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n)C level 'of bnycf'cPJ)ccrttra(ion ,husbeenofimercst ',~,Q ,pttrdcipnn~ ·oftbe AQstndian, w®l 
jndustTy fOfd¢cndcs.~fbc l~hUp! :rcpott ftnQ Jh~ nmrkt}tlngofAu$t([Jliah wootAn 1962 
iJwesUgn(edbuycrconc~mltuti()nnUqcQllcluOcd: ,lll11ecOIlccntttJdollcfbuying strel1gthr,mty 
not ,ntpJ'cs~tnxcJt!a sjgtlUicHl,lt ,d¢Pl"CS$ill~ innUell(!¢;QU Ul¢ price pnidtorAustrnUAn wooh 
Howovcr, ,Ule pmsent systelllof: w~lnuetions docs leave the WOOl grower inaYu1nct~olc 
position SllOUld/furthnrcon<:cULmUon OOCut'\ (Philp iU alit 19(2); 

\\toolgrowers, llrecotlocrned about :thepny;ng efficIency in Jhcmnrkcl rOt Australian woold\1f; 
lO:P'lJtclved Jbuyerl)(),\~et dqprossl,JjS prices. ,,111Q:J'()le and ,mllgnltUQcoflliisPCrceivcclibuycr 
pow(!r iu Mfccrtngluice.s has notb¢cnqJ.l~lntincd.On,eroaso1l for' Ihisbtbnt dctermblh)gUle 
pdt\) 'ft)ra p~trti.culatl()tot wool is complcxn$, :Il:ltmy. r~ct()rs . ~lctsim.Qltatleous1y. Buyer 
eompcdlioll is ot'tly one pt\rt. ,of the lnanyinfJucnlcc.s \vbichdclcmlinc:'prlcc. 

Oiven the 'overall dClrnulcland: SQPp.lyconditi()ns~ over 80 ;perccmofprice vatiatiollcM·~ 
cxplaintd\:)YWQ,,)l t:ttributes,\mlIlon.;wool nurlbutcs (Stott, 199:2 'pcrseomrn .,. 'lbcremaimlcr 
or the :pri'cc vHriati,OI\ is uncxplnhlCtl'nndnssllmed to 'be largely random. Alllioughsome 
mscnrchha£ focused. on buyerbchnviour (Vlastuin, 1988; Bums, 1984), UtUetesc;rrob lios 
focused Oll,ulO stmc,tut'coca)e.l\u·11ng sector. A component of ·Stott's TcsidualrnAY notre 
mndom nndmaybe tcl~ncdto buying s.trmcgiesorUle level ofcompedtion. 

~flleef1ectsof tUfferent level$Or buyerCQoccnltationoo price widlm the Price :Lcndership 
model of behaviour is analysed ill Mcmpiiicul framework. A ~lgnificant amount· .of research 
basbeunUIldettfikeninto tbe gcnenlleconomlc :impUcatlons of. pncc; leadership. market 
stnt~tut'Unlld ItSinflUQncc on ,00atketpcrfornltUlC,e, Much of this reseat'eh pcnalnslo Allli
Trost Lnwstll.m.cd nt turblngUli:~· .ntlti . ..cOfilpcUliveOOllUvlaur nssoclntcd with oligQpQlistlc 
market structures (p.igassou •. 198.s~ Soherer and ROS~h 1991; KiM.an and ScheUer, 19.90). 

111cse studies arerclc\,uilt to tile Austrtllian wool matketbecause lhey provide a fmmuwork for 
tUldetsllmdillgof bu~cr behaviour lUlO, ate tldapted to deal wlU)' U1C problem of ~lat'ge buyers' at: 
Austrnlian wool auctions. 

1110.' m.ajor ()bjectlvl!of this study Greta: 
• qllaJ1Ufy tlla lC\tC'l or buyer conccmntUonJjncquaUty in the Australitltlwoolmarkcl~ 
• teSt the hYIXllbesis that a high level tlf buyer conc-cotmtion isindicnl1ve of collusion ,alld nn 

expres~ion of market .power; 
determine theeflect lhismi'lrk~t power huson aVerJ.ge prices; und 

1\ delmmine the clfect thismnrkctpowethasc)l) tbepremiumsnnd discounts on wool (I\U\Uty 
~Ittrlbutesand on marketing factors such a Sptllial dlscOUlll.sJpremiums; 

Z. Price Lendcrship 

A problem for 'Cilrl,els is the dctenninatl.ol1 of price. lfqunlily dirferencesm~ mlnirfH.u @d 
preclude uny Wsung price dUrercn{Iul between Ille products of two linns, SOUle meUlOd of pnce 
settin.g is rcquired.whic.hisboth legtll and acceptahle. 1:11~ fumlanlcntru probltloo fucingfi,tnlS 
aiming to mnximise pmflt in nnoUgop.olistic n.mrketSlruclure is to dcvisen mC1.hodof 
cUrni.mlUng price comPQtitlonootwcen rival seUetsCMnrk!mm, 1951).ComIllttnicnlion :18 
required bctv..rccn rival scl1crsso thm price nnd output deCisions nro Inude l.hnt seNe ,\COrmnOll 
itltcJ;'C!1It. Prlcc leadersbip mny oottn effective method,of uchievlng lhisaim. 



,f'dce lCndc~hlp~lnbOdies. n,:Sdt 't)r.tJl~USttY J)n\cti~~s'by wht¢hpriecchal1~esnt~ .tU)fluunc<:dby 
.tt fiun WlliC1l1s ,4\COCIJtctl' nSltle1\t;lcf'UYQthcn;, .tbp Inller;unns 'rol1~w thc.l¢adcrs :initinUvcs. 
NlOOclsotpritlC Jem:JelShfphft\'e~~neraUy l)cetl'SUJ~~larised: Into,twomnintypcsof'pocc 
,'cadersbjl't :llilJllCly::(lJdomjmmt nnn;ttn~ {a)~nrometti~C111ompSOll" 1915;, 'Onot 1982; 
Schcro.rm]tU~OSSt 199(l;,Mtltk11UtJl.1.9S1; Coheu nnd eyen. ;J97S}. 

1Dominwlt finn t prle~ lcndetshlp 'whicb :U$uuUyrolnl~sto:m~murkctstru,cturoW:hcrc()nt}ftrm 
accounts f(lf n; 'ln~!~c: SburtHlflOlul indusuy outp~(;undscts :pdccs.ManysmaU firms tl,icnfot111 
Jl, *competitiYc fringe·nrolUld :thelntg¢ firm.swlth m)ne· ptOthtclJJg en. signf.ficUllUy .lurgt;:, ,tHtWUl1t 
lobe' ablQ 10 cffeetlhe :pdce (M!trkllnnIt,l9.5.tj. 

Films iint11ecot,npcUthttt frtnge \(tctas'price takersi ~lS ;G~eh linn regards its own denlg,(ld 
SQhedule: ns perfectly ·cl~lstlcntthe l)rl.e.e set bytll(! dominnntJlnnand lhusopcmto close to a 
situation ()f,lX1tfcctcompetitioll.111e dOlttillamllml istheohly uneut~lhlcto lhUucneepdc,e 
(lOti doostbis bSIOla.xitnlsing pltll11 subjc~tto thccotlsOltinls im,tlIiedbya residual dern~ld 
curve. . J\tter estimating dl<:t {lu«ntity Ule"C()mpctiUve sectOr may supplynt. auypocU, the 
dominant JlnllS~ts UlO ;n~wprlcc;on tb~ baslsof lrskllowlcdge of the (nct) dcm~lI1a schcdIJJ~" 
(MatkhaUl~ 195.1). HetlCC; 'the largeptOducct acts. us aqutl.slmot10poUS[ whht¢s.pcct lathe 
residual Ocrmmo.. 

As noted by Mnrldmm (19Sl) •. upnce lOlldetship in a domlnant finn market is not simply a 
1110tlUS ,opltrmull de~ .gned to cireUIT!\tCm prlCCCQtllpf'..till0n {U'»(mg rival sellers, but lslnsleadM 
inevitable consc.quenc.e "f the industry's structure··. 

at) 8arauUltt/t' Price Lcaders.fup 

Barometric prl..ce f~adersbip i,t;tbc'cusc\\.'here n 'harometric'finn "cotnmands ndherenoo of 
rl\~als to his pdce 0111Y1 beC!luse aodto lhccxteut Uuu. his prlacrcl1ccis rnnrkclconditions with 
toler~~ble prompulcss"<Sllglcf, 1.9471. Hence tills model is uessenlinllY (!ompetitive inelThcli 

sinw lh~ price k~:ader isnmlly lem.i by strong market, f(;)re~sOr sum>ly and denull1dnmlisn 
'barometer reflecting them'· (Ullin. 1960). 

