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THE CAP.ACITY OF PllODUCJl:l~S TO SUCCESSFULLY VALUE Al)IllN 
TI-IE \\'OOL INDUSTRY 

Jason Crean· and Phil Graham·· 

Abstrt1ct 

The value adding debate has captured the imagination of participants ·in th~ wool indUstry. more so than 
any other. The ·call for producers to go beyond traditionaL selling arrangements ami into the area of 
value adding has come from both industry and Government. This paper reviews the .g~ner~ thrust of 
value adding in. the wool industry and models the returns from grower orientated scheme$ .involved in 
the processing ofgreasy wool into top form, A range of returns from current value ~dding .sqhemes is 
obt~ned l!Sing stochastic simulation based on historical wool top prices. It :is believed that much ofthe 
interest in this area stems more from the depressed .state of the wool. industry fpllpwing der.egul~tion 
and the age ·old belief·that marketing margins are too high, rather than any thought of competitive 
advantage or analysis ofprobable returns. · · 
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1. lNTROD'UCTlON 

1.1 :Background 

The Australian wool industry has undergone dram.ati,p ~h~ges in r(!ce11t years "\vith'the Tel11oval. pf,th~· 
Reserve Price .Scheme a~d r;~structuring of key industry bodies .. Within ':art environment·Qfstt\.lqtllr~l 
change, the efficiency of the tradition<rl auction.· ~ystem and .. ussociated .· wo91. · se1li11g~ .· proces,sing· ~~ 
distribution system is under question. The call for produc~rs to go ;~~yond tr~ditiqnal s~lling 
arrangements and into the area ofvalue adding has come .from both industry .and Government. 

Industry proponents ofvalue adding stress the complexity ~nd inefficiency ofth~ cur:ent wodl:pipelin~1 
and advocate that growers should be selling direct to customers to minimise qost$, ·inqre~$¢ ternr:ns:a.rtd 
gain better product feedback. The recent major review of the Woolindustry strongly' suppoct~d ;:rrtoves; 
by grower orientated groups in value adding, Fon•1ard moving produce!:r groups have. de!nrinsjrated 
that it is now possible to: substantially add value for the wool&Trower, to the rQlv wool and any of·its 
processed forms (Garnaut 1993, pg 78). 

The Federal Government, as part of a broader economic agenda, encourage the export .qf:value ~d.ded 
commodities across all agricultural industries due to favourable 1m pacts on employment~ e~port revenue 
and the balance of payments. In recent times particularly, the Government has been a strong advo~ate 
of value adding. Since becoming Minister for Primary Industries and Energy,. 1 have, on 11t~mertms 
occasions stated my conviction that adding value to Australia's exports· is an impercztiveJ not an 
option, for Australia. It is essential not only for the future health of .the Australiqn Economy in 
gr;neral, but also to emi·ure a sustainable and profitable primary industries and energy sector (Crean 
1992; pg 24). 

In regards to the wool industry, the Federal Government has pursued its new found interest ir1valu~ 
adding by providing special assistance to major investments in wool processing. Qver.th~ last two years 
approximately $35 million worth of financial assistance in the form of direct ,grants and low :interest 
loans has been provided to private companies to assist the construction and expansion oftoproa.king 
plants, The quantity of Australian wool that undergoes some form of processing pciorto export is .now 
around 33% compared to 15% in the 1970's. Much of the development withln:this s~ctor has oc¢urred 
in recent years. 

Similarly, it appears many wool producers have caught onto the value adding ·philosophy a.nd :believe 
that higher returns can be achieved by taking a more active role in marketing ;of their pr.oduct b~yortd 
the fann gate. 

1.2 Previous studies 

The. majority of the· discussion on value adding in the wool in~ustty ,h~s foc1.1ssert ~on two is$ues. Eir:stly, 
on whether Australia has a comparative advantage as a loc~tion for early .str ~·=- V{?Ol ptoc~ssing: and 
secondly, possible ben~fits flowing to the Australian ·wool 'ingustry and fh~ :general ·~qoppmy ;ffqnt.~ 
internationally comp~titiv~ loGal processing ~!:Ctor.. Both these issU~$ ·nav~ :~een debate(i ~~t :greatJel}gth 
infhe lit~rature1 and (lre not entered into in this .~tudy. . 

With one exception, there has he(!n a gre(lt deal of:atten~iom ,but little \an~1¥~i$, 'Cdpqu,qted, :ipt?· th~ . 
potential to. value add fro.m a woolgrowers perspective •. :{<:aln.e~ :J7o~~r. ;an4 '<~ir~¢~~ .(tpQ:4), .. prq¥iq~9': ~ ·'': 
strategicassess.m~~t of.va\ue adding by Australian wot:>l:prp4ti~er~''in.~a:r¢p~[t·,t~tl~4:·~:Wfi.er~~S;ith¢;'¥:#l~~ .: f{:, 

,-·:·'·::~ 

.: 1Jlew~pl pipeU~~r~f~r~ 'tO·'lllewQ.oi .. marketin&:aQd.pr,pc.css1n~.icl1~~¥9IJli'Wo9t:·~r?~~(~~·~oie!tiM·;r9¥~m~~< , .. . :i ... ; . , : . • ··· .. · ··.••··". , .... ·,;l(; 
\V <;roerJntc:rnauqnai (1988); ;p~PUr[ItJent pf.P,nm~cy Ip4li.Sti1~$ anttLE:J1er,gy.:(~·9.~9.)~.·•0r!Jtre:fo.rin.t9ro~~9m.t~il3~9~om~cs·· .. · · :.'') 

