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Tutecmtional Wool Promotion Lffectiveness
LW, Goddard, GiR, Grittith, JJ, Quilkey and . Conboy

Paper presented to the 37th Annual Conference of the Australian
Apricultural Economics Society, Sydney, February 1993,

International wool advertising was Initinted fu the late 19305 by Austrulia, New Zealand and
South Afriea through thelr membership In the International Wool Secretarint (XWS), At the time
advertising may have been vsed to improve wool prices and to minimize the impact of competition
from man-made fibres, "The TWS now operates forty centres around the world and continues to
conduct major advertising campaigns for woal, The most recognized advertising programs have been
the "pure new wool” and "woal blend” marks developed and promoted by the IWS,

The main objective of the mteruational promotional campaign is to Inercase the consumer’s
demand for woollen products, Wool grawers contribute directly to the campalgns in au attempt to
improve profitability of wool production. Each IWS mentber enuntry supports the promational effort
through contributions reflecting respective production shares in the world market, Australia has
consistently been the major contributor of IWS funds providing over twe thirds of the TWS budget
(AWC, 1989), Pant of Australin’s contribution to the advertising effort comes direstly from the
Australian goverument while the rest is generated from levies on wool growers.

An attemspt is made in this research 1o quantify the impact of I'WS advertising on international
demand for wool. The Implications of the advertising activities for producer profit and more
pacticularly for Australian producer profit are to bo established. An econometric modelling approach
s to be used to determine advertising offectiveness. ‘The ceonometris framework developed Is used
as the basis of a determination of optimal Investment in wool advertising and the optimal regioual
distribution of advertising dollas,

The research is presented in the following order. The empirieal model to be estimated and
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simulated is specified. Estinates and validation resulls ars presented, Optimal advertising nvestment
tules are penerated and vsed fn the simulation models, *The fplications of the stmulation results are

described for all wool growers and {or the Austealian weool industey,

Model Specification

In attempling to quantify the {mpact of an advertising campalgn there are two distinet
elements to the problem. The st element relate: to the measured impact of advertising on demand
for u variable. The second element relates to the measurenient of the demand impact aeross 2
commodity market and wltimately on producer profit or swplus, The first element s poosibly the
most comentious of the two,

There Is some debate in the economics Merature 03 o the wost appropriate way to
Incorporate advertising into the eonsumer cholce problem. The debates revolve around whether
advertising Js elipfble to appear as o shifter in utility functivns (Dixit and Noeman, 1978), If so and
followlng must previous econowetrfe advertising effectiveness studles (surveyed in Hurst and Forker)
it gan be assumed that demand for o pacticular commodity s a function of own and cross prices,
income and advertising expenditure levels, 1t is worthwhile noting that since advertistag effectiventss
appenry as an argument in the demend function, consumer theory suggests that advertising is playing
a role in afllecting the consumer’s marginal utlity assocfated with the advertised product. "This study

will utfllze the above approach while recoguizing that the relationship between eonsumer utility and
advetising Is an unresolved debate in the economics Wterature and persusive arguments exist for
other medels of consumer response to advertising (eg. Kotowitz and Mathewson),

Given the above considerations there are still muny decisions to be made before the demand
equation I8 specified aud estimated.  Demand can be estimated a8 cither price, quantity or

expenditure dependent, Traditional single equation demand models express demand as either a price
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dependent or quantity dependent relationship, It is xhe norm to use the possibility of shert term

quantity adjustments (or [aek) as a mtionalization of which varlable to use. As well it has become
common prictice to use elther linear or logarithmic functionsl forms for the equations with their
expliclt implivations of constant slopes or elustivities and quadratic or linear total revenue
relationships, An alternate specification is the use of expenditure as a dependent variable and either
prive ot quantity o5 an explanatory variable as appropriate. If estimated in linear form elastieities are
not constant and total reverme functions are linear, I estimated in logarithmic form elasticities are
constint and total revenue s linear and empirieal results are Identical to logarithmic quantity (or
price) dependent equations, Since resulting elusticities ars not invariant to selection of dependent
vawiables or functional form different demand models will be estimated and compared.

