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This study evaluates the accuracy of the US Department 
ofAgriculture~ Daily Spot Cotton Quotatiom; (DSCQ) 
in reporting producer prices in the Texas-Oklahoma 
cotton production regiom;. Analysis of price levels and 
movements suggests that the DSCQ tend to overstate 
estimated producer prices for base qualit), overstate 
quality discounts, and understate producer quality 
premiums in relation to hedonic measurement of prices. 
The DSCQ also did not move with the hedonic prices 
on a daily basis, but tended to lag the hedonic prices 
over longer periods. These lead-lag relatiom;hips did 
not appear consistent over qualities, regions, or 
years. ©1996 John Wiley & Sons, Inc. 

Introduction 

Price and quality information is important to the ef
ficient allocation of resources and products in com-
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modity markets. Market participants utilize this in
formation to make marketing decisions, and it may 
also affect production decisions. Price information 
for a commodity such as cotton is made more com
plex by the multiple dimensions of quality. These 
complexities in turn add to the importance of accu
rate price information. 

From the mid-1960s until 1973, cotton prices were 
relatively stable. Mer 1973, due to the liquidation 
of excess inventories and altered commodity pro
grams, prices became more responsive to variations 
in production and demand. 1 The adoption of the 
high volume instrument (HVJ) system for evaluating 
quality added several new dimensions to marketing, 
making price reporting more complex. Quality at
tributes are not individually traded; thus, there are 
no directly observable market prices for these attri
butes. However, these quality attributes have value 
because they affect textile processing and quality of 
end products. Transfer of price information on 
quality values from textile mill to producers is one 
function of price reporting. 
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Quality infonllation in cotton marketing is pro
vided by the Agricultural Marketing Service (AMS), 
United States Department of Agriculture (USDA) 
througb tbe HVI grading system.2 Official cash 
(spot) cotton price reporting is also administered by 
the AMS, USDA. The AMS reports their assessed 
daily spot market prices through the Daily Spot 
Cotton Quotations (DSCQ). The DSCQ are pub
lished prices, premiums, and discounts for the 
seven US cotton producing regions. 3 The reported 
prices are for the base quality· (grade 41, staple 
34, 3.5-4.9 micronaire, and 24 and 25 g/tex 
strength) and premiums and discounts are reported 
for all other relevant quality attributes in cotton. 

Two points concerning the DSCQ are relevant to 

this study. First, the DSCQ are formulated by 
market reporters gathering Dlarket information 
through interviews with market participants and by 
obtaining sales information from cooperating 
providers.4 The procedures used in determining 
prices, premiums, and discounts for the DSCQ are, 
at least in part, subjective in nature5 in that they 
are influenced by the opinions of market 
participants who are interviewed by the market 
reporter. The sample used in the DSCQ 
formulation of prices does not have defined 
characteristics, and there are no internal 
procedures for quantitative evaluation on questions 
of statistical accuracy. 

Second, the DSCQ represents the producer price 
of cotton. The origin of the DSCQ lies in the US 
Cotton Futures Acts of 1914 and 1916.6 The 
original intent of these qnotations was for the 
settlement of futures contracts. Regulation of the 
DSCQ was modified by the Internal Revenue Code 
of 1954.7 Specification of exactly what the DSCQ 
were to represent was spelled out by a Memoran
dum of Understanding on April 16, 1956 between 
cotton indnstry representatives and the USDA. 
This memorandum stated that the quotations 
should reflect the value of cotton, uncompressed 
and not in even running qualities in terms of the 
first landed price FOB warehouse." Thus, these 
quotations are to represent the producer price 

"Quality reporting in cotton changed on August I, 1993. This annl

ysis used data that applies to the I.Tnding system in effect prior to the 

grade chunge. 

of cotton in mi.xed lots in the warehouse. As 
KueWers4 notes, prices froDI transactions are ob
tained by the market reporter from any sale of cot
ton. However, the Memorandum of Understanding 
states that transactions obtained from other than 
producer sales are to be adjusted to the first 
landed (Le., producer) price. b 

