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PREFACE

for the past 30 yé;rs economists have shown new concern
with the relationships between market strueture and market
performance. Before that time economic theory offered de- B
terminate models only of the extreme cases of pure competi-
‘tlon and pure monopoly. Both described market structures
which bore little resemblance to the real world. Markets
wer§ classified as elther purely competiti;e or purely mono-
polistic, but these categories were virtuélly sterile for
further analytical treatment at the micro-economic level.
Consequently, much empirical research and public policy dis-
cusslon in what has eome to be called industrial organiza-

" tion was descriptive, discursive, and unillumined by ade-
quate conceptual lights. L -

The 1930s“ﬁsherad in new theories in economics which
shook the very foundations of the classical world. The
Keysian revolution in macro-economics is certalnly the most
celebrated of these developments, and one that by now has |
beéome & nev orthodoxy. Another such development was the
almost simultaneous arrival of two micro-economic models
of states of the market. These models were prééented by
Mrs.>Rob1haon and Professor Chamberlin. One of their chief
virtues was tﬁeir frultfulness in éenqrating operationally
neanihgrul"hypotheaes. This, in turn, provided a-étimulns
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to empirical research in economics and to an 1ntegrat1bn of
the theoretical and the empirical which was badly needed.

The result after 30 years is a branch of economics,
industrial organization, which is characﬁerizéd both by a
theoretical structure and a body dr empirically. verified
hypotheses derived from that structure but tested against
the unyielding stuff of economic reality. The theory 1is
neither so well developed nor so elegant as the classical
models of pure competition and monopoly. The empirically
tested conclusions are neither so numerous nor so well es-
tablished as one might wish. Nevertheless, the job of tool
making in this/particular area has proceeded far enough so
that the tool users have begun to profit from it. The
study repofted herein ls an example of such tool using. It
is an application of the conceptual framewbrk and tested
generallzatlons provided by the‘new industrial organization
to two closely related forest products markets.

This dissertation could not have been written without
the help of many people. 'My debt 18 great to G. Robinson
Gregory, whose stimulating‘teachins and contaglious enthu-

» slasm kindled my interest in the economics of forestry. His
advice during the preparation of this dissertation is only
the latest.orjhis contributions throughout my graduate study.
My colleagues in the Department of Agriculture Economics at
the University of Wisconsin have generously made it possible .
f@y me to spend time on my dissertation»and have served as
a con;inual source of intellectual stimulation. My fellow
members of the NCM-27 Ragional Technical Committee, and
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particularly its chalirman, Lee M. Jaﬁoa, have designed and
conducted the regional research project which has proiided
much of the data I have used. My students, and‘particularly
Thomas E. Hamilton and Stephen S. Sackett, have done much

of the work of collecting and analyzing data thrdughout the
course of. the regional project, and have provided many ideas
as well. I fear that they have been repaid chiefly by my
neglect of their problems during the final few weeks before
this dissertation was completed. My wife, my children, and
my parents have sustained and encouraged me thrdugh the com-
Pletlon of my graduate study, and have surrered my neglect
throughout' the final weeks without complaints. The greatest
debt of all I owe to my wife, Lorralne, whose moral support
and secretarial assistance have made this dissértation in
many ways truly a joint broduct. Needless to aay,‘I-alone '
am responsible for any errors of ommiééion or commission

which may remain.
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1. INTRODUCTION

Veneer 1s a thin layer of wood which has been sliced
or sawed from a log, block, or flitch. It 1s made from
both hardwood and softwood species. 'In the United States,
‘softwood veneer has been manufactured almost entirely on
the West coastl. It 1s used in the manufacture of aoftwood
plywood, a product which finds its major use in construction.
Hardwood veneer 1s manufactured almost entirely in the
eastern and central sections of the United Statos.' It 1is
classified in four different types. They are speclal and
face veneer, commercial and utility veneer, contalner
veneer, and flat veneer. Speclal and face veneer is a high-
valued product of pleasing appearance which is used where
sudﬁ appearance l1ls desired, as in furniture and paneling.
Commercial and utility veneer, which is made from less at-
tractive species or grades, is used largely in plywood for
cores and backing. Contalner veneer 1s a low-valued pro-
duct used in the manufacture of a number of different types
of dontainnrs, among them berry baskets, cheese boxoé, and
the familiar bushel basket. Flat veneer is a minor product -

used for the manufacture of tongue doprqasoré, ice cream

spoons, and similar products. Plywood is fabricated of two

lrn very recent years a rapldly expanding softwood
plywood industry has sprung up in the South.
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or more layers of veneer or, in thicker plywoods, of & lum-
ber or other core sandwiched between layers of veneer. The
grain of alternate veneer layers crosses at right angles.
The layers are bound together by glue. The comstruction of
Plywood resists the tendency of wood to éplit, shrink, or
swell. | '

The Unlted States veneer and plywood industry is the
third largest of our forest products industries. In 1958
it oconsumed some 3,183,184,000 board feet of 10392 and pro-
duced products with a value of $884,111,000. It employed
59,346 persons in its 588 ostabiiahlents, a8 well as pro-
viding Jjobs for many timber producers. The aggregate pay-
roll of veneer and plywood plants alene was §240,821,0003.
The output of the industry continues to grov'at & healthy
rate, due to the increasing substitution of softwood plywood
for lumber in construction.

Hardwood plywoods and veneers are used in both con-
struction and in manufacturing. In construction, they are
used for millwork, wall panels, door pa.neis, shelving, and
partitions. In manufacturing they are used in furniture and
'rixturos, in radio and television cablnets, and in small
boats. The furniture and fixtures industry is the largest
user of hardwood plywood and veneer.

Hardwood veneer and plywood use ln the United States has

20.8.,Buroan of the ccnsus, U.8., Dept. of Commerce
snsus. of Manufsctures:1958. Industry Report MC58{2)-
‘ ' ywood;and Prefabricated Structural
gggg)rrodnggs. (ﬂhshington. U.S8. Government Printing Office,
y P . -

"S1pia, p. 5.
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risen steadily and substantially to & current log equivalent
of about 1.6 billion board faet4. For the past decade, how=-
ever, the lncreases in demand have 5een entirely satiafied
by a rapiduincrease,in imports of hardwood plywood from
Japan and éh' Philippines. Luaun logs are commonly ocut in
the Philippines, shipped to Japan, converted into plywood,
shipped to the United States, and sold at competiﬁive prices
in U.S. markeis despite a substantial tariff barrier.
Hardwood veneer production in the United States has
fluctuated about a level of approximately 10 billion square
feet annually during the postwar periods. This represents
nearly 1 billion board feet of veneer log consuﬁption

6

annually , as shown in Table 1. About 60 percent of each

year's hardwood veneer production is used in the manufacture
of hardwood blywoo 7. |

The future development of the hardwood veneer and ply-
wood industry is problematical, affected as strongly as it
is by competitively priced imported products and by substi-
tute materials. The larger and rapidly growing softwood

plywood industry, on the other hand, seems assured of a

bright future if present trends continue.

4U.S.,-Forest. Service, Timber Resources for America's
Future (Washington: U.S. Govermment Printing Office, 1953),
P. 17. .

SIvid, p. 446.

6Dwisht Halr and Alice H. Ulrich, The Demand and Price
Situation for Forest Produgts, U.S. Dept. of Agriculture,
Misec. Pub. No. .953 (Washington: U.S. Government Printing
Office, 1963) p. 44, .

7U.S., Forest Service, Timber Resources , ., ., , P. 445,



IABLE )
P{odnction of Vbnoor logs and Bolts
n the United States, 1951~ gggggz

(Million board feet, log scale)

Lear All Species Boftwoods  Hardwoods
1951 2,211 1,232 1,039
1952 2,467 1,548 919
1953 2,815 1,861 954
1954 2,894 1,978 916
1955 . 3,433 2,431 1,002
1956 3,443 2,493 950
1957 3,305 2,455 - 850
1958 3,713 | 2,884 850
1959 4,438 3,488 950
1960 4,221 3,446 775
1961 4,636 3,836 - 800
1962 5,033 4,158 __875

—/Hair and Ulrich. "The Demand and Price . . M p. &4,
Includes. small volumes of.imported logs. .




The objective of this study is to evaluate and explain
the pértormanoo of the major veneer log markets in the North
Central region. The analytical framework employed is that
of market structure analysis. It is based upon the esonomic
theory of the firm and market developed by E. H. Chamberlin®
and Joan Robinson’, and refined snd embsllished by subse-
qupnt vritérs. Hypotheses derived from this theoretical
foundation have bedn teated by a varliety of empirical studies
over the past few decades. |
Many factors are important in explaining the performance

of a particular market. Some of these explanatory variables,
such as population, income, and weather, are external to the
market. External factors are of little concern in this
study because, despite thelr importance, they must normally
be taken as given and cannot be manipulated to improve the
performance of the market.

. Market structure analysis is founded -on the notion that
the océnonio results flowing from a market or industry are
affected by the way in which that market or industry is

BE H. chamborlin, fhe of Monopolistig
Qg%’_uj_z_n (7th od.; ca.nm-idgo. Harvard University Press,

9joan Robinsen, mwuu%ﬁmnmmﬂ
(I-ondon- n“mill‘n and Go., Ltdo. 19 > ’
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organized, 1n addition to the external factors already men-
tioned. The economiec results are termed market performance
wvhile tho'organizational characteristics of the market are
termed its structure. The many aspects of the structure of
& market serve as s framework of constraints snd incemtives
vhich influemce the behavior of the individual buyers and
sellers comprising that market. The bshavior of these indi-
vidual enterprises, which is ealled market conduct, in the
aggregate determines market performance. Market cohduot is
ﬁhus the connecting link between structure and pofrornanno.

There are many difficulties in the empirieal determina-
tion of market structure and market performance, but these
difficulties pale almost to insignificance by conbarison ‘
with the problems encountered ln a study of market conduct.
The data required for the study of structure and performance
bertain to all the buyers or sellers in the market and can
often be approximated by published ;tatietieal series. The
data required for the study of market éondnct concern the
operating policies of individual firms and are at teat ex-
pensive to collect. Much of this information represents
closely guarded detalils of competitive behavior. Some of
it may even pertailn to behavior punishable under anti-trust
or other legislation. Consequently, adequate information
on market conduct 1s always difficult, and frequently im-
possible, to obtain.

The inherent diffioculty of obtalning adequate informa-
tion on market conduet has led resoarchors in industrial

organization to search for observed relationships between
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forms of market strusture and patterns of market performance.
These relationships are suggested by economlc theorles, such
as these of perfect competition, monopoly, and monopolistic
competition. The latter, in partiocular, has been a fruitful
source of h;poihosos of this type. A considerable nnnbof of
"industry studies" has provided empirical teats of these
ﬁypothosoa. '

Eventually, of course, it will be desirable to test
direotly the relationships between market structure and con-
duct and between market comduct and performance. For the
time being, however, the téntatively verified struéture-
performance associations may be accepted as provisional
bases for applied research. The main focus or-thia etudy
is upon market structure and market performance, although
market ceconduect is not ignored whenever relevant data are

avallable.

odugts ustiries ] ts
A perfectly compétitivo market in economic theory 15

a collection of sellers and buyers of a homogeneous product.
An industry is composed of all of the sellers 6f such a
homogeneous product. A product is homosenooﬁs if it 1s a
collection of goods or services whose individual units are
economlically indistinguishable from each other, in the sense
that the prospective buyers of such units have absolutely no
preference between them. In other words, all of the units
of the particular good or service are perfect subatitutes

for easch other in the eyes of prospective buyers.



Eoonoliitl have long ippr.oiatod tke fact that the
econcept of d homogeneous product is an abstract teol of
analysis and that few such hblogonoou: products are to be
found in the real werld. Hemece very few industries are
eenpeao; of firms producing products whiech are physieally in-
distinguishable from each ether. Even fewer industiries are
composed of firms offering identlical services along with
the products they sell, and fever still are composed of
firms offering identical products accompanied by ideatical
services at identical locatioms. Most buyers will prefer a
produét available at a particular location to the same pro-
duet avallable at some other location.

The seminal work of Ghalborlin;o incorporated the fact
of imperfect substitutabllity between the products of various
_lollcrs into the thqory of partial equilibrium. The theory
of momopelistic competition is based essentlially on the fact
that the product of any one seller is not identical in the
eyes of buyers to that of any other seller. This development
has had the very important positive result of'oponins the |
way to consideration of vhgt we really mean by eompetition
betwesn firms in economic life.

Perfect competition is hardly competition at all. A
seller in a perfectly cenpetitivo-lankot is selling exactly
- the same thins as all other sellers in that market. Further-
more, he supplies so little of the total quamtity of the
product that he cannot affect the Idﬁkot'prico by increas-

ing or decreasing the amount he offers for lali. Therefore,

1%Chnamberlin. The Theory . . . .
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he may not sell anything above the nankot.prico and has
no inecemtive whatsoever to charge less than the ruling mar-
ket price.

Sellers of produects whieh are imperfect substitutes
for each other may compete in a vide variety of ways. A
seller may determine the price he wishes to charge, within
certain limits, because his demand curve 1s less than per-
feotly elastic. He may also modify the characteristics of
his product, or of the services which accompany 1t, or the
cbata vhich he incurs in promoting 1ts sale, in an attempt
to increase his profits. The theory of monopolistic compe-
tition has thus introduced active ecompetition into economios
for the first time' .

If the theory of monopolistic competition has provided
real benefits in the definition of competition it has also
considerably muddied the concepts of product, lmdustry, and
market. If the product of no seller is a portéet substitute
‘for that of any other seller, and if the produet of any
seller is in some sense an imperfect substitute for that of
aﬁy other seller, then the coneept of an industry as a group
of enterprises producing competing products becomes essen-
tially arbitrary.

"All that may be involved 1s a question of

11!hnro have been some earlier models which expliesitly -
considered competitive behavior e.g. the Courmet and
Edgevorth models of duopoly. But these models have been
based on very restricted assumptions and have never been
incorporated successfully into the body of economic theory
or demomstrated any real fruitfulness ln practical
applieation.
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degree: Every firm competes with all other

firms in the economy, but with different

degrees of closeness. . . . In the general

pure theory of wvalue, the group and the

industry are useless concepts.'l2
But what may be appropriate for a 5enera1.pure theory of
value may not be appropriate for an empirical investigation
of competition in a particular place at a particular time.
As Triffin recognizes, the group or industry may still be a
valuable, if arbitrary, concept for empirical research. In
such a case, however, it will be essential for the investi-
gator to carefully examine his classifications and
terminology.

Some economists have proposed that the cross-elasticity

of demand between the products - of two sellers be used as a
measure of whether those products are sufficlently similar
to qualify as a single product for practical purposesl3.
Just what the critical value of the cross-elasticity of de-
mand should be to permit ﬁuch a classification is a very
difficult matter to decide. Then, too, the empirical deter-
mination of cross-elasticities of demand is a most difficult
task, and one that has been seldom undertaken for the pro-
ducts of individual firms. The cross-elasticity device must

be viewed as a useful tool in understanding the problem of

classification, but one of little practical value in

Robert Triffin, Monopolistic Competition and General
uilibrium Theory (Cambridge: Harvard University Press,
19 ) pp08 '.'896' -

131p14.
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effeocting that classitioution?*.

For purpeses of this study we shall define & produet
by paraphrasing Bain's definition of an industry as a group
of goodi or services ”ihidh are close substitutes to buyers,
available to & common 5roup of buyora, and are relatively
distent substitutes for all (othpr) products“ls. An in-
dustry, then, is a group of rirma producins one particular
‘product. By extension a market will be defined as & group
or‘aollors'or & single product, who are in effective compe-
tition with each othsr, togotho# with.ths buy0ra who buy
that product from them.

Measures o 11

Market structure refers to the organizational charac-
teristics of the market. It is partioﬁlarly concerned with
those relationships betwéoﬁ and among buyers'and sellers
which #rrect Pricing behavior and the degree of competition
in the market. z

Four aspeocts of market structure are usually given
promiﬁent attention:

1) The degree of seller cuncehtration

25 jThe degree of buyer concentration

3) The extent of product differentiation

4) The conditions of entry.

1‘? W. cochrano, “The Market as a Unit of Inquiry

in Agriculture Economics”, Jowrnal of Farm Eoonomics,
(February, 1957), p. 28.. . o
" 1550e 5. Bain, (New York:

John Wiley and. Sons,.1959
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Other aspects 1holudo the spatial organization of the market,
the type of ownership or form of organization of firms in the
market, and the extent of vertical integration.

The degree of seller concentration in a market is mea-
sured by the number and size distribution of sellers in that
market. Whether the sellers in a particui;r'markot,aro one,
few, or many to a very considerable oxtont_dotenninns the
character and intensity of competition in that market.

Moreover, the degree of concentration is teo complex a
cono‘pt to be indlcated by so simple a mesasure as the number
of sqllera alone. Obviously, the size of each seller 1is
also relevant. The size dlstribution of sellers may be
represented convenliently by a measure of the percentage of
sales or other aggregate variable eontrolled by the various
numbers of sellers. Such a measure is termed a concentra-
tion ratio. It has become conventlonal in industrial or-
ganization literature ‘to refer to the percentage of the mar-
ket ocontrolled by the four largest sellers, the pereentagé
controlled by the eight largest sellers, and sometimes the
percentage controlled by the twenty largest sellers.

Various olassification schemes have been proposed which
would rank industries according to their concentration
ratios. The one proposed by Baln contains six types of in-
dusatries fanging fron'vory hiéhly concentrated oligopolies
~on down to aponiatically competitive indugtriol. The con-

centration ratios characterizing the various types'are



shown in Table 2.

ZARLE 2

CIalsiriéaiion eof Indultrz:l
» [+)
industry Type Number :
.(degree of of %; four by eight
—sencentration) = _Firms Jlargest firms largest firme

1 Very high
. (ne competitive

fringe) . 5-10 90~100 95-100
b (competitive

fringe) 20 + 90-100 95-100
I1 High 20 + 65-75 ‘ 85-90
IIT High-moderate 20 + 50-65  70-85
IV Low-moderate 50 + 35=50 45=T0
V Low 100+ 20-35 30=45

VI Atomistic 100+ :0-20 =30

Q/Bain, Ipdustrial Oxgxanization, pp. 124-133.

Industries of types I, II, and III arovanrficiontly
conocentrated to be torned'stfbnsly oiiéopoliltia. Obvious
interdependence among the larger firms exists in such irfus-
tries. No such obvious interdependence characterizes 1hdns-
tries of types IV, V, and VI, although those in types IV and
V might be termed veakly oligopalistio. Thus, the dividing
line between the two groups ocours at about the point at
which 50 percent of the market is contrelled by the four
1argost firms. Those markets in which more tham 50 poréont
is controlled by'tho four top firms would be substantially
different (strongly oligopolistie) from those markets in
whieh losskthan 50 pereent 1is conirellcd by the top four



firms.

The Degree of Buyer Concentration
In developing hls classification, Baln was referring to

concentration of sellers. However, there is a clear symme-~
try between the selling and.buyins s8ide of the market, and
there seems to be no reason why the same categories could
not be applied to measure buyer concentration. No further
dlscussion of the degree of buyer concentration is necessary
because the section on sellér concentration applies directly
merely by exchanging the word "buyer" for '"seller" whenever

‘1t appears above.

The Degree of Product Differentiation
‘The degree of pro&uct differentiation refers to the im-

perfection of substitutabllity of the competing outputs of
the varlous sellers, or the extent t0 which buyers distin-
gulsh between and prefer the output of one seller to that
of another. Similarly, service differentiation réfers to
the degree to which sellers distingulsh between, and prefer
to sell to, one buyer instead of another in the absence of
price differences.

It should be emphasized again that the extent of pro-
duct differentiation is 1ntimately felated to the concept
of the industry ltself. It 1s unlikely that the products
offered by any two sellers will be perfect substitutes for
each other. Inevitably, prospective buyers will prefer one
to the other,'however slightly. And on ﬁhe other hand, it

is also true to some slight extent most products are
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substitutes for each other. In all market structure studies,
then, there i1s an element of arbltrariness in defining the
industry and, correlatively; the extent of product differen-
tlation within the industry.

In general, the outputs of difrerent'sellers may be
considered to be the same product, and therefore the sellers
of these products may be considered to be in the same indus-
try, providing that the outputs, ". . . are all varieties of
the same sort of good or service ; e o With similarity in
form or function and fulfilling the same sort of specifiec
want or need of buyers“lG. An additional reqﬁirement, less
frequently emphasized,.is that the locations of sellers and
buyers permit all of the outputs to be effectively offered
to a common group of buyers.

The extent to which locational factors are lmportant,
and the extent to which they may be treated as delineating
markets or as being an aspect of product differentiation
within a market, are parts of the problem just discussed.
The general method of treating distance in the industrial
organization literature has been to consider it a form of
prdduct differentiation. Consider a buyer situated at a
particular locatlion who finds an identical product avall-
able to him from sellers at two locations, A and B. If the
distance from A to the buyer's location is less (as mea-
sured by the cost of transporting the product beﬁween the
points) than that from B to the buyer's location, then

16Bain, Industrial Orsanization, pp. 211-212.
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clearly, price and all other things being equal, the buyer
will prefer to buy from the}seller located at A. Thus, the
same good g&ailable at both points A and B will not be the
same good when consldered from the point of view of the
buyer. The goods will be imperfect substitutes for each
other, and thus the product will be differentiated by
location.

The products offered by any two sellers are almost never
exactiy allke. ©Still in large areas of the economy products
offered by competing sellers are sufficiently alike so that
the cross-elasticities 6f demand will be very large (that is
a small price reduction for one such commodity will tend to
attract most of the buyers away from the other). Such pro-
ducts are generally characterized by being weli standardiied,
unbranded, unadvertlsed, and relatively inexpensive ﬁo
transport. _

Somé of the sources of broduct differentiation are;
first, differences in quality or design; second, ignorance
of buyers regarding essential characteristics and gqualities
vof the products; third, buyer preferences which are shaped
by persuasive promotional activities; and fourth, locationl’:

A measure of differentiation can be achleved by buyers,
Just as by sellers. In this case, however, since the buyer
does not control the Quality, design, orvéther characteris-‘
tics of the product itself, the sources of differentiation

open to him involve only the services to the seller which

17Bain, Industrial Organization, pp. 214-215.
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may be a part of his purchasling activities. Normaily,
service differentiation of this type will be less important
and it will be more difficult for buyers to differentiate
thelir services than for sellers to differentiate their pro-
ducts and services. However,,location may be an important

source of service differentiation on the buying side.

The Conditions of Entry

The condition of entry refers to ". . . the advantages
of established sellers in an industry aver potential entrant
sellers, these advantages being reflected in the extent to
which established sellers can pefsiatently ralse thelr
prices above a competitive level without attracting new

ul8 On the'buying side, it may

firms to enter the industry.
- be measured by the extent to'which buyers may depress prices
below the value of the marginal product without causing new
firms to enter the market. .

Bain lists several types of barriers to'éntrylg.
First'among them is the presence of product differentiation.
Buyer preference for the products of established firms,
when compared with new ones, may enable the establlished
firms to charge a higher price than can new entrants for the
same product. Thus, established firms could charge a price
somevwhat higher'than the average costs of production, and

yet the price which new firms would hava to charge to

18506 S. Baln, Barriers to New Competition, (Cambridge:
Harvard .University Press, 1956), P. 3. ;

191p1a4.
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énpturo & share of the market would be below such average
costs and would not induee emtry. It 1§ also possible that
the potential emtrant would have to inmour selling costs
higher than those incurred by established firms or, given
equivalent selling costs, would be able to capture a share
of the market so small as to make it impossible for him to
operate at the most efficient scale, and therefore would re-
sult in higher average costs of production. Any of these
advantages due to product differentiation will give esta-
blished firms a favorable position vis a vis possible en-
trants. A sooénd type of barrier to entry ococurs when es-
tablished firms incur lower production or distribution costs.
Through control of superior preduetion techniques, patents,
exclusive ownership of rQqnirod resources, or horo favorable
' aeccess to labor or investment funds, established firms some-
times are able to enjoy significantly lower costs tham those
vhiech would be avallable to potential entrants. A third
sort of barrier to entry may occur if there are economies

of large-scale production and distribution in the industry
uhieh'nﬁko 1t necessary for an entrant to attain a very large
size 1n order to be competitive. Entry on this scale might
80 signifieantly increase supplies of the produet in the
market that a reduction 1n'1ndu§try selling price would ensue
and would make proaugtion of the product t.lporarily, at
least, unprofitable for all firms in the industry. Alter-
natively, the potential entrant might operate at a smaller
scale, and'eonsiﬁﬁbnzly not enjoy the idwor coats incurred

by the established firme whiech are of optimum size.



Market conduct refers te the behavior patterns of
sellers and buyers in the market. Market structure analysis
is particularly cencerned with those aspects of behavior
vhich represent an attempt by firms to adapt or'adjn.t to
the markets in which they sell or buy. These behavior pat-
terns, whilch are shaped by market ltruetﬁro, in turn result,
in the aggregate, in the perfermsnce of the market. |

Countless aspeocts of market conduct could be listed.
Some of the more significant, as listed by Clodius and
Mueller, are:

". « « (1)methods employed by the firm er group
.of firms in dotorninin? price and output;
(2) product poliey; (3) sales premotiom policy;
(4) means of coordination and oross-adaptasion
of .price, product, and sales-promotion poli-
cies among competing firms; and (5) presence
or absence of, and exteat of, predatery or
exclusionary taectiocs directed against either
established rivals or petential entraats."20
Three additional aspects which are important in this study
are research and development poliey, raw material procure-
ment poliey (ineluding price, gquantity, and spatial elements),

and 1ndustr1;1 location decisions.