The selection of functional form temains an open question fn other contexts #s well, In g
recent paper (Venkateswaran and Rinouean) some of the fssues regarding fonctional form and the
mensureraent of advertising effectivensss have been rolsed.  Notwithslanding these issuss further
issues relevant to the determination of optimal producer advertising expenditure levels can be ralsed,
Advertising operates in o number of different wags on the underlying demand curve, For example,
with linear denmnd equations it could reasonably be assutmed to cause o paraflel shift in demand, a
divergent shift around the intercept on the price axis or o divergent shift around the intereept on the
quantity uxis, I much the same way that researeh expenditure could couse a variety of shifts in a
linear supply curve (eg. Lindner and Jarrett). "The type ol shift direstly impacts on the determination
of optimal producer advertising expenditure levels,

The study &5 concentrating on a single commodiry, wool.  While not disregarding their
huportance, eross commodity advertising offects hive been eanstrained 10 2er0 due to data problems.,
Comsumer theory restricts wny estimatex! domand equation 1o be homogencous of degres 2ero in

prices and fncome, Additionally, in establishing optimal advertising expenditure lavels, the demand
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equition must be twice differentiable with respest to advertising:

To complete the analysls the supply and stockholding decistons existing In the commodity
market must be speciffed and esthnated. For a storable commodity, such as wool, it is feasonable to
assume that shott mn pesitive responses 1o any ndvectising campaignmay result in depletion of stocks
of wool (it is assumedd that stocks are only held in greasy wool form),  As price effests begin to
evidence themselves and after sheep fnventorfes bave bud time to build up there will likely be an
inerease in world wool produgtion,

The supply declsion for any livestoek product (us livestock are both ca pital and eonsmnption
gosxis) comes frow the decision to maintain or slaughter animals, Forwool this implies disagprogatiog
the supply decision into two companent parts:

L Total supply of wool @ o funetion of wool prices and she sp numbers,

2 Sheep numbers as 2 function of wool prices, lamb prices and lagged sheep Inventory

levels,

L grenerl wrms ¢ commodity model to deseribe the impact of an advertising program can be

desctibed s in the following flow chayt:

Flow Chaxt

Demand for Wool Demand for Wool Stocks
& [ (Price Wool, Advaitising Wool) = { (Price Wool)
Macket Clearing Demand Woal # Demand Wool Slocks = Supply Wool

Identity ....1

Supply of Waal
= { (Price Wool)

However, this ouly describes the madel in very peneral terms,  There are a nunber of

M QD
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guestions relating wore specifically to the wool market yet to be resolved,
Advertising campaigus are In general almed at final vonsumers of woollen products rot

primnry consumers of greasy wool. However the advertising campaigns are funded by producers of
greasy wool and t §s the implications on thedr profits which are of interest, Given better data it
would be reasonable to sstimate the retadl demand for individual woollen produsts as 1 function of
advertising expenditure on individual woollen products, The demand for woollen products could then
be sranslated back Into o demand for greasy wool faeing wool producers.  Flowever data fs very
limited on wool advertising expenditores per woollen preciact, 1t s reasonable to assome that
demand responses to mdvertising are not unifonn worldwide, Since advertising data were avaflable
by major inporting conntry it wis decided to proceed with the annlysis on a regional basts, This
nesgssitated the generation of data for major Importing countries on apgregate greasy wool
consumption, This dats was generted using production, consumption sod net trade data for every
stage fu the wool processing chain for every importer and wanslating wool consumption figures at
every stage fn processing back 1o greasy wool equivalents using technical conversion factors, ‘That
these factors may under or over estimate actual wool wiilization i recognized. However the object
af the exercise was to establish credible aggragite preasy wool equivalent consumption figures for
major wool lmportng regions where advertising expenditures hive beon significant o the past,

By definiton in this somewhat weaditional inteenational commadity model spesification woal
is wssumedd to represent a homogeneous commexdity in production, constnption and teade, That this
assumption may not be realistie is recognized by the authors. Flowever dita is currently not available
that wiuld allow the disaggregation of wool consumption at evesy level of the marketing chiain into
greasy wool equivalents by country of origin. There would also b a dramatic increase in the nuntber
of teglons 1 be modelled since there are muny regions which import weol at varous stages of

processing, further process It and reexport it to other countries, Tt would be necessary to endogenize



all of these tmusactions I woul were to be measured o8 4 hiterogensous commodly,

1.

