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:eQ#C~r.f1 'hlls;l>~~~> '~pJ,;~!;s.~4:',py cVtt.J;.tP)1$;P~i(~~Jpfl.~tsln 

·t)l:f!wqol·maq~.~ ::th·~t,"ij.ffl¢~¢iit .CPl#l.}~Ut~.Qp.im~1·:AQt 
:~?t4t ·,ittaUI~l'¢1l:t ;~~gm~I1ts ./Q£ ;tb.e.lD.at,ket.,A~a 
:¢9JlS~(!tieuc:~,::th·e·pxlc~sotS9~~:·gQ()4s.a~~ ... 5ePlices':in 
·~¢rt~mtn.:~l.t¢t :~.~gpl(lnts :m~y··p~glst()r.t~a.. ,Fw:tl1~rt 

so#lf!p~tt:ictpa,~t~::1l1.11y:ha¥~;:tAei:llln1itytQ.~pt.Qitth~ 

'~ark.¢t :~.Aa,~~tt·cc)m~,:pqw~t~mth:~:41;4\l$~;,lI1 this 
stu(J,tth;ei,~tt'll9t1.l,r~.llna.~Qm:1?~titiQJiQfy:a.~lOJis~~giJu:~~t~ 

Qtt:h.~ .A;'q$tJ:a.1ilil1, wo.Ql·in;(Ju$tty :~e ,tlI1~lY:$¢a:.tt: :Wg$ 

fC)A44:t.Allt:a1fl.l('jl!~h.".CQ:P¢(Qt;~o$itlons.:c)r :mat~etpower 

~.~ •• it1:··~he~\t$traUl1:i\·w.o.()l :4tdllstty" .:t)te te:v¢l :<if :m'tJ.rket 
(:o~testa.bUltY and ex1ste1i¢eofJllU;¢hpetl1?her~ 

.~Q~petlt~op. ·.lxteaclt.segIp.en.t: ib.a.S . :theetr~ct .(jf· :keepw,g 
tll()$~:.~gm¢j:it$o£th~w.991XIl.:~l.te.tthtl tar~ :~})1.eto <~:n:~~,t 

ID.tl.l'ketpower"c9mpetitiv.e. 

1. lntt4dliQtioA 

Thi.s.study is concerned with the structure of the AustraU8.1l ,\,roo] 
111du;:stry',. This topic isbnportantin light or recel1t governm<:Ult policy 
changes that have occutred in theWQol1nd:ustr,y;and theassod.atedeffects 
this may have on participants in the industry. It Ulust be asked if. in the 
absenceofdirectgoverntnent .intervention, it is possible for any segrnent1 

of the rnatket to exettsome power In the woolindllstry~lt Is presuro.ed 
that by exerting that power. the segm,entinqu(!stionwould dosp. for its 
own benefit .and to the detrinlen tofother ularketseglnenls.The .power 
any segment cane~ercise is directly related to tbe structu.re of thttt 
segment. For :instance,where a monopoly exists, the segment is Oll.e fitIll 

and that firnl has the power to exert influences .on firolS inothersegrnellts 
of the market. Alternatively) if perfect competition were to exlst, no 
grouping of firms could in.fluence thel1larket. 

1 A~egment isdefihed as a grQtlPof partl.cipants wboeachpenorID l1resame tnsk 
in the .tnl:1rketipg cbaill. 
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In. 'this ;$b~t1~the :$l~ct~tr~~t:theY~'~~$isegtrteIlt&:pr::tbe .~~,st~lan:wQol, 
:l1)~kttJ$~X~ln¢~ .. iin ~~rd:.rtQ'de~effili~~wb~thev, ·.Jr~~ket:po;,.&t, i$,~r' 
,potentiallYCQ,uJd, l)ejexe~cl$ed(in.!tbat :m~ket~W;bne ;indhddual 
'assesslT\ent$ ··qt· iscgtnentsor'" (the ..... iwQQllndustxy·struqture inaY.e ,heen, 
Undettaken::ln ·tbepas.t~.·I1o~c'QQ1plete.~.$$es$mgtfthas·:beentrta(te:.·(>1:al1· the 
.$,¢gment$"The.QQje~tiyes,C)tthl$$tu4yaretol 

1.. :i'tl'en t;lr)~the ,;$tt:l..lctpre'of ·,tn~ :Yad.Pus'.~gtnetrt$l:ne~·.:the:igr.ower$.t, 
btQkers:;'p~tv,a.te~¢aty ,tnercl1antsf;tPd b~yet,§l f,pfthe.A:U$.tta1i'~ 
~wQol ,.market; 

:2"ascert~in:whetbet \thc·marXet'stmc,tu . .te :is'$ucu" 'thatther,patke.t 
opetat,e$ 'in tbe.:r,tl.o$t,(!ompetitive :mMner:POssib'lei,wlththe 
potential 'to ;m~~mlse 'beuefits ':f(J·:all partic.ipant$ lin. that :roatket; 
and 

3.. idertti.t)tvthieh :sQgn1Gntsof [be market 1:s :rnost. likely t.O 'be 
vu'lnefable' :toexploltation .. 

A ·p:umberofanruyst:s hayeonJy ·as$e$seo:tne degreeofcom,pe.tttkrnwitbin 
$tlgmen t$ of the wool ';rlJanke.tjng ·system.. yettlot in the. $ystem;a,sift 'whole .. 
In {his ,studYJMQutlio:eQf tne;U1eory undep~ying :rnarket ;sttUotUTe ts' 
,explained, with :patti(:ularemphasis iOn :teatures'whlchmaycharaetetise 
.ce:rtwn:segments· ·of tbe .I\u$ttallp,p, wool ind't$tty~ Tliena desodptiQu.ot 
thenlaiket networkanQ., tbeditTere:n:tsegmentsof the AustraU,an wool 
:i:n.du,str:y Is::prescnted..1!hesttuc-tuta.l Aspect$oC"each xnarket segrnentare 
thetlidenUfied~ .Prior to undet.taking these tasks. 'theratl'onaJe for this 
study is. p.resented.~ 

2'~ 'ItJ,4:a$ttY'C()¢cerIlsWlth.14~ltet:S.~l1ct;llr~s 

Tbebu<fferstockscheroew'bich .operated in c~he.Au,str.alian wool indu.stty 
for :nearly20 yearSnlflant that at times the prices ppevaiHngwere not an 
,accurate refiectlon,of the supply and demand force.$.opetating In the 
lllatket. ThesuspenSlonof the :soheme, In the faeeofgt()~vlng wool 
stock'pilesand tbeassociated debtoftne ,Australian 'Wool Corpof8:tionhas 
eased the debate over the costs and benefits of suCh a $cheme~ A new fren 
market fOfwool i.n Australia would 'ideally provJdeequated lev:elsQfsupply 
and: demand .in the long 17:\1..02. The ad,jnstrnent required tQa.chteve this 

2, It ,isdeb~teH.blewh~th~rthe.Jll~ket for woollsenUrelyfreeat ,pre:s,ent With Ute 
Wool :Reali$ati()ftC9l'IlJ;l:dt.tee~$activlties'de~igt1e,(l, ,to .dlSpo,$e ·ofth.e wool stQckpile,. 



w.QUld;pefg¢illtated:IDrQugh,the::natute:'otiinfotinaUQn ·;tt'~nsfer itnplicititt 
the/pmc~s'thatpreyait:htiaCQmpeti.tiv,e ;matkett 

TbeCpmmitte¢ot:Revic,w!,in:tP 'the, Wool: :IIldusttY(Vi.rte,~ l~91tl"o4.tlined, fiv.e 
cnaracteo$tics :that 'a;c()ll1petitiv¢a.nClemcient :(ree<ma.r~et (cWWQPlshould 
~hi.bit.$hese ,j)lclude: 

·~·aJlQwof:a,ccutate:,in:fQrmatiOtl,abOl:ttmat~etptlces; 

~technQlogl,ca.l ,int1o\~atiprtin tne'tnatketWb'iclt isnot,collcenttat,ed itt 
sllcbanlannijraS to provide..an ;advalltagetoany ;slngle 
participant; and 

... no iexcessiVe 'barrlers, to.entry o.r,ex:it; , 

I'fthesecondltiotls ~enot ~n,et, thertthecQmpet1tIV'enatureorthem~tl<et 
·couldbeques~loned..C:1e81~ly;wherec()nUsiotl: In themarketoccIlrst,price 
dlstQttidllsappear and: resourcesaremisa1lo<!flted.. 