(1990); WoolPr~~:~sh1~]ask;F:orce (lP93), W~tso~:(J.,993), · · · ' · · . ; · · ·· .~~~t,j 
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in··¥atue )\.dding'. Th¢. :~t\ldy u~ed Porters (19$·5) trrume,.vot~K .otstrat€:gt¢: ~:~y~;i$:.;~:q:.·e:>ctHor~:Jfotit<¢ase 
stUdi~s ¢fvalue addin~ initiatives in the. Austra.li~I'! <tt:u',nl·iinrllife:t1r-u 

1.'3: •Study f)bj ~ctives 

The success or othenvise . of emerging value adding schemes h~s tri~Jot; i,~plic,tioo~. ·.fo~ A1mte 
marketin9 arrC111gementsin·the Australian wool·int:lustry.l~ thethreeye;tr~tqUp~qg.·q~re~l;:l.tt(j~,~Httth; 
research has been undertaken into .evnlt1ating; the likely performance o( v~lij~ ~ddin~ ·s~h~I)1¢s tinvol\fea 
in the:furtherproce~sing3 ofwool from a growers perspective. The profitability~ a.ndjictlt:!ral.~pprqach.c)f 
such St?hemes i$ the major focus ofthis study. · 

The major objective of this paper is to provide an assessment of the likely retilrns frgm.;gr()Wer :q~ed 
valtte adding schemes invoLved in the processing of wool to ~top -st~ge4• As Plirt o.fthrs assessrneN<the 
competitive advantage that wool growers. may have in this area over existing pfl.rti~ipants ;in the. woql 
pipeline is reviewed. The .paper draws on: the practical experiences ofgrow~rs who have}Jrocess~d,:.~(j 
sold wool in a top form, respom~es of growers. who.have attended NSW Agriculture's·wor~~hop·~Wh~t 
does a topmaker want from my wooP and research into tht.! operation ofthe woolpro9essirtg,:sect,or~ 

In the past value ad(iing has been closely associated with further processing and tr~nsfonn.~tjo.rl qf 
products. ?vlore recently value adding has taken on a much wjder definition. Value .~ddU:tg shoylg. 'Pe 
viewed as all activities involved in making a. product more attractive to cons~mers (C.te~ '199~)~ this 
can, but does not necessarily involve processing. Taking the latter definitio.n, value adding:a$.appliedto 
the wool industry incorporates many on fatm practises .such as gr~ing and. pa~ture rnan.agementi··she~p 
husbandry and clip preparation. Consequently, this .study only examines one: of many fonns of value 
aqding5 opportunities available to wool growers. · • 

2. VALUE ADDING FRO~l. A )VOOL GRO\V.ERS PERSPECTIVE 

2.1 Early stages ~oft he wool pipeline 

Ifgrower based. gro\Jps are to successfully value add and compete with exi~ti11g. par:ticip~nts in the. ·'\Y~ql 
pipeline, an appreciation of the services provideq by each participant is reql1ireQ. \Vftile J~ro\Ver~~f,Ully 
recognise their. existence, few realise the services provided by these imerme<iiaxjes Jn ihe form~ of 
prog1,1ct guarantee'.s, finance ~d risk bearing. An overview of the traditional:~elling .·syst~m. art4·the 
role~ ofintermediaries within the system is presented below. . 

Wool is .. often. described as haviJ1g .a long and complex mar}(etiq~ chai~ tlj~t ;ipvo~Y:~~· a n~rii~¢~· :?f · 
intermediaries betweetl the woolgrower and the ultimate consumer •. P~ .pfthe.: .cqmpie,gb,···q~; l?.e· 
explained }.)y the enormous task ofefficiently. handling, Jestin,g, selljng; ~4 ~istp9¥!m~·:th~9\ltpy~i:frqT 
smrte 65,000 small scale woolgrow~rs. The fragmentatiqn of prodt1q~i9h i~.illu$tratect~ by·Jh~. ·.faGt tha~ 

