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THE MARKETING OF BUTTER

Just how long butter has been an article of com-
merce is not acocurately known. It is, however, one of
the o0ldest articles still used in the diet, so that, un-
doubtedly, it has long been a commodity for sale or bar-
ter. The earliest mention of butter is in the Hindu
Vedas written 2000 to 1400 B. C. (1) Butter was known
and used by the Sythians and Greeks 450 B. C. and by the
Persians a trifle later. The Roman historian, Strabo, is
authority for the statement, that butter fas used by the
Portuguese about 60 B. C. The earliest use of the prod-
uot was in worship; and by the Greeks and Romans as an
ointment, hair dressing, and medicinal salve for injuries.
The latter use survived in Spain until as late as the
seventeenth century. In Scotland, and that portion of
England dontiguous to Scotland, it found use as a smear
for sheep and as oil for lamps.

As indiocating the relation between demand and supply
possession of butter has been looked upon b primitive
people as an indication of wealth.s In Chili and Darel
the practice of burying butter until "ripened" has existed
to modern times. The Irish are said to have buried fir-



kins of butter in bogs on the occasions of threatened in-
vasions and it hag long been a favorite sport of newspapers
to report the finding of some long forgotten firkin of the
product thus hidden. The Dardistan peasants are said to
‘regard as a great delicacy butter one hundred years Or more
old. The burying of butter may have been done, also for
flavor development, or to store it against gimes of need.
The practice of the Irish in this regard was reported by an
English writer, John Houghton, as early as 1695.

Early butter was used in cooking rather than eaten as
such. Among the early consumers may be mentioned the Arabs,
(2) who termed the product samm. This use dates to about
785 A. D. or earlier, being mentioned in Arabian Nights.

As an article of commerce it was shipped from India
to Red Sea ports about the beginning of the Christian Era.
The early Jews also bartered with butter according to Bibi-
cal authority. In the twelfth century it was transported
with dried fish from Bergen, Norway by German ships to Germ-
any in exchange for wine. This traffic was discontinued by
the Scandinavian king in 1186. Norway, of thirty=-four ocoun-
tries exporting to Belgium at the end of the twelfth century
was the only one sending butter. Sweden was exporting but-
ter in the fourteentk century.

From the Scandinavian countries the methods of butter

manufacture were carried to the Continent and to England






and Ireland. Dairy oattle were brought early to the
American colonies by the Dutch and Englisk settlers.
Rhode Island and New York, and later New Hawpshire, be-
came well known dairy distriocts. The products made were
chiefly cheese and butter, and these manufactured in farm
size dairies. Creameries began to flourish 1861 - 1871,
the latter date marking the placing on the market of the
factory size centrifugal oream separator. This period
until 1894, when the De Laval farm separator was ‘1ntro-
duced 1s known as the period of whole milk creameries.
Since then, with the exception of a limited westerq area
the gathered cream sjetem, with its consequent poorer
grade of butter, has been followed. The invention of the
Baboock Test in 1890, the general use of artificial re-
frigeration, and the organization in 1900 of the central=-
izer movement, mark the beginning of the modern era. This
period has been featured and the industry stimulated by
the vitamine research of several nutrition chemistse.

In a few socore of years the primitive beginnings of
the‘dairy industry have grown to a major agricultural
enterprise. Manufacturing and production methods have
been entirely revolutionized and amounts manufaotured are
inoreasing yearly. It is not surprising, therefore, that
the handling and marketing of one and a quarter billiom
pounds bufter yearly has become an exceedingly complex
system in itself.



MARKET DEVELOPMENT

The germ of modern marketing liesg in the system of
trading and bartering common to the primitive raoces be-
fore history was written. It was a system similar to
the present except that prices were not stated in terms
of money. An article was valuable in proportion to 1its
scarcity and the demand for it. Luxuries, rather than
food products, made up the commerce of the ancients.
Perishability and bulk of food products were well nigh
insurmountable obstacles for the inadequate systems of
transportatione.

Market places and money exchanges are mentioned in
the Bible. They were common in Arabia and early Rome.
Hours were regulated and market days specified. In the
Middle Ages these markets were usually village markets.
The need for more merchants led to the establishment of
municipally controlled marketss In Antwerp was estab-
l1ished the first world exchange, from whioch city the
system spread in continental Europe and Great Britain.
This growth has been gradual and natural.

In America, exchanges began to funotion on March
24k, 1670, in what is now New York City. (3) The first

exchange was built on Broad Street 1690-1. The struo=-



ture was sucocceded in 1752 by a new one, the market then
being called the Merchants?! Exchange. These exchanges
have besoome numerous and specialized.

Dairy produots were amcng the commodities sold in the
village markets previously mentioned. This commerce did
not become notable, howsver, until urban population began
its tremendous growmth with the so-called Industrial Revo-
lution. While some butter was transported by boat, it was
not until the railroads cpened free land to the Amerlocan
farmer and thereby made markets possible, that a warketing
problem was developed. Even at that date the bulk of the
commerce was in cereals. With the exhaustion of soils has
come the inclusion of dairying in the farming system and

inocrease of dairy productss
Butter Production and Population

Except for the years 1880 and 1890 population in the
United States has increased more rapidly than gilk cow
population. These exceptions were pericds especially for
the grain farmer. In itself such a conditicn might mean
nothing, for the deficit might have been offset by an in-
oreased production per cow or by deorease& rer ocapita ocon-
sumption. Authentic figures are available only to 1920,
but this divergence was apparently to that date becoming
 greater. Estimates for the years 1921-23 place the ratio
very near that for 1920.



Table I.

Showing the Relation of Population to

Milk Cow Population (4)

Year Population Milk Cows gggsgg:
1840 17,069,453 4,837,043 3.5
1850 23,191,876 6,385,094 3.6
1860 31,443,321 8,585,735 3.6
1870 39,818,449 &,935,332 4.4
1880 50,155, 783 12,443,120 4.0
1890 62,947, 714 16,511,950 3.8
1900 75,994,575 17,135,663 b4
1910 91,972, 226 20,625,432 4.4
1920 105,710,620 23,724,148 b4
1921 107,125,729 23,594,000 k.5
1922 108,540,838 24,082,000 b4
1923 109,955,947 24, 429,000 b4
1924 111,371,056 24, 675,000 4.4

Between the years 1840 and 1920 population has in-
oreased 620 per cent, and milk cows 490 per cent. Between
the years 1910 and 1920 each increased 115 per cent. Dairy
development in that ten year period has, therefore, been

commensurate with population increase.
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Dating from 1840 the average acreage of the individ-
ual farm has decreaged, and farm population has not in-
oreased as has urban population. Greater demands are
therefore being made on the dairy cow and the dairy farmer
than ever before. In 1880 the ratio of urban to rural
population was approximately one to three, while in 1920
it was one to one. Such a revolutionary change has been
met by the farming population ty as revolutionary changes
in production methods. It would seem, with continued low
prices for farm products that the claim of many farmers

that there has been an overproduction, is true.

Table II. Showing Population Changes (4)
T T ] [Per cent
Total Urben Rural | in Towns
Year | Population Total [Per Total Per | of &,000
Cent Cent| or more

1880 | 50,155,783 |14,358,167|28.6!35,797,616 | 71.4 22.7
1890 ( 62,947,714122,298,35935.4|40,649,355 | 64.6] 29.0
1900 | 75,994,575 |30, 380,433| 40,045,614, 142 | 60.0] 32.9
1910 | 91,972,266 |46,166,120|45.8 (49,806,146 | 54.2] 38.7
1920 | 105, 710,620 |54, 304,603| 51.4]51,406,017 | 4k8.6] U43.8

These population changes have meant, of course, a
larger market for farm pr oducts. With production methods
unchanged and demand remaining the same price levels must

inevitably have increased because of lowered supply. Such



logic applies also to dairy products, for cows per’capita
population have decreased and per capita rural population
ratio has also decreased. (4) From Table III. it will be
seen that consumption of dairy products hes iﬁcreased.
The deficit has been met by the increased number of cows
kept by each farmer and inoreased production per co%w. The
aotual number kept per farm orerator was 3.2 in 1910, and
3.7 in 1920.

Approximately one fourth of the milk produced in the
United States in 1920 was skimmed and the fat made into
oreamery butter. Thirteen per cent was made into farm
butter. In 1908, there were 5,431 oreameries; in 1520,
3,500, Smaller units are being absorbed by the more ef-
fiolent centralizer. In 1908, each oreamery manufactured
an averags of 115,475 pounds butter; in 1920, 194,24
pounds. The butter industry lends itself more readily to
centralization than does any other branch of dairy manu-
facturing because of the longer life of sour oream.

