditions and adapt itself to them.

The Market Area and the Law of One Price

The term “market” is another of that large category of terms which
has many meanings. It often is used in the sense of price, as in “the market
was strong today.” Or again it may be uscd as a designation of a sclling
point, such as “the Chicago hog market.” In cconomic analysis, though,
market area has a special meaning. It refers to that area in which buyers
and sellers have the facilities to trade with each other. It is not a point
or a city, but rather an area. The size of this arca will be limited by the com-
munication system and the transportability of the product.

Used in this sense, then, markcts may be local, regional, national, or
international in extent. Bulky hay has a small market area severely limited
by high transportation costs. The perishability of fluid milk limits its market
area. Livestock can be shipped widely, and its market is probably national
in scope. When world trade was relatively free from restrictions, the wheat
and cotton markets were international in scope. With our highly developed
communication and transportation systcms the tendency is for market areas
to increase continually in size.
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The prices of a particular commodity in a perfect market would be
uniform throughout the arca at any one time, after transportation costs
to points of consumption are considered. At any one time, then, we should
cexpect prices at all points within a market area to be the samc if the
appropratc transportation costs were added or subtracted. This latter idea
is often called the “law of one price.”

If the assumptions of competition are valid, the logical proof of this
proposition is simple. If prices at one point in a market arca were to
become too high, additional scllers would be attracted to that point while
prospective buyers at that point would transfer their orders clsewhere. This
process would continue until prices were forced down and the point was
again in linc with other prices plus or minus the transportation costs in
the market arca. If the price at a point were too low, additional buyers
would be attracted, but many scllers would reroute their offerings to
another point. ‘These actions would tend to raise the price back into line
with others within the market arca. Thus under conditions of perfect
compctition, it would muke no real difference at what particular point
within the market arca that commoditics were sold.

Relationship of Prices to Costs

The rclationship of prices to costs under conditions of perfect com-
petition is frequently misunderstood. Many assume that perfect competi-
tion assures a profitless and losslcss situation. Such is far from the situation
that is most likcly to cxist. In fact, the persistence of profits or of losscs
for a long time is more likcly to cxist, especially if we take into considera-
tion the time necessary to move productive factors into and out of an
enterprise. In fact, onc of the nccessary frecdoms under competition is
the frecdom to lcave an enterprise or to fail. Perfect competition would
guarantce the right of any firm to enter into any field of endeavor, but it
ypuld not guarantce its monetary success.

""" In order to show the posqlblhtlcs of long-time persistence of profits
or losses, let us again rcfer to the three time periods mentioned in our
supply analysis in the previous chapter. In the very short run period, goods
have already been produced and are on hand. The level of demand may
be such that sellers can dispose of their entire holdings at a profit. During
this very short interval of time there can be no more goods produced and
sold in order to capturc part of the profits and as a conscquence drive
prices down. The supply is very inelastic, and for the individual scllers
price may be very high. The same situation may exist in the opposite
extreme. A low level of demand may mean that goods must sell at a loss.
Thercfore, in the very short run there is no necessary relationship between
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costs and the prices received in the market. In agriculture, the perishable
and seasonal nature of production makes thesc very short run profit and
loss possibilitics quite likely.

In the short run, it will be recalled, production can be altered within
existing firms with existing technology. If demand is high, producers may
cxpand production up to the point where rational conduct tells them to
stop—that is, where the additional cost of another unit is cqual to the price.
At this output profits will be maximized. If the level of demand is so low
that prices will not cover the direct costs of production such as seed and
fertilizer, the producer may not producc at all. Or if the price will cover
the direct proportion of his costs but not his fixed costs, hec may produce
up to a point where his losses are minimized. In cither casc under the
assumptions of perfect competition, no one producer by his individual
decision to produce or not to produce can influence price. Price is imper-
sonal and compctition is a ruthless distributor of rewards and penalties.
No man can change the relationships between cost and price that result,

In the long run, however, new firms may enter an industry or old
ones leave it. Existing firms can change their size and seck the most efficient
technology. Under such a long-run consideration, if demand and prices are
high and high profits are being cnjoyed, production will be increased as
more firms enter the industry and cxisting firms expand. Thus, prices will
be under pressure from the increased production and eventually a profitless
situation will result for all firms in a compctitive industry. Similarly, if
firms are operating at a loss, eventually cnough firms will be forced out
so that the remaining oncs will share in the industry demand under con-
ditions where there no longer are losses, but also no profits. Therefore in
the long run, production will adjust so that average prices will tend to equal
averagc costs.

The problems facing an apple orchard opcrator offer a good illustra-
tion of these different time period relationships. Once fruit is harvested
the operator has the alternative of cither selling at the market price or not
selling at all. The demand situation may be such that he may enjoy large
profits or suffer substantial losscs, but he cannot alter his previously made
decision to produce. And with so many other sellcrs, he cannot influence
price by withholding part of his apples from the market.

In the short run as the harvest scason approachcs, the orchard operator
can take certain actions if the price appcars too low. He may cut out part
of his spraying activitics. He may decidc to pick and pack only the better
fruit—or in an extreme case, none at all. Or if the prices are high he may
exert every cffort to handle his crop so that he can harvest as many high
quality apples as possible.
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In the long run, if the prices have been persistently very low, he may
abandon his orchard completely or reduce his tree replacement program.
Or if the prices have been very high, new orchards may be started for
production. As has been mentioned previously, the length of the long-run
period varics depending upon the nature of the costs and equipment in-
volved. In some cases it may be only a few years. Or as in the casc of
apple production it may be ten or more years.

DEPARTURES FROM
PERFECT COMPETITION

It docsn’t take a particularly astute observer to recognize that the
assumptions neccssary for perfect competition are not fully attained in the
real world of business activitics. Furthermore, the natural tendency of men
is to try to cscape from the ruthlessness of the mechanism of perfect com-
petition into some situation in which they have some control over their
destinies as economic beings. In fact, it secms doubtful whether the per-
fectly competitive situation has ever existed except upon the pages of
cconomic texts.

There are two major categorics of departure from perfect competition.
On the one hand is monopoly. In this situation, the control of production
of an industry is by a single firm. Similar to monopoly in many of its
effects is oligopoly. In an oligopolistic situation such a significant propor-
tion of the production of an industry is controlled by a few firms that at
least onc of these dominant firms can influence price by changing its
production. In the case of pure monopoly or simple oligopoly, no attempt
is made by the firm to control demand. Demand is accepted and the firm
dctermines the quantity which can be offered at prices which will maximize
profits.

On the other hand is imperfect competition with product differentia-
tion. In this situation a firm strives to make its product different in some
respects from the products of other firms of the industry. In this way the
firm attempts to achicve some influence over the demand for its own
products regardless of what other firms in the industry do. Each firm
attempts by diffcrentiation to crcate a monopoly for its own product. But
the demand for this product is very elastic since there are many close sub-
stitutes from the other firms in the industry.

Monopoly and Oligopoly

A monopoly is not likely to exist for any length of time except where
established or protected by the power of government. Monopolies could
come into being if one firm controls the sole source of an important raw
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material. Monopolies can also be created by the ownership of a patent
for a very important technical process. If the technology of an industry is
such that drastic economies of scale are possible, eventually one firm may
control the output as it continually drives for larger volume and lower costs.
Or the sheer financial power of one firm may drive all others out of the
field. In the United States our basic bclicfs have materialized into laws
which make monopoly unwanted and illegal except in special cases (see
Chapter 22). Public utilities, such as water companics, arc monopolics
which exist because of the sanction of the government.

Oligopolies are composed of firms which are conscious not only of their
own individual influence on price but also of the influence the other rival
firms might have. An oligopolist in any of his actions must always consider
the potential retaliation of his rival firms. In a true ologopolistic situation,
the real business challenge to the individual firm is how to live with its
competitors and not to fight them. A fight among giants may end by
crippling all concerned with no one benefiting. In cffect, tacit collusion
cxists among the few large dominating firms that leads to a stability of
pricc and production which may not represent profit maximizing for any
one firm but rather a profit situation in which all can find tolcrable
existence. Such a situation forces oligopolists to turn to other forms of
competition than price, such as product diffcrentiation and service.

Imperfect Competition and Product Differentiation

Product differentiation may be defined as that condition under which
a firm gets somce particular recognition from consumers due to some spccial
attributc that its product or service has which is not shared by the products
of other firms. Factors which create diffcrentiation may be classificd as
follows:

1. Genuine physical differences in products.

2. Assumcd differences in products such as brand names, established repu-
tations, good will, and so on.

Special services offered with products.

4. Habits or customary ways of doing things.

5. Locational advantages creating “local monopolies.”

VS |

The individual firm with a differentiated product faces a demand
curve for its output which is not the horizontal straight linc of perfect
competition but instead has some downward slope. However, the curve
usually is highly elastic. A slight increase in price might result in such a
decline in quantity sold that profits would disappear. A slight decreasc
in price might result in a tremendous expansion in sales if the firm were
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prepared to increase its output and if its competitors did not retaliate. The
firm is also usually forced into extensive expenditures to maintain the level
of its demand. These cxpenditures may take the form of advertising,
product improvement, offering of additional scrvices, and so forth. These
costs of maintaining its differentiated product cxist regardless of changes
in the level of raw material costs and tend to make cost and price structures
somewhat inflexible.