The objective of this article is to evaluate the ef
fectiveness of the DSCQ in reflecting producer 
prices in the Southwest region in terms of the level 
and movement. Lack of reliability in DSCQ price 
reporting can have serious implications for the cot
ton industry and its participants. This is because 
the DSCQ can potentially influence marketing and 
resource allocation decisions of producers and oth
er market participants. The DSCQ are also used to 
settle futures contracts for qualities other than the 
base grade 7 and are used in determining the premi
ums and discounts for the Commodity Credit Cor
poration's (CCC) loan schedule. s Producers may 
also use price information to form expectations 
about future premium and discount structnres. 8 

Procedures and Results 

An alternative method to measuring daily market 
prices is with a hedonic price approach. This ap
proach views the value of goods as dependent on 
the values of attributes embodied in the goods. 9 

Thus, this concept sees cotton as having value be
cause of the nature and quantities of the quality at
tributes of the cotton. Hedonic analysis analyzes 
the implicit values of the quality attributes by re
gressing the price of a mixed lot against the average 
qualities of the lot.10 ,11 This process yields the val
ues of the individual qualities, which allows the cal
culation of premiums and discounts. 

Such an approach, called the daily price estima
tion system (DPES), has been developed and tested 
for the Texas-Oklahoma market regions.,o.n The 
econometric system derives hase prices and quality 
premiums and discounts in a manner that is 

"The specifications for the DSCQ price quotations changed in 1993 

to mixed lots, compressed, and FOB cnrltruek, which may alter price 

levels reported by the DSCQ in the future. However, these data were 

not used in this analysis. 
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objective, and results are reproducible. The he
donic model parameters are reestimated daily 
(within the mathematical model structure), using 
only actual sales transactions that occur during the 
day being estimated. The price estimates are pro
duced overnight so that the results of price mea
surements can be distributed each day. 

The DPES is the only alternative measure of pro
ducer market prices, and is limited to Texas and 
Oklahoma. The DPES was tested for accuracy 
against actual lot sales over the 1989/1990-
199311994 period and was determined to be free of 
systenlatic error in its estimates.1°. l1 For this 
study, price measurements from the DPES were 
used as a representation of'the producer market 
against which the effectiveness of the DSCQ for 
Texas and Oldahoma were evaluated. 

Cotton has an array of prices. In the following 
procedures, ""price" refers to the price of a specific 
quality combination of cotton. The following sec
tions describe the data set used and the analytical 
approaches employed to evaluate annual average 
price levels and daily price movelnents, as well as 
results of each test. 

Price Data 

There are over 25,000 designated quality combina
tions that can be traded in the Texas and Oldaho
rna markets. A sample of quality combinations was 
drawn to represent the spectrnm of qualities. The 
sample was compiled from cotton classification data 
in west Texas (WT) and east Texas-Oldahoma 
(ETO) for the 1992/1993 cotton crop. The data set 
contained the mean and standard deviations of 
each quality attribute (each digit of the grade 
code, staple, micronaire, and strength). The 
distribution of qualities varies among years, but 
a fixed set of quality combinations were used to 
have a consistent set of qualities to make 
comparisons across years. 

The specific quality combinations from which 
prices were calculated were determined in the 
following manner. First, the mean values of each 
attribute were comhined, yielding the fIrst quality 
combination in WT-grade 32, staple 34, 
micronaire 3.5, strength 27 (Table I). Second, one-

half of a standard deviation for each attrihute was 
added (subtracted for the grade code hecause a 
lower grade represents higher quality) to each 
quality attribute's mean value and combined, 
yielding an additional specific comhination of 
attributes. This process continued in one-half 
standard deviation increments on hoth sides of the 
mean from + 2 (high quality) to - 2 standard de
viations (low quality). In addition, the base price 
(price for hase quality) was also included in the 
analysis. This process yielded 10 quality combi
nations for each marketing region (Table I). 

Crop Year Divisions 

Price data on producer sales were not available 
throughout the entire year. Producer market activ
ity during the 4 crop years of availahle data was 
primarily confIned to the months of November 
through Fehruary. Therefore, to have a consistent 
time frame from which to compare results across 
crop years, the November 1 to Fehruary 28 time 
period was selected for this analysis. The result
ing data set consisted of 4 crop years (1989/1990-
199211993), each crop year of 4 months (November 
I-Fehruary 28), and two market regions (west 
Texas and east Texas/Oldahoma). 

