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Abstract:

This study is primarily concerned with differences in returns per pound of wool accruing to Montana
wool growers by the alternative methods of sale to various types of buyers. The results presented in the
table's indicate that no appreciable difference can be attributed to selling wool either on a graded or
ungraded basis. They do indicate an advantage for the farm flock grower, who produced less than 3,000
pounds, to sell his wool by consignment to local wool pools. The results also imply an advantage for
the farm flock grower producing from 3,000 to 5,000 pounds and above, to sell their wool directly to
buyers. The results of this study also indicate that net returns are largest on both direct and
consignment sales to manufacturers, implying that returns are highest " to growers when handler's
margins are not a cost to manufacturers. This indication must-be qualified, however, because of the
limited number of manufacturers who bought wool in the state in 1956. In certain instances it may be
less costly for the manufacturer to buy in volume from handlers in the central markets.

The price paid for wool is affected by the competitive structure of the market and by supply and
demand conditions within the market.

This study points out that the wool grower can sell all of his wool at the market price, but can sell none
at a higher asking price because the competition between buyers is oligopsonistic in nature and wool
growers lack bargaining power in the market. This suggests that advantages may result from volume
expansion, and increased volume is facilitated by pooling of wool or by producer's group action.
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ABSTRACT

This study is primarily concerned with differences in returns per
pound of wool accruing to Montana .wool grawers by. the -alternative methods
of sale to various types of buyers. .The results preésentéd in sthe 'tables
indicate that no appreciable difference can be attributed to selling
wool either on a graded or ungraded basis. .They do indicate :an advantage
for the farm flock grower, who produced less than 3,000 pounds, to ‘gsell
his wool by consignment to local wool pools. -The results also imply an
adventage for the farm flock grower producing from 3,000 to 5,000 pounds
and above, -to sell their wool directly to buyers. The results of this
study also indicate that net returns are largest on both direct :and
consignment sales to menufacturers, implying that returns are highest
" to growers when handler's margins are not a cost to manufacturers. This
indication must be qualified, -however, .because :of the limited number of
.manufacturers who bought ‘wool in the state in 1956. ..In certain instances
it may be less costly for the manufacturer .to buy in volume from handlers
in the central markets,

The price paid for wool is affected by the competitive structure
of the market and by supply and demand cohditions within the market.
This study points .out that the wool grower can sell all of his wool at
The market price, but can sell none at-a higher asking price because
the competition between buyers is oligopsonistic in nature and wool
growers lack bargaining power in the market. -This suggests-'that:&advan-
tages may result from volume expansion, and increased yolume is facili-
tated by pooling of wool or by producer'ts group action.
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PART I
INTRODUCTION

.The Problem Situation
Montana continues to be the fourth largest wool producing state
in the nation. In 1956, the.shorn wool produced in Montana was .esti-
mated at,14,519,975 pounds;l/ In 1958, production was estimated at
15,805,000 pounds. -Only Texas,.Wyoming, and California had higher
production figures.g/

The grade, condition, and quality of Montana wool varies .greatly.
Because of this variation in wool clips, many wool buyers are reluc-
tant to bid on clips of wool, especially on farm flock and wool pool
clips that have not been catalogued or handled by these buyers in
previous yearé. The risk involved in buying mixed clips and different
types of ‘wool causes. wool buyers to bid conservatively. In wool pools
this,éituation unduly rewards the'proaucer of poorer quality wool and
unjustifiably restricts premiums to the better producer, as the buyer
tends to average .out .the price paid to all producers.é/

Some producers of grease:wool do not realize or, bother with con-
trolling the various market factors that affect the value of their
product.E/ Market Tactors that can be controlled by the growers are
tagging and crutching of ewes.before .lambing time. .This practice
involves clipping the,wooi.afound the udder up to the base .of the tail

to prevent filth and dung locks from developing in this area. -Tagging

l/ . United States Department of Agriculture, Montana Statistical
Summary of.l956, Bozeman, Montana, ;Agricultural Stabilization
and Conservation, p.-1O0k.

E/ United States Department of -Agriculture, Agricultural Statistics,
Helena, -Montana, Agricultural Marketing Service and Montana
Department of Agriculture, March 2, 1957.

é/ Montana -Agricultural Experiment -Station, Research Project
Statement, :M.S. .949, Contributing to Regional -Project No.
-WM-23, Bozeman, Montana, July 1, 1958, p.-2.

E/ Tbid.
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helps to prevent losses caused by dung locks that initiate heavier
shrinkageand cause wool to. become unattractive. This tagged wool
should also be sacked separately and marked as tagged wool. .The -use.
of such wool in manufacturing is limited and is bought at a discounthl/

Another market factor that ican be controlled is the occurrence of
foreign matter.in wool. When possible the grower should not allow his
sheep to trail through pagture or range lands that are covered with
grasses or weeds thatuwill leave seeds or burrs clinging to wools.

This is especially important before shearing:time;g/

.Other practices important to the wool producer are keeping fleeces
as -dry as possible before shearing, shearing the sheep on a wood plat-
form or floor to keep wool clean, -tying fleeces with bright side .out
to make them more attractive, and use of paper twine to facilitate
handling.é/ ‘

Research in the economics of wdol preparation and marketing has
given support to the belief that some firms engaged in the assembling
and processing of wool are able to take advantage of some elements of
imperfect competition because they are more experienced than the
producers in determining the value of the product bought.

There has been a need for more information on how wool is marketed
in Montana and the Western states, how marketing differs from region
to region or between groups or growers within a regionéé/ Significant
are .the various types of market transactions that take place in the
sale of wool. A large amount of Montana wool is sold directly to mills
for processing. ©Some wool goes to dealer representatives, -who prepare

and resell the wool to manﬁfacturers¢ Another -important market outlet

}/ James Drummond, J. W. Bassett, and K. L. Colmén, Marketing and
Preparing Montana Wool, Montana Wool Laboratory, Circular 218,
Mey. 1959, p. l2.

2/ mid.
3/ tpia.

&/ Montana Agricultural Experiment Station, op.cit.
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- for wool is through local wool pools, -They.receive wool on 'a consign-
-ment basis from the growers and sell the wool,. charging only operating
costs, These market :outlets are relevant to wool marketing'pfoblems.
-The outlets used may differ.from area to' area.
Information on the source, volume and grade of wool originating
in' Montana was not available until 1946, when the Commodity Credit
Corporation began. to keep records on wool purchases or loansxl/
_Table I .shows that .sheep production .changes  from year to year
in Montana. BSheep production runs .in cycles hitting.high and low peaks
alternately from cattle production: The long. term trend has been-%ér‘
decreasing numbers of .sheep in the. United. States. ..In more recent years,
sheep numbers have. been increasing. There has been a trend toward..
more farm flock production in some areas.of'the.United_States. Sheep
production -is .still concentrated more on range areas in Montana.
-Montanaﬂexpérienced a .decline .in numbers of sheep in 1956 and 1957
as shown. in Table -T. One of the causes of the decline was the lack of

TABLE I. CHANGES IN NUMBERS OF SHEEP, VOLUMES OF WOOL,.AND VALUE, °
FOR MONTAWA, .1951-1959%

Clagsifi~

cation 1951 1952. 1953 195k 1955 . 1956°. 1957 1958 1959
' . thousands of head

No. of i

sheep 1,502 1,605 1,573 1,510 1,510 1,495 1,462 1,548 1,609
>'thousands of pounds

Produc~ '

tion of

shorn

wool 1,870 15,729 _15,‘4.15 15,251 15,553 14,651 14,850 15;805 15,800
thousands of dollars

Value of

wool 15,911 9,437 9,095 9,303 6,999 6,739 8,316 6,322 -

*Bource: :United .States Department .of Agriculture, .Wool -Statistics
and Related Data, .Statistical Bulletin No. 250, .December,
1959

y/ Tbid.
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-experienced ilabor. -Another cause.-was'an increase in-labor.costs which
‘are "a ‘relatively high percentage -of total costs in.a sheep enterprise.
‘The primary cause was 'a drop in the. price-paid for wool on the market
further ﬁarrowing'the.growef‘s~margin for profit.

~Figure 1 is' an illustration .of ‘the data presented in Table I and
shows 'a decline in ‘the value .of wodl from 1952 to-1955.. From. 1955 on
the value of woolitends to level out, .prebably due In part to the
National Wool:6Act.

The need for research on current marketing practices in Montana is
demonstrated by a lack of published material on this .subject for the
state. A valuable discussion on -the Wool~pools in Montana has been
written by E. D. Vaughan,,Mafketing;Specialist,nMontana"Exteﬁsion
"Bervice, .for the year 1957. : Some dgdditional. data have been collected
'in connection with a Montana research project, -"Grading -and Selling

" Pooled Wocl in Montana," that gives information.on -channels, costs,
‘and practices, ,as: well as wool. grades marketed of a few wool pools

in Montana.l

‘The Research Problem
Montana wool growers:sell their. wool under conditions of consider-
-able.uncértainty. They lack general information -on the supply.and
demard situations in the wool industry, ,and are often unaware of the
~ability of the major buying firms to cortrol prices, .due “to:their
‘oligposonistic :competitive structure., .This study is consequently
concerned then with helping the wool grower to better =dapt his
marketing to cchanging demand situations and buying technigques.
A better knowledge of the marketing outlets which net the wool
.growers the greater return per pound is- needed. '
To add insight to the basic. problems .outlined above, this research
.project is concerned with determining methods used in marketing Montana
wool. .Relevant to this research project. on wodol marketing are the

. outlets, the pricing,-the :functions; ,and costs to the growers, buying

}/ - Montana "Agricultural .Experiment Station, Research Projecti.No,
M.S. 957




1951 1952 1953 1957 1955 1956 1957 1958 1959
*Source: Derived from data given in Table 1.

Figure 1. Changes in numbers of sheep, volumes of wool, and value,
for Montana, 1951-1959*
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firms, .and agents in the market. -In addition this project is .concerned
with examining the competitive structure of the buyers, and the subsequent

effect 'of this competitive structure on the producers.

ObJjectives

The first .objective of. this study is to determine which sales alter-
natives offer the greater net returns to growers. Relafive to this
determination is & description.of the various: matrketing practices ‘that
occur and the.marketing'posts incurred through the use of each method of
sale. '

The second objective -of this .study is to determine the .extent to
which Montana wool purchases are concentrated among major buying firms,
.and estimate the relationships hetween the volumes purchased by the
several major firms .and their power and :ability to control the market

price for wool.

.Hypothesis

Montana wool growers produce different :grades of wool. .They can
sell this wool .directly to a manufacturer, handler, or cooperative, or
they can sell the wool through a local wqol pool that represents the
grower in .the sales trénsaction. -The local pool congigns comrgells
'direqt"tOimanQTadturen,lhaﬂdleg,<orrt®Qperativs:

Buying firms purchése wool at a margin that allows them to make
-a profit -either on the manufacturing or resale of.the wool. The major
buying firms are able to exercise some -contrel over price due to their
competitive position in.the market.

Since the wool grower must sell to an oligopsonistic buyer’s market
‘he must accept the best bid offered on his wool. Due to these economic
conditions the specific :hypothesis is: For the small. producer the
optimum method of selling wool, for greatest average return per pound
is to market-through,pools,;that'receive_sealed bids from buyers;

For the larger.producers; the optimum method of selling their

wool is by direct sale through bids from buyers.
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Procedure

The payment of wool incentives by the United. States Gavernment to
wool growers since 1955 makes available detailed Agricultural Stabili-
zation and Conservation records of the amount and location .of wool
. production in ‘each county in Montana. A census was taken of “these
records for the years 1956 and 1957. The information on 1956 -sales was
recorded aqn the .schedule identifying each grower, .the amount and type
of sale, -marketing costs.incurred,:and the amount of incentive payment
earned. ‘This information was .then coded enabling its assimilation -and
tabulation via machine records processing to yield basic -information
used in this project.

.Several agents representing ten major buying -firms were -contacted
to ‘obtain information on, buyer's opinions and attitudes concérning the
marketing practices, .purchases of. wool, aiid the competition involved in
buying wool in Montana.