By direct tuplication the faternational tmde moda! forwool will huve the following imitations,
Advertising of wool will not fimpact on economic actions in the processing ehain for wool.

Tt will only Impiact on the volime of greasy wool consumed, The comblaation of woollen
products will be nchunged by ady advertising program,

Adeortiving of ool Wil ok et vu woul produstion, or gealis I aui,' one country ot g
dl‘fﬁc:ren{ mf thian in any other country, Production and profit shares will remia wislunt
at base levels,

‘These limitations should be resotved {n further research,
The final model fo be estimated for the graasy wool matket will contain quations to

represent

L

b
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Wool consumption in each of Germany, UK., France, Italy, U.S, and Japan (largest end use
users of wool aud the arget of 79% of the TWS's advertising Funds in 1990 (IWS, 1991)). A
rest of the world reglon equation will also be estinated, However consumption by Exstern
Baropean countrles and Ching will be esogenous to the analgsis due (o data limitations,
Waorhi wool supply and sheep nunthers,

World wool stockholding.

Tistimated equation results are presented i the following section.

Muodel Estimates

Using routine ordinary least squares estination technigues demand equations were estimated

fn cach wajor wool importing eountry (excluding Fastern Buropwin countries and Chinu), These

euations wure twsted under a variety of specifications of uddvertising impact and dependent varipble,

The results of the varous regional equations are summarized briefly {u the attached Table 1 (Franee,
Gennany, Taly, Japan, UK., U, RoW). Annual duta from 19761989 was used in estimation.

Adverrlsing variables were lagged one period (afier pre-testing) time trends were included where

upptopriate, and the: price of cotton wis wsesd 25 n proxy for otler fibre prices. From the results
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presented it appears that advertising clearly has an impact in France, Haly and US, For Japan and
UK it is possible 1 estimate demand equations with statistically signilicant adveriising responses,
Bowever these are not robust restilts acnss sll specifications, For Germany and the RoW it wis not

found possible to generate statistically significant advertising responses,

From the estimated equarions one for ¢ach reglon was selected for further analysis (stared),
These equations ave, iy some senses, the most optimistie for gdvertising effectiveness, These
exquations (reported in Table 2) were combined with estimated equations fot warkd wool production,
wonld sheep Inventorles and world wool stocks 1o form & compete tiosed madel of the world waol
market. The model was validated aver the period 19881989 and results reported fnd Table 4.
Validation statisties were reasonable but not exceptional, Italy and Sapan both axhibited validation

diaguestiv problems,



Table 1 Demand Eqwation Suminary
France: Advertising Lugped One, Ting; Cotton Prive, I HeDRC

Equation RSquM | I"Iasﬂelty or Fleibility | smﬂsﬁwly Signinicant
Specification :

- l‘ﬁw Atlmﬁsm " -:,l?rmﬂr | Advettismgw
o meﬂiif

Price Dependent
(fexibitities) ; , | B
Parallel n »235 208
Divergent 98 | .3 141
Parallel and Divergent 9 W08 | 22
Convergent {loparithiie) 98 2219 2%

-

e dateta
g

Quantity Depemident
(elusticiies) :
? i‘(qnf}! v72 l«(ﬁ uﬁm
Diverpent J0 192 532
Parallel and Divergent NE] L83 A00
Convergent (logar mmiu) i) 1,61 493

el
ZE g

Expanditure Dependent
(flexibilitiey) V '
Payulle! 99 281 211
Divergent R/ W23 ] 38
Parullel and Divergent 9 114 240
Converpent awanmmw) 56 254 2N

otk ol
e

Expenditare Dependent
(elastictios) ] '

Parallel 77 S S . ) S
Divergent 6 1956 545
Panllel and Divergent 78 -1.868 96
Cmvc,rgc:m (logarithmic) 6 1,614 A93
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Table 1 continued

