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NATIONAL LUMBER EXCHANGE IN PORTLAND

Chapter 1
INTRODUCTION

The National Lumber Exchange was the first attempt to change the
method of marketing lumber by means of an exchange trading process.

This attempt to change from old established traditional procedures
to a procedure that was new to the lumber industry, but old to other
industries such as the grain and the cotton industries, met with many
problens. These problems proved to be the downfall of the Exchange.

The lumber exchange never claimed to be the final answer. It
represented only the first positive, intelligent step forward to enable
the collective existing marketing companies to reduce their joint come
munication costs and to increase their sources of supply, as well as
enabling producers to realize more adequate and stable market prices
for their products and to increase the écopo of their markets.

The Problem

Statement of the Problem. It is the purpose of this study to make

a careful and comprehensive analysis of the National Lumber Exchange in
Portland, Oregon, to survey its brief operation, to determine the reasons
for its failure, and to offer recommendations on how it might work in

the future for the lumber industry. In other words, the problem is to
study and to determine whether a lumber exchange would fulfill a need
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for a new marketing program to move lumber and related products to
the ultimate consumer more rapidly and economically. The basic
question to be answered here is, "Can an Exchange justily its exis-
tence?" The answer to this as far as the National Lumber Exchange
was concerned would have to be "no," based on the history of its
brief operation. In answer to an exchange for lumber for the future,
the answer would be fyes," and chapter six on recommsndations and
conclusions points this factor out.

Importance of the Study. The paramount need for changes in
tradition, custom, and precedent in marketing lumber for so many years
brought about this exchange and made this study possible. This need
for change has emphasized problems of lumber firms, mills and whole-
salers, long entrenched in itraditional ways of selling and buying
lumber.

It is an hypothesis of the investigator that this study can
anticipate problems, as well as to suggest solutions to old problems,
if an exchange were to be attempted again.

It is hoped that this study will bring out some of the desires
and wishes of lumbermen who are looking for new methods of marketing
lumber and who are willing to pioneer a new proceduwre in the lumber
field.

It is also heped that this study will give lumbermen an insight
into the possibilities of marketing a standard product like lumber on
an exchange, similar to the marketing of other standard products such
as grain and cotton products on exchanges, and thus provide a guide
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to the making of future plans for the lumber industry.
Methods Used. This is a case study in which the writer observed

the preliminary and actual operations of the Exchange. Four months
were required by the writer in daily observation to view and to gather
the evidence that is in this study. This is a detailed investigation
and an accumulation of qualitative and quantitative data from a number
of lumber respondents both inside and outside of the Exchange.

This writer was able to conduct a personal survey by serving on
the staff of the Exchange during its operation in an advisory and
uncompensated capacity representing the field of Education. No pre-
pared form of questionnaire was ever used at any time in this study
as it was considered, in the opinion of the writer, to be less effec-
tive than a case study approach. Materials used in this research
included information obtained from such sources as personal interviews,
personal documents, documents and files of the Lumber Exchange, the
writer's own observations, and current lumber periodicals and govern=-
ment publications, as well as some library sources.

An earnest attempt has been made in this study to maintain
objectivity and to refrain from passing judgments not based wupon
evidence presented. It has been the writer's intent throughout the
study to get objectivity by diagnosis, and to avoid as much of the
element of subjectivity as is possible under the circumstances.

Limitations of the Study. Review and observation began on this

Exchange by the writer after approximately three months of preliminary
work by the Exchange bul prior to an additional three months of



planning and the two months of actual operation,

Organization Of The Study

Chapter I is a brief introduction and shows the importance and
purpose of this study. Chapter II discusses the marketing of lumber
before the emergence of an exchange; also, this chapter discusses
how lumber has been moved to the ultimate consumer in the past
seventy~five years, In chapter III a background of the development
of the National Lumber Exchange is given with the rules of trading
that the Exchange followed in its operations. In addition, Chapter
III compares the National Lumber Exchange with a grain exchange at
Chicago, Chapter IV follows next with an exposition on the actual
operations, Paper forms and paper form processing are described
verbally, with flow charts and illustrations on these operation aids
being placed in the Appendix. Also, the resulis of trading on the
Exchange are given, and the chapter closes with a resume of futmfo
plans of operation of the Exchange by the board of directorsg-<-plans
which never materialized--namely, the use of factoring, automation,
and an elaborate educational and public relations program. Chapter V
discusses the weaknesses of the Exchange. This chapter me;udcs, also,
what some of the lumbermen in various levels of lumber marketing had
to say about the lumber exchange. Chapter VI, the final chapter, sum~
marizes and concludes, and gives momenda’ciﬁna and possibilities
that might be used in the future for a lumber exchange, including

L
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futures trading with organized speculation, and the setting up and
operation of a lumber exchange institute needed to educate lumbermen
and the public in the operations of an exchange.

Definition Of Terms Usged

The Exchange. In the thesis, reference is made, at times, to
the "Exchange" in place of the full title, "National Lunber Exchange."
It is to be understood by the reader, therefore, that when the name is
capitalized-~"Exchange"--reference is being made to the National Lum-
ber Exchange.

Exchange. This is a market place where buyers and sellers may
meet and trade by making bids and giving orders or offers on goods
that are available for sale. An exchange is, thus, a marketing
mechanism used by some commodities in the distribution of those
commodities,

Seat on an Exchange. Admission to membership of an exchange
requires usually the purchase of an already existing membership, called
& sealt, as the charter of incorporation limits the total membership.

Bids and Offers. A firm indication to buy is known as a bid; a

firm indication to sell is known as an offer. Neither a bid nor an
offer are regarded as merely inquiries.

Futures Trading. Trading confined to agreements, or contracts,

to buy or to sell and not consummated purchases or sales is known as
futures trading, All trading is done by contracts with little
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thought of actual delivery and actual receiving of lumber in the mind
of the seller and the buyer, respectively.

It is a market mechanism set up for staple products that can
easily be standardized and is used to facilitate the cash trading
market of the products involved.

Sell Short. Any trader who takes & "short" position in the futures
market by selling & futures contract involving the delivery of lumber
that he does not actually own is selling short. The trader has taken
this short position because he feels that prices are going to drop.

Buy Leng. Any trader who takes a "long" position in the futures
market by buy:

g a futures contract invelving the receiving of lumber
that he doeg not actually want is buying long. The trader has taken
this lorg position because he feels that prices are going te rise.

Hedgirg., Business acis involving, basically, the shifting of
the risk of price fluctuations from one party to another party are
known as hedging. Hedging censists of a sgimultaneous purchase and
sale of equal amounts of a commodity, with the expectation that the
losses on one act will be offset by & gain on the other when the hedge
is closed. It, thus, is & means of getting scme degree of protection
against inevitable price changes and protecting the one who is hedging
against any losses from a normal profit.

Spot Trading. When cash dealing is carried out with immediate
delivery of the lumber, it is known as spot dealing. In practice,
however, many dealers and writers use the terms "cash" and "gpot"
interchangeably.
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Factoring. Factoring is a process of financing in the form of
buying accounts receivable. The factor, a middleman in financing,
acts as the credit department of the concern whose accounts he buys.
He passes on the credit of the buysrs and guarantees the payment of
their accounts, The usual methed is to have the account made payable
to the factor, who pays the seller as soon as he receives the involce
and the bill of lading. |



Chapter II
MARKETING OF LUMBER BEFORE TH® EMERGENCE OF AN EXCHANGE

The distribution of lumber products from sawmills is an enormous
one beeause of the fact that the centers of production generally are
far remeved from the consumer arcas. There are nany thousands of
separate and distinct manufacturing wnits ans consiruction users
competing with each other in these markets.

Tre problems of moving lumber to the ultimate polnt of consumpe
tion, either directly or through the wedium of a middleman, are
intricate and complex. Among factors conbrolling the movemsnt of
luber to its destinetion are: (1) the demands of the market for
different species having both general and special uses, such as
construction, home building, or packaging; (2) the prices, at the
point of delivery of species with limited use and those which might
serve ag substitutes for other species when used for similar purposess
(3) the cost of delivery from the sewrdlls to destination; and, (k)

the availabllity of lumber at perieds of peak demands.

Imporbance of ILumber in the National Economy

Lumber is an important factor in the American economy. There
are numerous species of trees growing in these United States,
However, only a limited number have commercial importance. The
American Lumber industry is developed to produce varigties of sizes,

species, dimensions, surfaces, and select, common, and shop grades for
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purposes and uses., According to the last published Census of Manu-
factures in 195L, 321,199 people were employed in various lumber
activities: wholesale, retail, logging companies, and sawmills,
These data are based on a survey of 19,778 lumber firme reporting
to the government. The total payrell in the lumber industry for the
same year was $906,847,000, (22, p. Lk2). The lumber production of
softwoods and hardwoods by the lusber industry in 195k wes
36,356,000,000 board feet. Oregon, California, and Washington, in
that order, were the three largest producers of lumber, accounting
for approximately L7 per cent of the total lumber production of the
United States in 195h, (22, p. Lli). The total national cerloadings
of revenus freight in 195L were 33,914,953 cars, of which 2,08L,866
were lumber and lumber preducts. This represents approximately
seven per cent of the total carloadings of the country, (1, p. 2k4).
The value of these carloadings was estimated to be $3,247,000,000,
(1, pe 2l1). With these figures availsble, it cen sasily be seen why
Portland was selected as the site for the Natiomal Lumber Exchange.
It was ideally centered in the state which is the largest producer
of hardwood lumber,

From the viewpoint of the bankers, the railroads, the ocean
shipping lines, and those undertaking the risks of transpertation,
delivery, and payment, lumber has these advantageous characteristics:

l. It does not deteriorate in relative value if properly handled
and protected;

2. It is not readily affected by changing styles;
3« It has a prompt resale value;



k. It is not affected by heat, cold, or climatic changes;
5« It is not easily stolen because of its weight and bulkj
6. It can readily be insured at relatively low rates.