3 ~roccssi11~ri nthis stuclyrcf~r; to tl1c worstcq~ pro~cssing ~stcn1. T:lwr~ ,r~ t1V6·~r.o.'}4~~~~~J9t::~t~~sing~wp¢1; •. ·•·· . . . 
wl)rst(!d.~nd:.woe>llcq. 'fhe,~·P~ste~ ·~'s!ern:~ro<;esses longer.st;tplcd.'\'opls \yjU\ ~~n!!IJlllt~O,\\'~f:ley~~~.gty~!t~~?I~,·ma,t~~r.·. . , 
i119rd~;r t<> proquce·ij ner )-'~ms.for lightwei~ht? ~rnoqthcr .f~on9~t The woQt .. togi:s ;ttt<::~tp9~~tPf.ill11Y:ot~t~~.;pr~.~,~s,s\~~tl ...... ···. ;~.: 
is ~secl·oy spinrt.~rs t~ prq4q<;er~m. :Approxiroat~ly ·~.5%·pf.:t\us~r;ilia:s W<>otpr6cll:l¢P.9n ~~\C?rs"'~}l~!'yq.~t~.a~r'*~in~: · 
sys~e~ ~A.\VC,l?9.3)~ . . .. . . . . . .. . . . . . . .• .· ... ·. . .. · ... . > · > · 4
· :A.)vPQl top ·~s ~· coiU;~·slivr;rof.wo<>l Q1;~t l!~s unc1(!rf?~lle t1t.~.f·q1lo)Yill$ ~r~e~~7s~ ..... ·.··.· •··.·. . ··· •. · ...•... · .. '. \ , . C 
j),Sso4ting·-c,r~lll9V!ll•pfdjf4;grease~ci·su1nt.fr()m·g~ea~.','·p?lb~·)y~~~i~~4l}~~)V.~(¢~.·~t~·~7t¢rg~~t;:. · ·/Y 
·iil C~rciin~· '"·br~'lk~ 9:pe11·tl\¢ enta.\lgl~ci'scQlircd wooh1.li14ireroov~rs.·\j~~ ~4:·s~c~, ·. ·. ·····• · .· ... ··· .... ··· .. ·.·". ·:·.···.· /: ..•... ,: .· · .. ··•····· .. ·. ·.. •·· .. ·•··· ··• .•. · •··•······ .... ··.··. .·· •':·'i\~, 
iii)QIUin&~aii~n:~t>q)flp~csp~all~l .... ·.··.··· ...•••..... · ·.·.· .. .•...... . ·· ... · ..... · .. •,; ·.·.·· .. ·::·.·.·· ...•.... : ·: ,.: .. .,,:·; · ·.c,·.\e: •.• ··.· .. · .\ :~; ., .·y:;t,. 

lrl•·9t1moin~.;(:optin~;(isifib~~···~V~AI1lcn.t~na.r~m9yc~J~lllar~•n~x~~!~Pl~~·J!).~t!~t.;~~~·.~J~?~fi-i~~tc;~:~.~?.~~n~t!~rlp~~~~.~~'i .. ··. :·:~'7li 
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' ';~]~.:.~.~ 
·Over half of total .. annual ~ooL···~rodu¢tion .ls .prod~c~q:l)y n¢11·,·$.~eci~i~t. ·Wo?~",#9~~t~J ·~~ly$J~)qf::i~t},·· .. ·· 
Au$trali~ ·.W:oolcli~ indicate~ th~t .. Stl%·· of. ~rower$ .. prodpc~·~~~$ t,haJt SO·.·~~~~~ ;mt4.W2.o/J:l(J~o4.~9~l~§S•· ·. 
than l:QO brues (Gcuilaut 1993). Thest,>; figure~ ·qo~m·a~t consid~rably .·with ·otner··•ngustrl~~>lil~e :¢9tt9:m 
with which the wool industry is so often :compa.red to~ · 

The auction. has been the centre piece of wool ~elUng in the indq~tcy for ·mariy ye~rs::agg6u~~in~. f9~ 
around 80% .of annt1al wool sales. Using the auction system ~s a ,basi~, a bliet 'deS.criptiQn~ of 
participants in the eatly st~ges ofthe wool pipeline is·providedinfimtre 1. 

Figtar~ '1: Strt~cture of Early Stage Wool r•reHne 
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Wool• gro\\f~~s - Jepresent~ the start of the .wool ~ip«!UJ'l~·~ · .. At. ~9eetrit1e:··?Vool'i$ Yis.tia\Iy .cla§s¢,q·.· int9 
different qllality lin~s. Wool is transported frpnlfarm,·to t}iebt<?kf!r~:w!).tehop $e. ·. 
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Early Stage Processors - process gt€!asy wool into scoured wo~l and wool top and <;ari: {l¢t Qn ei~bet; ,l:t 
conm1ission or merchanting basis. Taking wool top ,production ·~S an ex~pl~, '.there. i~ a•,'CI'U,.Ci~ . 
oistinction between a commission comber (con1tuission basis) ~ci a. ·topmaker·tmercliimtiN~J'~~is). Ai 
commission comber is a proce:lsOr that owns the :facility, has no own(!t"ship of f.h¢: ~pqJ':,~d··PCQ9~ss~~: 
the consignment tor a fixed fee. The objective is to m~ximi~ethroug~put in order .to, Jl1inimi~~ :p¢r•~ni,t 
overhead costs. A topmaker on the other hand is a processor that.maltes .tip th~ :wool biepd,fo~ :cpmb~n~ 
into the top that usually is being produced to fulfil a specified .order fro.m a spimwr:. ~be tqpipl,lk~r Jri:Y~t· 
ensure that the product meets the specifications of the spinner otherwise the wool top. tnay Qe 'feje¢~ed 
or a financhtl claim made. 

