%‘““‘“\N Ag Econ sxes
/‘ RESEARCH IN AGRICUITURAL & APPLIED ECONOMICS

The World’s Largest Open Access Agricultural & Applied Economics Digital Library

This document is discoverable and free to researchers across the
globe due to the work of AgEcon Search.

Help ensure our sustainability.

Give to AgEcon Search

AgEcon Search
http://ageconsearch.umn.edu

aesearch@umn.edu

Papers downloaded from AgEcon Search may be used for non-commercial purposes and personal study only.
No other use, including posting to another Internet site, is permitted without permission from the copyright
owner (not AgEcon Search), or as allowed under the provisions of Fair Use, U.S. Copyright Act, Title 17 U.S.C.

No endorsement of AgEcon Search or its fundraising activities by the author(s) of the following work or their
employer(s) is intended or implied.


https://shorturl.at/nIvhR
mailto:aesearch@umn.edu
http://ageconsearch.umn.edu/

60

g

o

P

[o)

4] V]

& =

4 ~
o

o 3

w g

8 a
o

o™ o

£

ord

Ko}

=

WESTERN FAR} ECONOMICS ASSCCIATION

P L R o N A LR A E N I R R R il

Oregon State College

crwievers s e e evevses e evesTEVeOITEwWTORETTLY LerviLles~oer e

Corvallis, Oregon
June 13-17, 1929

‘Also includes programs and secretary-treasurer's reports of first and

d annual meetings.

seconl




AGRICULTURAL CLEARING HOUSE ASSOCIATIONS

Milton W. Nelson
Oregon Stute Agricultural College

Schemes for orgenizing farmers into combinations of one sort or another
‘Calculated to solve their production and markcting problems have been numerous
+of lates Just now the clearing house plan is very much in the limelight.

President Hoover mentioned it in his last message to Congress. The farm relief
legislation just passed authorizes the new Ferm Boerd to assist in the formation
of ¢learing houge nssociations. To date the movement seems to have confined
itself 4o perishables,-~fruits end vegetables; and with +wo or threo exceptions,
has had its development in the last decoade. rganizations commonly designated
as clearing houses include the Californic Vineyardists Association , The Cali-
fqrnia Deciduous Fruit Associction, The Florida Citrus Growers Clearing House
Association,'The Scbastopol Apple Growers Ynion of California, The Bastern Shore

a Earmers Association, o potato organization operating in Virginia and Maryland,
‘he Rio Grande Potato Growers Association, operating in Texas, and the Horth-

- West Fresh Prunc Clearing House, operating in the Tinlla Walla district of Oregon
and Woshington. The mcthod of handling fruit under Govermment control found
existent in British Columbia, is also regarded as a type of clearing housee
Because of their magnitude, attempte made last year to organize growers of dried
Prunes in Celifornia and Oregon under the socalled Parker Plan, are also worthy
of special mention, even though these efforts never were brought to maturitye

o
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If one is to judge from the present status of the aforementioned clearing
house experiments the outlook for this type of association set-up seems pre-
carious and uncertain. The Eastern Shore Farmers Association, The Sebastopol
Appie Growers Union and The Northwest Fresh Prune Clearing House plan to dis-
continue operations this ceason. T2 Florida Citrus Clearing House Association,
Set up oripinally with the assistance of the Bureau of Agriculbural Economics
as a grower ovmed and controlled organization has the past seascn had its con-
trol ang management captured by private chippers and is understood to have
Cxerciged 1ittle, if ony, effective influence over marketing operations. If
1t continues to operate it will presunably be only as a trade association.