An examination of the.compﬁtitive structure -of wool ‘buying firms
operating in Montana in l956.was made. Data obtained concerning fTheir
operations, included volumes of purchases, prices paid,.and the number
of . firms which went out of business due to lesses incurred in. handling

of wool,




. PART TII
WOOL PRODUCTION AREAS IN MONTANA

A stratification of Montana wool growers by volume of production in
1956 was made. Five strata were made. .Stratum number one included
2,003 growers in Montana who produced up to 999 pounds of wool each in
1956. .Stratum number ‘two .included 716 growers who produced from 1,000
to 1,999 pounds of wool. -Stratum number three included 572 growers who
produced from 2,000 to A;999 pounds of wool.. Stratum number four included
261 growers who produced from 5,000 .to 9,999 pounds of wool. Stratum:
number five included 363 growers who produced 10;000 pounds of wool.or
more, -These strata were made to determine the number and relative
volumes of growers that occurred in each area Of Mbnfana.

‘There are five major wool production-areas in Montana. .The delinea-
tion of the major areas is based in part upon the major Types of produc-
tion within an area, varyiﬁg from farm flocks to range land production.
The delineafion of areas is also based in part upon indications of
major grades produced within an :.area, and upon the topography of.an area.
Area I.includes ail.of the land area west of the Continental Divide in
Montana. Area II includes the Southwest, . Central and North Central crop:®
reporting districts of Montana. -Area III includes the South Central
crop reporting district plus the Yellowstone River.and Milk River bottom-
lands, which extend from the South Central and North Central crop report-
ing,districtsgLrespbctivély,ptogthé.Eaéfern edge of the state. Area IV
.includes the Northeast and Southeast crop reporting districts and .part
of Bighorn County, except for the river bottomland belonging. to Area -ITI,
.and part  of Powder River and Carter Counties which .belong to Area V.
Area V includes most of the land.area of Powder River.and Carter Counties.
(See Figure 2.) '

The predominant breeds used in Montana are Rampouillet for fine
woQl, -Targhee for one-half blood wool, and Columbia for three-eighths
wool respectively. .Hampshire is: the predominant mutton breed and are

used for crossbreeding on white :faced ewes.




Delineation of areas based upon information
obtained from a census of wool sales
schedules for Montana in 1956 and the Wool

Laboratory of Montana Agricultural Experiment
Figure 2. The Wool Production areas Station

in Montana.
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Production in Area I

The wool in Area I is produced largely by farm flocks. .The wool is
lighter shrinking in nature from this 'area.

The topography of A;ea‘I is mountainous« Timber, grazing, -and some
ranch land exist here.

Area I produced 566,752 pounds of wool in 1956. ..This was 3.48
percent of the total volume produced in the state. Gross receipts for
Area I were $282,266.90 which comprised 4.18 percent of ‘total receipts
for the state,

A stratification of growers by volume of production revealed that
329 growers produced less than 1,000 pounds of wool, 59 growers produced
from 1,000 to 1,999 pounds, 18 growers produced from 2,000 to 4,999
.pounds, and 7 growers produced 10,000 pounds .or more. These strata show
a majority of. farm flock producers. This study arbitrarily assumes a
farm flock produces less than 5,000 pounds of wool or less than 500

head of sheeps [The average size per farm was -189 head.

Production in Area IT

Area TIT has mixed production because of the farm flock growers
located close to the Milk River. bottomlands in the North Central counties
of ‘Blaine, Phillips, and Valley. Because of the majority of farm flock
producers, the land area adjacent to the river is included in Area III,
Range.operations are common throughout the higher, flatter parts of
Ares IT,

-Area II produced 7,399,474 pounds or 50.17 percent of the total
for the state, Gnross receipts for Area II.were $3,304,640.15 or 49.02
percent of total receipts for the state.

Area TI.is characterized by a dryland type .of farming with some
irrigation in certain regions.

A stratification of growers by volumes of production revealed that
642 growers produced less than 1,000 pounds of wool, 2U5 growers produced
from 2,000 to 4,999 pounds, 91 growers produced from 5,000 to 9,999

pounds, -and 156 growers produced 10,000 pounds or more, -These strata
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show a mixture of farm flock and ranch type producers throughout the
area.

The average .sized flock in this area was 564 head.

Production in Area III

Most of the wool produced..along the Milk River on the North side
of the state and the Yellowstone River on the south side of the state,
.comes from farm flocks and is -lighter shrinking in nature.

Area TIT produced approximately 2,13l,976 pounds of wool in 1956,
which comprised 14.40 percent of the total volume for the state. OFf this
amount' 24k, 962 pounds were sold on a graded basis,. comprising 11.52
percent of  the wool produced in this area. Gross receipts for Area ITI
were $992,614.81 or 1k4.72 percent of total.receipts for the state,

Area ITII has a mixture of dryland and irrigated types of farming,
There are minor mountain ranges in this area.

A stratification of growers by volumes of production revealed that
567 growers ‘produced less ‘than 1,000 pounds of wool, 198 growers pro-
~duced from 1,000 to 1,999 pounds, 137 growers produced from 2,000 to
3,999 pounds, 35 growers produced from 5,000 to 9,999 pounds, and 4l
growers produced 10,000 pounds or more. These strata show a majority
. of farm flock producers.

The average size -of flock in this area was 293 heads

-Production in Area IV

The Northeast part of Area IV-has wools with heavier shrinkages.
The major partion of the wool in. this part of the area is produced by
small farm flocks, The Central. and Southern parts of this area are
characterized more by range type of production. .The wools produced in
the Southern part of the area are of lighter shrinking natures

Area IV.produced approximately 2,801,104k pounds of wool, This
amount was 18.99 percent of the states total production. .Gross receipts
for the area were $1,246,08L.23, accounting for 18.48 percent of total

receipts for the state.
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A stratification of growers in this area revealed that there were
389 growers who produced less than 1,000 pounds of wool, , 168 growers
produced from 1,000 to 1,999 pounds, 116 growers produced from 2,000
to 4,999 pounds, 71 growers produced from 5,000 ‘to.'9,999 pounds, and
93 growers produced 10,000 pounds or more.,

The average :sized .flock for the whole area.was 593 head.

-Production in Area V

Area V '1s characterized by range production, some fenced and some
herded. .Wools produced in.this area are of lighter shrinking mdture.

Area V produced approximately 1,856,212 pounds of wool, This was
12.58 percent of the states total clip. Gross receipts were $91k,Lh2.26,
~comprising l3q56'percent,of total receipts for the state.

A stratification of growers by volumes of production for this area
revealed that -T6 .growers produced less than 1,000 pounds, 46 -growers
produced from 1,000 to 1,999 pounds, .83.grawers.produced from 2,000 to
4,999 -pounds, :58 growers produced from 5,000 +0./9,999 pounds .and .66
growers produced 10,000 pounds or more. This shows that -the range
-operators produced the larger percentage of wool in the -area.

Figure 3 dillustrates the number.of producers occurring within each
stratum by areas of production, and serves to point out the relative

impoptance .of. each stratum,
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Percent of Producers

STRATUM 1 STRATUM 2 STRATUM 3
90 0-999 pounds 1000-1999 EEJ 2000-4999
of wool pounds of pounds of
wool wool
STRATUM 4 STRATUM 5
80 5000-9999 10,000 pounds and over
rounds of wool of wool produced
70
60
50
40
30
20
10
0]
*Source: Based on information obtained from a census taken of all county

Agricultural Stabilization and Conservation office"s wool sales
receipts for Montana®s 1956 marketing year.

Figure 3- The percentage of growers ,included in each size stratum by
areas in Montand, 1956. .



"PART TIT

PRICE RELATIONSHIPS, MARKETING COSTS, .CLASSIFICATION OF BUYERS
AND CHANNELS OF DISTRIBTUION GF MONTANA WOOL
. Total Sales

Montana woqQl growers sold a total.of 14,370,951 pounds of wool in
1956, for an average price of 46,34 cents per pound after the marketing
charges were deducted. 'Offering:prices ranged from a low of approximately
35400 cents per pound to a high of 65,00 cents per pound per growers
There were 3,918 wool growers signed up for the incentive payment and
4,399 different sales. This does not mean that all the wool was repre-
-sented, however, as some-growefs may have held wool over for sale the
following year;l/-:(See Appendix A.) Each grower so0ld an average -of
3,668 pounds of grease wool for an ayerage return of $1,729. Total incen~-
tiye payments amounted to $2,625,845 or 40 percent -of net proceeds .after
marketing deductions for 1956. -The'average.incentive'payment.per grower
was $670.20. The number. of pounds sold by any one grower ranged from =z
low of approximately 10 pounds to 'a high.:of 99,869 pounds« -Correspoﬁding
gross receipts ranged from approximately $5:00 to. $43,117415. l

Five and one~half percent of the wool was .sold. .on a graded basis,

while 9.5 percent was s0ld .on an. ungraded basis.

Marketing Channels and Types of. Transactions

Forty-five -different buyers.purchased wool in Montana during bthe
1956 marketing years .Ten of these firms were manufacturers, .22 were
out~of-state ‘dealer handlers, .13 were in-~state dealer-handlers (specu-
,niators) and 1 was an .out-of-state coopérativew These buyers purchased
all of the wool on which incentive payment :applications were made in
Montana during the 1956 marketing year.

The manufacturers purchased 10.3 percent of the total volume sold
for an average price of 49,92 cénts* This was -the highest average price

paid by any.type of wool buyer. .Out-of-state dealer~handlers bought

~l/ "The Montana Wool Grower, Vol. XXXII, No,-12, December 1958, . .pa 4.
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70.99 percent of. the total volume produced in the state .at an-average -
price of 45.82 cents per pound. .This was the largest volume purchased
by“ahy class of buyers in the -state. Independent in~state dealer-
handlers (speculators) bought only 2.26 percent of ‘the total volume
produced. in the state for an average price of 43.78 cents per pound.
.One out-~af-state cooperative purchased 11.21 percent for an aﬁerage
price of 46,93 cents per pound. - Outﬁof—state'hidé—and~fur dealers
purchased »012 percent -of Montana wool, .for an average price -of ko5
cents per pound for the ‘lowest average price pald by any. type of buyers
in the state. .In-state hide-and-fur ‘dealers purchased .337 percent of
total clip for the state for an average price. of 41,33 cents per pound.
(See Appendix B for the values on which .the above ‘computations are based.)
Seventy-nine percent of Montana's 1956 wool sales were "direct to
handlers, manufacturers or cooperatives. .0f the wool sold through direct
channgls 9481 percent was sold to manufacturers, 76.74 percent of direct
‘gales were to dealer-handlers, and 13.34% percent wag to cogperatives.
.Unlisted“buyers purchased .05 percént of direct -sales. .
Twenty-one percent (3,008,325 pounds) of Montana's 1956 clip was
80ld through local wool poolss Of wool consigned tQ.poolS'8.h7’pencent
{255,063 pounds ) was sold to manufacturers, .7TLl.4l percent (2,149,237 -
pounds) was .sold.to’ dealer-handilers, ,and 11,80 percent (355,158 pounds)
was sold to cooperativess Unlisted buyers bought 8.27 percent .of pool
- sales. Dealerrhandlers purchased the greatest percentages of both

”direct,sales'anduconsignment.sales¢.(See~Appendix'C.)

,Orgaﬁization'and Operation of Iocal Wool Pools

A wool pool is organized by a group of producers.who: fedl that they
can get ‘a higher price for their wool by combining individual meﬁber&s
clips into a larger lota ~Aavantages.of pooling the production .of a ..
number of small producers are: "

1. Buyers competition-is increased when larger lots . are

offered for -sales
2 'pring.costs are reduced gince the firm need not .go to the

cauntry to purchase woolss
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.3, The market wvalue of wool.is necessarily higher; because pools

have to build reputation on quality and they -do .so by regula-
tions of grower practices in preparation of wools.

L, Members of wool pools have .common interests and objectives.

More accurate market information.can be dissiminated to
-members -when they. are organized;l/

:A wool pool should be organized where there is a need for one ‘and
where greater returns per grower can-be réalized by the organization -of
a marketing association. A minimum volume for the efficient .organization
of a .wool. pool is approximately 24,000 pounds, which is the amount upon
which thg minimum rail ffeight rates are baseda.-

.The typical wool pool .is organized on.a cooperative basis-and only

the members of. the .association are given the:beﬁefits of "the cooperative

-in the marketing of woel, --Each member 'signs a contract of membership for

fiye to ten. years. --During the -contract period.the member agrees to con-

.sign his wo@l to the pool for 'sale, unless he depignates to be-dropped

from the pool within a specified period of time, usually 120 days after
the delivery of-his wools .The member is also required 1o -specify the
number of.pounds he intends to sell the Ffirst year and to:sell within
10 percent of the aforesazid amount in.each :succeeding year.