~neGhara¢tetistjcso'fthe theoret!cal free 'tllarketoutlined by Vines (199l) 
give rise tOia'possible fault 'withthepresent wvolmarketings,Ystcm. That 
iS t the iop.po.rtunlt:t fo.r"andconsequente"ploitatloo or posItions of power 
in thell'larket This. ;conc<!rh.wasruso!shared by Philp in the 1962 Repott 
oftheWopl;Marketing Committee ·of Inquiry :tbat ', .. ;certaln icotnbina.tions 
arnongwool huy:et$whlch;. :r¢striotcompetitlonat auctiOl'lateiaUd: have 
;peen for ;roany years, present in Au.strailat

• :It was thought that tbe 
reserve pdcescuemewolddredtj,ce the it)cideuce of collusion amo,I1gst 
wool buyers. tInder: :theschetncl,the,goverh:mentwas playi.ng.fl: dlrect r.ole 
modffyingandinfluenclngthe markel cthroughits wool buyingandseUing 
activities. In the abSetlCe of the resetve:ptice scbe.t'n.e,itwQuldseem 
appropriate to address this issue once rtl.Qre .• 

The problems. perceived by Philp} :areembodied in the~laturcor the wool 
market.T:heyatesuch that the d,egvee to which· the advers¢·effe.ctS' a 
lil11ited,Itumberof 'bujfers,who undertake collusive behavIour .may have 
o.Q, the r.est of the iudu.stry, could besignificant.Du.e to the different 
ca.tegories .of \voolandthe dispersalo(seUing c(!ntres that eX.ist 
thrQughoutAu,stralia~ there lsa concern. that insomesel:liogcentr<!s for 
some types of WOol there will be few , if anYthuyers. 

While· Philp ,vas concerned with the higb degreeofconcentratiooevident 
sJ'nollgstbuyers, buyers are not theo-nly .segment of tbe market whQ have 
the potentIal t.o exert matket power. .Anymarketsegnlcnt 'wjIlexplolt and 
exert the: power it has.~ .r~o:J: hlstalloe, in recent year$lCOl1Ceru has been 
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'¢x.'p.te$~d:<Qn .. tbeJn~te~$lng,.qegf,ee'QfrCQncftn.tratiQJlamong§t 'wOQl ,btQker$ 
,~.ct·.the· .eft¢~t~.·.~hi§:;has ,·.puPtipe'~:t¢r:mip~tt~n:~(l'.~om;~etitiQ,h. '., " .1.JQne 
:atld,·O~ms ,(1982)·.:statcd·,toCl,t' \thedegree';o( icolllpetiti.onin· wPQ1·matkelbtg 
ls:an',llllportant Issue" .. iFuttb¢r.t~ata;lack .Qr·¢o,~,petltloniI)':the JUfirkcting 
,0[:woo1 'isa in~ee$&aryt.butnotsQfJj'Gicntf'PQnditiQn,tQ jlJ,stifyl.nlery,entiptl 
in ·Ui.e WQOlln~t~e'tipg,:~haiQ;W:hioh ;is, 'irrten den ,tos timu'latecol'llpettti()u~ 
'The 'l:)Pcc$.'JustifIqatidtr :Tribunal ft,91tS, .elled lnHonc;anQ; ;.(JairnS ,1982 'p,. 
l)l,}':$tatccltba.t there:was~ 

U' 4 .1lttle •. or'at:Ue$tooly "$,qperficlat,\ 'pricQcoOl,petltiQti.in the;wodl 
bJ70king indtlstQ'~c1 that·t11,e .e()IDmonallty~r,cbarg¢$ lj~tweetl; 
brokers 'inbibited ·gr.Qwef:,~ . ,ip :makioga'sclect.lottoftihs,ntlcls 
through 'whieh to \sell their:gooAs.t,./ 

Part of the requiremenl$ fat :aneIlicientanacOUlpetttiveroar:ket Js the 
pre$t'lceofa largenumber .. of partiQlpants, lhusetrsuring 'CQtnp,eUtivc' 
price detet.mination.CoUusi,on tsan,oJ)YIOUS ,ptohlclll itla free :tnatket 

where Mygt.OUp rrtf,iy find 'it ptofital>le to pool· reSOUtccsandscek to 
monop.olise certain$(!g;mcntsofthemarket. 

Am~jQI:' threat loa free market and the point of most inlcvcst in thIs 
cstud,y, ;i$ the ipfel?ence JnadebyMines.(l.99'l1 that the scope for 
,exploitation 'of posi.tionsoimarkct .power Juayexist wbete thetewe few 
'buyer.s, .$elIerspragen.tS.illany. pattof the .marketCleaxly thcteare 
BOJne factors tbat would facilita..te theoccurrenceotsudh ,oPPPrtunitles, 
$uchas< the exlstencc of barriers to entry, theabsc.poe ofa,naccurateOow 
of .inform atio ll, ul1;wantedl11arket nuctuat1on,s,abiasin . te<:hnica.l 
adopUon,a decrcasingma.rginruco.st indu.stry andlor' the Inar .. kets 
;ilt.nexibnity~ These extent towhicb these factors are present in the Inarket 
i.s rcVealedbyanana1;)1sisof the structure of the. various :matket s~grnents., 

3. TheT'lleC)tyof·lWtI.i:'k~t .SPii~tutes 

In de.scrlhing the 'Struaturc-Cood.uct.;.Perfortna.llCe paradigm, Sherer (1980 
p51 suggests that 

'\ ... a, causal flow frol11nlatj{et structure and/or 'ba~sic conditions 
to basic petfoftnrulce [exists} ,,¥~ that perrniJ: us to ptedict [the] 
ulthnate·market 'I)crtormaoce fro.lU the obscrvatiohof:stfuctU.re." 

rrheStructure,.Conq.uct .. Petforrnance paradiglnis il'nportant, as it tcvettls 
tbec.ruclalrole an 'industriesslructUte playsitl dctennl.o;b~g the 
performance of that 'indu.stry.Hence; the Structure .. Condtlct ... ]?crform.at1ce 



.p~ro-ad.~gtJl·.·.can .•••. ~~ .... U$e.A· ,'to, ,;e~ljl~.?, .,th~·.·. ,e~.~n~,tYfitant;.· ... ,~r(eQts ...•.. likel~· .·.tQ.·.· .vesufc 
froIl)· .• ·,th~ ·:fQ.uJr ... .re~q.gol~e~:.·:m:at~~t;.···.~tPu.ct~.·17es:t~at;·.:~~i~: ... · .. ~n:ot~e·r .a.$p.cct .~Of ~a: 
:matketts' 'cQtnpetitlveoe.$.s~!\YhicO: :@se.$:··;from: 'it$' .·$tm1:ctute, t$:Utat ,of; 
'market'¢PritestablUty~ 

1'he'Sttttctute,-QoIlcluct.;Fetfatm@ce,.,patadJgm"i$"·:orle:metb9d~;a,'lmlatile;.to 

e>tarnhje ,tho" Q'~gani$atiQrtMqbehaYioUtprlarge':~rrdu.sttic$~1Jhe 'f;lSpects 
Qf@. 11:lQu st1f9'addtesseel.by ·(he:paradJgrn·:telate :¢1()s~11tQthe: '(Qtlr 

'characteristics <()flq.eat ':mat~et ;pe,r..tQttnf,U'lce . ,ou.Cllned :in; ~FigQte; :t~ These 
Qbatacted$tfcs()f':SttPP~Y ,and;Q'e1.uandj,descJ:ibe,in .. pa,rtt :the ~$tI;1J,ct.uJ~e.tand 
det.ermine,the conduct'atld ;pet(Qrmancc'of;nJ11nd:ust;ry. 

S.nerer(:l980l istate~that whats<)gle.ty'wan.ts:rro.m:prodU~et$.ofgQ.od.$'and; 
service$ ·i$'<~$$entlally·gQ.Qd···pel'formaJlcel;M:a$O.tl·ft939)'· ,indesedblug . 'the 
$trlJctUte~GQT1d\l¢,t"",PerrQrmanceparadjgro; ,suggests that tnatke~t 

p.errootlap.¢e·d.epend~ .QO. th.~o()nduct()f s.ellers and-buyer,s, their .pdclns 
pollciC$,. collu·sivedeaUngsand. atl~ertis'ing .sttategj:e.s~ \COlldu.dt, .1l1tU.ru, 
(lepend$;,on thestructuteof ',themat.kei" The 'sttucturcor the lll.arket is 
detetminedby tbe :nl1tnberauddisttibutioll.of blJ,yer;sandse.llutsandthe 
degre.e tow.hlchfneycQl1ude l the demand: :and:.slJpplYcbara.cterlstiC$Qr 
:their 'prod.uct~ :parrle.ts to .crttty .• vertical ,Integration 'aD.d theownetsh.ipht 
resQutcesaodraw materials. 



F_j#(¢'l. 

Elern.entS·of;Mat.K.et· ;EvaluatiOn 

. 

. .. 

Cost:CQhditioils' . 
:mla$.tlc~tYQr:$u.t?ply 

PtAd\J~t ,(lurabHity 

. COn$uttier~gOQQ/'l?~odU:Gerg(j··.· . 
Ela:sUcityof:delllant1 

Gtpwthi:Hfe 'cycle: 
'.' 

M'ARKETSTRUeTU.RE 
. . 