Over one half of the creamery butter made in the
United States is manufactured in the six middle western
states: lLinnesota, Icwa, Wigconsin, Webraska, Ohio, and
Hichigan. (5) These states manufactured fifty-eix per
cent. Of major importance are the first three mentioned,
in which forty per cent of the total is made. Minnesota
nakes a sweet cream butter for the most part, and its

product is much sought for in the New York market, where
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it commands a few cents margine Second only to the Minne-
sota article is that of Iowa.

Chart II shows that the manufacture of creamery butter
has more than kept pace with population increase. Figures
for butter production by ten year periods for 1880 to 1920
are respectively, 29,421,784; 181,284,916; 420,954,016;
627,145,865; and 863,577,000 pounds. (4) Butter consumption
according to Table III, figures supplied by ¥r. T. R. Pirtle,
Statistician of the United States Derartment of Agriculture,
increased until 1900, and shows an increase from the date
of the war. Exporta have increased and the amount of farm
made butter has decreased.

Table III. Showing Consumpticn of Butter in the United

Stetes.
Year Pounds Year Pounds Year Pounds
1850 12.9 1890 18.9 1921 16.1
1860 4.5 1900 19.6 1922 16.5
1870 13.3 1910 17.5 1923 17.0
18380 15.2 1920 1.7 1924 17.25

Farm made butter increased until 1900, when 1t reached
the figure of 1,071,626,056 pounds. The decrease has been
fairly rapid since 1900, the amount being lowered in 1920
to 707,666,492 pounds, a reduction of thirty-four per oente

Exports as well as imports, were highest durirng and immedi=-
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- ately following the war period. Butter consumption in

1909 was 17.5 pounds per capita. From 1918 to 1923, by
yearly periods, it was respectively, 14.6; 14.8; 14.7;

16.1; 16.5; and 17.0 pounds.

Marketing Agencies

Butter when shirped must be handled by middle nmen,
who take care of its transportation, grading, storage,
finanoigg, gelling, and provide the means for the ex-
change for selling. These may be the transportation com-
pany, merchants, commigsicon men, Wholesalers, Jjobbers,
brokers, shippers, and retailers. The functions of these
may be restricted or combined into two or more.

In actinz as an intermediary between producer and
consumer the merchant performs a useful function. He 1s
usually a skilled salesman, understands and has established
a market, and saves the producer the details incident to
direct marketing. In marketing through a commission mer-
ochant, the shipper consigns his commodity to the seller,
wWho charges a commission for the sale. Relatively little
butter 1s no¥ s0ld in this manner.

The wholesaler and jobber perform similar functions.
The former buys either from the producer or other middle-
men and sells to wholesalers or retailers or both. The
wholesaler buys outright from surplus areas and sells in

the areas of deficit. He assembles butter in large quanti-
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ties and usually makes quick sales. The jobber usually
oonfinés his sales to retailers. His sales are for the
most part in small amounts and in the c¢ity in whioch his
place of business is located.

The broker's function is to bring into business re-
lations the shipper and buyer. Payment is made bty buyer
to shipper. He neither buys cn consignment nor by out-
right purchase. The shipper may be likened to the live-
stock shipper; he buys near the place of production, ships
the goods for sale in another market and depends for his
profit on the price for which he can sell in that market.
Ais is a speculative occupation, inasmuch as he relieves
the producer of that risk. The retailer's functions are
obvious. Except for the chain groceries, who, for the
most part, buy direoct from the prbducer, the retailer buys
principally from the wholesaler.

The middleman functions in assemblying butter, dis-
tributing it in sections where needed and in accordance
With market demands. The Wholesale receiver maintains
close relations with the 1ndiv1dua1'oreameries. Ordinar-
ily he sells to a jcbber, Who in turn sells direct to re-
tailers, hotels, etc. in ocomparatively small quantities.
The jdbbér keers in close touch with this class of trade.
The wholesaler often performs this service also. In fact

this is the rule rather than exception in cities other
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than Philadelphia, Boston, New York, Chicago, and San
Francisco. There is an opinion among operators of small
creameries that this specialization 1s unnecessary and
expensive, but as yet, despite many attempts, it has not
been bettered. The larger centralizers often distribute
and sell their OWn'butter direct to the retailer.

Yuch of the farm made butter is marketed direct from
producer to consumer. This may be made a profitable meth-
ods Much of the remainder is sold to groceries and paid
for "in trade". The quality of much of this is indiffer-
ent, and that unsalable. to the retailer's trade, makes
up packing stock, and is sent to a factory for renovation.
Fortunately, this method of butter disposal is on the
wane, thare being made in 1906-7, 1909-10, and 1913-14,
respectively, 63,000,000; 47,000,000; and 32,000,000
pounds renovated butter.

Other than making his oream into butter, the fafmer
may ship his ocream direct or through a cream station to
a oentralizer or his local creamery. Cream station prioces
are always lower than prices paid direct shiprers because
of the cost of maintaining cream statiqns. The local
oreamery oan make better butter because the cream may be
delivered more frequently, but the centralizer has the
advantage of lower per unit cost of manufacture and more

effiolent marketing, because of the larger amounts handled.



Besides the agencies mentioned as assoclated with
the marketing of butter, cold storage plays an important
part. It has been of importance in stabilizing butter
prices by maintaining oconsumption and supply over periods
of butter scarcity. The ammonia system of refrigeration
was originated in 1860, and the first cold storage plant
vas built in 1865 in New York. The system came into gen-
eral use in 1890 and has grown rapidly in spite of the
prejudice against ocold storage products. Over ten per
cent of the butter produced annually in the United States
is stored. (8) This occurs during the months of peek pro-
duotion, May, June, and July. It is held until fresh
butter, because of scarcity, becomes high in price, there-
by oreating a demand for the stored goods. The average
number of months held was 4.43 in 1910, but this varies
according to the month the article was stored. June butter
in 1910 was stored 5.32 months; July, 4;49; August, 4.15.
(6) The quality of this butter, beoaﬁse of the season dur-
ing which it was made, is often superior, when taken from
storage, to the fresh butter on the markete.

Cold storage, being so revolutionary a method for pre-
gerving food, could not but arouse considerable prejudice.
This is reflected in the laws enacted since 1911, regulat-
ing time of storage, licensing, and dating of packages
~ stored. The time allowable for butter to be held in storage

varies in the several states. The Federal cold storage acts



were passed in 1917-18, and required that butter held
over thirty days be labeled and sold as cold sterage
butter. This has led to the "rotating" of storage stocks
of "short held" goods. "Long held" butter of good quali-
ty may be stored for twelve months. Ordinarily body and
flavor defects tegin to arpear after one month's storage,
even when held at the proper temperature of -6° to =109 F.

Cold storages are usually located in the large con-
suming centers. Space is leased at approximately the
following rates, the rate being in terms of sixty pound
tubs:

Per package Per rackage
first month each month
thereafter
Carload lots 13¢ 8¢
Over 150 tub lots 15¢ 10¢
75 = 150 tub lots 18¢ 12¢
25 = 75 tub lots 20¢ 15¢
Less than 25 tubs 25¢ 18¢

The average storage cost is 2.5%2¢, 10.8 per cent of

»~

the whole sale price. (14&)
EQTABLISHMENT OF BUTTFR PRICES

Nany producers lapbor under the delusion that price
should cover cost of production plus a reascnable protit.

Suoh condition would place no brake whatever on procuction.
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The cost of production of an article, for which there is
a demand, does have an effect on price, however, because
it aots as a governor of procduction and thereby affects
sﬁpply. Suprly and demand are governing factors of butter
rrices, as of most other commodities. To & consideranle
extent, also, both buyer's and seller's opinion of what
suprly and demand will be, are factors. Price is fixed
at that point where supply end demand are equalized. This
is determined at the butter exchangee of the two principal
butter marke¢ts Or the country, New York ana Chicago. Com=
rercial agenclies and the United States Bureau ¢f Markets
disseminate to the trade the butter prices quoted on the
five ohief butter markets. Fxcept for transportation dif-
ferences these markets closely parallel each other.