Price Level 

To compare price levels, daily price information for 
each of the qualities in Table I was aggregated into 
weighted annnal averages for each year 
(1989/1990-19921l993) for hoth the DPES and the 
DSCQ. These prices were then averaged over the 
4-year period for the DSCQ and DPES and com
pared for differences over the entire sample period. 
The results of the 4-year averages are summarized 
in Table II. Differences hetween years are dis
cussed hnt not shown. 

The 4-year unweighted average price from the 
overall sample (Table I) reported hy the DSCQ in 
WT was 56.94¢/lh; the DPES estimated producer 
price was 54.12¢/lh (Table II). Results for ETO 
were similar and differed only slightly in magni
tude. The annnal average prices from the individu-
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Table I. Derived Quality Cumbinations [or Sample of Prices. 

East Texas/Oklahoma 

Attribute Mean +1;' SO +1 SD + {lh SO +2 SD 

Grade 42 31 21 21 11 
Staple 34 35 36 37 38 
Micronaire 4.2 4.6 4.9 5.3 5.6 
Strength 27 29 30 31 33 

Base -112 SO -I SD -11/2 SO -2 SO 

Grade 41 52 62 62 71 
Staple 34 33 33 32 31 
Micronaire 4.2 3.9 3.5 3.2 2.8 
Strength 24 26 24 23 22 

West Texas 

Attribute 11m +I/~ SO 

Grade 32 31 
Staple 34 34 
M:icronaire 3.5 3.8 
Strength 27 28 

Base -112 SO 

Grade 41 42 
Staple 34 33 
:M:icronaire 4.2 3.3 
Strength 24 26 

SD, standard deviation. 

al years indicated that the DSCQ price was higher 
than the DPES estimated price in 3 of 4 years in 
both regions. Thus, on average, the price reported 
by the DSCQ was slightly higher than producers 
received as estimated by the DPES. 

Daily quality premiums and discounts for each of 
the quality attributes were also averaged for each 
year and for the 4-year period, although averages 
for each year are not shown. Results show that 
the DSCQ generally overstated the producer quali
ty discounts and understated the producer quality 
premiums compared to the hedonic analysis over 

+1 SO + {II! SII +2 SO 

21 21 21 
35 36 36 
4.0 4.3 4.5 

29 31 32 

-I SO - {lh SO -2 SO 

42 53 63 
32 31 31 
3.0 2.8 2.5 

25 24 23 

the 4-year period (Table II). For example, in sta
ple, the DPES estimated discount for staple 2B 
was -5.27¢/lb; the DSCQ reported an average 
discount of -B.05¢/lb. On the other hand, the 
producer premium as estimated by the DPES for 
staple 3B was O.77¢/lb; the premium reported by 
the DSCQ was O.45¢/lb. The exception to the pat
tern was in a narrow range of the micronaire dis
counts-DSCQ discounts were less than market 
discounts for micronaires immediately above and 
below base quality. Results from individual years 
showed that this general pattern held in both WT 
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Table II. Hear (198911990-199211993) Averages of I'rices, Premiums, 
and lIiscounts (¢lIb) for Selected Quality Attributes in West Tem Region. 

OPES IISCQ Colora Dl'ES USCQ !licrllnaire DI'ES oscn 
............................................................................................................. 

11 4.47 _b 40 1.04 0.44 2.6 & below -7.57 -12.17 
21 3.55 1.02 41 0 0 2.7-2.9 -5.59 -6.31 
31 2.04 0.84 42 -2.33 -1.50 3.0-3.2 -3.09 -2.40 
41 0 0 43 -6.06 -8.88 3.3-3.4 -1.50 -1.l2 
51 -2.51 -2.64 44 -10.86 -16.38 3.5-4.9 0 0 
61 -5.41 -9.20 5.0-5.2 -5.08 -2.38 
71 -8.62 5.3 & above -6.99 

4-Year Average Priced 

Strength c OPES oscn Staple OPES OSCQ DI'ES USCQ 

18 & below -1.33 28 -5.27 -8.05 54.12 56.94 
19 -1.12 -2.14 29 -4.03 -8.05 
20 -0.92 -1.64 30 -2.93 -6.22 
21 -0.72 -1.l4 31 -1.96 -3.89 
22 -0.51 -1.00 32 -1.15 -2.34 
23 -0.31 -0.50 33 -0.49 -1.06 