D ions o » 5
The performamce of industries and markets may be evalu-
ated by several criteria. These oriteria should forloot the
ways in which the outcome of the decisions made by the firms
making up these industries or markets may affeoct the general

2ORobert L. Clodius and Willard F. Musller, "Market
Structure Analysis as an Orientatien for Research.in i-
cultural Economies,” Journal of Farm Rconomlcs, XLIII (August,
1961), p.517. .o . e
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welfare._ Seven dimensions of market pérformance are listed
by Bain. They are: 1) productive efficiency, 2) price-cost -
margins and profit‘rates, 3) the size of selling and buying
costs, 4) ﬁrogressiveness in production techniques, 5) pro-
duct performance, 6) conservation performance, andf?) price
flexibilityal. Others undoubtedly could be given, but these
are the seven which have most concerned economists. Some

are clearly more important than others and some, although

important, are less amenable to0 measurement and evaluation

than others,

Pro&uctive Efficiencx

Productive efficiency is a major dimension of market
performance. It is measured by the degree to which firms
operating in the industry approach the loﬁesp possible costs
for the outputs they produce, Three cbnsiderations are im-
portant in evaluating prodﬁctive efficiency: +the slze of
tha optimum scale (hinimum cost) firm and the degree to
which firms in the industry attain that size, the optimum
(minimum qost) degree of vertical integration and the extent
to which firms in the industry are vertically integrated,
and the long-run rate of utilization of plant capacity by
the industry.

The optimum scale of plant is a long~run concept in
economics., It should not be confused with the shorﬁ-run
problem of the rate of utilization of existing pleant. The
theory of the firm requires a prlori that as output is |

2lpain, Industrial Organization, pp. 340-405.
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increased from a given plant in the short-run the average
eost per unit of output should first decline and then rise,
giving the familiar U-shaped cost curve. However, the
theory provides no sueh a priori restriction on the shape
_of the long-run cost ourve (which is the relationship of
unit costs of production to;tho scale or slize of the plaht
in which such units are produced). Reasons are given in the
literature both for decreasing césts_(orton called increas-
ing economies ér economies or‘larso-s&alo production) and
for increasing costs (diseconomies of scale) as the size of
the firm inoreasesaa.- It is not necessary that the faetors
produeing increasing economies should fail to offset, just
orfs;t, or more than orrsot‘tho ractoré'produeinsldecroasing
economies in any particular case. However, 1t is generally
observed that ihe speclalized machihpry employed in techno-
logically advanced industries requires fairly high outputs |

to achieve most efficient production23

. Therefore, for a
substantial range of plant, lncreasing ooénonios of scale
may be anticipated in many modern industries. If this is
true, then an industry qomposed of‘plants bolow'tho optimum
scale (that size at which average unit costs of producing
the pré&uct are lowest) is using more resources per unit of

produet than would be iocolsgry and 1l?eorrospondin51y

2274000 Viner, "Cost Curves and Supply GCurves,"

?MLM.PMM: ed. George J. Stigler and.Kemneth
. Boulding (Chiecsago: Richard D, Irwin, Ime., 1952),

PDP.. 206-222, .

 21frea Marshall, z:m:mﬂ)_mmyn (8th ed.;
New York: The Maomillan Co., 19 » PP. 278-290,.
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inefficient. The same resources used by plants of optimum
seale sould prbduce greater output or, alternatively, the
same output could be prodnegd through the use of fewer re-
sources. And, of eourio, the opposite conditions would hold
vhere decreasing returns to scale predominated.

Vertical integration is defined as a form of business
organization in which firms control two or more successive
production processes rather than specialize in a ninglofonj.
Such integration of processes may be accomplished through
actual ownership of several processes or through qontraotnal
arrangtnonxs vhich permit managerial doeiaipns to be made
jointly rather than individually. There are 1nntahool»in
whiech two or more production procoaios, when performed by
the same firm, may be performed at a lower total unit cost
than would be possible were the various proecesses carried
out By separate firms. In such a case, ;t would be ineffi-
cient fo have separate firms performing the two functions.

The long-run rate of utilization of plant capacity is
also an important consideration in the evaluation of econo-
mle efficlency. Noermally the unit cests of production rise
when a.plant is operated at less than its capacity rate be-
cause the overhead (fixed) costs are spread over fewer units
of output. Some ox&esa c;bhoity is virtually 1nov;tdblo.1n |
modern industry due to eyclical fluetuation in the econony
and othor‘nnrnal exigencies of economic life. However,
random or cyclical 6:00#: capacity uhich.nay no£ be attri-
buted to structural factors of the 1ndnstry concerned should
be distinguished from long-run or chronie excess capaeity.
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Chronic excess capacity is a form of inefficiency because

1t results in unnecessarily high costs of production.

Price-Cost Margins and Profit Rates

Historically, perhaps the major concern over imperfect
or monopolistic structures has been with the possible pre-
sence of monopolistic exploltation and excess profits. A
monopolist enjoys some discretion over the price at which
his product wiil beAsold because the demend curve for his
product is less than perfectly elastic; Profits are maxi-
mized when marginal revenue and marginal cost are equated,
and at that point the monopoly price will be hisher and the
output lower than under perfect competition. If excess prb-
fits are possible at any output, the monopolist can secure
them. These excess profits are taken by the monopolist at
the expénse of the consumers of the product which he sells.
Similarly, a monopsonist (a firm which is the sole buyer of
a particular factor of préduction) will buy less of a parti-
cular factor than would a perfectly competitive industry,
and he will buy it at a lower price.

Some econonists, follbwing Schumpeter, have claimed
that the pfasence'of monopoly profits makes possible discov~-
ery and innovatlion of 1mprovéd products and production tech-

24

nlques In this view, whlle monopoly.or monopsony may

be undesirable from the standpoint of the static allocation

24Joseph A, Schumpeter, Capitalism, So sm, d
Democracy (New York: Harper and Brothers, 1950;, and

John Kenneth Galbralth, Americ apitalism: e
of Countervalling Poweg Boston: Houghton Mifflin, . 195
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of resources or distribution of income, in the long-run it
may facilitate economic progress. This, in turn, may mean
greater 1néon§ for all than would a more equitable division
of a smaller total income generated by & purely competitive
(and hence stagnant) econonmy.

The Size of Sellins and Buyipg Costs

Selling or buying céats in excess of those necessary to
convey needed market information to présboctive buyoré and
sellers may be viewed as evidence of adverse market perform-
ance. The roots of this judgement lie in the theory of mono-
polistic competition as developed by Chamberlin. Exsessive |
selling or buying costs are related to the attempt to create
and maintain product differentiation. Such costs are justi-
fiable only to the extent that they are inourred in fulfill-
ing the fumection of informing potential buyers or sellers of
the availability, characteristics, and prices of produets.

To yhc extent that they go ﬁnyonﬂ Providing information in
trying to persuade buyers br sellers to transfer their patron-

age from one firm to another they are regarded as soclially
wasteful.

Perhaps one of the most distinctive aspects of a modern
industrial society is the rate at which products are im-
proved and'oxpandod in number and the rate at which the
coitl of producing these products are lowered. However, the

rates at which these improvements cccur varies gfoatly
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between industries. Other things than the structure of the
industry may be important in determining such rates of im-
prévcnont. However, relative to its opportunities to do so,
the 1ndnatryiwhioh makes rapld advances in the rate of pro-
duct lmprovement, in the invention or discovery of new pro-
duetion techniques, and in’tho_innovation of newly discovered
and avallable techniques must be given high marks from the

standpoint of market performance.

oduet Perfo
The general level of gquality of products offered by An
industry at a particular time is an important dimension of
.the performance of that indusiry. It is pessible to evaluate
the level of quality of a produsct of_an industry against the
possible or attalnable standards of quality open to it. An
industry falling short of such attainable preduect perform-

ance may be critiecized on that account.

onservation Perfo

Conservation is yet another dimension of market perform-
ance, and one which 1s particularly relevant in natural
resource-oriented lindustries. It is ineonsequential for
poﬁhapd 90 percent of the industries in the u.S. eeonaiy but
of central importance in some of the few remaining. The
petroleum, coal, 1unborihg, commercial fishing, and agricul-
tural industries have bein charged with poor eomservation
performance in the past. (There has been a curicus pepular
ldentification of rosourco-doplqtion wifh monepoly, although
the industries just listed are typically uncénocntratod at
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the extractive level.)

Most cases of aliegedly unsatisfactory conservation
performance can be attributed to one or more of the follow-
ing three situations:

1) A private time preference rate substantially higher
~ than the social rate

2) Numerous enterprises exploiting a limited common

resource

3) Imperfections in capital markets which deny

éapital to resource-users and drive up their al-

ternative rates of return.
The first situation is not particularly related to market
structure and is somevwhat ambiguous, due to the difficulty
of determining society's time preference rate. The second
situation is basically structural._ Examples are the common
oll pool case and the case of ocean fisheries or whaling.
The third situatlion 1s structural in that small firms seldom
have the same access to or reception in the capital market

that large firms enjoy.

Price Flexlibllity

Price flexibility is a dimension of market performance
which has attracted great interest in the past. During the
1930# there was great concern ovér whether priceshin the
" various industries changed frequently and over the extent
of such changes when they did occur. Statistical studies
showed that there were substantial dlfferences between in-

dustries in the amount of price flexlbllity they displayed.
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A related diseussion of "ndnl-nintoro@ prices' arese 1n the
nld 1950s. Unfortmtoly' we have as yet mo ;orj clear theo-
retical standards by which to judge pdrromco in this pnr;
ticular dimension. Desplte a fairly wide-spread popular
impression that price flexibility is desirable the theoreti-
cal indieations on this point are confliecting, eontradictory,
or inconelusive. Although we can certainly say that priece
flexibility is é. dimension of market performance we cmnét,
in turn, say what optimum price flexibility or duirable
price flexibility would be.




The periodic Census of Manufactures of the U.S. Bureau
of the Census provides an invaluable sourece of data on the
structure and performance of manufacturing industries. This
census has been taken twenty-six times sinece 1809. Since
World War II it was taken in 1947, 1954, and 1958, The
data are sﬁlnarizqd by industry and by geographical area.

Manufacturing industries are classified according te
the categories of the Standard Imdustrial Classification
lystqnas in general use in and outside the Government. The
SIC system 1s not 1deally suited for market structure studies
because it sometimes separates industries whese products are
~ close substitutes for each other (aﬁd are thus a single in-
dustry from the market strueture Qiowpoinx) and, more often,
groups together in one industry firms predﬁclns products
which are not close substitutes for each other (amd are thus
in different industries from the market structure view-
pe1nt)2®. Nevertheless, the SIC four digit classification
enpleiod by the Census is quité detailed and, taken together

25H.B.. Bureau of the Budget,

Standard Indusirisl
(Washington: U.S3. Goverament Prinmt-
ing Office, 1957). . ' .

*®Batn, Insustriel Orgsmization, pp. 110-119.
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with the goosrtﬂhieal summarization also performed, makes
Census of ﬁiunfacturos data the most useful secondary source
for local and regional market structure studies (SEC and
other data serles are useful at the nationﬁl level but of
little assistance for more limited markets).

Amemg the ussful data collested and reperted in the
Census of Manufactures are nnnbdr of olployooi, payreolls,
-man-hours worked, cost of materials, individual materials
consuned, valuo of nhipnpgxs, and value added by manufacture.

The SIC industry with which this study 1s'eonoorn§d is
2432 - Veneer amnd Plywood Plants. It includes Plants manu-
facturing a range of products which are not clese substi-
tutes, i1.e. face and utility grades of veneer and commereial
plywood (regardless of core or facing material). It dees
not diatinsuiah between softweod and hardweod veneer and ply-
wood. It does not include contalner veneer or veneer

containers, however.

The North Cemtral Rezionsl
Timber Products Marketins Prolect

Much of the analysis feported herein is based on a
portion of the field data collected during the year 1960 by
the North Central Rasionnllrochnieal Committes as part of
the cooperative regional research project, NCM-27, "“Timber
Products Marketing in Selected Areas of the North Central
Region". | |

Nine state sgricultural experiment stations - Illinois,
Indlana, Iowa, Kansas, Michigan, Minnesota, Milsonri, Ohio,
and Wisconsin - participated in the Project. The Central



=30=

States' Forest Experiment Statién and the Lake States'
Forest Eiporinont Station of the U.S. Forest Sorv}oe coopor;
ated. ’

Objectives of the regional project were as follows:

1. To evaluate how effectively present marketing
practices reflect wood-use demands backward to
wood processors and timber producers, and‘
producers' supplies forward to primary manu-

 facturers or concentrators; . \

2. To determine the costs and margins of moving
‘forest products from the woods to primary hanu—
facturers or concentrators;

3. To determine the changes in marketing practices
which Right ralse marketing efficliencies and
strengthen working relations between land-
owners, producers, processors, and market agents.

In carrying out the project objectives, the ecooperating

states followed a uniform approach. loecalized study areas

were selected in each state. Standardized interview sched-~
ules were developed for use at each market stage considered
in the study - producer, intermediate market agent, amd pri-

nary‘mannracturor27

. Dorlnitiéns and procedures, including
sampling, wvere standardized. Agreement was reached to obtain
regional cevofago of the following wood-products industries:
lumber, face veneer, container veneer, cooperage, woodpulp,

and posts, poles, and plling.

27Facinilos of these schedules may be found in the
Appendix. -
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Study areas were delineated within each state partici-
pating in the regiecmal project (Figure 1). They were
selected to provide coverage of an ares of active timber
.productiqn‘in each state rather than to provide a statisti-
cal samplimg of the regiocm as a whole. Attemtion was given
to scattering the study areas so that a diversity of market
conditions would be sampled.

Boundary lines of study areas were not ccnsidered to be
rigid; Market agents oﬁtaide the delineated areas were in-
cluded in the sampling when their activities were found to
be heivily 1nrluoneod by marketing within a study area or if
they,.in_fnrn,.exorted a substantial influence on lutkotingA
activities within a study aresa.

. The Nbrthuconiral region was divided into three sub-
regiona'in the analysis of veneer log marketing patternms.
These sub-fegidns were the three northern states of Michigan,
ﬂisconsin,-and Minnesota; the three eastern states of Ohio,
Indiana, and I1linois; and the three western states of
Hiasouri, Kanéaa, and Iowa.

Detailed interviews were held in 1960 with representa-
tives of firms at three levels of the marketing chain; pro-
ducer, intermediate market agent, and primary manufasturer.
Interview schedules were standardized for each market level,
and identical schedules were used in all states. Interest
was fooused on data for the yéa& 1959. ‘

A 100 percent sample of primary nnnnraoturori and inter-
medlate market agents was sought. In the case of producers,

the objective was more variable and was affected by the



-32-

FIGURE 1

LCCATION OF STUDY AREAS IN NORTH CENTRAL REGIONAL .
TIMBER PRODUCTS MARKET ING RESEARCH PROJECT
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pfodnct undorﬂinrostisa&ion. For veneer logs, producers
were sampled 1@ each study ares only to the extent that
their 1dont1t1§s could be determined or that the investi-
gator felt was necessary for a reasonable cross-sectionm of
produecers. |

Problems of defimitien required arbitrary decisionms.
Agroinont was reached as to thg distinotions among producer,
intermediate market agent, and primary manufacturer, and the f
treatment of firme which exercised more than one role in the
market.

A producer was defined as an individual (or firm) who
harvosts purchased stumpage or stumpage from ﬁis own iund
and sells the cut produet roadside or dolivorod to a desig-
nated point without substantially changing its form. In
this sense, a venseer log producer is one who produces and
sells logs from which veneer is subsequently napnraetgrod,

An intermedlate market agent was defined as an indivi-
dual (or firm) who purchases cut produets from a producer
and sells them without substantially chnnging thelr form.
Intermediate market agents in the vonnor log industry sell
their veneer logs, in turn, to primary menufscturers. For
convenlience, intermediate market agents will henceferth be |
referred to as "dealers". |

A primery #annractﬁrbr or processor vul,doriiodlaa a
firnvvhieh sells its products only after perferming some
type of proeessing cperation which substantially chenges
thelr original form. Prinnry nahnrlcturcrs in the veneer

log industry purchase veneer logs and manufacture veneer from
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them. In many cases they also lannraaturo'plyvood, con-
tiinora; rlgxh doors, or other products from veneer. 'Pri-
mary msnufacturers will subsequently be referred to as
"manufacturers” or, simply, as “"mills". '

| One type of dual role was asseclated with interviewed
market agents in the veneer industries. Many of the sampled
producers of veneer logs also act as dealers. These “pro-
ducer~dealers" purchase cut logs from other 1nd6p§ndqﬁx pro=-
ducers and sell these logs along with logs that they have
"harvested themselves as prpduoeri; ‘Producer-dealers were
intervieved both as producers and as dealers. For example,
a firm purchasing 50 thousand board feet of veneer logas as

& dealer and harvesting 50 thousand board feet of logs troh
its own or pur&hased stumpage was sanpled both as a producer
and as a dealer. The firm would be recorded es a desler in
regard to its activities assoclated with the purchase and
sale of 50 thousand boaéd_foot of ocut logs. The firm vcnlé
aiso be recorded as a preducer in regard to its activities
assoclated with the 50 thousand board feet of logs harvested
from stumpage. |

Primary manufacturers were not classified as producers

of the product thny»proéeaa oven'ir they obtain some part of
their raw material by harvesting their own or purchased
stnnblsg. .

| Table 3 shows the total reglonal sample of firms engaged
in the marketing of vemeer logs. Thirty-four hardwood veneer
or plywood planta;'roprcsontins 40 perecent of all such plants
located within.tho:lbrth Central region, were sampled.



Rnsional-sanpli of Firms Engaged in the
‘keting of Vemeer Logs, by States,
8 OR 2 Marke R0l1¢ 959G

+ -““

State or : Veneor s s :
Sub-region : Manufasturer : Dealer : Dealer : Producer
Michigan 1l 9
Wiseconsin 10 1 3 10
Minnesota 1 1 1
North 12 2 3 20 -
Ohio 4 7 . 33
Indiana 8 38/ 19
Illinois 1 38/ 13
East 9 4 12 65
Missouri ]

Eansas 1 3 6 2
Jowa - 2 2 7 14
VWest 3 5 13 16
Total ’ 24 11 "4 4 101

2/Inclu.dos one producer-dealer operating and
counted in beth Indiana and Illinois.
These plants recelived about one-half of the vemeer logs re-
ceived by all plants in the North Central states in 1959.
Twenty-three of these plants produced face or commercial
‘ idgeor. Ten plants produeced only container veneer. They
will not be considered further in this smalysis because the

venser contalner industry industry has characteristics and
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prob;oms markedly different fron those of the other veneer
industries.

Eleven dealers, 27 producer-dealers, and 101 producers
were interviewed. By separating producer from dealer acti-
vities, it was poaliblo to add the 27 produecer-dealers to
both the producer and dealer samples.

Table 3 1s a composite of all interviewed firms engaged
in the marketing of veneer logs. The location by state or
sub-region refers to the sample markoting area in which the
firm was found to be active, and not necessarily to the state

or sub-region in whiech the fira is actually located.

Other Sourges

e Fo _

The nationwide Forest Survey of the U.S. Forest Service
eondusts periodic inventories of the timber resources of
each state. It also providea'annugl, bilennial, or oceca~
‘slonal data on the Production and conqunptien of certain
primary foreat products. Such data aie summaries of in-~
formation providod by manufacturing firms in the forest pro-
Auots 1nduatriea. Veneer log production and eonsumption
figures are available for the Lake Stafos and the Central
States on a biennial basis. Data on the origin by state of
the veneer logs consumed in each state are als0 available.
Unfortunately, the North Central state of Kansas is not in-
cluded in these series. Also, the data were not collected

before 1956.in the Central States.



In & 1952 study of seven hardwood veneer and plywoed
mills the Bureau of Laboer Statisties developed information
on raetor54arroctinsuproluetivityaa. Three processes or
stages in the manufacture of plywood were identified and
studied separately. The three processes are log preparation
(sawing, heating, and barking), veneer production (peeling,
élipping, drying, and sorting), and plywood manufacture
(spliecing, gluing, pressing, and trimming). Man-hour re-
duiro-onxn for each of the seven mills for each pProcess were
dotirlined; as was the size of each mill. Some of the sample
mills were located in the Southern states and some in the
Aﬂbrthoaat. None was located in the North Central region.
This study provides infermation im much greater depth than
available elsewhere, but at the price of a very small sample.

Sta st P u

Price Heports

A fevw state extension services or agriculture depart-
ments publish periocdic forest product price reports. Such
reports are available for both Wiscomsin and Imdiana, the
former on a seniannmual basis, the latter on u.ronghly annual
basis since 1955. The Wiscensin reports 51vo'on1y the range
of prices reported Ey.sanplo mills, & severe limitation on
thelir utility. The Indiana reports give both price ranges

28

U.S., Bureaw of Labor Btatilticl.

Barers orirond Tagtort L Report Ne. 37 'alhinston.
Government Printing Office, 1953) . )
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and average prices, altheugh in the averaging process the
reported prices are weighted equally rather than by the
volume to whieh they apply. Wiscensin pPrices apply to the
entire af-ato, While separate figures are given for merthera
and southern Indians. A major limitatiom i beth series of
reperts 1s '_t.hi variety of grading systems employed by the
variocus vemeer mills and a resulting ambiguity in the price

reports.



4, THE VENEER INDUSTRY IN
THE NORTH CENTRAL STATES
Production, Employment, and Size of Firm

The North Central reglon is a major ceﬁter of hardwood
veneer and plywood production{ In 1958 mills in the region
shipped §$75,451,000 worth of these products, over one-fourth
of the Uﬁited States' total in that year. They also &hipped
one-fourth of the 20 million flush doors prdduced in the
nation in 195829. Tables 4 and 5 show the relative impor-
- tance of the resion'in the shipments of hardwood veneer and
hardwood plywood. (Much hardwood veneer and plywood is not
shipped as such but is further manufactured before being
shiﬁped as & more highly finished product. For example,
reglonal hardwood plywood production was 254;384,000 square
feet in 1962, even though only 163,138,000 square feet were
shipped.)30

There were 84 veneer and plywood plants in the North
Central region in 1958. As shown in Table 6, these firms
employed 6,918 persons and contributed a payroll of
$25,364,000 to the economy of the region. The average

29

U.S., Bureau of the Census, U.S. Census of Manufac-
tures: 1958, Industry Report MC58(2;-2ZB, P. 15.
30

“°U.s., Bureau of the Census, Current Industrial orts
M24F(62)-1, Hardwood Plywood: Production and Shipments iWaah-
ington:. U.S. Government Printing Office, 1962), pp. 2=3.

=39~
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employment for veneer and plywood mills was 82 persons each.
It is apparent, then, that the veneer and plywood industry
in this reglon is an industry of many small firms. The lar-
gest firm employs more than 1,000 persons, but 98 pefcent
employ less than 250 and 49 percent employ less than 50

persons each31.

TABLE 4 _
Value of Shipmenfé of Hardwood Veneer

- and Plywood in 1958, by Origin

Origin Value of Shipments

Hardwood Hardwood

Veneer Plywood Total
Indiana $18,960,000 § 14,274,000 § 33,234,000
Wisconsin 6,413,000 24,967,000 31,380,000
Other North
Central States 7,294,000 - 3,543,000 10,837,000
Other

‘United States 56,163,000 139,799,000 195,962,000

Source: U.S., Bureau of the Census, U,S, Census o
Manufactures: 1958, Industry Report MC58(2)-24B, p. 15.

Veneer lLog Trade Patterns

Location of Manufacturing Plants

Veneer and plywood production within the North Central

region is heavily concentrated in two of the twelve states.

31U.S., Bureau of the Census, U,S. Census o ac-
tures: 1958, Special Report M058(s5-2.3, Location of Manu-
facturing Plants by Industry, County, and Employment Size.
Part 3 - Lumber and Wood Products (Washington: U.S.

Government Printing Office, 1961),.p. 37.
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IABLE 5

Yoar

1954
1955
1956
1957
1958
1959
1960
1961
1962

All types

Venber core
(Thousands of Square Feet)

Other core

755, 464
933,948
886,640
791,431
803,572
976,717
850,267

1,088,561
1,214,840

United States

698,537

864, 442

820,285
738,572
752,982
915, 404
791,995

1,037,182

‘ 1,156,121

North Central Region

56,927
69,506
66,355
52,859
50,590
61,313
58,272
51,379
58,719

- Manufactures: 1958,

1954 92,187 69,770 22,417
1955 122,392 93,986 28, 406
1956 119,590. 93,002 26,588
1957 114,587 90,051 24,536
11958 107,013 84,535 22,478
1959 ' 130,672 103,217 27,455
1960 117,445 90,493 26,952
1961 138,765 113,074 25,691
1962 163,138 134,616 28,522
Source: U.S., Bureau of the Census,

gaﬁ._geaggs_ez

. Special Report MC58(S)-2.3, p. 2=3.
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TABLE 6

Selected Statistics for Veneer and Plywood
Plants in the North Central Region

Item 1054 1958
Number of establishments . 7 84
Number of employees - 6,400 6,918
Payroll, $1,000 | | 21,845 25,364
Value added by manufacture, $1,000 35,290 42,466
Value of shipments - | 71,515 95,461

Source: U.S. Bureau of the Census, U,S. Census of
Manufactures: 1958, Industry Report MC58(2)-24B, p. 5.
The loéations of the various mills, by size class, are shown
'in Figure 2. Wisconéin is the leadlng state ln the nation
ih £he production of hardwood plywood, and manufactures over
half of the plywood produced in this region. Indiana is the
leading state in the nation in the production of hardwood
veneer, and manuféctures over half of the wveneer produced
in this region. Together, Wisconsin and Indianea accounted
for 85 percent of the value of all the veneer and plywood
shipped from North Central mills in 1958, as shown in
Table 4.