The Elgin Boara of Trade, discontinued by government
order in 1917, made use of a butter price committee, whose
quotations were based suprosedly on sales not anly on the
exchange board, but also by dealers, inasmuch as sales on
the board oomposed but a fraction of actual sales. The
system offers such opportunities for manipulation that the
practice has been largely given over. Prices, as reported
by the Burseau of Markets, are the average paid on the board,
and by dealers. The system has paved the way for inspection
and grading of butter, details of which are given in Service
and Regulatory Announcement Number 51 of the United States

Department of Agriculture. Prices are quoted in the Market
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Newes Letters on &6 to 93 score butter inclusive, and on
88 t0 90 soore centralized butter in carload lots. The
trend, and strength or weakness of the market, cold stor-
age holdings, and buttsr receipts are given. If fraud is
guspected, shippers, for a nominal fee, may have their
butter scored by & government inspector. There has been
difficulty in this regard by the pressure dealers may
bring to bear on ths inspsctor. The gystem, because un-
prejudiced, has proved extremely valuable to the trade in
general.

Butter exchanges werse established to provide a mar-
ket place for the commodity, and to regulate its sale.
The tendency has teen for fewer sales t0 be made on the
exchange, and more by individual bargaining. The exchangs
however, furnishes a meeting place for buyers to assemble
for discussion of market tendencies. Offerings are posted
on a blackboard and bids recordede When bids agree with
price asked a sale is made, and a quotation established.
These quotations were first published in 1858 by Benjamin
Urner, a printer in New York City. This service has been
continued singe then, now being ocontrolled by the Urner-
Barry Companye. It 13 believed by many that butter quota-
tions should be disoontinued because of the difficulty of
setting & single price and because of the chance of manip-

ulation. Much of the latter has been eliminated by govern-






mental regulation and reforms made by the trade itself.
Moreover, any move to abolish quotaticns is opposed by

the creamery interests.
COST OF MARKETING BUTTER

The spread between the price a farmer receives for
his product and that which the consumer pays would appear
to depend more upon its perishability than the number of
hands through which 1t-passes. A much smaller per cent
of thg selling prrice of truck crops i1s returned to the
farmer than 1s the ocase With butter or eggs, although
the latter pass through more agents' hands on their way
to market. There are many reasons why the marketing of a
highly perishable product is expensive. The spoilage and
rigk of spoilage is great and the wholesaler handling the
product must be well paid to assume the riske Exprensive
precautions must be taken to hasten the product to market
and waste and shrinkage locver the gross sales price. The
suprly of a perishable is usually highly seasonal, making
marketing overhtead expense high.

Butter supply is falrly ocnstant during the year and
during the flush season it may be stored. This reduces
handling expense. An interesting table from Bulletin 164
of the United States Bureau of Labor Statistics, page 7,

is given below:

19
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Table IV. Showing Butter Marketing Costs in 1911l.

Distribution of Sales Price Average Cents Per cemt
per Pound of Retail
Price

Price paid for fat in one :
pound butter 32.97 759

Creamery's margin 2.89 6.7
Frelght 73 1.7
Cartage «03 ol
Wholesaler's margin 1.27 ko3
Retailer's margin k.92 11.3
Price paid by consumer 43.41 100.0

Total spread between farmer
and consumer 10, 44 4.1

Total spread between creamery
and consumer 755 17.4

These data are supplemented by the following given
in Weld's "Marketing of Farm Products®. The figures are

for Minnesota creameries for 191k.






Table V. Showing Proportion of Minneapclis Butter

Prices Received by Minnesota Farmers

Distribution of Sales Price Per cent of
Retail Price

Received by farmer for butterfat 711
Creamery margin 7.8
Freight 2.2
Cartage ol
Wholesaler's margin 4.8
Retailer's margin 14.0

The tables hardly need comment, other than to call atten=
tion to the creamery margin as representing manufacturing
rather than marketing costs.
COMPARISON OF BUTTER AND CTHER PRICES

The United States Bureau of Agricultural Eocnomics
estimates that in 1922, 23.6 per cent of the total milk
produced 1n this country was skimmed and made into cream-
ery butter. Milk, oream, and butter prices must oclosely
parallel each other or farmers would sell their product
in that form netting them greatest returns. Below are
given the index numbers of wholesale prices of butter,
farm products, and all commodities for 1890 = 1924. The
index numbers are those compilad by the United States

Bureau of Labdr Statistics, and are based on 1913 prices.

21



Butter index numbers are caloculated from New York prices

for 92 soore butter (extras).

Table VI. Showing Relation of Wholesale Butter, Farm
Products, and all Commodities. Index

Numbers 1890-1924 (15)

Year | Index Numbers
Butter Farm Products AT Commodities

1890 7046 70. 8l.
11891 80.2 75 80.
1892 81.0 68. 715
1893 83.8 71. 77
1894 70.9 61. 69
1895 66.3 61s 70.
1836 5741 55 67+
1897 58.8 59 67.
1898 60.6 63 70.
1839 6549 6l ‘ 75¢
1900 6946 70. gl.
1901 67.1 T4 79.
1902 76.9 &l. 84.
1903 72,8 77. 86,
1904 67.9 &l. g6.
1905 77.2 79. 86

1906 772 80. 9.




Table VI. (Continued)

Tear Butter %&gﬁxp¥%§&%§§ ATl Commodities
1907 87.8 &7, k.
1908 el 86. 950.
1909 90.5 97. 97.
1910 93.2 103, 101.
1911 82.6 93. 93,
1912 ©7.3 101. 99.
1913 100.0 100. 100.
1914 92.8 103. 98,
1915 92.7 104, 101.
1916 105.7 123, 127.
1917 132.3 190. 177.
1918 160.1 218, 194,
1919 187.7 231. 206.
1920 190. 4 218. 226.
1921 174 4 124, 147.
1922 125.8 133, 149,
1923 2.1 134, 154.
1924 131.9 143.4 149.7

The figures are shown graphiocally in Chart III.

23
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During the years 1890-96, 1899, 1907, 1921, and 1923
the average index numbers ¢f wholesale price of butter has
exceeded that of farm products. In the thirty-five years
recorded, the index numbers of butter have exceeded thcse
of farm commodities during but eleven years. They exceeded
those of all commodities in 1891 - 1894, only, a spen of
four yearse.

Butter prices reached their peak in 1919 and 1920.
The break was abrupt in 1921, with & further decrease in
1922, a recovery in 1923, and a further break in 1924,
Prices, the past year, have been particularly interesting
because the usual seasonal variations were not prevalent.
The situation was peculiar, due to the decrease in exports
and the stimulation given the dairy industry during the war.
In the following table index numbers are those of the
United States Bureau of Statistics, Department of Labor,
1913 prices being the basis. Butter prices are quotations
for New York extras and the index numbers are computed
from these. (16)

Table VII. Showing Wholesale Prices Butter and Index
Numbers of Butter, Farm Products, and all

Comodities by Months 1923 - 192U,

Year Butter Index Numbers
Month Price Butter Farm Products All Commodities
1923

January 51l.6 . 159.7 143,0 156.0




Table VII. (Continusd)

Year Butter Index Numbers

Month Price Butter FTarm Products All Coumodltles
February 49.8 154.2 142.0 157.0
March 49.3 152.9 143.0 152.0
April 46.1 2.7 141.0 159.0
May 1.9 129.8 139.0 156.0
June 38.5 120. 4 138.0 153.0
July 39,4 122.0 13540 151.0
August 44,0 136.2 139.0 150.0
September 45.0 142.4 144.0 154.0
Ootober 47.6 147.3 144.0 153.0
November 52.3 161.9 146.0 152.0
December 54.6 169.0 145.0 151.0
1924

January 52.9 163.8 144.0 151.0
February 50.5 156,14 143.0 152.0
Merch 46.6 143.7 137.0 150.0
April 38.5 119.2 139.0 148.0
May 38.9 120.4 136.4 146.9
June 41.5 128.2 134.0 144.6
July 4o.0 123.9 140.9 147.0
August 38.4 118.8 145.3 149.7
Septexber 37.9 117.0 143.1 148.8
October 38.7 119.8 149.2 151.9
November 42,9 122.8 1k5.5 152.7

December  Uk4.g 138.7 156.7 157.0
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Butter prices were comparatively higher than those
of farm products in March, April, and the last three
months of 1923; in 1924 during the first three months cf
the year only. Butter index numbers are higher than those
of all comrodities in 1923 fer January, Noverber, and De-
cexber; and in 1924, during Jenuary and February. Storage
stocks began t0 acoumulate the first of the year 1924, and
it is surprising the fall in price did not occur earlier.
The depressing effect of large suprrlies ray be noticed dur-
ing the eumrer months of 1923, but it w&s greatly augmented
during 1924, due to excellent pasturage throughout the
United States, and to large Furopean and Colonial output.
The European and Colonial producer had begun to functicn
again.