Germanyy Advertisiog x Time L4

B o e N e

i L . R SR Ll ot e

AE A TR

Deaid Xegiation Smwmumiry

peed; Tacome; Pvies of Cotton,

e TET T T

Price x Thne
Memhmt ' Rwﬁqmn‘d E"**sticity or 1‘ ls*.ximlity Mnistmlly ‘iig,niﬂmm
Bpecilication o R
vm Adlvertising | Mm o Aamgm,,
. | Quantity

Privs: Dependent
(Nexibllitios) ,
Paralle] £9 «{H0 124 N N
Divergent 57 « 161 =003 N N
Parallel and Divergent 81 715 G4 N N
Convergent (logarithunic) 50 085 JA43 N
Quantity Dependent
(clasticities)
Parallel 82 L0885 =110 N Y
Divergeut 75 L0814 010 N N
Parallel and Diverpent 89 (0855 =171 N N
Convergent (logarithmic) 83 -0790 -‘04) N N
Expenditure Dependent
{flexibilitics)
Plif ’illC‘J 81 '0999 -st N N
Divergent 81 «867 JA21 N N
Pagallel and Divergent &4 338 134 N N
Convergent (logarithmic) 69 931 116 N N
Expenditare Dependent
(elnsticities)
Parallel 87 0.836 159 Y Y(at 209%)
Divergent 86 £.694 157 Y Y(at 206"
Paralle] and mvcxgun &7 {767 91 Y N
Convergent ( ogarithmic) 74 0.062 w020 Y N
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Table 1 continued
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wORR A TRALE RS R

Dennd Bquution Smmiey

Italys Advertisiog x Tiwe Lagged, Cotton Price, Invome
Price x Thne

L 2R LR

10

Specification

uation

Required

- lusticity or mmmin;é

Statisticaly Slgnlficant

106

Price

T aivertsig |

Price or Aﬂwmz,i
Quantity | g

Price Dependent
(Mexibilities)

Paallel

Divergent

Parallel and Divergent
Convergent (Jogarithmic)

Qunntity Depenilent
{elastivities)

Parallel

Diverpent

Parallel and Divergent
Convergent (logarithmie)

Expendititre Dependent
{flexibilities)

Parallel

Divergent

Paraflel and Divergent
Convergent (ogarithmic)

Expenditure Dependent
(elusticities)

Parallel

Divergent

Parallel and Divergent
Convergent (logarithmie)

74
S5
85
3

a3
25
35
27

J0
80
81
92

49
A7
162'
a9

188
032
04
185

047
029
382
117

'0337
~237
=300
K8

*w917
w&%
339

85
337
235

097
~150
301

J2

S23
630
95
339

{19
385
314
337

ZHCE

zZzZ

iada-ted d

ZZ2 2z
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zZzzZ

N
N
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Table 1 continned

Demind Baquntion Suntymury

UK Ineouss, Price x Time, Cotton Price, Adveriising x Time Laped

11

 Foution
Specifiention

| Raliiqumm ’

Elastialty or Flunikility

Sifﬂﬁ:ﬂﬂﬁéﬂs gﬁ;‘;uiﬁmnl “
- 10%

Price

“ivrtiing |

Pcar | Advortising
Quantity |

Price Dependent
(Mexihititics)

Parallel

Divergent

Parallel and Divergent
Convergent (Jogarithmic)

Quantity Dopendent
(elsticities)

Pagallel

Divergent

Parallel and Diverpent
Convergent (logarithmic)

Expenditure Dependent
(Mexibilities)

Purailel

Divergent

Parallel and Divergent
Convergent (logarithinic)

Expenditare Dependent
(elasticities)

Paralle]

Divergent

Parallel and Divergent

Convergent (logarithmic)