PJ;6d.U.Gt·~tana:atdised:or 
'dlITeteutiated: 

O()hditiOft~;Qf'eo,try 

Nl.utl'betand. ,siZe of sellers 

PromOtion ahd :ptbduct$trategies 
Price strategy 

Productl()l'l$tra,t~gy 

What? (Allocatione1l1eieh(';y) 
How? (TechnicaJe,fficiency) 

Who? (Equity) 
Whats new? (Progress) 

Source: FroycnandGreer (1990) 



a.il "M~ke,t; :.trY:t;~m~. 

1h~nUrnb~t·.JUltt .. sl~C·.!()ffirm$i~ .•. '~Ile.A,~,p~rt~t.$tI1J.~tur~),~pmpQIlent .of 
'tbe, 1.nla~ket ·plaoe. 'Wher(lithe'siw·:,Q,t li,r,ms;i~,u9itQ,rnland¢ach'pr~dUGesa 
llQmogenQY$ "prodUct, ,a$>\\th~num'betQr: ,ntrnsl?rod. .. lJ..clQgth~,t;gp'pd; 
:ltlcre~,§e~J .pdtes: :oe,crea.,$¢.Foutdlttete.nt i·~ype$~irst;puctute . have' be,q.o' 
,tdenttUeQ', 'They are :peVfect ,@d tOOIlQPolfstip.,(!P1upctitloll,oUgopdlics.ana 
!mQn9PQU\!.S~ 

ThesetolJr: \dirrete1)t~y:pes~QfstfQott1reatet at :.afundaJl1ental1evelt 
Identified by I,the :ntUtl.perot fittrt$'pre$ent: Jp.any;stuglesectotot the 
ecotlpmy,atldthei,nflu¢pcc@yindl.vidualfinn .iis:baVipg"ollthatisector~ 
For :insmncc;,bt,pevteetco.i)lpetitioo 'there ate:roanyfifltlS,eaPll :stlla.il 
epough ·OQ.t to have .apy ltlnu<~nce QJl themad<et.. QOtJ.veJlsely,a: 
:.mooopoHst isas1ngle:sell¢r with to.taltnlluenceill tnematket. lIl.an 
oligQ.polysituation, thete .arconly a few ,ntmstcach of vthaseactlons· ,axe 
sufficient to have an .impactollall participants ·in the roarket.FinaUy:~ ,in 
lllonqpolisticcompetitlon,ea.chUr1l1 is' pot largeenougb to bave;fl, 
SignifiG8,1'ltimpaeton ~othe.r participaatst yetits.acttollsw111 be felt.. 

Ptoblemstela.tlng to tbeoompetitl,\Tenessofarnarket arise 'When the 
inUuenceofa ~rewfitm$bec()me$ dominant. In the case of perfect 
cQni,petition. the·h.:ighe.st degree of oompeutlvenesslsd,efined.Even in a 
.$it.uatioti . OfmQhOpolIstic cOll1peti.tlont thelTl.arket is suXficiently 
cornpeHtlv.e tQaUow themrutim.isatioo ·Ofberlcfits toal! partic.ipants~ 

Hc,w eve t, ,in a 'marketcharacterlscdoy an . oligopoHstic ora InonopoHstic 
stru¢tl;lr~, it is possible fot individurufirms to exert thcmar.ket power they 
hold, thereby.maximlsing their own' benefits at the expense of others in. 
society. The effects of a monopolist are well d.ocurncotedand represent 
theop"posite ,polgr case to perfect cQmpetition. MO\vever, like perfect 
competition, ac{Jl.lrelymonopolistic structure is extremely rare. 

Of more interest is the case of an 'oligopolistic market. The ·firmsin this 
situation can act in two contrary' directlons. If they compete with one 
another, any ability to. ex:ert their unique power on a 01al''ket will not be 
'Possible~ The result of competitive behavJour amongstoligopolistic firtns 
is that the sector displays all' the characteristics of a perfectly competitive 
market. This i~ known as the !Cournot solution! to anoligopolistic 
market Alternatively, the firms rnaycollude, fixing prices and achieving a 
situation~in to that of amon opolis tic firm. 

7 



rn·.tul .• QligQPOlisti?tnarke,t, ... thrSj~xpl~a.t.i~Il.l$;d:~perrd~ntQ~ .• tQe.$i~drt~e 
~elIers~beJng.unifQrm.W:here there: may ·pe;(<!w.u~tge$elJers»sma.1~firms 
wilt 'Qnly lQwetpri.ce ·b~19w:· 'tne·levelof l~g¢ . competitors If 111eystanct .to 
.benefit JrOmincrea~edSfl1:$ .. A$thenum~er.oCsUCh·"flrtlls .. hlo:ea~es~ .so 
dQ~sthe likelihood ,of:io(lepenclent and. aggressive /poc.ing'pya:$ingle.firffi.1 
Where <asi.ngle rfrm,whJdh;is farl$e etloyghtQIJleet~nYI7esuJtant 

expandiI1g deman¢l, diverges from··the·.oligoPQHstlc:ptticillg.norrn, 'and, sets 
ptic,es'lo,W(!f thati(JQsts inorgerto {undetcu.ttheopppsition~Qhly then 
other ,fi:tTtis<wlllf'ind Itdiftlcult to Jllaintain the.estahlished :pdoingpolicy. 
tll(~se.effect$ areeI'lhanceqwhende~li[)g with ~hQm()gen.Qu$ product and 
a nu.O:i'berQfparticlpants are in the market. Where If.}rge 1;1:l.tmbets.of 
small:firms <Qperateat' the 'petiphetyofan .Q:!igQPOlistic lndustry ~tbey.ma:y 
aet lo.aregulatory.ma.n.I1etSQ. that the 2".3 large' .QligopoIJsts pdcingand 
profltsarecurtailed. Tne effeot that these smallernrms will have is 
related. to their productioncapacityarrdhencetheiroutput, On one harrd 
they may not be able tQmaintain higher levels of productiop tequ:ired to 
deW. with an expanding marl{etshareand .ou the other hand, 'oligopoly 
:Urtn'smaynotb.ecoJ1oernedastheshareof ,$uchfirms is likely tOQe 
CQmparaJlvelysrnalland . sowil}'not.noticeably affect the oJJgopoHsts' sales. 

CQoditio.hss\,rchasthcsemayoccu,t asa result of an industry reeession.~ 
where smaller firms IDIlst operate at prices well below those of tbe 
oligopoly leaders. This results ftomproductlon taking place at levels 
below capacIty. The extent to Which large oligopo1j~t$ follow :smaller firms 
pncingbehaviour will d.ependon how rouch of the total market the 
smallerfirIrts represent. It has been estimated that if large firms . lose 10 
percentoi totalOl.ltpllt they will reduce prices to maintain their market 
share (Sherer 1980). However, large firms may find that at any point, 
resu]tant losses in sales or reductions in output .may leave them with 
excess capacity so they may also reduce prices to mruntai.n output levels 
and economies scale. 

or all the characteristics of the different market .structure.S the number.of 
firms tend.s to stand out as a distinguishing feature between them. The 
reason for differences in the nurn.ber of participants in any market revolve 
around the question of the barrier to entry and exit to the market. Some 
features which describe .market conditions and result In signifi.cant 
barriers to entry fot' potential market entrants, include the size of market 
participants, cost structures, product differentiation an dlo t" economieso[ 
scale or size. 



~,~CQi:ld.p. ctt 

TJle· ·rriatRetC.Qll<:lU:Ct ofaflt:m· ;j$.a.¢PJ10¢pt 'Closc1ytelated 't9,M<l'':¢su.lts 
frpmthetmarket strttcturc!:Srupl19S9J.sj?eakso(cQtiductas·referritlgto 
~he.patterflsQr:behavlourthate.I1tetpti$est()il6w in,·adaptiqgOira,clJU.,$ting 
to the markets :htwhich thcysell(QIfbu:Yhaai.ll' Ustedthe 'actlon$'which 
WQuld.··detetmineanil1{JU$UW!s·CQQquctas:the~ 

Ln1(}thodsby whi.6h,pdce and outputdecislon'satemade; 

2~pr()dtlctandsalesprOln()ti().n poUcy llodertMen; 

4~ :n)eallS <ofcoordinaUng@d ofQssada.ptatiPQPfprice, product 
and sa1csptQ01.otlQupoUeiesam.QogcotnpetIng JirrfiS, 

5" prese.h.ce or:absenceof" andexten tof~ predatoryorexcluslouary 
tacti.cs directeaagronsteitbercstablished ·dva.lsor 'lJote.tltfa:l 
entrants. 

Conduct can be thougbt orase. po.int 111idwayin tbe Juatketanalysis 
ptPCe$s:~clQ.sely teJateo to structure and pcrforman.ce; detCtlnitled by the 
stru.cture and d.escrlptiveof performance. Vertical i.ntegratione~eropHnes 
this pointlr Verticalot horizontal integration may give rise to a finl1 
opere.tingeither 'further up or down themarkethlg chain or in l!l.ote than 
one product market.. Hor.izootalintegration by a firm ulay orfera product 
differentiated by quality and locatio!l. Vertical integration occu.rs when a 
nutnber of stages bl the processor pro.d.ucing aUtlal. good front raw 
matedals a:recotnbined in aslngle finn (Qu,igginand Fisher 19881. 