Veneer log consumption, like veneer and plywood produc-
tion, 18 heavily concentrated in the’statéé of Wisconsin
and Indiana. Table 7 shows how consumption of veneer logs
by mills in the North Central region has variéd over the
past decade. A substantial decline in consumption has oc~
curred in the northern states of Michigan, Wisconsin, and

Minnesota, although they still account for over half the
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FIGURE 2

LOCATICN OF VENZER AND PLYw#0OD PLANTS, BY EMPLOYMENT
SI1Z8 CILASS, IN THE NCRTH CENTRAL REGION IN 1958

. IE@END

. 1-49 employees © 100-249 employees
o 50-99 employees ® 250 or more employees
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TABLE 7

Annual Veneer Log Consumption in the
North Central Region, by Sub-Region

and State, 1952 to 1960&

Total - - -

S-resion g v e O
' 1952 1954 1956 1958 1960
Sub-regions/
Wisconsin 60,629 59,573 53,234 43,065 51,298
Michigan 28,338 21,872 10,838 12,597 12,075
‘Minnesota _1,§5§ 2,214 596 1,838 1,062
Total 90,823 83,659 64,668 57,498 64,435
. Indiana - - - - - - 28,779 24,997 32,324
| Illinois e --- 6,891 8,304 9,683
Ohio o e e 5,658 6,086 6,739
Total = = =~ = - - - 41,328 39,387 48,746
Western
Sub-region
Missouri®/ - - - -- - 8,686 8,305 6,408
Iowap/ - - - - - - a/ a/ 1,749
Kansas®/ _1,515 1,800 1,800 1,655 1,410
- - - 10,486 9,960 9,567

Q/Lake States Forest Experiment Station data.

E/Cen.tral States Forest Experiment Station data. -

9/ﬁstimates by P. L. Roth, Kansas State University.

g/Included in Missouri figure.
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veneer log consumption of the region. Apparently consump-
tion is also declining in the western states of Missouri

and Iowa, and the noticeable rise in the eastern states of
Ohio, Indiana, and Illinois is not sufficient to offset con-

sumption declines in the north and west.

Location of Veneer
Log Production

Veneer log production 1s not as highly conceﬁtrated.as
18 consumption in the North Central states. Table 8 showse
that Wisconsin is now the leading state in log production,
due to the precipitous drop in production in Michigan over
the past decade. Howéver, Michigan's production was not a
great deal lower than Wisconsin®s in 1960, and most of the
states produced’at least 10 million board feet of veneer
logs‘in that year.

13 opnal Interregzional

Yeneer l.og Moyements

Geographlically concentrated markets together with rela-
tively widely dispersed production indicate that much of
the veneer log volume of the North Central region must be
transported fairly lengthy distances, often across state
lines. Mills in the northern.sub-reg;on, composed primarily
of Wisconsin plyﬁbod plants, obtaln 90 percent of their log
supply from within the sub-region. Most of the remaining
10_pércent is lmported from Canada. Miils in the eastern and
western sub-regions, composed largely of Indiana veneer mills,
draw 80 percent of their log supply from within the two sub-
regioné, 15 percent from Kentucky, and most of the remainder

from Michigan.
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TABLE 8

Annual Veneer Lng Production in the
North Central Reglon, by Sub-Region

and State, 1952 to 1260

Sub-reglon Thousaxgnggzrgo%engd?ﬁtiogh scale .
1952 1954 1956 1958 1960

Buberestond/

Wisconsin 29,956 27,109 30,403 23,724 25,467

Michigan 40,219 34,499 39,655 19,958 18,486

Minnesota 8,051 10,389 8,961 9,031 10,093

. Tetel 78,226 71,997 79,019 52,713 54,046

gzgfggzionh/

Indiana - - - - - - 9,396 9,918 12,416

Illinois - - - - - - 8,373 §,050 11,760

Chio g 8,731 8,035 11,135
Total - - - - - - 26,500 27,003 35,311

Western

Sub-region

mssourt® - - - - .. 15,385 13,470 6,819

Towa?/ --- --- g/ 8/ 8,949 .

Kansas®/ 1,170 1,340 1,560 1,855 1,900
Total - - - - - - 16,945 15,325 17,668

_ é/La.ke States Forest Experiment Station data.

-p/central States Forest Experiment Station data.

—/ﬁstimates by P. L. Roth, Kansas State University.

-/Included in Missouri figure.
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Regional Yencer Log Markets

Veneer log marketing is the procese of transforming and
transferring standing timber into loge at the mill. The in-
stitutions and procedures by which ﬂﬂia process 1is accom-
plished vary throughout the North Central region, just as
do the charaoteristiosvof the veneer and plywood industry
itself.

Veneer and plywood mills in the northern sub-region
purchase veneer logs within an average radius of 273 miles,
those 1in the eastern sub-region purchase their log supplles
within an average radius of 407 miles, and these in the west-
ern sub-region purchase their log supplies within an average
radius of 212 milés. This information, together with the
location of the regional veneer and plywood mills shown in
Figure 2?? suggest that reglonal veneer log markets be iden-
tified and classified as follows--:

1) Major markets

a. Wisconsin and Western Upper Michisan‘(heréarter
called the Wisconsin market)
b. Indiana and Western Ohio (hereafter called the
Indiana market)
2) Secondary markets
a. Ghicago area
b. Minneapolis area

¢. Kansas Clity area

32p.43.

33Exclu.&es conéideration of contalner veneer log
marketing.
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3) Remainder of the reglon, characterized 5y

several relativély isolated mills and
correspohdingly minor markets.

These market areas are not perfectly distinct; in fact,
there 1s much overlapping at the boundaries. Such over-
lapping blurs but does not vitiate the ana.lys.1.334

Ten of the 29 veneer and pPlywood mills in the Wisconsin
market area were sampled in the regional study. These mills
reported purchasing 28,394,000 board feet of veneer logs in
1959. During the preceeding year, mills in Wisconsin,
Michigan, and Minnesota purchased 57,498,000 board feet of
105535. This latter volume includes contailner veneer logs
as well as quality veneer logs. The sampled mills in this
market area, then, accounted for well over half of the total
volume of veneer logs purchased in the entire three-state
area of Wisconsin, Michigan, and Minnesota and an even greater
ghare of the purchases of mills within the Wisconsin market.

Elght of the 29 veneer and plywood mills in the Indiana
market area were sampled in the regional study; All were
located in Indiana. They reported purchasing 20,729,000
 board feet of veneer logs in 1959. During the preceeding
year, mills in this market purchased 39,387,000 board feet

34Andreas G. Papandreou and John T. Wheeler,

Competition and its Regulation (New York: Prentice-Hall,
Inc., 1954), p.33.

35A. G. Horn, Veneer Log Production Declines Sharpl
in Lake States as Result of Mill Closures, 1 » Lake
States Forest Experiment Station Technical Note No. 567,
July, 1959.
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of logs” . This latter volume includes container veneer
logs as well as quality veneer logs. Thus the sampled mills
in this market area accounted for over half of the total
volume of veneer logs purchased in the three-state area of
Ohlo, Indiana, and Illinois, and probably about half of the
purchases of veneer and plywood mills within the Indiana

market.
Veneer and Plxiogd Marketing
Wisconsin

Vaneér and plywood plants in the Wisconslin area market -
products in three broad categories; hardwood plywood, hard-
wood veneer, and veneer products such as flush doors. Hard-
wood plywood is so0ld to a variety of buyers. Wholesalers
provide the major market, but smaller amounts are sold to
manufacturers and brokers. Most of the plywood prdduced by
firms sampled in the region#l project was sold to buyers in
the North Central region. Hardwood veneer, on the other
hand, is sold principally to manufacturers, who use it to
manufacture furniture, doors, and similar products. The
market for veneer produced by northern mills 1s nation-wide.

Large mills (those consuming more than 3.5 million
boardvreet of veneer logs annually) sampléd in the Wisconsin
area produce both veneer and plywood or venser only. In all
cases, however, veneer was the major product. Smaller mills

are likely to sell only plywood, possibly because they do

‘ 36Joaeph G. Mendel, States Fores ~ime
Station Technical Paper, No. 1 December, 1959..
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not have the resources to successfully market veneer. Large
mills report an average of over 300 product buyers and
smaller mills an average of about 40 buyers. These figures,
together with the greater geographic extent of veneer mar-
kets, indicate the greater complexity of the marketing

operations of the larger firms.

Indiana |

Veneer and plywood plants in the Indiana area produce
and market two principal products, face veneér and hardwood
lumber. Only one of the eight firms sampled in the regional
project produced plywood and only one produced some other
product. All of the eight firms produced and sold hardwood
veneer and three also produced and sold hardwood lumber.

Face veneer, the primary product of Indiana veneer
mills, is sold almost entirely to manufacturers. Ninty-five
percent of the veneer sold by the elght sampled mills was
280ld to manufacturers, 4 percent to wholesalers, 1 percent
to industrial users, and a negligible amount to retailers.

Helf of the sampled Indiana veneer mills reported sell-
ing to buyers all over the United States. The other half
reported selling only to buyers in the eastern part of the
United States or to even more restricted local ﬁarkets. The
.millé which sold in national markets, however, reported
selling most of their veneer in nearby states. It seems
clear that the primary market for face veneer produced by
Indiana manufacturers is the wooden furniture industry lo-
cated in North Carolina, Virginia, Indiana, Illinois and
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_ other states in this general area. North Carolina furniture
manmufacturers were the most frequently mentioned buyers of
Indiana veneer production.

Sampled veneer mills in Indiana reported selling veneer
to‘an average of Jjust over 100 buyers each in 1959. This
#verage is somewhat misleading, however, because three of
the four largest mills (those consuming over 2.5 million
board feet of veneer logs annually) reported 200 to 250 pro-
duct buyers while the smaller mills each reported less than
50 product buyers in 1959. There are apparently two quite
different patterns of marketing operation for Indiana mills.
One, typified by the larger firms, consists of a large num-
ber of fairly small sales, while the other is characterized
by a much smaller number of fairly large sales. A typical
annual volume per buyer for mills with the first sort of
marketing pattern is a veneer equivalent of about 20,000
board feet of veneer logs per year while the other type of
operatlon shows an annual sales per buyer of approximately
50,000 board feet. In general, the volume of sales per pro-
duct buyer appears to be inversely correlated with the size

of the selling mill.

Prices ‘ |

It is difficult to speak of the prices of hardwood
veneser and plyiood prodﬁcts, because there is such a wide
varlety of species, thicknesses, and grades of material manu-
factured. Walnut veneer, for instance, sells for prices

from as low as $10 per thousand square feet to as high as



-52-

§500 per thousand square feet. For the nation as a vhole,
in 1958 the average price for all speclal and face type
veneer was $38.40 per thousand square feet, the average for
commercial and utility grades, $21.70, and the average.rOr
container grades, $10.60 per thousand square ree€?7 In-
formation provided by North Central mills does not indicate
that prices in this region diverged noticeably from the
natlonal averages. The behavior of veneer and plywood
prices over the past decade has been different for the dif-
ferent grades. Hardwood plywood prices dropped by some 4%
percent over the period 1951-59. Between 1954 and 1958,
commercial and utility veneer prices rose some 14 percent
and special and face veneer prices rose by 18 percent. This
price behavior reflects the increasing scareity and high
cost of quality veneer logs on the supply side. On the
demand slde 1t reflects increasing foreign competition in

rlywood markets.

37The flgures on product prices were computed from
the quantities and values of products shlpped, as reported

in U.S., Bureau of the Census, U,S. Census of Manufactures:
1958, Industry Report MC58(2)-24B, p. 12 with supplementary
information from U.S., Bureau of Labor Statistics, 0
Prices and Price I%dgxge; 1959, Bureau of Labor Statistics
Bulletin No. 1295.(Washington: U.S. Government Printing

Office, 1961).



5. THE VENEER LOG MARKET IN WISCONSIN

Market Structure

Degres of Buyer Concentration

Mills'manufacturing commerclal veneer and plywood or,

| in some cases, face veneers, are the ultimate buyers of
veneer logs in the Wisconsin market. In 1958 there were

29 such mills in this market area.. This is a fairly sub-
stantlal number of buyers. By this measure alone the degree
of buyer concentration might well be considered rather low.
However, the number of buyers alone is not an adequate mea-
sure of concentration. The size distribution of buyers 1s
also an important dimension of concentfation, and one which
is reflected in the concentration ratio.

The only méasure of slze avallable for all mills in the
North Central region is the number of employees, as reported
by the Census of Manufactures.} It is only an approximation
of the annual volume of veneer lég receipts, the rélevant
measure of size for purposes of this study. The number of
employees leads to an exaggerated estimate of'the glze of
those mills which are vertically integrated or diversified
to the extent that many workers are not engaged in veneer
produdiion but in fébricating products from veneer or other

materlals, in sawing lumber, or in harvesting forest products.

-53-



© =-54-

The fact that such integration or diversificgtion is most
common in the larger companies suggests that the use of num-
ber of employees as an index of veneer log receipts leads

to an exaggeration of size differences between firms and
thus to an exaggeration of the degree of buyer concentration
-Prevailing in the market. |

On the other hand, there appear to be economies of
large scale production in the veneer and plywood industry.
Such economies, if they do exist, imply that fewer employees |
per unit of output or per unit of veneer log input are re- '
quired in the larger firms than in the smaller ones. Their
existence would lead to an underestimation of the degree of
buyer cqncéntration ﬁhen number of employees 1s used as an
index of wvolume of veneer log receipts.

Even if number of employees were an ideal measure of
firm size in ihe sense of veneer log purchases, there would
be at ieast two additional difficulties involved in measuring
or evaluating the degree of buyer concentration in the venseer
log markets of the Nofthxcentral region. First, the sample
data show that smaller mills do not reach out as far as lar-
ger ones for thelr veneer log supplies. Only a part of the
small mills in Wisconsin and Upper Michigan wili be buying
logs in any part of that area, thus the number of competing
mills is overstated and the degree of buyer concentration
underaiated for any particular point.

Second, consldering only veneer and plywood plants as
buyera.of quallity veneer logs leads to an overestimation of

the degree of buyer concentration because it neglects the
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competition of sawmills which also purchase hardwood logs.
High-grade veneer loge command much higher prices at veneer
mills than at sawmills, but logs of lower (but still good)
rquality may be s80ld as either 1oﬁ-grade veneer logs or high-
grade saw logs. Prices offered by mills in both industries
are frequently quite similar for this latter material. Con-
sequently the number of buyers in effective competition for
such logs may be conslderably greater than the number of
veneer mills alone would suggest (although it is also true
that these lower quality veneer-iogs are not transported‘

as far as the better logé and, therefore, there may be fewer
veneer mills buying them in a particular area than is indi-
cated by our figures).

Fortunately, these difficultlies in assessing the degree
of buyer concentration in qual;ty veneer log markets produce
opposing errors which must be 1n consliderable degree mutu-
ally ofrsetting.. Then too, the concept of degree of concen-
tration itself is not susceptible of precise measurement or
interpretation. Consequently, the amount of error present
in the estimates offered here is not a serious problem when
considering the rather rough purposes which such estimates
serve.

If the 29 veneer and plywood plantes located in the
Wisconsin veneer log market area were all approximately the
same slze, this market could be described as relatively un-
concentrated. However, such is far from the case. The four
largest firms employ about 55 percent of the workers employed

by all 29 firms. The top eight firms account for about
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T3 percent of the total enployment. This market 1s appar-
ently one in which a few large firms account for the bulk
of the logs purchased, while a much larger number of much |
smaller firms accounta for the remainder. Economists des-
cribe such a market as a high to moderately concéntrated
oligopsony with a competitive frinseBB. There 19,3 sub-
stantial degree of 1nterdependehce anmong the few large firms
which share the'power to determine price.

The ten veneer and plywood plants sampled in Wiseonsin
and Upper Michigan provided information which should be
broadly representative of veneer log buyers in the Wisconsin
market, even though the sample was not selected in such a
way as to permit siatistical generalization. More complete
data on size of firm are avallable for these mills., For the
purposes of this study, the annual volume of wood recelpts
was used to classify sémpled mills because i1t is the rele-
vant measure of.size in a marketing context. Fortunately,
information on this particular variable was available for
almost all the mills contacted. The volume of wood receipts
1s also related to such other possible measures of size as
value of sales and numbar of employees.

All mills consuming more than 3.5 million board feet
of veneer logs annually wafe considered large, while those
consuming less than 3.5 million board feet of loge annually
were cohsidered small. By these standards there were three

large and seven small veneer and plywood mills among the ten

38pable 2, p. 13.
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mills sampled in the Wisconeln market area. Table 9 shows
the mean volume of log receipts, mean value of sales, and
mean number of employees reported by mills of each size

class in 1959

IABLE O

Mean Slze of Sampled Veneer and Plywood
Mills in Wisconsin and Upper Michigan

] Sm
Number of mills 3 7
Mean Volume of Wood -
Recelpts, 1959 (Million
Board Feet, Int. %" scale) - 4,973 1,925
Mean Number of Fulltime : a
Employees, 1959 : 14}~/ 98
Mean Number of Seasonal 2/
Employees, 1959 15~ - 1
Mean Value of Sales, p/
1959 ($ thousands) $1,754 #806
Mean Utilization of "
Plant Capacity, 1959 (%) 80 96

é/Excludes oné firm for which employment data
included sawmill operation.

E/Excludea one firm not reporting value of
sales.

Degree of Seller Concentration

There can be no doubt that the degree of seller concen-
tration is very low in. the Wisconsin veneer log market.
Census of Manufactures data are not available for veneer
log producers, but data collected in this study provide ample
confirmation of this judgement. Sampled mills 1n the area
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reported an average of 51 producers and 1l dealera39 supply=-
ing them with veneer logs in 1959. Producers reported
supplylng an average of four mills apiece, while dealers
reported supplying an avéraso of three mills apiece. There-
fore, there must be roughly 500 sellers of quality veneer
logs in the Wisconsin market (number of mills x number of sup-
Pllers per mill ¢ number of mills per supplied per producer).
The size distribution of producers and dealers, while
little more uniform than that of the mills, does not reveal
an appreciable degree of seller concentration. With very
few exceptions (none in the case of the sample producers and
dealers) sellers in the Wisconsin market each sell less than
one percent of the volume of veneer logs purchased by mills
in this market. A market with so little seller concentra-
tlon may be described as virtually atomistic. No seller
controls a sufficient share of the market to permit him to

39Dealera are here regarded only as sellers of veneer
logs even though they do buy and sell by definition. They
are so0 regarded because they clearly compete with producers
in selling logs to mills, but they compete less effectively
with the mills in buying logs from producers. Any producer
who can sell direct to the mill will do so because the price
offered by the dealer is bound to be lower (mills in this in-
dustry do not offer dealer bonus, so the dealer's cost and
profits must be covered by the difference between the mill
price which he receives and the price he pays for logs). As
a logical corollary of this position, producers who sell to
veneer log dealers, whether because they handle volumes too
small to Justify dealing with a mill, because they lack trans-
portation equlipment, because they are dealing with a sawmill
and do not realize that some of their logs are worth more as
veneer logs, because they are too distant from a buying mill
to permit direct dealing, or whatever, are not regarded as
sellers in the market under examination. They could be re-
garded as sellers in another market in which the buyer popu-
lation 1s composed entirely of dealers.
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influence price. No small group of sellers acting in con-
cert possesses such power to any appreciable extent. |

Fourteen sellers or'foneor logs in Wisconsin and Upper
Michigan were contacted and interviewed during the course
of the regional projJect. Of that number, ten were veneer
log producers‘whO'aold onl; logs that they themselves had
produced, while the other four purchased and r@aold veneer
logs from other producers in addition to the veneer logs
vhich they produced. There were no intermediate market agents
who 4id not also produce veneer logs themselves.

Eight of the fourteen sellers of veneer logi-wbre en-~
gaged solely in wood products activities. Table 10 shows the
distribution of sampled veneer log sellers among the varibus

occupations reported.

TAPLE 10
Number of Sampled Veneer Log Sellers in Wisconsin

and Uppzr Michigan Rsporting Various Business
1 1 b A

I¥pe of Activity Number Reportins
Pull-time Timber Producer

6
Farmer ' ' 4
Sawmill Operator 2

2

Other Business Activity

Producing timber products was ﬁhe major form of economic
activity for almost all of the producers of veneer logs con-
‘tacted. Only one seller reported receiving less than two-
thirds of his gross income from wood products activities.
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Such other activities as farming orvlooal business of one
kind or another are generally only comparatively minor in-
come supplements. '

There are several ways by which the size of the opera-
tion of various veneer 105 sellers might be measured. One
is the volume of veneer logs sold annuallyho. This volume
ranges from 5,000 board feet up to 280,000 board feet for
the sampled sellers. However, in almost every case the
veneer log sales of a particular enterprise were only a com-
paratively small part of annual timber products sales of ‘
that entérprise. Veneer log production, in other words, 1is
an 1ncidentai, although 1t can be quite a lucrative inciden-
tal, ﬁo the production of such major forest products as
pulpwood and sawlogs. This being the case, it is perhaps
more meaningful for most purposes to classify veneer log
sellers according to the value of their annual sales of all
timber products. When this 1s done, the sellers in the re-
' glonal sample range from §1,000 to $200,000 annually.
Furthermore, they seem to fall in two rather d;stinct cate-
gories. Five of the eleven sellers answering this question
feporﬁed sales of $10,000 or less in 1959. The other six
all reported sales in excess of $20,000 in 1959. All three
of the part-time farmers reporting on their annual sales
fell in the smaller size group, while all of the sawmills
fell in the larger group. There seems to be a clear dis-

tinctlon between the full-time timber-producing firm and the

4OThis is the appropriate measure for the determination
of concentration ratios.
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smaller part-time operation run by one man, or at most a
‘few, Number of employees reported further bears out this
distinoction. The bulk of the firms in the $20,000 and over
slze olgss report from two to four permanent enplojoes and
elght or more seasonal employees, whereas the producers re-
porting sales of $10,000 or less per yéar are almost invari-
ably one or two-man operations.

It 1s also interesting to note that the six larger
firms report that they have been in business for an average ..
of 12 years while the five smaller firms report that they
have been 1n business for an average of 25 years. This sug-
gests that large timber-producing firms are not built up
gradually by small producers of the type predominating in
this market. On the contrary, the smaller operations appear
to be those which are more traditional in character and which
have probably been operating at a fairly constant level for
many years. Larger operations are perhaps the more dynamic
and growing and they differ in kind as well as degree from

their smaller competitors.

Extent of Product and
Service D iatio

The extent of exieting_product and service differentia-
tional can be measured, at least theoretically, by the cross-

elasticitles of demand between competing products. As is

generally the case, there are no data by which to estimate

41Service differentiation is the term employed by
Nicholls to represent the various ways in which buyers may
decrease the elasticlity of the factor supply curve facing

them. William H. Nicholls, %Fggﬁ_m&umhu:
Iowa State College Press, 1941). ‘
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such cross-elastlcities in the Wisconslin veneer log market.
Some indirect evidence 18 avallable, however, which permits
a highly tentative evaluation.

Seller preferences between competigg buyers are arfqeted
by & number of considerations. Mills do offer some services
to their veneer log suppliers in this market area (these ser-
vices are covered in the discussion of market conduct). In
addition, differences can be found between mills in areas
such‘ae log scaling and grading practices and the form of
the buyer?seller agreement (contract or otherwise). All of
these things may lead a seller to prefer to deal with one
mill instead of another. It 1s doubtful, however, that they
would go far to offset a difference between buyers in prices
paid for veneer logs.

In product markets such as that for pulpwood, where sup-
Pllies are ample relative to demand, contractual arrangements
bétween seller and buyer (and their implied continuance in
force indefinitely 1f) can be the source of substantial im-
perfections in substitutability between buyers. Veneer log
markets, however, are mostly sellers' markets, and contrac-
tual ties, although present, are not likely to be effective
forms of service differentiation.

Were it not for locational factors, then, service dif-
ferentiation would be slight between buyers in the Wisconsin
market area. However, locatlional factors are frequently a
major source of service dirrérontiation in raw materials
markets because transportation costs are high relative to

product value. In order to evaluate the effects of buyer
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location on seller preference between buyers we observe that:

1)

2)

3)

4)

Log~transportation costs, whether by truck or
rail, are commonly pald by the aoller“a.

A linear régressipn of trucking costs reported

by sampled sellers on reported average distance

of haul indicates that fixed costs are about

$7.20 per thousand board feet and variable

costs are about 20¢ per thousand board feet

per mlle.,

A linear regression of rall freight costs reported
by sampled mills on reported average distance

of haul indicates that fixed costs (including
trucking to railroad) are about $15.45 per thou-
sand board feet and variable costs are about 9¢
per thousand board feet per mile. |
Buyers are dlstrlbuted as shown in Flgure 243.
The reader will note that twenty of the 29 mills
in the market area can be enclosed in a circle
with a radius of approximately 100 miles. The
remalning nine mills are acattered throughout

northern Wisconsin and Mlchigan's’Uppor Peninsula,

Service differentiation as a direct result of location

is probably slight within the 100 mile circle of mill con-

centration. If the twenty milis 1n this area were evenly

42

ILiterally speaking, such costs are pald by the buyer,

but they are deducted from the price paid to the seller for
his veneer logs.

43

P. 43,
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spaced the dlstance between adjacent mills would be approxi-
mately 40 miles (square root of the ratio between'total area
and number of mills). The mean distance between a point of
veneer log production and the closest mill would be 14 miles,
The'mean distance between a poiﬁx of veneer log production
and the next closest mill would be 26 miles. Thus, for this
area, in which truck transportation is cheaper than rail,
the average advantage enjoyed by a mlll over its nearegt
competitor would be $2.40 per thousand board feet (difference
in length of haul x variable hauling cost). Ihis sum repre-
sents one to two percent of the average delivered price for
veneer logs at Wisconsin mills. While it is impossible to -
estimate cross-elasticitlies from this knowledge, in the ab-
sence of additional information on the elasticity of the
veneer log supply curve facing an individual mill, it is
poséible to say that the contribuiion of locatlon to service
differentiation for the twenty mills within the 100 mile
circle 1s relatively small. This conclusion, together with
the judgement that non-locational factors caﬁsing service
differentlation are of relatively slight importance leads

to the further conclusion that the degree of service differ-
entiation for the bulk of the Wisconsin veneer log market is
at most 8light to moderate.