These observations are drawn by a comparison 02X index
numbers. There is a tendency among writers to overestimate
the importance of index nurbers, as well as to use the re-
laticnship they express to prove too many poluts. Index
numbers merely show comparative price levels, using prices
during a certain year as a basis. The year, 1913, is usual=-
ly selected as being typical of prewar prices. Price com-
parisons, therefore, between butter, farm croducts, and &all
commodities, are comparisons made with prices prevalent in
1913. Prices in 1913 were not necessarily typical. For
this reason, the Bureau of Agricultural Economics, Unilted

States Department of Agriculture uses as a basis for calcu-



| lating index numbers, the five year pericd, 1909 - 191k.

If index numbers are used to point cut the greater pros-
rerity of one business over another, assumrtion xust bte

made that prrices of the commodities compared were in equity
in the basic year. Conseguently, when the stuterent is wade
that butter prices during rarts of a year were in advance
of prices of farm prcducts, it 1s meant that this is true
as compared with price levels in 1913, and for the average
of all farm products.

If butter, farm products, and 2ll commodity prices
were in equity in 1913, then butter prices huve been favor=-
able during the last decade. The term "farm products"™ in-
cludeé all farm products, so that the conparison is mude
with the welghted averzage price of tre group. This condi-
tiop, 80 noticeable, has had much to do with the increas-

ing development of dairying on the American farm.

VARIATIONS IN BUTTFER PRICES

Researches are being made at the present tire on
early prices of commodities by the Federal Bureau of
Agricultural Economics. Butter prices are available since
1840, but are not perfectly comparable, due to the vary-
ing systems of grading. These prices are given in Table
VII.



Table VIII.

Showing Butter Prices 1840 - 1924

Year Price Year Price Year Price
1840 16.00(17) 1869 4i1.25 = 1898 19.54
1841 16.25 1870 34.50 1899 21.26
1842 17.50 1871 32.25 13900 22.45
1843 14.75 1872 29.25 1901 21.63
18kd 17.50 1873 29.75 1902 24.20
1845 16,00 1874 32.75 1903 23.48
1846 16.50 1375 30.25 1904 21.89
1847 18.25 1876 30.75 1905 2k.&9
1848 17.25 1877 27.25 1906 24.89
1849 17.75 1878 21.00 1907 28.30
1850 15.75 1879 29.25 1908 27.11
1851 16.75 1880 28.50 1909 29.20
1852 21.25 1881 28.25 1910 30407
1853 21.25 1882 33.50 1911 26465
1854 19.75 1883 28.50 1912 31.37(17)
1855 23.00 1824 28.00 1913 32.20
1856 21.25 1885 23.50 1914 29.80
1857 23.00 1886 27.25 1915 29.80
1858 19.50 1887 24.50 1916 34,00
1859 21.50 1838 25.00 1917 42.70
1860 13.75 1289 23.75 1918 51400
1861 14.75 1899 21.75 1919 61.00




Table VIII. (Continued)

Year Price Year Price Year Price

1862 18.50 1891 24.00( ) 1920 61.00

1863 23.25 1802 26.12 1921 43,30

1864 38,50 1893 27.01 1922 40.70( %)
1

1865 39.25 12894 22,88 1923 46.90

1866 44,50 1295 21.37 1924 L2.62

1367 32.75 1896 18.41

1868 43,25 1897 18.95

It will be seen that the notable rises in butter prices

followed the Civil and World WVars.

It can hardly be said

these prices show curves resembling those of the much

talked of price cycles.

varying in relation to suprlye.

York extrase.

Monthly butter prices show a different phenomenocn,

Prices quoted are for New
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Table IX. Showing Monthly Butter Price Changes

1919 - 1524

Year 1919 1520 1021 1922 1923 1924
Month

January 62.(19) 65, 52.5 }7.é15) 51.6&16)52.9
February 52. 66. 47.2 37.3 49.81 50.5
March 62. 67. 4g,1 38.7 49.27 46.6
April 64. 71. 5.5 37.8 L6.14 38,5
Xay 58. 6l.  31.8  36.9  U41.89  38.9
June 52. 57. 32.7 36.9 38.87  41.b
July 53. 57, Lo. 4 36.1 39.37 40.0

August 55 55. 42.7 15.2 43,98 38,4
September 59. 59. 43,1 Lo.& k5.95 37.8
October 68. 60. 47.0 46.1 47.60 38.7
November 71. 63. 44,9 51.1 52.33 42.9
December 72. 55 43.8 54.2 54.50 4k4.8

The seasonal tendency of these prices may be seen to bet-
ter advantage by reference to Chart Ve It wlll be noted
that May, June, and July are usually months of low prices,
and October to Junuary inclusive, months of high prices.

The seasonal fluctuavions are remarkably uniform.
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Faoctors Affecting Butter Prices.

The gubject of price is one of the most subtle in
agricultural economics. It has caused mere than usual
comment during and since the war because of radical fluo-
tuations, and because the purchasging power of the incdil-
vidual has not kept pace with cost of commodities. Of
those clasges harmfully affected by price advances are
producers whose producticn costs increase with rising
prices, but whose sales price is not prcportiorate. An-
other i3 the wage earner, for wages usually lag price
advances. The dairy farrer has suffered with other farr-
ers in these price changss. His prediéament is the re-
sult of the working of economic laws, but he has advocated
an assortment of impractical schemes for arbitrarily con-
trolling the price of his product. There are temrorary
methcds for relieving the condizion, but none for remcving
the cause save regulating producticn in accordance with
demand.

The value of an article 1s its power in exchange.

Its relative value is exprecsed as price. Its surply,
coupled with the demand for it, determines its value.
Assunming a demand for a commecdity, its scarcity or abund-
ance determines its value. As butter quantity, therefore,
increases or decreases, or as buyers foresee a probabl2
cehortage or high production, prices rise or fall. If more

gocds are offered than there are "takers", price aprroaches



zero. Exocess suprly weakens the seller's demand for hign
selling price, and strengthens the buyer?!s chance of se-
curing the commodity at a lcw rrice.

A group of factors ocontrol prices. Their effects may
be measured only in a general way. Attempts have been and
are being mace to measure definitely the strength of these
econonmic forces with the idea of forecasting prices, and
they are successtul usually, but only insofar as they in-
dicate trends. Among the more important factors influencing
butter prices are,

l. Quantity of loney

2e¢ Supply and Demwand

3. Speculation and Manipulation

L. Oleomargarin Production

5. Exports and Imports

6. Miscellaneous
It is true that, in a strict sense, manipulation is not an
economis force; that Qleomargarin production may be the re-
sult rather than a cduase of butter prices; and that exports
and lmports are factors incident to supply and demand. Their
influences, it is believed, can best be studied in the form
outlined.

QUANTITY CF wON THEORY
Layton (20) has elaborated the theory of the eariier

sconomists that, as money is plentiful, price increases,
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and as mcney becomes scarce, rprices deciline. ZEvidence is
plentiful supporting the theory. America and the large
part of Europe have a gold standard. As this metal becomes
rore plentiful, its value becomes less. As it depreociates
in value, general price levels rise. OCur monetary systea
13 so arranged that credit money may be used in lieu of
gold. This, in effect, has increased the suprply of money
and raised general price levels. Agricultural products
price levels have bteen affected, but on account of large
suprlies, not to the extent of many other products. The
effects are so generzl and subtle that the subject i3 bet-
ter suited to a lengthy treatise. The tables given later
will show in outline this relationship.

Taussig (21) states the theory, "the value of money
under the simplest conditions, is exactly inverse to its
quantity”". Stated in another manner, the greater the
amnount of mcney in circulation, the lower the price of
commodities. With a greater amount of money in circula-

tion the price level would increase in proporticn.



Table X. Showing Circulation of Money Per Capita,

(22)
July 1
Year Dollars Year Dollars
1800 4,99 1915 3544
1340 10.91 1916 39,29
1861 13,98 1917 45, 74
1865 20.58 1918 50,81
1877 15.32 1919 5514
1890 22.82 1920 57+35
1900 26493 1921 54.11
1910 34,33 1922 k9.17
191k 34,35 1923 53431

The relationship is more strikingly shown by Filley (22)
in his comparison of index numbers of all commodity prices
with money in circulaticn per capita during and following

the war.