A S i

£
7
67
W8

l&:’
2

87
87
&7
M1

34
82
92

002
078
156
179

08§
{59
J94
RS

039
{6l
025

145
134
179

‘";872
"":700
02

A0
#'lvsfﬁ
86
246

w100
133
%46 L

"46()3
206
163
31

" Y"T‘,f,,'

e A grA
P A

ZZ2ZZ
ZZzE

z
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Tuble 1 continned

Demand Equation Summary
Unlied Statest "Tiauey Prles; Tncome, Yeice of Cotton,

Advertising Lagpod

1

Buativn
Specitication

K*Sqmmds |

e e

Statlstiolly Stguitioant
1%

Yrje

| Advertising

Price o

 Advartising

Drice Depenttent
(Mexibilities)
Parallel
Diverpent

Parallel and Divergont
Convergient (logarithmic)

Quaniity Dependent
(elusticities)

Parallel

Divergent

Pacallel and Divergent
Convergent (logasithmic)

Xxpenditure Dopendent
(Mexibilitics)

Pavalwl

Diveryent

Paralle! and Divergont
Convergent (lopmrithmic)

Expenditure Dependont
(elagticities)

Parallel

Divergent

Parallel and Divergent
Convergent (logarithmie)

W74
16
0
87

DS
87

L

G
96

£
A
# 4

A0
89

‘«61
“0‘70
48
w()

"ugl
129
278
116

167
646
= 672
*xlﬁ"

* 1 » 1-3
":75 2

213

127

J8
(185
303

26

A3
20
01
25

a3
24
24
27

21
A4
26

o Quantty

¥

X"‘

ZZZZ

T

Ll

Y
Y

ZzzZzz
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Table 1 continued
Demand Equation Susmmacy
Tapam Inmm», Cotton P'rice, Advertising Lagged One, Tine,
e ” Pricex'l’im
Equation R~$mmnx‘i Elasticity or I«lexibxlity Smi;seimlly Signimmt
Specification 3 o 1%
Price Adverﬁsing I'riw or Adverﬁ,sing
Quontity |
Price Dependent
(flexibilities)
Parailel 70 -305 169 Y N
Divergent 12 ~500 216 Y N
Parallel and Divergent 72 - 310 105 Y N
Convergent (Jogarithmic) 59 -463 AT3 Y Y
Quantity Dependent
(clasﬁiciﬁn::s)
Dmrgrzm 14 «103 -053 N N
Parallel and Divergent 29 225 156 N N
Conyergent (Jogarithmic) 10 «038 08 N N
Expenditure Dependent
(flexibilities)
Parallel 55 1,649 127 Y N
Diverpent S4 1,532 068 Y N
Parallel and Divergent 55 1726 109 N N
Convergent (logarithmic) 37 ~1.630 497 N Y
Expenditure Dependent
{elasticities)
Paralle] 43 -1.220 282 N N
Divergent A1 -0,980 160 N N
Parallel and Diverpent 53 0,443 - 099 N N
Convergent (logarithmic) 31 -1,162 440 N Y

B W

A b P TP .



Ean g S

Table 1 continued

Ll
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Demand Equation Sepomiry

Rest of World:  ¥rice, Price of Cotion, Incosie; Advertising Lagged

14

Equation

Elasticity or Fiexibility

R-Squared Statistieally Significant
Specification b we
Price Advertising | Priceor | Advertising
| Quantity
Price Dependent
(Rlexibilities) , |
Parallel 63 «303 000 N N
Divergent NE ~299 - (005 N N
Parallel and Divergent 65 128 «349 N N
Convergent (fogarithmic) 56 «351 -7 N N
Quantity Dependent
(elusticities) _
Paalle] 56 =318 ~015 N N
Divergent 55 =305 015 N N
Parallel and Divergent 59 « 697 ~345 N N
Convergent (logarithmic) S50 4,56 - 535 N N
Expenditure Dependent
(Oexibilities)
Parallel &0 +296 004 Y N
Divergent &S0 300 ~008 Y N
Paralle] and Divergent S0 075 =02 Y N
Convergent (logavithmic) 81 ~351 007 Y N
Expenditare Dependent
(elasticities)
Paraliel 9 -281 016 Y N
Divergent 79 2294 015 Y N
Paralle] and Divergent £0 606 -0t} Y N
Convergent (loparithmic) 70 -537 -063 N N
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Table 2: Estimuted Demand Equatfons for Wool Products