Yot only is the destiny of existing associntions veiled in doubt, but the
¢learing house movement itself has encountered vigorous opposition from many
Quarters, notably from leaders of the grower owned snd controlled type of cooper-
ative who seoc no good in joining forces with deslers. Mr. C. C. Tecague,
President of the Californis Fruit Growers Exchange and now a member of the .
Federal Farm Board, in en opsn letterl to a United States Congressman, states
that, "The cloaring house type of cooperative wms tried out by the California
Citrus Industry under the most favoreble conditions possible, and failed. The
California Citrus Union was formed a mummber of years ango, which was composed
of practically one hundred percent of the citrus industry; the citrus industry
marketing conditions were bad and regulated distribution badly neocded. Besldes
the California Fruit Growers Exchange, which, if my memory serves me right, only
controlled between 45 and 50% of the industry, there were only about 10 specu-
}ative shipper members of the organization to deal witha These shippers
insisted that the Bxchenge was not to solicit membership. Thesc speculative
shippers were not educated along true cooperative lines, which looks to the com-
mon good of all and does not seelk selfish advantege. The Exchange members found
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it impossible to work with the other group and the thing was ebandoned in aboutb
& year, The Exchange has growvn steadily since that time, until it now controls
over 75% of the industry. There never has been a successful clearing house
made up of speculative shippers and cooperative shippers, and in my opinion
there never will be."

Chas. W. Holman, Secrebary of the National Cooperative Milk Produccrs
Federation, in a statement made to the United States Scnate and House when the
Tecent farm legislation was under consideration, says: "To date no clearing
house hag succecded when composed of cooperative associations, non-member pro-
ducers gnd agents or firms engaged in competing with cooperative associations.
?he history of such ventures shows thut they are composed of clements whose
interests are so completely diversent and antagonistic that they camnot succeed."
. Before attempting to pass a final verdict upon clearing house arrangements
1t becomes imperative to have a clear understanding of the exact nature of such
Ventures, --their organic set-up and operating end management fecatures. In its
8Pplication to agriculture the term "clearing house" seems not to have been
clearly defined or established. Mr. E. W. Stillwell, Manager of tho Clearing
House Division of the California Vineyardists, points out that the term "has
been used to designate cverything from a completely grower controlled and
OPerated enterprise to a simple, daily working arrangoment between shippers."
On the one hanﬂ, the term has becn uscd to designate arrangements such as the
Parker Plan for handling dried prunes in California and Oregon, calling for a
grower-dealer combination aiming at a monopolistic control of the industry; on
the other extreme is found the trade association type of combination that
attempts 1ittle or no regulation of vroduction, shipments or prices, but, aside
from regearch, advertising, and stan rrdization and grading activities more or
less common to all clearing housc associaticrs, confines itself to the assembling,
compiling and disseminating of statistics calculated to reveal and interpret
the supply end demand situation. ¥haore rigid regulation of shipments and
Price are invoked, violations src punishcble by penalties; where the trade
association type prevails, members are left free to act on Their owm initiative
n the light of the knowledge pleced at their command through the statistical
agency. If there is any stbtompt at centralized control it takes the form of
lrecommendations", the violation of which involve no penalty mors severe than
expulsion from the association. There is no forfeiture of bonds or infliction
2? money penelties so cheracteristic of the seoverely regulated type of combina-

ion, :

. Whether the combination provides for rigid central control or is of the
}nformational trede association type, the underlying objectives appear to be
ldentical, nemely, to widen distribution, maintein a more even flow of the com=-

Mmodity to market and stabilize the pricoc. :

. The structural and operating features of the rigid, formal type of com-
bination aiming at monopolistic and highly centralized control is well illus-
trated by the socallod Parker plan for handling dried prunes in Californie end
OFGSOH- The plen never saw the light of day in either state because a suffi-
Clent sign-up of growers and dealers proved impossible of realization. Slightly
Mmodificd forms of the same plan, however, have been actually incorporated by
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Such orgenizations as the Scbastopol Apple Growers Union in California and the
lastern Shore Potato Growers. It is therefore in order to consider briefly the
- OTganic set-up involved in the Parker plan. This plan, by the way, was taken
. UP and considered concurrently but independently by California and Oregon growers
. 8nd shippers with no thought of merging interests. In both states growers were
. atked to effiliate either as individuals or as members of local cooperatives
- With a central marketing organization incorporated under state law, the control
to rest with the growers, It was then proposed to make all packers and shippers
agents of the Central Marketing Organization. {The entire tonnage which was to
. -have been as near 100% of all grower tonnage as possible, but in any event nc
... less thap 90%, was then to have been allocaeted to the shippers on a certain per-
centage basis, the poercentage being arrived at by agreement among the shippers
themselves, Among the packers and shippers in the California set-up would be
ineluded the California Prune and Apricot Association, and in Oregon, North
8cific Cooperative Prune Exchange, growers cooperatives, which had been per-
fOrming the funotions of packing, processing end selling pruncs in their res-
. Pective torritorics. Growers were privileged to select as their distributing
Bency any dealer or packer in the combination or to join a local coopcrative.
A uniforp margin of cost for packing, processing and selling was prescribed for
all Private packers. A grower board or committee from the Central Marketing
Orgenization was o exercise certein controls over distribution policy, and
dictate a minimum price, below which no packer would be allowed to sell. Viola~
tion of any of the provisions of this agency contract involved the forfeiture
of & $10,000 bond and expulsion from the combination. The grower agreed to -
market only through shippers who had entered into contracts with the Central
Marketing Organization and the shippers were teo agree that they weuld handle only