Some successful firms may perpetually cnjoy large profits. Other firms
may not be so successful and barcly hang on in the industry. Firm mortality
rates may be high. However, firms in such circumstances arc hkely to be
quite progressive in their scarch for and application of new techniques and
improvements. The successful “differentiator” must continnally keep per-
suading the consuming public that s product is better than ever before.
The market acceptance of a differentiated product is likely to be quite
dynamic, and for a firm to lag behind its compctitors is to dic.

COMPETITIVE CONDITIONS IN
AGRICULTURAL MARKETING

Agricultural producers have long been used as examples of firms
operating ncarest to the concept of perfect competition. ‘They meet the
requirements of numbers and undifferentiated products very well. Each
farm firm can scll its output without influencing the price received for it.
But many students of agricultural markcting and prices have carelessly
gencralized this situation to the whole food marketing structure. To assume
ncar-perfect competition of the agencies and firms engaged in processing
and selling agricultural products is to assume away many of the real prob-
lems of marketing.

A great many scgments of the marketing machinery do not accept their
prices as being “discovered” in the market place. Neither do they take
market prices as somcthing over which thcy have no control. Prices are
man-made, not God-given. Prices are established by a firm, tested for
correctness, and then accepted or revised.

Marketing firms do have a price policy and attempt to follow some
markct strategy. Many firms realize that the demand curve for their output
is not a horizontal line, but rather has a downward slope. They cannot sell
all they could produce at the same price, but rather must take a lower price
for larger outputs. The questions of elasticity of their demand curve and
what output will maximize profits become the important ones to be
answered. They may be price leaders in their industry or follow the leader-
ship of other firms. They may decide not to compcte on the basis of price,
but rather on non-price items such as delivery, advisory services for their
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customers, and the like. Large advertising expenditures may be used to
attract and influence customers. Through their trade organizations they
may attempt to police and control the form that compctition will take.
One writcr criticized those who concerned themselves with the mechanics
for price discovery rather than with the price-making forces.! However,
it may well be that many of the unsolved problems of marketing lic within
this arca of mechanics. The laws of supply and demand cannot be “re-
pealed,” but they can be distorted and circumvented for considerable
periods of time.

Onc of the results of perfect competition is the impersonal relationship
of the competitors. Marketing during the great majority of the time, how-
ever, is a very personal affair. Your compctitor consists of pcople with whom
you have business dcalings, conversations, and other relationships. And as
Stigler points out, cconomic rclationships are never perfectly competitive
if they involve any personal rclationships between cconomic units.?

Examples of Imperfection in Competition

There is a strong temptation to cmphasize those examples of the most
drastic departures from compctition. The concentration of economic power
as mcasured by the proportion of the total business done by a few firms
is widely cited as evidence of oligopolistic activity. And agricultural market-
ing docs have examples of this kind of concentration. A reference to Table 4
in Chapter 23 will show that the top three companies control a
high proportion of productive assets in important segments of the meat
packing, baking, and dairy industries. Also, agricultural marketing and
processing firms have not been immune from suspicion of illegal acts in
restraint of trade. The antitrust dockets have had a liberal sprinkling of
cases involving meat packers, millers, canners, bakers, milk distributors,
and others. Some have resulted in convictions; some have not.

One docs not have to go to the processing giants for evidence of trade
restraining actions. Many of the regulatory laws affecting central markets,
future trading, and so on, which will be discussed in Chapter 22, arc
the outgrowth of practices which were belicved not to be conducive to
vigorous compctition. There is no rcal reason to belicve that price fixing,
market sharing, following the lcader, cconomic coercion by some members
of an industry of “undcsirable clements,” and other actions attributed to
industry in gencral are not practiced at least to some degrce by firms
engaged in marketing agricultural products.

'F. L. Thomsen and R. J. Foote, Agricultural Prices (New York, McGraw-Ilill,
1952), p. 119.
2 G. L. Stigler, The Theory of Price (New York, Macmullan, 1947), p. 24.
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Trade barricrs have often laid the groundwork for competitive imper-
fection. Whether by intent or not, many regulatory actions by states or
local units have the cffective result of restricting freedom of entry and the
free flow of goods. In this way some degree of monopoly power is obtained
by the favored firms. City milk ordinances, state grading regulations, and
truck size rcgulations which vary widcly from state to state are mcrely
examples of thesc artificial barricrs.

However, probably the greatest amount of competitive imperfection
stems from product differentiation either rcal or assumed, from various
kinds of services offered with the product, from locational advantages, and
from the power of habit and ignorance. These are neither illegal nor spec-
tacular, and often arc ignored.

Product diffcrentiation in agricultural marketing has on occasion becn
de-cmphasized because effective branding of farm products themsclves is
very difficult. However, we have seen that farm products are raw materials
for the food marketing machinery. The great majority of our food by the
time it rcaches the consumer has been differentiated by brands and pack-
aging. Even meat and fresh fruits and vegetables are not complctely
immune. Packers work hard on the public to build acceptance for their
particular brands of ham and bacon. The label “Sunkist” is stamped on
oranges. Canners attempt to make their various labels synonymous with
different kinds of packs and qualitics.

Effcctive differentiation is not limited to products alone. Marketing
concerns make every attempt to separate their particular firms from others
by offcring special serviees, casicr credit, and so on. This is done by rctailers,
wholcsalers, and even commission men.

As we have indicated above, the end product of most differentiation is
to remove the emphasis from price. The purpose of much advertising is to
associatc the name of a product or firm with the buying urge and reduce
association with the price. We are urged to buy from a particular storc
because the clerks are friendly, because it is sparkling clean, or because it
stays open after 6:00 P.M. We are told to buy bread “X” because it is made
by a company which bakes only “quahty goods.” How do the prices in
this particular storc or of this particular brcad compare with other stores
or breads? What a question! We should trust the storc and the baker
always to trcat us fairly!

Locational advantage furnishes the foundation for many dcpartures
from compctition. Spatial monopoly need not be regional or nation-wide
to be effective. Many country buyers of farm products can pay lower prices
because of their location. Many retail outlets can charge higher prices
because of their location. Some locational advantage arises because cus-
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tomers are willing to pay extra for convenience. Other locational advan-
tages arise because of the limited area over which products can be trans-
ported. But some of the competitive power of location arises becausc of the
lack of nearby compctitors. Such firms have limited monopoly power in
exploiting their limited territory. A baker in a very small town or an isloated
livestock buyer in the country may have more effcctive monopoly power
than a huge baking concern or the agencies in a large central market. One
should not make the mistake of associating power to cxploit only with size.

Habit can lead to imperfection in competition. The power of habitual
action can take many forms. For example, at one time the quality of cotton
coming from southeastern Missouri was quite poor, and this thereforc
became a low price area. However, buyers continucd to bid low in this
area long after the quality problem had been corrected. Similarly, a section
of Towa historically was associatcd with low quality butter and low prices.
After the quality differences disappeared, however, the price structure re-
mained below that paid for similar quality in similar locations.

ITabit can also be a factor in establishing the general pricing structure.
The pricing of butter is an example. Originally a large amount of the
nation’s butter was marketed through the Chicago and New York ex-
changes. The quotations of these exchanges were widely accepted as cor-
reet indicators upon which to base butter prices throughout the country.
With the passing of time, the marketing structurc of butter has changed
and now only a very small amount is sold through thesc exchanges. T'radc
pricing habits have not changed in stcp, however, and country buyers still
rely heavily on the old quotation patterns.

Margins taken by various marketing agencics often become habitual.
In time, a given margin receives trade acceptance as being “fair.” The “fair”
margin often tends to cxist long after the marketing activitics and structure
which gave rise to it have changed. Tt was partly the resistance to changing
margins in line with changed practices which led processors and retail chain
organizations to by-pass the service wholesaler and sct up their own whole-
saling agencics (scc Chapter 24).

Product differentiation, location, and habit can gain monopoly ad-
vantages largely because of the lack of knowledge on the part of buyers
and scllers. With a lack of standardization and poor informational services,
buycrs and sellers cannot fully appraise alternative opportunitics. It is often
suggested that when alternative opportunitics are available to the buyer
or scller, competition must be effcctive. This nced not be so. Numbers
themselves do not fully prevent collusion or the tacit adoption of a live-and-
let-live policy among rival firms. Neither do numbers assure that buyers
and sellers will have the nccessary facts to appraise alternatives adequately.
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USEFULNESS OF THE

COMPETITIVE MODEL

As onc becomes more familiar with the agricultural marketing ma-
chinery, it is cvident that departures from the model of perfect competition
arc the rule rather than the cxception. Diagrammatically, the marketing
structure can be represented as in Figure 1. At onc extreme is perfect
compcetition and at the other is perfect monopoly. With the possible

Perfect Competition

Monopolistic
and
Imperfect
Competition

IF1IGURE 1. Diagrammatic ~ distribu-
tion of conditions under
which agricultural mar-

Perfect Monopoly keting occurs.

cxception of government monopolics, extremely little if any business is
transacted undecr cither of these extreme conditions. The individual farm
firm probably lics as closc to the perfect compctition pole as any. The
grcat bulk of business activity is carried on between these extremes under
varying degrees of concentration of business with product differentiation
of some type.

IHow useful, then, are the ideas of how prices arc formed and business
opcrates under perfect competition? Its principal use is as a model or
measuring stick against which to compare the actual situations. The
analysis of equlibrium prices, the one-price nature of a market arca, and
the nature of the relationships between cost and prices are all uscful tools
in studying price behavior. By isolating the nature of the departure from
the model, we may be better able to sce the cause and to prescribe a cor-
rection if onc is really desired.