15

VARIABLE COEFTICIENT T-STATISTIC ELASTICITY/
Franee mmndmt Variable: price

REu072 DWW, =228 F statistic = 4.08 # of Obs, == 14

Constant 200 6T T
Quantity 1244 »:2.44 235 (F)
Toeome 3439 403°

Price of cotton 1460 1.22

Inv, of advertising(-1) 0361 »‘2.41 208

Time 139 248"

Germany Dependent Variable: per captta expenditure

RE=086 DW= 190 F statistic = 14,19

Price*tine LOB LB7 094 (F)
Ingome By 218"

Price of cotton 8.78 217

Ty, of advertising*tine(«1) 026 1,32 157
ftaly Depenident Variable. per capita expenditure

R¥=070 DW= 162 I statistic = 5,27

g?{‘“mtﬁnt R 433 B e - S #’BI# . A 030 T ‘,»amw"w iR A
Quantity*time 330 264" 837 ()
[neome 1139 1.50

Pric of cotton 7913 L1058

Quan.*lnv, of advertising*time(«1) ~ -010 -191° 52
Japan Dependent Variable: log of price of wool

R =059 DLW~ 231 F statistic= 3,22

Constant R X' T T 3.&2’1“ ‘ -
Log quantity*time(-1) 054 1.76° 463 (F)
Log meome 214 1.54

Laog price of cotton 058 281

Loy advertising(-1) A13 2.55' 473
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Table 2 continued

VARIABLE C:()WE‘IQIEN’I‘ ’I‘»S"l‘/&'l’l‘ﬁ'lﬁ'l@ ELASTICITY

Uniwd Ktug«lom mpmdem Variable: lﬁg of per capita expenditure

R* =091  DW, =241 F statistic = 1202

= « e T —

Log price*time {63 324" ~46 (E)

Log income 08 847

mg price of cotton 269 L4,

Log wdvertising*time(-1) 015 217" 131

Rbo <427 1,54

United States I‘;wwzdun Varlable: per capita expenditre

R* =096  DW. =237 I statistic = 36,30

Log of quantity S0 3,49 A7 (19

Log of income 182 892

Log price of cotton A4 z:m y

Mﬁg advertlsing(-1) 265 457 27
Time 007 ol

th of Warld Dx:;mndcm Vardables per capitn expenditure

R?= 080  DW. =231 I statistic = 8.82

(:ﬁiismx;t L G " —— B 156 A b S, 12 2 [ A e S, 16‘}%9 o e B | 3

Quantity 2894 m?u' 300 (1)

Income 038 364"

Price of cotton 077 1)

Inv advertising(-1) L0002 24

" inglicatey sigaificant at the 10% level
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Table 3
World Supply
Dependent Variable: Quamky of Greasy Wool Produced (000,000 kilos)

Variable “oefficient Testatistic Elzsticity
I‘*rim* tmxzz(~1) 2.434 1.5 )’ 0.03
Price of wheat(-1) 0.141 057

Prices of famb (1) 0.145 147

Sheep numbe 4723 283"

Lag;,ed d@pendm vitriable 0294 149

R® = 0.98

DW, =241

istatistics (58) = 115.54

World Sheep Xaventory
Diependent Viarfable: Sheep Numbers (7000,000)

Viriahle Coefliciont Tustatistic
Constagt IS8 2214
Price of s "
btk () 065 1466
iuaggad dependent variable A6 1.3
Time 232 3
R* = 047

DH. = 90

F statistic = 36,9

World Stocks
Dependent Variable: Log of stocks

Variuble Coefficient T-stutistic

Constant T e e T I
Log reserve to price .

of wool ratit 1.994 308

Langed dependent variable 0675 309"

RE = 057

DM, = 52

Fstatistics (2,10) = 7.21
* Indicates significant at the 10% level



‘ (Lilcm per capxm)
- Frages
- Ciernany
Ttaly
1 Japan
: U k
‘ ROW

#4365
8170
14462
3.005
0,469

Qm.ﬁ!}i

1 Cdlos per eapita)
- France
| Germany
i Traly

- Japan
UK

I S,

It ROW

vl

e e U

1,081
3.197
2088
1941
g‘m

£45
L1 49

hﬂ
144

20
19
196
,1'7
05
02

g2 RAENS B  AFA

190

59

72.9
129
4.9
6.9
171

18

| Price ($/kilo)
Stock (million kilos)