24 & 25 0 0 34 0 0 
26 0.31 0.01 35 0.32 0.36 
27 0.52 0.16 36 0.53 0.45 
28 0.73 0.24 37 0.66 0.45 
29 0.94 0.27 38 0.77 0.45 
30 l.l5 0.42 

31 & above 1.36 0.49 

"The numbers designate grade code; variations in trash (color) are indicated by varying only the first (second) digit while holding 

the second (first) dibrit constant. 

hlndicates no premium/discount reported. 

"The DSCQ reported strength only in the 1991/1992 and 1992/1993 crop years. 

tlThe 4-year average price of the entire sample in Tuhle 1. 

and ETO, differing only slightly in magnitude each the producer market as estimated by the DPES. 
year. The equation was: 

First DifJ'erence Approach 

A first differences analysis technique was adapted 
from TomekB (similar approaches can be found in 
Leavitt et al. 12 and Brorsen et al.l3 ) to examine 
the direction and magnitude of daily price move
ments of the DSCQ in relation to those found in 

(PM'J - PM,_I) = a + I3(PD,.i 
- PD'-IJ) + E" (1) 

wbere PM,,j is the DPES estimated market price 
of cotton of quality j at time t, PD,,j is the DSCQ 
reported price of cotton of quality j at time t, a 

and J3 are parameters, and Et is the error term. 
The a represents the average differential in the 
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Table III. Results of First Differences Analysis, West Texas. 

-2 -I Mean Du!e +[h +1 +2 

1989-1990 
Intercept 0.007 0.003 0.03 0.0·1 0.03 0.04 0.04 0.04 0.03 0.03 

(t value) (0.05) (0.03) (0.36) (0,42) (0.26) (0.26) (0.19) (0.15) (0.36) (0.10) 

Slope 0.25 -0.02 0.18 0.12 0.29 0.34 0.26 0.38 0.23 0.66 
(t value) (1.15) (-0.10) (1.19) (0.84) (1.38) (1.15) (0.79) (0.89) (1.59) 11.17) 

R' 0.10 0.09 0.17 0.21 0.13 0.12 0.05 0.12 0.30 0.22 

1990-1991 
Intereept -0.01 -0.001 0.03 0.02 0.01 0.01 0.01 -0.001 -0.02 -0.03 

(t value) (-0.14) (-0.02) (O,4B) (0.31) (0.16) (0.19) (0.16) (-0.001) (-0.17) (-0.22) 

Slope 0.16 0.16 0.19 0.15 0.09 0.07 0.05 0.04 0.01 0.03 
(t value) (1.10) (1.33) (2.03)" (1.55) (0.97) (0.67) (0.611 (0.30) (0.07) (O.lB) 

R' O.lB 0.24 0.08 0.03 0.01 0.01 0.01 0.03 0.13 0.14 
1991-1992 

Intereept -0.12 -0.15 -0.12 -0.12 -0.07 -0.04· -0.02 0.02 0.04 0.05 
(t value) (-0.90) (-0.94) (-1.27) (-1.16) (-0.62) (-0.46) (-0.13) (0.12) (0.18) (0.22) 

Slope 0.62 0.38 0,45 0.36 
(t value) (.2.21),,·h (1.50) (2.24)",]' (1.58) 

R' 0.10 0.03 0.06 0.03 
1992-1993 

inlel'ccpt 0.05 0.0·1 O.OB 0.07 
(t value) (0.36) (0.33) (1.04) (0.91) 

Slupe 0.66 0.54 0.06 0.26 
(L value) (2.99) .. ·1, (2.';4)" (0040) (1.61) 

R' 0.18 O.li 0.12 0.14 

"Significantly different from zero lit the Q. = O.lD level. 

hNot significantly different from one at the a = 0.10 level. 

daily price variation of the DSCQ and DPES over 
the entire marketing year. The slope coefficient, 
13, of the regression equation, represents how 
closely the price series are moving together. Both 
a and i3 were tested for difference from zero. If i3 
was different from zero, it was tested for signifi
cant difference from one. The R2 resulting from 
this formulation indicates the strength of relation
ship between the two series. Because these are 
time-series data, a Durbin-Watson test was con
dncted for autocorrelation. 