Channsls Of Distribution

A channel of distribution is the course which is taksn in the
transferring of title to & product. There ars many kinds of middle
men with several channels of distribution in lumber, According to
the West Coast Lusbermen's Association, middlemen in lumber distrie
bution are divided matiomally into four caiegories: (1) those
specializing in buying and selling of lumber by taking title to the
goods and carrying an inventory; (2) those buying and sslling and
taking title to lwmber, but not handling the lumber and, hence, mot
carrying an inventory; (3) those physically handling the lumber, but
not taking title to the lumber or maintaining an inventory; amd, (L)
those neither buying nor selling, neither taking title nor handling}
but being definitely a part of any channel of distribution of lumber
in the country by performing functions other middlemsn are not abls
to do.

In observing the activities of the lumber industry and fram
speaking to lumber leaders, the writer concluded that the most typieal
and common chamnel of ﬁistsribamn of Llusber todsy is: sawmilleto-
wholesaler-retailer-to-user, Although, at times, it appears that
there is no nscessary economic function to be fulfilled by middlemen
in the general echeme of distribuiion, the very exigenciss of lumber
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distribution seem to demand their services.

Generally, s considerable pericd slapses betwsen the time of
logging and sawmill operations and the tims of nltinmate use after
seasoning, handling, and transporiation, Considerable finsncing is
required usually to carry the burden in ‘aha interim. Sawmills have
their own problems, both those of marketing through thelr own salese

men and also those invelving limitations of manufacture, The foreste
producing raw materials for these aills vary from district to
distriet, (4, p. 64)., Hills are gensrally far removed from the cus«
tomers and, consequently, thers are many middlsnen in the marksting
of lumber from produstion to consumption. In spite of the availe
ability of middlemen, large sawnills often maintain a mamim
sales force and sell directly to large 1Mawm snterprises, or

 other consumers, thus eliminating the use of middlemen. For insiance,
samills often perform all the marketing functions by selling directly
to large industrial corperations, to contrsctors having large con-
struction operations, and to other promine

roads, olil companies, and mins owners.

The wholesalers, the first group of middlemen listed above, are
lumbermen maintaining sales organizations, hgving.afﬁ%u, and
assuming credit risks, as well as inventory obligations incidental %o
the transportation and distribution of lusber. The success of wholee
salers depends wpon their kmowledpe of the sourcss of susply and their
ability to develon sales. Hvery carload of lumber sold by wholesalers
competes with similar lumber sold by smmills, as both grows, many
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times, are eompeﬁing constantly for the same market, Wholesalers must
know the methods and problems of lumber manufacture, the grading and
the inspection of the product, the customs and the usages of the trade,
the traffic rules and the traffic regulations, the freight rates, and
the requirements of and the financial limitations of their buyers.
With rapid price fluctuations in the market, the wholesalers anticipate
market trends as much as possible, and keep in constant touch with the
producing and consuming areas of the United States.

Some wholesalers limit their operations to one kind of lumber,
They may handle hardwoods or northern hardwoods alone or they may
handle a grouwp of similar species, such as, northern white pine,
ponderosa pine, and western pine. Some wholesalers handle only Douglas
fir, while often some will specialize in plywood or other related
lumber products. Occasionally, wholesalers may handle all domestiec
species of lumber and various other forest gmducts; such as cross
ties, plywood, shingles, millwork, and piling. Their objective is to
serve the needs of customers for the several species and to save time
and traveling expense.

Wholesalers perform a valuable service to the small producer, as
well as the large producer at times, of both hardwood and sof twood
lumber, because without him the small units would not be able to sell
their output to advantage, if at all. The wholesaler concentrates
the output of numerous small mills, re-manufactures it when necessary,
and distributes it in the form of carload lots which best meet the

needs of factories and other consumers.
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In sddition, the wholesaler often specializes in the needs of
large lumber buyers, or in the requirements of a limited territery,
and through his personal scquaintance with conditions is betier able
to complete the sales transactions than shipper can do who is located
in the far-off distance. He knows the customers in person, relisves
the shipper from an excessive invesiment in distributing facilities,
carries at least a part of the credit risks, and performs other
valuable services which the shipper ofien cannot do to advantage.
Many of the larger lumber producing units find it impossible to move
their entire product at a reasonsble cost and a satisfactory price
without the service of the middleman.

Sometimes, wholesalers operate as "selling agem;’ms" or sales
exchanges in the distribution of the products of a group of mills.
This is often performed with interlocking ownership which peool their
sales. Such an exchange, which is the closest form of the exchange
in this study, not only enables mills to reduce their expenses by maine
taining one sales department, but alse to handle orders which individ-
ual mills could mot f£ill., This is possible not only because of the
greater volume of product available, but primarily because orders can
be so distributed among member mills that qtocka at individual planis
can be kept more marl} "balanced."” "Selling agencies® also may pufn
chase lumber from manufacturers who are not members of the exchange,
and offer it for sale together with the product of member mills.
These agencies or exchanges are incorporated bodies, and their sales
methods vary with the general purposes for which the exchange is
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organized, some being operated for profit, and others being designed
to market the lumber for the affiliated companies at cost. These
sales agencles or sales exchanges are the forerunners of a lumber
exchange, national in scope, and operating for both buyers and sellers,
but not taking title to the goods, much as an exchange does not do.

Actually, there are two types of wholesalers in the marketing of
lumber, (L, p. 82). First, there are those having large wholesale
yards located at some point or points between the mills anst the mare
kets, where they assemble, grade, dress, season, kiln dry, and handle
the lumber. In the East and in the South, wholesalers of ten buy mille
run lumber at a stated price, regrade it, and distribute it., Some-
times, they are financially interested in companies, controlling the
output of several small mills. In addition, there are combinations
of sawmill-wholesalers and wholesaler-retailers where vertical inte-
gration has taken place because of necessity, or because of the desire
to expand and increase profits from operations.

Second, there are wholesalers buying, selling, and taking title
to the lumber, but not physically handling it. They have neither
stocks nor lumber yards, and seldom see the products they are buying
and selling, These middlemen are known in the lumber trade as office
wholesalers. They may have one or more buying offices in the produc-
ing regions in which they are intem;sud. Office wholesalers often
assist both mill operators and buyers financially by extending favor
able terms. Gemerally, this type of wholesaler invests comparatively
little capital in his business. They are especially valuable to ﬁsera
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of lumber in the services they are able o olfer buyers, such as,
informaticn on car nmumbers, time of shipments, and data about grades
and conditions, which mill operators at distant points are less
readily able ér willing to give buyers.

In purchasing, all types of wholesale:s m&y buy up stocks in
advance of sales and hold them for a rise in prices, or they may sell
in advance of their purchases. This latter practice is not too pre-
valent today for wholssalers are constantly in touech with mills on
stocks and on offerings, and generally know at what prices lumber may
be purchased. As soon as sales contracis are consummated, orders are
covered by wholesalers to the besi possible advantage to them. Whole-
salers usually have numerous sources from which to drew lumber, and to
know where surplus stocks of given sizes and grades are available,
Surplus stocks are purchased for cash from small mills at some cone-
cession in prices. Wholesalers' offices are supplied weekly with
offering sheets from mill operators who facilitate the purchasing of
surplus stocks. In addition to their knowledge of sources, whole-
salers are experits in traffic matiers, particularly in freight rates
and in routing of railroad and truck operations and activities. As
the mills are chiefly interested in delivered prices, the wholesalers
must reconcile both mills and retail yards to their own advantages.
Commissions earned by wholesalers are usually five per cent of the
f+0.be mill value,

There never has been complete harmony between manufacturers and
wholesale dealers., Hany large producers have tended to assume the
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attitude that wholesalers are a non-essential factor in the field, and
both sides have been prone to point out each other's weaknesses.
Although the manufacturers successfully market a portion of the lumber ‘
cut, the activities of the wholesalers represent an essential feature
in distributing not only the output of the army of small mills, but
likewise an appreciable part of the large mill production.

Another middleman in the same category of merchants as the whole-
saler is the operator of the retail yard. This type of distributor
engages in marketing functions similar to the wholesaler in buying,
selling, handling and taking title to the lumber. Many times, he is
the ultimate distributor of lunber since he sells in both large and
small lots to anyone and everyone, and constitutes the final stage in
the marketing of lumber. From the very nature of the business, the
retail yard operator incurs heavy costs, such as, taxes, insurance,
unloading, piling, handling, and distributing of the lumber. Storage
and overhead charges are exceedingly high for he must maintain large
stocks of lumber in various species and sizes in the yard.

The success of the retail lumber dealer depends somewhat wpon his
location with respect to the consuming ares and market, the energy and
efficiency of his management, the conditions of his terms and grioea,
the advertising and the merchandising pelicies, and the programs and
the procedures. Practically all buyers of lumber, outside of those
in areas where sawmills are situated, purchase through retail yards,
except the larger industries, the railroads, the mines, the oil come
panies, the shipbuilding firms, and the construction companies.
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These large users can afford to purchase in carload lots and have ’t»he‘
necessary storage facilities, (5, p. 87). |

The second cabegory of middlemen are those who ssll and take
title, but do not handle lumber. In this group, there are office
wholesalers (discussed previously with wholesalers), direct bmw;
and line ward buyers.