One feature of the typical pool is that the individual member loses

~title to his wool when he consigns.the wool to ‘the pool. .Smaller pools

may allow individual members to vote on the acceptance or: rejection of

a buyer’s bid on a pool's clip, .but larger pools -may not allow. a vdte

Pecause of the number of growers involved and the time necessary to poll
members.a

.The wool pools aperate to :cover costs only. -They do not realize
profits. -Therefore, the pool abides by the cooperative objective to

. be ‘of service to members only. .Since pools-do not realize profits they

are exempt from-income taxation

i/ ‘Extension Service, State College of Washington, . Qrganizing Wool
Pools, Extension Mimeo, 1830; June 1957, p» le '
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. In 1957, there were 26 organized wool pools in Montanas The .typical
wool pool had 51 members shipping wool. Each member shipped an averége
of. 126 fleeces, .or an approximate total of 1,281 pounds.

The typical pool had a sales committee that advertised the wool,
received bids, and sold the woql. Most -pools received four or.five bids
on théir woal and advanced $1.00 per fleece to their members.

Wool was received from members from April tOJSeptembef.but the bulk
of the wool was received during June and July. A few pools rejected
small amounts of wool because .of-dint, moisture, or'dead wool, ‘The

typical pool loaded the wool out :during June or July by members and

hired help.

The typical pool sold a total of 6,343 fleeces or 65,326 pounds,
and received $36,422 in gross receipts. Members received $35,17W,. the

balance -or $820 covered the cost of pool operations,i

‘Marketing Charges
Charges on Graded Sales

As shown in Table II, 4O counties .801d a small percent of their
wool on a graded basiss The -remaining 16 counties in Montana sold all
of their wool on an ungraded basis only.

A limitation to the study of marketing costs .on graded wool sales,

_or thelr comparison with ungraded sales costs, is thatfonly_S%h8 percent

of the wool was sold on & graded basis, This means the figures for

narketing charges are representative of only 5.48 percent of total galesas

.These charges are indicative ‘of marketing charges on all sales, however,

" .gince charges that do not appear on a sales receipt -are still subtracted

before -an offering price is made to. the grower. Variations exist in the
amount of the charges per item by countiess
Charges itemized on graded sales were handling, grading, storage,

corings freight, commission, .and insurances -Trucking charges. were

Ancluded with freight charges.and loading charges were included in

handling charges on all sales, -Most cpunties reported charges-on

\
3

}/ ‘B. D. .Vaughan, Markebting Specialist, Montana Extension. Service,
Mortana Wool Pools, 1957 Record of-Operations, -Unpublished
manuscript, Bozeman, Maontana, 195Ts Ds Lla
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handling, -grading and fréight, but only one county reported storage
charges on graded sales, one county reported a charge an coring, 20
counties reported commission charges,.and 17 counties reported insur-
ance charges on graded gales,:: '

Handling charges in the 37 counties reporting such charges, .ranged
from +29 cents per pound in.Deer Lodge County. to 6.03 cents per pound
in Judith Basin County. -Handling charges included more services:in
Judith Basin County. than in Deer Lodge County. The average handling
charge for all counties was 3.41 cents per pound. -Grading charges in
the 37 counties ranged from a low of 1:00: cents per pound in Sheridan
County to a high of 2,30 .cents per pound iﬁ Bighorn -County for an -avers-
age of 1.89 cents per pound. .The only county reporting .a -storage charge
was Beaverhead, at 1,13 cents per pound{ Coring charges in.the~one
county reporting were:.Ql2 :cents per pound. .Freight charges were repaorted
in all counties and ranged from a high of 6,82 cents per pound in.Tiake
County to a low of 2,22 cents per pound.in Lincoln County. .This differ-
~ence .in freight rates is explained by the differences in destinations
.of the wools., Lincoln County's graded wool sales went to Portland,
“Oregon while the desbtination of lake, Missoula, and Powell Counties
graded wool was Boston. ILaeke, Missoula, and Powell Counties all had
freight rates of six cents a pound or mores The modal figure for
commission charges was constant at 1.00 .cents “per pound for all but
four counties reporting. The four counties, with differing commission
charges, rates ranged from -«15 .cents. per. pound td~l.89,cents‘per_poundb
The ‘average commission charge was 1l.O4 cents per pound. .The modal
charge -on insurance wag ».Ll0 cents per pound. .The average insurance
. charge was +13 cents per pound. The average total charge ‘on-all items
for all counties reporting was 9.40 cents .per pound for graded woQl.
.Handling charges vary in part because of difference in costs between
buying firms. JFreight charges vary. because of differing destinations
for clips of Woolh_ The values for marketing charges .on graded sales

by counties are given in Table II.
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TABLE II. MARKETING CHARGES ON GRADED SALES BY COUNTIES FOR MONTANA
WOOLS IN CENTS PER POUND -~ 1956 MARKETING YEAR¥

: Hand- Grad- Stor- Cor-
Counties ling ing age ing Freight Comm. Ins. Total

{cents per pound)

Beaverhead 2.59 1.50 1.13 -- 3.17 1.00 .10 9.49
Bighorn k.90 2.30 -- - 3.70 1.00 .10 12,00
Blaine L.55 2.25 - -- 3.55 1.00 - 11.35
Broadwater k.90 2.25 - - 4,10 1.00 .18 12,45
Carbon 4.85 2.25 - - 3.67 1.00 - .12 11.90
Carter -~ -- - - 3.07 -- -- 3.07
Cascade .2 1.75 -- .0l12 3.10 . 1.89 .k9 11.68
Chouteau L,55 2.25 - - 4,28 1.00 .01 12.09
Custer L.84 2.25 - -- 3.66 1.00 .21 11.97
Daniels 1.75 1.50 - -- 3.38 - - 6.63
Dawson 2.6  1.71 -- - 3.69 -- - 8.0k
Deer-Lodge .29 1.50 L - - 3.39 1.75 - 6.93
Fergus 4,85 2.24 - -- 3.9 1.00 .12 12.17
Glecier k.85 2.25 -- -- 3.67 1.00 .10 11.88
Golden Valley 4.87 2.25 - - 3.68 - 1.00 .10 11.91
Hill 2,11 1.61 —— - 3.26 - - 6.98
Judith Basin ho7h  2.25 -- - 3.65 1.00 .10 1. 74
Lake . 3.00 1.50 - -- 6.82 -- - 11.32
Liberty 3.00 1.50 - - 3.58 - - 8.08
Lincoln -- - — . -- 2.22 - -- 2.22
McCone 1.56 1.75 -- - 3.28 - - 6.60
Madison 2.75 1.65 - -- 2.38 .15 - 6.93
Meagher 1.75 1.50 - -- 3.48 - - 6.73
Missoula .25 2.25 -- - 6.47 - - 12.97
Musselshell 4.87 2.25 -- -- 3.68 1.00 147 11.95
Park h,o5 2.25 - - 4,18 -- - 10.68
Petroleum 2.3+ 1.50 - -- 3.66 1.00 .10 8.60
Phillips h,25 2.25 - - 3.34 1.00 .10 10.94
Powder River 3.38 1.58 - - 3.73 1.00 .10 9.81
Powell h.25 2.25 - - 6.27 - - 12.77
Prairie 3.25 1.65 - - k.12 - f—— 9.03
Richland 1.53 1.83 - - 3.06 - - 6.43
Roosevelt 1.37 2.00 - —— 3.00 —— ee 6.37
Sheridan 1.37 1.00 - - 3.00 - - 537
Sweetgrass 2,16 1l.51 - - 3.84 1.01  .197 8.73
Toole k.25 2.00 - -- 3.70 - - 9.95
Treasure h,93 2.24 - - 3.73 1.00 .110  12.01
Valley 3.00 1.87 - - 3.36 - - 8.23
Wibaux 1.75 1.50 - - 3.49 - - 6,74

Total Ave., 3.41 1.89 1.13 .01 3.63 1.04 .13 9.40
* Source: DBased on information obtained from a census taken of all

aoupty Agriculturanl Stabilization and Conservaetion offilce's
wool sales receipts for Montena's 1956 marketing year.
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-Charges by Buyers of Graded Wool

Ten buying firms bought all of the wool sold on a graded basis in
Montana in 1956, Five -of these firms were out~of-state .dealer-handlers,
there were out~of-state wool markéting associations, one was an out-of-
state cooperative'and one was a manufacturer: The dealer-handlers had
the highest average total charges on graded sales. The marketing charges
itemized in Teble ITI are the same as included in Table II, hut the break-
down' on charges is by buying firms in Table III, . '

-Handling charges ranged from.,29 cents per pound to 4.93 eents per

- pound, for an average Qf 3.l41 cents per pound per buyer. This variation
is due to differences in cost to buyerss Grading charges ranged from .83
of a cent ,per pound to 2,15 cents per pound for an-average price :of 1.89
cents per pound per buyers Only one buyer deducted a storage charge of
+11l of a cent per pound, 'One firm deducted a coring charge of .0l of a
cent per pound, -Freight charges were reported by eight firms, ranging
from a high .of 6482 cents per pound to & low of 2.22 cents per pound,

. The average freight .charge for all firmS'was‘3u63.cénts‘per pound.. Again,
the variation in freight .charges is due to:different rates in ‘different
-areas of Montana and to the differing destinations of wools, Five firms
reported commission charges ranging from a high of 1.89 cents per "pound
to.a low of +15 of .a cent per pound. .The average commission charge for
all firms was 1,04 cents per pound. .Only one buyer reported :an insurance
charge which was .13 of a cent.per pounds .The total average .charges for
the 10 firms correspond to total average charges by counties at 9,40
cents perlpoundh .See Table IIL.

Charges on Ungraded.Sales

- Marketing charges -on ungraded sales were reparted in 25 counties,.
but only 21 counties had marketing charges reported on over 50 percent
of saless [If 50 percent or more sales recor@ed marketing charges they
were caonsidered accurate'represeﬁtations of marketing costs on all
ungraded sales within each county. - .In the four remaining counties
repqrting'charges-they represent one or tWo transactions only. -The

charges. for the 21 counties giving:accurate representations are given
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in TablefIV'as averages of all reporting charges .occurring within each
county. Marketing charges are not reported on sales for the rest of the
counties.

Handling charges on ungraded sales in 14 counties where pools sold
the majority of wool, varied from a high of .99 cents per pound, in
Flathead and Lake Counties, to a low of .0k cents per pound in Mussel-
shell County. Handling charges, recorded on only. one -or two direct

- sales in several counties, ranged from .28 cents per pound in Powell
County to 1.75 cents per pound in Valley and Phillips Counties. Richland
County had a majority or over 50 percent_of'direct sales with an average
handling charge of L4.25 cents.per pound. -It should be noted that in-the
cagse of the ‘direct sales marketing charges are deducted after the offer-
ing price is made, Therefore, higher handling costs :are shown on-a direct
sales receipt than on a consigmment (pool sales)_where most of the hand-

ling charges are deducted before an -offering price is made.

TABLE III. MARKETING CHARGES ON.GRADED WOOL SALES BY BUYING FIRMS IN
CENTS PER POUND FOR MONTANA WOOL, 1956u%

Hand- Grad- Stor- Cor-

Buyer ling ing ‘age ing Freight, Commission Insurance Total
‘ . (cents per pound)

2 29 1.5 -- --  3.39 175 -- 6.93

7 - = = -~ -- - -~ T7.85
10 L.93 2.15 - -- 3.88 1.00 .13 12.09
15 3.21 1.86 -~ --  3.83 .15 - 9.05
19 3.0 .83 - --  2.20 1.50 B 7.57
27 2.59 1.37 ..11 -- .3.16 -— - -7.23
28 - - --  3.19 - - 3.19
30 7.18 - - - - 1.89 - 9.07
36 1.45 1.83  --  --  3.h9 -~ - 6.77
W7 2.30 1.00 -- .01 3,18 -- - 6.49
Ave.