Table XI. Showing Per Capita Circulation of Money and
Price Index 1914 to 1923.
Date Money per capita All Commodities Price
Index

July 1, 191k 34.53 99
July 1, 1915 35+59 99
Dec. 1, 1915 38,04 105
Dec. 1, 1916 41.73 146
June 1, 1917 4s5.k9 181
Jan. 1, 1918 48.76 185
Apr. 1, 1918 k9,70 190
Sept.1l, 1918 52495 207
Dec. 1, 1918 56.23 206
Jan. 1, 1919 55.76 203
Peb. 1, 1919 53.58 197
Apr. 1, 1919 54.56 203
Dec. 1, 1919 55465 238
Jan. 1, 1920 55.89 2u8
May 1, 1920 56 4t 272
Nov. 1, 1920 59.77 207
Dec. 1, 1921 52419 150
June 1, 1922 hg,.78 150
June 1, 1923 52.81 153
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Money in circulation data given in Tables X and XI in-
cludes that held in Federal Reserve Banks. It will be
noticed that prices did rise as money inoreased. The
peak in prices came May 1, 1920, but money in circula-
tion rggohed the peak November 1, 1920 at which time the
prioce index of all commodities had fallen to 207 from 272.
Thisis explained by the fact that prices had reached such
& high level that demand was depressed, oredit restrioted,
causing price to fall with accumulation of unsold goods.
Rapid spending means heavy buying or inoreased demand.
Rapidity of circulation is therefore a ocondition affecting
the power of money in circulation in affeoting price. It
meagures the activity of the dollar in making purchases.
Inoreased rapidity of ocirculation increases prices. This
is exacotly what happened during the war.

It 1s easily conceived that a oountry rated as wealthy
may have its wealth concentrated in the hands of the few.
Such condition would greatly limit sales of a commodity as
butter because it would limit individual purchasing power.
Individual purchasing power 1s probably best measured by the
index number for wages. Assuming those of 1923 as 100 there
was & depression in the major industries during May, June,
July, and August 1924 amounting to ten and fifteen per oent.

(23) wWages were cut ten to fifteen per cent during these

months and there was from ten to twenty per cent less em-

ployed. The industries listed are largely responsible for
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the prosperity of the laboring class. It is significant
that during these four monuhs or 1924 tnere was 37,000,000
pounds less butter consumed than during the same months of
1923« +1his 18 in spite or the normal increase in popula=-
tion, which ordinarily requires 2,000,000 pouunds additional
supply 1or each monthe It 1s also the first time duriug
the past five years when oconsumption has not been greater
month oy month than auring the preceaing year. Puronasing
power Or those employed in the industries began t0 inorease
in July 1924 and August butter oonsumption increased over
the figure for August 1923. This inorease has been continued
and is doubtless responsible for the reduction of the quan=-
tities of butter held in cold storage during 1924. Doubt-
less, aleso, the depressed condition of industry was respon-
sible for the abnormal accumulation of butter in storage
during that year. The slight break in price also aided in
the reduction.

During periods of business expansion, extension of
oredit is general. Credit sales have the sume effect tm
prices as cash sales, because demand is increased. When
debts are paid price is lowered because the money is not
available in oreating new demand. In 1919 oredit was made
use of to a large degree and prices were correspondingly
high; in 1920, when oreditors demanded payment, prices fell
sharply. Credit instruments, such as checks and bonds, and

borrowing ocapacity made possible by the Federal Reserve Sys-
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tem, have had the same effect as increase of money, be-
cause they perform the same purpose as money. This serves
to depreciate value of money, making its purchasing power

per unit less. Its effect has been a rise in price levels.

SUPPLY AND DEMAND

There are three means by which the statistician may
measure supply: the amounts manufactured; the amount of
the product offered, as indiocated by butter receipts; and
by the amount held in cold storage, as shown by cold stor-
age holdings. Records of such are issued by commercial re-
porting concerns, exchanges, and the United States Bureau
of Agriocultural Economios.

Butter Receipts

These are recorded as butter receipts at a particular
market. Such reports as are available, however, are not
infallible, for the butter may be counted as received at
one market, and later be shipped to one or more other mar-
kets. Recelpts information is released daily in the mar-
ket news letter of the Federal Derartment of Agriculture.

They are also reported for months by the same department.
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Butter receipts represent surplus butter not needed for
local consumption. It is a general, not absolute, index

of butter production. Nor are the receipts at the New

York market necessarily an index of reoceipts at other mar-
kets. It is reasonable to assume, however, that receipts
at the various markets closely parallel each other because
prices paid at the five markets oclosely parallel each other.
For this reason prices are plotted against receipts on the
New York market in Chart VI. Exocept for the years 1921 and
1922 these curves move in the same direction. During these
years conditions incident to the war were operative, and
therefore, were not typical of normal conditions. Probably
if butter receipts were not subjeoct to the errors already
referred to there would be a still closer ocorrelation. It
would appear from this ocorrelation that butter receipts in-
dicate supply and may be used to predioct general trend of
butter prioces.

In November 1924 there was an unusual flare in the
price of butter on the Chicago market. It illustrates
nicely that butter receipts rather than cold storage hold-
ings have a more important effect on price of fresh butter.
Until Noverber seventeenth prices had been fluctuating be-

tween 3& and 39 cents.
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Table XIII. Showing Chicago and New York Prices and
Receipts by Tube November 17 to December
8, 1924. (27)

Date "?riﬁghioaggﬁéoeipts F?Ioenew Yoﬁzoolpte
Nov. 17  40.50 7,298 43,0 11,302
18 U42.00 5,289 44,0 10,968

19 43,75 4,387 .0 9,762

20 44,00 5, 405 k3.5 &, 200

21  U5.25 7,545 k.5 7,149

22  k46.25 8,950 45.0 1,930

2k 47.75 9,197 k5.5 9,635

25 50.25 ° 7,213 k6.5 12,079

26 50.25 7,065 k7.5 6,479

27 50.25 11,125 k7.25 11, 395

29  50.00 7,293 k6.5 5, 856

Dec. 1  49.50 8,47k 47.0 11, 362
2  ha.25 6,712 47.0 5,030

3 k7.25 6, 341 47.0 6,098

4 45.25 4, 897 46.0 6,106

5 43,50 9,267 5.0 6, 641

6 3.25 10,117 45.0 8,017

& 4350 7,557 45.0 10, 223

It will be noted that during the early period of the
interval under discussion there was a gradual deorease in

shipmentes to both cities, the shortage ococurring first at
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Chicago. Both markets advanced, the more abrupt rise oo-
ocurring at Chicago, which is usually a lower market. Im-
mediately butter was reshipped from New York to Chicago, in
order that advantage might be taken of the price. The con-
dition made possible the release of cold storage butter,
and much was released. Retallers are desirous of handling
a uniform grade of butter for obvious reasons. Once they
are forced to use storage butter they are loath to change
until a supply of fresh butter is available at lower prices.
Consequently, the flow of butter from storage weakened the
price of fresh butter because of decreased demand. With
receipts of fresh butter decreasing, and o0ld storage stooks
being drawn on, butter prices should remain stable. This
set of factors with or against each other makes absolute
market foreoasts impossible. Trends, however, can be
gauged by the experienced with considerable accuracy.
Cold Storages Holdings

The 00ld storage plant is the granary of the butter
industry; surplus stoocks produced during the flush season
are stored and released during periods of scarcity. The
amounts held are spoken of as "cold storage holdings".

They are looked upon by some as & measure of the abundance
of butter, and therefore, as a price indicator. In a de=
gree, storage holdings are an indication of supply, but of

supply of storage, not fresh butter. A partiocular market
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may demand fresh butter, as was the case during the faull
of 1924, when, in spite of large quantities of storage
goocds, there were occasional price flares. The storage
holdings in 1924 were much greater than in 1923, and seemed
to have the effect of leveling the usual seasonal changes.
Yhile the excess of holdings in 1924 waeg greater than ever
betore 1t was nevertheless smaller than four per cent of
- the annual production. The much talked of excess may be
gshown in another way. Assuming a population of 110,000,000
and the estimated consumption of seventeen pounds per capita
per year, there is consumed per month 155,826,000 pounds.
Fith these facts in mind the 1924 reserves were not so great,
in fact sufficient to last about one month. The quantity in
storage in 1924 océasioned considerable alarm. To alleviate
the situation some butter was exported and attempts made to
inorease domestic oconsumption. Retailers out very consider-
ably the differential between wholesale and retail prices.
During October 1924 butter was shipped to European mirkets
and especially to England, where, incidentally, much ot 1t
met with unfavorable reception, because of poor qualitye.
Cold storage holdings are reported by the United States
Department of Agriculture, Division of Statistical ana His-
torioal Research. These have hbeen reported monthly since

August 1915. They are given to date in the table below.



