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BASE PRICE AVERAGING--
CURE FOR A SYMPTOM--OR 
AN ILLNESS? 

The last issue 
of Peep and 
Moo contained 
an article by 

Dr. A. ~Tilliam Jasper of the American 
Farm Bureau Federation in which he pro-
posed base price averaging as a stepping-
stone approach to better egg pricing. 
Base price averaging--a method of com-
bining the five most current daily egg 
price quotations--is designed to reduce 
the daily fluctuations in egg price 
quotations. The daily price quotations 
reflect the trading conditions in the 
market being reported. They are used to 
allocate eggs to various markets to 
prevent scarcities in one market and 
gluts in another. Thus, the relative 
prices in various markets determine where 
the eggs will be sold. Over a period 
of time, these price quotations will 
differ by approximately the cost of 
transportation between markets. 

Base price averaging, as is shown 
in the accompanying chart, smoothes out 
these day-to-day price fluctuations. It 
lags behind all of the necessary adjust-
ments that prevent a market from being 
over- or under-supplied with eggs. 

If it is necessary to attract more 
eggs to a market, the price adjustment 
will have to be several times larger than 
would normally be required. The adjust-
ment would also have to be larger than 

normal when it becomes necessary to 
discourage shippers from sending eggs 
to a market. Therefore, the daily 
price fluctuation will become greater 
under base price averaging than it is 
under the present system. 

Let us suppose that the present 
pricing system does accurately reflect 
trading conditions in the market being 
reported. This means that, when the 
supply of eggs is greater than the 
quantity buyers want at the previous 
price quotation, a lower price will be 
offered. If conditions change, the 
reverse may be true. 

Now suppose that we instituted base 
price averaging as the means of deter-
mining the price quotation. When a 
similar surplus of eggs occurs, one of 
two things will happen. There will 
probably be a very sharp price drop as 
the 5-day moving average price drops to 
a point where all of the eggs will be 
sold. Since the prices of the previous 
four days have to be averaged down to 
the new price, this price drop will be 
large. But when the price rises, the 
rise will be much sharper. Whether they 
go up or down, daily egg prices will 
fluctuate more often and over a wider 
price range than under the present 
system. 

The second possibility is that only 



those eggs which can be sold at the 
higher price will be sold. The rest 
will be carried over to the next day, 
holding the price up for that day. 
The next day there will be an increased 
quantity of eggs offered for sale because 
of the price being offered. In addition, 
there will be eggs carried over from 
the previous day. Since eggs are a 
perishable commodity, they cannot be 
held long in the market channels before 
they lose quality; so supplies cannot 
continually be carried over. In all 
probability, the eggs could not be shipped 
to another market becaus3 the price 
would be lower. The eggs will have to 
be offered for sale at distress prices, 
lowering the average price. Since the 
back log of egg supplies is increasing 
because of the price being paid, the 
pressure becomes too great and the 
price falls to a low level. This will 
continue until the supplies are gone. 
Because of the low price, no eggs will 
be offered for sale in that market. 
Buyers now bid up the price in an effort 
to secure eggs, starting another upward 
swing in prices. 

All of this, of course, assumes 
that the present pricing system is 
adequate. If it is not, then base price 
averaging will act much like the sugar 
syrups that are used in many cough 
remedies. It will cover up the 
symptoms--but will not touch the basic 
disorder. 

A great deal of research has been 
done on egg pricing and pricing methods. 
Present research states that the New 
York Egg "Market Quotations are adequate 
but not highly accurate for eggs being 
traded in the New York Market Area. But 
they are--not adequate for eggs being === 
sold elsewhere, because the price quo-
tation attempts to report the conditions 
existing in the market area and cannot 
measure conditions in other areas. 

In an effort to make the New York 
quotations more meaningful to other 
areas, a set of differentials (premiums 
or discounts) has been developed to more 
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nearly reflect local conditions. The 
New York quotation is used so that the 
large egg buyers may have only one base 
price to reckon with. The base price 
plus the differentials then makes up the 
area price that the company will pay for 
eggs. But often within an area the 
differential may vary by a cent or more. 
This reflects the persuasiveness or 
relative bargaining power of the indi-
viduals involved in making the contract. 

Base price averaging or monthly or 
quarterly prices may have a place in 
egg pricing some day. But that day will 
not arrive until we have a far greater 
degree of stability in the egg industry. 
When production is controlled so that it 
can be geared to demand, it may be 
feasible to have long term contracts. 
But at the present time, I believe that 
base price averaging can only lead to 
rigid production and marketing controls. 
Effective controls will be necessary to 
prevent wide price fluctuations and 
breaking down of the market. 