The nine veneer and plywood plants outside the 100 mile
circle undoubtedly offer a markedly greater degree of ser-
vice differentiation than the twenty contiguous firms, by
virtue of the greater dlstances separating them from compet-

ing buyers. The fact that veneer logs apparently can be
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transported econoﬁically nearly 300 miles in this market,
and the fact thgt none of the thirty buyers is located more
than 100 miles from its nearest competitor, suggest that
service differentlation is at most moderate among veneer
and plywood mills in Wisconsin and Upper Michigan.

Product differentiation among sellers of veneer loge
in thls market is even less significant than service differ-
entiation among sellers. Location is lnconsequential for
product differentiation because bhyershnormally do not pay
any of the costs of transporting logs to veneer and plywood
plantéAA. Some slight differences do exist between sellers
in the way of quallty of logs supplied and timing of product
deliveries, as well aé such omnipresent matters as coopera-
tiveness, dependability, and other forms of goodwill.

Probably the moat important difference between sellers

arlises from their size. Veneer mills commonly assume most

of the initiative in buyer-seller relationships through the

efforts 6f their buyers (referred to as "field men" in the
industry). Presumably the unit cost of dealling with larger
sellers is lower than 1t 1s with smaller sellers, for a few
mills report paying somewhat higher prices to a few of their
largest suppliers45. All things considered, however, the
degreé of produet differentlation prevailing in the market
is perceptible but slight. |

44A very few small mills pay distance differentials and

in this way share transportation costs with their suppliers.

45Alterna.t:lvely, these price differentials represent
a form of price discrimination if they are not cost-
Justified.
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conditions of Entry

The conditions of entry in an industry may be measured
by the extent to whlch prices may be raised above average
costs of production (or may be depressed below the value of
the marginal product_on the buying side). Inadequate_cost
data for veneer and plywood production breciude the estima-
tion of the value of the marginal product of veneer logs.

Average costs of veneer log production werse reported
. by sampled veneer log sellers. However, these data are open
to serious question. It 18 clear from the reports of sampled
sellers that veneer logs are aimost always produced jointly
with other foreast products (béth sawlogs and pulpwood are
1mportant examples in Wisconsin and Upper Michigan). The
marginal costs of producing two or more such Joint products
can be determined, just as in the single product case, but
the average cost of production of a jJoint product cannot be
80 determined46. Any purported average cost of a joint pro-
duct involves an assignment of overhead costs between the
several products, and such an asslgnment can only be made
in an arblitrary (that 1is, theoretically unsupportable) way.
Gonsequenfly, thé average costs of veneer log production re-
ported by sampled sellers are ambiguous and ill-suited to
the problem of measuring barriers to entry.

Even though the posslibllity of directly measuring the
height or barriers to entry is foreclosed 1t i1s sometimes

poseible to infer the presence or absence of such barriers

46Ma.rshall, Principles of Economics, p.390.
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tﬁrough a search for factors which give rise to them.

Product and service differentiation is an unlikely
source of barriers to entry because location 1s the only im-
portant differentiating factor, and it is this factor aloﬁe
which does not create barriers to entry. In fact, the lo-
cational pattemn of veneer and plywood plants shows a concen-
tration, perhaps due to historicai factors no longer rele-
vant, which gussests that careful selection of the location
of a new firm might well permit it to enjoy a greater degree
of service differentlation than is now enjoyed by most of
the exlsting firms. Product difrerantiation is so slight
as to be an insigniflcant barrier to the entry of new veneer
log producers.

It 1s unlikely that the other sources of barriers to
entry are operative to any significant degree on either the
buying or the selling slde of the Wisconsin veneer log market.
Production techniques of both veneer and plywood plants and
veneer log producers ére largely traditional, stumpage is
owned for the most part by neither producers nor mills,
labor requirements\are not particularly demanding, and there
is no evidence of economies of scale in veneer log produc-
tion. As will be shown, there is evidence of economlies of
scale in veneer and plywood production. However, it is un-
likely that the entry of another firm of firm of optimum
slze would perceptlibly lower price through expanding supply.

As shown in Figure 2.47 the Wisconsin market supplies only

4Tp, 43,
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about 10 percent of the nation's hardwood veneer and plywood
production. A new firm of three times the average size in
this market would lncrease supply by only about one percent.
Therefore, we conclude that barriers to entry are not sig-
nificant on elther the buying or the selling side in the

Wisconsin veneer log market.

Market Conduct

Buyer Conduct
Sampled veneer and plywood mills in Wisconsin and Upper

Michigan produce primarily to fill existing orders rather
than for lnventory accumulation in anticipation of orders.
The three large mills produce partially for inventory, but
all other mills report producing bnly to order. As a result
of thié production policy, finlished products inventories are
relatively small and unimportant in the Wiasconsin market.
This prevalling pollicy of producing to order did not seem to
result in major seasonsl fluctuations in production in 1959,
The three larger firms reported producing at an average of
80 percent of capacity in that year. The smaller firme were
nearly unanimous in reporting production at 100 percent of
capaclty in 1959, but the monthly production figures given
by some of them show fluctuations of about the same type re-
»ported by thq large firms. Consequently, the 80 percent of
bapacity figure reported by the larger fifms'may be a good
indication of the industry average. The annual broduQ‘ion
pPeak usually occurs in late winter or early spring, and the
trough in the fall.
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Veneer log inventories of Wisconsin and Upper Michigan
mills, unlike their product inventories, rluctuate greatly
throughout the year. Markets and veneer production may be
fairly steady but veneer log production is highly seasonal.
In the Lake States,‘most-voneer logs are harvested in the
winter time, Log inventories of veneer mills are generally
at thelr lowest level in the fall just before this winter'
logging season. As the season progresses logs come in at a
fasﬁer rate than the mill can usé them, and.inventoriés ac~
cumulate. This process of inventory accumulation ceases in
late winter or earlj spring at the ciose of the winter log-
ging season. From this point on inventories fall throughout
the spring and summer as veneer production consumes logs
faster than they are brought into the yard by producers.
Sampled. veneer mills reported that they would like to keep
the volumes of their veneer log inventories lowér than they
have been able to do, in order to minimize the investment and
.rigk involved in carrying such a large inventory. In parti-
 cular, they would like to keep inventories as low as possible
during the hot summer months, because logs stored over the
summer deteriorate in quality for veneer production. None-
theless, if lnventories are necessary, due to the pronounced
sedsonal nature of veneer log production, mills clearly pre-
fer to hold these inventories in the form of logs rather
than in the form of finished products. By so doing they are
able to keep their veneer production at a nearly uniform
level throughout the year and avoid costly shutdowns and
layoffs of skilled personnel.
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For the most part, veneer logs are cut under stumpage
contréctvby a small producer and then sold to a veneer mill,
A few of the larger mills operate their own logging crews,
in most cases on their own land, and may obtain a slzeable
share of thelr veneer log requifoments in this way. As has
been mentioned previously, intermediate market agents are
also active in the veneer log market. About 15 perbent of
the volume repbrtgd by sample mills in the Wisconsiu area
was reéeived from such market intermediaries. By far the
bulk of the volume of veneer logs recelved by reporting mills
came direcfly from independent producers. Over three-fourths
of the 1959 recelipts reported by source came from such pro-
ducers. Vertically integrated operations, then, are of
minof importance in veneer log marketing in this area. Their
Presence may be explalned largely by historical factors
rather than by current market conditions. The mills which
do own substantlal areas of forest land and which harvest
veneer logs from this land are old and well-established for-
est products firms which are also horizontally integrated
(that 1s, they produce several different forest products)
and have owned thelr land for many years. It is interesting
to note that these same firms are likely to be vertically
integrated forward through the etﬁges of processing the.
veneer and plywood into more highly manufactured products
such as cabinets, furniture or doors.

Although veneer and plywood‘milla in the Wisconsin mar-
ket area receive an average of 15 percent of their total

veneer lqg receipts from dealers, and although they deal
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. With an average of approximately 12 dealers each, at least
80 faf as sampled mills may be representative, this does not
fully describe the role played by intermedlate market agents
in this market. Most firms do not buy any of their veneer
log supplies from intermediate market agents; however, the
few who do rely to a considerable extent on such suppliers.
Consequently, the mill which does deal with intermediate
market agents reports that it deals with an average of 40

to 50 of these intermediaries, while most of the remaining
mills deal with none. This is particularly true for the
smaller mills. Larger mills are likely to have more diverse
sources of veneer log supplies, not only relylng to a greater
extent on their own lands, but also relying on both inter-
mediate market agents and independent producers to supply
thelr requirements. All sampled mills, however, reported
recelving at least & part of theilr log supplies from inde-
pendent timber producers. The mean number of such produchs
supplying a single mill was slightly over fifty. Howvever,
this number varios greatly by the size of mill, ranging
around 100 in the case of some of the larger mills down to
25 to 50 for most of the smaller mills.

Apparently veneer and plywood mills assume the initia-
tive in afranging for the bulk of their veneer log supplies.
This 18 usually accomplishned through the activities of "field
men". Here again, there is significant variation between
mills of different slizes. Mills in the largest size class,
for instance, buy 80 percent of their veneer logs on their

initiative and only 20 percent on the basis of seller
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‘initiative. "The importance of seller initiative climbs as
the size of mill declines, so that the smaller mills approach
& 50=50 spllt between mill and buyer initiative. Perhaps
this helps to account for the fact that the mean procurement
radius reported by the large mills was no greater than that
reported by the smaller mills. Large mills are obviously
mich heavier buyers of veneer logs within their procurement
territories than are their smaller counterparis, .

Most veneer and plywood mills in the Wiaconsin market
area find 1t necessary to coordinate the timing and amount
of their veneer log receipts through some prior agreement
with suppliers. About ome-fourth of the 1959 log receipts
of sampled Wisconsin mills were purchased under written con-
tracts, 40 percent under less formal oral agreements, and
the remaining third without agreement between buyer and
seller prior to log delivery.

The terms of written contracts cover such things as
quantity, species, quality and slze standards, price, point
and timing of deliverles, and time and method of payment.
Informal oral agreements sover many of the same points, al-
though often by tacit understanding until explicitly changed.
Written contracts commonly cover a period of one year and
are negotliated just before the start of the logging season.
Oral asroeneits are less definite in duration, but gensrally
cover & perliod of one to three months.

Contractes employed in veneer log marketing, as in pulp- |
wood marketing, in the Lake States are not considered to be

binding legal documents by either buyer or seller. Veneer
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and plywood firms try to adhere to the terms of their con-
tracts, even at the cost of some inconvenience, because they
operate in a sellers' market. A seller who frequently falils
to fulfill the terms of his contracts may find it increas-
ingly difficult to obtailn a contract. Legal action by either
buyers or sellers to enforce contracts 1s virtually unknown.
Vense: and plywood mills, intermediate market agents
and veneer log producers contacted in the regionél study were
asked to feport the veneer log prices paid or recgiied by
them in 1959. Many of them did not provide this information
and the variations were great among the answers of those who
did. Furthermore, the multipliclity of specles and grades
resulted in a very small number of quotatiohs for any parti-
cular specles and grade. Tabular presentation of the prices
reported is thus impractical. However, a few tentative
generallzations do seem possible despite the difficulties
presented by the price.inrormation.
It seems clear that prices are usually determined by
the veneer and plywood mills rather than being set by pro-
ducers or being negotiated by both parties. The usual pro-
cedure 1s for a veneer mill to announce the price that 1t
is willing to pay for each speciea and grade of veneer log
elther through 1ts fleld men, through letter to its suppliers,
through newspaper advertising, or in some other fashion.
Then prospective sellers can declide to whom they wish to
sell thelr particular veneer 165 supplies. This 1s probably
a falrly acocurate description of how veneer logs pricea are

set in the case of mills which buy on a no=-prior-agreenment
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basis. Where there is some form of coordination between
the buyer and seller beforehand, the complications intro-
duced render thls simple explanation no longer completely
accurate. |

Loans or advances are extended to suppliers by most of
the sampled veneer and plywood firms. These financlal alds
are recelved by comparatively few sellers, however. FPoli-
cles vary as to the amount of aid which may be extended in
this fashion. Some mills set a 1limit of a few thousand doi-
lars, others.may advance almost the entire value of the con-
trﬁct, and still others advance only enough to cover the

cost of stumpage purchase.

Seller Conduct
The radius of the area within which sampled veneer log

sellers reported obtaining theilr veneer log supplies in
1959 varied from 5 miles to 130 miles. The average for all
twelve sellers reporting was 44 miles, and there was no
noticeable difference between the radius reported by the
larger sellers and that reported by the smaller ones.

Large veneer log sellers handled an average of 75,000
board reei of veneer logs in 1959. Of this total 60 percent
was produced by these large sellers with their own logging

crews while th§ remalning 40 percent was obtained from other
producers in the rprm of cut logs. In contraét the five
smaller sellers reporting volumes reported handling an aver-
age of 15,000 board feet of veneer logs in 1959, all of it

produced by themselves or thelir employees.



~75=-

The land from which the log supplies of the veneer log
sellers came also showed interesting differences between
iarge and small sellers. Large sellers reported obtaining
over two-thirds of their 1959 veneer log recelpts either
directly or indirectly from national forest land. This is
by far the major land ownership catégory for these sellers,
The small sellers, however, reported obtalning over half of
their 1959 veneer log supplies from their ;wn lands, a cate-
gory'or negligible importance for large sellers. This re-
flects the 1mporténee of farmers in the small seller cate-~
gory. Other private lands supplied most of the balance for
the small sellers. The amount obtalned from public lands
by this group was negligible.

Stumpage contracts were held by veneer logs sellers in
both size categories, with the larger sellers typically hold-
ing around three such contracts in a sample year, while the
small sellers were more likely to hold a single contract.v
The small sellers also assume the inltiative in obtalning
stumpage contracts for all of the stumpage which they pur-
chased, while the large sellers assumed the initlative for
only one-half of thelr 1959 veneer log stumpage contracts.
This reflects the lmportance of public land sources to the
large sellers, because public landowners normally'advortise
stumpage, and thus may be considered to take the initlative
in locating buyers. The smaller ssllers buylng mostly from
private lands actively seek stumpage of this class.

The production of veneer logs, llke that of moat forest

products in the Lake States, appears to be highly seasonal
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in nature. It is primarily a winter activity. Logs are
delivered soon after they are cut. Weathef is the principal
governing factor which makes log production so highly sea-
sonal. 8kidding and hauling are more practical in the poorly
drained northern Lake States areas in ﬁhe winter when the
ground is frozen than in the summer when 1t 1s likely to be
wet. Also, veneer log deterioration does not take place as
rapidly in cold weather as in warm weathér. The road re-
strictions, in effect- durins the spring thaw, commonly
called the break-up, mark the erféctiva end of the veneer
log season in this region.

There seem to be significant differences between the
length of the veneer log season reﬁorted by the larger pro-
ducérs or sellers as agalnst that reported by the smaller
sellers. Large sellers reported a season which averaged ap-
proximately six months in lengih while that reported by the
smaller sellers averaged about three months. In part this
difference appears to be due to the buyers of veneer logs.
Larger sellers who reported the longer season also reported
that the timing of their deliveries bf veneer logs to the
mill was not affected by the requirements of the buyers.

On the other hand, the majority of smaller sellers reported
that the timing of their déliveries'of veneer logs was de-
termined by mill requirements., In some cases the smaller
sellers did not transport veneer logs to the mill but relied
on the mill to pick them up. A further factor contributing
to the shorter length of the veneer log production season

for the smaller seller may be the fact that half of these
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small sellers were also farmers and were able to devote full
time to timber production only in a few months of the year
when farm work did not require much of their time.

Logging is performed by the seller himself (in the case
of the smaller opof;tore), by his employees, or by 1ndepend-w
ent sub-contractors. The dlstinctlion between employees and
sub-contractors is a fuzzy one because emplbyées are com-
monly pald on & plece-work basis, as are contract loggers.
Nd matter what the method of getting the logging done, how-
ever, most veneer log sellers were willing to give an estimate
of the cost of this logging incurred bj“them in 1959. These
cost éstimates ranged from $18 to §25 per thousand board
feet. There did not seem to be any significant difference
between the coéts reported by the larger sellers and those
reported by the smaller ones. Perhaps the most impressive
conclusion about logging costs is that selléra do not appear
to have a very sophisticated knowledge of the level of their
costs. Rather the estimates given appear to be very rough
and perhaps more in the nature of conventional wisdom in the
industry. For instance, nearly half of all the reported
costs were reported on a‘per-cord basis rather than on a
board-foot'basis, even though veneer logs are sold and mea-
sured by the board foot. The value per cord in every case
vas §10, which is a nice, round, easy-to-remember number.

logging costs reported by vemeer log producers may bé
compared with saw timber logging cost data given in the
U.8. Forest Service Region Nine handbook on timber appraisal
1961 edition. The Forest Service figure for Wisconsin and



Upper Michigan i $17.52 per thousand board feet for saw
logs. No separate figure is given for veneer logs. There
1s some indication from the interview data in this study .
that veneer log production coste may be on the order of §3
per thousand higher than sawAlog production costs (some
respondents gave cost figures for both). If this is true
the reglional study data and the Forest Service figure agree
almost exactly. A rough average figure for veneer log pro-
ductlion costs in Wisconsin and Upper Michigan might be
$20.50 per thousand board reet48.

The twelve sellers of veneer,loss contacted in Wisconsin
and Upper Michigan sold veneer logs oﬁly to veneer mills, as
far as they knew. It 1s possible that some of the eaw-logs
sold to sawmills by these individuals and firms later rognd
thelr way to #eneer mills. This, however, is unlikely. It
1s more likely that veneer logs handled by saqmills come
largely from small producers who do not sell veneer logs
directly to veneer mills. The larger venseer log sellers sold
to an'average of slightly over two veneer mills, tosethsr.
with an average of over eight other wood-using mills of such
types as pulp mills, sawmllls, and box factories. The
amaller.veneer log sellers sold to an average of slightly
over one veneer mill aplece and an average of sllghtly less
“than three other wood-using mills each.

The sampled veneer log sellers sold an average of just

over 50,000 board feet apiece in 1959, or about 30,000 board

Se 48%213 value cannot be interpreted without ambiguity.
e P. .
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feot aplece to each or:the veneer milis with whom they

dealt, The larger sellers, of courso,'aold more, an average
of 75,000 board feet each per year, while the smaller sellers
80ld an average of 15,000 board feet each per year. The
larger sellers sold approximately 40,000 board feet per year
to each of the mills which they supplied while for the smal-
ler sellers this figure was 13,000 board feet each.

Although the majority of veneer mills sampled in the
Wisconsin market reported extending financlial aid in the
form of loans or advances to at least some of their veneer
log suppliers, the sampled veneer log sellers with a single
exception_reported recelfing no aid of this sort from veneer
log buyers in 1959. Apparently, then, the préctice of ex~
tending loans or advances to finance a portion of the pro-

ducer's operation is not extensive in the veneer log market.

Market Performance

Data collected in the regional study of veneer log mar-
keting, together with information avallable from other
sources, may be used to evaluate the performance of the
Wiseconsin veneer log market and to indicate those dimensions

in which performance might be improved.

Productive Efficlency
Productive efficliency is measured by the degree to

which firms operating in the industries approach the lowest
possible cost for the outputs they produce. Three consid-
erations are important in eialuatins productive efficiency:

the size of the optimum scale (minimum cost) firm and the



degree to which firms in the industry attain that size, the
optimum (minimum cost) degree of veriical integration and
the extent to which firms in the industry are vertically in-
tegrated, and the long-run rate of utilization of plant capa-
city by the industry. '

Some information is avallable on economies of scale in
the production of veneer and plywood. This information indi-
cates that pronounéed economies of scale may exist in veneer
and plywood production, and that most mills in the Wisconsin
area are too small to achlieve these econbmies. The informa-
tion avallable comes from two studies,.both of small sample
slze but completely 1ndepondent of each other, and both sug-
gesting the same conclusion.

In its 1952 study of seven hardwood veneer and plywood
mills in the eastern United States, the Bureau of Labor
Statlstics developed information on factors affecting pro-
ductivityhg. Man-hour requirements for the seven mills for
each production process are shown in Table 1ll. If one may
draw a conclusion from a sample of only seven mills it is
that to achieve maiimum labbr productivity a plywood mill
should be in at least the size class of 150 to 200 employees.

Regional study data collected from sampled veneer and
plywood mills in the Wisconsin market area suggest a quite
similar conclusion. Of the ten mills supplying data, six
were plywood plants. Their annual veneer log recelpts

ranged from half a million board feet to four million board

4. 7.



Man-Hour Requirements for Manufacturing in Seven

Veneer and Plywood Mills, by Progess

—

, = -
Mill : Number of : Log : Veneer : Plywood
Number : Employees : Preparation : Mill : Mill

(Man-hours per Thousand Board Feet)

Total

1 200 - 400 7.92 1.14 4,74  13.80
2 150 - 200 7.99 2.08 4,86  14.93
3 100 - 150 12.18 1.71 T 47 21.36
4 50 - 100  8.06 3.81 15.04 26.91
5 50 = 100 9.99 2.53 12,98 25,50
6 50 - 100 12,62 2,31 18.34 23,27
7 Under 50 10,15 1.92 - -~ 12,07

Source: U.S., Bureau of Labor Statistics, Case Study
Data ., , ., Report No. 37.
feet in 1959. The smallest firm employed 62 employees and
the largeat, 146, No information was supplied on the number
of man-hours worked. However, when the number of employees
per million board feet of log receipts is plotted againa£
the total volume of log receipts in 1959 (the relevant mea-
sure of firm size) the'resultiﬁg curve, as shpwn in Figure 3.,
indicates a very sharp difference in labor productivity be-
tween the three smaller firms and the three large firms. The
three small firms each employed more than 85 employees per
million board feet of log receipts while the three large
firms employednless than 50 employees per million board feet
of log receipts each. Furthsrmore, & smooth curve drawn

through these points fit them almost exactly. While this
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FIGURE 3
IAECR _PRODUCTIVITY IN SIX 4 ISCONSIN PLYWOOD PLANTS IN 1959
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curve may not be a perfectly acourate indication of the
labor cost curve for plywood mills, 1§ at least strongly sug-
gests that substantial economies of scale in the use of labor
in plywood manufacture do exist, and that a firm of optimum
slze from this standpoint is one employing at least 100 em-
ployees, and quite likely 150 employees. Labor costs per
thousand board feet for the sm#ll firms in the plywood in-
dustry must be at least double the labor costs of the optimum-
slzed firm, given equal wage rates in all firms.

Table 12 shows the distribution of veneer and plywood

ZABLE 12
Number of Veneer and Plywood Plants in

Wisconsin and Western Upper Michigan
in 1958, b bexr o o

Number of Employees Number of Mills

1-19 6
20 - 49
50 - 99
100 - 249

N N 0

500 +

Source: U.S., Bureau of the Census,
Logation , ., .

Plants in the Wisconsin market area by employment size
class. Twenty of the twenty-nine firms employed fewer than
100 persons in 1958. Only nine employed 100 or more. The
optimum-sgized plant pioducing only veneer may be somewhat
smaller than thé'optimum-aized Plywood plant. However, the
regional study data indicate that the smaller plants produce
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plywood and the larger plants are more likely to be produc-
ing and selling face veneer. If this is 80, surely the con-
clusion is that the great majority of the plywood blants 1n
the Wisconain market area are well below the size necessary
to achleve optimum labor productivity.

Of course, labor is not the only cost incurred by veneer
manufacturers. It is possible that firms incurring higher
labor costs may also have a much lower investment in machin-
ery and capital equipment, and thus incur lower capital costs.
However, examination of the Census of Manufactures data for
Wisconsin veneer and plywood firms in 1958 shows that two-
thirds of the value added by manufacture in these firms was
attributed to labor costs and the other third to other costs
and profits. Thus labor is the major cost factor in veneer
and plywood manufacture, and labor costs higher than those
of the optimum-sized firm by a given percentage would have
to be offset by other costs lower than these of the optimum-
slzed firm by twice that percentage if total costs were to
be equal. The conclusion then, seems inescapable that the
small firms in the industry are too small to achieve optimum
economies of scale._;

Perhaps the only major qualification necessary to this
part of the analysis deals not with the production process
itself so much as with the character of the produet produced.
Many of the smaller firms are not producing standardized
veneer or plywood products. Traditionally this is an indus-
try which has been composed in large part of nearly captive
firms; 1in other words, firms producing non-standardized
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products to the specifications demanded by individual product
buyers. Some of the larger firms produce standardized 4' by
8' plywood sheets or doors, and thus esmcape the semi-captive
status of the smaller firme. In so doing, larger firms are
able to reduce costs. There 1s a question, however, whether
similar economles would be open to the small firm, which is
producing what might be called specialty products., Its limi-
ted marketing resources may not permit it to operate competi-
tively in the standardized product’marketa.

Flnally, the Bureau of Labor Statistics report noted
that two factors seemed to be important in depreéeing the
productivity of mills 6f all slze classes. One of these fac-
tors 1is the increase in use of lower quality and smaller logs
as the better timber becomes increasingly scarde. No data
on the quality of veneer log receipts over time are avallable,
but the steadlly rising prices of preferred species and the
comments of industry representatives all confirm the conclu-
sion that on the average quality is falling. The second fac-
tor depreasing productivity in the veneer and plywood plant
study by the Bureau of Labor Statistics was the prevalling
pattern of producing to order rather than for inventory.