Total 3.1 1.89 .11 .01 3.63 1.0k .13 9140

% Source: Based on information obtained from i census. taken -of all
county Agricultural Stabilization and Conservation offices
wodl sales receipts for Montana's 1956 marketing yeara
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TABLE IV. MARKETING CHARGES ON UNGRADED WOOL SALES, MONTANA* IN' CENTS
PER POUND FOR 1956.8/

"Hand- Grad.- Stor- Cor-

,CountyE/ ling ing age ing Freight Comm. Ings. Total

(cents per pound)

" Beaverhead Lo - - -- - - R 1Y
Bighorn «59 - — - - - - +59
Broadwater 37 - - - - - — .37
Flathead .99 -- " —— —— - -- .99
Gallatin .30 - - - — - e .30
Garfieldd/  .3L - - - o8 . &
Golden Valley .Oh - - - - - _—  .0L
Jeffersonc/ .45 - - - _— _— - A5
. Lake .99 - p— — f— - _—— <99
Lewis & G?Elf .18 -~ -- <10 - 3¢57 - -- 3.85
Madison A2 - -- _— - - -— b2
MeagherC, .05 -- - - - - — .05
Musselshell  .Ok - - - - _— - .0
Park .22 - - — - - o= 22
Phillipsd/ 1.75 1.50 - — . 340 fe a- 6.65
Powelld .28 — .06 L02 . 3,13 -~ .02 3.51

_ Richland®/ k.25 - - - 3.23 A 1
Sanders 17 -- - - 2.7k -- -~ 3.51
Silver BowE/-,v37 - - - — — cmm 3T
‘Stillwaterc/ .21 _— .36 - - Y
Sweetgrass .05 - —-— - - - — .05
Valleyd 1.75 . 1.50 -- 3.31 am -m 6.56
Wheatland®/ .11 - - 17 2.9  1.87 .10 5.19
Wibaux .05 - - - - - = .05
Yellowstone .90 -- - A1 . 3.26 1.99 .26 6.52

*Bource: Based on information obtained from a census taken of all
county Agricultural Stabilization and Conservation -office’s
wool sales receipts for Montana's 1956 marketing year.

8/ The counties not :shown reported no marketing charges.

P/ Mostly pool sales in ummarked counties.

E/ _ Mixediséles represented (pools and direct.)

a/ Thriee ior féwer direct sales: Listeéd marketing chargesy

'E/ Represents majority of direct sales,
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- Graded. charges were recorded for ungraded sales in Phillips and
Valley Countiess :This charge was constant at lySO.cenfs per‘pound'and
imposed by a buyer that passed on this cost 1o the grower, .though. the
,woél was not purchased on a graded basis. .This practice seems incon~
~Sistentywith-the way wool was marketed in all the -other counties,

. ¢St0rage‘charges were reported in two -counties-and eoring :charges
were reported in four counties. These charges were reported .on.relas’ -
Ativély insignificant percentages of total sales in the counties
represented.

.Freight changés made up the greatest percentage of total charges-in
a majority of counties; for ungraded sales ranging from a high of 3.57
cents per pound in Lewis and Clark -County to a-low.of +28 cents per
pound, in Garfield County. -Distances that the wool moved did not vary
. greatly sinqe most -of the wool from thesge counties went to the Boston
area. '
The total average -charges  for counbies with a majerity of. poels
sales was 1.24 cents per pound. .Total average.chérges'for'counties,with
a majority of direct ,sales was 6,05 cents per. pound. The reason for the
differences in charges is the ‘type of sale, as pointed out-before in this
studys .Consequently, total net .returns -to the grower after deductions
.averaged” out, to .Hearly the séﬁe}figuresyéas buyers caover .costs in pur-
-chases from pools by reducing.the'offering prices . Marketing: through a
poal still nets the small producer a greater reburn.

" Relationship of nguctions and Prices in'G:aded Versus Ungraded: Sales

In the 40 counties where ‘comparison was possible on.graded versus
ungraded wool sales, .18 counties received. a higher average price -per
pgundﬁwhénmtﬁeir wool was sold on a graded basis. Woal sold &t a higher
.average price in 22 counties when marketed as ungraded. Fifteen counbies
gold only.ungraded woal and one-countyfsold only graded woola. . The ungraded
sales average .,07 cents per-pound more after deductions than the -graded
sales average per pound for the entire .state in 1956 \

.Tablé V listg the gross price, market deductions,.and net price

by counties for 1956«
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TABLE V. COMPARISON OF GROSS PRICE, MARKET DEDUCTIONS, AND NET PRICE
FOR GRADED VERSUS UNGRADED WOOLS, BY COUNTIES, MONTANA, 1956%
Qross Mkt, Net Gross Miet. Ret
Price Ded.. Price Price Ded., Price
Counties Graded Sales Ungraded Sales
) (cents per pound)
Beaverhead 5L.23 . 9.h9 . 15,63 L9 45,1k
Bighorn 54,11 . 12.00 h2.11 145,38 .59 bl .79
Blaine 52.05 11.35 ho.70 148.38 - 148,38
Broadwater 53.98  12.L5 41.53 46,11 o37 U5.7h
Carbon 45,63 ° 11.90 33.73  42.73 - ho,72
Carter 52.35 3.07 49.28 50,1k - 50.14
Cascade 68.73 11.68 57.05 51.67 -- 51.67
Chouteau 49,40 12.09 37.31 L42.08 - k2,08
Custer 54,82  11.97 42.85 L43.70 - 43.70
Daniels 54.20 6.63 47.57 43.70 - 43,70
Dawson 53.50 8.04 h5.46  Lh.67 - W .67
Fergus kg,57 12.17 37.40 140.89 - 40.89
Gallstin ho.h7 7.85 hi1.62 L7.75 .30 L7485
Glaeier h7.k2  11.88 35.5%  Lh.76 - 4h,76
Golden Velley:  47.34 11.9L 35.43 45.50 .ol 45 .46
Hill 54.81 6.98 47.83 L42.83 - ho.83
Judith Basin h1.72 13.04 34.68 L3.56 - 43,56
Lake 54,04 11.58- 43.36 145.83 99 Ik 8L
Liberty 5541 8.08 47.33 148.39 - 48.39
‘Lincoln Lh7.53 2.22 45.31 146.30 - 46,30
McCone 55.90 6,60 49.30 43.76 - 43,76
Madison 54.15 6.93 47.22 4,28 Je 43.86
Meegher 57.22 6.73 50.49 50,51 .05 50,46
Missoula 54,23 13.33 40.90 L45.28 - 45,28
Musselshell 53.20 11.95 4k1.25 L4h.o1 Ok h3i.97
Park 57.31 10.68 46.63 L46.07 .22 45.85
Petroleum 54.07 8.61 45 .46 HB.LT - h6.47
Phillips 54,93 10.94 43,99 L6.71 - h6,71
Powdér Riven k9,98 9.81 40.17 L6.45 - h6.45
Powell 53.63 13.36 ho.27 5h4.82 - 54.82
.Prairie 56.70 9.03 LW7.67 L43.52 - 43,52
Richisnd 54.80 6.43 48.37 L43.78 T.48 36.30°
Roogevelt 51.59 6.37 45,22 143,05 - 43.05
Sanders h3.9L -- 43,91  Whiks 3.51 ho.9%
Sheridan 49,22 5.37 43.85 42.95 - h2.95
Sweetgrass 53.89 8.73 45.16 148.86 05 48.81
Toole 56.35 9.95 46,40 k6.35 - 46.35
Treasure 58.10 10.02 48.08 L45.49 - h5.49
Valley 56.08 8.23 47.85 L47.49 - 47.49
Wibsux 56.16 &.7h ho.h2 43,50 <05 43,45
* Source: Based on Information obteined from s census taken of sll

county Agrieulturdl Stebilization and Conservatien office's
wool sales receipts for Montana's 1956 marketing year. -
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The ‘average price paid for 787,772 pounds -of :graded wool produced
in :all counties recording such, sales was 5503 cents pgr;pound with..an
‘average markebting deduction of 940 cents per pound. .The net returns
. then, after deductions, was 45.63 cents per pound on-graded wool sales.
The average “price -paid for 13,584,180 pounds of ungraded wopl in all
counties was 46.70 cents per pound with -an average ‘deduction of 1,04
cents per pound. .The net return, after deductions, was then 45.66 cents
per pound on ungraded sales. '

On the basis of limited amounts of graded:sales,.wiﬁh quality. a,
variable factor no .appreciable difference can be ascertained in.net
return to the grower between graded and ungraded sales. The major
buying;firms,subtréct marketing :costs fram the clean price limits per
pound in Boston; before making an effering price :on ungraded sales and
.after making an -offering price on graded sales. Thus the net price to
- the grower is nearly the -same for. both basis of saley
A limitation to -this analysis ig that only 5448 percent-of'thé

wool wag gold on a.graded basis in. Montana during 1956 marketing year.

.Comparison of Prices and Gharges Accofding tg EWpes of Transactions and

. The highest average :prices were paid for wool by manufacturers and
topmakers, both for -direct purchases and consignment purchases through
local wool poolss -Dealer-handlers paid second highest prices on both
-"direct purchases and consignment purchases througﬁ local woal poolss
.Cooperatives paid the lowest-averagé prices .on both.direct. purchases
-and consignment purchases. through local wool pools. Thege :purchases
included all -grades. of wools '

. .If the average. deduction. on direct sales is subtracted from the
.average‘price paid on'direct-sales, the net price per pound received
by the gfower ig only slightly. higher than- for consignmént-sales-afte:
deductions, -In the case of deal¢f~han&lers purchases, -after the average
‘deductions are  subtracted from average price for both types of sales, the
wool, sold through pools .receives a higher net price per pound than does

.thetdirectnseilera .Thig difference indicates that due te.-less volume
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dealer-handlers have higher costs on some ‘direct purchases than on pool
purchases. (See Table IV). .Since the averages on deductions and prices
paid are figured on gross pounds sold, gross receipts, and gross deduc-
tions they furnish a reliable indication of neét returns to.the grower

according to types of transactions.

‘TABLE.VI. TOTAL AVERAGE PRICE PAID, AVERAGE DEDUCTIONS, AND NET PRICE
ACCgRDING TO TYPE OF BUYER AND. TRANSACTIONS, MONTANA WOOLS,
.1956.%

Prices
‘and. Direct Sales Wool Pool Sales
Deductions Mfg. Dealer-H. Co-op  Mfg. Dealer-H.  .Co-op

(in. cents per pound)

Total
Average

‘Price 55.43  L46.70 46.92  Wi.02 L. 78 1.8

Tess ...
Average _
Deduction 6.05 6.05 6.05 1.2&2/ 1.042/ 1,2Aé/

Net Price
After
‘Deduction 49.38 40.65 40.87 . 45.78 . k3.5h 40.60

¥ Source: Based on information obtained from a census of. wool sales
in  Montana for 1956.

E/ ‘This deduction includes only local pool charges to growers;
Gharges against the pool were deducted from total ‘average price.

Buyers Estimates of Marketing Charges

The cost of moving weol from Montana country points to Bosteon was
estimated by four.of the buyers contacted. Average:marketing charges
were computed from their estimates, takenras a group.

The average handling charge, based on the estimates of. the group,
was l:83-cents,per pound.. .The average :grading charges, based on the
estimates of the group, was 1.50 cents per pound. -The average freight
charge, based on the estimates of the group was 3.04 cents per pound.
The combined total average for all three charges listed, .based on the
group estimates was 6.37_cents per pound to move wools fram Moritana
country points to.Boston. This-average figure, .based on buyers estimates,
.does not differ significantly from -averages computed on actual costss
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Pricing -‘According to Grower Size in
Direct Versus Consignment Sales

The wool growers are-étfatified, in, this study, .according to volumes
of wool sold and by type of sales for 1956. The data illustrates that
the growers in the smallest stratum, .selling from 10 to 999 pounds of
wool, receive more return per pound from saled:threugh Iocal’ - i:% "... .
wool pools than from direct sales. -This indicates the :ability of the
small producer who sells less than 3,000 'pounds, to gain advantage of
competitive bidding by marketing his wool through a local wool. pool.

The trend for slightly higher returns to consignment sales holds through
the 1,000 to 2,000 pound strata also. .The 3,000 pound stratum is the
level where direct ‘sales gain -an advantage over consignment sales.
Returns continue higher from this level of sales through to the 40,000

to 49,999 stratum for the direct seller, with the exception of the 20,000
pound stratum where .consignment sales again show more returns per pound.
It is important to note, however, that only five sellers are included in
consignment: sales at this level, -suggesting that the average‘pfice‘at
this level may have been affected by the offering prices of the parti-
cular buying firms involved in those transactions.

No individual ‘sold more than 49,999 pounds of wool by consignment
through pools. -This fact limits comparisons-to thée .same strats in..
direct sales.

From the 49,999 stratum level through the 99,999 level direct sales
‘averaged higher returns per pound than at lower stratum levels, where
comparisons with consignment sales were .possible.

.Over 48 percent or 1,897 Mottana wool growers sold through local
wool pools in 1956. .The remaining 2,021 growers or 52 percent sold
or consgigned. their wool diréetly to.firms.