Vatioll.sa,ctions de.scribing a fi:rl11seonductoftenappearas a benefit to 
cousumersandother nlarket participants and. may depend largely olt the 
legal fr.amework govern.ing flrms* Clodiuss,ndMueUer (1961}atgue that 
when .all firms in an tndnstry are corporations~ then research .in to the 
legal slructureofsu..c.hmatkcts yields Uttlecxplanation of thecond uetand 
ellsuhig performance. Slnaller business Qrganisations which characterise 
manYbther sectors of the economy exhibit diffcren tUlanagemel1 t 
techniques than largercorpora..tions. 

3.3 Performallce 

Clodlu.s and .Mueller (1961) define Inarket perforrnance as referring to 
economic results that flow trom the industry aSa whole. The perfot"lnance 
or an industlYOf systeln of markets concerns both govctlltnentand 
society; speciJical1yencotnpasslng the natiol1.aJ goa.ls related to cfflciencYt 
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stability 'rul.dprQgrc$s., :Babt(t9,5~lde~cribc$ ;five .(nmen,sio.fl~rela.ted to 
,performanco,'as the: 

1.1ev¢lpfpPiocrclative to the aver~e,post$"Q(prQdU¢ti()n.J 

2. rel~tiveell1ciency Qr .prQQucUon a§ 'it is inilu:encedpy thes(:oJe ,or 
si~ofiPlants :and fil"ntS, (relative to thcmostefficietl,t)aJ'ld the 
e~tent,lran.y, ,of cxces$.·capaci~y; 

3 ~si~e,ofsa.1e$~PtQmotionC()$t$ ;telativeto thecostsofprodtlction; 

4, character 'of the prQduct,inclndblgchQlccoCdc$lgil, level Qr 
q'UaU~y, any variety ;Qfpr.oductwlChinanym,arket;artd 

5. rate of progrc$slvencSsQf thefirJuan(i industry in developing 
both prod Uctsartd t.echni,ques .Qtprod,uctioP,I"clative to . evidently 
attainabletatesu11dtelative to the: costs Q(ptogrcss. 

lt has already bech . mentioned. that there i.sastrong telatiollship between 
arnarket'sstru.cture,a,nd the con du.c t fl11d olarl<et perfor~nanceof firm,s, 
Mar'l<etstructure directlyaffect$ profitability in. lllany industries alld can 
expla.itl dtfferenoesln incolne between particil)a.ntsat various levels in the 
matket. 



'3.~4Conte.tab1~(n."*lt~t. 

The ·r1otiQP.ofa.\J?ertecUycoIltestableulat:ket::was·Qescrlbedqyaa\lO1() 1 
(1,982 :p3l.a,$l)¢ing.a\matkctwh~re It Hf etttry :i$:,absolqt~lyrteeandeXiti$ 
ab$QllJtelycQsUes$~" .F.veeeniwitwQlves ·thepPt¢ntial~ntral1t 'eva1ua,ting' 
his· exp¢ctcdprQUtfibUityirt 'tetmsQf the inoUiIlbent 'flrmspriccsbcfdre 
enltyof the newfitttn~Fu.rther," ... (;\ ,p.¢Jfcotlyeompetitive :ttlarket is 
necessaPly :petfeoUyconlestable '+0 Ii (aaupJol '),9,82 p4) yet a perfectly 

contestable iU'1ail<ctneed JlotbepcrfeGt.1ycptnpetlti,ve. The tbrca.t of 
cQnlpetitiveerttrsrmayconstralu.a 'pr9li~nla'dltHsingm()nopoUst toaclopt a 
$ocjaJJyoptrm~l' prici.llg structure. Whether such en. try is a possible ina 
particula.r Juciustry is the luain pointdiscU$sCd it)' the theory pr 
contestable n1atkcts~ 

The potionofa perfectlYoontestable olark.etisanexteIlSi()li of the concept 
ora perfectly competitive market; both descriptIons explain an ideaJ 
ma.rket·situ:ation in which welfare to all participants ismaxh1l1sed. very 
few industries will a,p proxhn ate the perfectly competitive rnarket ideaJ, 
however theco,nc.ept is tl.sed as a,benclunark forconlparison of different 
market structures .. 

The question of .optitn.allty is addr.essed as the market evolves and the 
nUfnberoffirtr)s itjcre.ase$~ Fan-la andWfer (1972) confirm that it is 
unrealistic toassurne an infinitenutnber oftlrtns per industty. and it Is 
sufficie.n t toassurne that where Jnarty firms act as if there were an infinite 
riutnber of firIns, then perfectconlpetitiotl will result. Faluaa11dLaffer 
conclude that u,nder certain cOh(iitions, a general equilibdu mwith two or 
more firms that do not collude in .any industry could be described as being 
perfecUycolupetitive. Trade Pra.ctices legislation in Australia prevents 
partiCipants from acting in f1ma11ner that will restrict the entry of 
competitors on to thcmarket. 

4. TheStrqcbucof th~AU$trali.a~W()()lMa,J:'ket 

The marketing channel for wool can vary greatly. In 1992 .. 93 84 per cent 
of grower's wool was sent to auction through a. broker who U$U~llly 

arranged the sale, storage and salnpling. The buyers, who ate usually 
terl'ned exporters or overseas processor representatives, purchase the wool 
at auction. However, buycrsmay bypass the auction. system and privately 
purchase wool directly from the grower. In Figure 2, aSinlplified version 
oJ the wool market network is shown. The rnaJor segmcllts in thislJ.lal'}<:ct 
are the prodUcers, brokers, private treaty 111erchants and buye~~s. 

J.l 



F!gu:t«32 
Flh)YQr\NoQl Thf()qgh~;faiket. .. ~gQl.eJ1ls 

Brokers 

1 

Exporters 

1 

Private Tr.eaty 

/ .. Mercha.niS . 

tIl this Section the structure ofs.cgrnentsof the A usttallan wool industry 
(ie. the woolgrovJcrs, brokers, private treatYinerchantsandbuycl"s) is 
assessed. Particularatten tlon .i:$ paid to thcm.a.rket characteristics oJ 
each segtnentt such as tbe number,size and concen tratiotlof 
partlc.ipants, the degree of product differentiation andpossibiHUcs Cor 
increasing economics of scale. Concentration of tnarket participants is 
rneasuredas a raUoor the Inarkct share of any nUluber ·offlrills, but 
usually the larger participants, as a percentage of total tnarket srues. 

4.1 G~owers 

The production segment of the Australian wool industry is characterised 
bya large nurober of wool gro\vets,exhibiting little concentration. Ta:ble 1 



;re~ea1$ thatthenumbcranq~Qn.atdlsttiblltiQn,()fw()blprOducing 

'~~riculttiral '¢sfa,ljlishtnenl$. ll)AQstt~Hfi fot" . thepcrjpd 19a7,.'1:992~ 
Growcrsare: :CQrj$t.r~tted fromprocb.t¢iI.lgawi<.ie. varl:etyof'wool.tyPei$ by 
the . genetic ohatacteristlds o( tbeirn()¢l<:,tb~"cHmateandOC'eedflyailaollity~ 
These factors 'varyaccordipg to, tb:egeQgt~pbi¢arcaQf ptoductiQn~ 
TypJe~ly,~wool iptoductiouAs s;prea(l:Qver the 'sbecp/ceteal ,gtainst,¢gi()(1o.r 
'whea:t/she(lllZOUC; thesheeplrneatca.,ttleregiprt orhigV:rainfallzone ;and. 
the$heepregiQnPf'pastotalzot1e~madh ·cit these ,areas prQd.ucescdirfereu.t 
types of wool which can be ,scgregate.dlnto·3000,classillcatiotls . according 
tolengtbt ,sttength~ fibre diameter :and;cleartliness~ .:Most 'WQol,prod.llcing 
establi$hnlent$\ .are .$itl,lated in 'thepa,stotal andwheatlsheepz(H'l,es(see 
Table I}. 'Whlleprod,ucersin tJjewbeatlsheep~t1ecan change the.ir 

Table ~l 

NU,roberofWool Produ.cingEstablishments in Australia. 1987 .. 1991 

i $qeep""cereal.grafIts 
(wheatlsheepzQne) 
She~p-meat.cattle (h.igh 
rainfaUz;ol'l.e) 

1.991 
19 560 

9244 

24 298 
53'102 

1990 
19556 

8747 

26 .2.89 

54'592 

1989 1988 
20 909 2.2'121 

8184- 8182 

25206 22246 
54299 52 5'"49 . 

Source,! :.Australian.Bureau ·Qf Stadsticsp 990c various issues) 

1987 
Ql 668 

8544 

19'2.03 

4941.5 

productionmbces, those operating in the pastoralz.one cannot. Hone and 
Crurns(1982) state that for 1978",79,tbe four firm eoncetttration tatio ,1,11 

the 'wpolgrowlng :industry was arotlndO.003~ that 1St four unusaccounted 
for 0 .. 3 percent of total (producer) wool sales. rrhis concen tratiotl ratio is 
not likely to change grea.t1y~ even with the increased selling activities and 
buyer pPwofof gr.ow.er coopentti,ves. 