There is real uscfulness, too, in the knowledge that the agricultural
markcting machinery does not operate perfectly. Why are new techniques
not accepted cagerly by marketing firms? Why do consumers not share
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rapidly in improvements? Why do tremendous inequalities exist year after
year? Questions such as these find many of their answers in the imperfect
competition which exists. Such knowledge also prevents us from thinking
of the marketing machine as an impersonal affair which will react in a
precisely predictable fashion to given cconomic forcees. It also should pre-
vent us from belicving blindly that a “hands-off” policy is always best.
Marketing is carried out by individuals who take cconomic forces as some-
thing to struggle with and to mold to their advantage and not as some-
thing to obey without question. After all, Adam Smith, onc of the fathers
of modern economics, in explaining how each individual struggling to
bencfit himsclf would benefit all of socicty, had to fall back on his cele-
brated reference to the “guidance of the invisible hand.”

It is this imperfectly competitive machinery which is the basic model
of business activity in thc United States. It is this machiery which has
been, in the aggregate, so successful in creating the rapid advancements and
high standards of living which we enjoy. Compctition cxists and is a force
even though it is not perfect. The perfect competition of the textbook is
not a realistic goal for a modern socicty. However, we must have some
criteria for judging when competition is effective and when situations have
developed which are not desirable. How can we decide when competition
is “adequate” or “effective”? Fdwards ® has cvolved the following as guide-
posts for judging an effectively competitive system:

1. There must be an appreciable number of buyers and scllers. They do
not necd to be so numerous as to have no individual market influence,
but the number must be great enough to provide alternative possi-
bilitics.

2. No trader must be so powerful as to be able to cocrce effectively his
rivals.

3. Traders must be responsive to incentives of profits and loss—they must
not be so huge that they can ignore commercial incentives over long
periods of time.

4. 'There must be no agreements on commercial policy among rivals.

5. Entry must be free from handicap except that which is automatically
created by the existence of already established firms.

6. There must be free access of buyers with sellers. There must be no
substantial preferential treatment of any particular trader or group.

The idea of competition represented by the above criteria accepts the
real life propositions that wide differentiation in products does exist, that

3C. D. Edwards, Mantaining Competition (New York, McGraw-Hill, 1949),
PP. 9-10.
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both price and non-price competition is used, and that large firms will
develop as they cxploit the cconomics of scale which are the result of
modecrn technology.

There will be the continuous problem of evolving and maintaining
an cffective competitive situation. The conditions which may result in
effective competition for one industry may not give the desired results in
another. Ilow many buyers and scllers are required for an “appreciable num-
ber”? How powerful must the trader be to be able to “coerce cffectively” his
rivals? What handicaps arc “automatically crcated” by established firms
and what are not? What is “substantial” prefercntial trcatment? These arc
difficult questions—many would say questions which are impossiblc to
answer. But such an ostrich, hcad-in-the-sand attitude will only ignore
some of the most difficult markcting problems.



CHAPTER EIGHT

Agricultural Prices

‘T'he preceding two chapters have sct forth some of the rudiments of the
price making forces and a gencral appraisal of the competitive structure
of the marketing machincry. This chapter will briefly outline some of the
characteristics of agricultural prices. This is not a text of agricultural prices,
and the student who wishes to study that field in detail will find several
books complctely devoted to the subject. However, some understanding of
the nature of farm product prices is necessary background to the following
chapter on government farm price and marketing policies and programs.
Many of the attitudcs of agricultural pcople toward the rest of the cconomy
find their origins in the relationship of agricultural prices to nonagricultural
prices. Many of our morc scrious marketing problems are those which stem
from the price aspects.

AGRICULTURAL AND
NONAGRICULTURAL PRICES

One of the outstanding characteristics of the American economy has
been the wide fluctuations in its business health. Periods of depression,
recovery, boom, and recessions in prices and business activity have been
the historic norm. Long periods of stability in prices and business activity
have been rather unusual. As the gencral price level of the country has
moved up and down, so have agricultural prices.

A study of Figurc 1 will show that with cach major war the level of
prices has tended to almost double. This sharp increase has been followed
by sharply falling prices. Agricultural prices, too, have been pulled up and
down in this general sweep.

Such sweeps in prices would not necessanly adversely affect the pros-
perity of farmers or any other group if all elements of the costs and returns
of different industries adjusted themselves quickly to the changing level.

113
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Five-dollar hogs would not be disastrous if taxes and prices of fertilizers,
machinery, and the like also were reduced by comparable amounts. Such
adjustment, however, docs not casily or quickly occur. The returns to some
groups of our citizens are more sensitive to the economic ups and downs
than are others.

Since 1915, there have been two periods of sharply rising prices which
were associated with the two world wars. There have been two periods of
sharp price declines. One followed World War I and the other was during
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IFIGURE 1. Wholesdle prices in the United States, 1780 to 1953,
showing the wide fluctuations which have occurred
in the wholesale price level. (Courtesy USDA.)

the 1930’s. Figurc 2 shows how agriculture and industry reacted to these
changes. When these two industries are compared, a major difference be-
comes cvident. Agricultural production rose gradually throughout the
period with only very minor short-run changes. Agricultural prices fluctu-
ated violently. Industrial production, too, has tended upward throughout
the period. But it was reduced substantially during the early thirties and
rosc sharply during World War II. When industrial prices are compared
to agricultural prices, we see that they did not fluctuate as violently. The
diffcrence, then, can be summed up quite briefly. Agriculture reacts by tak-
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ing nearly all of the impact in the prices for its product while maintaining
production without much change. Industry attempts to lessen its price
fluctuation by adjusting production.

This difference does not mean that the industrial segment profits
from depressed conditions. Incomes in both agriculture and industry are
a result of both prices and the volume of goods sold at those prices. Sus-
tained output with very low prices in agriculture and reduced output at
sustained prices in industry both result in low incomes and profits. Part
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FIGURE 2. A comparison of agricultural prices and production
with industrial prices and production showing the
relative stability of agricultural production and the
relatve instability of agricultural prices. (Courtesy
USDA.)

of the reason for the difference in taking adjustments becomes evident
when we consider the differences in the competitive and cost structures
of these two sectors of our economy. In manufacturing there are few
enough firms in each industry so that a considerable oligopoly element
exists. Each firm, conscious of the effect of its own production on price,
reduces production as demand declines. Or a producer of a differentiated
product with just a “little monopoly” cannot sell as much of its special
product as before and yet hesitates to reduce price for fear either of re-
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taliation from other firms or of spoiling the customary relationships of the
market. In agriculture the many producing firms have no power over price.
"The farm firm also has a large portion of its costs fixed and a smaller portion
which are variable. Under these circumstances, it continues to produce in
order to recover as much of its costs as possible and will not withdraw
from production until after a very long-run period of losscs.
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FIGURE 3. Prices receved by farmers and prices paid by farmers
showing how prices received fluctuate through wider
limits than do prices paid. (Courtesy USDA.)

But the agricultural industry is not an isolated group. It sells its
products to nonagricultural groups and it must buy the things it needs
from these groups. With agricultural output relatively stable, variations in
the gross income to farmers will come largely from changes in the prices
they receive for products. With agricultural production relatively stable,
the volume of things which farmers neced to buy for production purposes
also will not fluctuate drastically. Farm production expenses, then, will
be closely related to the prices of things farmers have to buy.

Under these circumstances, the relationship which exists between
prices farmers pay and those they reccive is a major factor in detcrmining
their net income. Figure 3 shows the relationship betwcen prices farmers
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paid and prices they received. When the level of business activity rises,
the prices farmers receive for their products rise faster than those they pay.
Gross farm income rises more than production expenses and so net income
to farmers also rises. When business activity falls, the prices farmers re-
ceive decline more than the prices they pay. Gross farm income falls more
than production expenses, and net income thercfore declines even more
sharply.

INDIVIDUAL COMMODITY PRICES

As we have discussed above, the average level of all farm prices is
primarily detcrmined by the conditions of the total economy. Total agri-
cultural production does not vary much from year to ycar. Production of
individual commodities varies considerably more from year to ycar. But
even for individual crops, the activity level of the whole economy, as
measurcd by the general price level alone, will explain a large share of
their price fluctuation. Fundamentally, then, prices of each individual
commodity tend to move up and down together with the price level.

TABLE 1. Pattern of Annual Price Variability of Selected Prod-
ucts, United States, 1910-46 *

4 w
3] a u
S :
8 < & a 0
CHANGE IN ' > Z Z o 2]
PRICE FROM .- & = ) = 3 & e
] 2w B =5 z Ewn < I <
PRECEDING <] Do 5 = o ISl o [ [~
< o Q o I~ Q o 2 o o o
YEAR A & R b Z o RV 3] 3] &
PERCENT NUMBER OF YEARS
+31and morc 1 1 3 4 3 3 5 10 11
+21to 430 2 4 3 3 6 2 5 - 2
+16to 420 4 2 1 1 1 5 2 1 -
411 to 415 3 4 6 5 4 3 1 1 3
+ 6to+10 4 4 2 4 5 3 2 3 1
Fromoto*gs 15 11 12 6 7 10 10 10 3
— 6to —10 2 3 2 2 3 2 1 - 3
—11to —15 2 3 1 5 1 2 5 4 1
—16to —20 - 2 3 1 - 4 1 1 -
—21to —30 3 2 1 1 1 - 4 2 4
—31andless - - 2 3 4 2 - 4 7

Average change
in percent  10.2 12.2 15.1 180 210 15.6 18.2 22.1 35.2

* With exception of wheat, corn and, potatoes, which are for 1910-45.
source: T. W. Schultz, Production and Welfare of Agriculture (New York, Mac-
millan, 1950), p. 78.
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Wide fluctuations in farm commodity prices is the rule, not the
cxception. Table 1 shows the extent of year-to-ycar price fluctuations which
have occurred over a long period of time. These data are considerably
different from the data showing the pattern of production which we have
studicd previously. The wide fluctuation in prices shown here again demon-
strates why agriculture is so price-conscious.