There were 623 range operators (with 500 head or more) comprising
15.90 percent of the total . number of growers in Montana who produced
82 percent of Montana's total clip in 1956. .Farm flock operators (with
500 head or less) numbered 3,295 or 84.10 percent of Montana's wool
growers produced 18 percent of Montana's clip in 1956. (See Table VII.)
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TABLE VII. NET POUNDS, .GROSS PROCEEDS,. AVERAGE PRICE, AND .NUMBER OF
GROWERS IN DIRECT 'SALES VERSUS WOOL. POOL’SALES MONTANA. ™
WOOLS, 1956: -BY STRATA OF GROWER VOLUMES¥
Grower's Total Ave, Price No.. of
Strata Net Lbs. Direct Sales "Paid per .Growers
by Volume Produced Gross Proceeds Pound per per
in Pounds per stratum (Dollars) Stratum Stratum
10- 999 378,985 163,649 43.18 890
1,000- 1,999 534,426 237,930 4. 52 305
2,000~ 2,999 337,983 153,773 45.49 138
3,000~ 3,999 399,222 190,592 L.k 85
L,000- 4,999 354,791 162,56l 45.81 9
5,000-10, 999 2,495,389 1,157,766 46.39 232
11,000-15 ,999 1,774,635 848,178 - b7.79 127
16,000-19;999 781,292 . 366,928 46,96 Ly
20,000-29, 999 1,698,958 801,0uk h7.1h 57
30,000-39, 999 625,139 293,068 46.88 18
40,000-49,999 81,654 397,202 k7,19 19
50,000-59,999 ©321,41k 169,270 52.66 6
60,000-69, 999 583,640 27k, 761 L7.07 9
70,000-T79,999 392,986 179,679 45,72 L
80,000-89, 999 247,477 123,785 50.01 3
90,000-99,999 477,716 223,243 L6.73 5
Totals 11,392,625 5,417,999 46.90 2,021
Grower's Total . Ave. Price . No. of
Strata Net Lbs. Wool Pool Sales ~Paid per Growers
by Volume -Produced Gross Proceeds Pound per per
in Pounds per stratum (Dollars) Stratum - Btratun
10- 999 511,136 230,833 45,16 1,106
1,000- 1;999 586,251 . 269,526 L5.97 416
2,000~ 2,999 345,203 157,589 L5 .65 1h2
3,000~ 3,999 $327,052 147,048 bl .96 g7
4,000~ %,999. 166,742 76,072 Ch5.62 37
5,000-10, 999 969, 94T 437,30k 45.08 68
11,000-15,999 . 199,905 90,696 45.36 15
16,;000-19,999 141,984 61,927 43.61 8
30,000-39, 999 - -- - -~
%0,000-49, 999 130,391 '57,119.19 43.80 3
Totals 3,008,325 1,231,116.19 45.37 1,897
* "Source: Based on information obtained from a census of wool sales

receipts recorded in the County Agricultural Stabilization
and Conservation offices for Montana ---1956 Marketing

Year,
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~

Analysis of Major Buying Firms' Practices and Attitudes

Volumes Purchased

Ten agents representing ten major buying firms were -either inter-
viewed or contacted by mail questionnaire. -Seven of thege firms were
out-of-state dealer;haﬁdlers and three firms were out-of-state manu-
facturers, These firms combined bought 69.19 percent of the total
volume sold in Montana in 1956. -The dealer-handlers negotiated for
8,947,027 pounds or 89.98 percent of the total volume purchased by. all
“ten of the firms represented. .Manmufacturers bought 996,244 pounds or
10402 percent of the total volume purchased by the firms represented.

A1l of the agents contacted were residents of Montana. JFive of the
agents worked for the firms they represented on a commission: basis,.one
agent worked on = salary basis, and three agents received a combination
of-a commission :and salary.

Three of the-agents contacted purchased wool from all ‘areas in
Montana, four agents purchased wool in two different areas of Montana,
,and three agents purchased wopl in. only one area of Montana.

Only two agents specialized in any particultar grades of wool in
their buying. .One of the agents purchased only 64's and 62's staple
wool. The other agent:purchased only fine wool. H

The highest percentages of the total volumes purchased by ‘hese
agents came from ranches, -Four agents purchased 100 percent of their
wool from ranches, -‘three agents, purchased from both ranches and pools,
.and three -agents purchased from three or more sources including ranches,
pools; and farm flocks. .

.The proportion. of grease wool.purchased. by the ten firms contacted
varied from 7O percent +to 100 percent. Nine of the buyers purchased
90 percent or more of their wool on a grease basis. .Four firms bought
100 percen?,éf their wool on & grease basis. .The remainder of wool was

purchased on 'a clean basis by all firms.
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Offsorts Practices

The proportions of 1956 Montana wools purchased with offsorts .sacked
separately varied from 5 percent to 100 percent. .One buyer purchased
5 percent of his wool. with -offsorts sacked separately, two buyers purchased
75 percent of:‘their wool with offsorts .sacked .separately, :three buyers
purchased their wool with 90 percent of the offsorts sacked separately,
and two firms purchased 100 percent of their wool with offsorts sacked
separately, The balance of all wools were purchased with offsorts mixed
with the clips., .

Eight buyers estimated that offsorts comprised five percent of the
total volume -of wool they purchased, one buyer estimated two percent of
the total .volume purchased was offsorts, .and onme buyer estimated from
5 to 10 percent of ‘total volume purchased was offsorts.

The majority of the 10 buyers contacted indicated that they expected
the offsorts: to be .sacked separately, .especially from larger -clips. When
asked what premium each buyer could afford to pay if offsorts were sacked
separately, eight buyers said they had no idea, -two buyers said the would
“deduct from 5. to 10 percent ifoffsorts were not sacked :separately. ... .

The normal or "standard" deductions contained in most wool contracts
included one percent -off for tags, one-half price for crutchings, one-
third off regular price for black wool, no deductions for ram's. wool, - and
a range of 5 to 15 percent .could be.deducted on burry or -seedy wool,
depending on the amount of fault. .See Appendix D for an example -of-a
uniform conbract.

Offsorts deduction practices on all wools produced in Montana in
1956 were according to -ASC records .as follows: Weight deductions and
no payment on offsorts for 40.96 percent of the wool sold, .payment for
offsorts on 25.23 percent of the wool sold, a combination of weight
deduction fof particular kinds of offsorts and payments on other kinds
ofloffgorts were made on 14.35 percent of the wool sold, -and no visible
deductions were shown on the bills of sale for 19.46 percent -of  the

wool sold.
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Table-VIIT illustrates the percentages and volumes of wool sold by the

various deducdtion practices.

TABLE VIIT. AMOUNIS -OF WOOL AFFECTED ,BY VARIOUS-DEDUCEION PRACTICES¥

Deduction. Prachice Total Weight Percent of Total Volume
1. Weight Deduction 5,886,754 10. 96
2. 'Payment for.offsorts 3,625,359 25,23
3+ Combination of 1 &2 2,062,872 14.35
ki, No visible deduction 2,795,966 19.46
Tatals - 14,370,951 _ 100,00
¥  'Source: Based on information gblained from a census of wool sales

recorded in Monbana. for 1956.

Contract”DeiiveryuPoints

Seven .of .the ten buyers contacted specified a railhead as the delivery
point for 100 percent .of their pnrchases in Montana. .One buyer ‘specified
-8 warehouge as the .delivery point for 100 percert .of his purchases, . One
buyer specified a railheéad as the delivery point for 95 ‘percent of- purchagses
“and Boston for 5 percent .of purchases. -One- buyer specified the ranches
where the wool Wés purchased as delivery point fof 25-percehtﬁqf purchases,
:a railhead for‘SQ'percent of purchases, .and a warehouse as delivery point

For 25 percent: of purchases.

- BEstimgted Volumes offDirect'PUrchases Versus .Consignment Purchasas

The ten buyers estimated an average..of 61 percent of their 1956 wool
purchases were outright on pre-shearing contracts. .Their average group
estimate of ‘wool purchased outright on after-shearing contracts was 3k
percent, rand their group=estimateﬂfor.wool'received,Qn:consignment ta

.-other handlers oqutside the state was 5 percents

.Channels

The physical channels through'whiphrthe waol moved after.purchases
varied with.individual buyers. .-Four of the ten buyers contacted..shipped
100 percent .of their wopl directly to manufacturers. -Two buyers shipped

100 percent of their wool to central. market: in Boston. . One buyer shipped
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his wool through a -concentration point, located within the state, .enroute
to a maﬁufacturer. ‘Three buyers did not describe the physical channels
through which their wool mowved.

.. The.phiéf nmethod of transportation for Montana wool purchased by the
ten buyers contacted was by railroad, accounting for an.estimated 83.5

percent -of total shipments. -The balance of wool was shipped by truck,

;accounting\for:an.estimated 16.5 percént of total shipments for the firms

.represented.

. -According to one buyer high freight rates’ in one county of Montana

-caused his firm to ship their. yool by truck to concentration: points within

the state. For a description of total marketing movements,  see Figure L.

Destinations of Montana Wéols

The buyers -contacted. shipped 100 percent of Montana wodllpurchased

to ‘either the New England area or the Southeastern area :of the United

"States. .They estimgted that 56.5 percent of the wool‘purchaéed went to

the Né% England :area. All of the wool designated for 'shipment to the

- New England area does not actually arrive there, however, as the wool

may be rerouted after it leaves Montana to mills in the Seutheast. W The
buyers estimated that 43.5 percent of their purchases went directly to
mills in the Southeast. .(See Figure 4.) ‘

Pricing Practices by the Major. Buying Firms

The ‘price per pound that the wool grower in Montana received on his

grease wool-depends on:the clean price limits allowed in Boston, on the

-amount of shrinkage in. his wool, .and upon .the market deductions. Table:TIX
. 1llustrates the returns per pound that -a Montana grower might receive

. from specified grades -after deductions in -an October 1956 sale,

If all of the wool in the clip is well grown, :all ‘staple and contains

the specified percentages of.the grades illustrated in Table X, the price

-per pound that the grower should receive can be -computed. -A hypothetical

clip is used in Table X %o illustrate how an offering price is arrived gt

by. buyers.




*Source: Based on information obtained from a census of wool sales
recorded in Montana for 1956.

Figure 4. Channels of Wool Movements from Montana in 1956.
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TABLE IX, CLEAN PRICE TIMITS LANDED IN BOSTON, -DEDUCTIONS, . AND PRICE TO
GROWER ON MONTANA WOOL. '

Clean Price Grease Price .Mkt. Price

Bostoni/' Boston Ded. Rec'd by

- (Dollars (Cents .(Cents  Grower

and cents ‘Shrink . per per (Gents

‘Grades per pound) Percentage pound.) pound) per pound)
Fine Staple 1.47 5% 60.27 9.98 50.29
Fine Average 1.37 61 53.43 9.98 43,45
1/2 Staple 1.32 56 58.08 9.98  48.10
1/2 Average 1.26 . 58 52.92 9.98 = Lo.oh
3/8 Staple 1.21 53 56.87 9.98°  L46.89
3/8 Average 1.12 55 50.40 9.98 ' Lo.he
1/k Staple 1.11 50 55.50 92.98 45,52

2/ United States Department of Agriculture, -Wool Statistics and Related
Data, Statistical Bulletin No.. 750, May 1959, pp. -118-128, taken
from tables giving spot prices, .Boston, October, 1956.

TABLE X, AH'ILLUSTRATION.OF“PRICE COMPUTATION ON A HYPOTHETTICAL CLIP OF
" MONTANA WOOL*

Percentage of Boston . Amt. .of proceeds
Grade ‘Grade in clip Grease price wper 1lb. per grade

Centg per pound

Fine Staple Logh 50 .20.00

. 1/2 Staple o 48 - 19.20
1/2 Staple 10 45 4.50
3/8 Staple 10 47 I, 70
Total offering price 100 48.40

*Source: Based on information given by one wool buyer who purchased
wool in Montana in 1956.
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As illusﬁraﬁéd in Teble X the price that could be paid the grower
-on.the basis of the computation is 18.140," cents per pound. Market factors
other than grades may cause the buyer to offer a cent or tﬁo‘more or less

than the cdmputed priée.for‘the wool. ‘

Eight of the ten buyers contacted used the price limits furnished
by the firm they represented to develop offering prices -to grawerss One
buyer used United States Department of Agriculture quotations of spot
‘prices in Boston in developing an offeriqgjprice, and four buyers who
used price limits furnished by their firms also used future quotations as
an aid in deyveloping an offering price,

All of the buyers arrived at the final price and sales conditions by
submitting 'a bid on a clip of wool, -or by uniform contracts. The bids
could be either accepted or rejected by'the.partyjinvblved. A uniform
contract signed by a grower or & pool representative completed the

‘agreement for a sale. | .