Especlrtllyfbl' pri.ce decrea.ses. a baro.mcuic prlceb}ader often assumes Ule; foleoC formalising 
price changes lhut have already OO,C()nlCCommt>ll knowledge (Schorer nnd Rosst· 1990). 
l3aromotric ~prlcc t~ttders.hlp gencnllly exi~.ts w:l1cnthcro nre several principal fum.s surrounded 
by n compeUtive fringe of llrms. Hence the i(Jl.':ntity uf Ull~priCC le~dcr may change fre(luenUy 
as the leader would. 1':)(; Un~ first .finn to tl1lJIOUnCC new prices C:0l1S1s1cnt \'Illit t!Utl."ellt mnrkel 
conditions rI1lOmpson, 1975). 

VlhiIebaromctlic price loadclsbip 1s oftell ·cln:s~ifiedas 'ctmlpelitive~ price leadership 
(:Mnrkiuun. 1951,. this nUl)1 bean over genemlisatioll ~,ihenenmpured to what: pnce .mny ht\Vll 
been. itltUl utOluisucully compelitiv.e tntltkel, stnu::turc.r;orcxttJ1lplc, even when jus:t1lied by 
demand ,conditions, price jncretl~cS may not be SttSw.irlubte unless tllCrc 1s a finn ofc.otlSidct1tole 
inl1u<mce to provide u focus forth!;! indusHY" HCJ.lcct because nf Ole Iluukct Sl.ructurc'l prices 
may lw sustained at luwer prices than Ul(,\compellU'\tCi level. 

----.--~--------------------------~,--------------------~ PtJPCt pr.,~s(mt(!d latho 38tltA.Al!S C(mflJn~/1(:1t .. ,1J:clmmI'Y :1994 



tnCQtnlln1isOn .' \\1th ,the. IHl.1tnlure ,eollccnliJ,g :OligO!)()UsGc dlCOi)t1 .~le .lbOOryt;Qo~Jnitl.g 
OUgollStmy(i~c~ ic,"lnrgebuycrs} is scum •. TI}~ nmJor'rouson forOlisJs Ul~n wben cPulpnlWlo 
.()U,goPQUes.b.ldtlstries tlUU, nrCi cQnccntmledoJl thcbgytrlg:sld~nrQ {c';w",'l11isi$bcc~~USIl most 
production is sold. rOt l)CtSormlC(ulSUtllj)tionof wbJchth\!:nnmbcrof IlldivipUalP4YCfS'lS vCt¥ 
'wgh.OnlSt lUtllC mlCnllCdlatesmgc .OfprtlCO.sslug ~tnwproduet.~ 'would a :bigbconCcnlta.t5on.or 
buyers l::m ,expc.ctcd. . 

:Consider .. a mUl'ketst:ulclure, \vheroS(ll~~)lyor thel,l,()tn.(uoditl' oonnmfrottl 'UIXllfcclly 
ctltnpctitiv.Q :in~tustt)*.11le Stl{)pl>ICUlVC lbrtll~sertnuR1sr.qllrc~cnte(las S Wi~rum il. Uc~ausc 
it is 1ik~lj! .(lun lhultlll'e num>rilnulcpns'Uf11ers. tll~dennU1ti$ahl!dIde .r~ciugu\e .lllonopsonj.sue 
'1inn hU}~llg in(~nt\cdUttep.rodu.cts.isa .deriN~d, dcnnmd (l')tQrth~lImtgllHll.v.al\le, ,of :the input 
totbCi buyingnrm.. Itl n COlllp.!tluvesllunUon d.le input lspurchitscd 'UplO lht!p',lntwbc,t\} tile 
p.nceof the: lUJ)utoquulsthc Vtllue of the Ulm";Sinall)nlducl. Thnt islpdc:e wotildbent Pc-and 
the buying fiUllS would bUl1 OQc. 

s 

MR 

However, if tile buye.r is amonops(>nistt (he-l)uy~t would l~cognlse that tile tm:utllnpul it seeks 
to buyer. the hip,llcr its putclulse price will l~. It thcn~rotc: sees tile marginal CQstar ~i(s 
purchases it terms of the llUlfginal outlay eu.~c (~1.0).whlch is lies above lh~ sUPJ)l)l fUll.ation. 

IrUle Inonopsonlstalso llns.tnonoJ.X).t)'p<)\VCl' in lts outpUt mnrkct.Oll.m the more output :it sells, 
(he lower the pdeQtl~ccl:vc:d from theoutpu\, tUld Ull:~ lowet the tWCJ'Ug,e value dedved.fl'OtnU1C 
input. .Hence Ul~ b .. mafit rr0mpt,H'eha~1nglnput dcpal1(l~ on lh~ mnrgil1nl revenue curve (MR.). 
To m~\}dmisellmfiL"t(be n10nol>s(>tllstdfTcrs tl prit}e u! Pm wllioh encourages :sumel~nt.supply 
such that (Ite nlttrgimd (}Utli1~f t:quiltes with the nuu;ginal .11l\'CllUC. rll1.orcsultillguquilibrlUIIl 

'ojIb\'!~~ 

l'nge$ 



rc(flJecs·Un~ .t!cmuud, tnt :the :it1l'UI; (QctoQIl1J, tcduc,csthepnc(! paid (f>~ 'to pm). c.ompnred with, 
Ole cunl£Ruitivecquilmnutn.lwd :mc.l'<:tl$(!$tbeprice to :the 'lin~Cml..)unlcrt(}.Pr. 

tb)OllgopsOltisUc Prlef!14!('1d(~r~thip 

\\~l~Jl fat.tblgul'onsbmtbly:lllCltlSUe $tll>Ply. Jnt'8.1l buyers wouldaiul tomaximisep.r<iUfS' 'l~y 
m~JiJlljstJ)g lb~prlcet)nidJbta)Q e<lmmOOi1y\\I,bth~·ma:xlmlsln8Ulc~venuur(OmJbe:rosalqf,).r 
Ule ,conullooity. lflhelndustJ'y SJJllctVrc eOlm~lnudtl .fnQuopSOnlslonly, lh~munopsooi£twould 
sct :prlccUs St) llUl~su'Ololenl supp1t w.n..~CUCOUrtl£Wd lOtJla,;dndse . the . lim\'s 1>!oGt5 •. 1;laWC~e(.a 
l)u.,>terin ;t 'competi~i\'t~ mtuket structure nm~r JU)~.· thatpdt:csurc.hJgbcr nmn. tb~ '.profit 
tna.Xhlllsntion 'CQllUlbriumllw a rnOllopsofllS!l, nnd: \\'ou1d $tQp :pun~hu$.ln,g;wJnmprlce cqU.illS 
,n\'e,rttse '~ttl\Je :prodnc,[. . 11uttSs.whcn the lmu:glunlv~ue .product. CllUllls?'¢w .... HOI1C¢f .rut 
OllgtlpSOtlist\\iho by .\!inncofJhe ~izcor :purobJtscs~ur :lower CQS~ SU1lCwrot 'woul<l.findpn«» 
1t!~~dcIShitlatlmc:U\!U l)l!causc: :prices. couldthclllXl Scl~U~~low~rloveltbtU'l theeqpUlbJium ofa 
pef::rCCu}~ cot.tlpetltivt:mnrketcmiJd 'c,rtluy ;pronts simlliltlo (bUHlfJt as large) an Jl}mlopsottist., 

C:ol~'ild~l'nllnee leudingoligopsOllis(' Wb(ll1~lS dcteuninoothe purcliusing;. :patwmof' Ule 
competitive 'fringe. \ugiven 11tiCCS. "nlC oligopsonist is alon ubI!! to dcfOtmJne tll'" rcsidunt 
d~lh~cd, dcnumd for 'Us put'ch~t$es..CfJltlp~tilive pd~edctellninatlonwollld, SCI prices aoovethe 
prolit Illt\;X.iJlliSiug; 1!Cl:umbdutll. lJowc\'cr. 'if n: ·ntnjot 'llrturosmlined PUrChllscsnmJ hencc'Ilrlcgs 
\\'UfC lowered to an ·Opt.itlUil pdce Jcvl.:dli l)rlc~~c()u'ldbematnHuncd at tbIs; level becaUSeOUleT 
.Ilnns; on seehlg this uctiottt 'would 11Otpnymuro than this level. 

f->nce rlseswouldoccut 'if tho: derived denlIUlrl ,cutvemovesoutwards. ~nlat is,. the 'n.ventg~ net 
\Hdue ·Plt:rJllctf!Ul'1C.UlOVCS out. Hence tbe Ctluilibrlum,bclween ronrgJnalo.uUa,)lalldlllBtglual 
te\'elltle is such Ulilf: ilis morep.rout£lblc to increase thenmoum, of input bougf.u.JfUle puce 
1c!;ude:r'docs notincteftSe price (hen unoUlct finn, fC!ncUng to thcelmngc.d: dema.nd and suppl;y 
conditions, would tll;,~tastllC price; lcauer and iJlcro~l~ itsnmtket share ( i.e. baromelrle l'dce 
leadership). 111ttS.lose.curu mme illPU.t~ tho puce patab)! the price leader would rise to ttlevel 
~\here .rm\rgiual outlnysttl'ettgnin incqulllbdutn \Vithm~trginal revenue. 