Another class of middlemen that have the features of this category
of middlemen, but do not take title, are known as commission men. The
commission men sell pursly on a commission basis, and take no respon=
sibility for shipments, d«lﬁvama, or paymenis of accounts. They
sell for either mills or wholesalers, or both. Commission men occupy
an important posgition in the channels of distribution. Their com~
mission is usually paid uwpon shipment of the orders, or at the end of
the month. However, some firms pay commission men on the basis of
one~half on the acceptance of the order, and the balance on its final
delivery and payment. Commission men or lumber brokers, as they are
often named, operate on different bases of commissions. For instance,
their commission may vary from approximately fifty cents per thousand
board feet on lower-priced snd highly competitive lumber such as
roofers, small dimensions, timbers, common grades, to $1 to $2 per
thousand board feet, or even five per cent, on high-grade hardwoods.
Commission mn, when buying similarly to drop shippers in other induse
tries, bill lumber shipped in the nameg of their buyers rather than
in their own names. This billing procedure is the direct opposite of
office wholesalers' operations, (5, p. 148).
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Other types of middlemen in the same classification with com-

mission men and office wholesalers are the direct buyers and the line
yard bnyars; The direct buvers operate on a salary basis when workw -
ing and buying directly for a company, and they operate on a comnission
basis when working independently as middlemen, Working independehtly,
they will buy diresctly from sawmills for accounts such as, railroad
companies, mine owners, and some large industrial firms of the factory
types Ther also may buy from large sawmillewholesalers., Line yard
buyers, too, working on salaries or on cemmi&%iéﬁs, may or may nob

be independent middlemen. Very often they are regarded as buying
office cooperatives when they represent or actually work fer many
retail yards that they serve.

The third category of middlemen a e those who are neither buying
nor sslling, who are not taking tle, but who are handling the lume
ber. These middlemen are both private and public transportation -
companies working on a contract or non-contract basis., Lumber is
principally moved by rail, but truck and water transportation are
used extensively too. A few of the large lumber companies, such as
Weyerhaeuser Company and Pope and Talbot Lumber Company, have their
own motor and water transportation equipment, Many of the larger
sawmills and larger wholesalers have céntraéts with private carriers
%o handle all of their sﬁipping needs,

'The last group of middlemen found in the distribution of lumber
are those that neither buy nor sell, handle or take title to the

lomber, However, they play important parts in the movements of lumber
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from production to consumption. This group includes banks, insurance
companies, credit agencies, advertising agencies, market research
firms, factors, public warehousemen, freight forwarders, and lumber
inspectors of private inspection services. Each one' of these middle~
men performs a necessary service function which may or may not be used
in each channel of distributing lumber.

As indicated above, there is a wide variety of middlemen involved
in numerous channels of distributing lumber. With such a variety of
middlemen and channels of distribution, it would appear, then, that
there are some inherent inequities and imfficionéias in the lumber
marketing system, There are many lumbermen who realise that the
methods of manufacture have advanced with the advent of new processes
and tools; but, during the same period there has been no determined
advance, no education of buyers or sellers, no original approach to
the revamping of the marketing system by the utilization of advanced
mthoda of trading or communications of gathering and disseminating
of market information, and little factoring.

Merchandising is one of the most complex and difficult problems
which has confronted the producers and distributors of lumber. The
problem is difficult to solve for various reasons, among which are
the widespread distribution both of the production and consumption
centers; the great variely of tree species forming the raw materials,
each having diverse mechanical and physical properties; the multitude
of purposes for which lumber is used, approximately several thousand
items; the thousands of producers whose annual output ranges from a



few, to thousands of carloads; and the lack of adequate cooperation
among producefs, middlemen, and retailers who place the products of
the industry in the hands of the consumer.

It is a well recognized axiom that continual fluctuations in
prices result in a decreased demand for lumber, and other preducts,
because the buyer is loath to make pmhasaa when there is not a
fairly well-established price level for a given commodity. The pro=~
blem is, ‘hhﬂs, how to attain harmony between production and consumption
in an industry whose producers vary - widely in finsncial responsi=-
bility, in capacity to produce, and in knowledge of markets and
marketing procedure.

The idea of a central market as an exchange from where many
buyers and many sellers could meet and trade was an attemnt to over-
come these inadequacies and disadvantages of present day marketing of
lumber.,

In Chapter III, the development of the exchange for the lumber
industry is discussed with the rules of trading, as well as a come
parison of the lumber exchange with a grain a:mhanga operation. From
the foregoing part of this chapter, it can be seen that with the wide
variety of middlemen, each with his individual system of merchandising,
there is a need for a change in marketing and pmo%@mx of lumber, an
exchange, or some new means of marketing to eliminate some of the
wagtes and inefficiencies in the lumber industry. Tb# education @f
buyers and sellers would thsﬁbwom highly important in any simnifie
cant change in the chanmel of distribu‘hinn from what is now being

done currently.
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Chapter ITI

DEVELOPMENT OF THE EXCHANGE

The Army, Havy, and Adr Force all procure finished lusber in
carloads or larger lots through the Lumber Procurement Division of
the Corps of Dngineers of the Army. This is part of the overall
service unification program., In addition tc & central office in
8t, Louis, two subsidiary offices are situztel near the sources of
supply, Atlanta, Georgia and Fortland, Oregon.

At Atlenta and Portland, the gevemt conducts lumber auctions
from time to time whenever it is necessary for the govermment to fill
ite lumber nseds, These auctions actually operate in a reverse manner
to the workings of an erdinary fruit, livestock, or tobacco aucticn.
Sellers, representing sawmills and large wholesalers, calculate prices
and submit bids to the government based upon buying 1131;& published and
circulated Ly the government. HNelther quotations nor inquiries are
made, as all 1umb§r scld to the government is based ﬁpcn the governw
ment lists and the seller bids. The lowest bidders receive the orders
and consurmations are made on a spot basis, cr otherwise on a similar
basis as in retailing.

These government auctions suggested the desirability of an
exchange for the buying and i;’w seiling of lumber in private business,
It was felt that there was some similarity belweesn an auction and an
exchange, as well as significant differences ioc, in that they are

both marketing places for buyers and scllers Lo meet and to tradej
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and that a continuous operation of this kind operating under definite
rules of trading would be a quicker and more efficient way of distrie-
buting lumber when compared to methods and channels of distribution
in use today. Mr. Lyle Baker, the originator of the exchange idea,
approached and induced & grow of four men, namely, Mr. A. Mills,

Mr, H. Van 4llen, ¥r, G. Talbot, and ¥r. J. Perry, to form a corpora=
tion for the purpose of setling up and operating a national lumber
exchange with headquarters in Portland. A corporate charter was
drawn up with the official name of Nalional Lumber Exchange and, with
an application, was approved early in 1957 Ly the State of Oregon.
Capitalization was set at $76,000 with 950 shares of stock. This was
a closed corporation with four members receiving 200 shares of stock
each and one member receiving 150 shares. HNext, a sum of $4,000 was
appropristed for surveying the lumber industry and for getting the
prelimins.rj phases of the Exchangs started. Brochures, publications,
and letters were composed and sent out to interested lumber people; a
board of directors with individual responsibilities was formed; a con=
stitubtion and rules of trading were drawn up and approved; and a date,
October 21, 1957, was set for the opening of the Exchange.

One month before the opening, a staff of six expériemodl lumber
men was hired and dispatched for field public relations work., These
men were to be the core of the Exchange. They were hired to contact
wholesalers personally and induce them to join the Exchange as buying
members. Later these men were to be the transactors for the Exchange
on the Exchange floor when it actually opensd. Direct mail and
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telephone solicitations were used mostly to contact mill operators,
as not much resistance was anticipated with mills as selling members.
A suite of roomes for offices and a large room for irading were
rented in the Terminal Sales Building in Portiand. In addition, a
sixty-fo#t blackbeard for listing offers and bids was secured and set
up on the trading floor. HRext, an arrangemeni was made with Reming

Rand Company for later procurement of a Univac machine lo speed up the

paper work of the E:

Before the Exchange could open, however, it became appareni that
additional capital would have to be obtained from other sources, such
as the selling of additional stock or the borrowing from banks or
private individuals. Additional capitsl was received when ¥Mr. G.
Talbot, a Pacifie Coast regional wholesaler agreed to provide an
additional amount of $65,000 to the young Exchange as a loan with &
limited interest rate of 2% per cent.

The original plan for the Exchange was to sesll memberships Yo
sawmills and wholesalers and to be & listing board for the mills and
the wholesalers. The mills would list lumber for sale in carlead
lotsy the wholesalers would list offers to buy lumber in carload lots.
The Exchange would then transmit information to both pariies and, upon
their agreement on price, notify them of the sale completion.

While the mill members would not pay a membership fee, they would
pay a charge of §5 per car on all listings for sale on the exchange,
whether listings wers aéld or not.

Wholesalers who accepted the invitations to join the exchange
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would, however, carry an annual $1,000 membership fee and in addition,
for each car listed, whether for purchase or for sale, the wholesaler
would pay a $5 listing price per car listed to buy on the exchange
but, with the first 200 ecarloads purchased at $5 per car to apply to
the $1,000 membership fee. In other words, the wholesaler would be
paying in advance for 200 carloads of listings and the mill would not
pay anything in sdvance for offers that were listed, The thought
behind this organizational factor was to insure buyer listingss it
was general agreement amongst board of directors at the exchange that
resistance would be from the buyer, rather than from the seller.

With more money problems plaguing the Exchange a week before the
scheduled opening, the chairman of the board, ¥r. G. Talbot, made a
l;tmieé trip east to look for additional capital from other sourees.
While he was in the East, the scheduled date for the opening arrived,
October 21, and the Exchange was opened at 7:30 asm. The Exchange
opened with its future clouded with uncertainty.