How.Buyers Keep Informed

The majority of buyers contacted kept informed on wool available
for sale by persbnal éontacts_developed in previous years or just by
keeping their eyes and ears open for possible buying opportﬁhities.

The majority of buyers felt. there was competition from ofbher buyers
in all areas of Montana, but there was definitely more competition for
some clips than others.

The majority of- the buyers contacted tried to buy the same clips
year-after year becguse they knew the uniformity, condition, .and qualilty
of guch clips., They dre generally instructed by their.firms -to purchase
- "reputation” clips, as manufacturers are already acquainted with the type,

1/

quality, and preparation of these wool clips from previoﬁs years .~

Buyers Opinions

The buyers contacted were asked if they preferred to buy their wool

from any particular source. -Two buyers :preferred to buy either from

l/ Drummend, .Bassett, Colman, op.cibts, P» 3.
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ranchers or wool pools. Two buyers had no preference as to source as

long as they had orders and could find sellers to fill those orders.

. 5ix buyers were noncommital-on this point.

When asked if they would like to see :any changes in the preparation
of wool for sale by the growers, .one buyer said he wbuld like to se& all..
offsﬁrts sacked separately,  another buyer said he would like. to see all
fleeces cleanly tagged and put on dry, Well&Swepﬁ_flerSy.f A. third
buyer. said he would like to see all.black sheep fleeces kept out of
contact with the other wool, The other buyers offered no suggestions
for preparations. of.wool. A

The ten buyers were asked if they preferred t buy graded or ungraded
wools, Two buyers stated a pfeference for ungraded wools because their
firms preferred to.grade the wools to-sult their own particular need.

Two other buyers felt that buying on a graded or. ungraded basis was

jmmaterial, The other buyers were noncommital on Tthis point.

Monthly Wool Movements

The 1956 marketing year covers the time period from the dates,

April 1, 1956 to March 31, 1957 inclusively. .This period of time is
designated by the Agricultural Stabilization and Copnservation Service
as the period during which incentive payment applications -on wcol can
be filed by growers. .Incenbive payments on woal were ‘authorized by the
Federal Government under the National Wool Act of 1954

The net proceeds, .net pounds and average price .per pound were rtabu-
Iated for each month .of Montana wool sales dﬁring the 1956 marketing year.
The procedure indicates a price and volume trend in.the marketing of wool
throughout the marketing year. .This trend is illustrated in Table XI.

The greatest bulk of Montana wool, including 66 percent of: the states
total clip for 1956, was sold during the three months of May, June, .and
July. The lowest average price was received by grower% during the same
three months, indicating the :effect of increased supplies on prices.

Over 50 percent of Montana's wool growers marketed their wool during the

-three months of May,,June.and,July.
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TABLE XI. .VOLUMES MARKETED, .GROSS PROCEEDS, .AVERAGE PRICE- PAID AND
NUMBER ‘OF GROWERS SELLING MONTANA WOOL -- 1956 MARKETING
YEAR¥
Gross Average Number of
Pounds “Gross Price .Growers
Year Months Sold " . Proceeds ‘Paid Belling
- _ (per. pound)
1956 April 291,516 133,972+55 45.95 2h3
May 2,354,047 1,066,628.54 45.31 oko
June 4,859,153 2,158,044 . Ol hh L1 "1,300
July 2,321,196 1,038,628.26 kL, o1 675
August 930,698 446.,032.89 7,92 167
September 575,805 28L,134k.12 ko.34 Ly
October 450,667 258,522.63 57.36 T1
November 167,&74 87,097.20 52,00 75
December 85,296 40,120.33 47.00 10
1957 January 469,854 249,907.03 - 53.18 9%
February 377,453 194,820.41 51.61 8k
March 1,532,822 774 ,700,81 50.5h 178
Tatals 14,406,981 6,732,608.81 .3,892.
¥~ - Source: -Based on information obtained from a censugs of.wool .sales

recorded in Agricultural Conservation and Stabilization

offices for 1956.

The hlghest average prlce wag paid .during the month: of: October when
only 3 12 percent of the wool was sold. Average price then turned down-
~ward through November and December, until January of 1957 when small

percentages of wool were sold and prices moved up againa




PART IV
. THE COMPETTITIVE STRUCTURE ‘OF THE WOOL MARKET

Description of the Wool Market

The wool market may be described as a"placé where the forces repre-
.senting the demand for wool and the supply of. wool meet. A market price
is derived from the meeting of these forces which represent .supply. and
demand.,

The wool market is geographical in nature, .because it includes local,
regional, national, -and even international avenues of exchange. The forces
of supplyland demand affect all avenues of exchange from the local.market
“involving the producer exchanging his wool for a price offered Dby. an agent,
to the world market where wool is a commodity of ‘internatiomal .exchange,

The price paid for wool in the market is subject to limited variation
in the short run. Wool derives itg value uvltimately from its use.as a raw
material in the manufacture -of textile products, The demand for wool is
then derived indirectly from the demand for textiié products. :Price ig

‘agffected by changes in the demand for textile products.

The Competitive Situation of the Wool Grower

The individual wool grower in Montana operates in a purely compefi=
tive sellers market. .The individual grower's contribution to the market
is such a relatively small part of the total market that he cannot
- appreciably affect market price or the quantities offered on ‘the market
by other growerss The grower can sell all of the wool he.has at current
market prices but he cannot sell any wool if he 1s unwilling to accept
the prevailing market prices for his product. Growers cannot profibably
differentiate their.wool from other lots of wool of equal quantity and
guality.

The demand curve faced by each wool grower is highly elastic
(See Figure 5. )

Figure 5 shows that the individual wool grower can sell. all of his
wool at a market price ‘that tends toward. -an equilibrium but .could sell

none at-a higher price than the -offer which he receives from the buyer.
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* Source: Based on theory as presented 'by Paul A. Samuelson, Economics

3rd Edition, McGrav-Hill Book Co., Inc., Nev York, 1955,
Chapters 19# 20, and 21

Figure 5. Demand faced by the Individual Wool Grover is Highly Elastic.

There vere approximately 3#918 grovers in Montana in 1956 vho sold
various amounts of vool at prices tending tovards an equilibrium market
price. Their competitive stiuation is modified to an extent by the forma-
tion of cooperative marketing associations that are able through better
preparation to obtain higher prices for their member®s vool.

The demand for vool is a schedule of quantities offered for sale at
various prices. The equilibrium market price is determined only vhen the
demand schedule meets or crosses the supply schedule. Table XI1 is a
demand schedule for one seller®s vool that has only one market price but
the quantities that the given seller can produce are relatively unlimited
and price for another grover may differ. (A perfectly elastic demand
curve.)

Columes (1) one and (2) tvo represent the individual seller®s demand
schedule. By multiplying these tvo together the total revenue is found
for the seller if he produced any one of these particular quantities. The

horizontal rovs represent alternative levels of output at vhich the seller
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TARLE XII. DEMAND SCHEDULE FOR INDIVIDUAL SELLERS. WOOL: UNDER CONDITTONS
OF PURE COMPETTTION, o

Price - Total Marginal Ayerage

V'éf:unit) Quantityé/ . Revenue . "Revenue Revenue

2§dilé%§j’ (1bsys) . (dollars) .(dollars) (aollars)
@ @ BEEY )
1,50 13000 450,00 4.50 1.50
k50 1,010 - 454,50 .50 4.50
k.50 1,020 459,00 k.50 4,50
k.50 1,030 : 463.00 4,50 450
4450 1,040 468,00 4,50 L.50
4.50 1,500 675.06 ';: ”ZZ
4 .50 2,000 900,00 - -
L.50 2,500 1,125.00 - o

é/ ‘Bince a grower can increase production only by increasing the mumber
of head in his flock, -each level of output must be 10 pounds higher
for each head added (tﬁe“average weight of one.fleece) than the
previous -levelx

.could produces .He will produce.at only. ome of these leyels. The data

-gimply show what changes will occur .in his total revenue -ard his marginal

(additional) revenue if he shouwld choose to produceone :more unit at any

given lével of ‘outpub. -At the 1;000 pound level of output his tptél

‘revemie will be $450. -At 1;010 pounds his total revenue would be $454.50.

.The change in “tqotal revenue between the 1,000 pound .and 1,010 pound level

~was $4450 or $454.50 ~ $450.00 = $4.50, Thus marginal"revenue.(additional

revenue),is defined as the change in total revenué’which:occufs{aSGa result
of-an increase in' the level of. output of.one more head of sheep or ten
~poundg of wools .Since the seller produced ten more pounds.and increased
his level of output by one head (unit) with price-at $4.50, . the marginal
revenue ig equal to-price received at $4:50+ _

At any level of outpubthe average .revenue is .also equal to price '
.since the average price ‘per unit-is average revenues Thus average revenue,

marginal revenue,.and price-are all.equal in this case.




The price per pound used above was determined by the collective
action of all sellers (wool producers) who were willing and able to
supply different quantities of wool on the market at different prices
and the collective action of all buyers (manufacturers, handlers, or
cooperatives) who were willing and able to purchase different quantities,
in 1956, of wool on the same market at different prices. The demand
schedule and supply schedule actually met somewhere determining the market
price at an equilibrium level of approximately 4% cents per pound.

Figure 6 illustrates the meeting of the market supply and market
demand schedules for wool to establish the market price for the industry
and for the individual producer. Figure 7 illustrates that the same

price 1is paid to the individual producers.

Price Price
Quantity Quantity
Figure 6. Industry market price Figure 7. Producer price of
of wool. wool .

In Figure 6 the price for wool has been determined for all sellers
within the industry and for all buyers as well. Yet when a single seller
attempts to determine the market value for his wool looks out to see his
particular demand (Figure 6) he only sees a single price — the market

price which has been determined by all sellers and all buyers in the



~ b2 -

market for him,., .However, . .due to imperfect knowledge‘of:Short-run“markef

conditions on the part of buyers, .sellers may have -a narrow range of.

prices offered them, "Agaip, .since the individual seller sells so-small

a part of the total amount .of wool offered in the market he cannot influ-

-ence .price.. To him demand appears as price. It should be;notea that "the

demand curve for the industry is dowvnward sloping .to.the right, .indicating

a different relationship between quantity and price for wool for industry
. than for the selleré}/

- Competitive  Situations of Firms

The wool buying firms thatloperété in Montana are-mémbers of a buying
market that is oligopsonistic.in nature.
.These -oligopsonistic firms have some .control over the price they. pay
_ for wool in.the market, .The number of firms.operatinglinithe industry |
is limited. -Therefore,,they consider ‘the actions or probable actions of
- other firms.in.&eciding,pn:a certain -course of action'to be taken in
pricing. ‘ , A
In'the'wool‘industry there is a trend toward the vertical integra-
- tion of‘manufacturerS'and'topmakers, .One of the major topmakers has its
own country buying organization with a warehouse in-Montana where the
firm assembles and grades the wool before the wool is shipﬁed'tO'the
firms own . mills. .Two .other topmakers have warehouse facilities in the
Squth for combining the wool there. lThese topmakers .are integrating
their functions to include dealing, . topmaking, -spinning and cutting. . The
concentration of buying power. Of the tppmakerslis‘increasingf ;Onefbuyer
‘stated that the majority of wool goes to orily three mills and four
topmakers;g/
‘The concentration of buying power  is effected not only by the trend
toward wvertical integration of manufacturers. but also by the reduction

in numbers of major buyers. -At least five major handlers have gone out

i/ ;?aul A, Samuelson, Economics, Third Edition, McGraw-Hill Book Cow,
.. Inc., -New York, 1955, .Chapters 19, .20, and 2l.

2/ /Department, of Agricultural Economics ~- Price Relationshipsfand
Economics of Marketing Wyeming Wools, Progress Report 1958-1959
WS 706 (WM—23).p. 3.
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of business in fhé Boéﬁoh:area;sinée 1956, According to :one buyer,
handlers go out of business-as the result of overextending themselves
financially. -This happened because they . .bought wool with credit from
financial institutions hoping to maké a profit by resale to manufacturers.
Uncertain margins sometimes ‘dropped below profitable resale values .and
caused them to .become. insolvent. .Several of the handlers were then
bought out by othér major handlers who were pperating successfully.