Such behavior resulted in frequent stops to change machine
settings, due to the many short-runs required, and raised
costs appreclably. Production to order rather than for in-
ventory 1s an inevitable aspect of producing specialty pro-
ducts of the type sold by many of the small plywood mills of
| the Wisconsin area. Conversion to production of standardized

products makes possible production for inventory and the
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economies inherent invauch policy. Mills in this market
area reported an almost universal policy of producing to
order. They may be ablé to cut costs of produection by pro-
ducing for inventory instead. In order to do so they will
need to construct or lease new storage facilities, for most
report that limited storage now restricts the finished pro-
duct inventories they are able to carry. Even more impor-
tant thei wlll have to actively seek to change the character
of the markets they supply, either by changing the buying
and manufacturing processes of their present buyers or by
seeking new buyers for standardized products.

Veneer log production does not appear to be subject to
economles of scale, at least in the range of production
characterizing the sellers furnishing data for this study.
This does not mean that no such economies of scale exist,
for the sample is very small, the range of the slze of pro-
ducers reportlng is very small, and many of the anawers given
suggest rather stereotyped conceptions of cost, probably de-
rived from the prevalling contract logging rates in the
northeastern part of Wisconsin where all of the sample pro-
ducers were located.. In any event, it did not appear that
any of the producers contacted had a particularly sophisti-
cated economic or accounting conception of their costs of
veneer log production. Although there may well be economies
of scale in veneer log production in the Wisconsin market
area, the data of this study not only do not reveal such
economles of scale but suggest that they do not exist.

The data collected provide no evidence dr economies or
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diseconomles of vertical integration of veneer and plywood
mills backward through the veneer log production stage. Such
vertical integration does exist, particularly for the larger
firms in the industry. However, this appearg to be a tra-
ditional pattern of operation, and it is more common among
the firms which are horizontally integrated in the sense

that they produce a number of other forest products besides
veneer and plywood. Such firms often produce lumber and more
highly manufactured products such as furniture, doors, mill=-
work, and the like. Furthermore, their logging operations
seem to be conducted primarily because they own rather large
volumes of forest land and are the few surviving firms from.
the earllier days of large logging operations in the Lake
States. In short, there do not appear to be any obvious
current reasons for a veneer or plywood manufacturer to in-
tegrate into the stage of veneer log production. As a matter
of fact, 1t 1s widely held that such integration is unpro-
filtable because a firm operating at a fairly large scale in
the production of veneer logs would be forced to pay work-
men'g compensatlon, would be subject to the wage and hour
laws, and would otherwise incur higher labor scosts than do
small independent timber producers. It i1s somewhat surpris-
ing, however, in the light of the rather severe shortage of
high quality veneer logs, that at least some veneer and ply-
wood manufacturers have not attempted to géin control of

some portion of the supply of such logs through vertical in-
tegration of one kind or another.

The final aspect of the performance dimension of
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producfiva efficlency concerns the existence and cost of
chronic excess capacity. Although excess capacity was ob~-
served to some extent in the veneer industry in the region
in 1959 it 1s impossible to determine whether this situation
was chronic or merqu transitory. The fact that the larger
firms producing veneer and pljwood were the ones reporting
unused capacity in 1959 indicates that these firms, which
are those producing standardized products, may be feeling
the effects of forelign competition to a greater extent than
are the smaller firms producing specialty products to buyer -
specifications.

No evaluation of excess capacity in veneer log produc-
tion 1s possible given the generally joint production, fre-
quently seasonal, and often part-time nature of this prodess.
There does seem to be excess capacity for timber production
in general, however; a chronic excess capacity in fact, in
the Wisconslin area. Many producers of timber products, and
of pulpwood especially, report that they are unable to get
contracts as large as they might like. Nonetheless, it is
doubtful that producers are unable to sell any veneer logs
that they might produce. The scaroity of high-quality

veneer logs argues against the existence of such a situation.

Price-Cost Margins and Profit Rates

No data were collected on costs of veneer or plywood
production in the regional study. Information on value of
shipments, wages paid, and costs of materials on an aggre-
gate basis 1s published in the Census of Manufactures.
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However, thls source does not include such cost items as de-
pPreciation, rent, and interest. Therefore it was impossible
to estimate proflt margins for veneer and plywood production.
No direet statistics on profit rates in this industry could

- be located. Consequently, 1t is impossible to judge whether
profits are subnormal, normal, or excessive.

The average costs of producing veneer logs, as reported
by producers sampled in the regibnal study, cannot be used
to calculate profit margine in that industry, because they
are essentlally without clear heaningso. Neither were direct
data on profit rates avallable for the industry. Conse-
quently, it 1s impossible to judge whether profits are sub-

normal, normal, or excessive in this casempither.

The Size of Selling and Buying Costs

Another dimension of market performance is the slze of
selling and/or buying costs. Costs of this type in excess
ofAthose necessary to convey market information to prospec-
tive'buyers and sellers ﬁay be Judged evidence of adverse
performance. In the veneer log market, selling costs are
virtually non-existent. Buying costs reported by veneer
mills averaged $3.72 per thousand board feetslﬁand were com-
posed chiefly of the costs of maintaining buyers or "field
méﬁ“ as they are called. This level of buying costs repre-

sents about two percent of'product value, a level which can

305, 6.

51Only two mills reporting. All others claimed not to
know the size of this cost item. .
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hardly be called excessive. In fact a case may be made that
“higher buying costs would result in more widely available
market information and a more efficlent market system. A
small minority of veneer log producers complained of inade-
quate market informatlion, but a larger number might agree if
they knew the full extent of their lack of knowledge. No
measure of producers' market knowledge was attempted and no

conclusion is warranted without further research.

Progressiveness in
Production Technigues

‘Industry in the United States is progressing rapidly
in developing automated and other production processes‘which
increase labor productivity. This, however, does not seem
to be true of the hardwood veneer and plywood 1ndustrj in
Wisconsin and Upper Michigan. This industry appears to be
extremely labor-intensive. Wisconsin veneer and plywood ,
mills in 1958 required 345 labor houfs to create $1,000 of
value added in manufactureSz. By way of contrast; the aver-
age for all manufacturing industry in the United States is
160 labor hours, and in the case of the Qﬁite similar soft-
wood plywood industry is 233 labor houfs. Thus the hardwood
-veneer and plywood lindustry requilres two-thirds more labor
per $1,000 value added in manufacture than does so similar
an 1hdustry as that manufacturing softwood plywood (which

has been faulted for mediocre progressiveness itself)53.

52These and the balance of the data in this section from
U.S, Census_of Manufactures: 1958, Industry Report MC58(2)-24B.

53Thomas A, Petlit, "The Value of Competition: A Sﬁudy'
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That value added per man-hour should be less than half the
average for U.8. manufacturing plantenin general and only
60 porcont‘of that in so n;arly comparable an industiry as
that producling softwood plywood 1s a most severe handicap.
The data do not permit a similar analysis of progressive-
ness in the production of veneer logs. The chain saw,
créwler tractor, and self-loading truck are examples of pro-
ductivity-increasing innovation which has occurred in logging
in recent years. However, a noaaﬁronont of the level or rate
of increase in man-hour productivity has not been possible.
Census of Mﬁnuractures<data can be used to evaluate the
rate of inecrease in labor productivity in all forms of timber
production. The data on logging camps and contractors, how-
evir, apply to only a small fraction of all timber producing
enterprises. They may not be representative of the smaller
enterprises which are not covered..'For what they are worth,
the computations indicate that tinber production 1e‘extromely
labor-intensive. Logging firms ih.the three states required
374 labor hours to create $1,000 of value added in manufac-
ture in 1958.

Produet Performance

Quantitative evaluation of product performance ies vir-
tually impossible, but a qualitative evaluation is far from
meaningless. The basic product, hardwood veneer, has changed
little in many years, although improved production techniques

of the American Softwood Plywood Industry," Jourpnal of Ipdug-
trisl Ecopomics, 6 (Oetober, 1957), p. 41. '
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and quality control have boosted quality, at least in the
output of some firms. Innovations have occurred at higher
manufacturing levels with the use of particle board cores
and paper and plastic surfaces in plywood, and the develop-
ment and wide-spread acceptance of flush doors and hardwood
panelling. An adverse Judgement on the hardwood veneef and
plywoéd industry would be difficult to render on this
acecount,

It is clear the product performance in the case. of the
veneer log producing industry 1s falling. The wlde-spread
complaint that veneer log quallty continues to decline is
adequate qualitative evidence for thils conclusion., This de-
éliﬁe, of course, is due to declining supplies of quality
veneer log stumpage rather than to any fault of veneer log
producers themselves. If anything, producers have increased
thelir ablility to fell and buck trees in a manner to make best
use of their contents. Undoubtedly, there i1s still much room
for improvement in this direction, although it may resulit in
slightly higher logging costs. Perhaps the declining size
and quality of veneer logs in the Wisconsln market area is
better discussed under the heading of conservation

performance.

Conservation Performance

Conservation performance is a dimension of market per-
formance which is particularly relevant in natural resource-
oriented industries. Muech has been written of the develop-

ment and legacy of the forest products industries in the
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northern Lake States. It need not be repeated hers. Suffice
it to say that these industries have received poor marks from
most writers for their past performance in the conservation
dimension, but that the final and definitive evaluation heas
yet to appear. A more up-to-date evaluation is provided by
the Timber Resource Review, 1n which forest industries in the
Lake States are reported to be performing well, with over 93
percent of the industries' recently cut lands falling in the
upper productivity Q138854. The veneer industrlies in
Wisconsin and Upper Michigan probably deserve credit for
good conservation performance on thelr own land. Public
land in the Lake States 1s also well managed from the conser-
vation viewpoint. However, this cannot be attributed to the
structure or conduct of the forest industries and the firms
that comprise them. Public agencles are not business firms
and thelr conduct 1is shaped by market forces to a much lesser
extent than is that of business firms.l

Farm lands in the Lake States are slightly below the
natibﬁal average (65 percent)s5 in the proportién of recently
cut land falling in the upper productivity class. Fifty-nine
percent of recently cut farm woodlands in the Lake States
fell in the upper productivity classsé. Other private land

in the three states approximates the national average in

54U.S.,-Forest Service, Timber Resources for America's
Future (Washington: U.S. Government Printing Office, 1958),
P. 609.. )
551p1d, p. 605.

501pid, p. 608.
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this respect (66 percdnt)57. The veneer
~ Wisconsin and Upper Michigan obtain some
Plies from farm holdings, and 1nadoquate
formance on.thoso holdings is indicated.

57Ib1d;'p. 609.

industries of
of thelir log sup-

conservation per-



6. THE VENEER LOG MARKET IN INDIANA

Market Struoture
Degree o er Concentratio

Mills manufacturing face veneers or, in some cases,
commercial veneer and plywood, are the ultimate buyers of
quality veneer logs in the Indiana market. In 1958 there
were twenty-nine such mills in this market area as shown in
Figure 258. This is exactly the same number of mills as in
the Wisconsin market. It 1s a substantial number of buyers
for a primgry forest products market. Although the numbér
of buyers was the same for both markets, the size distribu-
tion of those buyers was somewhat different.

The number of employees 1s the only avalilable measure
of firm size for all mllls in the Indiana veneer log market.
The dlscussion of the limitations of this barticular mea-
sure of firm size presented in the discussion of the Wisconsin
market applies equally to consideration of the Indiana market.
The number of employees, although a rough and, in part, in-
appropriate measure of firm size in this particular cdntext,
is still sufficiently well correlated with annual'volume of
veneer log recelpts, the relevant measure of firm size, to

be quite useful for the approximate purpose which it serves.

58p., 43,
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If the twenty-nine veneer and plywocod plants located
in the Indiana veneer log market area were all of approxi-
mately the same size, this market could be described as
relatively unconcentrated. While these firms are by no
means homogeneous and of exactly the same size, they are
more nearly uniform in size than aie-the twventy-nine
Wisconsin and Upper Michigan veneer and Plywood mills., In
the Indiana market area the top four firms accounted for 30
percent of the employment of the industry and the top elght
firms for 52 percent of this employment in 1958. This mar-
ket, then, while hardly atomistic, could be described as
one of falrly low buyer concentration.

A comparison of the degree of buyer concentration in
the two major veneer log markets in the North Central states
is easily made with Loren:z curvessg. These curves show the
percentage of the mérket (as measured by number of employees
in this case) controlled by any percentage of the total num-
ber of firms, when these firms are ordered from largest to
émallest. The Lorenz curve for a market composed entirely
of firms of a single size would be a simple diagonal line,
as shown in Figure 4. The greater the departure of the
lorenz curve of a particular market from the diagonal, the
greater is the disparity in size between firms in that mar-

ket. (The Lorenz curve does not reflect dirterences'in

9P, E. Hart and S. J. Prals, "The Analysis of
Business Concentration: A Statistical Approach," Jo

Journal
of the Royal Statistical Soclety, Beries A (1956), ». 152,
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FIGURE 4 -

LCRENZ CURVES SHOwING DEGRZE OF BUYEZR CCONCENTRATICN,
AS MEASURED BY NUMBER OF EMPLCYZZS, IN wISCONSIN

AND INDIANA VENEER LOG NARKETS IN 1958
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numbers of firms, but merely differences in firm sizeso.
ﬂhererore; it 18 not a perfect indication of degree of con-
centration. Fortunately, the two markets compared here con-
tain the same number of firms and, therefore, the lLorenz
curve 1s an ideal device by which to compare them.) The
Lorenz curves for buyers in the Wisconsin and Indiana veneer
log markets are shown in Figure 4.

The Ginl coefflelent, which 1s the ratio of the area
between a particular Lorenz curve and the diagonal to the
area under the diagonal, provides a numerical measure of
the disparity in size between firms in a market®l. The Ginmt
coefficlent ranges from zero to unity as the disparity in
slze of firms increases. For the Wisconsin veneer log mar-
ket the value of thls coefficlent is approximately 0,60,
while for the Indiana market it is approximately 0.34.

The elght veneer and plywood plants sampled in Indiana
provided lnformation which should be broadly representative
of veneer log buyefs in the Indlana market, even though the
sample was not selected in such a way as to permit statisti-
cal generalization. More complete data on size of firm are
avallable for these mills.

As in the Wisconsin market aresa, mille in the Indiana

area were classified by size according to their annual volume

6oJohn M, Blair, "Statistical Measures of Concentration
in Business," etin o oxfo ersity I
of Statistics (November, 1956), pp. 355-356. '

slnart and Prais, "The Analysis . . ., p. 152.
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of wood receipts. All mills consuming more than 3.5 million
board feet of veneer logs annually were consldered large,
those consuming from about 1 million to 3.5 million board
feet of logs annually were conslidered intermediate in size,
and those consuming substantially less than 1 million board
feet of logs annually were considered small. By these stand-
ards, there were one large, six medium, and one small veneer
and plywood mills among the eight mills sampled in Indiana.
A table showing mean volume of log recelpts, mean num-
ber of employees,‘mean value of sales, and mean rate of uti-
lization of capaclity for Indiana veneer and plywood plants
by size class, similar to phat presented for Wisconsin and
Upper Michigan plants62, céuld be presented; It is not pre-
sented because confidential information for the single large
Plant and the single small plant would be revealed. The
mean volume of 1959 log receiptgmror_the slx medium=-sized
mills was 2,730 thousand board feet. These mills employed
an average of 90 full-time employees each in 1959. They re-
ported no seasonal employees; The mean rate of utilization
of capacity for these mllls was 94 percent. Only two of the
sampled mllls reported the value of their 1959 83195, and an

average of these two reports is not considered meaningful.

Degree of Seller Concentration

As 1n the case of the Wisconsin market area, there can
be little doubt that the degree of seller concentration in
the Indlana market is very low. Data collected in the

62P. 57.
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regional study provide a good indication of the degree of
concentration prevalling in the market. Sampled mills in

the area reborted an average of 53 landowners and 44 produ-
cers supplying them with veneer logs in 1959. No dealers
were reported supplying any of the sampled mills in 1959.
Producers and dealerss3 reported supplying an average of

two mills apiecé. Therefore, there must be roughly 600 pro-
ducers and dealers selling quality veneer logs in the Indiana
market (number of mills x number of suppliers per mill ¢
number of mills per supplier).

The number of landowners supplying these mills is inde-
termlnate because no landowner interviews were taken and
consequently the number of mills supplied by each landowner
is not known. Since this 1s farm woodland country; it 1s
quite likely that the average number of mills supplied by
each landowner in any given year is little more than one, in
'which case there might be somewhere in the neighborhood of
1500 landowners supplying the twenty-nine mills of the mar-
ket area. This particular study, however, is concerned with
the buying and selling pelationehips between timber producers
and mills. Little further attention will be given to

'63Ten dealers were encountered and interviewed in the
-Indlana veneer log market area. The fact that none of the
_veneer and plywood mills contacted in this area were aware
of any dealers supplying them with logs in 1959 did not mean
that there were no such dealers. Dealer bonuses, such as
those paid in the pulpwood industry, are not found 'in veneer
log markets. Therefore, there 1s no reason why the veneer
and plywood mills would realize that the individual or firm
from whieh 1t buys logs had not produced all those logs
itself but had purchased some of them from other timber
producers. '
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landowners.

The size distribution of producers and dealers, like
‘that in the Wisconsin market area, is far from uniform but
does not reveal any appreciable degree of seller concentra-
tion. None of the sampled producers and dealers in the mar-
ket area sold one percent or more of the volume of veneer
logs purchased by millé in the market in 1959. A market
with so little seller concentration may be deééribed as vir-
tually atomistic.

In the regional project 80 sellers of veneer logs were
éontacted in Ohio, Indiana, and Illinols. Of that number
60 were veneer log producers who sold only logs that they
themge;yes had produced, 15 purchased and regg}d veneer logs
from other producers in additiﬁn tc the veneer logs which
they themselves produced, and 5 produced no veneer logs
themselves, but funétioned solely as intermediate market
agents. |

Nearly half of the 80 sampled veneer log sellers ﬁere
engaged only in wood products activities. The other half
combined their wood products activities with other lines of
work, chiefly farming. Twenty-oﬁe of the 80 were farmers.
The outstanding characteristic of veneer log sellers 1in the
Central states, however, was that two-thirds of thes; indi-
viduals and firms were sawmill 0perator§: Here is clear
evidence that vertical integration in the forest products
industries is much more pronounced in the Indiana market

than in Wisconsin. Only 9 of the veneer log sellers in the
sample of 80 in the three Central states were full-time
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timber producers. Table 13 shows the distribution of sampled
o veneer iog sellers in the Central states among the various

occupations reported.

IABLE 1

Number of Sampled Veneer Log Sellers in Ohlo,
Indiana, and Illinolis in 1959 Reporting Various

Busliness Activitlies, by Type of Activity

Type of Aectivity | Number Report1n§§£
Veneer log producer - 75
Veneer log dealer .éo
Sawmill operator 54
Farmer ‘ 21
Other | 16

. 2/Eighty respondents, most of whom
reported more than one form of activity.

Further evidence of the fact that timber producing
acti#ity is a relatively minor part of the totél business
activity of veneer log sellers 1ln the Central states 1s pro-
vided by the percentage of total 1959 business receipts de-
rived from their activities as timber producers. Veneer log
sellers who were not full-time timber producers reported an
average of 25 percent of thelr gross receipts from timber
production. The 1heacapable conclusion is that producing
and selling veneer logs in the Indiaﬁa market area is a rela-
tively minor adjunct to running a sawmill, and by extension
that sawmill operators do the bulk of their own loggling,
since 80 few of them reported acting as intermediate market

agents.
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It would be possible to classify veneer log sellers in
the Indiana market according to the volume of veneer logs
which they sold in 1959. This'volumeuranges from 1,000
board feet up to 588,000 board feet for the 80 sampled veneer
log sellers. However, this is not a very reliable indication
of the slize of the forest products business in which the in-
dividual or firm is engaged, in view of the limited impor-
tance §f venéer log sales in the total revenue of almost all
of these respondents. _

Because veneer log production and sales is a compara-
tively incidental aspect of thg.business of most Central
States veneer log gellers it 1is perhaps more meaningful to
classify these sellers aécording £6 the value.of their annual
sales of all timber products. The value of that part df
gross revenues derived from the individual s or firm's busi-
ness as &a timber producer and intermediate market -agent
(but for all kinds of timber products) ranged from $200 to
$85,000 among the}80 fespondents in the Central States.
Veneer log sellers in the Indiana market do not fall.into
distinct categories as do those in the Wisconsin area.

There seems to be a rather continuous distribution between
the large and the small sellers. Furthermore, the sellers
reporting a 1959 income of $20,000 or mors from their busi-
ness as tlmber producers 4did not seem to differ in any other
significant respects from those sellers who were much smaller.
This is true even of ths number of employees reported (wvhich
one would expect to be larger for the firms reporting larger

income from their timber producing business). Furthermore,
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the mean length of time which the firm had been in the tim-
ber producing business was not significantly different be-
tween those flrme with the annual receipts from timber pro-
duction of under $20,000 and those whose receipts were over
$20,000 in 1959. Firms in both groupe reported to have been
in operatioﬁ an average of fifteen years. Perhaps the main
conclusion to Be drawn from this lack of difference between
the so-called large and small firms is that the timber pro-
duclng and selling side of the business for these firms is
relatively minor and is not a very reliable 1ndid€tion of the
age or other character of the firms involved.

Extent of Product and

Service Differentiation _

Né data are available which could bé used to directly
evaluate the cross-elasticities of supply between competing
buyers or the cross-elasticities of demand between competing
sellers in the Indiana veneer log market. As in the case of
the Wisconsln market indirect evidence permits a tentative
evaluation of product and service differentiation.

‘Seller pfeferences among competlng buyers in the Central
States were affected by many of the same factors observed in
Wisconsin and Upper Michigan. The services offered to sell-
ers by mills will be discussed in the section on market con-
duct. Although there are a number of such services offered,
they do not appear to lead to a very significant degree of
service differentiation.

Contractual arrangements between buyers and sellers in

this market are somewhat more formal than those between buyers
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and sellers in Wisconsin and Upper Michigan. They appear
to be no more effective sources of service differentiation
than in the latter market, however.

Location factors, again, seem to be the major form of
service differentiation in the Indiana market. However,
they appear to be evén less consequential in this market
than in the Lake States, because Indiana mills are even more
concentrated geographically (twenty-five of the twenty-nine
mills can be enclosed in a circle with a radius of about
100 miles) and because equal transportation costs amount to
a smaller percentage of product.value in Indiana, where the
major species is the high-priced black walnut.

Product differentiation among sellers of veneer logs in
this market, as in Wisconsin and Upper Michigan, is of little
consequence. The same factors causing product differentliation
appear to be present in both markets to about the same |

(slight) extent.

Conditions of Entry

Data on the costs of veneer and plywood manufacture are
not available for the Indiana veneer log market. For this
reason the lmportance of barriers to entry in veneer log
buying cannot be directly determined.

As 1n Wisconsin and Upper Michigan, veneer logs are pro-
duced Jointly with other timber products (chiefly sawlogs)
in the Central States. Consequently veneer log prices and
average costs of pfoduction cannot be compared to determine

directly the importance of barriers to entry in veneer log
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selling.

The importance of barriers to entry may be inferred
from the presence or absence of factors which may be the
source of such barrieré. In the Indliana market, as in
Wisconsin ahd Upper Michigan, product and service differentia-~
tion, produection techniques,vpatural resouree control, labof
or capital scarcity, and economies of scale are‘either'abéent
or soslight as to create no effective barriers to the entry
- of new firms on either the buying or the selling side of the

market.
Market Conduct

Buyer Conduct

Plywood mills in Indiana produce primarily for inventory
accumulation in anticipation of orders rather than to f£ill
exlsting orders. Sampled mills of all sizes reported pro-
ducing 50 percent or less to order. The average for all was
25 percent to order and 75 percent for inventory. The
sketéhy reports on inventories of finished products carried
by.these mills does not permit any conclusion about the aver-
age helght of such inventories or any seasonal fluctuations
in finished product inventories that may result from this
policy of producing primarily for inventory. However, the
Indiana mllls did not report any large amount of unused ca-
pacity in 1959. The production of all eight sampled Indiana
veneer mills was at an average of 88 percent of capacity in -
1959. There did not seem to be any.sisnificant variations
1n.capac1ty utilization by mill size. Most of thelélack
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which was reported seems to come during the éummer months,
when several mills reported producing at significantly less
than the rate sustained during the rest of the year.

Information on veneer log inventories carried by
Indiana mills was to00 sketchy to permit generalizations of
the type offered for the Wisconsin market area, but it does
appear that venéer log inventories fluctuate less in the
Indiana market, and that veneer log production is not as
highly seasonal as 1t is in the Lake States.

Table 14 shows the sources of the 1959 veneer log re-

ceipts of the sampled Indlana mills. It is interesting that

TABLE 14

Sources of Veneer Log Receipts of Sampled

Indiana Veneer and Plywood Mills, 1959

Source Volume Percentage of
(Million Total Log

Board Feet) Receipts

Produced by Mill Employees

a) From Mill-owned Lands 1,088 5
b) From Other Lands 8,030 34
Purchased From Dealers 10,571 16
Purchased From Producers 3,700 45

these mllls do a great deal more logging than do Wisconsin
mills, but that they do not own as much of the land from
which their veneer log supplies are obtained. The very sub-
stantial degree of vertical integration through the logging
stage reported by the Indlana mills is probably due to the
absence of many full-time independent timber producers who
could supply the mills with their log requirements. This 1is
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probably due to the absence of a stranded rural labor force
of the type so characteristic of the nofthern Great Lake
States.

Although sampled veneer and plywood mills in Indiana
received an average of 20 percent of their total veneer log
recelpts from Iintermediate market agents, only three of the
eight reporting mills received any logs from such agents.
Apparently, then, intermediate market agents were quite im-
portant for these three mills and much less important for the
remaining'five mills. Unfortunately, the three mills report-
- ing veneer log receipts from intermediate market agents did
not give estimates of the number of such agents with whom
they dealt in 1959, so it is impossible to say anything about
the numger of such agents operating in this market area. The
five mills who did report on numbers of suppliers of the var-
lous types reported dealing with an average of 92 landowners
each and an average of 44 producers each in 1959. The number
of producer-suppliers reported by the sampled mills ranged
from 15 to 120 but there was no apparent correlation between
the size of the mill and the number of producer-suppliers.