Rules Of Trading

There were eighteen rules of trading passed by the Board of
Direstors of the National Iurber Exchange in the sumer of 1957,
These rules listed in the National Immber Exchange's Constitution and
Rules of Trading manual (17, p. 15-22), were as follows:

Rule 1. The Exchange shall be open for transaction of business

on every business day in the State of Oregon, execept Saturdays,

from 7130 2.m« to 2130 p.mi, Pacific Standard Time, and at such
other times as may be determined by the Yoard of directors.
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Rule 2, The board of directors shall have the function of
approving the listing of lumber and allied products on the
Exchange, and of the admission of trading of lumber and allied
products on the Exchange. The Listing Officer may refuse to
list, suspend dealings in or remove from listing, any lumber

or allied products offered for sale or for purchase. Also, any
member that has been aggrieved by any such action of the Iisting
Officer may appeal to the board of directors, whose decision on
the matter shall be final,

Rule 3. This rule covers the unit of trading. The unit of
trading in rail sales of lumber shall be one carload. A carload
is defined as the amount of lumber in one rail car necessary to
make the minimum weights. The unit of trading in cargo sales of
lumber shall be in multiples of one-thousand board feet, and for
purposes of computing fees chargeable, thirty-thousand board
feet shall be the equivalent of one carload.

Rule L. All bids and offers listed on the trading board will
be made on a unit basis and to the even half dollar on a per
thousand board feet basis.

Rule 5, All bids and offers on the Exchange will be made on
an f.0.bs mill basis, unless otherwise specified in the listing.

Rule 6. All bids and offers shall be on a firm basis and shall
be considered firm until withdrawn from the trading board. No
withdrawals shall be allowed, unless accepted by the Listing
Officer. Bids and offers shall be regarded as accepted in a
consunmation upon the filing by a member with the Listing Officer
of a notice of acceptance. Notices of acceptance shall be in the
form prescribed by the board of directors and shall specify
whether the purchaser is to pay cash for his purchase. The
member filing the proffered listing shall bear the responsibility
of any risk of error in transmission of bids and offers to the
Listing Officer.

Rule 7. All bids and offers on the Exchange for mixed carloads
will be determined by the Listing Officer. He will deem what is
to be odd lots and what shall be handled by members on the floor
or through the floor traders and shall not be listed on the
trading board.

Rule 8. Unless otherwise indicated in the listing, all sales
are for immediate shipment. Immediate shipment shall be defined
as two weeks or sooner from the date of acceptance of the bid

or offer, unless otherwise specified at time of listing.
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Rule 9» All bids and offers shall be time stamped on recelpt

by the IListing Offiser, In case any dispute arises as to

priority, thoss bids or offers shall be glven preference as o

%ia%&m, sale, and purchase on the wu of the time received
or them.

Rule 10. This rule deals with offers to buy or bids to buy., A
wholesale trader member may offer to list for purchase one or
maltiple carloads, and in case of carge sales - specified
thousands of feet of luwder of allled products, any time he wishes.
Buch listing shall be for immediate delivery unless otherwise
indicated in the listing and permitted by the Listing Officer.

An offer to buy so listed is thus firm until withdrawn by the
wholesale trader in the meuner provided ia Rule 6.

The uholesale trader may list his offering in one of three ways!

a. He may notify the IListing Officer by wire,; teletype,
telephone or other form of communication of hh deslre %
purchase a specified quantity st a set price and such liste
inz will go on the trading bourd as a firm order to buy.
It will remain on the trading board until he withdraws it,
or the offer %o purchase is accepled.

b Ha, or a designated agent or slternate, way physically
present himgell on the floor of the Exchange and meke offers
to buy as offers to sell appesr on the trading board from
the mill traders.

¢, The wholesale trader may notify a floor trader of the
,mmgawméamawbwattmpmawaawkn
fized in the judgment of the floor itrader. Iy doing this,
ummmawaﬁwuummmmm:wmmm
for him according to the instruotions given. The floor
trader of the Bxchange may list any offer to buy that has
been transmitted to him in the menner provided in Ruls 6,
In addition, the floor trader will file with the Listing
Officer & copy of any witten agreement he may have with a
wholesele trader. When the wholesale trader handles his
oun trading on the floor, he pays a flat fee of §5 per car-
load to the Rxshange when billed by it for all care pur-
chased on the Exchange. When the wholesale trader is
represented by the Bxchange floor trader on the trading
floor, the wholesale trader pays a fee of §5 per car plus
an additional fee of one-half of one per cent of the net
purchase price of the lumbor or allied product on an f.0.be
mill besis for the service of the floor trader. When the
bid is consummated and sccepted on the Bxchange, the wholee
sale trader is notified by the Exchange of the consummation
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of the sale and the terms on which he bought the lumber,
and is instructed as to the location of the mill that has
accepted the bid. At the same time, the mill that m
accepted the offer to buy is notified by the Exchange of

the sale, the price and the namé and address of the whole-
sale trader member who is buying the lumber. Shipping
instructions are not handled by the Bxchange, bubt is left
to the wholesale trader who notifies the mill treder.

Rule 11, This rule deals with offers to sell. A mill trader
member may offer to list for sale one or multiple carloads, and
in case of cargo sales - gpecified thousands of feet of lumber
or allied products, any time he wishes, Such listing shall be
for immediate delivery unless otherwise indicated in the listing
and permitted by the List,ing Officer. An offer to sell so
listed is firm until withdrawn by the mill trader in the manner

A mill trader may list his lusber or allied products for sale in
three ways:

&« The mill trader may notify the Listing Officer by wire,
teletype, telephone or other forms of commnication of his
desire to sell a specified quantity of lumber at a set
price and such listing will go on the trading board as a
firm order to sells It will remain on the trading board
until he withdraws it, or the offer to sell is accepted.

be The mill trader, or a designated agent or alternate,
may physically present himself on the floor of the Exchange,
and make offers to sell as offers to buy appesr on the
mmg board from the wholesale traders and users of

A

¢e The mill trader may notify a floor trader of the
Exchange of his desire to sell at a set price or a price
fixed in the judgment of the floor trader. By doing this,
the mill trader lets the floor trader sell on the floor
according to the instructions given. The floor trader of
the Exchange may list any offer to sell that has been
transmitted to him in the manner provided in Rule 6, In
addition, the floor trader will file with the Iisting
Officer a copy of any written agreement he may have with a
mill trader.

When the mill trader handles his own trading on the floor,
he pays a flat fée of §5 per carload to the Exchange when
billed by it for a1l cars sold on the Exchange. When the
mill trader is represented by the Exchange floor trader on
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the trading floor, the mill trader pays a fee of $5 per car
plus an additional fee of one-half of one per cént of the
net sales price of the lumber or allied product on an f.0.b.
mill basis for the services of the floor trader.

When the offer is consummated and accepted on the Exchange,
the mill trader is notified by the Exchange of the con=-
summation of the sale and the terms on which the mill trader
sold the lumber, and is instructed as to the location of the
wholesale trader that has accepted the offer. Shipping
instructions, as stated previously in Rule 10, are then sent
to the mill trader direct from the wholesale trader.

- Rule 12. Alternates may be used, if designated by members of the
Bxchange, to participate in trading and to receive information
of floor activities, All alternate activity falls under the
supervision of the board of directors. A4lsc, only members of the
BExchange, designated agents or partnership and corporate members,
and designated alternates are allowed on the floor of the
Bxchange and may participate in the trading and may receive
information as to trading floor asctivities. When a member or
designated agent is present on the floor of the Exchange, the
designated alternate of such member shall not be allowed also,
upon the floor,

Rule 13. This rule is specifically for Exchanpge floor traders.
Floor traders are selected by the Exchange, and admitted to mem-
bership on the Bxchange for the express purpose of acting as
agents for mill trader members and for wholesale trader members
who do not wish to maintain their own agents to trade on the
floor of the Exchange. Floor traders act as the representatives
of such members in buying, selling, or trading, according to
instructions furnished by such members.

Mill trader members and wholesale trader members can mske
application to the Executive Vice President of the Exchange, if
any one member is desirous of obtaining the services of a floor
trader. Unless the services of a specific floor trader are
requested, assignments of accounts to floor traders by the board
of directors will be primarily on the basis of geographical
distribution. No floor trader will be assigned to 2 member's
acoount whose trading area or interest conflicts with any other
account being handled at the time of assignment by the floor
trader. Also, mill traders and wholesale traders may reguest
the services of a particular floor trader by application to the
board of directors and such request will be granted as long as
the assignment does not create conflict of interests between
floor traders and member or members.
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Floor traders are admitted to membership on the Exchange for the
benefit of the mill trader and the wholesale trader members as

an aid to the greater utilization of the Exchange facilities

by such mewbers. Floor traders are to be governed in their con-
duct by rules and regulations laid down by the board of directors.
They will never be allowed to trade for their own account. All
fees earned by the floor traders are payable to the BExchange
which will in turn compensate them upon terms laid dowm by the
board of directors. Floor traders are subject to immediate
expulsion from the Exchange and floor trading for any private
financial arrangements or deals entered into with Bxchange members.

Rule 1h. As far as credit requirements are concerned, all whole=-
sale traders upon spplication for membership shall furnish the
Exchange with any necessary financiel information that will allow
the BExchange to delermine the wholesale trader's qualifications
for membership.