Spinners - produce yarn to client specifkations. Yarn production is atlbcted by cq~totner ~pec:jfic~~ions~ 
volume of orderst stock levels and. availability of wooi top (McCann, Egan and ;Rollinson 'f9.92). Mqst 
orders for yarns are based on samples provided by spinners to knitter$ and wea.v~rs. 

l.t i~ imporh1nt to reaUse that the roles of each. seqtor ol.ltlined above are co'nsiderab1~' ,bl~tt~d~ Al;le.toi4~ 
degree of vertical iotegration that occurs within the pipeline and. the cilff~ren~:b~sis t~Clt'part1~ip~t$i 
trade oQ.. The open cry auction ~ystem has been established. in Austr.aHa:.sin,ce 'the mid l~4P~s.l~$,;pasf; 
populari~ is. an indication of support fror.~, ~rowers, brokers, ex:porters and ,pro~essors ov~I!';a·J~n~. 
period of th11e. I-Iowever, recent developments in the wool mark~t have seen gr,ower$ questiott, th~' 
suitability of the auction system and value adding has been one of the .a.l(ern~tives promoteq~ 

2.2.Perceptio.nsofvalue.~(ldl{l~ 
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Stet,\$)' WQQl t9 Wpot.g~rrllepts 
gt~~§Y wool tq '"toQl gar,ntents 
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.i\:pQmber of value adding initi~ti:'es involving some d«!gi"~e ofproc~S$jng·hav~ :e,tn~t&.~q'~hv:r(!~~ot·y~~f$• . 
1:he. majo.nty :of thest} initiatives h~ve attempted to supply .tater ·Stas¢: •.pfpqe.s~Q·r~ ·"'ith: 'Yoo.l?t9.~~; ~tll$) 
~ection aualyses. the re.mrns from two schemes that are irw.olved :in th'i~. :fortn :of·~alu~:~a~ciins~ ifPf 
con.fi4enU~ity~ ·th~two initiatives will simply be refen:ed·to. fi$· S¢hem¢.A,an~k$(:ht!m"e·:J3, '"' · 



Shearing shed . st~nd~rds and 
corp ulsorv cmtching: and . i2;zle dn · 

' ·'Fibre diaineier L~ss than 23 micron 

~.2 BQdge~ing approar.b 

A .stochastic budgeting moQel has been c;:onstrncted to es~irn~te.lik~ly x~t1Jffi$'t.from :the, two scll,em(!S. ·tind 
tht! ~traditional (\119tion system over l$l9:l,...93 and 199~~94. T.he stl1Jctur¢ ~pg .. costs: inyplv~q :i!l.Jh~ twg 
$Chern~s ~n..d the auction ~ystem have been used to c:al¢\Jl~te rett.trn..~ .. Top ·p~c~s r¢c~iv~ct Jtre. 
unqerstandably corifid~nt~aL To approximate these prices~ hi$toric~l 13,t~dfor4 wool tog :ptic::e .·(lata i$ 
:us~d. 
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The returns from the different selling alternatives are analysed in both determit1i!lti9 ~nd stocht!~ti¢ 
terms. Deterrninistlc analysis involves pre determining the level ofrCJ.W wool pricf.!s.atl.!iwopl tpp prices, 
Average weekly al,lction prices and lagged wool top pcic¢s were useg for <!ach yearanaly$ed •. 

For the stocha.!ltic analysis, raw wool prices and wool top.prices are defined M stqchasticVanB;bl¢s with 
uncertainty represented by prob<1bility distrib\ltions. Stoch(lstic $imtJliltionis \lS,e<iJ9 .g~me~~t~ the ran&~ 
of retl.ltn$ for thf!. three ~1ten1atives over the two time periods analysed. l?rohaoility .q~~ttiblJtion$ qf 
histori~al priPe!i for a 22 micron Bradford wool top10 (,lnd.the res.pective AystraliaJ1:~~4l~~r:on:in~licqtor 
were entered into the model with the derived correlation. coetlloitmt.hetween the twg· di~tdb~tion~. "t'he 
most appropri'lte distributions for these variables are identified py :at1stfit di~triblltion fittin~. :sof\war¢. 
The fittecl cUstdbutfons with their defined parameters ar~ entered iflto the mo~el which ~e $Ybsequ~ntly 
sampleci from by @Risk software during the simulation process. 

3.3 Results 

The results given below are in9i¢ative only of the lik¢ly ret\lms from the .s¢hemes. anaJyse~t Acfu'!l 
reNrns from the s~hem¢s will depend on many factors su¢b as marketing contactli with later ~tage 
PfOGessors, timing of sales and C1!rrency· fluctuations, F~r .a,n .ingivid~a,l srower th~· ;~~iclitio~al r~WW!i 
ov~r th~ at1ction sy$t~Jll ',Vill also d~pend. on whiQh line~ frornth~ cJip. ~e ~el~ct~dJor pro?~~~in~. 
B~terministic and, stochastic rest,dts .are presenteq below. tog¢ther with'a b?efCiJsc\l~sigp:.pn 'pro4w~t 
fee4back which is Ha non monetary Ol1tPome that has been ranked hi~NY by .·~rower~ gl) ~ J¢~~on Jor 
hwolvem~nUn fi.nther proc:esshJg schemes. 