Although the financial barders facing potential no,," wool growers are 
COi1:siderable. they ate not entirely prohibItive.. Entry is relatively casy, .as 
is exit frorn the ind.ustr:y. Fu:rther:, the.volulueof etltryandexit, and thus 
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totat'nqmber~ :o(particiJ?t'Wt$,itt th.~iprQ:cl.\l(!ti.on$¢,grnent, havc'altUeerrect 
'.(Ultb,e. .m.ethod$:fit:Wool 'sale, .S\lP,pbtiMd ·iprloJng·,of··assQ¢iateelwoQl: 
n1.at'l{etingsewlees~Qt!ltfOte :inlp.PttautC:;i$'Ihe;$i~eanddisttibUtiOlt;of 
grQ\'te.fsin relation; ,to lhesu.p,p.1Y'Qfimaikctipg·sc.rvlce$~!lJl·$6tne :at~A.S,. 'the 
prescnce.ofa" :tew' larg~grQWets:,sil'Uated ;a·cou:$Id,t;:ffi,ole'tllstance ttom 
fl:ttotiQQ 'eenlre,$.,may 'prQvid.b;S(lOP.e:;rOJ7'tlJlty' 'one'w,Qolhro,King;setVlce, 

Thet¢.'m-e:relaH vely few i()P tioos,f;tYs.ilable tPWQ~t]jtodueer$:tQdirre.r.entia:te 
itbelrprouuct" iH'.tnNe\{e.fiPufa,rm :Ptod\lctd:tftetentlatiOIlr1)l~'PCGut' it :I.llOl·l! 

ettoO; :i$',pu.t ;bltcr~lassihg;()r 'sheep; :aod:wooL !Flock.managernent. canslfift 
tlle'tJi:nlcc;orshew.illg.:QVOta; :peddo:ofltbne .•. in 'respol1se to :Qemruld ·.;pa.tt.erns 
In .A:u::sttalla ,and. QV'ctsea$'".Despite:this,. :hl ,QrdertQ:su,bstantia1Jyaltet· 
thos(!.cl1$raoteristic.$whloh dcterlttin,e the !ty'peof\v()ol.prodllc.e.d ,an.d. 
tnetep,)ruiffe,rertttalc the ];>fod.u,ctfrom. athers .. cllJlfodu.cerlu.ay have to sbIft 
lli$·qperatittn to ,a diJIerell.ttegiou(){' :ptt,rchascal1ewstQck* l3Qth 
~JUusttnents :are 'cQ.st1yexer clscs. 

PrQd,UcersoanacbI.c:ve . eCOll0 tllie,$ ·ors.cale through hori,7J)htal ;,integraUotl 
lie~b.yputcha$lng llcight>Quting pto,pe.rtiesl~Hawcveri thtsi:sa slQW 
lprocC'ssat\d. lat;ge ia¢q;u;Isltk>llSareresldc.ted toasrnau ·seetio,tlofthe 
·\indllstry.~Further,~~tep.sive hodzontalintegratio,n l.O:vo'lvesa lax;ge 
n.nanalal transaetfo,n.which lUajrbe tQP'great for 'Juanysln:gle 'firntsht;tb"~ 
lndU$try.Astrategy· av:aila.bleto indivlu ual producers· i.stploWCJ~cost 
.struetlltes(eg .. bY'iJllproviO'g sheep haa,.qliog. :racHitie.s), howevet:teven this 
;strat'egy l'nay be beyond, some. Vettfcal integtatio.rl0ffets hetter 
opportunities :tOf unit ,cost ·ilnprovern.cltts,andassociatedb<.loefils· irO;l,!) 

latg~ ·$caleoperati.ol1s~Orowers llave formed cooperative·sfornlatketiIlg 
.purp.o.$eswhete :groups ofprQd.\;1cers p()ols.bnUar\VQOlcUp$ttJ()J:d~r to 
'increa..se lot size and. bargaining power inotder to sell direct. As Net there 
has been Uttlcernpirica!evidenoe' of t:hesa.vhlgs toade:.l)y the 
'arrangetn.en.ts~ 

Tlte vast number of firms. in thlsscgmentof the Industtyw.Quldseeln 
,sUmdent:~ to itnply tbatthe scglnent has a 'Petfect:lyc.ontpctitivc structttrc. 
,Fu,rther1 gro\vers.are largely !pdce tak.e:rs\Hence. the pat1ticipwlts have 
minImal control overth.e prices received .for the goods they produce. In 
addition, the iod.ivld.ual Jsnot dit.ectly responsible for .anyprlce,dislortiolls 
evid.ent :in the ,market.. Theappa.renteasc of entry and .scopefor potential 
competition mayptovide the sattl¢eftects asa..ctualcom:peUUoll.wltbln,the 



is~groent~ 'TheptQd.Q.tUQI,l'$egxnent".Qr'tbe'iAu$-troo'J~JlWQQl,:illdustty.closcly 
a:p,pt'Q~imates;,the':,petie¢tCQnjpetttjQt1;,stfl.l.CtU:re~ 

4';2'\8ro~(,r' 

l'tevJot], $te$eat¢hitlt()the:$ttlJ-~tu.teand ··per(op.lla)lce.df$UQccss'lve:. 'stages 
'iO;,tnewQol .fu.arketing;. chruo , ll~,.$ 'peeo:.·w:b,tivateo. :by··a.,C9PQ(Um, ·.·for .tbe 
welrate811d~·,e~PQ$UJ.,e':pfW()ol:gto,w.er:$\tQ·,QlbersGgr)len.t~Jn. ',tnc/IDMket In 
01,978 :We:pj7;ices . Ju'SUficatiop .. tdbUnal.teceived:subn11ssiQ)ls: fitom :!~r(jwcr 
t.~p.te$e(ltattye's .. 'e~pre$.$'itj.J$cPllqetn,U:\,atthere'maybe'tQo. little :pride 
'cqn),petitioo, in,ithe 'WQQtnlatket :aodfbat,pto'kers ;chafges, 'VI,ex-eyery 
;sJtnilM"thu$ itesf;ticti'tlg.:grower 'ohoice ;between 'hrokers* ,xu ·,this·manner, 
,the:QQoduct ·of.thebtoKavs, .puv-atetrea:tynlerohant$3JldwPol huyer,s is 
(monitored ,py:cortttoUing ,authorities .$u,chas :the I\'ustrali'an Wool 
G()~p()na,tiQn 'aodqltirn:ately) ;gQVetnlneo,t., 

Auction, sales ,in the 19.70s dec.teased.F:ronl '1967~68 to li976 .. 77) the 
'np.ulbero( :balcs ha.ud.led tin . the.auction.systeol fell by nearly 30 ip.er :cent 
ITaYloranilSp.inks t984hFrom:l977 ".;7'8 to 1981 ",S:2,bale,O:umbers(ell by 
-a;. fqr(her9percent~This:redu:ctiQn,.or thrQughlJut iJl the braking. ,seotor 
Plcant tlla,t the segroetlt 'haclexces$capaclty.As their capacitywa.sum.der 
.utilised, tbe'wuotbrbkin,g illdustry:ht :gen.eral wa,s sluggish in respoltding 
tocnMglng ·economic conditions. The largerbt.Q.kersadjllsted rnore 
readily than the smaller firms, and were typicaloC tb.e horizontal 
lnt~gratiot1Whicb:chatacterl$ed the:indu,stryin the' lat.e 197·0$ iMdeatly 
1980s.Twosea&OllS later, in 1983~B4,. th~ in.creased. takeovetandmerge 
activity·of'EldersPastoraJandDalgety ,fl'anners.resulted ina2fitul 
concentratio.n ratio of 0 .. 84. Thetwofirtn conaentrationratio he,s deeliltcd 
since, see Table 2. 