Rule 15, This rule deals with lumber grade requirements and
terms of sale. The following rules of trade and terms of sale
of the various organizations indicated; are to apply to each
individuel specles traded on the Exchanget

West Coast Iumbermen's Association
West Coast Luwber Inspection Bureau
Pacifi§ Lunber Inspection Bureau

Douglas Fir
Western Hemlock
Weatern Red Cedar
Sitka Spruce

Westarn Pine Association

Ponderosa Pine
Sugar Pine

Idaho White Pine
Iodgepols Pine
White Fir
Engelman Spruce
Western Larch

California Redwood Association
Redwood
411 Iumber listed on the Exchange board, whether or not by a mill
trader member who is a member of one of the above itrade associa~

tions, shall be mamfactured according to the ebove grade speci-
fications and listed and sold on the basis of such associations!



grades, unless specifically excepted in the offer of listing.

Rule 16, All claims by members as to grade, or shortage, or -
other causes shall be settled as provided in the grading rules
and terms of sale of the trade assogiations specified in Rule
15, according to specie and according to the individual terms
of sale of the lumber sold, BHowever, claim settlement does
not lie within the province of the Exchangs or of the board of
directors of the BExchange. However, if any menber feels that
unfzir businesg or trade practices have been utilized in aay
transaction occuring on the Exchange by any member in the
matter of elaims, he may file charges against the offending
member, and such member shall be brought for trial before the
board of governors under the procedureas outlined in the
constitution.

Rule 17. Any communications with the Exchange by any member

are at the member's cost; all notifications to members of sale
and purchase completion, other than by mail, are for the
member's expense. The privilege of telephonic or other wire
connections between the office of a member and the BExchange
shall be at the discretion of the Exchange. The Exchange may
grant or withhold such privilege from a member without being
obliged to assign any reason or cause for its action. Auy
members desiring to broadesst or disseminate news and quobtations
of the Exchange, shall first obtain the consent of the Exchange.

Rule 18, Terms of sale, as specified in an offer of listing

shall be two per cent cash discount on the basis of eighty per

cent receipt of invoice, balance in five days after arrival at

destination, except by any special agreement bebween buyer and

seller,

As will be noted with those who are acquainted with the opera-
tions of other exchanges, the above rules conform closely to the usual
procedure, and they are set forth in detail here in order that this

similarity may be more apparent.

Comparison With A Grain Exchange

As noted in this chapter, the rules of trading of the National

Lurber Exchange were adopted from usuel exchange procedures. In



order to emphasize this more fully, a comparison belween a grain

nge and the Hationsl Ludber Bxebange will be made.

The prinsipal orgacizatio
can be briefly sewarized, The objest of any exchange is to facilie
tate the market setivities of the trade and its menbars, IU does not

but others sonfine thelr setivities to & narrow range of produsts or
aven to a single ons. Hxaples of the first class of exchanges
Sechange, the Chisagoe Board of Trade, the Hinnespolis Urain Bewhange,
are exaples of those in which dealing is confined to a few produsts,
The New Orleans and lNew York cotton exshanges, the Fubber HMxchange of
How York, Inc., and the Hational Raw 5ilk Bxchange ave conlined te
In comparing the National lusber Zxchange to the Chicago Board
of Trade grain exchange in Chissgo, it was found that there was some -
sisdilarity. The Chicago Poard of Trade operates on a spot sash
trading basis at curreat purchase and surrent sales prices just as

that declded on membership in the lunbar Rechange.
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Another similarity of the Lumber Exchange and the grain exchange
was their power to regulate business dealings of members trading on :
the exchange, voiding all "shady" dealings that hurt the orderly
marketing of lumber through a free play of supply and demand. In
addition, the National Lumber Exchange assisted in settling disputes
arising from any trading on the Bxchange, because it did not trade
in lumber itself. | |

Similarities of the National Lumber ixchange with the grain
exchange in Chicago, and with any other exchanges in the country,
were very few. Thore were, however, many dissimilarities between
the Lumber Exchange and the grain exchange. For instance, the grain
exchange is operated as a grain industry enterprise. The board of
directors is composed of representetives of member companies in graine.
Also, the graim exchange is a non-proflt orgenization and ownership
of the exchange beloags to the members who buy stock in it and vote
at stockholders' meetings. The National Lumber Exchange was not
organized in that manner. It had incorporated as a private corpora=
tion and was in business for a profit. Ouwnership waes vested ian only
eight men who controliled all of the shares in the corporation.

The Chicago Board of Trade is under the Commodiity Bxchange Act
of 1935 and thus is under strict federal control. Federal coatrol is
vested in the Commodity Bxchange Authority of the Department of
Agriculture. The National Iumber Exchange had no govermment juris-
diction to contend with in their operations,' since lumber was not
listed as a commodity under the provisions of the Commodity Bxchange
Act.
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The grain exchange operates actually in two markets that are
independent of each other, but that are related to each other. These
markets are cash and futures. The National Lumber Exchange, being
a new enterprise, started operations on a spot-cash basis only,_ and
did not have any facilities for futures trading., This will be dis=
cussed later in another chapter.

The Hational Lumber BExchange did not establish grades for lumber,
and did no selliing by actual inspection and sampling. The grain
exchange establishes uniform grades for its grain products listed on
the boards, and provides a system of inspection. This is important
in grain trading in either cash or the futures markets. Cash trading
in grain is done entirely by samples submitted on the floor, by rail-
road car number and by grade; futures trading is in terms of a con-
tract grade which is determined by the grain exchange.

Trading in the grain e:cshangs is a floor operation. Buyers and
sellers represented by members of the Exchange meet on the floor and
consummate deals by bidding and offering through verbal communication
and hand signal operation. Iumber exchange trading was done by
exchange transactors who took the initiative in bringing buyer amd
seller together in consummating sales, much as a broker would do.
There were no floor activities and all buyer and seller members had
to transact their business through an exchange transactor, who was
employed by the lumber exchange on a salary baais,

The grain exchange sells seats to members and a limit of 1,L22

seats, (23, p. 1), is placed on the grain exchange membership. Seats
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are sold between individuals, but with the consent and approval of
the board of directors of the grain exchange. The National Iumber
Exchange did not handle its menbership on that basis, It believed in
unlimited mezzﬂaarship to start activities, and eventually planned to
restrict and out down on nurbers of buyers and sellers on some basis
such as the Chicago Board of Trade has done.

The grain exchange acquires and disseminates market news sbout
sales and prices on grain products listed on its trading boards.

This is important not only to the middlemen engaged in buying and
selling grain, but also to the farmer in aiding him in his decisions
on when to sell his grain. The National Iumber Exchange did not
collect and tabulate any market news or maintain any statistical ser-
vice of any nature; therefore, no merket news or prices on lumber
species and grade were disseminated to the trade.

The grain exchange lists only price changes on each grain com=
modity; it does not list any amounts in volume traded. Only when a
trade is made in which the conswmmation is above or below the price
listed on the trading board, is the price changed on the board. Each
day a list of trades in volume and prices is made, as well as the
opening, closihg, high and low prices. The trading board at the
National Immber Bxchange was a listing board for it listed all bids
and offers, as well as inguiries, and showed all listings to buy and
to sell by price and numbers of cars for all species and grades.
These listings remained on the board as firm listings until a consume
mation was made or was taken off by the member making the bid or offer.
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There are limits in price fluctuations at the grain exchange on all
commodities, but there were no limits at the National Lumber Exchange.

The following chapter relates how the exchange operated with

step-by-step office procedures, using actual forms and flow charis.
Also, the statistics of all operations in bids, offers, and consum-
mations by prices and species are summarized and analyzed. A brief
description of the board of director's future plans for the Exchange
is given, including factoring, the use of automation, and the
establishment of an elaborate educational and public relations program.
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Chapter IV
OPERATION OF THE EXCHANGE

Cash Trading On The Exchange
Forms Used and Flow Charts. Cash trading on the National Lumber

Brchange involved several steps in the buying and selling of lumber.
A flow chart of the paper movements involved in cash trading on the
floor of the Exchange, (Appendix A), explained list-to~buy and liste
to=sell procedures.

Also, an organizational structure of the National ILumber Exchange,
(Appendix B), as it existed and as it operated was drawn up. Tele-
phone calls, teletype communications, and letters were received and
sorted and given to the transactors. They were responsible for ace
cepting and originating list=to-sell orders, (Appendix C), and 1liste
to-buy orders, (Appendix D), upon receipt of commnications from
sellers and buyers. List-to-sell and the list-to-buy order forms
were designed. On these forms, the transactors entered the following
information: the mumber of cars, the price or prices, the dimensions,
the grade, the surfacing, the moisture, the specie, the manner of
shipment, the name of a customer, and the transaction number.

After entering the foregoing information, the transactors for-
warded the forms to the board listers who recorded receipts of all
list-to-sell ordérs and list-to-buy orders, (on the reverse sides
thereof), as well as the date and the hour of receipt. This was done

by means of a timee-clock stamp.
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Following the recording of the receipts of the list-to-sell
orders and the list-to-buy orders, the board lister checked the
selling and the buying prices of the orders against the prices pre-
viously listed on the listing board for identical lumber specie and
grade. If no prices had been previoﬁsly posted for a species of
lumber or species and grade, the price on the list«to-sell order or
1ist=to-buy order was posted.

In the event that the selling i;ricas on.a subsequent list-to-
sell order or a list-to-buy order was higher or lower than that showm
on the trading board for the same specie and grade, the board lister
listed the xww offering in the appropriate section on the board.

The neﬁéﬁmtap for the buying and the selling forms was the for-
warding of them to the key pumch machine operator. This operator
was responsible for the recording of the data on a tabulating punch
card, (Appendix E), After this operation, the list-to-sell orders
and the listwto~buy orders were sent to the file clerk for filing by
customer name. The tabulating punch card was then forwarded to the
tabulating operator for further processing.