Nature of Supply and Demand

For an explanation of much of this wide price fluctuation, we may
turn to the characteristics of the supply-and-demand curves for different
commodities in addition to the character of competition in agriculture to
which we have already referred. We have noted that because of the nature
of agricultural production, the supply curve within any given production
period is, for all practical purposcs, perfectly inelastic. Even for longer
periods, the supply curve tends to be on the inelastic side.

For crops, the response of production to prices is a very tenuous one.
After all, to a large extent the factors such as weather, discase, and so on,
which affect yields are largcly beyond the control of the farmer. A farmer
may respond to price by changing his acreage, but acreage often is only a
small factor in determining total production changes. The data in Table 2
indicate the complicated way in which the acrcage of some crops may
respond and also the limited degree to which acreage is associated with
production. For example, the value (price received per bushel times the
yield) per acre of wheat last ycar and this year will together explain
29 percent of the change in fall wheat acreage planted this fall. IFarmers
do attcmpt to respond somewhat to rccent price cxperience. However,
because of weather and other factors, the production realized next year is
not related to this acreage. Farmers may plant less acres, but because of
a good ycar end up with more wheat!

To this we must add the fact that the amount of fecd production is a
major factor in determining the level of livestock production. High level
livestock production can come only from high level feed production. Prices
alone do not fatten livestock or produce milk and eggs. A large corn crop
will set off a chain of reactions which, either directly or through the ratio
of corn prices to livestock prices, will increase the number of cattle on feed,
the number of sows to be farrowed, and the size of the poultry laying flock.!

On the other side of the picture, agriculture is faced with demands
for its products which are highly inelastic at the farm level. There is con-

! Sce Kohls and Paarlberg, Short-time Response of Agricultural Production to Price
and Other Factors, Indiana Bulletin 555, 1950, for detailed hvestock tesponse relation-
ships,
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TABLE 2. Response of Acreage of Selected Crops to Various
Price Factors *

PERCENT OF
PRODUCTION
MOST IMPORTANT PERCENT OF ACREAGE  VARIATION
FACTORS RELATED VARIATION FXPLAINED  EXPLAINED
CROP TO ACREAGE BY FACTORS BY ACRFAGE
CHANGF
Spring wheat March price in 23 13t
planting year
Fall wheat Value per acre 29 41
same and preceding
year
Com November-January 8t 37

prices for 1 and 2
preceding years

Oats July-September 24t 74
prices for 1 and 2
preceding years

Potatoes December price 2
preceding years; 57 78
August price
preceding year

Cabbage Pnce preceding 54 72
year

* All prices are corrected for the price level.

t These relationships are not statistically significant.

sourck: R. L. Kohls and Don Paarlberg, Short-time Response of Agricultural Pro-
duction to Price and Other Factors, Indiana Bulletin 555, 1950.

sidcrable evidence that the consumer demand for food and services at
retail levels may approach unity. (Recall that consumers spend a percentage
of their income for food which is remarkably stable from ycar to ycar—
Chapter 3, Figure 1.) The value of the raw commodity at the farm
level is derived from the value of that commodity at the consumecr level.
Farm value is substantially consumer valuc minus the marketing charges.
These marketing charges, it will be recalled, tend to be on a fixed dollar
amount rather than on a percentage basis. Such a situation would result
in demands which are more inelastic as onec moves from the retail level
back through the marketing channel to the farm level 2

Even though there is considerable disagreement among researchers
as to the exactly correct figures, there is wide agrcement that the demand
curves for a great many farm products tend to be inelastic—some of them
highly so. Only a relatively few products have been found to have elastic

2 For a more complete discussion of derived demands and elasticitics see F. L.

Thomsen and R. J. Foote, Agricultural Prices, 2d ed. (Ncew York, McGraw-1ll, 1952),
ch. 3.
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demands at the farm level. This means that a 10 percent change in farm
prices will result in substantially less than a 10 percent change in amount
taken. And more importantly it means that a small crop or reduced pro-
duction will bring higher total rcturns than a large crop or high production.
(Sec Chapter 6, Figure 6.)

With widc variations in incomes and purchasing power as the economy
moves through its wide swings, the demand curve for agricultural products
shifts sharply. With production dependent on factors beyond man’s con-
trol, supply of individual commodities also will shift from year to year.
With the inelastic nature of the two curves, such shifts will give wide
variations in farm prices. (Sce Chapter 6, Figure 8.)

Cyclical Price Fluctuations

Gertain farm prices fluctuate_in_rather regular patterns through a
peripd of time in addition_ to ﬂuctuatu_g erratically from year to year,
Livestock production and prices, especially, have more or less regnlar
cycles in production and priccs. That is, they tend to move up and down
over a period of ycars regardless of outside factors. The price cycle runs
opposite to the production cycle—when production is increasing, prices are
decrcasing. After a time these movements will reverse themsclves and pro-
duction will decline as prices rise. Figure 4 illustrates these cyclic move-
ments in cattle and hogs over the past several ycars.

In genceral, these cycles can be explained by the tendency of producers
to base tomorrow’s production plans on the profits of current or recently
past operations. The length of the cycle is dictated, however, largely by the
biological nature of the commodity.

For example, let us suppose that hog production is relatively low and
hog prices high. Peoplc in the hog busincss look at their favorable carnings
of the past year and decide to expand their hog cnterprise. Others who
previously had left the busincss dccide to re-enter. But to expand hog
production means that more gilts must be withhcld from market and bred.
Time must elapse before pigs can be born, fattened, and sent to the market.
All in all, some two to three years will elapse before the full, intended
expansion may result in additional hog supplies on the market. By that
time increasing supplies will be driving prices down. Producers will be
appraising the situation as unprofitable and decide to raisc fewer hogs.
The faint of heart may liquidate their hog enterpriscs altogether. The
cycle will then reverse itself; production will decline and prices will increase.

Such cycles arc possible only in thosc commodities in which pro-
ducers have considerable control over production. There are no well-
defined price production cycles in most crops. The wheat grower referred
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to earlier has only partial control over his wheat crop, and therefore cannot
respond with regularity to price encouragement. The cattle cycle has
averaged about fifteen years in length (from peak to peak or from trough
to trough), with individual cycles varying from twelve to twenty years.
Since the middle twenties there appears also to be a cycle in dairy cow
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FIGURE 4. Cyclic movements in cattle and hog numbers and

prices showing the length of the number cycles.
(Prices have been corrected by the index of prices
received by farmers.)
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numbers and prices which move with the total cattle cycle. The hog cycle
has averaged about five to scven years in length. Some writers also list a
poultry cycle of two to three years.

A study of Figurc 4 and Table 3 will show that cycles are not highly
regular cither in amount or length of their fluctuations. Extraordinary con-
ditions such as a sharp reduction in feed supplies because of droughts may
extend a contraction or stiflc an cxpansion in numbers which may have
been underway. Sharply cxpanding demand during wars may prolong an
cxpansion or cut short a contraction phase of a cycle which is underway.
At best, cycles are important “tendencies.” Turning points are evident in
many cascs only after they have been reached and passed. Such limitations,
howcver, do nct prevent them from being uscful tools for the market
analyst.

TABLE 3. Regularity of Cyclic Movements in Cattle and Hog
Numbers, United States

CATTLE HOCS
YEARS IN YEARS IN YEARS IN YEARS IN
YEAR YEAR DOWN PREVIOUS | YEAR YEAR DOWN  PREVIOUS
or OF MOVE-  UP MOVE- OF OF MOVE-  UP MOVE-
PEAK LOwW MENI  MENT PEAK L.OW MENT  MENT
1890 18906 6 - 1900 1902 2 -
1904 1912 8 8 1908 1910 2 6
1918 1928 10 6 1912 1914 2 2
1934 1938 4 6 1916 1917 1 2
1945 1948 4 7 1919 1921 2 2
1923 1926 3 2
1928 1931 3 2
1933 1935 2 2
1940 1941 1 5
1044 1045 1 3
1946 1948 2 1

l

Seasonal Price Fluctuations

Seasonal fluctuations are more or less regular patterns of price fluctua-
tions which occur within a year. Becausc of the dependence of agricultural
production upon climate, there are definite periods of high and low pro-
duction for different commodities. Corn must be planted in the spring and
is rcady for harvest in October and November. Chicks purchased in the
spring will start laying late in the year and reach their peak production
the following spring. Pigs arc farrowed in the spring and fall and are ready
for slaughter about six months later. As we would expect, the counterpart
of these shifts in supply is an opposite pattern of prices, as demand for