The res\ilts of the ~naly§is forth~.l9:94~93. ang. lQ9~~94 §ea$?n$ ~te.g\~~Itjr 17~bt~ g, ·rn~··J~v¢r~~~ 
priQes tJse(l·to·calG\llate.rettJws eqt19ted :tf.) .~·wool tpp pdc~, premium of:§7~ fQt ,1:9.£~~.~9~ a.n~ '70% for 

li> ToP 66'~~ :i~ .~i~r~~,6$~,~.irdute\tr. 



199)~94. Th~ .fi~\lt¢.~ an~. c9n$~$H~nt .. ·.witlf th~ .90% p:en1tum ~~~dm~t~g, liY: th~ ~9§!f~t~w·~g,9r 
Proce$sors Go'tt1cil. 'rh~ l•99.4~9.3.r~&\lltsin~f.c~t¢lhfltlh~.·"l:lqtiPn~Yst~nr,)1~I~~~'sl!~!itly~jo!~h~~r::t~Wrtt~~ 
The g~n~WilJly Q.owmv~rd movement 1nth~ :gre~sy Woot·.m~r~~t.~~m~rip\lt.~dtp·;tffi~:T~$.~)t* 1.1~~~9s.~:·9~lQ~ ·. 
delay in proc~ssiq~,. shipping ·~nd sqlQ of lh~ . .top)· returns .r¢f1¢gt· not. gnJy di[~rent: <lh~t (S.tf\lPtQt¢$ .b.\J.t 
also ttndedy~ng pric:e movements. · · 

In 1993~94 th¢ r~~t1m. rrom proc¢ssing schemes were above those tJe the. iliJ9tion; .· ·SimU&rlYt th~ ·\lp.tyrn 
in the senerq.l woo\ market over this period has b¢nefited Jmy litra't.egy re~uJtin~ irril ·a~l~y in s&les $.qglj 
as fi.uiher pro<;;essing, · · 

Tnble :Z;. Res1,1Us 

$4.32 $4.49 

S\:hem~ A $4.14 $4.55 

~~~~~~~~-~----~~~~~~~~.~. scheme a s4~21 s4.es 

The ability of sohem~s to obt~n a higher wool top price premJums than the av¢rag~~ .u~eg in :thiS 
analysis , .. {ould significantly improve returns. Th~ attpinment or high~r premiums; in th~ &hort t¢f!ll. cJu~ 
to superior quality wool tops are most· unlikely given th:,tt $pinners will neecl to be ¢oi1vinced th~~ the 
new product petfam1s better than the product of exlsting suppliers. In adqiti9n, it i~Jikely that th~ 
prodnct will need to establish a consist~nt advantage over a trial ~erlod before $uQh .Premium~ an~ 
clerived. Even if higher price premiums in the short term were attained~ premhll11S ov¢t:the lqQgetlf!® 
should revert to indu~tcy averages as sucoessfi.Jl progt'ams are copied py .rival supplier$ .. In :fact, ·n'l~U~ 
would araue. that producer groups are mor~ likely to achieve low~r wool top grices cl\~e to :lheir sm~U 
~i4e ~nd laok of contacts in the wool te~tile. industry. These factors put producer group~ ip a> pppr 
negotiating position compan~d to established participants. · · · 

Qverall, the ret~rns of the options are notsignificantly different. The aver~~e retPm~ for T99:2~93 ~nA 
l993~94 are consistent with anecdotal information from growers. Some grC~wers who .h~ve ~Q}c:l.their 
wool in a top fonn luwe provided us with an analysis of their returns. They avera~c:!d arPUml $0.30/k~ 
and ransed from a loss of $0.40/kg to a. prOfit of $1.00/kg during 1993~94 r¢l~tiYt! to the a\i9tioJ;l 
$ystem. The range of r~turns reflects the structure of diiferen~ schemes and movemellts in the ~~petal 
prioe level between when the wool would have been sold at. auction and the $!1.le ~im~ of the tim. \V¢ 
SU~&est similar results to those given could have also been achieved by holdin~ onto lh~ir wool for·~ 
similar length of time as the processing alternative. 

~~~.2 Stochastil; results 

R~sult~ ofthe stochastic simul&tion for 1992-.93 anci 1~9:l--94 are $iV~n in Figt~r~ 5 anci .9~ tt!spe~tiveJy, 
Stochilstjc results for the 1992•93 period indicat~ th!lt .no ¢ymulative qistril?,uticm tun~ti,Qn :(GRF) ·qqry~ 
lies .totally to the right pf all other CPF curves. Consequ~ntly no sal~m~tho~hi,ominat~~ in·t~np~ ,ge t'ir~J 
cl~J3ree stochastic dominam;e1

• (FSP). How~ver, in terms. tif sec9~.ci4egree sfQ9Qa§ti9 9otn!ngno~1~ 
(SSD)the auction method was fou11d to dominat¢ both ~oheme.A ~mel ·J.l. Tlw i!cfdit~gn~J:,Ms4~plio~:.of 
risk aversion used by SSP .s~¢ms reasona.t>le given that previous stuciies. such~ :)3:~r4sl~Y.·.•an ....... a.>:l-!~.rrls ... . 