The initial estimates of Eq. (1) were found to be 
negatively autocorrelated. Residuals alternated 
signs through time, indicating that the regression 
coefficients were unbiased, but the t tests are not 
strictly applicable. l4 This finding is also relevant 
to interpreting other findings and will be used in 
later discussion. To obtain statistically reliable 
estimates, the regression was corrected for 
autocorrelation using a Cochrane-Orcutt 
procedure. l4 

0.57 0.42 0049 0.69 0.85 0.98 
(1.96)"·10 (1.611 (1.63) (1.58) (1.43) (1.67)"·" 
0.13 0.23 0.16 0.19 0.21 0.21 

O.O:! fL07 0.04 0.02 -0.008 -0.02 
(0.26) (0.62) (0.44) (0.13) (-0.05) (-0.13) 
0.45 0.29 0.46 0.42 0.45 0.47 

(2.38)" (1.02) (1.99)" (1.53) (1.21) (1.23) 
0.25 O.li 0.20 0.21 0.20 0.21 

The corrected results for WT are presented in 
Table III. Results for ETO were similar. 

In no case were the intercept coefficients in 
Table III significantly different from zero. TIns 
means that, on average, the daily price change 
reported by the DSCQ and that found by the 
DPES over each entire crop year were not 
significantly different. However, this measure does 
not provide an indication of how the two price 
series moved together on a daily basis. 

The slope coefficient shows the direction and 
magnitude of the price movements of the DSCQ in 
relation to the DPES. In general, all the signs of 
the siope coefficients were positive, indicating that 
the DSCQ were moving in the same direction as the 
DPES. The incidence of significant relationships 
was generally isolated in the 199111992 year, when 
the DSCQ moved with the DPES in 4 of 10 
qualities. For those qualities, the DSCQ prices 
appeared to be moving proportionally with the 
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DPES prices (13 = 1). There were also 4 of 10 
significant relationships found in 1992/1993, but 
tbe DSCQ did not move proportionally with the 
DPES in these cases (13 ,= 1) (Table III)." 

Tests for Causality 

Causality tests were used to detect if the DSCQ 
was leading or lagging the changes in the DPES 
estimated market price over a period of tinIe, not 
just on a day-to-day basis. Given that a primary 
problem with the current spot quotations cited by 
market participants in a survey was that the 
DSCQ were slow to adjust to market movements,6 
the a priori expectation was that the DSCQ would 
lag the DPES. 

Two regression models were used to analyze the 
lead-lag relationship between the DSCQ and 
DPES. The adaptation of Pindyk and Rubin
f'eld's1.6 ~'unrestricted" regression model was: 

m 

PM'j - PM'_l,j = 2: "'i(PM'-i,j - PM,-(i+l)j) 
i=1 

m 

+ 2: l3i(PD,-ij 
i=l 

- PD'-(i+l),) + e" (2) 

where PM,.j is the DPES estimated market price 
of cotton of quality j at time t, PD,.j is the DSCQ 
reported price of cotton of quality j at time t, "'i 
and f3i are parameters, Et is the error term, and m 
is the nunilier of lagged periods. The value of m 
was set at 10, representing two marketing weeks, 
which is an extended period of time in a daily 
market. In this equation, the daily change in the 
DPES estimated market price of cotton of quality 
j was regressed against lagged DPES estimated 
producer market price changes of cotton of the 
same quality and the lagged changes in the D S C Q 
reported price for that quality. 

"In this case, l\Inrtin Ilnd Garcia IS assert thnt if J3 ? I, the test for 

CI = 0 may be inappropriate. However, in this situation, the rmding 

of J3 ~ 1 is the primnry concern. 

The second step in this procedure was to esti
mate a "restricted" regression model1G of' the 
form: 

no 

PM,.j - PM'-l.j = 2: "'i(PM,-i.j - PM'-(i+l)) 
i=1 

+ B,. (3) 
The combination of the two regressions in Eqs. 