Controls lead to regimentation, 
loss of producer initiative, and will 
destroy the free enterprise system as 
we have known it in America. Base 
price averaging is a step down the 
road to controls. 

H. R. Luckham 
Poultry Marketing Specialist 
Agricultural Extension Service 
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Comparison of the Virginia Daily Market News Price Quotation 
for Grade A Large Eggs with a 5-Day Moving Average 

of That Quotation. 
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Virginia 
Market Area 

July 1960 
August 1960 
September 1960 
September 1959 

AVERAGE EGG PRICES l/ 

Large 

37.20 
44.75 
52.40 
46. 75 

U. S. Grade A 
Medium Small 

cents per dozen -
32.10 22.10 
36.10 25.15 
42.50 28.30 
29.75 15.40 

Grade B 
Large 

28 .95 
32.90 
38 .90 
29.80 

1/ Values being used in adjusting to a common denominator are: (1) Delivered to 
plant--0 to 1¢ (2) Cases exchanged--1¢ (3) Farm refrigeration--0 to 3 1/2¢ 
(4) Minimum 5 case lots--0 to 2¢. 

~'7EEKLY S~..ARY OF PURCHASES 
BROILER PRICES IN VIRGINIA 

Average Price 1/ Ul:lek No. Birds Weighted Ave. 
Market July aug. ~t:!pt. .Sept. Ending Purchased Price {cents2 

Area 1960 1960 1960 1959 9/2 1,071,600 15.90 
9/9 705,050 15.99 

Virginia 17.15 16.00 15.20 15.50 9/16 880,750 15.59 
Del-Mar-Va 18. 95 17 .45 16.30 16.25 9/23 998,400 15.12 
West Virginia 17.55 16.75 15.85 15.10 9/30 1,029,650 14.70 
North Ca:::olina 17.00 15.95 15.05 14.55 
North Georgia 17.00 15.25 15.00 14.55 Sept. Tot. 4,685,450 15.43 

Aug. Tot. 4,382,650 16.27 
July Tot. 5,169,590 17.34 

ll Unweighted average. 

Average Virginia Poultry Feed Prices and Feed-Price Ratio 

Price Per 100 Pounds 
Broiler Turkey 

Laying Growing Growing Feed-Price Ratios l/ 
Date Mash Mash Mash Egg Broiler Turkey 

- dollars -
Sept. 15, '59 4.55 4.85 4.90 10.8 3.2 5.5 
Aug. 15, '60 4.50 4. 7 5 4.85 12.1 3.4 6.6 
Sept. 15, '60 4.50 4.80 4.80 13.8 3.2 6.9 

ll Number of pounds of feed equal in value to one dozen eggs, one pound of broiler 
live weight, or one pound of turkey live weight. 
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MILK PRICING UNDER 
FEDERAL ORDERS IN 
VIRGINIA 

A large number of 
Virginia dairymen 
sell milk into mar-
kets now regulated 

by Federal Milk Marketing Orders. Milk 
producers shipping milk into Bristol, 
Bluefield, H. Va., Washington, D. C., and 
Baltimore, Md, are affected by these 
regulations. The procedures for computing 
monthly class prices under Federal Orders 
are not readily understood. The method 
of computing prices in the Appalachian 
(Bristol) Order is one of the more common 
methods used in Federal Orders today. 

The Class I price or the price for 
milk used in fluid form in the Appalachian 
market is based upon the price of 
manufacturing milk. Each month the market 
administrator computes the price for 
manufacturing milk by methods provided 
in the order. To the basic price, a 
premium or differential is added to 
arrive at the Class I price, This 
differential is added to cover the 
additional cost of producing Grade A 
milk and to ensure an adequate supply of 
Grade A milk for the market. 

In determining the basic price, the 
market administrator for the Appalachian 
market area computes: (1) the average 
price paid for milk by midwestern con-
denseries during the month, (2) the value 
of milk used in the production of butter 
and nonfat dry milk (two types of butter-
powder formula are used in the Appalachian 
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Order), and (3) the average prices paid 
for milk by manufacturing plants in the 
nearby area. The highest of these prices 
is the 11 basic formula 11 price for the 
following month. The Class I price then 
becomes the basic-formula price plus $2.10 
during the months of August through 
February and plus $1.70 during all other 
months. 

The purpose of a higher differential 
during the period of August through 
February is to provide dairymen an incen-
tive to produce more milk during the 
period when milk is generally shortest 
and dairymen's costs generally higher. 
These seasonal differentials are directed 
toward more uniform deliveries of milk 
throughout the year. 

The Class II price for the Appala-
chian market is the highest of either 
the average prices paid by nearby manu-
facturing plants or the value of milk 
used to produce butter and powder computed 
as outlined in the order. 