Upon the receipt of the tsbulating card, the tabulating operator
reproduced a set of transactor reference cards, (Appendix F & G), one
card for each transactor on the Exchange floor, and one additional
card for confirmation purposes for the mill or for the wholesaler,
depending upon the nature of the order ~ as a list-to-sell or a list-
to~-buy. Disposition of the cards was as follows:

1. The tabulating card was sent to the permanent file of the
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accounting department after being used by this department for
statistical, accounting, and billing purposes.

2. The transactor reference cards were forwarded to the trans-

actor desks of each transactor for board trading purposes. At

the transactor desks a filing clerk filed these cards and kept
the transactor desks and files up-to-date at all times. Thess
reference cards were contimuously in use - being taken out of
file and placed back into the file whenever a sale or inquiry
for 2 sale was made by an incoming call, wire, or letter., Trans-
actors would refer %o tﬁgse cards as they gave more detail,

after observing the listing board to see if any orders were on

file. These reference cards remained in file until a sale was

made or were withdrawn by the buyers or by the sellers. In such
cases, cards were removed and marked "consummated" or "withdrawn"
and dated, and then sent to a dead card file.

3+ The confirmation card, both for a buyer who was listing to

buy and a seller who was listing to sell, was mailed to the

wholesaler member and to the mill member, respectively, listing
the commodity for purchase or for sals, whichever £he conf irma-
tion eard repressented.

In regards to the procedure for handling and processing odd lots
orders for selling and four buying, the transactor again was the
originator in listing the order, (Appendix H).

A list-to-sell crder, (Appendix I)j and a list-to-buy order,

(Appendix J), were used for odd lot orders upon reseipt of a
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commnication by telephone, wire, teletype, or letter. Ths following
information was listed on these forms:

1. qaantiﬁy of Board feel;

2. dimensions;

3. grades;

e surfacing;

5. moisture;

6., species;

7. shipment;

8. pricess

9. account name;

10, transactor nunber;
11, date.

After the list-to-sell order and the list-to-buy order introduced
by the transactor, the forms were forwarded to the board lister. The
board lister recorded the dete and time of the receipt of the order
(on the reverse side thereof) by means of the time-clock stamp.
Following the recording of the receipt of the list-to-sell order or
the lisbcf%o;bwy order, the bosrd lister checked the order against
previous listings posted on the listing board for specie, grade and
price. In the event that there were some previous listing on the
board for the same type of offer or bid, the board lister would merely
increase the guantity nurber that was available for sale or purchase.
Otherwise, the board lister would list the new odd lot bid, or sale

offer.
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Next the list-to-sell order and the list-to~buy order were sent
by the beard lister to the central inventory elerk in the office. The
central ihventory clerk, upon receipt of the crder, stamped a nunber
on the order and insertved the mill member identification number in the
space provided in the list~to-gell order, and the wholessler member
identification number in the space provided iun the list-to-buy order.
From this order, the central inventory clerk posted the following
infermation to the appropriate inventory card:

ls date of listeto-~sell order, or list-to~buy order;

2. list~to-gell number, or list~to~buy number;

3¢ shipment date;

Le price;

5. quantity in thousands of feet in the "in®" column if a list-

to-sell order, and in the "out" column if a list-to~-buy order.

In addition, the new balance was brought forward in the ¥balance"

column as additions and substractions to the inventory card wers

macde.

The central inventory clerk used these cards to determine the
availability of lunber and the pricrity of lumber listed according
to the list~to-sell order nusber and the lisbt~to-buy nurber. Maay
times & car of a mixed lot or odd lot would be available from two
mills, bul had to conform to railroad stop-over rules. The ceatral
inventory clerk would, efter checking the list-to-buy orders for
availability, return the list-~to-buy order to the originating transe

actor on the floor of the Exchaage. The transsctor ithen conbtacted
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the wholesaler and advised the wholesaler as to the status of the list-
te»bﬁy order,

Next the list-to-sell order and the list~to-buy order were sent
to the key punch operator. The key punch operator, upon receipt of
the order, produced a punched tabulating card to reflect the following
information:

1. quantity;

2., dimensionj

3. grade;

ko surfacing

S moisture;

6. specie;

7. shipment;

8. prices

9+ mill member identification nurber or wholesaler;

10, account namej

1l. transactor number;

12, date;

13. list-to-sell number, or list-to-buy nunmber.

- Following the introduction of the punched tabulating card by
the key punch operator, the list-to-sell order amd the list~to-buy
order were sent to the file clerk for psrmanent filing. The punched
tabulating card took the place of the list~to-zell order and the
listeto~buy order. The tabulating card was then sent to the tabu~

lating operator who performed cpsra%iems necessary to produce a
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confirmation of sale. This was done by initiating a confirmation of
sale order, and distributing copies to the buyer and to the seller,
as well as one copy for the permanent file of the Exchange along with
the original forms, the buying list and selling list forms. The tabu=
lating card went to the accounting department for statisties and
billing purposes and was then filed in the accounting department.

Sometimes, if the material requested on the list~to~buy order
for odd lots was available, the transactor would complete the consum-
mation order and forward the list-to-buy order and the consummation
order together to the central inventory clerk for further processing.
This was stated previously in an early paragraph of this chapter. In
the event, however, that the materisl requested by the list-to-buy
order was not available, the transactor would initial the "mill
available" column on the list-to~buy order and return the order to
the central inventory clerk. The central inventory clerk, who was
in charge of odd lots and mixed car lots that did not appear on the
listing board on the floor of the Exchange because of the many varia-
tions of these bids and offers, would post the uncompleted list=to~buy
order to the appropriate list-to~buy inventory card, red print, and
the inventory card would be placed in the inventory file and the
list~to~buy order forwarded to tl;s key punch operator.

The key punch operator, upon receipt of the list-to-buy order,
originated a punched tabulating card and recorded all pertinent data
shown on the list-to-buy order upon the punched tabulated card. The
tabulated card was then forwarded to the tabulating operator for



introduction of the confirmation of listing. Distribution of the
forms involved then were as follows:

1. The completed list-to-buy order was sént to the central

inventory clerk for the permanent file; the uncompleted 1list-

to-buy order were placed in a "pending file" by list-to-buy
order muber sequence. At hourly intervals, or as may be
determined by volume input, the pending file was examined

for the purpose of checking for possible consummations.

2, The tsbulated card was retained in the accounting department

files after being used by the sccounting department for sta-

tistical and billifg purposes.

3. The confirmation of listing was made in two copies-~one

copy being sent to the wholesale member who is listing the

order, and the other copy going to the Exchange's permansnt
file.

In addition to the &bove, wmti.ens made required a form
and paper procedure to aid in completing transactions designated as
"eonsummations® ocecuring through the Exchange operation.

Again, the transactor was responsible for originating the con~
summation order, (Appendix K), covering a completed transaction
betwden the mill member and the wholesale member of the Exchange.
The board lister was responsible for affecting changes on the trading
board and for listing consummation crders as they occurred. A

Gonsummation order was originated by the transactor at the time an

agreement to sell and to buy was reached between a mill member and

2 wholesale member. After an agreement on price bebween buyer and
seller wes made, two transsctor reference cards, one for the buyer
and one for the seller, were removed from each transactor file. The
transactor who was handling the consummation then proceeded to com-

plete the sale order by entering the following information in the



order obtained from the transactor reference cards:

1, number of cars;

2. dimensions;

3. pgrade;

‘h. surfacing;

5. moisture;

6. specie;

7. shipment;

8. mill number (identification);

9. wholesaler number (identification);

10, seller's offer price;
11, buyer's bid prices
12. ‘eonanmmation price;
13. list-to-sell nunber;
1. 1listeto-buy number;
15, transactor number.

Sometimes, the occasion arose when a consummation was reached
without a previous list-to-buy order or a list-to-sell order being
recordeds In such an event, the transactor immediately originated
the required listing order, attaching the order to the consummation
order, and continued processing. '

Next, the transactor forwarded the completed consummation order,
with any necessary attachments such as telegrams or shipping instruc-
tions, to the board lister who recorded the date and the hour of the

consummation by time clock stamp on the reverse side of the



consummation order, and on any atbtachments pinned with the order.

The board lister, after recording the time stamp, listed the
following information upon the consummation panel of the trading
boards

l. reference card panel number;

2, listeto-buy number and listeto-sell number;

3+ number of cars.

The board lister, after completing the foregoing action, for=
warded the eommuen order and attachments to the key punch
operator for further processing, The key punch clerk completed
the consummation order by filling in the required information that
may have been omitted such ass

1, identification number;

2. list-to-sell number and list~to-buy munmber;

3¢ consummation number.

The consummation order with any attachments was then sent to
the tabulating operator after the key punch operator had recorded

into a tabulated card, (Appendix E), the data appearing on the con-

summation order. The tabulating operator received both the consum~

mation order and the tabulated card and produced two confirmation

cards, index reference cards, (see Appendices F and G), and distri-

buted them as follows: one to the seller and one to the buyer.

The next disposition of the consurmation order was made to the file

clerk, after passing the communications desk and confirmation for

L5

filing, the tabulated card was sent to the accounting department for
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reports and for billing purposes and then filed.

An analysis in flow chart form of consummation paper work was
made, (Appendix L), Too much stress on ﬁhs use of complete and
adequate paper forms and form processing cannot be made. The writer
feels that they are highly necessary and indispensable as the basis
for reporting, recording, and directing the various services of any
company. No attempt was made by the Exchange to determine if these
were complete and satisfactory forms, giving all the complete infore
mation. An increase in sales volume on the BExchange might have
shown the need for improvement in form designing and in the elimina~-
tion of some unnecessary and duplicate forms, so that unnecessary
clerical work might have been reduced or eliminated and thus cut

costs of operation.