.The Proportion of Retail Price,for'Wbol
Products Received by the Producer

The value added by the marketing of raw wool.through manufacturing
of wool prodicts and distribution .of these products to consumers is so-
great thatzréturns to growers for raw wool amount to .only é'small'percent—
age of the total price paid by consumers for the finished wool prcductal/

The spread between prices tQ.prdduceIS'of'raw wool and prices to
consumers for the finished products, .averages more than four-fifths of
" the retail priée to :consumers, This spread is indicated.in Figure 8
‘where the margins above the price paid to-the producer cover the assem-
bling,-merchandising,-manufacturing,xfabricatiﬁg,-apdfdistribu$ion'Qf
wogQl productswg/ ‘

‘Returns 0 “the ‘producers of raw wool ‘averaged .about.ll percent of
the retall prices to .consumers of the finished product for the years
1926 to .1950. Data gathered for more recent years indicate ‘the propor-
tion of retail price received by the producer has not changed signifi-
cantly since 1950®§/

With,. the development of man-made fibers. it may be necessary for

producers and manufacturers-to ‘take prompt and effective actions to

~}/ United-States Department -of Agric@lture,iAn Analysis of ‘Trends in
the Wool Industry, Regionagl Conference .on Wool Production :and
" Marketing, Montana State College, Bozeman, Montana, June 1958,
Pe 27 .

2/ .

3/ 1pia.
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Figure 8. Source:
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‘maintain adequate market outlets. for wool at profitable prices. .Increases
_in population along with a reasonably prosperous :economy indicate the
possibilities for maintaining and expanding.the consumption of WOOl.;/

The wool buyers market is an oligopsonistic situation where there
are few enough buyers of wool for. the activities of one buyer to be
important to all the other buyers. .The wool market :also has another
oligopsonistic characteristic,.the dominance of “several major:buyers over.
a cluster of small buyers, who follow the price trends of the major buyers.
Oligopsonistic classification is necessarily unique in each and every
industry because :of . differences in prdduétswand number of firmswg
/Therefore, .an accurate graphic analysis of supply and demand is difficult
to.’ascertain.

An important factor or possibly the key factor to oligopsonistic
pricing in the wool buyers market is the "demand situation facing the
‘major buying firms.

Effective Demand for Wool and
How .Demand  Affects Majoir: Buyers Activities . .

The per capita demand for wool in the United States has been decreas-

ing by the development of many new man-made fibers, ,reducing ‘the use of

wool for apparel purposess The use of man-made fibers has increased

. about 325 percent since prewar periods (prior to 19%1.) Consequently,

wools share of the total market has declined in the United States.
However, . the use of. .apparel wool has been steadily increasing in the
rest of the world since prewar daysqi/ .Figure 9 illustrates the .compara-
. tive percentage uses (of wool) by mills for the United States and the

rest of the world.

y/ ‘Tbide, Do 25,

E/ ‘For a description of oligopsonistic characteristics from which
oligopsonistic practices.are derived, -see.Richard H. Leftwich,
:The Price System and Resource Allocation, .Rinehart and Company,
Inc.,.New York, 1955, pp, 229-231. Also see Baumgl and .Chandlers,
Economics Processes:and Policies, Harper and Brothers Publishers,
New York, 195k, pp. B23,42L.

Ops cite, ppe 5-6s
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- The demand for domestic wool supplies must be supplemented by
imports of wool from foreign countries as the United States is a deficit
wool .producing cou:rrcx'y'.’:L

"Another factor affecting the demand for apparel wool in the United
. States has been ‘the decline in per capitaconsumer expenditures for woolen
clothing in the United States during the postwar .period. An increase in
the population of children and old people who require relatively smaller
clothing expenditures and changes in.the geographic distribution of
population plus-the trend toward. suburban .living all contributed toe the

decline in per capita consumer expenditure for wooﬂ._clothing.2

Relationship of Foreign Supplies to Demand

There have been fluctuations in the percentages of domestic wool used
out of total wool consumptions These fluctuations have been caused largely
by changes in demand and by changes in production. From 1935 to 1941,
wool consumption was increasing moderately for the world as a whole, then
increased rapidly with the advent -of World War IL. .But .since production
incregsed only slighﬁly in the United States the percentage of our domestic
wopls used for total consumption decreased. .From 194k to 1948, .consumption
remained high while domestic production.decreased so the percentage of
domestic wool ugsed for consumption again decreased,

. The 'significance of.the decrease in percentage use ;of domestic wool
supplies, .is that total'cohsumption ig then met from increased percentages
of foreign imports.

Foreign wool imports differed from domestic clips in prices due to
‘differences. in costs of production and methods of ‘preparation. 'Tariffs
on wool imﬁorts tend to offset these price differentials however, on.the
domestic market for mill use.

The following trends are discernable in.the relationship between use
‘of domestic -and foreign woolg., The first trend discernable is that vwhen
wool imports are small, mill consumption is similarly small because .of

relatively unfavorable demand situations. On the other hand, wool imports

L/ ‘0ps Cits, PPo-18=19.

2/

Opo Cito;
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are large when wool prices are high and mill operations are relatively
favorable. When the demand declines for wool products, mill activity
also .declines and wool importations drop. -Prices. for wool rise when
demand for wool products increases. This causes a higher. level of mill
activity and calls for more foreign iﬁports:to:supplement'domestic
;supplies.l .The above relationship demonstrates that when domestic wool
prices are highest, .the importationS'are largest; when domestic wool
‘prices were lowest foreign importations were lowest. .This relationship
reflects the situation :of the United States as a deficit wool producing

country.

The Interrelationships of Demand for Producers
Buyers, :-Manufacturers, .and Consumers

In summary the demand for raw wool by. buyers is dependent upon the
demand for. finished wool products-by. consumers.

Wool buyers,.in this oligopsonistic market may deéide,:due to
increased demand for wool products that theéy can either (a) purchase
larger quantities of raw wool.at the same prices that were paid earlier,
or (b) that they can afford to péy a higher price for the -same guantities
that were purchased earlier. Oligopsonies avoid price competition between
firms,‘however. Then either of these corditions or a combinabion of. these
conditions will create -an .effective increase -of demand to producers. -This
situation is illustrated graphically in Figure]i)and a shift 'in the demand
curve to the right. A decrease in demand illustratedﬂin.Figure'll is
shown-as a shift in the curve to the left. Even though the supply of
wool remains unchanged during the production year, . the demand for wool
may. increase or decrease -and the ‘price of wool and the quantity sold
‘may,also change. ) '

..In Figure 10 an increase in the demand for wool is shown with .the
corresponding changes in price and gquantity. Q2 depicts the increased
guantity of wool sold andf?e-depicts the higher price receivéd for wool

SOld.s

;/ /United States Department :of Agriculture, Domesgtic Wool Requirements
and Sources of Supply, .June, .1950.




Price Price

Quantity Quantity

Figure 10. Figure 11.
An Increase in Demand for Wool* A Decrease in Demand for Wool#

Figure 11 illustrates the effects of a decrease in demand on the price
paid and quantity taken of wool for the iIndustry. In both of these cases
supply is assumed to have remained unchanged which is true of any marketing
year. (The amounts offered for sale by the wool producers did not vary.)
To the individual wool producers all price changes that occur from year to
year or month to month appear as a change in demand only, since all he
can see is the market price of his wool. This is not categorically true,
however, as a change iIn price can and does occur from a change in supply
from one production year to the next, even if the demand for wool remains
the same.

Figure 12 illustrates an increase in the supply of wool with a
corresponding drop in price, brought about by an iIncrease in the quantity
of wool sold on the market.

Figure 13 illustrates a decrease in the supply of wool with a

corresponding increase in price, brought about by a decrease in the
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quantity of wool sold on the mar ke tln both cases demand was assumed

to remain constant

Price
Figure 12. The Effect of an Figure 13. The Effect of a
Increase in Supply of Wool Decrease in Supply of Wool
on Market Price. on Market Price.

The illustrations show that all of the changes in supply and demand
have some effect in changing the industry price and total quantities of
wool sold. Producers in the competitive situation of the wool industry
should recognize that price changes can reflect either changes in demand
or supply, or both. They should determine, 1if possible, which of these
changes brought about the price change. While the decisions of all
producers to offer larger quantities for sale at the same time would
greatly increase the supply of wool and would have a price decreasing
effect if demand remained unchanged or even if demand increased but does
not keep pace with the increase in supplies of wool. Price is probably

affected more by world supplies than by domestic supplies, however.

17

For a description of how supply and demand determine price in an
industry, see: Samuelson, loc.cit.
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As 'shown in Figure 5, individual producers in the wool industry are
faced with ‘a .demand curve that is highly elastic and the average “price

he receives for any quantity of. wool 'he might sell .is equal to market

- price for ‘the domestic market.

The structure of the price making forces for. the wool industry is
illugtratéd in Figure 14. The demand of consumers for finished wool

products initiates the demand by wholesalers .and retailers for clothing.

Demand is a chain reaction down the line from the consumers of wool

‘products’ to producers of. raw wool.. Price is affected all ‘along.the line

by the demand for wool in the various forms, from raw wool to tops, to

yarn to fabrics and finally results in the retail price of finished

woolen goods.




STRUCTURE OF PRICE MAKING FORCES FOR WOOIA
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Figure 14. The demand for wool at the farm level is derived from the

combined demands of the many processors and users of wool.
Domestic prices tend to exceed world prices by approximately
the amount of our tariff, but prices rise and fall with
changes in world supply and demand."

Foote, Richard J., and Karl A. Fox, Analytical Tools for Measuring
Demand, United States Department of Agriculture, Agricultural Hand-
book No. 64, Washington D. C., United State Government Printing
Office, January 194, p. 5=



PART V
SUMMARY, AND CONCLUSIONS

Summary

In this study differences in marketing charges assessed to-the various
types of ‘transactions enabled :a comparison of costs and net returns to
growers from. . alternative methods of sale. ~.Comparisons of graded versus
ungraded sales were made, based on average costs and average net returns
to growers, by .counties and by buying firms, -The relationship of market-
ing costs to the -size of grower were also tabulated, based on averages
within and between strata.

Personal interviews and contact by mail of ten agents representing
nine major buying firms furnished reliable .sources for information on
buyers practices; opinions, and attitudes. One buyer gave -a complete
description of wool pricing which was used as a basis for illustrating
the procedure involved in pricing.

.The competitive structure of the wool market was analyzed. The
"bagis for the references made to0 the market was the concentration of:
volumes purchased by nine major firms. .Thirty-six other firms purchased
small or insignificant percentages of total sales. -The effective supply
and demand were described and the way they affect the industry market

price.

Conclusions

Table VII supports the hypothesis that small farm flock, producers
can market their wool to the best advantage through local wool pools, .as
average returns are higher to growers selling lLess than 3;000 pounds when
sold through pools, Returns to farm flock growers selling from 3,000
pounds to 4,999 pounds are higher for direct sales to buyers. -All prices
paid to growers above 5;000 pounds averaged higher for direct .sales.
One reason for these differences in returns to the two methods of sale
for the small producer is that combination. of.small lots of wool into
larger lots through the pools gives the small grower the ‘benefit of  more
competitive bidding. Buyers are more interested in larger lots of wool

because marketing costs are less on larger lots and most orders from the
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firms they represent are large. -The .small producer who sells his wool
directly to major firms is then at a disadvantage because the buyers are
not interested in-small individual clips due to increased handling cost
gand their lack of the sufficient volume to fill most orders.. If average
market deductions on direct sales and consignment sales.are subtracted
from average‘prices for each. stratum of producers, in both types of sale
as shown in Table VII the results indicate that all étrata of producers
‘up to the 49,999 pound level would receive higher net returns by marketing
through pools. -This .again can be attributed to buyer's desires: for, volume
purchasing to reduce handling and transp.ortation.co‘sts.l

. The results on computation of average deductions and returns for
graded versus ungraded sales indicate that there was no appreciable
difference in returns between these two methods of sale. .These results
indicate that the wool market is highly institutionalized. .Buyers are
reluctant to change their purchasing methods because of the increased
competition which results. Most topmakers and manufacturers feel that
they can grade wool to.better advantage than hardlers or sellers, because
they want to grade to suit their particular needs and purposes. .However,
several buyers did feel that marketing firms could profitably develop
grading or sorting operations.g

The trend toward more -descriptive division of- grades and uniformity
within grades in many other agricultural commodities suggest that the
wool industry is not changing as rapidly toward improved marketing
practices. The trend in the future will be ‘toward more description and
uniform sales ag the demand:formore definition of. grades and quality
increases. .These definitions and specifications are set up now but not
fully utilized.
17

Walter D. Hodde, Manufacturers. and Topmakers Vidws on' Some Wool
Marketing Problems, United States Department of Agriculture,
General Report No. 34, Farmer Cooperative Service, Washington,
.D., -C., June 1957, -p. -3.