As in the Wisconsin market area, veneer mills in Indiana
assumé the inltlative in arranging for the bulk of their
veneer log supplies. On the average about 75 percent of
veneer logs recelved by sampled firms were obtained through
the inltiative of the mill. Here agaln, there was no appar-
ent correlation between the size of the mill and the extent
to which mills assumed the initlative in obtaining their

veneer log supplies. In no case, however, did any mill
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report assuming the initiative in obtaining any less than
one-half of its 1959 log receipts. _

Most Indiana veneer mills find it necessary to coordi-
nate the tlming and amount of their veneer log receipts
through some prior agreement wlith suppliers. Half of the
1959 log receipts of sampled mills were purchased under
written'contract364, a third under less formel oral agree-
ments, and the remaining sixth without agreement between
buyer and seller prior to log‘delivery.

It 1s by no means clear that veneer mills in Indiana
set veneer log prices in the same way that veneer and ply-
wood mills in Wisconsiﬁ do. 5ix of the eight mills reported
that veneer log prilices were arrived at by negotlation be-
tween buyer and seller. The other two reported that the
buyer establlishes the price which the producer or seller can
then elther accept or reject. This procedure seems entirely
consistent with the rather different character of the
Indlana veneer log supply. The face veneer manufactured by
Indiana mills is manufactured from logs which may vary widely
in quality, and the prices and quality standards are less

uniform than those in the Wisconsin market.

Seller Conduct
The radius of the area within which sampled Central

States veneer log sellers reported obtaining their 1959

64There is some indlcation that much of veneer log
volume purchased under written contracts was actually stump-
age rather than veneer logs. The Indiana data are not clear
on this point,
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veneer log supplies rénged up to 250 miles. The average for
all sellers in the three states was 44 miles. There was no
noticeable difference between the radius reported by larger
sellers and that reported by the smaller ones.

Central States veneer log sellers handled an average of
45,000 board feet of.veneer logs aplece in 1959. The average
did not differ appreclably between producers and intermediate
market agents.

Veneer log sellers in the Indiana market area held a
larger number of stumpage contracts than did such sellers in
the Wisconsin area. The average was 15 such ocontracts per
prroducer in the Central States. In general, the larger the
volume handled by a producer, the larger number of stumpage
contracts he held. Veneer log producers in these states
assume the initiative in negotiating their stumpage purchases
for about two-thirds of the total volume of veneer log stump-
age they acquire. The other third 1is acqnired through the
initiative of the landowner. Stumpage is acquired in about
equal proportlons by written contract and by oral agreement
in the Indiana market.

The productlon of veneer logs in the Central States 1s
not nearly as seasonal as in the Lake States. A number of
veneer log producers in the sample reported seasonal peaks
and low points in activity. Howevqr? these seasonal peaks
and troughs vary conslderably from producer to producer. No
firm conclusion can be drawn concerning any general peak or
trough in veneer log production in this region. Weather

does not appear to be the major governing factor as it is
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in the Lake States. Instead? the requirements of other
businesses in which the veneer log producer may be engaged
seem tb determine when he is able to produce veneer logs.
Sampled producérs‘stated that the timing of veneer log de-
liveries and pfoduction was seldom dictated by the require-
ments of the mills to whom they sold.

Logging costs reported by veneer log producers in the
Central States were slightly lower than those reported by
producers in thé Wisconsin area. The average for Ohio,
Indiana, and Illinois producers sampled in this study was
$18.44 per thousand board feet. This compares very closely
with the U.S. Forest Service Timber-Appraisal handbook fig-
ure of $18.64 per thousand board feet.for saw log production
in Indiana, Illinois, and Ohio. It is likely that the figure
reported by Central Stated producers pertains primarily to
saw logs, since most of these producers were sawmills.

The 82 sellers of veneer logs contacted in Ohio, Indiana,
and Illinois sold veneer logs almost entirely to veneer mills,
so far as they knew. These sellers sold to an average of
2.5 veneer mills each in 1959. The sampled veneer log sellers
80ld an average of approximately 45,000 board feet of veneer
logs annually or about 18,000 board feet to each of the
veneer mills with whom they dealt. Althoﬁgh the majority
of the veneer mills sampled in the Indiana market reported
extending financigl aid in the form of loans or advances to
at least some of their veneer log suppliers, most sampled
veneer log sellers reported receiving no aid of this sort

from veneer log buyers in 1959. (Half of the veneer mills
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reported that extending such aid was not a usual’practicé
on their part). Apparently, then, the practice of extending
loans or advahoes td finance a portion of the‘producers'

operation is not extensive in this market.

Market Performance
Data collected in the regional study of veneer log mar-
keting, together with information available from other
sources, may be used to evaluate the performance of the _
Indiana veneer log market and to indicate those dimensions

in which'performance might be improved.

Productive Efficiency
Some sketchy and quite inconclusive information is avail-

able on economies of scale in the production of hardwood
veneer. Thls information indicates that moderate economies
of scale may exist in veneer production and that most mllls
in the Indlana area are tob small to achieve these economies.
The Information available comes primarily from the study of
seven hardwood veneer and plywood mills in eastern United
States reported by Bureau of Labor Statistlics in 1952, This
study of factors affecting productivity is discussed in some
detall in the discussion of market performance of the
Wisconsin veneer log marketss. In considering the Indiana
market, whioh 1é composed primarily of wveneer mills rather
than plywood mills, only the first two stages in the manu-

facture of plywood are relevant. - These two processes are

65Pp . 79-94 .
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log preparation ahd veneer production. Man-hour require-
ments for the-seven mills for each of these processes are
shown in Table 1166. The highly tentative conclusion sug-
gested i1s that to achleve maximum labor productivity a
veneer mill should be in at least the slze class of 100 to
150 employees, but thaﬁ the economlies of scale are not large.

Data collected in the regional study from sampled
veneer mills in the Indiana market area do not lead to any
conclusion concerning economies of scale. Six of the eight
mills contacted were of very nearly the same size; so0 near,
in fact, that it is impossible to draw any meaningful re-
gression line through them. The other two mills, one guite
"large and one very small, did not provide usable data. The
| 1arée mill produced hardwood lumber and plastics in addition
to'v;neer, and employed many more workers than would be nor-
mal for & veneer mill of i1ts size. The small mill relied
heavily on seasonal labor, but there was no indication of
the proportion of the year for which these seasonal employees
were used.

Table 15 shows the distribution of the veneer and ply-
wood plants in the Indiana market by employment size class.
Twenty~-three of the 29 firms reported feﬁer than 100 em-
ployees in 1958. If labor productivity reaches its optimum
only 1n planté employing 100 workers or'more, as suggested
by the Bureau of Labor Statistics study, then the great ma-

jority of Indiana veneer mills are below the size necessary

66Po 81.
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to achieve optimum labor productivity. In any case, however,
the differen&e in labor productivity between small and med-
ium-sized mills in Indiana i1s much smaller than that in
Wisconsin and Upper Michigan. Therefore much smaller gains
in labor productivity can be achieyed by adjusting the scale

of Indlana veneer mlills.

TABLE 15

Number of Veneer and Plywood Plants
in the Indlana Market Area in 1958,

by Number of Employees

Number of Employees Number of Plants
1-19 | 5
20 - 49 3
50 - 99 : ' 15

100 - 249 6

Source: U.S., Bureau of the Census, U.S.
Census of Manufactures: 1958. 4 i

Labor cost is alsoAa less important factor to Indlana
veneer mills than to those in Wisconsin. According to the
1958 Census of Manufactures, payrolls made up slightly over
half of the value added by manufacture .for Indiana veneer
mills, as opposed to the two-thirds figurs characteristic
of Wisconsin veneer and plywood plant367. The highly tenta-
tive conclusion seems to be that economlies of scale may exist
for Indiana veneer mills, and that the majority of such mills

are smaller than the size necessary to achleve such economies,

67U.S., Bureau of the Census, U.S, Census of Manufac-
tures: 1958, Industry Report MC58(2)-24B, p. 5.
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but that the economies which can be achieved thrbugh adjust-
ment of size of plant are not 1mpressive;

The data collected from 39 sampled veneer log sellers
in Ohio, Indiana, and Illinois suggest that economies of
scale may be present in veneer log production as well as in
veneer manufacture. Table 16 shows that large producers,
ﬁhat is those producing 100,000 board feet or more of veneer
logs annually, reported costs substantlally above average for

éll prroducers in the region. Medium-sized producers, which

TABLE 16

Mean Logging Costs Reported by Sampled Veneer
Log Producers in Indiana, Ohlio, and Illinols,

by Volume 6f Veneer Logs Produced, 1959

Size Number of Volume of Veneer Mean Logging
Class Producers Logs Produced Costs per
. (Million Board Million
‘ feet) Board Feet
Small 15 . 0 -25 $18.60
Medium 15 -~ 26 = 100 15.80
Large 6 100 + 19.33
Veneer
Mills
(A1l '
large) 6 101 + 19.45
All 42 -~ - $17.85

were those selling between 25,000 and 100,000 board feet of
veneer logs annually, reported logging costs well below the
average for all producers. Small producers, those producing
less than 25,000 board feet of veneer logs annually, reported

costs somewhat above the average for all producers. The
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tentative conclusion would seem to be that the long-run
cost curve for veneer log production is U-shaped. This con-
clusion 1s subject to the substantial ambiguity inherent in
the concept of average cost of veneer log productionse.

An alternative formulation would be to separate produc-
ers lnto two groups, large and small, on the baéis not of
their veneer log production in 1959 but of their total re-
ceipts from all forms of timber production. By these cri-
terla there were 15 large producers whose receipts from tim-
ber production amounted to $20,000 or more in 1959. Logging
costs reported on the average for these 15 producers were
$16.69 per thousand board feet. The costs of production re-
ported by the much larger number of small producers whose
receipts from timber production in 1959 were less than
$20,000 apilece averaged $16.57. The difference between
these two figures is insignificant. On the basis of the
total volume of receipts from timber production, perhaps
the more realistic measure of size of firm, there are no
real economies of large-scale’prdduction indicated by the
date for Ohio, Indiana, and Illinois veneer log sellers.
However, the logging cost data reported by veneer log sellers
in the Central States appear to be no more exact or sophis-
ticatéd than those reported by sellers in the Lake States.
The majority of quotations were such round numbers as $25,
$20, and §15. Perhaps the only justifiable conclusion is
thatlﬁroducers of veneer logs throughout the North Central

-

68p. 66.
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states have very inexact notions of their costs of
Produetion.

The productive efficiency of an industry or a market
is also affected by the optimum (minimum cost) degree of
vertical integration and the extent to which firms in the
industry are vertically integrated. There is a great deal
of vertical integration in the Indlana veneer log market.
The sampled veneer log mills reported that 39 percent of
thelr 1959 veneer log recelpts was produced by logging crews
employed by the. mills themselves. The other 61 percent was
purchased from independent producers or market intermediar-
les,

The average logging cost reported by veneer mills is
$19.58 per thousand board feet, some $2 higher than the aver-
age cost reported by veneer log seliérs. Thus, it appears
that not only are there no economies of vertical integration
in this particular market, but that there aré absolute dis-
economies of such a form of operation, insofar as logging
costs alone are concerned. It would appear that, on the basis
of logging costs conslderations alone, vertical integration
is unjustified for the veneer énd plywood mills of Indlana
and Western Ohio. The large degree of such integration
which does exist must be explalned on the basis of other
factors.

One possible explanation of the extent of vertical in-
tegration lies in the size of buying costs reported by sam-
pled mills. The average buying cost for the four mills
which provided such information was approximately $40 per
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thousand board feet, or over'twico the size of average log-
ging costs. Should this figure apply to log purchases from
producers and dealops 1; would easlly account for the ob-
served 1nc1&enoe of vertical integration. Unfortunately,
however, 1t 1s not clear from the data that such an inter-
pretation is correct. In fact, it seems more likely that
the high buying costs réported apply to the costs of loecat-
ing and buying stumpage from landowners. But if thie is the
correct 1nterpretatioﬁ,‘then vertical 1ntegration can neither
be attacked nor defended, because the buying costs of inde-
pendent producers were not reporped.

In view of this confusing situation, no conclusion is
possible concerning the efficiency or inefficiency of verti-
cal integration in the Indliana veneer log market, and no
evaluation of the performance of the existing degree of ver-
tical integration can be éttempted.

The final aspect of the performance dimension or pro-
ductive efficiency concerns the existence and cost of
chronic excess capacity. There dld not appear to be appre-
ciable excess capacltiy in the sampled veneer mills in
Indiana in 1959. The average rate of operation for all
eight of these mills was 88 percent of capacity. Data for
one year, of course, do not give any indication of the
existence of chronic exceas capaclty and this is the only
point of real interest from the standpoint of ﬁarket per-
formance.

No evaluation of excess capacity in veneer log produc-

tion is possible given the generally Jjoint-production and
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frequently seasonal and part-time nature of this process.

Price-Cost Margins and Profit Rates

No data were collected on costs of veneer or plywood
production in the regional study. GCensus of Manufactures
data do not provide complete cost data, elther. Nor were
direct data on profit rates for this industry located. Con-
sequently, no evaluation of the performance of the veneer
and plywood industry 1s possible.

The average costs of producing veneer logs reported by
sampled sellers cannot be used to calculate profit margins
in that industry because veneer logs are produced Jjointly
with other product969. Neither were direct data on profit
rates avallable for the industry. Consequently, whether

profits are subnormal, normal, or excessive 1ln this case

cannot be determined.

The Size of Selling and Buying Costs

Selling costs are virtually nonexistent 1in the Indlana
veneer log market. Buying costs reported by Indiana veneer
mills range from §2.20 per thousand board feet on up to §100
per thousand board feet and were composedkchiefly of the
cost of maintaining buyers or "field men" as they are called.
This level of buylng costs.répresente from 15 to 25 percent
of product value, a rather substantial cost ltem. It 1s
substantial probably because much of the cost of buyling
veneer logs is that of locating and negotlating for the

69p.66.
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purchase of individual walnut trees., Although high, these
costs cannot be called excessive because there is no indica-
tlon that this function could be fulfilled at less cost in
any other-way, and becauée they appear to serve the purpose
of providing information rather than being primarily

perguasive.

Progressiveness in
Production Techniques

The hardwood veneer industry of Indiana appears to be
lagging behind the national trend to higher labor producti-
vity, although it does not seem to be as delinquent as the
commercial veneer and plywood industry of Wisconsin and
Upper Michigan. Indlana veneer and plywood mills in 1958
required 248 labor hours to create $1,000 of value added in
manufacture. Wisconsin veneer and plywood mills required
345 labor hours to oreate $1,000 of value added in manufac-
ture, the West Coast softwood plywood 1ndustry‘required 233
labor hours, and the average for all U.S. manufacturing was
160 hours. Thus the hardwood veneer and plywood industry
in Indiena and Western Ohio requires slightly more labor per
$1,000 of value added in manufacture than does the softwood
piywood industry, which carries the product through one more
stage of manufacture, and apparently a stage which is highly
labor-intensive, at least in the eastern United States. On
this basis the Indlana industry cannot be indicted nearly
80 severely as can the Wisconsin commercial veneer and ply-
wood industry.

As in the case of the Wisconsin market area, data do
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not permit an analysis of progressiveness in production of
veneer logs in the Indiana market. The tentative conclusion
that labor productivity is extremely low in all forms of
timber production in the North Central states7° applies
equally to the Iﬁdi&na and Wisconsin markets.

Product Perrormahge

Quantitative evaluation of product performance is vir-
tually impossible, and in the case of the Indiana veneer in-
dustry even a qualitative evaluation is extremely difficult.
The baslic product, hardwood veneer, has changed little in
many years.

‘Produet performance in the veneer log producing industry
1s.fa111ng, as evidenced by the continual decline in veneer -
log quality. There is some doubt that this decline can be
attributed to the veneer log producing industry, rather than
to forest landowners. In any case, it is properly discussed

as an aspect of conservation performance

Congervation Performance

The Central States area, belng primarily a hardwood area,
did not go through the sort of heavy commercial logging which
characterized the Lake States pineries around the turn of
the century. However, many of the Central States hardwood
stands have been cieared for farming, and much of what re-
mains 1s in the form of farm wood lots. These small private

ownerships are among those on which productivity 1s lowest

0p, 91.
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acecording to the Timber Resource Review appraisal of the
productivity of recently ocut landgi.vfarm_and other private
ownerships in this region, with 45ﬂpercenp of recently out
lands in the upper productivity class, :all_woll.shért of
the nationai average (65 percent) in thig»:espect71 (there
is little public or industrial forest land in the Central
States). Therefore, the conservation pefformance of the
Indiana veneer log market might be regarded as unsatis-

factory.72

71U.S., Forest Service, Timber Resources. . ., P. 605

721t i8 not clear that the Forest Service ceriterila,
which are essentially biologlcal, are appropriate to judge
conservation performance, which is a soclal concept.



7. SUMMARY AND CONGCLUSIONS

This chapter consists of a summary and comparison of
the essential 1nformatibn on market structure, conduct and
performance developed for the two major veneer log markets
in the North Central states, a discussion of structure-
performance relationships, some resulting suggestions for
improving market performance, and suggestions for further

research.

Market Structures

 The market environment, or structure, which constrains
the behavior of individual firms in the Wisconsin veneer
log market may be described briefly as follows:

1) Degree of buyer congentration - high-moderate
concentration (30 buyers, 54 percent of market
controlled by top four, 72 percent by top elght
buyers)

2) Degree of seller concentration - virtuélly
atomistic (abbut 500 sellers, all known sellers
each control less than 1l percent of the market

3) Extent of servigce differentiation (buyers) -
moderate differentiation (some minor services
and goodwlll, spatial differentiation slight

to moderate)

4) Extent of product differentiation (sellers) -

=123~
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slight differentiation (product Quality,-timing
of deliveries, fulfillment of contracts),
spatial differentiation unimportant

Barriers to buyer entry - slight importance
(capital non-availability)- -

Barriers to seller entry - insignificant
Extent and character of vertical integration -

moderate in extent (10>percent of market, ex-
tendg to land ownership, concentrated in few
large firms)

Charécﬁerig}iqs'gf gellers - mostly timber pro-
ducerg, mogp of revenue‘from‘pfoducing timber
products, veneer log production a minor part of

total timber production.

Simllarly, the structure of the Indiana veneer log mar-

ket may be described as follows:

1)

2)

3)

4)

Degree of buyer concentration - low-moderate

concentration (29 buyers, 30 percent of market
controlled by top four, 52 percent by top éight

buyers)

Degree'of seller concentration - virtually

atomistic (about 600 sellers, all known sellers

each control less than 1 percent of the market)

Extent of service differentiation (buyers) -

slight differentiation (some minor services and

goodwill, spatial differentiation slight)

Extent of product differentiation (sollerg)’-

slight differentiation (product quality, timing
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6)
7)

8)
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of deliveries, fulfillment of contracts),

spatial differentliatlon unimporiant

Barriers to buyer entry -~ lnsignificant
Barriers to seller entry - insignificant
Extent and character of vertical integration -

extensive (40 percent of market, does not extend
to land ownership, exists in most firms
Characteristics of sellers - mostly sawmill
operators, most of revenue from sawing lumber
or from non-timber business, veneer log produc-

tion a minor part of total timber production.

Timber producers and dealers constitute the industries

selling veneer logs in the two markets. In both cases these

industries are atomistlic, exhiblit llttle product differen-

tiation, are very easy to enter, and produce veneer logs

only as an adjunct to the production of other forest products.

Market Conduct

Information on the behavior, or market conduct, of in-

dividual firms in the two veneer log markets is patchy and

frequently ambiguous. This is but another instance showing

the difficulty of obtaining and interpreting data on the be-

havior of individual firms. The information which 18 avall-

ablg for the Wisconsin market may be summarized as follows:

1)

2)

Production policies for buyers - productlon to
meet orders, substantial seasonal fluctuations

in log inventories

Wood procurement practices for buyers - most wood
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from producers (75 percent), some from dealers
(15 percent), little produced by own erews

(10 percent), most of wood supply obtained
through buyer initiative (75 percenmt), oral
agreements between buyer and seller most common,
but some written contracts and some by no prior
agreement, loans made to a few suppliers
Pricing behavior - buyer establishes veneer

log prices

Stumpage procurement methods for sellers -
large producers obtain stumpage primarily from
public landowners, small producers from own land
and other private owners

Log production practices for sellers - produc-
tlon largely a winter activity, weather-
determined

Marketing policies - sellers usually sell to

more than one veneer mill.

In like manner, market conduct in the Indiana market

may be summarized as follows:

1)

2)

Production policles for ngérs - produetion for

inventory accumulation, minor seasonal fluctua-
tions in log inventories .

Wood progurement pragtices for buyers - much
wood from producers (41 percent) and own crews
(39 percent), some from dealers (20 percent),
most of wood supply obtained through buyer

initiative (75 percent), oral agreements and
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written cdﬁtracts about equally important, some
prior agreement always employed, loans mede to
a few suppliers

Pricing behavior - veneer log prices arrived

at by negotiation between buyer and seller
Stumpage procurement methods for sellers - farm
lands are major source of stumpage, many small
contracts held by most prbducers '
Log production practices for sellers - produc-
tlion year-round, determined by time available

Marketing policies - sellers usually sell to

more than one veneer mill.

Market Performance

The results of the conduct of the firms making up the

Wisconsin veneer log market may be evaluated as follows

‘(only those dimensions of market performance upon which the

evidence permits some comment are listed):

1)

3)

Productive efficiency for buyers (economies

of scale) - substantial economies possible, but
lérgely unrealized,-most firms too gmall for
efficient operation, inadequate performance

(vertical integration) - no economies established,

adequate performance

Size of buying gosts - low buying costs, ade-
quate performance

Progressiveness ers) - very low labor pro-

ductivity, inadequate performance
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4) Productive efficliency for sellers (economies

of scale) - none indicated, adequate per-
formance

(chronig excess capacity) - probably present
for timber production in general, but cannot
be attributed to veneer log production, no
evaluation possible

5) Size of selling costs - negligible, adequate

performance

6) Progressiveness (sellers) - very low labor

productivity, inadequate performance

7) Product performance - quality decreasing, may

reflect premature cutting, (see conservation)
8) Conservation performance - recenﬁly-cut lands
more productive than national average, adequate
performance.
The performence of the Indiana veneer log market may
be evaluated as follows:
1) Productive efficiency for buyers (economies
of scale) - slight economies possible, most
filrms near optimum size, adequate performance
(vertical integration) - no conclusion possible
2) Bize of buying costs - high buying costs ienta-

tively 1ndicatgd, but not persuasive in nature,

adequate performance

3) Progressiveness (buyers) - fairly low labor

productivity, inadequate performance

4) Productive efficiency for sellers (economies
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. of scale) - none indicated, adequate perform-
ance, dlseconomies tentatively indicated, but
evidencé too weak to permit evaluation

(chronic excess capacity) - no conclusion

possible -
5) Size of selling costs - negligible, adequate

performance

6) Progressiveness (sellers) - very low labor pro-

ductivity, inadequate performance

7) ZPEroduct performance - quality decreasing, may

reflect premature cutting, (see.conservation)
8) Conservation performance - recently-cut lands
less productive than national average, inade-

quate performance.

Structure-Performance Relationships

Market structure analyeis 1s Justified on the grounds
that the structure 2? a market l1s an important determinant
gf the performance of that market. Inadequate performance
in several dimensions has now been tentatively indlcated for
the major veneer log markets of the North Central states.
The next task 1s to determine to what extent these inade-
quacies are determined by the structure of the markets
involved.

Unfortunately, at this stage in the development of the
field of industrial organization, little can be sald about
how market structures influence market performance. Economic

theory supplies a number of hypotheses about how this
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influence 1s exerted, but the dirficultieg g: empirical
research on market conduct, the connecting link, have pre-
vented wide-spread testing of these hypotheses. For the
‘most part, then, only observed relationships between forms
of market structure and types of market performsnce are
avallable as guldelines for determining the extent to which
inadequacies in performance are the result of particular

market struectures.

Unrealized Scale Egonomies in
the Wisconsin Plywood Industrx

- No empirical evidence on structure-performance relation-
shlps is needed to show that inefficiency due to undersized
firms 1s associated with market strusture. This much is ob-
vious. The pronounced economies of scale attainable in com-
merclal plywood production, the much higher labdr producti-
vity of the optimum-sized firm, and the existence of many
under-sized firms in the Wisconsin commercial plywood indus-
try all point directly to the structural determinant of in-
- efficliency in the attalnment of economies of scale. There
are obviously too many plywood plants, moat of them too
small for optimum efriciéncy, in this market.

It is possible that the existence of the many small
Wisconsin plywood firms is dﬁe, in turn, to product differ-
entiation and vertical coordination in the plywood market
1tseir. Some of these emaller firms may be producing ply-
wood dimension, a specilalty product, to the orders and
specifications of a few buyers. Such & relationship may or

may not be efficient. It is possible that the standardized
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products, which can be produced most efficlently, are not
well sulted to the requirements of certaln buyers, and that
over-all efficlency is greater under the present form of
operatlion than it would be if all buyers were forced to use
standard plywood sheets. If so, the small high-cost pro-
ducers of plywood dimension are effectively filling inter-
g?}ggs in the economy which could not be filled in any better
way 1n the shortrun. Only more research can determine
whether this 1is, in fact, the c#se.