Table XIV.

1916 - 1924 by Months

Showing Cold Storage Holuéngs of Butter for

(000) omitted.

[P S W S

Month 1916 1917 1918 1919 1920
January 48,977 46,134 50,726 43,910 53,137
February 31,139 30,474 26,618 36,7717 38, 359
March 15,033 16,952 18,808 24,191 22,568
April 3,346 6,805 14,629 11,909 12,555
May 1,082 3,607 9,536 9,659 7,554
June 7,017 9,953 12,698  29,k35 12,872
July 53,863 k9,982 49,140 90,158 52,526
August 102,537 88,992 88,305 123,546 101,455
Septemberl05,836 108,179 99,334 131,388 115,558
October 100,522 109,154 87,883 121,816 113,385
November 85,260 100,115 80,874 100,474 101,778
December 67,292 79,928 65,111 73,654 79,750
Momth 1921 1922 1923 1924 Five Year
Average

January 58, 682 4g, k12 26,819 30,282 k46,312
February 41,486 35,047 16,122 15,246 33,558
March 27,103 22,582 8,910 9,837 21,071
April 14,732 9,113 4,82y 7,842 10, 627
May 7,712 3,830 3,248 8,913 6,401
June 21, 682 13,202 10,112 22,348 17,461
July 61,991 67,410 62,768 74,184 66,971
August 82,838 103,151 101,774 134,118 102,553
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Table XIV. (Continued)

Month 1921 1922 1923 1924 Five Year
Average

September 92,292 112,039 102,731 156,440 110,802
October 90,116 96,680 96,117 153,494 103,623
November 77,983 73,857 76,472 135,251 86,113
Decenmber 65,129 47,773 51,508 100,832 63,563

Holdings by months for 1924 are plotted against 92 score
butter prices in Chart VII.

At first glance there would appear to be very little
correlation between butter prices and butter held in cold
storage. This especially true for the year 1924, Normally,
there would undoubtedly be considerably mcre correlation be-
tween the prices of cold storage butter and butter holdings.
Storage and fresh butter prices are related but not at all
times parallel to each other. When 1923 prices are compared
with 1924 prices, the effect of storage holdings 1s quite
evident. Aprparently 1924 prices were not forced down, but
the usual seasonal rise was prevented. Butter prices were

very uniform from April to the middle of November. Quantity
of butter in cold storage had become lessty that time, al=

though still fifty-seven per cent abcve normal. Neverthe-

less butter rose in price. Dating from Noveumber 20, the
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rise was extremely abrupt. Cold storage holdings must be
regarded as the thermometer of reserves, not the indicator
of supply. Supply is measured by butter recelpts and but-
ter manufaoturing records. '

Weld (8) places the amount of butter stored yearly
at ten per cent; Wilson (29), at twenty-five per cent. In
vien of large amounts of goods stored & portion of the pub-
lic look upon the system in the light of the "o60ld storage
trust®, an organization for artifiolally boosting prices.
lany farmers believe that by tiding over periods of low
production, average price has been beaten down. As & matter
of fact, there is no cold storage trust. Most butter hold-
ings are owned by oreameries and individuals. If this sur-
plus were sold as produced, the markets would become glutted
and prices become very low. At seasons of low produoticn
prices would become excessive. It 1s a system of orderly
marketing similar to that advocated by the promoters of oo-
operative marketing. Both farmer and consumer are bene-
fited by the praoctioce.

Holmes (30) states that seventy per oent of the butter
stored is placed there during June, July, and August. ‘There
can be no doubt of the part this plays in equalizl ng prices
throughout the year. The Urner Barry Company has presented
gsome interesting statistics bearing on this point. From

1880 to 1892, before the general utilization of cold storage,



the average price of butter during May and August was
2l.9 cents, and from 1902 to 1911 during the same months,
23.4 cents. The average price of fresh butter, November
to Maroh, 1880 to 1892, was 34.3 cents, and for the sare
months, 1902 to 1911, 28.9 cents. The effect is one of
price stabilization throughout the year and a lower aver=-
age price.

Quality.

The grading of butter has for its purpose the sort-
ing of the product in accordance with its qualitye. There
is a greater demand for high than for low quality, hence
it oommands a higher price. Grades one day in 1925 for

which quotatione are given on the Chicago market are as

follows:
Score 92 Extras 42.0 ¢
Score 88 - 91 Firsts 39.5 = 41.5 ¢
Score &3 - 87 Seconds - = 38,0 ¢
Soore 76 - &2 Thirds - -

There are quotations also on lower grades such as ladles,
packing stock, eto., but oreamery butter commonly falls
within the limits given above.

The prices given above are those of Jun 10, 1925.
The spread between different grades varies during the year.
In general, this spread is greater during the summer than

winter. There 1s also a spread between prices at which

52
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extras are sold. Vell known brands usually sell better

than those not so well known. (31)
SPFCULATION AMD YVANIPULATION.

Yost of the charges of market manipulation are based
on dealings in futures and with price fluctuations ocaused
by wkat buyers or sellers think supply and demand will be.
Steen (32) ocites an extreme case as ocourring on the Chioca-
go wheat market in the early years of the war, when a story
wag ciroulated of the Kaiser's death, and wheat dropped
twelve cents per bushel. The same writer (32) infers that
tobacco, raisin, prune, cotton, ocheese, and grain prices
have been manipulated. This was made possible by trade
assooclation agreement, by drugging the market in an effort
to orush the cooperatives, and by control of exchange.

Such motives are difficult to prove, but it is difficult

to believe that selfish moves have not played a part in
many fluctuations of prioce of all farm products. Many such
price fluoctuations are diffiocult of explanation in any other
ranner. The market inorease of butter in November 1924,
previously discussed, would arouse suspicion, as does the
price of lemcns in June 1925. Fortunately, the passage of
recent laws has done much to discourage the practice, as has
the gain in market information acquired by the farmer and

oconsumer. Equally fortunate for the oonsumer that such
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flares are usually of short duration and are more frequent
with luxuries than necessities. It would also be extremely
diffiocult to corner the butter market, hence there is very
little chance of trade restraint. |

Futures.

The East and West Indies cormpanies are oredited with
having first dealt in futures. The term is used in oonnec-
tion with the buying and selling of contracts agreeing to.
deliver commodities at a later date. Ite growth and devel-
opment makes interesting but voluminous reading. It is
probably sutficlent to say that active dealing in futures
in the United States began in Chicago in 1864 or 1865 and
in New York in the seventies.

Dvalings in futures has led the manufaoturer and dealer
to a praotice known as "hedging". It is a system evolved
- to proteot him from price fluctuations. It 1s practiced by
cotton and grain dealers, millere especially, to proteot
themselves from risks.they may be unable to assume. Often
a oontract is made to supply a stated quantity of gocds at
& future date at a stated price. The manufacturer has no
way of determining the price of raw materials at the date
of delivery.‘ He, therefore, buys futures to cover the
amount required for the contract. In the meantime he buys
on the ocash market and sells futures against the contract.

In this manner he escapes the speculation otherwise required.
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It is this devicus proocedure that has aroused so much
controversy.

The Farmer's Alliance, the Grange, the Union, thLe
Fquity, and Farm Bureau condemn dealing in futures. The
reasoning has been that offerings of non existent goods
may be made to beat down prices, and that prices are held
down during those seasons when farmers must market their
produce. Another objeotion is that the practice has been
termed gambling, with consequent losses to the uninitiated,
and the forced toleration of it as such by a protesting
publice. It is charged that the coste of selling several
times as much product &s exists 1s borne by the producer
in decreased rrice per unit. It is further charged that
future trading causes a nervous, irregular market result=-
ing in losses to producers. A more rlausible objection
is the effect on the market of false rumors regarding sup=-
ply. This belief has gained ocredence because of the sta-
bility of the narket during the three year abolition of
future trading during government oontrol. The decline in
price when future trading was resured has meant manipula=-
tion to many. The more conservative antagonists of the
method believe the practice might be tolerated if limited
to actuual rather than fioctitious supply of the commodity
dealt in.