Allemati\fel}''1 as in bammeuic price leadcrnhip tl{ oUgoptjlistic nnnft~ If thenl1:queucyclf111,gher 
paid; purcbases increases to such \\ level Unn UK~ pdce l~tldlug finn begins to lose maJ'ket share 
(in itsomput marl\et:l,.tbcntl1t! unn is l( It(erl to hid prices up to levels Ihtit Iherestarlhe 
1l1nrkct accept as satisfnctt)fY" ~nu~other maJ(ubuyers would follow suittn nlttin.tnln maiket 
shn~. lIenee tile ftirlge. seeing film actioll. would .ulSt) have to ftlllow and increa'ie·{b~lrprloe.~. 
'nlis would reduce theit,pl'ofilS. 

Hence price le.ndershlp~lctiOtlS in:an oligopsonisUc market structure ha\'e the cOber of rodu<.itlg 
thcpri(;C pnfd and the tuummtboughtcofHl>ared to a t(Jm~titive market.liSUl(~ pri~"Cset by Ule 
prlc~ leader m maximise pmntt~ is less Hum whnt would be paId where ou.ly tlotmnl Pf'Outs are 
nenieved, 

pnceJeude.rship a.soudincd ror the uUgopoUs.tie markel, structure is nlso fclcvnmto the 
oUgqpsonistlc market structure as l11epdce lender by his aeU{,m.scuable ptOfilS; to be mcreuscd 
b}, his 'influence on the mnrketm the dctrlm~flt UfeOt'llpCtllivc SUPIJUctS. 

Z.2. t\d~H)tuJf() u:or V rice l,,(!ud(!J$bil) l\ludtds(o tho Austrnlhm\,iot)l !\:l~ltkcl 

nlt~ Ausmrtlan woolmnrketls comptiscd of nl3.l1YSillttU buyers \vJm (Ire ~p!1cc uikcrs~and SOUle 
large .bu};e.rs wim purC:hase ovcrone Ulird nf tbC'tlrrcrlng. Consider the following ntOd.elwhere 
it is assumed dun h*rge buyIng firms have ~.mn0 cost .(ulvantagcsresulUng f'rtutl Ulcit'size. 



7tL ;= ,{):lJll- .P) -klJOIJ 

'1T:sI t:~ .esteV - PJ-kt.,(IYs}) 

where 
it,lJ# 

'ltsi 
1')[", 

lJ~d 
V 
P 
S 

v = lvtDL +kt7D~\'f) 
J/~g(sl 

.s = tJl':+ )~d()'I.l 
"., ...... ". "H 

kf,(.)ti ltit t" ()r $,) 

pro.flt fotlnr;gellliddJelllnfl 

pr()Ot rot stmUJmid<U.)tmm 
<lunnUty 'lu.trcJlas~dby large middll!tmm 
qUU.tlt11)1 't)urchm,ed bjf 'SlllUll mtddtcnuUl 
umrgJualvnluet>fwool :to J~.roe($sur 
ttucUmlpricc,'Ccw;v(!<lby grower 
wool supply 
c{)stt)fbuying Wtx>l und selling If) ,processors 

"fhe :llrst tW() .cquntft)tls 41rctbe 'profit runctio.tt~ {()t bigmtd smatllntdcttOtncn~ :Pt:out.~ .tu-e 
C(luslt'atnedb)' Ull)' derived dctnlUld {(It :th,~ wool. Tbnt is, the processorsl v:alunUonof tll¢l wool 
(c~IUnU{nl 3lB-nd :bytheamount n wtxil prooucer ~in sUPf>ly tn ij; .gi\rctt price, wllit::h iSttlJe 
producers vnJu~lUt)U {cquadon4}. Henccequutl,ons 3.tmd4,arc "the inverse dcntumlandsupply 
Cuncuo.usrespectlvely. If lllCt'C is no Sl,of«ge. dlert mnrkot clenrlng; .req",.ioostlttJt tontldetn~m4 
cclunls rotal snpply.cqUtUi.()115. 

T() dctcnnillc the rclatkm,lditI)belween.lntgcmiddlemeu,(tmi tlrices In au~ sborl-.:ttmtbQ 
simplU)?ing n.ssumption Js m.adc that ~upply Is itlela:5ue andequati(ltl 3' und 4 nroreplm:od by: 

(u) S* ::: J)L +l:i Dsi 

w.llete S* is aCOJlstmU. 

tn order loestnblish npn.)llt IlHlx:hnisl11g lcqunlhrium Ibr smrut middhmumt t1~tordeteol1dinous 
arC(!~ltlbnshcd \\'l1r:ro the rute:of tlmngc in proUt .pctUllit ofqnnUUI}1 pun;lmsed equ:ds l.ero. 
1Jlc Ul'storder conditions rt)rtll~ smn:U l11iddlt'mml~ from oqunliorl 2: are: 

tutti thlscqtJ1ltiOtl may he :lSotvedto obtain P'~ the tlucUonpdce for wool: 

.(8) p ;\l-k:~{J)sd 

Substituting equutiou 3; 