; TWo fi.tntratio 

Table: 2 

Conccnt.raJiol1 of Wool Br:okers 

0.1.4 

Where there area sufficient nUlllberof \9'0.01 producers to warrant a 
,numherof Inarketiog ()ptions, thenladteting declsionsmade by those 
;producersare gov:el'l1.ed largely by aesthetic ratber thanec().ttn,tnic. factorsi 
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$ut1Vey.sCOJ}.d,u.Qt<!dJ~y the aUreatt, Qf:4gt.ii6ttlthral J~a9bQmi:G$'f19a~land 
Southwen(:~:9.9iJJllQuodthatgtowep$"$eJ~c.ted '\VopLbtokev$'on:tbeuasls ·oJ 
lopgsta.ndtng. 'bu.$lne$$.t.elati().JJsl1.iP$~ . wool !~rQWef;$arelllote ,concerned 
wlth'the,h~\tel;o:f ',p,etsQuaHscd '.sewiqe1 looal ;repre,$c.ntatipO;, ,~uld 'speed; ,of 
thro"\.lghpllt:Qf' ;thett'b.rQReJf$,.'~htl's it ':i$' :n.Qt ·ttrelevel 'of,ch@ges:,r'atherlhe 
v.alUe()r .• tne'$aUsrac.tlontllegr~wer :pcrcelvestC);get ftonl tbe:tQta1 :~ac~age 
ithat:is 'inlPQrtfJ.nt~O'rower$ten.dtoe~ibit ·'lQyalty to· the :same'pastora.l 
nOP,$e'Pt' 'btQl<ingfirot'Qver ia;;.t:lum:bet;,o'f;ycat$, It\va.,C) also found that 
'gpowe.p,$pl~,Ce lltJile'ip'ipottanceo,tltl1.eGo.sts,of's<!utl:l.gand :hanAllf)g :ofwool 
auttQuly In '20 .. 30· 'pc.t':centotcasesdld!. :gtowefsdba.ngc'tnelr'ptokcf'a:;s.a 
result ·Of [Qweroha~gQ~· ,rEAm '19,821..~r()wep$ ,c.all.pefJQoslpered lobe 
larg¢ly;immobUe when it <cotPes 'tQ,changb~gbetweert·wopl:bro,kers~f1e.nx;e;1 
l)eW',entrf1J1t$' tQthew¢ol ipt61dng :ll1Qustr;Y'w.llL !.facecQoslaerao leba,tr1ers 
\J{h enat.temptin.g itoesfabUshtnero,se.l v(!sat'aprafitable level~ It). response 
to 'falllbg'teturtts trom·WQOlproducti.onellte,l"pdscs,.grower $ have :paiel 
:rtlore ,atteutloli :to :.their ibrokers:per bale'band1ing,an:d' ,selling(}h~ges <and 
have ;moved. tosma.ller brakerscattsing the tallingconce.lltratioI1 ratios. 

'Edgar (1971., cIted Infroneand ;Cairnsp70} showed that.tioecQ.st ... .outpll:t 
relationshttl .in the braking in.dust.ry lscons1.stent·with econ.omies Qfsize. 
\Modem:~pH~~g e.c.};llipment ·enabJesprOmljt, and a.ccutate ela,~$ification. 
of .sale lots thus facilitatlnga: rapid turnovetof st()cks~ SmaJlet~ less 
.. ca.pJta.li~e.ctcompe,titor.sWho J;.annotaITotd the .new technology have faced a 
per U.n. it cost disadvMta.g~conlPared to Hie!r larger rivals. ,Large :storage 
fa,cllities 'have a similar e.ftect on per ,unit costs ·Mciare onlyarrQrded by 
thelargerhrokingfirms.Themarketing . network Qf largewQolbroking 
companiesisoften.exteusiveandne.w 'entrants have difficu.lty in 'luring 
ousto.mersaway from; large and .often weUestabUshedpastoralcOIllpanies. 

En'teoIlg the w()olbroking segrnent of the market as a sluallotgan.isatlon 
:is possible as the size Of theolatket share tbat could be. obtained wo'uld 
uotbe$u.tficie.nt to provoke retaliatory actions fratn the lar;ger brokers. 
Rising costs ,and the presenceofsrnaller finns have seen the associated 
prOfits fall to a point of relative ecol1onlicefficienuy. Theshnilarcost 
struoturesexperiencedby la;r:ge wool brokets ha.s led to product 
differCI)tiatiot)'on· the basis of sendcesoffel"cd. 

Tbe woOl broki,ngindustr:yappears ;to be 'oligopoUstic, with the added 
(eatures,of ;produ.ct{servicel diJrerentiation which providesaneletuent of 
compeUtiQnamo~g the largercompa,n:iesaJ:ldecQnOlnieSof$ca.lewhich .act 



g$C~1 batt~ie.t to:enby'ibtQ' ,the.'mru:ket9.b:. ;a$jg!)lficaot"scale".H()WeYe~,/ 
,$Juatler:$¢fJ1~,Ortt"S, ;oatJ,\e'i1t¢r;(!,a\l,$i'x~1~' 'the !brdldb~:,$egtn,etlt tobe~omeles$ 
CQn¢efittated~ 

:4.:3 )P.t:.v.~~·'fre,@.ty'i#r~"c4a.nt:,i 

ff:IIl ,1'9,8~~8a" "'~"~' '10,;percent 'to JS''l~er "cent J)r.,shpJ0nw.Qplwa$:,~()'ld.thtQl!gp, 
)pJ"ivatetteaJ@r :,w¢tcbant$/' .{;r~ylhr;at1d;Sptnksi '),984;)' Therc: :are 4S 'pr'i.vate 
trea.,tytnetdhw(siilAustfaUa, ]l)Q$tpf' 'whi¢h~xeQjctnbers:Q.ftbe 'Fede.rm: 
O'QuoeU:ot"Pdvate'Treaty ;Mctcbgnt$~T:nedi$ttibution'QCthe$e' :t1tms ilS 
ctoselyteTaled: .to theCOliQel1ttq,ti6uot Jndiyld.u~w,()Ql: :gItO,:wlhg <entetpdses 
and the ,pre$cnce iot'Ja;.r;:ge ,bt{)'ldt:lg!b(),ttse$~Where th¢conceul.ratlQn :of 
'gtoW,era: is'nigI"!',. t.beteJs :mQte'scQpe for pdvatettea,tymetcl:tantstp 
,operate thallWher($ ifew,grow,er,soperate:" They may also ,playas,peculattve 
role 'in vQlatilemarket :situations. 
!Mannell' f19a.$);su~ested: '(hat.p.rl.Yate, Jnerchants 'ptovided theesscotial 
e.1e,OJ..entsof .competi.t10n in. thew()ol ;in.Qjuslry" l?tlvate treaty <merchants 
opetate'in·m.ost areasoC the :mai.ket.T:heycxpedi'te the ;movement' .otWQol 
to :its Ja.tter 'sta.gedestlhatlap,$by operating often directly 'wi:thgrpw.ers, 
and~.rnQ,$Uy dealing.wJthc.oltlpara.ti;ve)y 'small lot ,sl~s Indep.encte.ntlyot 
latge.r'brpldng:fions~ :Fu:rthet, tbeu :pjaY·;·$:ct .as buyi:og~gehts :atat1cti.olls 
,sales, "putchasingsp.eciflOally Jbr'latge international wool processors. 

'rbe ;pPtential :(017 economics of scale in: the 'private 'lncrc.hant.segment is 
rclatedP.1,most ,en tb:ely to the investmentca,pabUUyot particIpants" 
Horizontal integtationi.rt tbe fotlllQf,roergcfsand .takeovers i.s· the most 
efficien,tme:thod JOfsl11all ,mercnMt$ to.ap,p~~o(tcbGosteao,oomlesf 

Product dUferenUationisinl1e.rentin the nature o( the pdva.,te treaty 
meroha.nts!opetat1.ons" especially ftom the auction ~$yst.em'~ Tbe abUitypf 
ptlv:atemerchants to adapt to indhdoualcU'ents'tequirernentsenables 
them tospeclaIise ina. buy.lsellorexport roleandoperat;e 'throughout the 
wool :markeling.chain, 

Thepriv.ate t.reatYlP.ercharits Jotma :segmentofthe wool It1dustty whIch 
descdbesamo,popoUstica.lly cornpetitive :market..Financiat harrier.s ,to 
entry 'exist, tb:esi~e()f which depen.dso.n the 'scale <of .entryorIlewfirOlS~ 
'ffori'zontal integration ,charaeteriscsthis segtUetll of thew.oQl, :industry-and 
fltmsthat: 'e~pa.ndin thlsmannetcan becottle .1arget and app.roa.ch cost 
ecoooniles. l'rivate treatyrnetchantscandlffereoUa.le thetr'sewlces to 
,sQ.,lt IndiVidualclie.n.ts :anQ. ,are fai.rly:rnobl1ewithin tbe market. 
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4.,4; iJJ,p:r~#. 