Results Of Trading Without Proper Statistical Provisions

The accuracy of the results obtained by statistical procedures
depends upon the accuracy of both the original data and the compu= |
tations to which they are subjected. The concern in this study is
with the data.

In the first part of this chapter the methods of cash trading
on the Exchange were explained and the forms used were displayed.
With the use of these forms, much data were derived from the National
Lurber Exchange through observation by making a daily compilation of
orders, of number of carloads, of prices quoted by mills and by
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wholesalers, and of consummation prices. Then summaries were made of
these actual figures.

Thus, all data compiled by the writer were primary in nature.
That is, all figures were collected for the first time in connection
with the study of the Exchange; no secondary data, no figures were
taken from reports prepared in connection with other problems or for
general use. |

The significance of classifying this statistical material as
primary or secondary can be readily seen when one notes that the
final results of a statistical investigation are no more reliable
than the facts which form the basis for interpretation. It should
not be suggested that primary data are always more reliable than
secondary dataj but it must be observed that not all types of
aeeondary‘data are equally reliable.

No sampling was involved in this study, due to the smallness of
the size of the population and the avuilabiiiﬁy of the data. Conse-
quently, there was no possibility of a sampling error.

Because of the inadequacy as to the size of the population or
sample (one and the same), sixty-four consummations, the question of
whether these price figures were representative of the Hational
Lumber Exchange's influence on future prices could not be answered.
It is true that the extent to which the amount of care in which
records were kept influences the study, but also the number of cases
involved has a definite effect upon results and conclusions based

upon the statisties obtained. For instance, in regards to consummation
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prices on the Exchange and how they relate to prices of consummations
on the open market; it would be folly to draw conclusions from the
measurement of sixty-four cases, no matter how carefully records
were kept on this small nurber of consummations. The number of cases,
or consummations, was too small to give an adequate picture, statis-
tically speaking, of the Exchange and its effeect on consummation
prices in the lumber industry in setting market prices industrywise.
If a measurement of five hundred or a thousand or more could have
been made, our sample would then have been more likely approximated
to the true facts abonut Exchange consummation prices in relationship
to consummation prices outside of the Exchange for the same period,
and the relationship thereof. It has been proven in previous
statistical studies that as the total sample grows larger, the
changes in the average become less and less, and the standard error
of the estimate becomes smaller with the results obtained being very
close to the true facts.

Also, due to the fact that there were many different varieties
of lumber species represented in the consummations, and also, due to
the fact that price indexes of the trade, such as the West Coast
Luwbermen's Barometer and Crow's Lumber Price Index, are so inade-
quate and do not represent actual true merket prices of the trade,
statistical methods and procedures were not used in this study.
Market prices quoted by these organizations above are actually a
series of "range prices" that are obtained from a sample of select
mills and select wholesalers who periodically fill out questionnaires


http:ef.f'e.ct

L9

that have been sent to them. With the receipt of these question-
naires from the mills and the wholesalers, a mode tally of prices
is made and market prices are established on a range basis.

Most graduate students and others in research are frequently
prone to employ unnecessarily elaborate and complicated statistical
procedures in the belief that, in so doing, they will increase the
value of their work. This writer does not wish to do this. The
inadequacy of present day statistics in the lumber industry, as
explained previbusly in this chapter, and the small number of actual
consummations of the Exchange due to its limited life of operation,
makes it imperative that this writer de-emphasize the stress on the
use of statistics in drawing conclusions and making recommendations
for an Exchange in the future.

However, Table 1 shows a list of Exchange consummations and
their prices and compares these prices with prices furnished by the
Crow Lumber Price Index for the same period.

This table shows the complete total of consummations made on
the Exchange while in operation. There ia. a column each for bid,
offer, and sale price of édach consummation by species and, also, a
column of the average prices for respective species of lumber sold
on the open market, according to the Crow Luwber Price Index, on the
dates of consummation. In addition, a column is shown giving the
over-and-under price difference between open market consummation
prices and consummation prices made on the Exchange for each consum-
mation made.



Consum. No. of Bid

Hos Cars
1 X
2 1
3 1
b 1
5 1
6 1
7 |
8 1
9 1

10 1

11 :

12 ¢ |

Mixed-0Odd-
Iot Car

13 1

1 1

15 1

16 p §

17 1

Iisting Of Total Consummations Of The National Iumber Exchange

On The Bxchange

Open
Offer Sale Market
Price Price Price Price
$62 §61  fez $ 63
3L open 36 39
3k open 36 39
éo 59 59 58
& &0 &0 63
66,50 65 65 63
66,50 65 65 63
175 175 175 176
175 175 175 176
61 61 61 63
6l 65 6L 62
75 75 15 72
76 79 64 80
85 88 88 86
80 78 79 76
90 87 88 87
76 % 75 76
100 100 100 101
55.50 57.50 57.50 59
55,50 57.50 57.59 59
55,50 57.50 57.50 59
&0 60 60 59

TABLE I

Over
Under

é1

b O e\ mn L] d [ o R W R R

1.50
1.50
1.50
1

Species

D. Fir

"

Moulding

D Fir

Different

Cuts

T =2 a3

D. Fir
Fir & Larch

Grades &

50



Open
Consum, No., of Bid Offer Sale Market Over
No. Cars Price Price Price Price Under Species

18 1 2l 28 25 26 1 West., Red Cedar
19 1 39,50 39.50 39.50 37 2.50 n
20 1 35 35 36 37 i | . 4
21 1 9 k9 L9 58 9 "
22 1 & 61 60 58 2 n
23 3 L9 50 L9 58 9 .
2k 1 63 61 62 58 b "
25 1 62 61 61 58 3 .
26 1 62 62 62 59 3 D Pir
27 1 53 53 53 58 5 .
28 1 €0 € 60 63 3 Pir & Larch
29 1 75 75 75 76 1 D. Fir
30 1 65 66 65 63 2 "
31 1 &0 60 60 & L o
32 ) 61 61 61 62 1 .
33 1 63 63 63 61 2 n
3k - 61 61 61 57 k .
35 1 27 28 27 28 1 "
36 1 27 28 27 28 1 "
37 1 21 28 27 28 1 "
38 1 90 89 90 90 "

‘ 0dd Iot 86 85 85 85 "

67 68 67 67 "



Consum. No, of Bid
No. Cars Price
P o 1

60
L0 Voided
1 voided
2 Voided
L3 1 3h
Lk 1 61.50
hs 1 43
L6 1 Ls
b7 3 3h
L8 1 1i3.50
L9 1 29
50 1 36
51 1 62
52 s Lé
53 1 Lé
5L 1 &0
55 1 72
56 1 g6
57 1 50
58 1 L. 25
59 1 50
60 1 35

Open
Offer Sale Market Over

Price Price Price

105 165
A
3l 3i
61.50 61.50
18 L3
L5 Ls
35 3k
43.50 k3.50
29 29
36 36
é2 62
L6 Lé
L6 L6
60 &
72 72
57 57
50 50
L6 Ll25
50 50
35 35

1ol
160
60

35
é2

38
Lk
28

37

F

59
70
57
L7
58
52
37

Under

L
1
%

.50

.50

NN e

2]

- I

13.75

52

Specles

Wests Red Cedar
it

Wiite Fir

D. Fir
"

West. Whs Spruce
West. Red Cedar
D. Fir

West. Wh. Spruce
Pond, Pine ’
D. Fir

BEng., Spruce
"
W. Fir
Pond. Pine
Pir & Larch
D. Fir
Fir & Larch
Pond. Pine
D. Fir
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Open
Consum, Ho, of Bid Offer Sale Market Over
No. Carg Price Price Price Price Under S8pecles

61 1 ho W9 49 v 2 D, Pir
62 . s L5 ks L7 2 "
63 2 20 20 20 20 W, Fir
a4 . 27 27 28 s
61 car
Total

Results of the prices above show that Exchange consummation
prices were under open market eonmmat.icn‘ prices thirtyesix times
during the same period, were over open market consummation prices
twenty-six t.:hﬁea for the similar period, and were exactly the same
as the open prices of consummations seven times. It must, however,
be kept in mind that these relationship results are somewhat tainted,
because open market prices as reported by the Crow's Iumber Price
Index are merely averages and are ranges of three average prices,
listed as "most sales' prices."

There is no doubt in this writer's mind of the need for more
efficiency and accuracy in obtaining statistics on prices, as well
as statistics on shipments of carloads of the various species and
grades, and the need for statistical methods and procedures to give
the lurber industry information on trends, correlations, predictions,
ete.

Today in the lumber indusiry there is no such thing as a
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stabilized market price at a certain time, as prices vary from mill
to mill. In addition, some mills do not work from established lists;
those mills that use established lists do not alwm indicate a true
feeling to continue to do so as they do favor price bargaining with
wholesalers. It is a case of supply and demand on an individual
operation, for middlemen as constituted now do not work collectively
for a stabilized market. A lumber exchange would help correct this
situation and it would be a step in the right direction for middlemen
and mills to cut their costs of operation and to stabilize competitive

pricing,

Its Future Plans Of Operation

The National Lumber Exchange had a number of devices which it
planned to incorporate in its future operations. These devices,
unfortunately, never got beyond the plamning stage, as the Exchange
closed too soon for their inception.

Factoring, One of these features was an agreement tentatively
made with the Walter E. Heller Company of Chicage to factor credit
transactions on the Exchange. The Walter E. Heller Company is one
of the largest factors in the world; having reached a high of
$807,000,000 in gross factoring sales in 1956, (11, p. 5). The
average cost to a mill in moving a car of lumber is now approximately
a five per cent sales commission plus selling and financing costs.
Through the National Iumber Exchange, the total costs including
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factoring, if it were desired, would be reduced to one and one-
quarter per cent, (16, p. 10), and would furnish ready cash without
recourse to the mill immediately after the transaction was made.