the fryit of grower memberss

The Florida plan for handling citrus fruits as originally develeped with
the advice and assistance of the Federal Burcau of Agricultural Economics differs
mainly from the Parker Plan in that the association does not teke title to the
fruit ag docs the Central Marketing Organization of the former, the shippor is
Tree to buy outright for cash from tho grower if he so chooses, has opcrations
vith grower members not bteing limited exclusively to an agency relationship, and
the Florida contract makes no mention of price fixing or seasonal allotment of
Sommage. with perishablos and semi-perishablos the smooth. flow of the produ?t
to the various markets is a key problem, so greater emphasis is placed on this
feature in the Florida plen, just as is done in the California Gravenstein
&pple deal, the California Vineyardists Association and the Eastern Shore Potate
Growers Organization. Before this function was usurped by the shippers, the
Menagement of the Florida Citrus Growers Clearing House Association had assigned

© 1t the task of estimating the proper percentage to ship weekly to each market
and the figure thus rcached was allotted to each of the shippers in proportion
to the total volume of fruit to be shipped by them during the season.

Just as the Parker Plan represented an attempt at extreme industry con-
trol, so the California Vineyardists Association as it operated last year
°Xemplified the loosest form of trade association controls The Clearing house
15 but one of several divisions and the research and grape products divisions.
Beed not concern us here. The membership of the Clearing House Division is made
UP of all classes of respensible shipping agencies. The shippers make reports
daily to the clearing house manager on sales consummated, prices received, and
°ars diverted and rejected. From the railroads daily reports arc received
COvering carlot shipments by kinds of fruits, cars passing between leading gate-
Ways and sny embargoos that may have been put into effect. From carlot




receivers in Fastorn terminels, deily reports are received on the condition of
fruit upon arrival, on track and unloaded, and prospective market demand. TFrom
the Uniteq States aovernmenﬁ dpily informetiom is received covering carlot
arrivals; cars on track, unloads, and weather conditions in the terminal mar-
 kets, Opce the information from these various sources is compiled it is
Quickly redistributed to the membership, and 1s accompanied by recommendations
a8 to rate of shipment and territorial distribution. The failure of shippers
18 the past to give heed to these recommendations had led the management of the
Californig Vineyardists Associution to urge the ndoption of a more stringent
contract this scason making it mandatory upon shippers to regulate the volume
?f Shipment and direct the flow of fruit to the various markets according to
instructions., Whother the management will bo successful in gotting the neces-
S8ry signup of growers and dealers to this revised contract, and subsequently
in enforcing its mandates, remains to be scens The tremendous overproduction of
Erapex duc to overplanting mekes it practically a foregonc conclusion that if
& considerable proportion of the fruit is not left on the vines or diverted to
bVPPOduOtS, shipmonts will glut the markets and growers will get red-ink
returng, But no single grower wants to sce his grapes left on the vines or
Shunteq into byproducts. The pressure exerted upon shippers to ship is there-
ore tremendous and only through united action. can the disastrous consequences
of glutted markets be overcome. The fact that shippers operating on consignment
&re remunerated on a quantity basis irrespoctive of the outcome teo growers
Provides g strong incentive to disregerd shipping mandates emanating from the
clearing house management and mey prove an insuperable obstacle to successe