2/ . Thid., pp. -1-2
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The. highest average returns to growers after marketing deductions
were made on sales to manufacturers. for both direct and wool pool sales.
Because a dealer-~-handler's margin is not. added to marketing costs when.
wool is sold first to manufacturers, this type -of buyer offers greatest
‘returns on the'average,to growers. Again a restriction on manufacturers
‘purchasing wool directly from the grower is that they are mnot able to buy
in large ‘enough volumes (from farm flocks) to warrant the purchasing.é

- The: highest bid on a clip of wool  does not mecessarily mean that it
will give the gredtest net return because -of the difference in marketing
costs with the various types of buyers-and between -alternative methods
of sale.

The results obtained in Table'XI, Part III, indicate-an advantage
for the individual wool grower to either sell his wool early on the Wool
Futures Contract -of the Wew York Cotton Exchange before :large movements
at shearing time decrease prices or hold his wool until after large
‘movements have taken place. .However, if all producers decided to hold
their wool for later delivery the price decrease would change to the
time when the most wool was sold again, so that time of movement .is a
factor which cannot be controlled to gain a price advantage for all
producers within -a given area or state. .The dlternative for the indivi-
dual grower is to sell on a Futures Exchange .Contract which furnishes
protection.against the losses incurred by changes in price from month to
month or season to season. -Selling on a Fubtures Contract means that the
grower can sell his wool two or three months in advance of shearing time,
when wool prices are liable to be low due to increased sypplies. For
example, .the grower can sell his wool on March lst for. July lst delivery
on-an exchange contract at- $1.30 per pound. .Then if.the price is down
$1.10 per pound on July lst he can buy back his July lst contract at
$1.10 and in.turn sell his clip to a dealer at $1.10. He has realized

20 cents per pound profit by selling early on a Futures Contract, and

}/ Tbid., p. 3.




- 56 - _
protected himself from the fall in price which took place from March to

A limitation to the use of the Futures Exchange is that 'a minimum
limit of 6,000 pounds. of wool, clean basis of 64's grade and discounted
if of lower grade, has been set to deal in futures. This would allow
on}y the larger growers with sufficient volumes and uniformity of - clip to
meet the minimum limits.g :Dealers and. topmakers use the Futures Exchange
-advantageously too, as 'a heddge against pi-icezchanges.é

.‘Due to the competitive structure of the wool industry, buyers are
able to adjust prices, within certain limits, to .allow them margins of
profit on' the handling'and resale of wool. Since the major firms are
conscious of each others actions tﬁeir offering prices to the grower tend
toward an equilibrium (unifort) merket price in the short run. Supplies
of domestic wool, foreign imports, .and demand for finished wool products
effect the establishment of this industry market price.

The individual wool grower can do much to improve the quality of his
wool by improved preparation and handling practices. -Also he can'strive
toward more uniformity within his clip'byvuse of Breeds which give‘grades

most in demand in the market.

- Need For Further Research

.More detailed information is needed on-returns to the wool grower
for specific grades in. graded sales. The analysis did not cover this area,
- which needs further research. More reliable comparisons can be‘made
between returns to graded versus ungraded .sales if and when greater
percentages of wool are sold on a graded basis.

Additional study and investigation of the trends toward vertical
integration of manufacturers and topmakers would increase knowledge

concerning the .competitive structure of the wool industry. ‘Determination

L/ The Five W's of the Wool Exchange, The Wool Associates of the
5 New York Cotton Exchange, New.York, 1958, p. 18.

2/ . Ibid., . p.-12.

i/ “Thid., pp.-19-21.
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of the number of buying firms which enter and leave the -industry each
year and the extent to which- the major.firmsqare coﬁcentrating.their
purchasing power would strengthen. the -wool groWerﬁs‘position;ih.the.market.

-Comparison of 'the data compiled and uged for computations in this

study, with. equivalent data available from wool marketing in later years
should provide information on which correlations can be run to determine .
the trends occurring in wool marketing and help to .establish increased

efficiencies within the market.
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TABLE TI.

APPENDIX A

TOTAL SALES OF MONTANA WOOL NUMBERS OF GROWERS AND SALE TOTAL,
.WEIGHTS AND PROCEEDS, - AVERAGE RETURNS AND PRICES, BY COUNTIES,

Pondera

161,346

;1956.,
No..of No. -of Total Wt. Total Net Ave. Ret. Ave. Net

County -Growers BSales .of Wool Proceeds Per Grower Price
Beaverhead 117 117 872,208  399,229.00 3,k12.21 L5.77
Bighorn 8l 90 158,283 72,489.65 862,97 u45.79
Blaine 93 %5 840,098 Lo7,014.98  L,376.61 L48.LL
Broadwater 31 31 102,454 47,257.27 1,52h.43 k6.12
Carbon 232 239 . 357,52k 152,821.9% 658.72 La.k
Carter 207 255 1,406,697 705,451.05  3,407.98 50.1k
Cascade 71 79 561,732 298,761.46  4,207.91 53.18
Chouteau 37 .38 53,651 22,855.78 617.72 L2.60
Custer 87 98 362,373 159,51%.35  1,833.50 A4h.02
Daniels 13 .13 46,194 22,580;99 . 1,737.00 L418.88
Dawson 57 58 145,370 67,395.07 1,182.37 16.36
Deer Lodge 1 1 63,230 32,111.58 32,111.58 50.78
Fallon 31 31 71,479 32,379.77 - 1,04k.51 L5.29
Fergus 166 169 317,576 130,470.85 785.97 41..08
Flathead Ll 61 27,590 12,604,721 - 28852 46,01
.Gallatin 166 221 457,958 222,179.47  1,338.43 48.51
Garfield 106 107 46,958 326,29.47 .3,078.27 143.68
Glacier 28 32 289,346 . 129,537.63 L,626.3h  LL.T76
-Golden Valley 54 61 183,370 83,712.1%  1,550.22 L5.65
Granite 17 17 32,466 14 ,726.22 866.25 L45.35
Hill 2l "2l 45,172 20,457..35 852.39 45.28
Jefferson 30 33 38,321 17,581.51 586.05 45.87
Judith Basin 164 172 273,449 119,169.09  1,453.28 143.58
Lake 104 106 7,748 35,962.93 . 345.80 L46.26
Lewis & Clark 32 32 175,425 1%1,882.38  4,433.82 L48.94
Liberty 13 14 55,860 27,6454 2,126.57 -49.49
Lincoln T 8 5,313 - 2,463.52 351.93 L46.36 .
McCone | 43 L5 272,308 123;047.42 - 2;861.57 45.19
M=dison . 171 178 42,151 333,526.07  1,950.h4k bl oL
Meagher 35 37 407,878 206,873.64 5,910.68 . 50.72
Mineral h L 3,106 1,344.01 336.23  43.30
Missoula L7 L7 32,343 14,686.46 312.24  L45.40
Musselshell 52 57 155,798 68,945.18 1,325.86  hk.25
Park 123 123 283,71 130,708.00 1,062.66 L46.07
Petroleum 28 39 166,651 T7;89%.29 2,781.9%  L6.Th
Phillips 92 o7 238,217 113,748.85  1,236.40  47.75

30 32 70,355.48  2,345.18  43.60
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TABLE I, (Continued)
No..of TNo. .of Total Wt. Total Net  Ave. Ret. Ave, Net

.County Growers BSales of Wool ' Proceeds ‘Per Grower Price
Powder.River 122 126 L9, 515 208,991.21 1,713.0k4 46.49
Powell 29 33 229,295 125,715.66 4,335.02 54.83
Prairie 43 Lo 123,814 54,368.56 1,264.38 43,01
Ravalli 135 135 68,676 30,567,03 = 226.42 hh.51
Richland 121 136 193,949 85,594.59  707.39  LL.13
Roosevelt .19 19 55,877 24,131.16  1,270.06 43,19
Rosebud 85 92 559,843 250,124.27 .2,9%2.63 4L .68
. Sanders 31 3L 26,985 11,993.88 386.90 Ll 45
Sheridan 3k 34 6l ,656 28,161.93 .828.29 43.56
Silver Bow 5 5 10,119 4,597.65 . 919.53 45,44
Stillwater 146 146 248,133 116,764.20 799.75 Lh7.06
. Bweetgrass 196 382 605,510 = 290,911.14 1,48L.24 48.12
Teton 65 .. 68 240,018 103,735.21 1,595.93 43.21
Toole 22 23 16L,514 76,282.54 3,467.39 146,36
Treasure 13 14 18,071 8,255.05 635.00 45.68
Valley 72 7 291,348 146,480.22 2,034.44 50.28
Wheatland 77 106 554,808 . 256,626.14 3,332.81 46.25
Wibaux 4o 43 -81,373 37,566.66 . 89L.h4k h6.17
Yellowstone 102 105 154,039 70,974.99 6,958.33 416.08
Totals 3,918 4,399 14,370,951 6,777s615.00 1,729.86 47,16




APPENDIX B

TABLE. I. VOLUMES OF- WOOL PURCHASED AND AVERAGE PRICE PATD BY VARIOUS
CLASSES OF BUYERS IN MONTANA -- 1956.
Py No. of Percent "Total Total Average
Class Company .Counties of Total .Volumes Proceeds Price
Manufac- 03 L 1.79 249,838 121,119.94  L48.L47
turers Ol 6 .90 130,971 6l ,463.20 ho.21
(all out- 05 3 1.50 226,140  114,695.87 50.71
of-state) 09 9 4.30 626,595 292,539.60 46..68
19 5 1.60 238,678  138,694.88 58,10
20 1 .10 17,016 12;099.07 71.10
.25 1 - ko 19.75 49.37
35 1 - b1 17.63 43,00
37 2 - 2,216 956.53 43.16
Ll 1 - 61 36,60 60400 .
Total Manufacturers 10.3 1,491,596  Thk,643.07 hg.92
Dealer- 01 40 18.70 2,695,629 1,221,110.51 45.29
Handlers 02 2 4o 6k ,287 32,552.32 50.63
(out-of- 06 6 . 1.90 277,758  129,894.0h 56,76
state) oT- 22 13.10 15893,280 919,54hk.42 L8.56
08 18 8.00 1,154,681 .537,049.07  L6.51
10 .29 L.69 . 675,215 229,038.04  '33.92
13 6 6.76 - 972,367  475,205.38 48.87
7 9 "1.76 254,131 113,776.12 W, 77
18 / 43 12.99 1,867,891 . 840,095.34 L, 97
o2 1 - 7619 C257.0k  h1.52
26 1 .07 10,842 . 6,389.58  58.93
27 1 .50 Th,972  35,980.72  k7.99
29 1 - 182 45.56 . 25.03
30 3 .09 14,087 8,875.31 63,00
31,/ 3 1.27 182,817  93,165.47  50.96
38= 1 - koo . 196.00 40.00
39 1 .70 109,048 . 53,672.46 ho.21
I¥g) / 1 -— 531 L 223.02 k2.00
uzg/ 1 - 535 219.35  41.00
k3= 1 - 218 . TF-32 35.46
L6 1 ..06 9,765 3,910.26 40.0k
Total Dealer-Handlers
(Out-of-state) 70.99 10,259,345 4,701,277.33 L5.82

E/ Out-of-staté hide-and-fur dealers




TABLE I. (Continued)

- .62 -

No. .of "Percent Total Total Average
‘Clags Company . Counties of.Total Volume ‘Proceeds. "Price
Dealer- 11 1 - 22 . .93.10. 38.h7
Handler 12 .2 0.2l 34,851 16,978.24 . 48.71
(In-state, L, A .34 50,035 20,363.59 40.69
speculators) 168/ 25 .33 k7,530 19;666.4%0  41.38
21 8 1.09 157,285 TO,674.40 - 4k.o3
22 b .08 12,527 4,011.15 . 39.20
. 32 2 .05 75280 2,934.40  L40.30
33b/ S 1 .0k 5,880 . 2,642.07 . hk.93
L= 1 - - 905 .354.90  39.21
L5 1 - 1l 54,72 738.00
" 48 1 Ol ‘6,832 3,03%.35 LWk
Lo 1 - . 610 .. 210.60 3hk.52
50 1 - 713 29 .42 41.57
Totals, Dealer- Handlers
(In-state speeulators . 2.26 . 324,834 2,210k 034 . 43.78
Totals, Out-of-state :
Cooperatives 16.89 2,428,242 1,008,696.16  141.53
Totals  for State ©.100.00 1k,504;017. 6,595,830.90  45.L7

b
—/ /In-state Hide-and-fur dealers.
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