Weld (8) defends the principle of futures in thet it
makes hedging possible. "It is this constant buylng and
selling that makes the 'continuous' market that is such a
remarkable and valuable feature of grain exochanges." He
states further that it has made possible a delicately sens-
itive market, has steadied price level, has shifted risks
to trained professional risk takers, thus relleving the un-
trained producer and manufacturer; has aided in adjusting
rrices between different markets; and, has regulated com=

modity flow from producing to oonsuming regicns. He de-
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plores the fact that the uninitiated are permitted to trade

in the speculative market where they must rely upon luck
rather than intelligence for their returns. Hibbard (3)
alsc defends future trading and differentiates between
speculation and gambling. Many objections, such as manip-
ulation, he holds up to ridicule. He holds that specula=
tion makes possible a continuous market, the highly valu=-
able system of hedging, supplies market information, acts
as a steadying force on markets and does not increase mar=-
keting expense. Though expressed in more general terms,
the funotions of organized exchanges are also defended by
Ely (33), Moulton (34), and Macklin (35).

The great advantages to future sales of grains would
arpear to be the steadying of price levels and narrowing
the spread between prices paid by elevators and on the ex-

changes. These points are proven by the economists cited
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above. The goods for which the system has been so exten-
sively developed are wheat and cotton, both of whioh are
ssasonal oommodities. They are, therefore, stored either
by producer or dealer and sold &g demand justifies. Butter
is another ocommodity for which there is & future market,
though information is exceedingly scant in the systen.

With the development of butter markets, the element
favoring speculation began dealing in futures. This has
been praotioced partiocularly on the Chicago market, but not
without opposition. Those defending it have baged their
reasoning on the fact that it permitted hedging, identiocal
to that followed by the country grain dealer. On the but-
ter market, as in the wheat pit, the speculator may "gsell
short® or "buy long®". He is & "bull" if he tries to force
butter prices upward, and a "bear" if he ig attempting to
force prices downward. If the former are in preponderance
on the market, it is saia to be "bullish"; i1f the latter,
"bearish®.

It has been pointed out that some crops, such as wheat,
ocotton, and sugar, are harvested within a few weeks and that
means must be provided t0 keep operators interested in them
throughout the year. The speculator keeps the market oon-
tinuous, affording the producer a market at any time, and
preventing violent price fluotuations. In this manner both

producer and consumer are proteocted. Before the advent of



58

butter futures, butter dealers stored the produot and
marketed it when prices were advantageous. They were
providing for future demand and steadying prices. The
practice is still followed in spite of the future con-
traoct. The most logical argument against butter futures
is the fact that butter is produced continuously, making
it unneocessary to0 provide supply a year in advance. The
ratio between winter and summer supply is oonstantly nar-
rowing,aue t0 the practice of winter dairying. Operation
of futures may affect the acreage placed to wheat the fol-
lowing year, but it can hardly affect quantity of butter
because of the time required to grow a calf to a cow in
milk,

Befors the United States Bureau or Agricultural Eco-
nomiocs began t0 broadcast prices, taking as their basis
saleg on the street as well as at the exchanges, quotations
made were for the greater part by far those of the exchangs.
It was, therefore, comparatively easy to advance or lower
the “gpot® quotation. This ocould be conveniently utilized
to profit on any future contraots. Often there is an ade-
quate supply of butter but held by a few dealers. In an
effort to supply their contracts other dealers are taken
advantage of by those holding butter with the result that
prices soar temporarily. 8Suoch fluotuations ocan scarcely
be steadied by future dealing. There is the further faot

that futures are bought and sold in large quantities, car
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load lots. Most fancy butter comes from the smaller coream-
eries that sell necessarily in smaller quantities. If there
were & steadying influence in the practice it would be in
favor of the manufacturer of medium grade stocks. There
would be discoriminstion against small lots with the result
that improved quality would not be encouraged. That this
is the case is evidenced by the fact that frequently ninety
score butter in ocarload lote sells at a higher price than
ninety-two score butter.

It 1s true that data are meagre with which to prove
the harmful aspects of future trading in butter. Economic
opinion would appear to favor the efficacy of the practice
with a few other food products. With these there seems to
be great possibilities for improvement through proper regu-
lation. With butter, the advantages seem s0 intangible as

to cause serious doubt of the good its proponents argue.
OLEOMARGARIN PRODUCTION AND BUTTER PRICES.

The long oontinued strife between the oleomargarin
and butter interests would lead the observer to the con-
oclusion that oleomargarin, by limiting butter oonsumption,
is & oonsiderable faotor in affecting butter prices. For
years its enoroachments have been viewed askance by oream-
erymen. Records are available from the Bureau of Internal
Revenue (19) on amounts manufactured and exported. These
are given in the following table. In general they are

much lower than those reported by the Department of Com-
meroce.



Table XV.

Showing Oleomargarine Production and Exports

1887 - 192k
Year Make Exported Consumed
1887 é1.513,537 834,574 20, 436, 198
1890 32,324,032 2,535,926 30, 787,550
1900 107,045,028 4,256,067 102, 758,658
1905 51,987,336 7,863,164 44,039,314
1910 141,862, 280 3,418,632 138,026,520
1911 121,162,795 3,794,939 117,590,862
1912 128,601,053 3,627,425 124,666,822
1913  1ks,227,862 2,967, 582 141, 858, 629
1914 144,021, 276 2,532,821 141,878,107
1915 145, 810,048 5,352,183 140,157,551
1916 152,509,913 5,426,221 146,752,525
1917 233,170,111 5,651,267 226,523,373
1918 326,528,829 6,309,896 319, 629, 407
1919 359,216,571 18,570, 400 341,661,307
1920 391, 283,143 20,952,180 368,783,386
1921 281,081,514 6,219,165 276,992,980
1922 190,950,373 1,989,421 188,674,600
1923 209,182,188 2,027,546 206,773,240
192k 229,031,000 903, 435 228,127,565

The amounts oleomargarin designated in Table XV are

quantities made to June 30 of the year indicated, and in-
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clude colored, uncolored, and nut margarines. Chart VIII
shows the relation between the amount consumed in the

United States and butter prices for 1910 - 1924%. The cor-
relation is remarkable. It is natural to expect oonsumption
of butter substitutes to inorease, however, as butter prices
inoreage. There was greater consumption of margarines,
therefore, during the period, 1918 - 1920, when butter prices
reached their peak. The increase began with America's entry
in the war, being undoubtedly increased by the food conserva-
tion propaganda.

In the prewar period there is also a relation between
butter price and 0leo oconsumption. During the war the in-
creasé in o0leo oonsumption was greatsr than the rise in but-
ter price. Both shoi a higher level from 1921, with the ocor-
relation for 1922-23 practically identical to that for 1910 -
12. Consumption of o0leo in 1921 was thirty per oent less
than the 1920 amount, and in 1922, thirty-two per cent less
than the 1921 amount. In 1923 it had inoreased nine and six
tenths per cent over the 1922 amount. Deoreased consumption
began with the fall in butter prices. Butter price levels
for 1910 - 1924, it will be noticed, were more uniform than
the ocurve of margarin consumption. It would seem a gafe ooOn-
oclusion that purchasing power of the individual and distribu-
tion of that purchasging powver affects the oonsumption of but-
ter gubstitutes more than it does butter prioces.
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Oleomargarin may be gaid to affect butter prices
indireotly. Incoreased margarin consumption increases
available supply of butter and decreases demand. The
inevitable result is lowered prices. The law is opera~-
tive when oonditions are reversed. Low butter prices
decrease oleomargarin sales. Following this logio it
would be plausiﬁle to expeot margarin éonnumpticn to be
held comparatively low during 1924 because of low butter
prices, and for it to gain during 1925. Oleo sales lowers
demand for butter, and in this respect affects price of
butter.

INTERNATIONAL TRADE AND BUTTER PRICES

The tariff on butter is designed to protect the pro-
ducer of butterfat and the manuracturer of butter by regu—-
lating imports. In 1924 a commission was appointed to
study cost of butterfat production in this country and
Denmark, with the possibility of changing the present tar-
iff. This study is the subject of & lengthy report issued
by the commission. The tariff on butter and butter substi-
tutes has been revised many times. By act of August 5,
1909, i1t was placed at six cents; by aoct of October 13,
1913, at two and one half cents; by aot of May 27, 1921,
at iix cents; by act of September 21, 1922, at eight ocents,
and on April 5, 1926 to twelve cents. The report of the
tariff oommission, dated March 11, 1925, makes no recom-



mendation of either inorease or decrease in the present

schedule.