‘sonwouody [eInjnoudy jo neang ‘yYQS[) :=O¥NOS

zz1 gtt 9zt 143 g6 16 zg 79 (4 g 88 $6 337
76 <6 66 101 101 ot Yot Sot tor1 oot g6 6 Hie>sitife)
6g 6 tor o1t lot Sot g6 g6 oot ot gb wa sSoy
$6 <6 6 96 96 oot Sot Lot 9ot gort zo1 66 squre]
o 96 56 0ot 10t zot ot tot Yot 701 g6 g6 3[IBd J3og
orrt got tor 66 <6 €6 z6 S6 66 zot zot Yot JEjI91INg
6ot ott Lot ot g6 €6 bg ob ¥6 g6 ¢ot goT  3[es3[oyM Y[\
:syonpord
PUE 2038941
$¢1 96 89 134 44 6S 89 (44 144! 6F1 oSt Lex $30}8WIO J,
ott 6 8= 99 <9 9s il L Stur St 6¢t $St sueaq deug
z6 16 88 L6 fu 148 ot ot for oot g6 L6 $3038304
z6 $g 1£3; Lét gzl ozt trr Sor L6 S gL Ly sadueip
z6 Sg 1g 78 88 ott 9zt bt ort got tor 66 sopddy
:$9]qe398aA ‘sHnu g
26 6 s6 701 Yot Yot Sot Sot ot z01 g6 6 sjnueag
g6 €6 L ob ob cot gort S1r ort Sot tot tor sueaqfog
96 L6 ) zo1 zot ot zot zot oot oot 66 g6 u0330)
oot 96 b6 ¥6 26 oot ot Sot Sort kot Yot o1 180
16 16 g6 13384 Tt ott got et 86 6 ¥6 z6 wo)
z01 66 g6 g6 96 L6 g6 ot zo1 tor tor tot oy
ot 66 L6 L6 L6 96 L6 oot fot ¢or zot 701 1B
:surery
*03a "AON “100 "LdES "0V xnl axn AV T4V WV ‘434 "Nv( ALIGOWNWOD

$21D1G paju[) ‘s}onposd pajoalas 10f Siouip,] G pan1adsy] $aouJ Jo uonpuP A uospag Jo soxapu] Y FIGVL

(oot = th-zz61 10f 28p128Y LJY3UOIN)

123



124 MARKETING OF AGRICULTURAL PRODUCTS

most food is relatively constant year around. Table 4 gives the long-time
average seasonal pattern of prices for selected commodities. Most students
will want to substitute the seasonal patterns for the commodities in which
they are particularly interested and which apply to their particular area.
However, patterns for different areas will usually differ only in degree.

Seasonal prices reach their low points during harvest or peak produc-
tion periods. Then they will begin a slow rise until just before the next
peak production period. For example, the low period for wheat is in July,
for corn in November, and for cotton in October. The peak period for
wheat prices is reached during March and April, for corn during August,
and for cotton during July. Hog prices have two periods of high and low
prices during the year corresponding to the two-litter farrowing system.

The amount of seasonal price fluctuation is the combined result of
the vxolence of the seasonal production plus the storability of the com-
modlty Reference again to Table 4 will help illustrate this. Certainly the
production pattern of grains is a violent one. All the wheat is harvested
within a period of a few summer months. The peak harvest time of snap
beans and tomatoes also occurs during a brief period of late summer.
However, wheat prices fluctuate only about 10 percent from low to high
while snap bean prices are three times as high during the peak price period
as in the low period. The principal reason for this difference is that wheat
is storable while snap beans are not. Theoretically, the perfect seasonal
variation will just cover the cost of storage if the product is storable.

Like cyclic patterns, seasonal patterns are not 100 percent accurate.
The average pattern is just an average of many observations. The average
represents the pattern most likely to occur if history repcats itself. Too,
all seasonals are not of equal reliability. Neither are all months of the
scasonal price pattern of equal reliability. Generally, the average can be
relied upon to point up correctly the direction of price movement but not
the amount. Scasonal patterns may also change over the years. New pro-
duction patterns or improved storage techniques would affect changes.
For example, as better pork production methods have shortencd the time
necessary to produce a market hog, the peak in the seasonal price pattern
has changed. It once was in October and now in many states it occurs in
August. Knowledge of these patterns, even with their limitations, is among
the most useful of marketing facts available to farmers. Every worker in
agricultural marketing should be thoroughly familiar with them. However,
he should also usc them in relation with other pertinent facts which may
be known about the current supply-and-demand picture.



CHAPTER NINE

Governmental Price and

Marketing Programs

In this chapter we want to discuss briefly the highlights of the various
governmental programs which have been proposed or adopted to affect
directly the price and marketing structure for farm products. Government
also affects markcting through many other regulatory laws and programs,
but we shall discuss those in a later chapter. Here we will limit our dis-
cussion to those developments since World War I which have aimed
directly at protecting the price position of agriculture. In limiting our
attention to this comparatively recent period, however, we must realize
that agitation to aid agriculture is as old as the industry itself. Many of
the devices considered as new developments have been tried in various
forms throughout history.

BACKGROUND FOR AID

Throughout the last several chapters several points have been devel-
oped which seemed to farmers, at least, to be pertinent to their situation.
We are now in a position to summarize some of these background factors
which are so important in explaining attitudes and which ultimately de-
termine legislative policy.

1. Farmers are very price-conscious. With relative stability in production
and the relative lack of control over it, both gross and net incomes
have been associated with the level of prices. High and rising prices
mean farm prosperity. Low and falling prices mean farm depression.
To a large segment of agriculture it is as simple as that.

2. Farmers increasingly believe they are the tail of the economic dog.
They cannot divorce themselves from the rest of the economy, and

~
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they receive the most severe jolts as the price and business levels zoom
up and down over the years. Prices they receive are much more sensitive
than those they pay. Depressions of the whole economy appear to have
accounted for a much greater amount of agricultural failure than either
poor husbandry or management. With increasing industrialization and
urbanization, agriculture finds itself less and less self-sufficient and more
and more closcly tied to the general economy.

3. Prices of individual commnodities are extremely unstable. Wide fluctua-
tions both within the year and from year to year are the normal pattern.
And since many farmers produce only one major product, such as wheat,
cotton, tobacco, cattle, and so on, what these individual prices do is
a matter of great concern. With the inelastic demands for many com-
moditics, shifts in supply have resulted in wide sweeps in prices. And
what is morc, high levels of production have often been associated
with low total returns from sales. The logical question then arises
as to whether controlled production will net greater income than full,
uncontrolled production.

4. The individual farm is a small competitive unit operating in a general
structure of larger units with varying degrees of market control. Full pro-
duction to the individual farmer is logical since, being so small, he can
sell all of his output at the same price. He, acting alone, has no eco-
nomic power to affect prices. In contrast, the farmer has always be-
lieved that the marketing machinery does have some degree of control
over prices and takes advantage of him. He looks upon the large share
of the consumer’s dollar taken by marketing agencies as evidence of
this. ITow to mect “power with power” in the market place has become
a major issuc.

AGITATIONS OF THE 1920°S

Within two and a half years after World War 1, prices farmers re-
ceived had fallen 52 percent from their postwar peaks. Prices paid by
farmers had declined only 18 percent. Net farm income in 1921 was only
39 percent of its 1919 peak. Though prices received recovered somewhat,
the rclationship between prices received and prices paid remained about
15 percent below the prewar relationship throughout the 1920's.

The cry for agricultural rclief arose out of this difficult price and
income situation. Scveral bills which were poured into the legislative
hoppers by farm-sensitive Congressmen aimed at relieving the situation.
However, the onc principal plan which was debated throughout the decade
of the twenties was based upon separating the domestic and foreign
markets. Domestic prices were to be pegged at a “fair” level. All that could
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not be sold domestically at that level were to be purchased by the govern-
ment. This excess amount would then be sold on the world market for
what it would bring. High tariffs were to protect the domestic markets
from foreign imports. The government loss between the domestic support
prices and the world priccs was to be shared equally through various
methods among agricultural producers. The net price to farmers would
then be the domestic support prices minus the losses suffered in the world
market. This basic idea was introduced into Congress as the McNary-
Haugen Bill. The bill passed both houses of Congress both in 1927 and
1928 but was vctocd both times by President Coolidge.

Though the McNary-Haugen plans never became law, they merit
attention because they represented the opening guns of the battle to
guarantee a “fair” price for agriculture. They also laid the groundwork for
the concept of splitting markets which later was to be worked out domes-
tically within the framework of marketing orders. In order to sce how such
a program was supposcd to bencfit agriculture we must fall back upon our
demand curve analysis. The assumption was that domestic demand was
inclastic while the world demand was elastic or at least less inclastic than
domestic demand. By restricting amounts and raising prices, the total
returns from thc domestic market could be maximized. If the world
market demand for U. S. farm products were more clastic, selling more
there would increase the total returns. Because the domestic price level
would be substantially above the world price level, the total dollars for
the wheat crop would be increased. This idea is not dead. In the carly
1950’s proposals along this linc were scriously made again.

In 1929, with the passage of the Agricultural Marketing Act, emphasis
changed from the two-price approach of the McNary-Haugen plans to
one of “orderly marketing.” The basic philosophy of this law was that
agricultural problems were due to the disorganized mcthods of distri-
bution. If products could be stored by farmers and released in an orderly
fashion throughout the ycar, higher price and income levels could be
secured. As a means of obtaining this goal, farm cooperatives were to be
vigorously encouraged.