t:9} p:= v(1J 1:-1 + ktl).\'i) - '(J)t)si) 

~~~ *4 ru' 

J':I:aprt' fU£'f!("/Ueu W J/tf! J8'11:i AABS f:"futjertma: Ft~lml{lty H194 



J{tme~~ttPttjJOJ1·g~tnt~$ . m"~the¢(litlllbdnm l)ri(!~ fot $rm~llJ1.l1Qdf~mCIll$ .equaL .tuttle 
prt~~SSO~ v1\luilU(lllOf l!m.woot, IlllJiUS '~)~matginnl.C()$J~ tlsSOc{qlc(lwHll.U1o; pUrchU$eotUif! 
W(,!olb)rtbesttltdt :nlitldtemcn. 111ismt~UQnsf1ip'\'o4tdhBI(Jregt'tdl~ss~prUlf;;Mtivityor large 
mhJdh.~tt\e.tl tHtwiding ~()sts faced 'by smullmidctlcn'lctlurelt1crcusing; (Ffgure2). 

To ,eolll:)idc.rthc e,ff~cl;of large middlemCllOll ptice"Ule defl'l1ntiveofeqUlltlon9 :istllkK!n ?i1tll 
respe.ct luDL- 130c.ause S* is assumed lobe: aconSuult llonce iromcquntj(m Of 

tl(DL +'Zl DsI) .... ~ ........ ' .. ' .... . •.... ,= 0 U1US; 
dDt 

n.o) dP =O_k~{Dsi) 
dDL dtJl~ 

Agnin under tbe nssumption of inelastic supply (cquaUm16J. purclmscs bj~ Intge mUldlCtlten 
lmve a. one for on~inverso reltlt1onshi.ptlll Ul~ purchnses by small middlcmenund tbus,. 
dOitdO si=::'" 1. 1111! Inttcl' expression tdlows the secoud tight haud side term 1n eqUatlOillO to '.~ 
simpJificd~ 

(11) l.lk'.s(D.· ... S.I) . dk. ~~\'. (.' ,.Ds!) t. { ,.}' . , . =- .. ..... =-k Dsl 
dO.l<l dDsi 

Marginal costS faced by SUlan middlcrmm would t'eprcscm ,a '0 shuped~ curve. Initially 
marginal pmducUv.ily of inputs would'lncrt1use, and heO(~e nUtt'glnal costs would faU. However 
marginulcosL~ ultb:nately lise tlS the nwdltlbiUw of inputs start to deaUne. If smnlluonsaro 
price' tnkcrs emd {Jpe.rnle ()tl tll(! declining parlor themargirlulcosts CUrvu,UICro would lX1 
unoxploHcdpmfits. However. illucompelitlve marketn()um~x!jloitedprofitopportunldes attn 
cx..ist. HcncenU fbmsin n {JOlUJX!lllivc mntket would .eXptuld.output .until marginal costs were 
incrensiog. ,H.cncek'TDst> >0, 

Thus substJtUUllgocluRlioH 11 :lnto ~qu;Hl(m 10 lUlU fmm tho Usslwlptinf)ofincfei;L'{ing mt\I:gimtl 
costs discussed in thcp.arngnlph abovt!j,it rt)UOws: 

~,~-------------------~----------------------------------~ Papf!rlrfC~emedulllt(! 38(/t.AAf!S CtlIifercnre" .li"i~lmm'fY J994 P!lg'Co 
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,\Vf:;eoncludc lhfllW1Ul~'On..~HmlsU,Pl)lylnrg¢: ndddledumnct,lvhydrlvcsup«Uc!ioll:(},dce5. 

111c!' ,reit~ml lor 'tbis is:1l1UL l:>eCIrUSO $upp,lyis COllstnm; ,ifl,the" shortum., .:ltlure~is¢!l(rethJc{!d) 
,ll¢li\:ily by n lntgemiddl(Ul~~Ul~due~s,n{lCtcl)S~$Jlhf()ugb"pu.t,~>~smaUItliddlcnlet!~']l~plnttcr 
Oleni :lltC'Q 'lO\~er l11ighet;l ltH\tgtrml :eosJ;S, ;nnd,llmscnll.l)ldldl;lhe.r(lnw~t)«tl\Uctiou, 

l>u:rcbnscs 'bsthc, Inr.gc'f11tdlU!;1m,t~Il~.r~~(lUnllOD!.,.~JllU$»urchuses,mndc by Slll~lmlddlcnlCl) 
decronsfo1;J\tltll '5* to tS*',.:r'l .. } n:l~u('c, ,3)., .,;n1!.~ sht\dc~l aft~'rcPtescnts ;~1 ~ducUQnjnPQs.t~~) 
11~nce stnaU,middIcmcnll\Ced '\lith tt:duced :margjml1 'cOS1S'bld mOhllttUCtllt)p¢UnVeliUUlJlet 
forml ndditi(Ulnl 'ubit then dlc~rwoula llaveprevlllUsl,Y. 

o ,11>_"" .. , .. ",_,_,,,.,,,,,, """'",",'-"'''''''''M''·'''''''''''''·''~'''·'''''''"''·''''·'''''t'·S·'''f·-,p·'~L~t""'." "''''''''''''''e;--·''''-·-'--''·'''~ 
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¥l,l11.s equation showslheclfec,ttlf large ttliddleUlwlpUrchas.os. 011 the m;\rgblalct).st.~or sma'll 
m:idtU~mcn.. An increase Inpun:hns~s b~' hu;ge: lulddlemcl1 (l)j)erreCls.rniddlcnltUl gros,s 
rovc::uuc (V .. J» whlch in turn effects tlleincenUvc.s fot small nliddhlmenand h~nce lhcuttlount ()f 
\\(:(101 they buy, -fhls 'illlum cffc:ets smull middlemen· matgiuQlcosts. 

,Prit."'e lOlu'lership isusutul;y n .. 'il$~)~hued with cJlber finlls (Jf"Jarg\' sit~~ or firms tluu bn\.le soma 
ct1filp.aratiwl ndvmlt:agc lntcrnlS of coSt stmclum, 

l .. arge nuns dominutemany of the sub-markets forw()ollfl AUBtr'aUtt\,,~dl somematketsoolng 
very highly $.lQl1c.cnlrnlCo. Hence the price leadersbip model mul' he npproprinlCtodlQ 
AUS\ftllian wool Illarke~ w1th large: wtKJl exporters St'ltlUg prlc.es. tlnd WiUl smttllerbuyers aCUJlg 
;e. , poce tnkers ina compcliUve fringe. 

'nleinl1ucnc~or Inrge hUl·ersln their mlc as ruicclcndcrs on ptices is ambiguous, If supply is 
:inclnstic~lnrgcbuyer nctivny mny hnvc a positive lnlluenccQn prices by decrcnsing ale 
purCh~lS(!S of small buyel's whict) nll0\\i'S SUlllll huyc:rsl!> bid. higher us thclrnltlrglnal COS.l,c; m:e 
l(jwer. IJowGvct~whcn supply iselnslie. U.lC ditecdon of tln.~ l11l1ueoce Is ·unclcur ~IndU)~ 
fcsuldng: <influence depctlds tm lllctelnUvc clnsUcldcsof demundand supply. 
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3. CmlcQrHr~diotl hlHmAustr~),lHmWOol ~'ltH'kcl' 

3.'J N~rrnbct ufl:n)'(!ts, 

lltc number or cxportctsltc,otti<ldhy (bo ASW6 nsb\) Ying woolht\$r~\llenov¢tth~!PMt 19 
years (F.i.~uro 4J. ,In I974nS 11 Jotalof HJl bp')'¢fS WttS Ncord¢d. ~1\isCompl,\rt!s!WiUl. S8 
blty~rs :in' 1988/89 • . :hldlC lostJWQ yeal'StllQre ll~sbccn'(lnWCrsnlttl U~ls ,trePdmld 'Ulctou\t 
numbcrotbuycts,hnsinc~nscd to Sl.Jn H}90/91,:8ZlJl199119~ nnd8!11n 1992/93 •. Al\spng 
of buyers nctive hl1992./93 jspl\1ScntcdinAppo,,~nx A. 11}(~rC~l~CUOfi,iil JhnnU01bctOfbu.ycts 
befol'e theronlovuJ, (~f "be l~l'S mnyoerolnt¢lim Ulettcnd l()wntds firmpffercontn~ots which 
wouldroducc tho vi:mmtyofstmtU.spccf1IUscd buyers, 

100i' 

~tbc rcauctiut1 hllhc number of buyerst wcmJd CitUSQ ~l redu~!ion in Ute number of .lndepcndQIlt 
voices tn .the (\tlCti(ln: room, tltld hcnce,\\I.Quld have c(iuuibuted to it teuucu.on in competition. 
'VhUst this reduction is small ill .in aggregate sc:us'C~ 'It may lrtlVC bud u significl\tltimp:lct for 
spccfulist::d UHirkets in c.erttdn semtlgc~mres \vllerecompetiti.oll W~iS nlrendy limhed. 

lt2, Crm cent rHf ion Unfio 
(I)) WitJW1UtJ1I.' .4 W~: 

The Ausl~tlian w(l()l market: hus heen dmnitltlte(} llyn .few mnj()f buyers for l'nuny yc:nrs. Over 
lllep~tst 20 YCUffit tJlc bugest 4 huyers(cxcJudiJ1g the AWe> have bought nppmximately SOper 
cent of the loud nmOUJlt 0[w001 sold eVGfyycilf (l~guro 5). the 101' eight, buyers lmve 
consistcmlybnughf, just under !'ill per cellt ()f the' mUll nnwum of wQ.{ll s()td. 
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Outing the: lnst d~rcnde: Ih'~re Ims [)cCll n sUght dcc:rense in the CR4 v;;tlm'~A .cspc<.ially as 
purelKtscs by the A'NCincm~tscd duting 1 98919(J and 195JO/91.D.urlng 19~)1I92 the trend jJj 

tbe decreusiIlg vttlue of the Cll4 was reversed. '.!11C primaril?ro~lSOtl r()t thts was, the nuscnoo 