Inasmuch as America has been a butter export-

ing country tariff has very little effect on prices over

& period of years.

Showing Imports and Exports Butter 1851-1924

Table XVI.

Year Imports Exports Exocess of Img:gto
or Kxports (e)
(157
1851 479,180 3, 994, 542 (e) 3,515,362
1860 3,278,967 7,640,914 (o) 4,362,217
1870 4,089,038 2,019,288 . (1) 2,069,750
1880 k87,120 39,236,658 (e)38,749,538
1890 75,521 29,748,042 (e)29, 672,521
1900 49,791 18,266,371 (e)18,216,581
1910 1,360, 245 3,140, 545 (e) 1,780,300
1911 1,007,826 k,877,797 (o) 3,809,975
1912 1,025, 668 6,092,235 (e) 5,066,567
1913 1,162,253 3,585, 600 (e) 2,423,347
1914 7,842,022 3,693,597 (1) 4,148,425
1915 3,828,227 9,850,704 (e) 6,022,477
1916 712,998 13,487,481 (e)12,774,483
1917 523.573(}7) 26.835.092 (e) 26,311,519
1918 1,655,467 26,194, 115 (e)24,538,948
1919 9,519,368 34,556, 485 (e)25,037,117
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Table XVI. (Continued.)
Year Imports Exports Exocess of Imports (1)
or Exports (e)
1920 37,454,172 17,487,735 (1) 19,966,437
1921 18,558, 388 6,014,737 (1) 10,543,651
1922 8,957,169 10,937,519 (e) 11,980,350
1923 23,741,247 5,845,514 (1) 17,895,733
1924 19, 4ok, 816 4,256,622 (1) 15,148,194
1909 -
1,647,000 4,125,000 (e) 2,479,000
1913

Until 1920, America has been a tutter exporting country.
Attention has been focused sharply on the situation since
then because of the effects of imports on domestic butter.
This has caused the demand for a higher tariff, previously
referred to. The zigzag figures of exports are extremely
vafiable and wmay be sald to depend upon surply and purchas-
ing power both at home and abroade This undoubtedly accounts
for the fact that America has been largely an importer since
the oclose of the war,

There was made in the United States in 1922, 1,778,515,000
pounds of butter. (37) Imports or exports, therefore, ocom-
pose but a fraoction of the supply. Imports have a depressing

effect on price, which, in turn, leads t0 the query of why



Amerioca is not self sufficing so far as dairy products are
concerned. In the first place butter is a world commodity
and nations producing in excees of their own needs will sell
their excess on that market offering best net returns. This
will be determined by ¥he tariff, demand, and ability of the
market to pay. Secondly, the prcduotion of butterfat is
variable, depending on abundance of feed,‘so that if it were
possible to gauge the exact demand it would be impossiple to
fulfill it with neither deficit or excess. An exoess of oon-
sumption must be marketed abroad and from gross receipts
must be subtracted expenses incidental to shipment and sell-
ing. In the course of events this lowered price must be
borne by the producer of butterfat. On the other hand a
large amount of butter unloaded on American markets depresses
price in that it decreases demand for the domestic produot.
As between the two, the preferable situation would appear to
be in favor of the importation of a smell amount of butter.
A second solution would seem to be assistance in inoreasing
the individual's purchasing power in foreign countries in
order that foreign consumption might be raisede A third, 1is
the inorease of domestio consumption largely through health
propagandae.

Import data show interesting information as to America's
rivals in butter production. These show many changes within

the last few years. Denmark has been the largest exporter of
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butter to this country, whereas in 1913 Canada led. Den-
mark's chief market prior to the war was England. War

time regulations there relating to the consumption of but-
ter continued through 1920, which coupled with Denmark's
rapid return to normaloy, opened America's butter market

as a profitable outlet. It would seem plausible to expeoct
this situation to continue until Furopean nations are again

able to buy or American production costs are lowered.

Table XVII. Showing Amounts of Butter Exported to the
United States by Leading Nations. (37)

Country 1913 1923 19214-r3
Denmark 332,384 &,8&15,801 7,192,000
Canada 351, 242 5,931,531 2,807,000
New Zealand 14,000 4,678,351 4,313,000
Argentina 2,000,978 3,189,000
United Kingdom 155,588 1,413, 889

Netherlands yug 4uy]

Asiatioc Turkey 128,277

Australia 86,449 89,000

There are several reasons why Denmark has been able

to compete so suoccessfully with American butter manufao=-

turers. Her oleomargarine consumption per capita has in-



68

oreased from 34.46 pounds in 1913 to 42.72 pounds in 1923;
(38) oows have increased from 1,310,268 in 1914 to
1,339,357 in 1923; production per cow is unusually high,
(39) averaging 6,300 pounds of milk containing 270 pounds
butterfat. This 1s made possible by heavy feeding of suc-
culent rations, heavy feeding of oil cake, elimination of
poor producers, and milking three times daily. The Danish
farm is small, averaging but forty acres, which with the
practice of working all members of the family makes pos-
sible intensive dairying at low cost. In addition, by
rigid enforcement of export regulations and inspection
a very high grade product is exported. The oost of produc-
tion of a pound butterfat in 1921-2 amounted to 45.8 oents;
in 1923-4, 36.3 cents. Manufacturing costs are not excess-
ive. To hundle one hundred pounds milk, the average 00Ost
in 1922-3 was 15.8.oente. Since the milk averages 3.6 per.
cent fat the cost per pound fat amounts to 4.4 cents. As-
suning a twenty=-three per cent overrun the cost per pound
butter manufactured would be 3.5 cents. Produoction is ef-
ficient because poor cows are elimiﬁated. Over thirty per
cent of Denmark's ocows are enrolled in cow testing assooia-
tions. 1In America but one per cent are enrolled.

Denmark, Canada, New Zealand, and Argentina have greatly

increased their cfferings to the Ameriocan market. Most of
that from the United Kingdom has come from Ireland. The



Netherlands has shown a tendency to utilize the market as
has Russia. Both Turkey and Australia, in the past indif-
ferent shippers, have ceased to be a factor.

It may be said that international trade in butter is
the relief valve for production in excess of home demand.
It preserves price in a measure, even when sold at a less
price in a foreign market, by preventing the glutting of
the home market. It may be utilized by American farmers
as & criterion of production and possibilities for reason-

able returns from the commodity in question.
Miscellaneous Factors

Any miscellaneous faoctors affecting price of butter
are factors affecting the thres price controls, purchasing
power, supply, and derand. Economic causes affecting
abundance of labor, payment of labcr, transportation costs,
demand for commodities, distribution of wealth, affect in-
dividual purchasing power. Purchasing power affects price
because it makes possible effeotive demand.

Many conditions are said to affect price that in real-
ity affect avallable suprly of butter. Other than those
referred to, may be menticned seasonal variations, orop con-
ditions, number of cows, geographical location, distance from
market. While their direot effeot 1s ruther an effect on net
price to the faruer, they affect prices on the exchanges in-

sofar as they govern supply.






Demand is inoreased by lower prices except for foods
comnonly classed as neoessities. Butter is not so re-
garded. Attempts to 80 place i1t in the minds of the con-
sumer offer greatest chance for success through judicious

advertising. Improved quality will also increase demand.
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SUMMARY

Three factors control price; amount of money in
ciroulation and its distribution; supply of the com-
modity; and demand for the commodity. Relative balance
of supply and derand regulate price. Individual purchas-
ing power controls effective derand. Storage and butter
substitutes have an effect on price of butter in that they
affeot available supply and demand. Permanent manipulation
of butter prices is practically impossible.

In normal seasons production of butter in the United
States has been, since 1920, very near sufficient for home
consumption. The seasocn of 1924 was especially favorable
for butter production, which, with a lessened purchasing
power, resulted in a production greater than needed, with
occnsequent lower prices. A slightly lower than needed pro-
duction would appear to be the best practiocal situation for
the dalry farmer, so far as prices are concerned.

The machinery for marketing butter is necessarily very
complicateds Because of this very complexity, it is more
often than not misunderstood by the producer. Except for a
few abuses it is funotioning smoothly and efficiently.

If population in the United States increases in the
ratio of the past two decades, and per capita consumption
of butter remains at the 1923 figure, 24,000,000 pounds ad-

ditional butter each year will be required. Amount of pro-



duoction has decreased from the immense increases of
1920 - 22.
atabllization to normalcy of European buying power

will inorease butter prices in this country.
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