The Federal Farm Board was cstablished to put the program into
cffect. The Federal Farm Board was given an initial appropriation of 500
million dollars to undertake loan-storage programs to stabilize farm prices.
However, the newly cstablished Board was just taking its first tottering
steps when the depression struck. By 1933, it had spent all of its funds,
acquired large stocks of commodities, and prices still had fallen drastically.
The Board died when Congress did not grant it additional funds.
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THE DEPRESSION DEVELOPMENTS

Starting in 1930, prices began to slide again. By early 1933, prices
reccived by farmers were 62 percent below 1929. Prices paid, again lagging
behind, were only 32 percent lower. Net farm income in 1932 was 70
percent below 1929. And this decline was taken by an agriculture which
had not been considered particularly prosperous anyway. For those whose
memories are only of the recent price levels, a look at the depression prices
of several commoditics will help in gauging the seriousness of the situation.
The United States average farm prices for several commodities in 1932
were as follows:

Corn $ .32
QOats 16
Wheat .38
Cotton .07
Milk 1.28
Hogs 3.34
Cattle 4.25

Though we are here concerned with agricultural developments, we
must not overlook that the wholc country was on its cconomic knces.
Businesses failed; banks shut their doors; one out of every four workers
was without a job. The agricultural program which devcloped was only a
part of a broad program which included social security and unemployment
insurance for workers, special legislation for banks, and the National Indus-
trial Recovery Act for other businesses. The latter, NRA as it was widely
known, was decsigned to control “bad” competition and foster “good”
competition. The bad competitor was in reality onc who competed on the
basis of prices. The good competitor was one who largely restricted his
cfforts for securing more business to the more gentlemanly nonprice
techniques. NRA encouraged industries to join together and formulate
“fair” trade codes and to take cooperative action to police their trade
against “unfair” competition. After a short life NRA was declared uncon-
stitutional but the issues it raised left its mark both on the marketing
structure and the men who operate it.!

The legislative development of the 1930’s signaled a change in the
basic approach to the problems of a depressed agriculture. During the
1920’s the two-price system was offered as a device by which our agricultural
production could have a protected domestic market and yet secure what

' See A. ]J. Eddy, The New Competition (Chicago, A. C. McClurg, 1915), and

O. F. Rost, Distribution Today (New York, Whittlescy House, 1933), for interesting
contemporary wnting i this arca.
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it could get from the world market. The Federal Farm Board proposed to
solve the problem by helping farmers to level out the peaks and valleys of
their marketings and thereby stabilize the prices of agricultural products.
The basic approach which was now to be followed was to reduce produc-
tion. In this manner, demand and supply were to be brought into balance
at prices which were “fair” to farmers. Though many camouflaging terms
were used, the basic concept of curtailing production prevailed.

The pressure for all-out production during World War II halted the
desire to restrict output. Agriculture during this war period experienced
unprecedented prosperity. However, with the growing agricultural prob-
lems in the postwar period, the old question again came to the fore. And
this question simply stated is: Will consumers absorb the full productive
capacity of the agricultural plant at prices which will give agriculture a
reasonable degree of prosperity? It is to the definition of the fair price and
the mechanics for securing it that we now give our attention.

Development of Parity

The Agricultural Adjustment Act of 1933, established the criterion
for a fair price for agriculture. Parity, or fair price, was that price which
would give agricultural commodities the equivalent purchasing power over
articles which farmers bought that they had in the base period. The basc
period for the great majority of products was established as the five-year
period from August, 19og, to July, 1914.

To find the parity ratio for agriculture as a whole was then a simple
process as follows:

Current index of prices received (1910-14 base)
Current index of prices paid (1910-14 base)

X 100 = Parity ratio.

Obviously, the parity ratio for 1910-1914 would be 100. Whenever prices
reccived by farmers did not risc as much—or fcll more—than prices paid,
the ratio would fall. Converscly, when prices received rose more—or fell
less—than prices paid, the ratio would rise.

The parity pricc for an individual commodity also could be calculated
as follows:

Average price current

received for index of

the commodity ™ prices

during 1910-14  paid
100

= Current parity price.

When the actual current price was below the price obtained from the
above calculation, the commodity was below parity. The market price was
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not one which would give the commodity the same purchasing power as it
had in 1910-1914.

As time passed, it became obvious that such a formula had a great
shortcoming. There was no provision for taking into account any changes
which had taken place since 1910-1914 in either the demand or the supply
of the commodity. For example, the parity or fair price of horses in 1953
under the above formula would still be the price which would be com-
parable to the purchasing power which horse prices represented in 1910-
1914. But with modern mcchanized farming and the reduced demand for
horscs this was a ridiculous goal for a fair price. The example is an extreme
one, but it shows the problem of handling change when only a fixed period
in the past is used.

In 1948 the parity formula for individual commodities was changed.
Though the desired purchasing power was still tied to the 1910-1914 base,
the basc period for prices of a commodity was to be calculated for the
most recent ten years. Therefore, the formula for calculating the current
parity pricc of a commodity would be as follows:

Avcrage price of

commodity, most

recent 10 ycars Current index
Average index of of prices paid
all prices received,

most recent 10 years

= Current parity price.

A little experimentation with the above formula will demonstrate how
changes which have occurred in the supply-demand pattern of a commodity
are incorporated into the parity price. For the parity ratio for all agricultural
prices, calculations remain unchanged, since 1910-1914 is still the bench
mark for over-all purchasing power.

Support Programs

Herc then is a formulized method for arriving at the “fair” price.
But mercly doing the calculations does not make the price on the market
equal parity!

The Commodity Credit Corporation (CCC) was set up in 1933 to
take over the activities of the old Farm Board in supporting prices. Two
broad programs have been undertaken by the CCC to support prices. In the
case of most storables, the nonrecourse loan was used. Under this system,
the farmer “scals” his commodity in acceptable storage. He then obtains
a loan reflecting the amount of the support price. If the market price rises
above the loan rate, the farmer may sell and repay the loan. If the market
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price never reaches the loan rate, the farmer delivers the commodity to
the government and thercby fulfills his obligations. This has been the basic
program used to support prices for most grains, tobacco, and cotton.

The other major program has been one of direct market purchase.
In this case, the government buys dircctly from processors and handlers
at prices reflecting the desired levels of support prices. The CCC then
attempts to dispose of these commoditics through other “noncompeting”
outlets. If they cannot be disposed of, it either stores them if possible
or, as a last resort, destroys them. This program has been used for a wide
variety of products such as eggs, turkeys, butter, and beef.

Until 1937, the levels of support were at the discretion of the admin-
istration. In 1938, support levels as definite percentages of parity for a few
products were written into law. After our entry into World War II, the
Steagall Amendments set the support level at go percent of parity for a
wide range of products. Onc might say that the “go percent,” which later
was to becomce so controversial, was a war baby!

The lcvel of support—not the parity idea—has become the contro-
versial issue. In 1948, Congress passed a new law which provided for
flexible support levels instead of the fixed go percent. Under its provisions,
the support level was on a sliding scale which varied inverscly with the
production of a commodity. If the production was below the average of
a recent pcriod of years, the support price would be at a higher percent of
parity. If the production was above this average, the support level would
be at a lower percent of parity. A fixed high level of support ignored the
fact that it would take lower prices to move a large supply into consump-
tion. It also ignored whatever effect prices might have on guiding future
production. The flexible provisions were an attempt to provide support
and yct recognize the cconomic jobs that fluctuating prices are presumed
to perform.

The law of 1948 never was allowed to become effective, as it was
superseded by a new law passed in 1949. In the Agricultural Act of 1949,
the “basic commodities”—corn, cotton, wheat, tobacco, rice, and peanuts—
were to be mandatorily supported at a fixed go percent of either parity
formula, which ever was higher. This was to be in effect for a limited
period of timc after which the revised parity formula and the flexible
support provisions were to become effective. A few other commodities
were to be mandatorily supported at flexible levels ranging from 75 to go
percent of parity. The great bulk of perishables and nonbasic storables were
left without any dcfinite support provisions. The Secretary of Agriculture
could support these latter commodities at his discretion and in light of
funds available to him. Succeeding amendments, however, have extended
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the go percent support provisions, and the flexible support provisions for
basic commodities did not become effective.

In each of the laws, provision was made for compulsory production
controls when production exceeded a predetermined level. The controls
were of two levels in severity. In instances of modcrate overproduction,
farmers would receive -an acreage allotment which would reduce the acres
planted. Compliance with thesc allotments would be voluntary, but only
those farmers who did comply would be eligible for price support loans.
In years of severe oversupply, however, marketing quotas would be used.
Under marketing quotas, the extent of necessary reduction would be an-
nounced and a referendum of affected farmers held. If a majority of the
farmers voted in favor of the scheduled restriction, compliance with its
provisions would be compulsory for all farmers. Penalties then could be
inflicted on those farmers who did not comply. If a majority did not favor
the restriction, it would not go into effect and the support prices would
be sharply dropped to lower levels.

Surplus Disposal Programs

Congress has spelled out the methods and prices at which the CCC
can disposc of its stocks which have been accumulated from the loan and
purchase programs. If market prices exceed the support levels plus CCC
cost, the CCC can scll its holdings in the normal marketing channcl. If
market prices never reach this level, it can move its holdings into other
“noncompeting” outlets.

Surpluses have been available for use in foreign aid and relief pro-
grams. The School Lunch Program provided that stocks purchased in price
support opcrations could be uscd for distribution to schools for supplying
low cost lunches to the children. For a time the Food Stamp Program
attempted to move surplus commodities by increasing the consumption
of low incomc families. Under the Food Stamp Plan, stamps were issued
frce to poor families to “spend” in addition to their regular food expendi-
turcs. These stamps were usable as money for purchasing designated com-
modities which were in surplus supply. Under such an arrangement these
familics could then consume these additional commodities at no addi-
tional cost over their usual food expenditures.