• • d • • '" ' ._ ' ' .'· ••• ·,.· ' ... ,. ''. ·-· • ' " ' ., . • • .,.·., 

' 1. FSPis bnsed onB~rn<mlli'$ ppt)ciple tl\an d¢¢isiqt~ m~crs pr¢(~r mgr~ tg I¢s$·Pf~ coP$~qY<mci!.$M¢h ~"prOfit 
(A!lder$Pll, :0Ul9n ~od liarq*cr 1977). 
17 SSP is b1,1S¢q on the A!ididon;tJ.pc})qviouml ~~$\ltnpri~m t.hUlth<! g¢cision mtikcri$ ~v¢r~¢tq fi~k. . 

lO 



(1987) have f<mmi AustmHnn i1ltmers to be! risk (l.Y~f$(!. ConseqQ(!fitly the ~udtiprr m~tbo'cJ f~:, th~: 
.preferred selling strategy for the 1992-9~ period.. 
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The 1993..,94 results indicate that no method dominates on the ba~is of FSD. However~ the ~l.lction 
method and Scheme B are found to dominate Scheme A in tem1s of SSD, ConsequentlY1 . $ph erne A will 
never be preferred to either the auction method or Scheme B by risk ~verse decision mal<er$; 

Figure 6: Comparison of Cumulativ~ Dis~rib~Hoo Function~ for 1993.;94 
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3.3.3 Product Feedback 

Receiving product feedback was identified by wool growers m; a major is~m¢ .in f~vour of]Ufthet 
processing schemes. The need for such feedback rests on the assumptiont?atthe q4aljty· ofth~ greasy 
product can be modified to better suit customer ne.eds ifprocessing ;perfoonan~e isJcrtoW!l, Jn':pra~t~ce 
this has not occurred~ Those growers who have processed theirwool into ,~r:o.oltops.}lave commented 
that they have received little feedback except: the final specification of the wool top. <even ,jf: this 
h1formation is provided it is very difficult to in~erpret . back to an on fann. leyct The ne¢essity . of 
blending to meet technical parameters and price constraints, and the variatiott in pro~essin~ 
perfqrmance bet\veen individual mills limits the etrectlveness of this information. Scouring And carding 
operations in the top making process can have major effects on fibre performance artd thus make it 
difficult to translate top parameters into meaningful .raw wool values for on farm management decisions 
(pers comm Couchman, 1\VS, 1994). 

In any case computer programs utilising the TEA.ivt13 formula.can supply son;1e ofthis lnfonnation using 
greasy wool measurements. In addition, some wool braking companies are now reporting hauteur 
predictions on the account sales of wool sold through auction, Information fi·om ·.these!, two sot.Jtce$ is in 
fact likely to be more meaningful than actual processing results because the information. r~fers 
specifically to a.11 individuals wool rather than a blended consignment that contains wool from a number 
of growers. 

4. ADDITIONAL CONSID'ERATIONS FOR GRO\VER BASE'DSCIIEl\U!~S 

This section critically assess the competitive advantage that grower based schemes may .h~ve Jn 
suppl)~ng wool tops to spinners. In order to compete with existing $llppliers~ in the viewqfiKaine) 
Tozer and Grace (1994) value adding will only prove successful if the resulting pro~hJct can: be off~ted 
to customers more cheaply than similar products currently available, or the product is :better $uhed to 
the needs of the buyers. Some factors worthy ofconsideratlon are outlined below. 

4.1 Position Within the world textile trade 

A key factor in the success of any marketing venture is knowing customer needs an~ ptodu~ing i1 

product to fulfil these needs. In this regard grower based processing sqheines· are at a distinct 
disadvantage to established industry players. In general, growers do not .hav¢ a relationship! ·With the 
customers they are targeting (spinners). This is understandable given the sheer QynaJPics of th~ ·wool 
textile industry with · 65,000 small scale Australian woolgrowers and aroung: . 1000 ptedomittantly 
Northern Hemisphere spinners. 

This lack of .~ontact and general knowledge of the world woql textile iqdust~ .. ha~ r¢sult~d·Jn m(J1ly 
grower based groups producing a wool top in the hope thatit.meet$ tbf!. ~ee(is ,ofspi~e~s~. '1]1j;i,practiGe 
is contrary to normal industry convention. Specifically, growers convert,tlleir :clip, iTonLgreasy.tq tqp· 
without .an order or specification and than try to sell it on the ~po.t market Ilt praclice.:yecy little wool 
top is produced without a forward order from a spirmer. 