i~aill~-J()n¢$ .•... ·(l:Q$$l:··~btl~l~d~~ .. :t?~~.··~~~Q~te.r$ .. ~~.· .. .,tb~ ... \S.ttOQge$.~ •. · ··J)~ye~.~·,. ·:iri 
,the,w.ootrrrarkee.l\ctiqg'()o,hehalf;Qflarge'iQv¢r,sefJ,S ,·'wQol(:J)TQc~s$,Pt1St their 

i)~tg!lliiiOgp~werl~"¢~O~fdef~t!l~''flWtqp~ti St>tn:~~.t1,~S4jt!iP~rtlid.lli~t 
,a faUdn the .ntlJJ)bercorJiprt~;acU.Yeat~uctignr:a:s :u'sted in .theAu~tt:aHan 
CQuncU :orWQQlbuytu:!·st.~tistlc$t lfrQm,i84 tp:56: be,tween: 19.74;JtS 'and 
19a~:..;83'. 'whe'increfJ,$e:bf the2\:f1tm:.con¢~ntratlon 'ratlp ;foI';buyers 
;hetw~en197~~73 ... :apQ.' ·198;2 .. 83 'was· ·4~7 ·per ,centcQmparedl. with ·3.4··:pe:r 
CePit [prithe 'braking' '$egmehtt 

~~~1~:,~ 

Coucen.tratiQTl ,of :ExPQtting Com.prolles 

. :1wo finn raUQ 0.'19 

:O~Q46 

1'his .is lpdicatlveof the degree ·of lntegratiOJ;l: which oocutred in the 
bt'oi<ing$egl'l1,ellt@d the definite fl;.luctlon QrbUyef$~ WQalbuyersare 
eS$entia11ye~porterswho operate at a,Uc:tion only, as opposed to brokers 
'who liaise 'with other rnarket segments~ 

The ibUjriI1g power Qr these latgeexpottingcotnpanics is enhanced by 
financial relatlonships.wlth thefrt:yp,i.cally Jaxge clients.Oo.mestlcbuyers 
compete for Inve.stm.ent froroclieotsoverseas, seeking to io.crease their 
throughput and share of thecHe.ntt

.$ bU$iness.Economiesot scale htwooJ 
buying can 0111ybe reallsedas their market share increases. Per unJt 
costs of shipping, storage; dOlllestichandUngand transport decrease wIth 
throughputinoreases~ Increased throughput is d~pendentonexpanding 
client :shareand is on\yacbievedat the.expense of ather dornestic buyers. 
P.voductdiffe.re.ntia..tioh beconles luoreeffectivea.s the scale 01 a buying 
organisation. increases and greater quantities ora wider range of wool 
types, can be offered to cHert ts. 

'Both the buying ,andbroki.ngsectGtsof the AustraHanwool market have 
beencharactensedby Jncreased horizontal integrationa:hd a rise in 
market .conoentration througho.ut the 1980s. Theoligopollstic nature of 
thewoolbroklnginoustqr ha.soccu,tred. lar:gely a.s a result of 'mergt!tsand 
takeover$~ despite this there isasignifican tpresenceofsmaIle.rfjrms. The 



prQdUctlQfl;:M<-l,. ptiVf.[te ···ti~$ly.merduf1tlt . ~$egmeut$ate'cb~a,ctedsed:b,y 
many <tnQ.re~partlGlpa»t$antt·ate :ctOJ)¢C 'tQ):thepettect..ttcQmpetit!v.e.klC.aJt 
J1:QWeVer;ppppr.tlJuJtie,s. fOPp.r,Qc!.\,l,ct >:<1Ur~teotla:tIoh:and ·.l)Ptll: . :~erUcal' Jthcl 
l1otizonlsJ.itltegtaPQJl, e~$t·1noQth; the$e,$e.Gtor.$~ 

:i" :t#lPli'¢~l.t1pu, 

'HQt1eatldiOrutn.${1,9a~Jstated ,a··(actPJ1$wblch,sboUld 'bec(}Psiqercdwb.en 
'desedbing:t.heecon,PIJ1'ic icrti,ciencYQ,I:th:e 'WPol :olatket~Tb¢y i~U'ie! 

l~ the tela.tionsnip between theiprtouts' i()ffirrllS invOlved :in th,e ·W.Gal 
'market tpthecQstpt tho.se ~n:tIrts,andwheth:et t.hQsecostsate 
.ex~e$$ive.$h(),Uldb.e lQQked.atio,ligb.t, ;pf the.suPJ11y.o.fmarketfng 
se.!'V.$t:es; 

2* cQrnp,etltioltaiuo.og $uc,hlitmswill 'be hlceotivc; fot' l'itluS tP 
QPepa.leefficiently'and 'keep. cO$tsatecQooluiC levelsl 

~l. where competltiPh is laekltl1!, . the .incentive forefucte.ucy fruts 
away wlthca.n,seqtrentadverse affects on other p:utlcipal1.ts '.tn 
themar~etiQg chain. 

Itl light of tbeabove 3 factors) the AttsttaJian.,vool lnarket ;$ee.Q1S to be 
efficient. The ,sizeotsome participants indioates.an oligopoUstic structtlre 
in thebroJd.ng.and buYingsegmen.ts,whUe the prodU.ce.rs and private 
treatymerchan tsareclQser to perfect cotppetition~ 

With 65 '000 wool producers regionally dlspersedJ this segment would 
a.ppe~ tope relativelycompetilhte.,.·Furthet the evid.ence over the past five 
yearswpuld be indicative of the fa,ctthatproducersca.n ,not lnnuence 
.prices. r:.Hfference·$ in broker char.ges have been d.ocu:rnented byI3ennett 
(1979)a$ differing 1:)Y as much as 30 percent; however, on the bastsQf 
comparisons betweentbe costs ofinterlottillg and bulk classing 'with 
charges to growers, Stott (1989 p1'7J states that U '" there is no tea.sotl to 
suspect that charges to growers do notaccu.ra,lely ref1e.ct costs."13rOke.fs 
arrange theauctioo ·of 'wQOI and deal with growers; buyets,exporters and 
private treaty merchants. Brokers prefer to handle fewer large lots Of wool 
a.tauction, than fuany sll1all lot$~ The per unit (lot) costs of handling 
many small lots at auction a.regreater than few IfJrge lots. Large Iptsa;re 
discounted relative to stnaU lots, though they may be priced at thesanle 
perlJuit amOUJlt {Stott .1989).Oost plus pdcinginan oHgopoliStic 
industry is a common form or profitsce.king behavioutand involves 
margins which are greater than costs by an amount dependent OIl the 



~la,st.icityot~e.mand;· rotlheibf()kel;(~;;$erVJ¢e!.BQ~$lbOitie~e~i$ttorfutther 

.it~ ~e~r~ti(jll·'Or.a, .. :hOri.t?ntal •.. nature ... lnthe.··b.4ring ·.~d ... ·b~61dn~ •.•• s¢gll1¢nts. ·Qr 
tbe;lllar:ket, .. and.thf~ :is.likeJy 't(,lCQrrUp:ue.~ ·E.rOl<i . .ng:fintnsbavlng:enle~ged 
(rol;nthe .. rationaJisatiPl}\thatwas"merl;te .and-takeoyeraottvjt~ ; In ,the. 
1980s,may be· ina:pnsltion' tqexploJt.grpwerclloice.ins()mc·produc.ti.ol) 
:zooes·whet.e·pdvatenl'crcnantalte.rnative·sare in' . snort supply .. 

. e.ffJeier).tp.d.cingby ·itl¢ll.ulbent ltrms ;i.p ·a, ,·contestable iQd\l.stry,¢11ables 
entry ;an~lexit ·of.othertinllsflt tbelowestcQst·PQssible(Flin:tMd.MU¢$ 
t9871":Thecos.t~Qfent~ ,Into Ibc:prodQcUoi'lscgtn.entoifbe wQplm.arkee 
maybe latgelyreco ~ped Qn;e~lt~ I\ce.ttaltl(.ullQUntwlllbe lost h11ne .form 
ofsunk~()~ti :however., theproductlons.egment is latgelyoonte$tableitl 
·that'te$peot,·Sll.l1ilarcop.ditIOllsexist forentde.$ intotneptiva-.tetreaty 
seg1'tl.cnt, 'however'geographlcaldistribution ·or .incurnbe.t1t:f1rmsma¥ 'result 
itllocflJisedre.taliatovypriclngoisctviceswltere apotcltHa.1enttant has 
.<;apacity to take a signiucantshateofthematket. 

Asiml1ar dcgteeofconteslabilityexists (witb the.l1)roking s~gmen:t1fThere 
are sUnk CQsts associated with 'ent& into tl:tissegrneni, however, 
equ!pmentandstora,ge can be leased. and the.nature of thebtt>.ldrlg 
opeI!.ation conJitled to. comm.onbrokinga.cbvJtics Inotder to avoid 
atlditipnalcosts ofspe.cialised eq uiprneo.t~Flintand M'ues('l:98 7)OlJtlhle 
Spmefl.lhdametltal cnaracteristlesofU1c broking Iud ustry wllich inhibit 
netaliatory pricing:a.ations agaitlSt new entrants and prO.motaecOllOulic 
{~.rnoie,ncy. Prbus:rilYI there are.ovganisations su.cbas thePricc$ 
Justificauon Tribunal that ulonitor Jargefintls but also; the nature of 
prokiog charges lssucb that they are seton :a national basts a.t the 
beginning ofaproduction season at1d ran~ly chaugedwithin the season. 
ruall production zones.gtowers facesimilarscasonalcharges troru large 
brokerswno do not want to be accused of dlscritninating against 
individua.lgroups of growers. Theef!ect a new entrant will have 011 tbe 
incu,mbents depends on the scale of entry, 'rhe loss of revenue oaused by 
the retaUvelyinelastic natlJreof tbedellland schedule for brokers services 
prevents price wars. 

Flint and Mues (1987) suggest that the level of entry and exit of 