As an outlet of last resort, some food perishables have becn offered
at very low prices for use as livestock feed. And in some unfortunatc and
highly publicized instances, commodities have been either lost through
spoilage or destroyed.
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Marketing Orders and Agreements

The legislation of the 1930’s also permitted farmers and processors
to organize and establish marketing orders and agrcements for exercising
control over the marketing of commodities and be exempt from antitrust
prosecution. This was an effort to answer the problem of how to establish
power of agricultural producers to offset the market power, rcal or
assumed, of handlers and processors. Such agrecments and orders have
found wide use in the marketing of fluid milk and commercial fruits and
vegetables. A detailed discussion of the extent and opcration of fluid milk
markcting orders will be found in Chapter 16. Here we shall observe
what this approach attempts to do by inspecting its development in fruits
and vegetables.

In gencral, the marketing order for fruits and vegetables set up the
machinery for the control of production and how it is to bc marketed.
An estimatc is made of how much the various consumers will take at the
price considered to be fair. An attempt is then madc to limit the amount
offered for salc to this estimate. In many cases, only a given pcrcentage
of the crop will be harvested for market. In addition to the total volume
control, the proportions of the total which will go into various geographic
regions or into various uses, such as for canners or for fresh consumption,
are controlled. The quality to be marketed also can be regulated. Penalties
are provided to force compliance of the order’s provisions by growers and
handlers.

The Walnut Marketing Agreement is onc of the oldest and more
successful marketing control programs, having been in continuous opera-
tion since 1933. The following explanation of its operation will illustrate
how such programs are administered: 2

The program is administcred by a Control Board representing both growers
and handlers. Funds to cover the cxpenses of the Control Board arc acquired by
assessing each handler onc-tenth of a cent for cach pound of walnuts handled.
This board is the agency of the Secretary of Agriculturc in administering the
order. It prescribes pack specifications including minimum standards of quality
and no handler is permitted to handle any walnuts except those certified as
merchantable by the Board.

The Board prior to the beginning of cach marketing year estimates both
the total potential supply and the total trade demand. In linc with these esti-
mates the Secretary of Agriculture then establishes the salable and surplus per-
centages of merchantable walnuts which he believes will result in the greatest
total rcturns to growers. The salable percentage represents the quantity that can

2 Extracted from H. C. Kiger, California Walnut Growers’ Association, Farm Credit
Administration, USDA Circular C-146, May, 1952, pp. 21-24.
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be legally sold on the domestic in-shell market. The surplus percentage is either
shelled or cxported. Growers normally get a greater return from walnuts sold
in-shell than from thosc sold in the shelled market. The percentage of diversion
from the domestic in-shell market has ranged from g to over 30 percent of the
total crop over the ycars.

Such allocation increases total returns, since shelled walnuts arc a year-
round item and customers do not shift from in-shell to shelled purchascs
becausc of small price changes. Also percentage changes in supplies in the two
markets do not causc cqual percentage changes n their prices. The control pro-
gram docs not materially affect the total supplics of walnuts available to con-
sumcrs, but it does control the form in which they are sold in order to get
maximum returns for growers. Without these allocations, prices of walnuts of
comparable quality in the two outlets would tend to be the same; however, the
program controls the supply going into each outlet which results in a two-price
market.

Under such unified action, produccrs—cooperatively organized for
order participation—may have the power to affect the price they receive.
They now have the prerequisite control over production for securing
monopoly returns. Much of the justification of such control rests upon
the assumption that there is not one demand curve of a given clasticity
for the commodity, but several curves of different elasticitics. There may
be different curves for different citics, different qualities, different uses, and
different times of the year. By controlling the amounts offcred cach outlet,
diffcrent prices may be established which will maximize the total returns
trom all. Generally it is the two-price system of forcign and domestic
markets proposcd in the twentics applied at home and carried to much
grcater refinements.

Basically, the technique involved here is one of price discrimination.
Within the framework of whatever other goals the discriminator may
have in mind, profit maximization will be striven for by following two
lincs of action. First, the general market must be divided into two or more
submarkets. This subdivision must bc madc in such a manner that sales
at a low pricc in one market will not attract buyers away from the other
higher priced market or result in resales out of the low price market
into the higher priced market by other groups sccking to take advantage
of the scveral price situations. This is quite possible whenever one of the
markets is a domestic market protected by tariffs, quotas, or transportation
cost barricrs which prevent rc-entry of the cxported portion. It is also
possible whencver the product itsclf is so differentiated in the several
markets that consumers actually consider it as two different products. Such
evidently is the casc in the above illustration of the markets for in-shell
and shelled walnuts. Such also is the case in the techniques of pricing milk
according to its usc which will be discussed later.
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Secondly, the different elasticities of demands in cach market must
be considercd in adjusting prices in order to maximize profits. If demand
is relatively inclastic in one market, limited quantities will be withdrawn,
bringing about a proportionately higher price and thercfore a greater total
dollar return. These amounts taken from the market of inelastic demand
will be added to the offerings in the market of more elastic demand without
much reduction in the price so that total dollar returns will be increased.
This substitution between markets will be carried to the point where the
addition to nct revenue (after costs have been met) obtained from selling
one more unit will be the same in cach submarket. Here net rcturns or
profits will be maximized and any further shifting of products from one
submarket to the other will only result in profit reduction. Of course, such
exact adjustments for maximum profit can rarely be achicved with the
imperfect knowledge and limitations of the real market. But some advan-
tage can be acquired whenever such discriminative monopolistic practices
can be employed.

Price Controls

Practically all agricultural legislation has dealt with how to raisc prices.
During war periods, however, the problem has been how to keep prices
from rising too fast or too high. The Office of Price Administration (OPA)
during World War II and the Office of Price Stabilization (OPS) during
the Korean War arc the two most recent dircct attempts to control rising
prices.

In initiating a control program, prices arc “frozen” as of a given date
by government order. From thesc frceze points, adjustments up or down
arc made as necded. The enforcement technique is simply to make it illegal
to charge above the legal levels. The simplicity of the technique, however,
belies the simplicity of the job. Effcctive price control is immeasurably
complex. Agricultural products have presented rcal headaches in efforts
to control them. With widc annual and seasonal variation in production,
differences in quality, and numcrous and small producers, price ceilings
always seemed to bc out of adjustment at some place or time. 'T'o secure
their operation, a rationing and subsidy system had to be devised. A con-
tinuing flow of orders from the central control agency was necessary to
allocate available supplics among those who needed them. Though break-
downs and confusion occurred, price control will probably remain a much
used technique in times of inflationary durcss.
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EFFECT OF PROGRAMS
ON MARKETING

Whether or not such programs as the above arc socially desirable is
not of particular concern here. Neither need the consideration of such
program details such as fixed versus flexible supports receive our attention
as such. We are interested in the impact of these various programs on the
marketing of farm products. And they do have important effects. These
we will attempt to summarize briefly.

Efficiency of the Pricing Mechanism

If we accept the model of working competition as resulting in an
efficient pricing mechanism, then any departures from this ideal will give
us something lcss desirable. Government programs which attempt to limit
price fluctuations through floors and ceilings make the threefold dircction
job of prices more difficult. Price floors maintained above the market level
of prices will move commodities into government ownership instead of into
consumption. The government will beccome the most profitable outlet.
Price ceilings below market price levels will make some sort of ration and
subsidy system necessary in order to allocate available supplics in some fair
fashion among those who necd them.

Many of the price programs are undertaken to offsct shortcomings
or undesirable features of the unregulated price mechanism. Most of the
so-called orderly marketing schemes, including storage programs, aim at
eliminating some of the drastic short-run supply changes which cause
violent fluctuations in prices. Marketing agreements fundamentally attempt
to equalize market power in markets which were not completely competi-
tive in the first place. It is wrong to evaluate all government price programs
simply against the assumption that the previously cxisting situation was
one of perfectly functioning competitive markets. Our discussion in the
last two chapters demonstrated that this assumption is not always valid.
However, ncither can a government program be assumed to be the best
alternative for correcting the situation. Probably the only safe way is to
evaluate cach proposal on its own merits.

Efficiency of the Marketing Machinery

Many of these programs result in a change in the operation of the
marketing processes. The government loan programs encourage farmers
to store much of a crop that normally would have moved forward for
holding at terminal markets. The availability of the loan means that an
entirely new factor must be considered in the farmer’s dccision as to
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building additional farm storage. Previously he had to balance the proba-
bility of seasonal gains against costs. Now he must consider how much
he will lose if he does not have the storage which would permit him to
participate in the loan programs.

The use of a price ceiling and ration program often disturbs the
normal marketing channel. An example of this was the meat situation
when effective ceilings were in force. Large packers normally processed
and moved a major portion of the supply. However, because of their size
and prominence they had to follow price regulations very closely. Many
small concerns, however, found it much easier to violate the regulations
without penalty. Under such black market conditions, the marketing
channel dcfinitely was changed. Large packers found themsclves outbid
mn the livestock markets by other interests who were selling at more ad-
vantageous prices. Large packers found themselves without a lawful source
of meat. Somc of the retail food chains acquired their own packing houses
during this period in order to assure themselves of rcgular supplics.
This example of market channel disruption could be multiplied many
times.

All programs need not necessarily adversely affect marketing agencies
and the consuming public. Too often programs which attcmpt to regulate
agricultural production or to support farm prices have been assumed to
raise automatically the price of food at the consumer level. This need
not be so.