(2) and (3) provides the means to test if the 
changes in the DSCQ are leading the price move
ments in the DPES. If this were the case, it would 
indicate that the DSCQ was either anticipating 
market movements or the producer market was 
reacting to changes in the reported price. An F 
value was calculated using the error SUID of 
squares from Eqs. (2) and (3).16 If the F valne 
was significant, the null hypothesis that the DSCQ 
reported price movements did not lead the DPES 
estimated market movements was rejected. 

The same set of tests as above were conducted 
except that the daily DSCQ price change and daily 
DPES price change switched positions (DSCQ de
pendent and DPES independent). This test proce
dure tests if the DPES estimated market price is 
leading the DSCQ. This would indicate that the 
market reporter was slow in reporting changes in 
the market activity. If both sets of tests indicate a 
significant relationship for the same quality, then 
the evidence of a lead-lag relationship between 
these price series is inconclusive. 16 

The results of the causality tests for the WT re
gion are summarized in Table IV. The F statistics 
show the cases where one price series (DPES or 
DSCQ) is leading or lagging. The top line under 
each year's subheading indicates the F value for 
the test if the DSCQ was leading, and the second 
line shows the F value for the test if the DPES 
was leading. Differences between WT and ETO 
are discussed below. 
A total of 54% of the causality tests (both WT 

and ETO) indicated no relationship (either leading 
or lagging) between the DSCQ and the DPES esti
mated market price movements. Approxinlately 
58% of the 46% that exhibited a relationship 
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Table IV. F Statistics from Causality Tests, West Texas . 
............. , ..... , ..... " .... " .. ,.,., ............. ,." ....... , .... ,.,., ......... , .. , .............. , .... , .. 

-2 -Ph -I _1/2 Mean Base +'/2 +1 +Ph +2 
............... , ...... " .... ,.,., .. " ............. , ... ,.,', ................... , .......... ,', .. , .......... " .. 
1989-1990 

DSCQ precedes DPES 1.63 1.06 1.92 
DPES precedes DSCQ 0.50 1.99 2.2111 

1990-1991 
DSCQ precedes DPES 1.12 1.12 1.26 
DPES precedes DSCQ 1.69 2.07· 1.38 

1991-1992 
DSCQ precedes DPES 1.46 1.36 1.59 
DPES precedes DSCQ 0.72 0.87 1.05 

1992-1993 
DSCQ precedes DPES 0.44 0.51 1.44 
DPES precedes DSCQ 1.53 0.53 1.13 

DSignificant at the Cl' = 0.05 level. 

showed the DSCQ to be lagging the DPES. The 
DPES was found to be lagging the DSCQ 31% of 
the time, and 11% showed inconclusive results. 

1.65 1.37 
2.96 a 0.52 

1.55 1.81 
2.32a 3.39' 

2.51[1 1.10 
1.37 1.58 

1.43 3.12' 
0.95 1.36 

2.55· 1.78 1.34 1.09 1.99 
2.12a 0.59 1.41 2.39· 1.34 

1.96 1.04 1.23 1.14 0.98 
2.26 a 2.43 n 2.29n 2.03· 2.22° 

1.00 0.56 0.81 0.93 0.95 
2.6011 2.14· 2.19' 2.52[1 2.64[1 

2.27[1 1.13 2.09u 2.41· 1.87 
1.46 1.18 1.48 1.52 1.36 

To further analyze and organize the causality 
tests results, a chi-square analysis was used to test 
for differences across qualities of cotton, market
ing regions, and years. This analysis shows if the 

lead-lag relationship was consistent across these 
different situations. Results indicated that the 
lead-lag relationship was dependent on the quality 
examined at aD. 05 significance level when WT 
and ETa were considered together. When the 
qualities in each region were tested independently 
(Le., WT results tested separately from ETa re
sults), the lead-lag relationship was found to be 
dependent on quality in WT at a 0.10 significance 
level, while being dependent on quality at a 0.05 
significance level in ETO, suggesting a stronger de
pendence on quality in ETa. The chi-square anal
ysis also indicated that the lead-lag relationship 
was dependent on the region and year at a 0.05 
significance level. 

