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Fig. 1.—Index numbers of farm prices in the United
States, 1786-1034. (1910-14=<100)
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INTRODUOTION

The price mechanism in a fully competitive society acts as a gov-
ernor and regulator of economic activity, All business decisions gene
erally center around prices, present or prospective. Profit and loxs
calculations are functions of prices and production. Higher prices,
current or anticipated, generally encourage greater production.

In agrieulture, prices are a dominant influence in income, in
standard of living, and in community stability. Fsrm plans and pro-
grams are, in considerable measure, functions of price relationships
between various alternative crops and livestock, Where a choice in
erops is possible, one major consideration is price. There is to some
extent, therefore, competition between crops and livestock for the use
of land, labor, and eapital. Moreover, there is competition between
uses of various crops. If in any area feed is expensive and livestock
high, the feed tends to be sold direct; if the reverse situstion prevails,
the feed tends to be sold in the form of livestock.

The social importance of the price level is evidenced by the prob-
lems accompanying material price declines, such as oceurred following
the World War and again in 1930-32. Depression, unemployment,
material falling off in total purchasing power, reversal of the usual
farm migration ecityward, loss of eqmities and values, foreclosures,
farm strikes, and so on—these are some of the problems arising out
of precipitous price declines,

Not only wide price swings themselves, but also the i:nequal
movements of various prices are significant and disturbing. In &
period of depression, farm prices eommonly fall considerably, w!ula
agricultural preduetion maintaing a high level. Ir many brauehd
of industry, the reverse generally has oceurred, namely, falling ;mﬂ-
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INDEX NUMBEERS OF MONTANA FARM PRICES

A. monthly index number of Montana farm prices has been eons
structed to show the relationship of current to past prices. A simple
weighted aggregative formula was used in constructing the index™

The prices combined in the index cover the following productsy
wheat, barley, rye, flaxseed, potatoes, dry beans, sugar beets, all hay,
beef catile, 1ambs, hogs, wool and butter., The base used is the avers
age monthly prices for 1924, 1925, and 1926 .

An index of marketings was constructed from the carlot ship?
ment data. The base used in this case was the average monthly ship
ments for the years 1924, 1925, 1926; the average prices for 1924
1929, inclusive, were used for weights. Cousiderable quantities of
some farm products are shipped by motor carrier, and, hence, are not
shown in railway shipment data. Except for butter and potatoes,
however, most of the products included in this index are shipped by
rail. Since so many products are combined, the error due to the ex<
clusion of part of the shipments is not significant. ‘

The quantity index multiplied by the index of prices is used to
represent an index of income. While some farm products are not
ineluded, the index shows the {rends in income adequately. A separ-
ate index is ghown for crops and for livestock.

Table 3 shows the annual index of prices, quantities shipped, and.
gross income, covering the period for which all or some price and
shipment data are available. The data are for the crop year, August
to July. .

The index of crop income shows the influence of low prices and:
relatively poor crops in 1931 and of low prices in 1932. Income from
livestock has been relatively higher than income from crops since!
1928.

Bum P, Q, . o
- Bum F, Q' where P,—prices inany gﬂ’-l
ea month or year, P/=prices in the base period, Q—~—the weights nsed. Thess
weights were based on the average monthly quantity of each prodpet shipped:
in earlots for the years 1025-1929, inclusive. These data were obtained from:
the Montana Railroad Commission st Helena. .

“The index may be eonverted to any bame desired by dividing each figure
by the figure for the particular bato chosen. For example, to convert to #
1513 base, divide each figure in the index by the 1913 figure,

“The formula used is sa follows:
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TABLE 3.—INDEXES OF MONTANA FARMY PRICES, QUANTITIES SHIPPED,
AND GROSS CASH INCOME*

General Index Crop Index Livestock Indexv
Quan- In- Quan- In- Quan- In-
Pearlog Price tity come Price tity come Price tity come
1351 I 5 T I —_ 633 — — T6.4 — —
- — — 851 — —_ 877 — —
am —_ 521 — -— 7.8 —
— — 5.5 — —_ 806 — —
—_— — 813 — _ 831 — —_
_— -_— 132 — — 888 — —_—
—_— _— 1344 -— —_— 1144 — —_—
—_ —_ 1588 — _ 1368 — _
— — 1681 — — 1633 — —
834 1088 1963 260 478 142.9 1123 160.3
788 798 1121 8852 1000 914 6584 533
47 603 822 BT 704 T8.6 808 4786
1038 872 T68 1245 954 9658 748 Ti4d
9477 8B 769 1012 1718 931 857 788
1621 1056 1087 1058 1119 89.7 1004 1001
§8.6 1087 1085 888 1070 1043 988 1034
888 839 941 956 859 1002 888 971
1202 1288 878 1586 1400 1143 866 938
128 ' 1188 711 1578 1118 126.2 981 125.0
1012 885 0.9 1607 784 107.8 1029 1111
106.1 659 447 939 418 781 988 723
588 26.8 4231 247 148 508 B0.7 410
474 888 835 317 1008 319 47.¢ BliO0 380
520 830 440 502 741 383 648 B485 bBOS
Agguat-July, Calculated from meonthly deia, *Liveslock ang live
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Fig. 10.—Index numbers of Montana farm prices
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Figures 10 and 11 show the price indices for erops and livestocel
and the indices of gross farm income. =

The index of livestock prices has been above the index of cru]
prices since 1926; the influence of beef prices on the livestock indes
for 1928 is very evident. During the period 1916 to 1921, inelusive
the index of erop prices waa considerably apove the index of livestoel
prices. The low point for both indices was reached in 1932, being
31.7 for crops and 47 for livestock. :
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Fig. 11—Index of Montans farm income, erops,
and livestock. (1924-25-26=—100)
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