We have scen that the farmer over the ycars has reccived less than half
of the consumer’s food dollar. The remainder has gone to pay the various
costs of processing and marketing the finished product. We have also scen
that a basic cause for much of this marketing cost is due to the nature
of both agricultural production and the product itself. High risk costs,
high spoilage losses, and high storage and financing costs are due to some
extent to the widely fluctuating nature of agricultural production. Support
programs which may tend to limit pricc fluctuations for the producer will
also reduce them for processors and handlers. Violent production fluctua-
tions of such products as fruits and vegetables may be reduced. Such de-
velopments could result in less risk from fluctuating prices as well as from
excessive spoilage which might occur in a fecast-and-famine situation.
Market movement and storage operations might be undertaken in a more
orderly manner. Some of the speculative operations might be reduced.
In such instances as these, marketing charges might be reduced.

Many of the programs have stimulated more research and an improve-
ment in the informational data available to an industry. After all, if a
marketing order is attempting to capitalize on different demand curves,
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one must have the nccessary data to analyze the situation and cstimate the
curves.

Again, little generalization can be made as to the cffects of these
various programs on marketing. Cost reducing as well as cost increasing
cffccts arc possible. Again the cffccts must be analyzed commodity by
commodity, program by program.
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CHAPTER TEN

Standardization and Gmding

Standards are yardsticks of measurement. In agricultural markcting two
types of standards arc of major conccrn—the standards for weights and
measures and thosc for quality. Grading refers to the sorting of products
into the various categorics (referred to as grades) which are cstablished by
the standards for quality. For cxample, standards have been cstablished
for the various qualitics of grain. In grading grain, it is sorted into the
various grades which have been set up.

In a complex marketing machinery, the possibilitics of waste, con-
fusion, and downright chicanery arc great. Kecping such practices to a
minimum is one of the purposes of an adequate and workable system of
standards and grades. As one author phrased it, standardization furnishes
the cthical basis for making a transaction. Without such a system, the
rule “caveat emptor” (“let thc buyer beware”) must prevail along with
all of its confusion and unfairness.!

IMPORTANCE OF STANDARDIZATION
Weights, Measures, and Containers

The standardization of weights and measures has been so well accepted
by the civilized countrics of the world that it scldom receives any attention.
However, without such standards, modern marketing would be ncxt to
impossible. Whether the English or the metric system is used, the units
of length, arca, volume, and weight are rigidly standardized. Conversion
tables for movement from one system to another arc also uniformly
acccpted. Were this not so, one could picture the trade confusion which
would exist if the weight of the pound or length of the yard varied from
place to place or time to time.

! Edward A. Duddy and David A. Revzan, Marketing, An Institutional Approach
(New York, McGraw-Hll, 1947), p. 59.
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Containers for many items in the wholesale trade are also standardized
with the aid of federal and statc legislation. However, there is little con-
tainer standardization at the retail level, with the result that consumers
arc often confused and misled. Federal law requires that quantitics must
be plainly marked on food packages entening mterstatc commerce. How-
ever, packages are often designed to dcccive the purchaser. Examples of
this can be found in any grocery store by comparing the sizc of the package
with its weight or volume. Many bottles are made to appear larger by the
use of cxtra thick or false bottoms or by the design of the sides. Many
packages arc intentionally designed to be larger than nccessary for its
contcnts.

Quality

It is in the arca of quality that some of the greatest standardization
problems of agriculturc arise. What should be the criteria for various
grades of quality? How many grades should therc be? How uniformly
intcrpreted and widely accepted are the standards for grading from one
area to another or from onc grader to another? What termmology should
be used? Should the standards be compulsory or permissive?

All of these are questions which arc important to agriculture and
agricultural marketing agencies. In many instanccs, they are questions
which are currently answered unsatisfactorily. But the fact remains that
workable answers are nccessary if the marketing machinery is to function
smoothly and efficiently. It is this area of quality standardization and
grading which will be discussed in the remainder of this chapter.

Early History of Standards *

Our grading standards have evolved hand in hand with the commer-
cialization of agriculture. Some have been developed by trade groups and
then have been formalized by federal and state agencics. Others have come
about through the results of rescarch directed toward the establishment
of standards. Practically all have been changed with the passing years as
weak points became evident. Changes are still being made.

In the early days, each grain market had its own grades and grading
methods. Different early standards for No. 2 corn required that the corn
“be dry,” “reasonably dry,” “have not more than 16 percent moisture,”
or “havc not morc than 15.5 percent moisture.” Study of the terminology
used in grading grain in 19o6 disclosed 338 names or gradc titles being
used. There were 133 designations for wheat alone.

2 Much of this matcnal 1s adapted from an article by C. W. Kitchen, “Standardiza-
tion and Inspection of Farm Products,” The 1940 Yearbook of Agnculture, pp. 667-683.
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The early cotton trade was also plagued by grade confusion. The term
“middling” apparently was adopted from its use in England. Such terms as
“good,” “fair,” and “ordinary” were in general use about 1825. In 1847,
efforts were made to adopt a standard classification system, but this failed
within a few years.

Livestock once were sold on the basis of the girth of the belly. In the
literature of the 1850’s, hogs were sometimes classified as “fat distillery-
fed” hogs and “fat corn-fed” hogs. In most of the early market reports, the
point of origin was indicated as one method of classifying the animals. Such
terms as “prime,” “choice,” and “good” were not uniformly used either
within an individual market or between two different markets.

The lack of accepted fruit and vegetable standards resulted in especially
chaotic trade conditions. These very perishable products were shipped long
distances, and there was no intelligible basis for price comparison and the
settlement of damage claims. Some growers attempted to secure recogni-
tion by placing their namcs on all shipments. In this way, they hoped to
establish a reputation which would give them market premiums.*

Such situations resulted in many unfair practices and abuses. Not only
did producers suffer, but the middlemen of the trade also were often de-
frauded. In most instances, pressure developed for reform of the grading
system from within the trade itself. Trade groups and organizations at-
tempted to systematize nomenclature and grades. Generally, however, real
permanent progress was not made until the federal government stepped in
to coordinate the efforts to improve the grading system. In 19o7, Congress
appropriated funds to study federal standardization. The passage of the
Cotton Futures Act in 1914 and the Grain Standards Act of 1916 initiated
a scries of laws which have gradually broadened the area of fedcral respon-
sibility in promulgating uniform standards.

Advantages of Standardization

The use of uniform standards for setting up the diffcrent grades of
quality by the trade has many advantages to offer. These may be enumerated
as follows:

1. It results in more meaningful price quotations. The consumer is as-
sumed to direct production through the pricing mechanism. This is not
possible if prices do not have specific meanings throughout the market-

3 A more complete discussion of the progress of livestock grading can be found in
A. A. Dowell and Knute Bjorka, Livestock Marketing (New York, McGraw-1hll, 1941),
ch. XIV.

4 Sce Raymond L. Spangler, Standardization and Inspection of Fresh Fruits and
Vegetables, USDA, Production Marketing Administration, Misc. Publication 604, 1946,
for a more complete discussion of these early problems.
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ing channel. By having widely accepted grades, price quotations for a
given grade of a commodity on one market can be compared to similar
quotations on other markets. If the producer is acquainted with the
quality standards, he can know the relative worth of his product.

2. It makes possible the sale of goods by sample or by description. If the
standards are widely understood and uniformly applied, products can be
bought and sold sight unseen. Description has uniform meaning. Most
grain is sold upon the basis of a small sample which rcprescnts a carload.
I'ruit which is sold at terminal auctions is usually sold on the basis of
inspection of one box or crate out of the larger standardized lot. Neither
of these sample sales would be possible if the buyer had no confidence
in the grading system.

3. It cnables the pooling or intermingling of products for further shipment.
Without a grading system, the identity of Farmer Brown’s wheat would
have to be maintained throughout the marketing channel if the ultimate
valuc were to be accurately reflected. With a workable grading system,
his wheat can be graded and its value established immediately by refer-
ring to price quotations for the particular grade. Then it can be pooled
with wheat of many other farmers for shipment to the central market
and millers.

4. It facilitates financing of the marketing of products. Loans are easier to
obtain if the product is graded, since it is possible to sccure a more
accuratc estimate of the valuc of the collatcral offered. Financing
agencics will often advance a higher proportion of the collateral valuc of
graded products for this same rcason.

5. It may reduce relative transportation costs. The scttlement of railroad
and warchousc claims for damage is facilitated, since the value of the
commodity can be more nearly determined. It may reduce the risk from
spoilage, since the poorer quality products can be sorted out and utilized
more quickly or nearer home. It may also result in a relatively cheaper
transportation bill if only the higher valued product is shipped forward
while the lower valued products are sold ncarer home.

6. It may increase the demand for certain products. It is possiblc that con-
sumcrs will not buy as much of products which are uneven in quality
or which have been misrepresented to them. Grading should result in
a greater uniformity and less misrcpresentation of a product.

DETERMINATION OF STANDARDS
Objective of Ideal Standards

The principal objective of an ideal standard should be to aid the con-
sumer in telling the producer what he considers desirable in a product for
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the particular use to be made of it. Idecal standards sct up a chain of infor-
mation between the consumer and the producer.

Grading of agricultural products is a mcthod of differentiation of the
products to mect the various desires of the consumers. We have learned
that consumers are characterized by a large range of incomes and prefer-
ences. Some desirc and can pay for the highest quality. Others must be
satisfied with a somewhat lower quality at a lower price. A grading system
attempts to differentiatc t<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>