Another possible explanation for the large number of
small firms in the Wisconein plywood industry is the extent
of spatlal service differentiation in the veneer log market.
A widely dispersed resource base together with relatively
high costs of transporting raw materials might be expected
to favor an industry of widely dispersed small firms. This
possible explanation i1s somewhat implausible in view of the
observed geographic concentration of Wisconsin plywood

mills.,

Technological Backwardness in
Veneer and Plywood Manufacture

Inadequate technological progressiveness also appears
to be a characteristic of the Wisconsin plywood industry.
Such inadequacy is popularly supposed to be assoclated with
low concentration, and high profits are supposed to ensure
rrogressiveness. Empirical research does nbt always sub-
stantlate this supposition. Some studies even tend to

refute the assoclation of high concentration with
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progressiveness73. On the other'hand, there is some evi-
dence that industries with chronic subnormal profits, most
of'them atomistic, are not technologicélly progressive74.

| The conflict between these opposing points of view may
be more apparent than real. There seems to be some confu-
slon between the processes of discovery, development, and
innovation., Industry does not appear to be as successful
as universities and other research institutions in discover-
ing new knowledge (a few notable exceptions, such as the
Bell Labs, are congpicuous enough to prove the rule). There
is, then, little relatlonship between scale or concentration
and progressiveness as far as the process éf'discovery is
concerned. The brocesses of development (deve10p1ng practi-
cal applications of new discoveries) and innovation (putting
these applications into practice) are handled effectively
by many industries, however. Development, in particular,
.seems to be handled best By industries composed of large
firms, whether concentrated or not, and by certain atomistic
industries for which research and development has been in-
stitutionalized in the public sector (agriculture being the
notable example). Innovation seems to'proceed satisfactorily
in all industries except those in which a chronic profit

shortage prohibits the necessary level of capital investment.

73W’illard F. Mueller, "A Case Study of Product Discovery
and Innovation Costs," Southern Economic Journal, 24 (July,
1957), pp. 80-86. -

74Ba.in, Industrial Organization, p. 419, and Almarin
Phillips, "Concentration, Scale, and Technological Change in
Selected Manufacturing Industries 1899-1939," Journal of
Industrial Economies, 4 (June, 1956) pp. 179-193.
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Discovery and development may or may not be proceeding
at adequate rates in the hardwood veneer and plywood indus-
try, but 1t seems clear that the rate of innovation of
existling production techniques is inadequate in the Wisconsin
plywood industry. ‘Large firms in the industry have demon-
strated the feasiblility of labor-saving technology. Many
small firms have not adopted this technology. Capital scar-
city resulting from chronlc profit deficiencies may explain
thls lack of innovation, however, the data avallable are not
adequate to test the hypothesis and further research is
1nd1cated.

Technological Backwardness .
in Veneer lLog Production

Most of the discussion of technological backwardness
in veneer and plywood manufacture applies equally to veneer
log production. The great majority of timber producing en-
terprises are much too small to engage in research and de-
velopment. Chronic subnormal profits are often alleged to
typify timber productibn, and innovation, too, may be im-
peded if this allegation is true. Further research is needed
to test the hypothesis. ‘

It does seem that much of the development and innova-
tion ocecurring in timber production might be credited to
equipment manufacturers and wood-using industries. For ex-
ample, paper companies in Wisconsin have financed and en-
couraged the adoption of mechanical peelers rather than
walting for pulpwood producers to adopt this innovation on

their own. If this is so, innovation in log production is
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likely to lag, because small sawmills and plywood plants
are less likely to stimulate innovation than are paper

companies,

Depletion of Timber Resources

Inadequate conservation performance of the type tenta-
tively characterizing the timber producing industries of the
Central states 1s usually associated with atomistic indus-
tries. It 1s especlally likely to occur when such an indus-
try}is utilizing a resource in which the individual firms do
not hold property rights. The classical case in point is the
- common pool situation in the petroleum industry. The farm
forests of the'Central states provide another example, at
least from the timber producers' point of view. Timber pro-
ducers in thls area seldom own the land from which they har-
vest timber, and consequently they have no long-term interest
in any particular tract. The resulting lack of incentives
to0 preserve long-run productivity of the forest, coupled
wlth the strong incentives favoring resource depletion which
affect farm woodland owners75, leads to poor conservation
performance. But, despite the fact that atomism in the tim-
ber producing industry encourages this lnadequate performance,
it 1s likely that the more important causal factors are those

shaping the behavior of the landowners.

75William B. Lord, "A Reconsideration of the Farm
Forestry Problem,"” Journal of Forestry, 61 (April, 1963),

PP. 262-264,
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Structural Changes for Improved Performance
The foregoing discussion suggests that the most im-

vrortant structural change which might improve the perform-
ance of the veneer and plywood 1ndustries of the North
Central region would be wide=-spread consolldation among the
many small plywood plants in Wisconsih. The plywood produced
by the twenty firms with less than 100 employees each could
be produced by about five plants of a slze Just sufficlent

to achieve potentlal economies of scale.

Before a recommendation for wide-spread consolidation
can be made, however, a study of the production and marketiﬁg
of plywood itself should be undertaken to determine whether
the high costs of manufacturing plywood in small plants are
due not to scale of production but to the process of manu-
facturing dimension and, 1f this is so, whether the high
costs of manufacturing dimension are offset by economies due
to the use of dimension in subsequent stages of manufacturing.

One concomitant of consolidation of small veneer and
plywood firms would be a very considerable increase in buyer
concentration in the Wisconsin veneer log market. Buyer con-
~centration in this market is currently at about the thresh-
hold above which monopsonlistic exploitation may be expected
(1ndustries with 75 to 80 percent or more of total output
controlled by the eight largest firms ére often assoclated
wlth chronic excess profits and monopollstic exploitation76).

This may well be a situatlion in which competing goals are

76Baiﬁ, Industrial Organization, p. 414.
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1nvolved._ Optlmum efflclency, progressiveness, and perhaps
conservation performance may be attainable only at the cost
of monopsonistic priecing and output restriction.. Conversely,
competitive pricing and output levels maykinvolve.ineffi-
clency, technological backwardness, and resource depletion.

Many forest products markets, including the smaller
secondary veneer log markets which were found in the North
Central region77, are highly concentrated. The problem of
conflicting goals may be a very general one in formulating
economic policy for such markets. Further research should
be undertaken to determine the extent of mohopggnigtic pric-
ing and output behavior in some of these more concentrated
markets, so that the dimenslions of this problem can be
revealed.

The discussion of structure-performance relationghips
also suggests that consolidation and reorganization‘of small
veneer and plywood manufacturing firms and of timber produc-
ing enterprises in the North Central region might increase
the rate of technological progress occurring in these indus-
trles. Without such an increase the markets of these labor-
intensive industries are likely to experience ever more
severe inroads by imported and substitute products. Such
inroads are already serious, and may well become disastrous
to the Unlited States hardwood piywood industry ﬁnless more
far-reaching remedles than the high tariff walls requested
by the‘industry are employed.

TTpp. u7-48.
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. The required research and development can be done in
the public sector, as it has been done in agriculture in the
past. Industry reorganization probably cannot be accomplished
rapidly enough to ensure technological progressiveness with-
out sgﬁe major public contribution as #ell.

Technological progress, whether it 1s generated pri-
marily within industry or elsewhere, is likely to result in
new products as well as more efficient production processes.
In the long run such progress is llkely to lead to the dis-
placement of products like lumber and hardwood Plywood by new
products which involve a more substantial reconstitﬁtion of
the basic wood material. These products wi;l be more homo-
geneous and better sulted as raw materials for mechanized pro-
cesses of producing finished products. They will utilize
slzes, grades, and species of timber which can be grown and
harvested more rapidly and more 1nexpensivelj than can venéer
logs. The size qf the research and development effort in the
forest products field 1s more likely to determine the over-
all importance of wood as an industrial raw material than
the fﬁture of any particular timber product and industry.

The implicatlion for the hardwood veneer and plywood industry
may well be a cholce between no structural change and a
gradual loss of markets or structural changes which will
bring new product developments and a complete change in the
character of the industry. Certainly the latter alternative

is the better one.
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CONFIDENTIAL Date
| Recorder
Form No. 1 State

NCM-27 Project
PRIMARY MANUFACTURER

Name of firm

Address

A. General:

1.
2.

.5.

6.

7.

Do you process logs or bolts in your mill? Yes__ No___

How many years has your firm been operating
at this location? Years
Does your firm operate other wood-using

mills? _ Yes___ No
If YES, how many?
Ir YES, how many in the study area?

Is your firm engaged full time in the processing
of timber products? Yes___ No___
If NO, what other business or occupation

is your firm engaged in? (specify)
If NO, what percentage of your firm's

gross revenues in 1959 was reallized from the
sale of forest products?

percent

What were the principal products of your firm at
this location in 19597

a. C. e.

b. ' d. f.

How many full-time employees did you have at
this location in 1959°%

How many seasonal employees did you have
at this location in 19597

B. Quantities of wood receipts: (volume by log rule)

1.

What was the total volume of wood receipts at your
mill in 19597 (List by species, raw product, peeled
or unpeeled, and units of measure.)




2.

3.

140~

What was the monthly pattern in volume of wood
receipts at your mill in 19597

.Jan. July
Feb. L Aug.
Mar. Sept.
April : Oct.
May Nov.
June Dec.

If monthly data are not avallable, what were the:
a. Peak-use months and amounts (aver.)
b. Lowest-use months and amounts (aver.)
¢. Other months and amounts (aver.)

Do you consider the monthly pattern in volume of wood

‘"receipts at your mill in 1959 to be a typical pattern?

Yes__ No__
If NO, why not?

Do you prefer seasonal variations in the volume of
wood receipts at your milil? Yes__ No__
If YES, what is your preferred pattern of receipts?

How do you explain the seasonal variations in the
typrical pattern of wood receipts at your mill?

Were any of your wood receipts in 1959 resold in the
same form in which they were recelived? Yes___ No___
If YES, what speclies and amounts?
If YES, why was this wood not processed at your mill?

What changes in the annual volume of wood receipts at
your mill took place in the years 1950-597 (List by
species)

All
: Species:

&
K

¢

8

I+
\NO
AN

OfILEN

Did your mill do any custom processing of timber
products in 1959? Yes___ No__
If YES, what species, products, and amounts?
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If YES, did you receive as payment a pdrtion of the
wood process? Yes___ No___
"If YES, what percentage? percent

C. Inventdries of raw wood:

1., What was the monthly pattern in raw wood inventoriles
on hand at your mill in 1959? '

Jan. July
Feb. Aug.
Mar. Sept.
Apri Oct.
May Nov.
June Dec.

If monthly data are not available, what were the:
a. Peak-inventory months and amounts (aver.)

b. Lowest-inventory months and amounts (aver.

¢. Other months and amounts (aver.)

2. Do you consider the monthly pattern in raw wood
inventories at your mill in 1959 to be a typical
pattern? Yes__ No__

If NO, why not?

3. Do you prefer seasonal variations in the volume of
raw wood inventories on hand at your mill? Yes__ No__
If YES, what 1s your preferred pattern of inventories?

If NO, do you have an obJective of malntaining a

fixed ratio in the volume of raw wood inventories to

annual receipts? Yes___ No___
If YES, what is this ratio?
If NO, do you have an objective of maintaining a
fixed ratio in the volume of raw wood inventories
to annual manufactured product sales Yes___ No___

If YES, what 1s this ratio? '

4, Is there a physical limit to the volume of raw wood
inventories that can be stored in yard economically?
: Yes___ No__
If YES, what 1s the nature of the limitation?

If YES, what 1s the maximum volume?

5. Is there a technological limit to the volume of raw
wood inventories that can be stored in yard because
of insects, fungl, etec.? Yes___ No___

If YES, what is the nature of the limltations? '

If YES, what i1s the maximum volume?

'D. Sources of wood receipts:
1. Where is the 1959 wood supply area for your mill?
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(List counties or states if only a few are involved.
Outline on attached county map, if possible. State
radius of operations in miles.s '

a. Counties or states

b. Radius of operations

2. Have there been any significant changes in the wood
supply area for your mill over the period 1950-59%
Yes___ No___

If YES, what were the changes?

5. What is the ownership of the forest land from which
the 1959 wood supply was obtained? (Estimate volume
of wood or percentage of total volume obtained from
each source.)

Volume Z Volume %
a., Own land#* d. Nat. forest
b. Farmer e, State forest

¢. Other private f. Other public
#Include subsidiary company ownership

4, Have there been any significant changes in the wood
supply obtalned from different forest land ownership
sources over the period 1950-59°? Yes___ No__

If YES, what were the changes?
If YES, what explanations can you give for these
changes?

5. From which agent sources was your 1959 wood supply
obtained? (Estimate volume of wood or percentage of
total volume obtained from each source.)

' Volume %
a. Own employees: ‘

(l; From own lands

(2) From other lands

b. Producer ‘

¢. Dealer ‘

d. Other agent (specify)

6. Have there been any significant changes in the agent
sources of your wood supply over the period of
1950-59? Yes___ No___

If YES, what were the changes?
If YES, what explanations can you give for these
changes? :

E. Wood grqcurement methods and policies:

l. What percentages of your firm's 1959 cut wood purchases
were obtalned under the following types of agreements?
a. Written contract :
b. Oral contract
c. No prior agreement
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QUESTIONS 2 TO 6 APPLY ONLY TO WRITTEN CONTRACTS FOR GUT
WOOD PURCHASES. IF THERE WERE NO SUCH CONTRACTS, SKIP
TO QUESTION 7.

2. Har far in advance of the beginning of wood deliveries
are contracts usually negotiated?

3. What are the details of standard written contracts
for cut wood purchase? (Obtain printed copies where
possible. Check the following items which are inclu-~
ded in contract specifications; then describe as much
as possible.) :

a. Kind of wood

b. Amount of wood

c. Size of wood

d. Quality of wood

e. Tilme or perlod of delivery
t. Method of payment

& Time of payment

4, Are there any differences in the cut wood purchase
contracts made with different groups or agents?
Yes ___ No_
If YES, what are these differences?

5. Does the standard cut wood purchase contract specify
any conditlons under which timber is to be harvested?
: Yes No
If YES, what are the conditions?

6. How binding are the provisions of standard written
contracts for cut wood purchases (i.e., how much
leeway 1s given suppliers in completing terms of
contract and how much leeway does your firm allow
itself in terminating contracts)?

QUESTIONS 7 to 11 APPLY ONLY TO ORAL CONTRACTS FOR CUT
WOOD PURCHASES. IF THERE WERE NO SUCH CONTRACTS, SKIP
TO QUESTION 12. '

T. How far in advance of the beginning of wood deliveries
are contracts usually negotlated?

8. What are the details of oral contracts for cut wood
purchases? (Check the following items which are
included in agreements; then deseribe as much as

possible.)

a. Eind of wood

b. Amount of wood

C. Slze of wood

d. Quality of wood

e. Time or period of delivery
f. Method of payment

-3 Time of payment
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11.
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Are there any differences in the oral contracts for
cut wood purchases made with different groups or
agents? Yes___ No___
If YES, what are these differences?

Does the oral contract for cut wood purchases specify
any conditions under which timber is to be harvested?
Yes___ No___

If YES, what are the conditions?

How binding are the provisions of oral contracts for
cut wood purchases (i.e., how much leeway is given
suppliers in completing terms of contract and how
much leeway does your firm allow itself in terminat-
ing contracts?)

QUESTIONS 12 TO 16 APPLY ONLY TO STUMPAGE PURCHASES BY
YOUR FIRM. IF NO STUMPAGE PURCHASES ARE MADE, SKIP TO
QUESTION 17.

12,

13.

14,

What percentages of your firm's 1959 stumpage pur-
chases (in terms of volume) were obtained under the
following types of agreements? %

a. Written contract with public
landowners

b. Written contract with private
landowners

¢. Oral contract

What are the details of your firm's standard con-
tracts for stumpage purchases from private land-
owners? (Check the following items which are
included ln agreements; then describe as much as
possible.)

a. Species

b. Amount of timber

c. Size of timber

d. Quality of timber

8. ' Time or period of harvest

f. Method of payment

& Time and baslis of measuremen

If the standard contract for stumpage purchases from
private landowners is a written contract, and if oral
contracte are also made, how does the oral contract
differ in its provisions from the written contract?

| 15. Are there any differencee in the stumpage purchase

contracts made with different groups of private
landowners? Yes__ No___
If YES, what are these differences?
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17.

18.

19-

20.

21.

22,
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Does the standard contract for stumpage purchases

from private landowners specify any conditions under

which timber 1s to be harvested? Yes___ No___
If YES, to what percentage of your 1959 private
‘purchases do these specifications apply?

percent

If YES, what are the specifications?
If NO, are there any harvest conditions your firm

- will aooept in contracts for stumpage purchases

upon a private landowner's insistence?
If YES, what are the conditions?

What percentages of your 1959 wood purchases were
obtalned through negotiations initiated by your firm
or initiated by sellers?

a, Mill
b. Sellers
¢. Indefinite

JWhen your firm takes the initlative in negotiating

wood purchases, ‘what are the methods you use in
contracting potential suppliers? -

From how many different persons or agencies was your
1959 wood supply purchased?

No, No,
a. Nonproducer ¢. Dealer
landowner d. Other
b. Producer agent
(specify)
Was 1959 a typical year? Yea___ No___

If NO, why not?

What quantlities of your 1959 raw wood receipts were
purchased on the stump, roadside, and delivered?
Quantity Z

On the stump
Roadside

F.o.b. railroad

Delivered to mill

Did the points of purchase of 1959 raw wood receilpts
vary by agent sources of wood? Yes__ No___
If YES, how did they differ? ,

To what degree does your firm perform the'following
functions in regard to wood procurement?

a. Logging
b. Hauling

QUESTIONS 23 AND 24 APPLY ONLY TO CUT WOOD PURCHASES
FROM PRODUCERS
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23. Are any producers offered paymsnts (loans) in advance
of time of payment specified in a standard contract?
) Yes__ No
If YES, is this the usual procedure adopted by

your firm? Yes__ No___
If YES, does the producer pay interest on such
prepayments or loans? Yes___ No___

If YES, what is the size limitation on the pre-
payments or loans offered?

24, Are any producers offered other business aids by your

firm? Yes__ No___
If YES, is this the usual procedure adopted ,
by your firm? Yes__ No___

If YES, what are these business aids?

QUESTIONS 25 AND 26 APPLY ONLY TO CUT WOOD PURCHASES FROM
DEALERS OR EQUIVALENT AGENTS.

25. Are any dealers offered payments (loans) in advance of
time or payment specified in standard contract?

Yes__ No__
If YES, is thlis the usual procedure adopted by
your firm° Yes___ No__
If YES, does the dealer pay interest on.such
prepayments or loans? Yes___ No___

If YES, what is the size limitation on the pre-
payments or loans offered?

26. Are any dealers offertd other business aids by your

firm? Yes___ No___
If YES, is this the usual procedure adopted by
your firm? Yes__ No__

If YES, what are these business aids?

27. Do you assign exclusive procurement territories to
your wood suppliers? Yes___ No___
If NO, what policy do you follow to minimize the -
ovsrlapping of procurement territories by your
wood suppliers?

28. Do you object to having your wood suppliers take
contracts to supply wood to other firms using the
same kind of timber? Yes___ No___

If YES, what action do you take?

29. Do you have any wood procurement policy designed to
minimize wide fluctuations in the volume of wood
called for in successive contracts made with suppliers?

Yes__ No___
If YES, explain what this policy is.

F. Prices:

l. What prices were paid per unit of volume (price scale
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at end of 1959) for wood purchases by your firm?
(F111 in as many items as possible, by speciles,
product, and quality classes.)

. Specles, product, and quality
classes

a. Stumpage
b. Roadside ‘
c. Delivered to rr.

d. F.o.b. rr.

e. Trucked at yard
f. Rr. at yard

2. Are there any differences in the prices paid to dif-
ferent groups of landowners or agents? Yes___ No___

If YES, what are these differences (and which prices
are quoted in item 1 above)?

3. Are there any differences in prices pald for delivered
wood on baslis of distance of haul? Yes___ No___
If YES, what are these differences by mode of
transportation (and which distances do the prices
quoted in item 1 above refer to)?

4. Are the prices you pay for wood raw material the
result of: (Check the correct explanation below)
a. your offered price? Ce. negotiation?
b. the seller's price? d. other
(specify) ?

5. Are the prices received for your principal products
sold ?he result of: (Check the correct explanation
below

a. your price? c. negotiation?
b. the buyer's price? d. other
(speecify)__ 2

6. What prices per unit of volume were obtained by your
firm at the end of 1959 for the processed products
. you sold? (List by principal products.)

4 7. How frequently have the prices you pay for wood raw

material changed during the 3-year period 1957-59%
: ' times

8. How frequently have the prices received for the
princlpal products sold by your firm changed during
the 3-year period 1957-59% , times

Costa:

1. What logging costs (felling and bucking and skidding
per unit of volume applied to wood products delivered
to your mill at the end of 1959? (Estimate prevalling
contract rates, if logging eosts were not paid for



H.

2.

3.

5¢

T.
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directly by your firm.)

What truck hauling costs per unit of volume applied to
wood products delivered to your mill at the end of
19597 (Estimate prevailing contract rates, if hauling
costs were not paid for direotly by your firm.)
a. Hauling by truck direct to mill ' '
1) Average cost? :
2) Min. cost?
3) Max. cost?
4) Cost by distance zones?
b. Hauling by truck to railroad.
(1) Average cost?
(2) Min. cost?
(3) Max. cost? _
(4) Cost by distance zones?

Do truck hauling costs above include the cost of load-
ing? Yes___ No__
If NO, what 1s the estimated loading cost per

unlt of volume?

If NO, who pays the cost of loading?

Do truck hauling costs direct to mill include the cost
of unloading? Yes___ No___
If NO, what 1s the estimated unloading cost per

unit of volume? ‘ —

If NO, who pays the cost of unloading?

Do truck hauling costs to railroad include the cost

of unloading and loading onto railroad cars?

Yes___ No___
If NO, what 1s the estimated cost per unit of
volume? .
If NO, who pays thlis cost?

What railroad hauling costs per unit of volume applied
to wood products delivered to your mill at the end of
19597?

a. Average cost?
b. Min. cost?

¢c. Max. cost?

d. Cost by distance zones?

What was your cost per unit of volume for iood pur-
chasing activities in 1959%

Transportation:

1.

What percentages of the volume of your raw wood
receipts in 1959 were delivered to your mill by
different methods of transportation?
a. Truck :
b. Railroad :
c. Other (specify)




3.

5.
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What were the truck-hauling diatances to your mill in
1959 in direct-to-mill wood hauls? '
| - Miles

a. Average distance
b. Min. distance
c. Max. distance

What were the truck-hauling distances to railroad in
1959. in wood hauls where deliveries to your mill was

by railroaed?
—Miles

a. Average distance
b. Min. distance
c. Max. distarce

What were the rallroad-hauling distances to your mill
in 1959 in wood hauls where deliveries to your mill

was by rallroad?
- —Miles

a, Average distdnce
b. Min. distance
¢. Max, distance

What changes in the use of different methods of
transportation for deliveries of raw wood to your mill
have occurred over the period of 1950-59%

What changes in the distances of haul for deliveries
of raw wood to your mill have occurred over the

- period 1950-59%

a. Truck deliveries?
b. Rallroad deliveries?

Sales of processed products:

1.

- in 1959? (List by products.)

2,

3,

. Jan. . .July
Feb. Aug .
Mar. ' Sept.
April - Oet.
May Nov.
June ' ‘ Dec.

What was the total volume of prodﬁction at your mill

What percéntage of mill capacity did your 1959 pro-
duction represent? percent

What was the gross sales value of processed products
at the mill in 1959% :

What was the monthly pattern of froduction at your
mill in 1959 (in terms of volums)?

If menthly data are not availablé, what were the:
a. Pesk-inventory months and amounts (aver.)




5.

10.

1l.
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b. Lowest-inventory months and amounts (aver.)
¢. Other months and amounts (aver.) )

Do you conslder the monthly pattern of production at
your mill in 1959 to be a typical pattern? Yes___ No__
If NO, why not?

What was the monthly pattern in processed wood inven-
tories on hand at your mill in 1959°%

Jan. July
Feb. Aug.
Mar. ) Sept '
April Oct.
May Nov.
June Dec.

If monthly data are not avallable, what were the:
a. Peak-inventory months and amounts (aver.)

b. Lowest-inventory months -and amounts (aver.)

¢. Other months and amounts (aver.) .

Do you consider the monthly pattenn in processed wood
inventories at your mill in 1959 to be a typical

pattern? - o Yes___ No___
If NO, why not?

Do you prefer seasonal variations in the volume of
processed product lnventories on hand at your mill?
Yes___ No___
If YES, what is your preferred pattern of 1nventor1es?

If NO, do you have an objective of maintaining

fixed ratio in the volume of processed product in-

ventories to product sales? Yes___ No__
If YES, what is thls ratio?

Is there a physical 1limit to the volume of processed
product inventorlies that can be stored in yard
economlcally? Yes___ No___
If YES, what is the nature of the limitation?
If YES, what is the maximum volume?

Is there a technological 1limit to the volume of
processed product inventories that can be stored in
yard because of insects, fungl, etc.? Yes___ No___
If YES, what 1s the nature of the limitation? _
If YES, what is the maximum volume?

What percentages of the volume of your principal
products in 1959 were produced to fill previqusly
obtalned orders?
Product % Product 4
a. c.
b. ' ' d.
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What area did your sales territory cover in 1959?
(List by principal products. List counties or
cities, or outermost states or.cities. State
maximum distances.)

Have there been any significant changes in the

product market areas for your firms over the period
1950-59°? Yea___ No
If YES, what were the ohanges?

To which types of buyers did aales of your principal
products in 1959 go? (Estimate, b{ products, the
volume or percent of total volume

Volume % - Volume &
a, Manufa -

b. Wholesaler
c. Retaller

d. Industrial u
e. Other isﬁecigyi’

Have there been any significant changes in the vol-
umes of products golng to different types of buyers

~ of your principal products over the period 1950-59%

16.

17.

18.