Spe(Julative topmaking . .does occur, b11t. it is extremely .litnitet:t and g.ener~lly t:e~trfc}~tl ~~ 
topmakerkombers who have a long association with:par~lcqlar ·r:fients. 'Fht!ylciuiwc:wh~t.a1rci:whetz,:(he. 
client is likely to reqtdre .aparticular type oftop. {CoUGhtnaril994)• · 

\\'ool tops produced by .. grpwers are. in direct ·competiti~h; \vit.h 'the: ,prh~ticf <:)Fe~t~f>li$ff:~l,p,r~c~ss()rs 
and ·merchants1 which miderthe conventional auction seUin~ $),-'$tef])J\rf?.actt,l~1~y·:th~,,grpwer.~·,<:usfoq1er$, .. · 



The product from.. these playe~:~r has ·been produced. to <an ex~ctspeciij¢ation f9t.Pani~plat ,prl~~·po~I1fs. 
Obviously, such knov,tledge provides,.e~isting topmak(!rs and:mer~bants ~tb}~;distjn¢i,~dv®t,~~¢ov¢r 
new entr(ll1ts, particularly over those who c~not d~vote a cortsiderable· amo~nt oi . .time to .establi~hing 
market contacts such as wool growers. 

Evidence from grower grm~ps confirm thtJ.t producing to specification is an essential· element Qf a 
successful strategy. Growers should on(v particlptlta in processing ventures on .the basis of a}i177t 
specification at a contractedprice (pers comm Hayter, ~ew England Wool.Marketingand;Frqmotion; 
1994). Failure to recognise this factor has contributed to the demise ofsomegroups in recent times. 

4.2 1\:I~trkcting, technical :ntd fin:1ndal resources 

Despite well intentioned efferts to improve the marketing skills of :producers through. Federal 
Govei11ment programs, it is doubtful that these ·programs will provide ·enough skills f()r ptoqucer!; to 
compete with existing market players. The. ability of producers acting on their own behal~ ;fo firstly 
access market requirements and act accordingly with appropriate strategie~, woul~' (lppe~ tp :b¢Yond 
elementary marketing training. This view is supported by anecdotal evidence front gtower ,gt9u,p~, A 
major impediment to the development of grower ·based groups is the financial resources and,rnad(etipg 
skills required to develop markets (pers comm Wythes, Egelabra Wool Marketing Association, l9Q4). 

Producing a wool top to £1.ll within standard industry specifications requir~s technical knowledge of 
top making. In practise a wide variety of wool lots are blended to meet spedfications ,at partic~Jlar price 
points. Although there are computer programs and formulae to assist in predicting how 4iff~r¢t,it 
combinations of greasy wool \Vill process, their use still involves a significant level of processing 
knowledge. For this reason schemes have employed specialists to fulfil this key role. 

In teons of financial skills and resources, it would appear that grower based t;¥,roups ,~re ,not in.~ position 
to compete with existing exporters, processors and merchants. Growers are generally not .conversant 
With foreign exchange transactions and financing operations and Jack capital to proviJ:ie. credit tO cJieQtS 
(common in the tex-tile trade). 

E;lcisting processors and merchants have considerable financial· resources used to operate the b:usiuess .. 
Such resources allows large organisations to absorb losses when margins are tigh~; wh~n ;trad~ de~s 
unexpectedly fail or when a financial claim is made due to contamination. In co.ntrast, Wootgrowers :dQ 
not have access. to the same financial resources and any narrowing of margins or 11nancial Claims due to 
the quality of the product can quickly jeopardise the whole operation. 

In the case of .conta.,rnination, growers under the traditional auction syst~m do 110t face .tl}~ rlsk of a 
claim. from processors because of the extensive blending that wool goes throl1glt to :mak~ up a 
processing batch,. However, when contamination is found in. a product • suppli~cl, by an ;jq¢pti?C:1Pl~ 
source, such as a. wool marketing group, such a claim. can be J'Pacle~ The size ofth~. ¢lahp: ;Jnay be 
considerable given that quality faults are often only found. at the .l~ter .stage p~oc:essing;. ~~n~ _:pf t})~ 
,pipeline .. The cost ofsuch a claim can easily exceed the greasy woolvalue thatw~n~into .thtt,Prodqct·irt. 
the first place. In esseQce~ growers cannot absorb the same level ofrisk;as .established parti9ip~tsih·th(! 
pipeline. . . 

4~3 CostetTettiveness 

The layk of marketing, technical and finanoi~l 
employing agents .. and the assistancf! me:rcr~ants 1:o ~;ucpes:Si]lllY opet~ll¢:sdl.¢:rr~~$· "rh,H¢ ;tJr¢~~~(1Q~o:1:tJ1g' ·~ 
that th¢ir involvement is ~required, one of the .pr]gir,taL~_ainnspp·gtc>\Vt~rsw~~$:Jto•::qt,tt:::.Q)Jt;, 1.lt,n¢;~QI\\:c.~U~~·.f,l•• 



,,,.,_,.t,.'' 

... 