. at appraisal of the clearing housc movement, our conclusions
W11l necessarily depend on whet is contemplated by this expression. Since the
?erm has been variously used to deseribe anything from a simple vehicle for
}Nterchanging statistical information to a system of marketing so revelutionary
10 character as to be regarded as & substitute for what is traditionally known
88 cooperative marketing, it seems in order to consider the elements of strength
and Wealmess in schemes such as the Parior Plon as well as those modelled along
trade association lincs. The broad advantages are purported to be virtually
the same for cither types Proponcnts of industry-wide organization whether
1t takes the form of a loose trade association or the more rigid form of the
arker type allege that with growers, processors ond middleman thus united,
harvesting, grading and processing practices can be standardized, distribution
and advertising coordina%ed, price cutting minimized,.glutted markets obviated,
SUpply and demand cquelized at better price lovels, and trede confidence in con-
Suming areas can be built up through the consequent stabilization of markets.

" In an attempt

Loaders like Tesgue, Holman and Christensen, who have been staunch
&dvocates of grower controlled cooperation view with apprehension any proposals
1°°king toward the establishment of am alliance between dealers and growerss
E&ny of them are lukcwarm toward the relatively innocent form of organization
10volving a mere intecrchange of information, bubt are openly hostile to schemes
°f tho mature of the Parker plan or modified forms thereof. They feel that this
type o combination is being heralded in many quarters as & substitute for
Cooperative marketing, that many growers SO regard it, and that therefore it
tonds 4o undermine or retard the devclopment of cooperative marketing without
8iving the grower enything of substance to take its place. They argue with
Much force that grower=-decaler combinations cannot possibly succeed for any length
of time because the interests of shippers and grower cooperatives are so -
fuﬁdamentally divergent that they cannot in the very nature of things find a
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common ground of interest cxeept in such matters as the interchange of statis-
. tiecal information, advertising and the like. Growars through their cooperatives
~8re interested in reducing the margin between what the consumer pays and the
growsr receivas, while packers and shippers insofar as it affects their returns
&re interosted in incroﬁsing that margin. These combinations provide for an
allotment +o existing packers and shippers of the great bulk of the grower ton-
nage. This naturelly prevents any cooperative that is packing and shipping, from
§Oliciting additional grower patronage during the interim when the agreement N
- 18 in effect just as it pleces the brakes upon the growth of private packer and
Shipper busi;oss. Thus the growth of the cooperative movoment is retarded. Not
only this, but if the experiment broaks dovn the grower is befuddled and tends

© lose confidencc in anything cooperativae

It is the writer's conviction thet the extreme form of combination where
centralized control of shipments end pricc cxists is as obnoxious to the packer
and shipper as it is detrimental to the grower cooperative movement. The
Packer oy shipper docs not willingly join such a combination unless ho can con-
\t?ol it.e ot gnly doas he object to having a board cr committes of growers
dictate tne price at which he shall buy end sell, but if he subjects himself to
Price regulation and egrees to opcrate on a fixed margin and confine his opera-
Fions to a stipulated tonrage allotment, he forcgoes the opportunity of profit-
ng from speculation, and limits his volume of business to a prescribed amount.
‘f the margin agreed upon is high the ficld will not only prove inviting %o
interlopers but the grower will be driven into the arms of the cooperatives that

%Ppen to belong to the combination. This is truc beeause if rcasonably
efficient the cooperative will be able to make a better showing in net returns

© grower mombers. On the other hand if the prescribed margin is low, marginal
OPerators will lack the incentive to join the combination and the combination
Cannot be successfully conswmated. The conclusion seoms incscapable thet cither
&l ‘the paclkers and shippers, including new ones, must be brought into the fold,
or Virtually all the gro&crs must come in. If the former condition obtains,
courts would not frown upon the arrangement,
85 non-member growers, by rcason of the terms that impose upon packers and
Shippors the obligation to confinc their operations to members, would be denied
& market outlet for their product. In any event, if any considerable percentage
of growers should remain outside the combination, their tonnage would prove a
disturbing’ probably a disruptive, influence in the attcmpt to control market
Price, Tho cxpericmec of the Fastern Shore Farmers! Association and others,
Yends to show that non-member packers and shippers find it rcletively casy to
Wean away even thc growers vho arc a party to the combination simply through
offers of a higher price for their product than the combinstion can pay. It
Should be borne in mind, too, that if the margin prescribed for the packer-
Shipper membors of the combination is attractive, interlopers cannot only
bootleg! by offering grower members a slightly higher price than the combina-
tion can meet, but they can undermine the trade contracts of packer-shipper
Members through price cutting. 5 was this experience that led Mr. Bomberger,
& former member of the Quotation Committce of The Eastern Shore Farmers!
Association to suggest in a lotter to the writer that, "A clearing house organi=-
zation should not be attompted unless a large majority of the dealers are in
armony with the plan of opcration, or as an alternative, at least ninety per-
fent and better ninety-five percent of all growers in a given arca be signed upe
Failing cither of these requirements there is a good opportunity for "boot-
leggingn enough of the product to disturb the market". Where the industry is
1§rge and growers thereforc numerous the difficulty of getting a ninety poreont
Sign-up is well nigh insupcrable. ThoscC promoting the Parker plan for marketing