of dlC AWe (mIn t.he market tU'tcrUle cessation OrUle RPS~ff11C eRA'luemn.s{ld from 26.6 ~r 
cent in J9~)Q/91 10 32 P~l' CQnt:. ,of dm total s()ldin 1992/93. H()wc:ver, tllC iHcn~nsed 
concenlrnlion was restriClod to blCl~nscd purcbases by the fout ltlrgesl buyers a~ tho ORS fell 
from.50percem iJl1990/91 to 48.7 per cent in 199;Z19~1. That is, Ule shute bough,. by bUYlH'S 
ranked Sth to .8th uctunlly fell. 

Alm(~st three quarters of the inCf¢t!se in Ule CR4vnlue botwe.en 1990191 and 1992/93 was due 
to' fncrefiseo tlu.rchascs by ltoc:bC & Co.. ltoc.h C & C().illerel~sed market share in 1992193 to 
purcbase 10.6 per cent of the tt)ud wool sold from 7 Spcr 'cent 'in 1990/Sn. 

\\r11Ue tlO st.gnitlcatu{.tcnd in dIe c()JlcI;mtradtU1. of (he buying; sector ()f the Australian w()Of 
mnrketls uhscrvable duting the Qxistenceof the RPS. c{)llccntrnti()ll hndil1cret~scd~igni.ficanU.y 
during fhe 1960s.. In 1960/61 {fte largest four buyers PUrclHlscd 16.4 per cem (Philp el ult. 

t 962}. f3y 19'''!:V4 the CR4 hud risen m28J) pr:tcent -()fth~ mal'ket 

1'trQughoUl fllee>dEfence (If dn: RI>S,i the A \VC'bought sigIlmC~~tlt (lUlounts of wool at ~lUCl,lou 
wlumpdcos were at Il()Of pric¢ l!Jvcls ,vjill the ,tti.rnof rescUing tb~ wl',)olpl'ivatcly wIlen 'prices 
improved, 'llic Utlwuut (1f waf}l lxmglu per ~~em' vaded lJCtwc.cn l,ero pcr t4nt to tl!Ound:50pGt 
cem of the lowl amm.tnt. sold {l:igul'e 5.). 11lf.~ AWe htLfjOOen the Inrgest buy.cr9 times in the 
pas.t 1{~ yennirmd nIle nrthe lurg~t;t. 3 buyer~ V·l times In the pnst. 19 ycnrs. 

~(bc AWe wns 1l I:-f·'unilk~uu buyur <ludng theeaflyl910s. lX:lwe.en 19S1/S4 {uld '1985186 ttnd 
tnC}st sJgni!iC!Ultly txnwcen 198WUO nud 1~9(J/91. 'fheCR4tncludlngtltct .t\\VC over U.lcpast 
19 fenrs lms ranged tmm28: po.r 'Cent m 63 .per cent. 'llle eR8 !la.s vtu'fed ftom 45 per cenl l(} 
15l)Ct ,cent oflhe mm"~;Cl, '111C ,Jevclot A\VCpurchaselii depcllt.l(;'dofllhe le~cl n~ o",etaUpn<rcs 
C,)l)lp:u~cd fO tbe .flootprlct}, llcllcec:hnngcs in· Ulec<mcemtatlull h{til'sineluding th~ t\ we 



,t1R)'.ltr:Pawe~.ln .. theAU.\·It(lltau.IVQa":llUlustry 
, " .. ", " -'1 ." ",. ,-," """ '". ""', '" ~ 

VorcHnscs tcfiCClS clUlIlgesln Ule! level ()rptic~scolllpn.roa ;lPU1C,flotWpricettndJshot 
lndict\ttve.QrCb~mg;es ItlalQstrn(!b~ t¢ Qfthc buyhlg ,sector. 

As n lurgc·· buyer, tho. AWe' lnnylmvc .lmduslgnlUctlnt .efrec~ otltll() l(}vei (It·rrtntkct 
comp~titlon.'1'let\ \VC,l\S n h'tJ,l()huycf:lmnyl11we nCfodt\:t UCQqtllcrvrijntlJ.~fXlw¢r~\gnlnsF 
other mnjt)rbuyors siuc~ lcpvrchasedw(}()lwithUlcnim of supportltlgpd(!es,>'~hi~~ W~St~f: 
C~\Jrse., insmrkoummst taothl.tr ftlUjQV bUYers wblch wore:ninlin~J()s¢eurethe,Hlw~st,possiliJq 
price felf wDol.'l1ms, UleA\VC is lJkruy lQhnvc rcdvccdtllc errccUvcn¢ss WlU1Whh':h Jnrge 
btlycrscould lnanenceprle~ levels. l:lenccf.Olismny, ImvcU.mltcd, Ole devel(~VJncnt. \orcouustvc 
buyer~htlviollr between other lnrgebuyern. 

'111e structure of it market isinmortntll in del~rtniniJlgtllc l~wel of com politi on . 'UvJ,JrHttkct 
Fbli!Jc.ri ,nnexmilimtUOn of market structure helps to idcmifyhow firm.s interact nnd how w¢1f. 
the mntkctpcr(OtJ1lSin settb1lJpdces. 

'rhe Austtullun \\I(X)tbuylng sector is highly concemmtctlundllns been Ulnt wnyoverille last 
two dCCltdcs.During Utis Lime the hlrgest·fnur buyors consislcntlybought nround30pet cent 
of the nnnQ~d ·lrnd~purctlnses. 

Ap+ut fwm conccnml1iotl 't1\tio; mhet ,aspects of market structure were~tlso smdied (see Bunson 
1993J. It Ctltl be shown that tllerc hns t~en some clumge in the structure 'ofthc buying ,sectOr 
\vith respe:cllo the rernninder ()f the buying .sector with tllC mnikoL ShnrC(l!' buyers which are 
ranked bet.ween U\C t(){llOper centIo 40 per ecru of buyers, Thuslhe m~\rket. sbare oflhe 
smull hUYers (the remaining GO per ccntofbuyersJ has decreased over lbe PMt two. decades. 

Themnking. Qf buyers ovcr Ulepnst fifteen ycmrs hus been very stnblc. SpcntmnncortelnUQu 
coof11eients (wcr this lime show 1,1 higb degree of correlation (wHh uhignificnncm level of S per 
cantor greater). However Spcnrmntl coefficients of t.he mid 1970s cornpnrcd WiUl Jato!' yenrs 
nrc not signlfi.caJltindicating thut ~1gni.tlcmll cbungos to the markel stnlCf,urc occurred In the 
eurly 1970$ and bas been sLuhlc since. 

Chungcin Ule pattern of en tty tlnd exits .from I.he WtXlt uxportingfndust.rywo$ restrioted Io 
smull buyurs purchasing less than 1 (It()O() btt)cs PCI' annum. \VhUe there was n high number of 
nnlls entering (lmlleavlng this pUfcht\se cntegory, change in Urm ideutitY'Ntl.') very limited in 
hi.gher purchases categories which may be caused by some barder to entrynt this level. 

In summar)d t the bu)!lng SQctor of the Aus1rullnn wool market is higlllyconcClluuteuwHb a few 
I:myers purehasing n In.rgc propotti(m of Ute tourl amount of wool sold. However. Ulero is a 
lnrge number of independent firms operating in the markel, It appoars Wat n large propottlon 
of buyets can {)pcrnte pr(llilHbly with limited tU1110vet. 'rhis structure bas been very stable over 
the past. two decades. Similar1y~ the i'~mking()r U1C mnjor firms hus nlso been very s11tble. 
\VIttle tlWfC ttppcars Lo be IHtlcmslricti\)ll tot.!ntry (H' exit nfslllnll bU)lersl Ulcre is UtUe 
evidence of clmngQ amongst the hugest wool cxpcming cornpimics. 

Modelling the f)pccHIC influence of Inrgc buyers elU prices would help tOCOllfinll the existence 
of price leadership in the AUMmUan woo} rnarkct us opposed to collusive be}mvJour. Such n 
mooelwould nlsohelp midcnUfy Ule relative impmtnncc of the j)li.ce lendarshipnctivity in 
setti.ng the price f()tpatticulm'lots nfwool. 

~~_'-_-~"'~ '~,~~~._'._, ____ -
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4~1 Mcth()d()r()gynJ)~tP:Hn 

tfhc .techniquo lIsed lQe.SUllHHr; nht:d(micttlod~lor WOQll)lic~s fnJm vnlup dG~I!}t)iluli1g 
attribmes ls tcgrnssion tnH\L~lsls.R~gressi()ilmullysjsl usingU1cOrdlnnry l..en~t Squares 
~stinmtnr; t),'ovtdcs: n mc~hodof uStluHlUng fl11ntionsUips nmong vndnbJes, thnt 1s. U:summnriscs 
tbe nm:Rtdcl)ClldCl1cc·bcl.W¢{HlViUinb)~s~ 

UYfllnklng; lbo lniUnltll)snmpUons lhnt pdccs nrc n Huettl' t\mctioll ol'dtcQb$I,WVt\blo 
clutntct.cds(.icsofn lOll a gl;!ucmlhqdtmtctno(foI Jbt wOt11 pdcclsi 

n en Pt;;;t(,lo+~akXik+}J,t 
k=l 

Whell! Pi 
flO 

= 
::;;: 

the clonnprip~ per kg for lot I 
nCOJ1sttult tcrm 

~'k 
'Xfk 

:;-