Sheep (million head)
I Producer surplus

- World (million kilos)

4,166
194470
20657,
200.8

| (willon§Awty |

32
4287
18.35

288
§00.58

?17
20
i?
10
80
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For fllustrative purposes the base model was simulated over 19801989 with the
exogenous advertising levels doubled In each region, and Chinase and Eastern Burope
copsumption levels held constant. As expected, doubling advertising expenditure levels
increased expenditure on wool and the quantity of wool purchased in every region except
the ROW (Table 5).

The results also suggest that producer surplus net of advertising costs, in aggrepate
and to Australian woolgrowers, increases with increased advertising expenditure. Here the
Australian returns from inereased adverlising are approximated using the Anstralian share
of raw wool production and assuming Australia continugs to contribute half of the WS
advertising budpet.

Conclusions

Since advortising clearly has o positive impact in France, Italy and the United States,
the WS should be confident about continuing advertising campaigns in these markets.
Further, and even though the selected simulation equations were "oplimistic” for advertising
responses, the simulation resull of doubled advertising exvenditure levels increasing
expenditure on wool and the quantity of wool purchased in every -gion except the ROW,
should make TWS reasonably confident about increasing advertising levels in these three
markets. For Japan and the United Kingdomy, advertismyg responses, although positive and
significant m several cases, are heavily dependent o the selected funetional form and type
of advertising shift. As these results are not robust, the IWS should be cautious aboui
increasing advertising expenditure in these markets For Germany and the ROW, with no
statisticatly significant advertising responses, IWS should be looking very closely at winding
down expenditure. Certainly there is no justification, based on these re.s ks sor any increases.

Two major difficulties were encountered in undertaking the work and therefore
remain as limitations.  First, even though previous wool researchers kindly made their
databases available, substantial difficulties were faced in deriving a data set for the waool
miarkel which provides consistent information on flows belween regions and flows between
different market levels Data limitations precluded the tracking of raw wool equivalents by
country of origin or wool type back to basic raw wool production. Thus the research team
wirs forced Lo treat wool as homogenous rather than differentiated by country of origin, as
originally proposed. Second, all wool products were converled into greasy wool equivalents
50 that the empirical model could be solved in terms of greasy wool rather tha a range of
raw and processed products.  Both these assumptions made it feasible to construct the
prototype world wool mindel, reported here.
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Second, IWS kindly provided aggregate level adverlising expenditure data for wool
products for the major iniport matkels and this enabled the researchers to measure in a
"broad brush" manner the influence of advertising on wool consumption, However such
measures would & vonsiderably more aceurate If cross sectional data from. IWS survey
programs were used to specify the response variables, Negotiations have been underway
with IWS for some time to attempt to obtain these data, but given the delays so far we are
not hopeful that they will be made avallable.



Table 5 Slwelation Resalty

| Quantity Consumed (ml, kito)

Franco
Germany
Italy
Japan
UK.
U,
RoW

S

B L

Base

5675

197.64
17124
22353
195.87
170.86

l:b;pcnditun, (mil, $ Am,ﬂ

Frunce
Germany
Ttaly
Tapan
UK.
u.S,
RoW

230.80
81763
716,63
930.56
826,86
17,70
1986.00

.

20034
19203
20997
18423
355’98

28145
931,24
91191
982,99
858,85
1644.00

Price (§kilo)

A

".‘1,6‘23

’Aelvuﬁfsing (mih $ Anm‘)

France
Germany
Ttaly
Jap:m
UK.
U8,
RoW

3007
10.56
351
13,13
437
12,04
14,28

6,14
2112
702
26.30
8,74
24.08
28,56

Total Henefit/Cost

Producer Surplus (il § Aust) |

6248

6000
108:1

Anstmlm R’mducer 3urpm«. (mil
% Aust.)

Australia Benefit/Cost

P eer i a

687

1865

591
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