1% is an open question whether the




-6 -

Jdifornia dried prumes succeecded in getting only a 50-60% sign-up after a most

irenuous campaign. It is no less difficult to get dealers to agreec on the

‘asonal tonnage that should be allotted to each of them. IDvery dealer or
icker thinks his percentage allotment should be higher than that proposed.

en an attempt was made in Oregon last year (1928) to get prunc growers and
ackers into s combination modelled on the Parker plan, it proved impessible to
ffect a reconciliation of the tonnage claims of packers even though there were

©ss than a dozen involved. If contrary to expectations, such an agrecment

ould be effected in the first instance, every effort at rcnewal of the contract

Pon date of expiration would witness a recurrence of this clash of interests.

Mention has boen made of the fact that price fixing is one of the leading
?&tures of grower-dealer combinationss The practical difficulties of price
ixing are well knovm. If the packer-shipper element of the combination attempts
O agree on price, there is an infraction of anti~-trust laws. If, in order to
Scape legal complications, this duty is assigned to a board or committee
£ growers the price set is likely to be too high. If, in consequence, shipments
‘ f?\nOt move rendily into the markets, member growers may become alarmed, turn
~ 4Usloyal and proceed to sell for cash to any "bootlegger" that happens along.

" - the combination docs not possess a virtual monopoly, the price fixed will
18Y¢ to harmonize with that of the market. It is debatable whether a body with
' the unwieldy proportions of a board or cormittee can introduce the necessary
1exibi1ity into its operations to avoid the losses that are apt to accrue
'tfrom failure to pursue assiduously market developments. :

If one were to consult the experience of industries outside the realm
of agriculture he would Aoubtless be impressed with the fact that where effectual
contro] looking to a more stabilized condition is desired, industrial leaders
'8re burning more and more to consolidation of ovmership for lasting results,
The Pooling device, so frequently called into play in an earlier generation has
Proveq jtg impotence in accomplishing.this objective and probably would have
fallen largely into disuse oven though the passage of anti-trust legislation
‘ haStGHOd its demisc. The loosc contractual arrangements characteristic of pools
8re too unstable to cope successfully with modern conditions. Agriculture can
doubtless save itself much lost motion and painful experimentation by giving
heed o the experience of industry. She should ceasc flirting with unstable
combinations of the Parker type that only serve to impede true progress toward
the attainment of a stabilized agriculture. It is doubtful whether any consider-
able degree of production, distribution and price control will be perfected
eXcept through a program calling for the merger of the owmership of commodities
and in considerable degree at least the merging of physical handling facilitics.
?his argues for the continued expansion of cooperative marketing organizations
into larger and larger units and is in harmony with the program of the Federal
?&rm Board. At best, however, this program is one of long standing and should
1t cver reach fruition, would afford but a partial, albeit important solution,

o the host of problems asseiling agriculture.