= 
thaVulucot tttmlUcit price' Offill nddiUonalunitorthe cht\mctcdsdc k 
Ule amount of tJ1C kth charnctedstics or lOll 

Uj := is the error lunu 

l'1'O1ll tile previous resc(tfch, U10 tmtjof' value deWmlining chnmeteristics (If w0011<>1$ RoId ttl 
tlUction nrc; 

meml fibre dhulJetcr; 
vegel:able maHer contt.lnt; 

• longtl)~ 

4.2 l,~csults 

strength; 
st,yle: nnd 
col out. 

(a) R.csults of R egress hm wltltrJUt Buyer Cottr.:cntttUioll Variables (Jt/odel A) 

Thcrogression ll1CX,leI wns found toexplail1 83.1 percent or toml plicQ vminUoJ} (udjustcd (2). 
Of t.he 47 vminhtes used in the regression. only two were found t() be insigJllllcum atUlulpcr 
ccll1 level of signUlcnncc. (liven Olfl size of the dntn set, the Inl'ge perioo nnnlyscd. and tlJC 
vmiUlioIlinplicc which occurred outing lhis l-'Cri(xl~ tllC model was thought to be l\cc~pw.bIc 
compureo to mher ile(Jcmic models of w(x)l pliccsin the litctnlute. 

1110 results confirm with previous studies with mgard to tho sign nssocinfcd with difIcr\lnt w,)Ol 
nlitibutos and their mngnitutle. Of mnjoJ'importtlllCe indclcnniniilg prIce is the nvuJttge micml1 
dimnetct' ()f the lot t1f wool (sec Appendix 13). Asc~pCClCdl the sign ror the micn:m lenD is 
l1cgnUvqwbichconfil'U1s t1l0 p~miums rOI' fine wool compuTed to CO.al'sct wool. 

Discounts/premiums due to selling connu range cOlllparod to Mclbounlc £lUlU premiums of 8 
CCf1~t)/kg (1.4 P{S ceilt) fOt wool t.mld nt Newcastle. to u discounts of 18.S ccnt/kg (3.·3 PCI' (lent) 
for wool soklnt l"mmccswn, \Vith the exception ofBrlsbane. Vr{X)l sold in the JlonlmnJ lugiou 
selling centres e xhlbi lad u. premIum l'clntive to Melboume. No significant diJfct'Cuce wus 
observed for Ule GeclOllg selling ccl1lre relmive to ivlcl.b<lUlllC. A discount of 8.7 ccUL~/kg 0.5 
percent) wns observed for wool sold at l"rcmntltlc cQmp~It'Cli toMclboult1~. 

rnlCSC results nrc comp.atuble wlthprcvlous mml~'siscm:ricd out lbr the second halT or 1991/92 
(StOll 199~. pet'S ~mn1m)('rnblc 1). While the t~su1ts fot the second htllf 1991/92 weI\! 



cslinmtco fTOm tt sU~ht1ydifi.cront :modolushtg staple me~surcd WOOIOt\ly, Itappc~rs tht\t' Ule 
d'rr~ronecs 'in prices fot lOlS Qr wPOlsoldnl(Urrerent l.ocnu(ms 'havebcCrlredm:'!~df WlthUle 
excopti'Otl ,ofl"lmmcesto.n. Um Inlltetrtofccrltte pmro.ium,tnd(li$CQtU1L~uro ,sitl1.il«r~ 

}9:91192 * 
$(Jcond lu~[ 

. "nvcowtt tclati~uJ 1992/99 o.ls'~(:Hmtrd(ajt~·(! 
to (Ner(184' pdcc ,firs/ltall. (O{iW.'!(Jtgepdct! 

AdchtidC .. $,;3 
llrisbnnc ,.,5.5 
FrCJlltl1lUe .. 17.5 
OCClQllg 4.,5 
OoulbuOl 2~4 
Lmmceston 20.4 
N~wcnstle 19.6 
SydIlCi)f 6.1 
Ave. Prlce(ejkg. cleull)S7S 

"'O.9:2~t 
.. 0.96% 
.. 3,.CPVilh 
"'0.78% 
0.42% 
3.55% 
3 Al% 
to()% 

(* Slott l,993.tpersOJl:rl, Ci)nln1Utlic'~ltion) 

.. 3.1 
",to.1: 
';8~8 

os 
Q,Z 
.. 18.5 
8.2 
2.4 
$63 

.. OS5o/b 

... 1.79% 

.. '1:.56% 

1.10% 
,.;3.29% 
1.46% 
O.4a% 

111e diSC;OUll!:S fot )\del,~ude·ilnd ll:risbam:~ tlfC 6imllar, while the prornlums for SYQn~Y iJud 
Ncwqustle have l)Ccn reduced by around 60,rltt1CCllt. SimflndYlthc discountobSCived for 
Fretn3110e l~tmivc totvIelb()umohuvcbccllI-edueed by ~tltrl()st SOpeteent.111c l'lr,ge premium 
observed for .Luunccston in the second bnlf 1991/92 was reversC<l :inthe flrsthitlf 1992/931 by a 
simUarnul£11Imoc. \VhHc-the results,·fot l.aunceston and Gpulburn tIre statistically .sigtuIicantj 

~",uuso these ·centres sallitlfroquClltl,\U1cnlodel may not sepnmte the oontre and week effects 
~uffidf~nU)'i' tlluS this would m.ake the results less reliable .. 

r:<Um~dlamCler(S6 per cent of pdcc vatintjon) is U1C most signUicutllattribute affecting clean 
'Ptic~~ . '11lc other main {mrlbutes moe: str¢n~tb (16 ptw cent), vcgeUlble mancl' content. 02 per 
cellt) food length (lbc peroent). Centre effects comrlbuteuroupg five pet cent of price 
variation. \-"hile factors suell ns style. colour and staplcmeasutement encl1comribulc .around 
three perccl.,t()ftotal price vtuintion. 

(11) NftJdeJ Results \1:'llh Cmwt} ".(ration Variables (kfot.iclB) 

Hedlndahl1ndcx, t.H~itldexj'landtlleconcCtmt\UOilraH() (CR4) were catculated for each selling 
cem; •. ~ fur ctlch of the 20 wneks during-lhe firs' half of 1992/93. Result'} from the: regression 
'(Ur\jjeI adjusted ftu buyer conc.,cntmli.on usingU"index,ureprct;ented in A;ppcndixB. tnn~ 
overall adjusted R2 .bnprovcd slightly from 83.1 per cent to 83.~ per cantor Ulctotal price 
varl;niotl cxplnjnedby ihemodeI. 

In summnry, H .. ind~x ''''astound to be u sit,rnHicnnt cxplauatorof price. Apositiverelalionship 
was found between price nod thefl.·inde.x. This result sugg~sts that ~lsmnd{.etincquullty 
increases, prices rise. This suggests Lhut its the huying sector nSRumcs n structure where fewer 
buyers are aClh'ct buyers nrc not acting collusively to depress price. Rather. illcreasetlbuycr 
concentration may be teducingthmugh~put by small buyers. !lnd hence putting pressure on 
thelUm incrensr their price lhuils, This is consIstent with the Uu::orctical results of the price 
lcndclsbip mOdeL 

~, '. 

P;~cr presa)Ucd ({) the 381h ilABSC on/f!rem:c,. Fcbrtltuy }994 



Ac:ompat:isollbClW(:Cli.Jnodcls\\1Jhnl1dwhhouJthe H"lildCx. vtlrtuhlc isp~seJ1tedgr~phiqally 
In Flgnrc 1 •. For discusslonpur{)OsCS lhcJl1(xlcl wi(houl,tllc:H4nt}ex .term wUl:oo idenUflcdus 
modoll'h whUsUhetmXlcl '\v:ith tbcH .. index vminhl~wm 'be 1(1enUfied.nsmoocl :n.. ;nll~ most 
11ll.PortnIltdUfcrtmc:c 'between modclsAund II ;is me ·(.~omtibuUOll·()r Itti.cr()nuu.d ccn.U'c vadables 
toove:nlli ;price, VmitlUOll. 

eo 

I~cloth~(!tmp(lrtun<.'e,.··QfVnhl~ ;Dct.~tJl,ini flg. AUributM 
.. '~1od~l$ Ii Mldn 

Ii Modal A iJ Modal.S 

~"""wJL'l":' ;? .. ,' '.~ •.. ,' ... fl,..... •....•..•. ," .. ' ..., 

It was obsci"lcd Ihttt the !)oUingcl.mtm \'1uiables ex:plrun less of tIle louuprlcevmintiol1 ill model 
n than in model A.Muuel A shows tbat lhc ~\~cmge ,centro: inllue,ncc contributed around 4.5 
pc,r ,ccntto {mal price vn.rlntion. However. ill modelS it W(j..~ found that lhe averug<: selling 
centre .inUuell@ isurt)l.mtf 2.5 purcc1110f 'the loml price vn.riaucln..Huttco: appfoxim~\tely 50pr:t 
cent of'thc pnmlium/diseount due to centte ·different-tOg mRY be due todiftemrlce.sin buyer 
sbares per ~ml~gce:nt,t¢.Tbe difference in H .. index pcrccnu-c is reflected itlthc coofJicicnl for 
the .H"imlex vadablcin ntndel n. 