58~---------------------------------, 

4'+---~--~~~~--~--~--~--~--~ o 'W 40 60 80 
10 3D 50 70 

TIme In Oays 

1- DPES -+- DSeQ 

Figure I. Price movement relationships of the base 
quality for the weBt Texas market, 1991-1992. 

90 

The overall finding is that the lead-lag relation
ship varies across qualities, regions, and years. 
This indicates that the relationship between the 
DSCQ and the producer market as estimated by 
the DPES lack consistency. 

Interpretations and Conclusions 

Results from the three separate analyses of prices 
have additional implications when considered to-
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gether. The comparison of price levels indicates 
that the DSCQ reported prices were higher than 
DPES estimated prices, and the premiums and 
discounts of the DSCQ were not proportional to 
those found hy the hedonic analysis. 

The first differences analysis indicates that 
there was generally no relationship in the daily 
movement of the DSCQ and the DPES estimated 
market prices, indicating two possihle concln
sions: there is no relationship between the two 
price series; or there may be some relationship 
that is not within the I-day time frame. Tbe cau
sality tests indicated that there was a relationship 
outside of the I-day period in approximately 46% 
of the instances examined. Of that portion that ex
hihited a relationship, the DSCQ was lagging the 
DPES estimated market prices in a majority of 
cases, indicating that the market reporter was 
slow in reporting changes in the market price. 
Thus, the overall indication is that the DSCQ is 
not effectively reporting the price movements or 
levels of the producer market, lending support to 
the findings of Ethridge and Mathews, 1 Ethridge 
et al.,l0 Brown et aI.,ll and the concerns ex
pressed by a group of surveyed market partici
pants.6 

What may be happening is that the DSCQ is 
"smoothing" the daily price changes in the mar
ket. That is, the market reporter appears to be 
reporting trends in market movement, but not the 
daily variation in prices. As tbe market moves on 
a daily basis, the market reporter appears to de
lay reporting changes in the prices until the larger 
market movements hecome more certain or appar
ent (Fig. 1). The overall movement from beginning 
to end of the crop year appears sinrilar, but the 
daily fluctuations are not reported in the DSCQ 
market quotations. This is consistent with the 
finding of no average difference across the crop 
year, and may also explain the negative autocor
relation found in the initial regression between the 
two series. Because the market appears lo fluclu
ate around the DSCQ (Fig. 1), regression residuals 
would be expected to fluctuate around zero. If 
these fluctuations are systematic, as they appear 
to be, the two series would appear negatively auto
correlated. 

The inconsistency in the lead-lag relationship 

is of particular inlportance. If price quotes are 
inaccurate but consistent, market participants 
could adjust for the inaccuracy, malting the price 
quotes a viable source of price information. How
ever, if the price quotes are inaccurate and incon
sistent, market participants have no dependable 
basis for malting adjustments. Thus, the fact that 
the DSCQ appears to report prices, premiums, 
and discounts different than those found in the 
Texas-Oldahoma market; does not appear to 
move with the market on a daily basis; and seems 
to have no consistent lead-lag relationship with 
the market, raises questions as to the reliability of 
the existing price information in that market re
gion. 

Implications and Suggestions 

The DPES, andlor the procedures embodied with
in it, could affect price reporting for cotton, and 
may even have the potential for replacing (or be
coming) the DSCQ. The DPES can meet the re
quirements for timeliness and accuracy reqnired 
of efficient price reporting. In addition, it can in
troduce repeatability and objectivity attrihutes 
that the current DSCQ procedures lack, and it 
can increase the speed at which price reports are 
available (overnight instead of a I-day lag). 

The potential adoption of the DPES into the 
AMS market news system would require adjust
ments. One of the most obvious is that the DPES 
requires large daily samples of bona fide market 
sales; it cannot derive testable estimates from sub
jective assessments of market prices. The technol
ogy exists to assemble and compile the needed 
data through electronic conummications. The bar
riers are logistical-developing procedures and 
format for data transmission so that it is highly 
automated. Another obvious adjustment for adop
tion would lie in training of market news per
SOIl1lt:l. DPES analytical procedures are more so
phisticated and require both computer literacy 
and econometric expertise in the personnel in
volved with it. The other problems, for example, 
reporting of prices when there is no market activ
ity, are not significandy different between the 
DPES and the current DSCQ. 
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