While pressing forwari toward this objective other more immediate.means
0? stabilizing conditions should not be thrust aside without careful delibera-
Ston, Industry is finding the trade association type of organization exceed-
tngly helpful. The trade statistics gathered through this channel tend to dis-
Pel ignorant competition with all the disruptive influcnces that pervade that
ype of competition and substitutes enlightened competition based on an adequate
knowledge of basic statisticse It is doubtless true that there are leaders of
the cooperative movement who frown upon proposals to form an alliance with




rivate interosts oven for so inoffensive & purpose as the intcrchange of
Statistical information. Bub it canrct be gainsaid thet the privete processor
ind middleman is destined to be with us for o long timc to come and more is to
¢ gained than lost by & policy of mutuel helpfulness in those dircctions where
’3§ch is dependent upon the other for assistance. No one possessed of vision
Fill deny the need on the part of every agricultural industry f'or adequate
Statistics revealing supply and domand trends currently and over a period of
t?me. Neither private proccssors and dealers nor cooporatives can get anything
like g complete and nonee true picture of the competitive situation working

e&lone, 14 bhe sure. national and state agencics are attempting to meet the .
Situation in = mca;ure through the issuance of crop and market reports, but when
£ industries that go to make up agricul-

°nc stops to gonsider the vast nwmosr © . s
1ved in promptly gathering, compiling and

tgre, and the tremendous oxpense invo . C '
ently comprchensive and detailed character

dlsseminating statistics of & sufficd ol
ns indices of supply and demand conditions,

"One 15 led +o doubt whother the government should be asked or can be expected

to undertake this gigantic taslk alones The Federal Farm ?ogrd @as a real
OPPOrtunity for added usefulness in ascertaini@g the possibilities and limita-
?1ons of the trade association type of statistical set-upe Judged superficially,
1% appears that cach industry should be encouraged to set up as much of its ovm
3?&tistica1 ﬁachinery as lies within its powers Pederal and State agencies .
Might then be cnlled upon to help plug the gapss With every agency cooperating
to keep 011 interests advised of tronds in prod?ctlon, trade de@and, stocks on
hand, Gogtg and prices, 8 povierful stebilizing influenco operating to.producc

& smoothey f1ow of commodities to market Would.be manifest and a growing tendency
for farmers +o adapt production to demand roquirements would gradually develop.

O enable recipicnts to use them
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DISCUSSION

Ire Dunmejer

In every important particular I agree entirely with Dr. Nelson, ;t seems
to me that there is no clear cut classification of that sort of an organization
o which the term "elearing house" is applied. Each one is somewhat different
- but they vary between two types -- The type that think that they can get together

and name price in a way to give the grower more, and the other type that sees
this organization only as an organization for pooling information, As far as I
know, the first type that puts emphasis on naming the price is inevitably leading
Yo disaster, It is called umbrella holdinge The people in the organization get
together ang hold prices up. There is the factor that Dr. Nelson has called the
'bootleggers". The others hold the umbrella for the out-sider and they have the
SUrplus and they have to keep it or =1l it end that has ruined quite a number of
®O0peratives, While the price is being held up, somebody will sell under that
Price, 1t ig g big factor in the failure of the Kentucky Tobacco Association,
I think they did too much umbrella holding. I think it was a big factor in the
. lack op success of the Sun-Maid Raisin people of California. Now that idea is

- Very strong among the growers in my locality. My work in Washington takes me
among the growers in Washington a great deal. It is wonderful how they think
that ip 80% or 90% get together, they can hold the price up higher.

The other type of organization is the information organization. It is a
Very unstable organization but I believe it has made some contributions. I be-
lieve that in the ¢. V. A. it has done some good. If there is anybody here who
®a&n correct me on that, I would like to have.my errors pointed out.

In Washington at the present time there is a very loose organization, They
call it +the Shipper's Council. One in the Wenatchee~Okanogan region and another
10 the Yakima region, It is really an organization greatly similar in character
0 the Traffic Agsociation in those regions. They have for a long time collected
& great amount of valuable information of interest to the general trade and carry
Ol with the shippers council. The shippers council have meetings of dealers in
Which they get together and talk over the situation.

There is nothing very formal about this. It is not as formal as the
Lumbermens Trade Association. It is an informal discussion. The thing that
pr?tects the grower is that the cooperatives are not in with the rest. The
Private individual in the shippers council must get all he can for his fruit so
that hig clientele will fare as well as the clientele of the cooperatives, and it

as caused g more intelligent type of distribution. So far as I have besen able
O ascertain the greatest benefits have come to the comparatively small operator.
© has got more out of it than the big operators did but he has kept everybody
JPerating just a 1little bit less in the dark as to what his competitors were do-
;ngf how much they had sold, what they had to sell, and what they think as to
OVing the crop out, and at what price, I think that it has done somec g»od.