cornparative1yefficientfirm.si.ntOalld out of the broking segment of the 
wool market ilnplies any harriers to entry or exit are relatively low and 
~hat the market exhibits a 'wotkable' degree of conte stabllity t despite 
t,tlatketconcentration. 



PrQdu~er~ate ,the ,opJyp~rtjGipap;t,s .tn ·.,tbe ,w,qol··· In(lq$tr~y" . Whet ·Jt)llC,ra,te 
iudegendently ,~nd ·WhQ .apPfpxirnate· ··~'perfe,ctiy ·c9trtpetlHvemarket 
structure ....... 'thciripcfu$tr-.Y: .;p~od.u¢esj~(rar:&¢ly) ···;b~tn~g~neou$.prod\l ct.· I6.r 
W.l)Jcn.protil.\cershave littlecQn trQlQYcJi'poce, ·.Pc.dvate :trea,~y'rlJ,ercha,nt,s 
oPerfil¢ JnfuQ$.t.'parts .of the 'lXlaf:ketq.haln, The Q.e~reeQf:prodJ.lct 
ditterentlatiQntheye~hiblt Lischaracteristicor i mooopolisti¢a11Y·(;Qtnpetitivc 
nJ:p1$.The/:b\lyJ.ng;andhtokin&:$egm~ntsi,ofthem.arket$bQWa.te.ft(ien.ey 
towardQUgpPoU$tlcstructutc" tnQUghpticing ,iseffi'cien.tduc to th.e 
presenGe'oC'mal1y'smaJleJ:'ffrn)sillbpth industries. AWQrka.bledegree'oL 
cQntestabnio/c~stswitbin the 'prOdu,ctiolltprivate tte~~ymerehan tand 
brQklngs~gm,ents., 'nhc ..fragmentednatYre Oft\l~$.tralianwool buyers 
.suggestis that this:rnarketis also c()nt¢stablcja1beito1)a·$tr1aH$c~fe. 
6. Cp:nclusitlu$ 

In this ·study anailll was to identify the structute.of the various scgmcnts 
of the AustralJanwQQlmatket, Whether thosesegment$ are competlUve 
andifscopefoJ7maiket ,imperfectionsexjts lnanyof thoSe$eglneo.ts~Four 
lllarketpartlcfpants have been identified and thestructure.offhernarkets 
inwhtch they ope,rate O:e,fined. They are; growers or producers of wool, 
brokers,buyersanq private treaty m.erchants~ 

''Dheouanged nature of thewo()lrnatket in. tbe 1990swill affect all 
par.ticipa,nta .. benefitingsoulc and costing others. In recent years,buy{ng 
a;ndbtoking fitttlshave undertaken hQrizontal and verticalintegtfJ.tiQn, 
'with cQnseqt.icnt unit cost advantages, being realised. Unit CQstsor 
grQwers. and private treaty merchants maybe redu.ced in ashnUar 
rnMner,bowevet,tnese two other, participants···face coosidcrahle financial 
barriers to integration and telyrnoreon technological improvements to 
d.ecreaseunltcosts. The production scglnentof the wool inpustry Is 
cnaractel'lsed bymal1y finns dispersed over a· great area" These fi.rth,$ fa.ce 
$u.bstantiaJfinancial barrIers to integration though s.c)rne have formed 
cooperatives. 1~his segment i.s not. likely to undergo noticeable structural 
changeandwlll continue toapproxlrnate the perfectly eompetltlve ma,rket. 
The $USPcJlsionof the resew.c pr.ice scheme for wool also means that the 
prices recelvcd by growets will be a renection of market cQnditions {supply 
and denland) a Il10ve further toward a perfectLycolnpetitive rna.rket.. 

the private tt'eatysegrnent Of the 'Wool.luarket fs the next closest 
approximation to;l perfectly eOOlpetitivernarkctf T.herea.retlot enough 
bartic.rstoentryand too many small fitms forthf.$ segrne.l1tto be called an 
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6UgoPQly. Thei1~tute Qr'Prod\l.Gt.(nffct~nltatiQnJsalsodiflcreottPM 
91igQ·Ptily~ Tllc§c;ijt.(tlsat¢rtlQtemohUetbanlarge· ~pmpanlesMd. 
?-pptQa~h th#.ll1.onqpqll$tlcaHyqomp.etltivc. ldeal~T;h,t;$.i~6fthe .. t:l1~.tkc.t 
alsQ :l1:i$yt1otwWJ~·atttthe 1?reSenc¢pf1atge.tcQnJpanlcswherea$sevetal 
srtlaIler :nrm$1.u~y:.f\'rncti(jt):mQt'e ·emclerltlY·~· Private tteatymetcnantswiU 
aJ.soact .aspetipherru, :marketstl'ateconlpetiUQll for latgcf' buyer$~nd 
:·PfPkets,Chal'gesa.t;Gsctby; lhepdvate·;Jtr.m ~t leVcl$;$Ughtlybclowthose 
of the largerfil'nls.Thebroldng' ind.!tstwexhibJts little scope.(orptod.uct 
differentia-don ··and .newentrants.of ·roQde$tsi.~em~y personaUse their 
relationship witngtowershl ·(Jtder tQsccure oUent¢l¢~Orowe.rsrcoci\1c 
pto(!eeds.ftQm·selling w.ool to thciprivatenlcrcltant·soQnerthan Jf they 
dealt with target brokers. l'11i$ ll1.so¢ontpibutes· to theitchQlccof:apdvate 
lrt.erchant rather· than.· ala~ge wool broker. 

'DhenatureQf thedflterentiated oUgQPQLy whichcharactedses thebrokin.g 
industt:Y is such thatpricecol'npetition between thelargeparticipants:is 
minimaJMtlelltphasiSisPlacedo111l1aintenanceofmatketshar(,! a.,pd 
thrQugbput~ atol~er pdcingstrategies are reflected in thcir~l,ttitudes 

toward maximising pr.o11tandl or . marltet share. Profit tnaxinlisation 
eqUates marginal cost to l)1arginal revenue, whilernarl<et shaJ~epdchlg is 
basedonav.etagecost (Horteand Cairns 1(82). TW00rl11orefirms 111~Y 
enJplQY joint handling facilities, audas a rcsultwill oCten share the sanle 
cost. structures and $0 will chargesirnilar prices to cU'$to.me.rs~ Incentives 
for cost reductions jn the wQolbrOldng industry .a.re les..swhen h~ghpd.ces 
prevait Restructure in the form of mer gets and takeovers Is not 
considered necessary intimas of high prices. However, as potential 
competitors realise the scope for profit, the inGunibentsmay undcrtake 
deterrent pricing policies to keep them out of the .1tlarket (Taylor .and 
Spinks 1984J~When prices are low and S111aller finns aresuftering, 
takeover offers fr0111 latgefirrns are often accepted as an alternative to 
bankruptcy_ In this manner, horiZQotalintegration j.s likeJy to continue. 
However, the srnaUcr firms that emerged in the higher price period of the 
late 1980's stUl remain in theindustry. 

The Australian buy.ing industry was more fragnlented bl tel'tns of company 

nUJubers andm.arketshares than was br.oking. The structure of buying 1$ 
different to that of braking. The size of wool buyers indicates that they 
Inay be able to e.Xert some pressure on wool prices at auction.. At 
iridlvidual fluction sales, this effect will becspeciaJly enhanced where 



buyers naVe dJffetentrcquJt:etncnts,beca:usethereutaybcQuly limJtecl 
cleJUalldby large' btlyersTorcettain .types .ofwQQl, 

Woolprpdu eer$lxl Australia op(!rate irlatnarketenv~rbnll;lerltwhich 
approx.irnatestbepetfectcmnpe.titippideal,..MMY l11arketpatUcipartts 
:with simUat cost strU.ctUtC.$ opetate lllltcontcs.tabletnarket. l\hepriv~te· 

treaty lil¢r4hants are distributed 'wldely: thtougho\.tt thewoQl 111f{tketand 
offer a,tllonOPQllsUc alternative tQ JargerQUgopoHstlc btoldn~ houses. ~rhe 
puyingMd bJ~pldllgscgn)ents of the wool industryexhi.bit.()ligQt)oli:sUc 
charactedstics that· havehecn described by lncreashlgCOtlCentratton 
tatlosand varying degree$of vert'icaIand horizontalirttegratiotl, product 
differentiation andretaHatory pricing tactics. 

hiaU'segm(!ntsof the wool industry there is scope for competiUou.'rhe 
pre.scnce ot both l~geand smallUrrns in the brokillg industry and their 
distribution thtoughout Australia, means that price distortiousenahllrtg 
excess})tofitS.tQQ1igopOHstsare pteventedby the profit seekingbehaviout 
of smalletfirIl1s. They (slnalIer firms) serve as acoll1petitiv(! threat to the 
nloreconc.entratedwQolbuylng and hrQldng segments. However, there 
are financial b~rier to entry .on a large scale, for themooopolistically 
competitiv.e hrokers and buyers. 
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