'middlemen' to in~reas~ Jirolits. Their xe.emp l C>y~ent. r<!$Qltsln \~~9i\\Pfilil :ppstilt?; th'e -'i.~ii~f~ ~~~: !~ 
ah~o demonstrates that the rolethey,pl~y in the traditional auction, systern.:i$~arr,a,htf!ii. · · · 

While there .may be small savings in clip preparation ~mel handlipg·fromsofn~:~c:~emes, ~~ayi~~~:ih;~tll¢f 
areas are doubtful. In terms of processing, many 'plants .ac:t as ?oth: .• a ··c:qmrqi~~~on l~fQ~~~.spr,'·~d .. ~ 
topmaker. It ·seems logical that the proces~mr ·would otfer the service ·to.a, ·c9filpetitor:{d1e·;Sfo\V¢r 
scheme) at. a higher pdce thtm the wool which they ba:ve owoership ·oJ: This t~d~~¢s .th¢. ·~~tj~e. 
competitiveness ofthe wool tops produced by ~rowers. In additio~, it;tth:nes dfti.&bt IJiat"eins;tqpfl1~¢ts 
continue to. operate because the e.xcessive overhead costs of. havingJ}1e pl~nt h~t:,pper;Idng~. lah~~r sqqh 
conditions srowers will find it very difticult to compete and wilt be forced ·to·J~~~ ·4.·1~'>/er pnc~.for 'th~ 
wool top than expected, or alternatively del~y sal~s. Som~ growers hav.e. repprted, &al~ aeJ~ys o~.lp Jo six 
month dur4tion with obvious cashflow implications. 

4.4 Product Uiffercntintion 

Kaine et al believe that a focus ditierentiation is the most f¢asible rout: to adding value ptt~fatl11. intb~ 
wool industry. Focus differentiation, as applied. to this case, involves a :strat.egy to ~upply ~ pw-ti9Qla.t 
quality wool top that :fulfils the specialised needs of a particular spinner. The spinner 'Will.b.e· wtnimrto 
pay a. premium to cover the additional costs ofsQpplying a top that is more suited to theirreguirerttents. 
The success of this strategy depends on the degree to which the standard product avaHable do~s . .no.t 
fully meet the buyer•s needs and the ease with which rival suppliers C(ln count~r the pJf'er of:th~. 
specialised product (Kaine et al 1994). A number of groups have pursued this strategy based on~ 

• a low risk of contamination 
• area or bloodline grouping 

Each group is trying to obtain a premium via differentiation, either through improv¢d ~roces$ing 
perfonnance because of the wools in the batch or lower costs to the Illill because .of a loWet'cisk of 
contamination. A scheme based. on a strategy of low contamination risk is ·unlikely to. be profitabl¢ .in 
the long term as existing suppliers are in a position to offer a similar diffe.rentiated pro4uot, With 
increasing. volumes of wool under Total Quality Management such as 'Clipcare' and (Dalcar:e', 
exporters will be able to supply consignments which also have 'low risk' ofcontaminatic;m~ t;mall groups 
are likely to find it diflicult to· obtain international recognition for .qual icy through theiSO 9009 .~~riei14 

that some of the larger quality assurance schemes have already achievedls. · 

Similarly, if there are advantages in processing from particJ.llar :geographical' .~eas ,or bloodlin~s, 
existiog exporters could supply consignment~ ,ofthese~wools now from the ~uct,ion:,~Ysteil1· Ptqc~~sip~ 
on the basis ofa geographical area has previously encountered technic{l}: problems inJh.e/qualicy ,qfthe 
top produced 16• · · 



Th~ general competitive position of growers pacticip'!ting .in fu~h~r.pt:o¢e$sin~ hfl.~':.b~en crjtic~l¥ 
assessed. It is argtted that growers have little basis on which to .cotn~ete Wit~·~xistin~:.spp:pll~r~:l~g¢lY. · 
.Q.ue to their position within the wool tex"tile trade cotnbined v,4th the,ir lack; of m~r~efi~~' ·t7c~ip~: ~~ • 
financial ·resources. It is argued that wool tops produced by erowc~s :~~ .pp}lk~ly~~9 l:>~ tptic~ 
competitive and it seems unlikely that product differentiation wm be sgcq¢~$6Jl1long:.t¢nli-:str<!,t~~; 

While it is encouraging to see growers take the initiative into the de\'elopijJent (:)~alternafivs .s~llin~ · 
.arrangements, it is clear that there is more to successfully value adding thatl, what tn.c:tp~t.-y;·~rqponents· 
may realise~ Growers need to clearly understand the structure, potentifll r:etum cwd:ris.JC$'pJ50rtg·~~h¢ 
commitment of-wool to any particular .selling method. Val\le adding through the production ~nd:$~le~of 
wool tops is no different in this regard, 

Without dot~bt there will be successful and innovative v~h1e adding strategie;:; d¢velqp~Q ·ih t.~.¢ ~oPt 
industry. These strategies are more likely to be focussed towards the r- roductiQi1 0~ ;Sp7c~ci1J~~· w~h~· 
market wool products, with associuted greater risk exposure, rather than an :intermt"!qiat~ ·ihP\.lS!,~f~ 
product such as wool tops. Value adding should not be. put forward as .a generic, s.~~~t~W 'to ~-~~r~~~~ 
returns, Such a view implies considerable inefficiency in the current pipeline Whichri'nJhe·,~pitiion.··q.t)ij~ 
authors simply does not exist, The study suggests that more traditional areas ofv~1.1Je.:a,q0ing:pp.~:f~~· 
·which growers have greater knowledge and control over, are more likely to rec;~ive h!shetlqn!5 •tep:P: 
returns. 
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