~nle second nmJor dIfference between the dctenninatitm (If attribute imponallcc between lhe two 
models is that of micltln, Inmo(I~l A, micron c:xpl:d;lled S6 per CCllt of rotnl price vudatlon. In 
motlell3.t microtlc,Xplains 52 pur cent ()f Imoj variation. 

OcnemUy theitbsolute size of (he disc()unts~uldptcmiums for scllingcctlucS increased ill model, 
H compared (() model A crable 2,), -nUlL Is, centres 'w'hich had a d.iscount relntive to MclbCJuliln 
in mod~l A exhihited u target discount in model B. ConvcfS('ly~ centres whichoxhibiled n 
pre.tJli.umtn model Ae':\bihitcd u lnrt~er prClnium ,compared to M:c.looumc in mudelll. 

--~--,----~----,----~.-------------------------------.~--~~~~~ Paper pt(!stmuulto 11m 3811l.A:i\l~S COIl.fIN'Ct!ll(;(, '" ,[l r:1muJt}) 1994 
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111US it SCCrl1S Uk~l}~ ,·tll{~t theccutrc ~oc(ncle!lt iu.nuX{el A is in!lullnccd by: 
~t lX'lslth;c,t'cl'm.iolUildl' lxm,vecn p,tice uno H~iudex ~ ~lItd 
timt ,H ~inde:);'lsrehlled to sellillg t=cntre. • 

.Because drrfc:f(.mt centres .lm\!'C' dir(~rent Jt"btdcx ValUC~f i.1 r()nO\~'s lbal'cctllIe vadanles w()uld 
lX1retatcd to ptices.ooctluscpnee isrelau,.~ 10 the H .. indcx, ltc-nee l)d{.~ dU;fcmtlces~lwe¢Il 
cemres ate like}}l Itt be inlluct.ltl!d bj!tJt{~ ;dlrr~J'C,tit huying ~t:l'UctutesasJ~nccCtcd illdifferetnU:' 
indlJ~ \,.tdues. 

nlech;mgein Ule cucfOcicnt of Ule ct~.mrevuri,ablegt1CtwL'Cl1modc15 iSiI.1ixed, Four .gtt)UPS 
were identillcd; 

{lJ At Ftetnatltle·.f A(l~hlide und (lc~lon,g: which tt't()rdcdneglltiv~ coc!llcictll~tn model 1\, Ole 
cOC'fllciCtrt of the cenu~ vuritfble \vas a l;).t~ef ncguli\'e 'vnIne ,,,hell. tho: H.~inde>:: wa.'): 
included separately fmodel tHo 

(2) At Sydneynnd NQw~a.~l1e which recorded; pnsltbe eC1ntree(X!rnd(~nts in lund!!1 P-. larger 
posiu\1ecoofllclcnts \vete (}{.)SC1'¥ctl in ulOtiC! Il 

(3) The negathte c()f..!fficicnt for the UJ1:\bauc centre vmiubte in Illodel A was lc~s 'ill nlOdel U 
andule positive ,centro coefficient fbr (luulbum 'in lllt:)(iel A was n SflHllh?f IX1Sjl!\,C itt 
rm:xlc! 11. 

f4J A lUrtle llc;g.{.Uve c(:JenJcient w~\$idemined for :the IJ1Uncestonoclltro val'lnblcill ;t11ooel t" 
\¥hlle a large posUive coefficient It,lrthe c.cnt.re vntiuhlc '\\'USObsl,H'Ved iUHlooel b. 

Co.usidl;tt the group l~md :ll'WUP' 4 sclUng ccmres~ anex,nmple ufwbich is i\<lalrlide. 11.li~ ,ceutm 
bad the hjgl1e~tH·ind~,~ 'Y{lluo during the JIfSt balf of the 19t)2193 :season. 111e vnrltlble 
eoe111cient ellf Adelaide ill Ulodel Awa~ <t 1 ccmslkg clenn. lfowcvcr~ i.tlrtltldel 13 d:le 
Cfluffidcnt w'ns .. 11.2 c.cnrJkg dC~Ul,WllcnUlc pnsithrc elleet oftbe 11"ind(!X/pdccrelnt!ntlship 
was IDllloved from {h~ nmdel A t.:emre t()CUicietn :1 more m:curate l11dicntion of lbc~'C1\U:U 
discount i\ \)h~"Cr\'cd in mtxl~l 13. Hence the :diSCtlUnt due to b1lutial eHeCt8 ,\bt(!h t.nay .\l!1cCt. 
pri,c~ due to (tu.:tnf$ such (\l\i- hu}cr uucml;ull;:c costs. 1Ztlllllxlsltion or offedng~t.imitlg of ~111cs 111 
mlun' (:CUln!s ~md. other factors. un: hi~hcr tball previously idcutUJcd, 



Aslntnnr.but<:otlVC$~~srjl~t~tiollnluy llC :ap!lmprltttc:fov thegl'QUp2 tYPlCdU{rcS. 'I11¢se 
C~.tlI.l~'$lHlV~StS.Umenlltl~¥ lowcrbu)/cr COllccotnltiollcortlpatGU 'toUlCi :Mclbourtl¢s¢Uing'centrc:. 
n"llce' when Ib~ll*lndcx.isscp~rotelytnouellcd" .th~ :U.;jJldcUCctlttC1Pdce:aJltemc,tionwhi(zhul 
thist';asewould.'oo:ll!?\lCiUgUlc(!ernrecocfficlentbf!cnuScconccutmdou':isloWCt:lhttllCOrtllliU\1d 
ttJlheMolbounw,ccutrei. would ~. :NUlt;lycd fl'omtb~~.cQC,mcient v~lues fortbcse ;selllngccJltres' 
nt'ld,ilence Ihe c\!nl,ro coofficlclltsin, mOdel 13 would,rlse.'lllUs :UleCCnlreprelniUltl: fQtlYI>e ,2 
centreS rise iUl)l00(fl 13eompnred lOnlPdt~l Abc:cnuseihc lower H''Ilud\.!x: :vm.oe fartbcsc ,OOHlrl\~ 
lciutiv(H() MclboUJllC '\\!Qul(llnwe llneg,nlive innu~nceollthec~mte :coerticlcntsin ulL'<.iel A. 

111~1~sult fottbc TYlle 3c,cmfi.l~ ,is uneleuf. "111C :ccmxv: ·coefficients for lllisbMe issh:nib~t 
between moacls.\<\'hile tlleClmllbtlttt:¢Cn~eoelncicllt is smuller in J)ltXJcln~ 1l1cse ~$Ults 
ttlUy :illdiertte thut bu),erCOt1CCll.ttltttiOJt'lS not as, ,imp9t1antlll thcsecelRruS'COllli1nrcd tooUlcr 
centros. 

A ~ignifi.c~mt jXlsiU'\'e t\}'!tuionsllip W\lS ,ObSUNCd, bctwC(:u ,average prl.c:cand tbnHediudnhl 
indei,. "rhisfClutiollsbipi~ dUC'lO sever-d) fnclors,. 

AS (:OtlCludcd (rom:UleUlc,o.redcnl 'i1llxlCl ill sectiutl. 2, IfsuPl'lly is luclustie ·(or ill Ule 
s110lttetlUl.~l posi.ti vc relutionsbtIlbet\vCenpliceand 'buye.r ·crollc.onttadon wOUld t'¢ 
eXlmcted. 'Uus ltfsult:is due to tIle faU lillnarg'innicostsulcurredo)t smaUbuyersns 
the ~unount pu.rchnscd: by Itlt'gebu.y.crs iJ1Creas'Cs. 'l1,lus. lowermarginnlc.os(S nl.C~ed b)~ 
SlUttU buyers, cau.scs iu~n.~a.scd biddIng inn ,competitive 'sub! nntrk.et betwcensmnU 
buyers fordlC'r¢lllniniogloLIi: or \\'{)ot.H.rncc, IbccOOlI)Ctitblebehavlouro( smull 
bUj"CfS faced ''lith lowern:Hltginal :costs\\'ould. iucl'Cl\Se pticcs. 

Also the 'lutgcst . buyers arc Japanese. Japanese exporting firms such usC.ltoch~ 
KtUlC!mtnSn~ Nturubcni and Nlssho .. lwai.,,\'c,rc the mnjQ.r buyc.rsoverthe ltl.st decade. 
MallY t)flh~se firms :nrC" aSStlcimed \\litb etlrly stage pt'Ocessillg llt'll1S~ nndhcciluseof 
the tillS \le,tti,cal imegration •. ma~ bid higber ',U auctiml UlcucthenviseasproUL<> maue ill 
the processing sector llU1Y of(t;t't I.()SSt.~ in {he huyingsideoftlluiropcraUol\s, 

Increased I,t:··lndcx. is a teilectionofincl'tnsc:dpurch(ISCS by lh(,~ few lu(gebuyers, which 
ill tum im~renses 'the i:ucqunlity ofmnrkct slHlteS. Inoroas\!d purcltRscS by largebuyc.rs 
tntt>tt'Je U It!ilectiou "f inettmscd dem!Uld from clients. ASU1~ lllrgc b\l,ycrn. by 
detiniti()ll. purchusca. significant. amount of the wool offered •. jncmused demand would 
lX'tt!!fiected in increased orders to the btrgc expottct'S, Hencctls their orders itwrcascd, 
.their share ·oftbc. UHtrkci increases. Bidding COnlpotili.vely ~lg(tinst each other to .fin 
their mticl's or to incrC,aSt"llHttkct shure~ large buyers would push prlcesup t() matcb 
changes in demand conditions. 

A p05itiverelatitln.'ihlp l;x1tWCQtl· pric.cnnd H·lndex is indicative of a pJicclcndcrshlp 
p;luem. If large buyers increaw. purch~lSCSt ·smull buyers rCCt)gl1i:smg thut prices nre 
generally higher, \vill bid e{)mpl!tiu\1cly for '\V'()O} at: U1is nu\\' higbet price which t~ trot 