) Yeos__ No.
If YES, what were the changes?
If YES, what explanations can you give for these
chanses?

How many different buyers of your products did you
sell to 1in 19597

No, : No,
. & Manufacturer d. Industrial user

b. Wholesaler e. Other (specify)
c. Retaller )

Have there been any significant changes in the

numbers of buyers of your prinelpal products over

the period 1950-597? Yes___ No___
If YES, what were the changes?
If YES, vhat explanatlions can you give for these
changes?

What 1is the typical time interval between recelipt of

an order from a buyer and the filling of that order?
(List separately by principal products, if time

interval variles.

a. How much variation from the typical time

interval ocours?

"b. What are the causes of variations from the

typical time interval?

J. Agent Sources of raw wood products, 1959:

Name Address
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CONFIDENTIAL Date
. e Recorder
Form No., 2 } State

Name of agent or firm -

NCM-27 Project

1 IATE

Address

A. General:

1.
.2.

3.

Te

8.

"your present location?

Do you buy and sell or receive a commission for
handling rough wood products? Yes___ No__

How many years has your firm been operating at
years

What form of business organization does your firm have?
a. Single owner ¢. ____ Corporation :
b. “Partnership - d. Cooperative

. Is your firm engaged full time in the marketing of

raw timber products? Yes__No___
If NO, what other business or occupation is your
firm engaged in? :
a. Sawmill operator ____ d. Farmer

b. Operator of other e. Wage earner —
wood-using mill £. Other
(specifty (specify)

c. Store operator —_— . :

If NO, what percentage of your gross revenues in

1959 was reallzed by sales of raw timber products?
, ' percent

What were the principal raw timber products handled
by your firm in 19597%
a. N .. c [ ]

Is your ‘marketing of raw timber products typically a
year-round business? , Yes___ No___
If NO, what are the typical months o: operation?

How many full-time employees in your timber-marketing
business did you have 1in 19597 employees

How many seasonal employees in your timber-marketing
business did you have in 1959% employees

B. Quantities of wood purchases: (volume by _ log rule)

1.

What was the total volume by product and unit of
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measure, of your raw timber purchases in 1959%
(List only timber handled as part of your business
as an intermediate market agent.)
Product Volume _ Product Volume
a. b.

2. What was the monthly pattern in your raw timber
purchases in 1959? (List separately by products.)

Jan. July 3
Feb, _ Aug.

Mar, Sept.

April - Oct.

May Nov.

June Dec.

If monthly data are not avallable, what were the:
(List separately by products)

a. Peak-inventory months and.amounts (aver.)

b. Lowest-inventory months and amounts (aver.)

¢. Other months and amounts (aver. ) ) ]

5. Do you consider the monthly pattern in volume of your
wood purchases in 1959 to be a typical pattern?

Ye 8___ NO_

If NO, why not?

4. How do you explain the seasonal variations in your
typical pattern of wood purchases?

5. What changes in the annual volume of your wood
purchases took place in the years 1950-59? (List by
products. ) .

All
Year  Products

A

Inventories of raw wobd:

1. Did you assemble raw timber products at your own wood
yard in 19597 Yes___ No___

IF¥ YES, ANSWER QUESTIONS 2 TO 6.
IF NO, SKIP TO SECTION D. SOURCES OF WOOD PURCHASES

2. What raw timber prodﬁcts‘did you assemble at your own
wood yard in 1959% *
a. — b C.
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3

5.

- b. Lowest-inventory months and amounts (aver.
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Why do you assemble raw'timber products?

What was the seasonal variation in the volume of raw
timber inventories on hand at your yard in 1959°?
(List separately by products.) :

-a. Peak-inventory months and. amounts (aver.)

¢. Other months and amounts (aver.)

Do you conslider the seasonal pattern in raw timber

inventories at your yard in 1959 to be a typilcal

pattern? o Yes___ No___
If NO, why not?

Do you have an objective of maintaining a fixed ratio
in the volume of raw timber inventories to sales?

Yes___ No___

If YES, what 1s this ratio?

Sources of wood supply:

l.

5.

Where is your 1959 wood supply area located? (List
counties or states if only a few are involved..
Outline on attached county map, if possible. State
radius of operations in milea.s

a. Counties or states .

b. Radlus of operations

Have there been any significant changes in ydur wood
supply area over the period 1950-59% Yes__ No___
If YES, what were the changes? '

What 1s the ownershlp of the forest land from which
your 1959 wood supply was obtained? (Estimate %
of total volume from each source.)

) % , %
a. Own land ____ d. Nat. forest —_
b. Farmer —_— e. State forest
c. Other f. Other publiec ___
private ____ g. Don't know -

Have there been any signlificant changes in your wood
supply from different forest land-ownership sources
over the perliod 1950-59% Yes___ No__
If YES, what were the changes? '
If YES, what explanations can you give for these
changes? ‘

From which agent sources was your 1959 wood supply
obtained (estimate ¥ of total volume obtained from
each source)? ,

§:] 2

a. Own empioyees : b. Producer
(1) From own lands___
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(2) From other lands c. Other agent
“ (specify)

6. Have there been any significant changes in the agent
sources of your wood supply over the period 1950-59%
Yes___ No___
If YES, what were the changes?
If YES, what explanations can you give for these
changes?

Wood procurement methods and policles:

l. What percentages of your 1959 cut wood purchases were
obtalned under the following types of agreements?
a. Written contract %
b. Oral contract r %

QUESTIONS 2 TO 5 APPLY ONLY TO WRITTEN CONTRACTS. IF
THERE WERE NO WRITTEN CONTRACTS, SKIP TO QUESTION 6.

2. How fai- in advance of the beginning of wood deliveries
are contracts usually negotliated?

3. What are the detalls of standard written contracts
for cut wood purchase? (Obtain printed copies where
possible. Check the following itemes which are
included in contract speclfications; then describe
as much as possible.

a. Kind of wocd

b. Amount of wood

e ____ Size of wood

a. Quallty of wood

e. Time or period of delivery
T, Method of payment

& Time of payment

" 4, How binding are the provisions of standard written

contracts for cut wood purchases (i.e., how much
leeway is given suppliers in completing terms of
contract and how much leeway does your firm allow
itself in terminating contracts)?

5. Did you buy cut wood in 1959 only when you had a
contract for lts resale? Yes___ No__
If NO, explain your policy of purchases in advance.
of sales contracts.

QUESTIONS. 6 TO 9 APPLY ONLY TO ORAL CONTRACTS FOR CUT
WOOD . PURCHASES. IF THERE WERE NO SUCH CONTRACTS, SKIP
TO QUESTION 10. '

6; How far in advance of the beginning of wood deliveries
are contracts usually negotiated?
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7. What are the detalls of oral contracts for cut wood
purchases? (Check the following items which are
included in agreement; then describe as much as

poasible.)

a. Kind of wood

b. Amount of wood

c. ____ Slze of wood

d. Quality of wood

e. Time or period of delivery
f. Method of payment

&e Time of payment

8. How binding are the provisions of oral contracts for
cut wood purchases (i.e., how much leeway is given
supplliers in completing terms of contract and how
much leeway does your firm allow itself in terminat-
ing contracts?

9. Did you buy cut wood in 1959 only when you had a
contract for its resale? Yes___ No___
If NO, explain your policy of purchases in
advance of sales contracts.

QUESTIONS 10 TO 13 APPLY ONLY TO STUMPAGE PURCHASES BY
YOUR FIRM. IF NO STUMPAGE PURCHASES ARE MADE, SKIP TO
QUESTION 14.

10. What percentages of your firm's 1959 stumpage
purchases (in terms of volume) were obtained under
the following types of agreements?

a. Written contract with public landowners
b. Written contract with private landowners
c. Oral contract

11. What are the detalls of your firm's standard con-
tracts for stumpage purchases from private landowners?
(Check the following items which are included in
agreements; then describe as much as possible.)

a. Specles .
b. Amount of timber
Ce Size of timber
d. Quality of timber
e. Time or period of harvest
f. Method of payment
g Time and basls of measurement

12, If the standard contract for stumpage purchases from
private landowners 1s a written contract, and if
oral contracts are also made, how does the oral
contract differ in 1lts provisions from the written
contract?

13. Does the standard contract for stumpage purchases .
from private landowners specify any conditions under
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which timber 1s to be harvested? Yes___ No
If YES, to what percentage of the 1959 private
purchases do these speciflicatlions apply? ___ percent
If YES, what are the specifications? '
If NO, are there any harvest conditions your firm
will accept in contracts for stumpage purchases
upon a private landowner's insistence? Yes___ No__
If YES, what are the conditions? ' '

14. What percentages of your 1959 wood purchases were
obtained through negotlations initiated by your own
firm or initiated by sellers?

-2

a, Own firm
b. Sellers
¢. Indefinite

15. When your firm takes the initiative in negotiating
wood purchases, what are the methods you use in con-
tracting potential suppliers?

16. From how many different persons or agencies was your
1959 wood supply purchased? '

No, No,
a. Non-producer c. Other agent
landowner (specify)
b. Producer —_— 3 .
Was 1959 a typical year? Yes__ No

If NO, why not? '

17. What quantities of your 1959 raw wood receipts were
purchased on the stump, roadside, and delivered?
Quantity %
On the stump
Roadelde
F.o.b. rallroad
Delivered to mill

18. Did the points of purchase of 1959 raw wood receipts
vary by agent sources of wood? Yes___ No___
If YES, how did they differ? .

19. To what degree does your firm perform the following
functlions in regard to wood procursment?

a. Logging?

b. Hauling?.

20. Are any wood suppliers offered payments (loans) in
advance of time of payment specifled in a standard
contract? Yes__ No__

If YES, 1s this the usual procedure adopted by

your firm? Yes___ No___
If YES, does the producer pay interest on such
prepayments or loans? Yes___ No___
If YES, what is the size limitation on the:
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prepayments or loans offered?

21. Are any wood suppliers offered other business alds

by your firm? Yes___ No__-
If YES, is this the usual procedure adopted by
your firm? Yes___ No__

If YES, what are these business alds?

22, Do you assign excluslve procurement territories to
your wood suppliers? Yes___ No___
If NO, what policy do you follow to minimize
the overlapping of procurement territories by your
wood suppllers?

23. Do you object to having your wood suppliers take
contracts to supply wood to other firms using the
same kind of timber? Yes___ No___

If YES, what action do you take?

24. Do you have any wood procurement policy designed to
minimlize wilde fluctuations in the volume of wood
called for in successlve contracts made with suppliers?
. Yes___ No___ -
If YES, explain what this policy is.

F. Prices:

1. What standard dellvered prices did your firm pay per
unit of volume to your wood suppliers at the end of
19592 (Fill in as many items as possible, by products
and/or .speciles.)

a. Products and/or speciles
b. Roadslde :

¢. Delivered to rr.

d. F.o0.b. rr.

e. Trucked to mill

f. Rr. to mill

2. Are there any differences in the prices pald by your
firm for delivered wood on the basis of distance of
haul? Yes__ No___

If YES, what are these differences by mode of
transportation (and which distances do the prices
quoted in item 1 above refer to?)

5. What changes in prices paild for wéod by your firm have
occurred over the period of 1950-59%

4. Do you have any difficulty in obtaining sufficient
market price: information as a basis for your busi-
ness decisions?

a. On products you have to buy? Yes___ No___
. b. On products you have to sell? Yes___ No___
If YES, to a. or b., explain.
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G. Costs:

1.

What stumpage costs per unit of volume applied to
your wood purchases at the end of 19597 (Estimate
prevalling contract rates, if stumpage was not paid
for directly by your own firm.) .

a. Products and/or species
b. Average cost
¢c. Minimum cost
d. Maximum cost

What logging costs (felling and bucking and skidding)

-per unit of volume applied to your wood purchases at.

the end of 1959? (Estimate prevailing contract rates,
ir 1o?ging costs were not pald for directly by your
firm.

a. Products and/or species
b. Average cost
c. Minimum cost
d. Maximum cost

What truck-hauling costs per unit of volume applied

to your wood purchases at the end of 1959%? (Estimate

prevalling contract rates, if hauling costs.were not

paid for directly by your firm.)

Product

Truck to mill i
(1; Average cost
22 Minimum cost
3) Maximum cost
(4) Cost by distance zones

Truck to rr.

1l) Average cost
2) Minlmum cost

(3) Maximum cost
(4) Cost by distance zones

Do-tfuck-hauling costs to mill include the cost of
loading? Yes___ No__

Do truck-hauling costs to mill include the cost of
unloading? : Yes__ No__

Do truck-hauling costs to rallroad include the cost
of unloading and loading onto railroad cars?
Yes___ No___

What railroad-hauling costs per unit of volume

applied to wood products delivered to your markets at

the end of 19597
- Product

Rr. to market

(1; Average cost

(2) Minimum cost
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(3) Maximum cost
(4) Cost by dlstance zones

H. Sales o: raw_timber products:

1.

2.

3.

1951

What was the gross sales value of timber products
sold by your firm in 19597

What was the total volume, by product and unit of
measure, of your timber products sales in 19597
(Iist only timber handled as part of your business
as an intermediate agent. )
Product . Volume
a.
b.

What changes in the annual volume of your timber
products sales took place in the years 1950-59%
(List separately by products.)

All ,

'Year Products

1
'25%125

1057

1956
_ig‘g's
1954
1953
1952

1950

What area did your sales territory cover in 1959%
(Iist by principal products. List counties or cities,
or outermost states or cities. State maximum
distances.)

Have there been any significant changes in the

product market areas for your firm over the period
1950-59? Yes___ No___
If YES, what were the changes?

To which types of buyers did sales of your principal
products in 1959 go? (Estimate, by products, the
volume or percent of total volume.
‘ Volume % Volume %
a. Manufacturer . :
b. Wholesaler ‘
¢. Retaller

d. Indugtrial use

e. Other isﬁecifFf
Have there been an& slgniflicant changes in the
volumes of products going to different types of
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10.
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buyers of your principal products over the period

1950-597% Yes___ No___
If YES, what were the changes?
If YES, what explanations can you give for these
chanses?

How many dirrerent buyers of your timber products did
you sell to 1in 19597?
~ HNe. No,
a. Manufacturer d. Industrial user:
b. Wholesaler e. Other (specify)
¢. Retaller . _

Have there been any significant changes in the

numbers of buyers of your princlipal products over

the period 1950-59°? Yes___ No___
If YES, what were the chanses?
If YES, what explanations can you glve for these
chanses?

What 1is the tyrical time interval between date of a
purchase contract with a buyer and product delivery?
(Llst separately by principal products, if time
interval varies.)
a. How much variation from the typical time
interval occurs?
b. What are the causes of variations from the
typlcal time interval?

I. Agent sources of raw wood products, 1959:

Name Address




~162~

CONFIDENTIAL Date
. _ Recorder
Form No. 3 State

NCM-27 Project
TIMBER PRODUCER

Name of timber producer

Address

A. General:
1. How many years have you been operating as a timber

producer at your present location? years
2. Are you a full-time timber producer? Yes___ No___
If NO, what other business or occupation are you
ensaged in?
a. Sawmlll operator d. Farmer
b. Operator of other e. Wage earner
wood-using mill : f. Other
(specify) - . (specify)

¢c. Store operator —_—
If NO, what percentage of your gross revenuea in
1959 was realized from your business as a timber
producer? percent

5. What were the principal raw timber products you
handled in 1959? .
a - b. - Ce

4, Is your iimber-producing buslness typlcally a year-
round buslness? Yes___ No__
If NO, what are the typical months of operation?

5. How many full-time employees in your timber-
producing busliness did you have in 1959%7____ employees

How many are members of your ramily? ____ employees

6. How many seasonal employees in your timber-producing
business did you have in 1959% employees
How many are members of your ramily? —_ employees

Quantities of timber purchases: (volume by log rule)

1l. Did you purchase any timber as a basis for your
timber-producing business in 1959°? Yes___ No___
If YES, what volume, by product and unit of
measure, was purchased as stumpage in 1959?
Produgt Volume
a.
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Was 1959 a typical? Yes___ No___
If NO, why not? :
If YES, what volume, by product and unit of measure,
was purchased as cut wood in 1959°%

Product Volum
a. R— —— —
Weas 1959 a typlcal year? Yes___ No__

If NO, why not?
IF NO, SKIP TO C. SOURCES OF WOOD SUPPLY.

2. What changes in the annual volume of your timber
purchases took place in the years 1950-59? (Lisp by
producta)

Year All products
125%
1958
1957
19%6
1955
1954
1323
1951
1950
C. Sources of wood supply: _ s

1. Where is your 1959 wood supply area located? (List
counties 1f only a few are involved. State radius.
of operations in miles.)

a. Counties
b. Radius of operations

2. Have there been any significant changes in your wood

supply area over  the period 1950-59% Yes___ No___
If YES, what were the ohanges?

'3. Wnat 1s the ownership of the forest land from which
your 1959 wood supply was obtained? (Estimate % of
total volume from each source.) i p

a. Own land d. Nat. forest _

b. Farmer e. State forest

c. Otherprivate f. Other public
(specify) (specify) —_—

%4, Have there been significant ohanges in your wood
supply from different forest land-ownership sources
over the period 1950-59°? Yes__ No___

If YES, what were the changes?
If XES what explanatione can you glve for these
changes?

5. From what agent sources was your 1959 wood supply
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obtained? (Estimate % of total volume obtained from
each source.) p

- &. Own empléyées: ‘ b. Other producer ____
(1) From own lands ¢. Other agent
(2) From other lands__ (specify)

6. Have there been any significant changes in the agent
sources of your wood supply over the period 1950-59%
' Yes___ No___
If YES, what were the changes? '
If YES, what explanations can you give for these
changes?

Wood procurement methods and policles:

1. What percentages of your 1959 wood supply were ob-
tained by the following stumpage acquisitions
methods?

a. Stumpage from own lands

b. Stumpage purchased by producer

¢c. Stumpage purchased in producer's
name by product buyer

d. Stumpage provided by product buyer

QUESTIONS 2 TO 15 APPLY ONLY TO STUMPAGE PURCHASES BY
PRODUCER. IF NO STUMPAGE PURCHASES WERE MADE, SKIP TO
QUESTION 16. . : o

il

2. What percentages of your 1959 stumpage purchases
(in terms of volume) were obtained under the
followlng types of agreements?

a. Written contract with public landowners
b. Written contract with private landowners
c. Oral contract

i1

3. What are the detalls of your standard contracts for
stumpage purchases from private landowners? (Check
the following items which are included in agreements;
then describe as much as possible.)

a. Specles . .
b. Amount of timber
C. __ Size of timber
d. ____ Quality of timber
6. Time or period of harvest
f. Method of payment
& Time and basis of measurement

4, If the standard contract for stumpage purchases from
- private landowners is a written contract, and if oral
contracts are also made, how does the oral contract
differ in its provisions from the written contract?
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Does your standard contract for stumpage purchases
from private landowners speclfy any conditions under
which timber is to be harvested Yes___ No___
If YES, to what percentage of your 1959 purchases
do these specifications apply? percent
If YES, what are the specificationsa?
If NO, are there any harvest conditions your firm
will accept in contracts for stumpage purchase upon
a private landowner's insistence? Yes___ No___
If YES, what are the conditions?

How binding are your contracts for stumpage purchase
(1.e., how much leeway do you allow yourself in
terminating contracts)?

How far in advance of the beginning of harvest
operations are stumpage purchase contracts usually
negotiated?

Do you buy stumpage only when you hold a contract for
the sale of products? . Yes___ No___
If NO, explain your policy of stumpage purchases

in advance of contracts for the sale of products.

What percentages of your 1959 stumpage purchases were
obtalned through negotiations initiated by you or
initiated by landowners?

a, Producer
b. Landowner
c. Indefinite

i

When you take the lnitiative in negotlating stumpage
purchases, what are the methods you use in contacting
potential suppliers?

How many stumpage purchase contracts did you make in

1959°? contracts

Was 1959 a typical year?‘ o Yes___ NO___
If NO, why not?

From how many different persons or agenclies did you
obtain your stumpage purchases in 1959°% ‘
persons or agencles
Was 1959 a typical year? Yes___ No__
If NO, why not?

Is there a minimum volume per acre below which you
will not consider stumpage purchase? Yes___ No___
If YES, what 1s this minimum? .

Ié there a minimum volume per tract below which you
will not conslder stumpage purchase? Yes___ No___
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If YES, what is this minimum?

15. Is there a minimum value of timber per tract below
which you will not consider stumpage purchase?
Yes___ No___

If YES, what 1s this minimum?

16. Did you receive funds from any of your product buyers
for stumpage purchases in 1959? Yes__ No___
If YES, which buyers? :
If YES, what portlon of your total stumpage
purchases in 1959 did these funds cover?

17. Did you subcontract some or all of the logging
operations in your timber-producing business in 1959%

Yes___ No
If YES, what percentage of the volume handled was
subcontracted? percent
If YES, did subcontracting apply to
a. Felling and bucking? Yes___ No___
b. Skidding? - Yes___ No___

If YES, why didn*t you handle all the logging
operations yourself? (Check, if more than 1 reason,
number in order of importance.)

a. Lacked necessary equipment

b. Lacked logging experience '

C. Inadequate family or hired labor available

d. Belleved subcontracting to be the cheaper
method

e. Producer's time more valuable for other
purposes }

f. Other demands on producer's time

&. Other (specify)

18. Did you subcontract some or all of the hauling
operations in your timber-producing business in 1959°?
Yes No

If YES, what percentage of the volume handled was
subcontracted? bercent
If YES, why didn't you handle all of the hauling
operations yourself? (Check, if more than 1 reason,
number in order of importance.)

a. Lacked necesszary equipment

b. Lacked hauling experience

c. Inadequate family or hired labor available

d. Belleved subcontracting to be the cheaper
method .

8. Producer's time more valuable for other
purposes

f. Other (specify)

19. Did you recelve in 1959 funds from any product buyers
in advance of time of payment specified in a standard
contract to faclilitate your logging or hauling
responsibilities? Yes___ No___
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If YES, which buyers? c
If YES, for what purpose?

20, Did you receive in 1959 any other businesa alds from
any product buyers to facilitaxe your logging or
hauling responsibilities? Yes___ No___

If YES, which buyers?
If YES, what aids?

E. Prigés Recelved:

1. What prices did you receive per unit of volume for
wood products you sold in 1959? (Fill in as many
items as possible, by products and/or species.)

Products and/or species
a. Roadside
b. Delivered to rr.
c. F.o,b, rr,
d. Trucked to mill

e. Rr, to mill

2, To which agents did you sell the products and/or
specles listed above? (Check appropriate cells.)
Products and/or species
a. Dealer
b. Concentration yard
c. Other intermediate agent
d. Wood-using mill

e. Other producer
f. Other Esﬁecifi)
3. Did you have any difficulty in obtalning sufficient
market price information as a basis for your
business decisions?
a. On the products you have to buy? Yes___ No___

b. On the products you have to sell? Yes__ No___
" If YES to a. or b., explain

F.,Costé:

1. What stumpage costs per unit of volume applied to the
' wood products you handled in 1959? (Estimate cost
imputed by you if you used your own stumpage )
a. Products and/or species
b. Purchased stumpage
¢c. Own stumpage

2. What loggings costs (felling and bucking and skidding
per unlt of volume applied to the wood products you
handled in 1959? (Estimate cost imputed by you if
you performed your.own logging.)

a. Products and/or species
b. Subcontracted logging
c. Own logging
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What truck-hauling costs per unit of volume applied
to the wood products you handled in 1959? (Estimate
cost lmputed by you if you performed your own
hauling.)
a. Products and/or species
b. Subcontracted hauling

Cost Distance
c. Own logging .
Cost Distance

G. Sales of timber products:

1.

2.

3.

5.

What was the gross sales value of timber products
sold by you in 19597

What was the total volume, by product and unit of
measure, of your timber products sales in 1959%
(List only timber handled as part of your business
as a timber producer.)
Product . Volune
a.

What were the seasonal variations by product, in your

timber products deliveries in 1959%
a, Peak-months and amounts (aver.)
b. Lowest-months and amounts (aver.)
¢. Other months and amounts (aver.)

Do you consider the timing 1n‘your fimber products
deliveries in 1959 to be a typical pattern?
Yes__ No

If NO, why not?

Was the timing in your timber products deliveries in

1959 required by your product buyers? Yes___ No___
If YES, would you have preferred a different :
timing of deliveries? Yes___ No___

If YES, what is your preferred timing of deliveries?

It NO, how do you explain the timing of your
deliveries?

What changes in the annual volume of your timber
roducts sales took place in the years 1950-59%
List separately by products.) S

-Year All products
1258
1

1957
1956
1958
1321
1953
1952




10,

1l.

12,

13.
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1951
1950

What explanations can you give for annual fluctua-
tions in your timber products sales?

To which types of buyeré dld sales of your principal
products in 1959 go? (Estimate by % of total volume.)

a. Manufacturer 4. Other intermediate
b. Concentration agent (specify)
yard e. Other (specify.

¢c. Dealer —_—
Have there been any significant changes in the volumes
of your products going to different types of buyers
over the perliod 1950-59% Yaos__ No__
If YES, what were the changes?
If YES, what explanations can you give for these
changes?

How many different buyers of your timber products did
you sell to in 1959%

No. No,

a. Manufacturer __ d. Other intermediate
b. Concentration agent (specify) ___ ____
yard —_ —_—

e. Other (specify __
c. Dealer - .
Have there been any significant changes in the num-
bers of buyers of your principal products over the
period 1950-59? Yes___ No___
If YES, what were the changes?
If YES, what explanations can you give for these
changes?

Did you have a contract(s) to sell prior to your
harvesting of wood in 1959°? Yes___ No___

What 1s the typical time interval between date of
a purchase contract with a buyer and product
dellivery?
a., How much variation from the typlcal time
interval occurs? :
b. What are the causes of variations from the
typrical time interval?

H. Other producers of raw wood products, 1252:

Name dress
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