Prices for milk in the Bluefield 
market are computed the same as in the 
Appalachian market. The only difference 
is in the amount added to the basic 
formula price to arrive at the Class I 
price. During the months of April, May, 
and June, the Class I price is the basic 
formula price plus $1.45. During the 
other months, it is the same as in the 
Appalachian ~arket. Class II prices in 



Bluefield are computed the same as in 
the Appalachian Order. 

Class I prices under the Washington, 
n. c. Federal Order are set specifically 
in the order. However, adjustments are 
made in the Washington price when the 
average Class I prices of the Chicago, 
Philadelphia and New York markets 
deviate more than 15 cents from the 
corresponding month of 1953. The Class I 
prices set in the Washington Order are 
$5.55 for the months of July through 
February and $5.10 for the months of 
March through June. Since the ·order 
has been in effect, no adjustments have 
been necessary since the average of 
prices in Chicago, New York, and Phil-
adelphia have not deviated more than 
15 cents from the corresponding month 
of 1958. 

The Class II price for the 
Washington market is based on the values 
of butterfat and skim milk. The value 
of butterfat is computed on the basis of 

the value of 40 percent sweet cream and/or 
the New York price for Grade A 92 score 
butter. The value of skim milk is based 
on the value of nonfat dry milk for human 
consumption in the Chicago area. 

This article explains only the methods 
of computing prices. There are basic reasons 
for these procedures. These reasons will 
be covered in later issues. 

FLUID MILK 
PRICES 

Table 1 shows the prices paid 
for milk used in fluid form 
by dealers in selected 

markets. Also, shown is the prices per half 
gallon of milk delivered to homes in glass 
containers and prices per half gallon at 
stores in paper containers. Prices are 
shown for two Virginia markets (Richmond and 
Roanoke) so that these can be compared to 
other markets. The markets were selected to 
show several areas around the country. This 
table shows prices only for one period of 
time. It should, however, provide a glimpse 
of the price relationships between areas. 

Table 1. Fluid Milk Prices in Selected Markets 
of the United States, September 10, 1960. 

Market 

Albany, N. Y. 
Philadelphia, Penn. 
Baltimore, Md. 
Washington, D. c. 
Richmond, Va. 
Roanoke, Va. 
Charleston, w. Va. 
Charlotte, N. C. 
Greenville, S. c. 
Atlanta, Ga. 
Knoxville, Tenn. 
Birmingham, Ala. 
Baton Rouge, La. 
Cincinnati, Ohio 
Chicago, Ill. 
Green Bay, Wisc. 
Minneapolis, Minn. 
Kansas City, Mo. 

Producer 
Price for Milk 

Used in Fluid Form 
3.5% Fat 

5.94 
5.88 
5.62 
5.95 
6.10 
6.10 
5.75 
6.25 
6.15 
6.62 
5.22 
6.31 
5. 7 5 
4.38 
4.35 
4.02 
4.15 
4.44 

Price Per 1/2 Gallon 
Home Delivery Store 

Glass Paper 

57 
54 1/2-55 

51 
52-55 

54 
52 
55 
Sl 
Sl 
S3 
50 
54 
53 
49 

Sl-S9 
46 
41 
46 

49 
48 
49 

43-5S 
so 

52-53 
57 

Sl-S2 
51 
SS 
so 
54 

S2-53 
46-SO 
47-SO 

42 1/2-43 
36 1/2 

41 
Source: Fluid Milk and Cream Report, U.S.D.A., A.M.S., Crop Reporting 

Board, Washington, D. c. 
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VIRGINIA MILK 
PRICES 

Prices received by 
farmers for milk 
were at a peak in 

1952. This was true for both milk for 
fluid consumption and milk for manu-
facturing. In 1952, the price of milk 
for fluid consumption averaged $6.34 per 
hundredweight in Virginia. (This is a 
simple average of the average monthly 
prices). Since 1952, the price has 
dropped to an average of $5.46 per hun-
dredweight in 1959 (Figure 1). However, 
most of this decrease occurred between 

1952 and 1954. Since 1954, the average 
prices have been relatively stable. 

Prices received by farmers for milk 
for manufacture have followed much the same 
pattern as prices for milk for fluid use 
(Figure 1). The average annual price for 
milk for manufacture was $4.36 per hundred-
weight. Prices dropped sharply between 
1952 and 1954. Since 1954, average prices 
for milk for manufacture increased slightly 
to 1956 and have been relatively stable 
through 1959. 

Fig. 1. Simple Average Annual Prices Received by Farmers for Milk 
for Fluid Consumption and for Manufacturing, Virginia 1949-1959. 
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Source: Virginia Crops and Livestock, Crop Reporting Service, Va. 
Dept. of Agriculture, Richmond, Virginia. 
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