by the 'hlrge huyel'S. As 'priccmkers* sl1l.ull bU)1CrS cancifI1crcnforce prlc,achmlgos ~\S 



s~t l)yJllfge bU)'CtS,Of:StOI) putchusing.. . ASldcmiuctJ t:m"Ucr •. ~.:dc~t'C(.SCblmarIDU~~1 
CQsts \\~llellCPUnlW 'sntnUbllycrS. ttl. ~mCC(~tlle:,;n.HlrkGt~ und puy UIC; highCtpriceSlO fill 
t;licj)tOl'd~I"S. 

lfordc,tSu) lnrgc buyers (nU,prlces w1\lalso ;tentlIt) ,cnsc. ,Sn~nJlhuy.er$re,C()gtlt~thg 
Ule~cCUtlelnplJ;t¢hases:.rronllt}f:g~byycts wOIll(! ,not Ptlr4hnsc'nlUleptpvlo~Slyhigh 
Icvols: llTld WQuld ~rc.thlCe bU)'inglimhs andherlcetUntlllr~llhe l,dcc nill" 

H~llee Whltc Ittrgobuy~rs do IHW~.~\s:ignUlcaIl('ClraPt ,0l11?ricesU1Cjrnctltms 'Md 
subsCqtU::llf ;itlftucnce ,Oft i)dccsil1~~Y be tUupHfied by small buyct~s lhtough,abilf(lmetnc 
l'rltc1em;Jol:Sllip IUO(Icl ()f behaviour in lUlatlcrupt Ie> mu:xi111isp prouts by mitlimlshlg 
CUSL~, 

AbOOOJllC nullU .. ntnibul¢nlcdel was ,developed. 10 jdcmifyU1c soutees or .pnce Iltlthulon Ulat 
;coul.d lJOttltributcd to wooltlttdbutes ffinlothcrllon'"wo<ll atm.butes.l1ronl.Ulis nn:xjcl disc()Utl~~ 
!lud p~mjUlllS ror dlffetcrU: cc.tltt'Cs wereidcntil1ed· wbicharc stmlhtr 'in :magpj ludcandSign lO 
lltevi'ous. rese~nt'h:. 111\'!filOdei 'wnsUlt"ll modU1c<t(:o identlfSfh(}wbuyer cOllccritmtlouat'fects 
price and 10 qu.nnut:v Ule1l1ngniludc ofu}cerreCI. 

:IluyercoIlcclltrtltion was fOtllld,lOhuvCti\ posittvenffcGt on prite. .fI1lis :isconsisteut \\1th .001C 
.G(;)JlcluSiotlS ··ofUleUlcomuc:tl model. 1\vo obscrvnrJo.nswero tlludttw1thtl:lc :hltroctucUon ·ofa, 
U .. indcx variable i1l10UlC ,regression mooel. Fil'StlYflllc contribution of micronnnd CCO.tre 
vndablc toovctull prlce: Vnnauotl wnsmduccdwith lbcH .. iitdc,xexp1ulnIng .around(iperccntof 
total price varlnlion. S'cc(ltldlYi. th!!: ceutro coeflicients for differont individual centres were 
affected by .gcncrollyillCteJ:lsing the ~bsolutemagtti.t.udeof the (,'tm!fC:coofu(..icnt.s. 

ne~nusediffcrcnt centres have dinhrem average H,.;lndc.x yulu.es, with the immductiOIlof t.he II .. 
jlld~x vnriable, metUl«; thaI U1C centre ·cooffici.(!l1tll1()r'e .ae.curatclyrepl'escnts lberclaUvec~nLro 
ptetrtiumldiscount due to sprtU.nl ·effects rnther than due In concetltnltkmeflects. :Het1c~ the 
~ proporU.on of prltZc variation e~pluitlcd by Ul<lCenlte coefficJcnl w~lsreducedwUl11he 
introductiolloflhe ll .. lnOilx. varl.uble. It was ,calculated that around SO petc~ntor UlC: difference 
between cClltrc~ in model A was explained by buyetconoomratioIt 'itl mOdel 13. 

TIle positi\'.C relationshIp observed Wlwecll1:1"'il1dcxand prices was .(ounu(o bccotlsls(cnt \\dth 
(t priori knowledge of the ralmionsllips bet:\'n,~a.tl large buyer and small buyc:r lunrginal cOStS~ 
buyerconcemration undoveraU matket dcouuldand buycrconcentrlluOlland pn.ce leadership 
bebaviour. 

5.1 PoliCylUlT>Hcatimls 

F'rom thccUrlCllt mSORfch, h is nppatentthat bUj;tw conccutrndoll isl1tlt a price depressing 
f~H;l()r 'In lhcmatkct for l'\ust.raUmt woOl. InUlecurrcllt ltlllrket. structure. higll concentration 
actutuly iuc'tenses pIices as mnrkCl inftlJnlation mnybemore obvious to luarkci p'lrticipAtllS 
Vvilb price scttios .being aided vi.a a price leadership mo(JeI ofbchuvic)Uf. lienee devclopmenlof 
wool markets S11QU.ld focus ()f) lmprut"ing the <tuuHty ofinfuonmlon 1,0 mnrkctpmtlcipuntsnnd 
tedu.clng. price tlsk, An impmtum tlspcctthercfo.rejs Ule reduction ine.xcessive prlccCvorlaUon, 
F'utll1ii:riViableFmures imd Options murkcls would ptO\,1ide: tt mechanism (0 help reduce ovemll 
risk. Thus by utUis,in,G these marketing toots, bidding ataucUOll would 00 less risky and th.is 
w(lUld ntlJ';.lcl mm~ bU)'CI~ ttl illC' nUld~~l, 



Asthe CUll,'Cl1tmsC:~\Itfb dO¢s iUUt ;idcnttty uny mnrket '.lncCIlCicncie$,CreAtcd bYlt(lOIlC.ctlttntion; of 
b~):~tlmU~el::sbntcs* ,~u:u(Ul.untlcr ',~hpttndC! 'practices 'llClQf ,nlmtJ~srJtlwsis :llO{,rcquired, 
H'(;\\\'Cvert' tl)epI'Cs~,lli, tolc'o,f lh" wootc,Xl)ott~rtnt1~~\Ultjergo,:u signllioe.ntcbtUlg¢ovet tile next; 
:ll:!W 'Years n,,~ the wuollndusuy :tldJuSIS to·thc~frcq!mntk¢tenvlrontlleut. 

Tb~ ,Rl'SI while lx:nclleiart{lw()otgrowctSby:supI>Prt~ngptice levels: 'and, l'C{luclngpdce 
\~~lrl~itiOtlt~YUS ;l1S()h~tiefi~i¢110\YQQlcxpll1:tQrslbuye'~$;rb{S W{\sbect\US~ theRP~,re~lUc~ddle 
lleed:tGrprivnt~ stockholding wbleb :is r\~qull\!Uto JU(!C,( short tcnn tlced.t: 'orbuye~'cHelUs. 
Similarly .. \\1Uttlla:reducti.on itlpdQevntlatimt,Ulcru WitS less·nccdUlid ,indeed. lessscopc. {or 
e~pa.rt~~rs lOtmgttge in(lrbilt1lttC~iCdv,ith~s,:H.cnce :thetlCdvltyof Ill1erclumting'. Qf buying when 
:pdccs\\Ycm low 'to 11l11;X.)tcntlulorde.tS. hus,nol; featured A.S llJt1Jljor :wootexptni.er~\ctivi tY .. 

II Se¢.Illsthnt nl~ ·wool eXpo.l1erU1uy hnvcmspondednrotcto itlcomingorders rQ:r,wQQII1\tll~r 
thnn ttl pd~~ changes iin . .the tmtrkel.llowcycr. :in the· future. Ole tmidillcment of t.be. wool 
imJus:tr~ lllny~lSSl,nlleilm,ore tlcdve role in U1C lllarkct :by anlrwrca.<:c inoppoITUnislic 
purcllt\si.ng WiU1()Ul cO\1enJ1gortt~ts~ 

111US followb~gdlis. sccllnrio, ,it lsopen to(!onjeC(Ure~lS ttlwhat,it1fluence lartt~e~portetswiU 
ha:vcotl wool prices WllcOtilOre s(}phislicmedpurc.hnsing uctivitiesllnd ~ttcgieshaveevolved 
to CO~ witil Ulcfrvew()(>l. uUlrltet. 111CtU1Ul):,sis relates to a periodsOOtlufter tbcremovalof 
the l~:l)S. It Jher¢.Ibroretntes to a ul.t\rketwhlch is very immature and still·' evolving. 
Nevcrtbelcss,.U1eannlysi.s ha.~sbowl) [bat lnr~ebl1yetshav.e.usignifiannt effector price levels, 
t\!though flO senousdistortionsof the wOOlmt\rkel were identified due to ~le nctivit)' of .large 
buyc,rs~ lheconclusiolts ofU.1C SU10Y may ,relate tannenl soon to be past, and dirfcfCl1l:results 
maybe i!bundwhen the llUtrkct.malurc.s. 

·13ec(tUse ,of Ille unlqu\:: luarket structurcof the wool market tbetels potential fordiSt.ortions to 
or-cur ilt segment~or the w.001 nlarket~For exru:nplc. if conc~mtttltion was lorcach a criuctUly 
higll level. suchihnt (hero were no small buyers tooffscl. tl1e aation of large buyer$~ some 
nUltkel .imetventiollllJay beroquired, 

lIenee it is notcl~aughto a,5.sume HUll oocause u m~\rketnow exits whicb is fmeaf lntervetHioo, 
Umtnn em~i(!nl nno ot)mpclitiv.c: lllarkctwill evolve. 11tercforc It is necessary lOcOnUnuc ~o 
monItor the influence :()f hll~ge; m iddlctncn WiUl respect to Ule effiCiency of price dctenllinnU.Qttin 
the AustraUntl wool mad\:ct. 
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