In conjunction with the National Iunber Exchange, factoring
would offér mills and wholesalers the opportunity to sell merchandise
on terms equivalent to cash, and yet extend to customers the open
account terms customary in the trade. Factoring would eliminate the
expense of a credit department to the Exchange, and yet the mill
would have the i‘ﬂ.nancial assurance of credit responsibility in their
transactions. Thus the user of factoring could concentrate his sales
and merchandising efforts upon the development of maximum potential.

Factoring would eliminate debt loss hazards, which the factor
assumes, without the mense‘ of maintaining credit insurance. It
would eliminate an accounts receivable department, inecluding detail
debit and credit postings, with the assurance that accounts receivable
would receive careful attention. This would keep customer outlets
open for additional business. In addition, factoring would aid in
the expansion of capital to meet the demands of growing business
volume, which might otherwise create excessive strain upon available
operating capital.

This modern factoring program offered by the Walter E. Heller
Company to the National Lumber Exchange has been tested for twenty-
five years, (12, p. 1), by saumills in the various producing states
in the country:. Wholesalers in the lurber industry also have been
clients of Walter E. Heller Company, as well as the sawmills. At



56
the Exchange, the Heller Company planned to have a man from their
firm constantly investigating the credit possibilities of each whole-
saler that desired to factor a transaction. The Walter E. Heller
Company would be prepared to report on the credit history of each
wholesaler and then proceed to set a limit which would permit the
mill to ship the wholesaler's requirements at the Walter E. Heller
Company's eredit risk. The mill would not be exposed to a credit
loss if the wholesaler was financially unable to pay. Thus, it would
permit the emperienced Heller Company to become its credit, collection,
and accounts receivable department, and te carry the insurance against
bad debt losses, as well as a source of cash %o meet the mill's
immediate expanding sales requiremenis. Because factoring is not
entirely new to lumbermen, not much in the way of educating buyers
and sollea-é in the use of factoring on the Exchange was contemplated.

The mechanism of the factoring program would have worked this
way on the National Lumber Exchange, Mill members of the Exchange
and the Exchange, itself, would submit liste of active customers and
the estimated credit requirements of each cnustomer. The Heller
organization would, thereupon, check predits, set credit lines, and
inform the mills accordingly. To qualify, a mill would only need to
demonstrate operating ebility, basically sound financial responsi-
bility, and the inherent capacity to grow. When a sale would be
onsummated, the Exchange would give confirmation to the mill, and
in such a confirmation, Heller's approval of that sale would be
incorporated. Upon receipt of this confirmation, the mill would



57
proceed to ship. The mill would prepare a billing in the usual way,
and the invoice would bear a legend that payment was to be made to
the factor. Sales invoices would be scheduled by the mill to the
Heller Company daily, and on receipt of the schedule, the Walter I,
‘Hellar Company would credit the mill's account with the gross amount
of the sales represented by the assigned inveices, and would then
debit the respective accounts of the mill's customers as indicated
by the invoices. The Heller Company would, therefore, undertake to
collect payment, and assume any credit losses that resulted from a
customer's financial inability to pay. As the Heller Company received
the assigned sales, cash advances, as previously agreed upon, up to
ninety per cent of value of invoices would immediately become available
to the mill, The remainder would be treated as a contingent reserve,
and would be paid every two weeks to the mill to the extent that it
would not be required to offset merchandise returns, or delivery dise
putations asserted by customers of the mill. The commission of the
Heller Company was to based upon the net invoice value, gross sales
value less credit memos, freight, and cash discounts allowsble to the
mill's customers.

Use Of Electronic Machines

Another innovation planned for the future of the National ILumber
Exchange was the installation of a Remington Rand Univac, punched
card electronic computer. With this computer the original punched
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card operation which took two and a half hours to complete a cycle .
for each consummation, would take only eighteen mimutes to complete,
(19, p. 15-17). This would be done by combining a number of opera-
tions that formerly required separate steps. Accuracy and efficiency
would be improved and the Univac would be excellent for taking care
of large-scale opefat.iana.

The mechanics of the Univaec operation would have been as follows,
As an order was taken, the Exchange trader would initiate a trans-
action slip and would assign 2 serialized register number for each
car listed to buy or to sell. Immediately afterward, a card would
be punched showing dimensions, grade, price, name of mill and name
of wholesaler. From the basic card, special index cards would be
prepared by machine at the rate of more than ninety cards a mimute
if necessary. This would provide each Exchange trader with a run-
ning inventory of cards. All this could be done within a matter of
minutes after the original order was received. Disposition of the
original punched cards would be utilized for accounting and statis-
tical records. With the installation of the Univac, a long range
integrated accounting system could be designed to go along with the
electronic computing system. In addition, this operation would
enable the head office of the Exchange to commnicate instantaneously
via the computer with distant Exchange offices located at various
points within the United States. In other words, with the Univac
and a large scale accounting system, a far-flung operation and truly
a National network of Exchange offices could be established.
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Bducational And Public Relations Progranm

One of the items on the itinerary for future development of the
Bxchange was to set up an educational and public relations .proym--
a program, actually, for its members rather than for the public. A
big problem of the industry that the Exchange had to face and solve
was stability of prices. One important factor making for stability
of prices, the board of directors believed, was to get current infore
mation of activity in the lumber industry. The board felt that the
Exchange would Be gble to exert a great bit of influence, as a
trading center of the industry, and thus get information coming to it.
It was not the intention of the Exchange, however, to supplant any
existing information, such as from the government, from the trade
associations, and »frca lumber magazines, but rather to supplement
these sources.

In a large way, a comprehensive lumber exchange, it was felt
by the owners of the Exchange, could exert its position in the market
by reporting not only national production, shipment, and price
figures on a daily and weekly basis, but international production,
shipment, and price figures as well. In other words, the Exchange
would, in addition to being a central meeting place for buyers and
sellers, be a clearing house for current lumber statistics, something
the lunber trade does not even possesses now. Properly functioning,
the Exchange would supply information which would take the place of
rumors, uncertainties, and malicious information, with the bulk of
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the lumber business passing through the Exchange. With information
coming direct from other countries, the new organization wopld uncon-
sciously act as a steadying influence in price. Besides, management
felt that the Exchange would be in a position to do whatever the
circumstances required to bring sbout still greater stsbility., By
stability of prices, the Exchange owners were referring to a reason-
asbls degree of stability, for they felt that prices should, neverthe-
less, reflect the situation at all times with respect to demand and
to supply. » _

In addition to the asbove program, the National Iurber Exchange
stockholders felt that the lumber industry in the past had been tardy
in adopting modern advertising methods; they planned, therefore, to
take steps later to handle lumber publicity from a broad national
viewpoint: For many years, the general attitude of the manufacturing
element of the lumber industry has been that "lurber is lurber" and
can be sold without much advertising. The mamufacturer deals chiefly
with the wholesale dealer or with the retailer and so does not appre=~
ciate the desirability of appealing to the customer, with whom he does
not come in contact. But the Exchange leaders disagreed with this
logic. They felt that the chief factor which aroused an interest in
widespread advertising on the part of all distributing elements in
the lumber industry was the rapid and extensive inroads made in the
lumber merchandising field by various wood substitutes, the distri-
butors of which expended large sums of monsy in placing the merits of
their products before the public.
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Most lumbermen have been content %o confine their advertising
campaigns to more or less stereotyped business cards in technical
and trade journals, calling the attention of wholesale and retail
dealers, contractors, and architects to the goods they have for sala.
The &change wished to give an impetus to modern advertising methods
by the holding of a forest procuts exposition for the purpose of
bringing before the public, in a visual manner, the wide range of
uses to which lurber is adapted., This exposition would be on exhibi-
tion in all the key consuming cities in the Midwest and Bast.

Alsc, the Exchange hoped through press, television, and radic
releases on activities on the Exchange, to give some practical advere
tising to the public. It was felt by the management that the more
educational and public relations work that the Exchange could do for
the industry, the more it would lead to greater activity on the
Exchange by its members and thus a greater profit to the Exchange
stockholders.

With future plans of the Exchange not materializing because the
Emhanga did not stay in operation long enough to put these plans
into effect, the weaknesses and the causes of the failure of the
Exchange discussed in Chapter V.



Chapter V
EVALUATIONS AND CONCLUSIONS ON FAILURE OF THE EXCHANGE

Reasons For The Failure Of The Exchange

On October 21, 1957, the National Iumber Exchange began actual
operations in Portland after several months of preliminary work in
planning its organization and its operational activity. This was to
be a permanent operation and lavish plans and settings were made fo:
the Exchange that was to improve the marketing of lumber and the
stabilizing of lumber prices., However, the National Lumber Exchange
at best could only be understood as an innovation in the lumber
industry. It attempted to influence lumbermen, long indoctrinated
in the old methods of marketing, to a new condition of price sta-
bility. This new comiition, brought about by the exchange, led to
the problem of how to incorporate an equilibrium price and output in
an economic system, which attempted to adjust the older techniques
and channels of marketing to new equilibrium prices and outputs based
upon its presence in the market.

There were many weaknesses in the National Immber Exchange.
Some of these developed after the Exchange opened for business, while
others were prevalent in its early stages of development. These
weaknesses finally led to the downfall of the Exchange after a period
of seven weeks of operation.

This chapter deals with the deficiencies and the causes of
failure of the Exchange. The term "failure," when applied to a
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business enterprise, may suggest to the laymen anything from inability
to eatn a profit to a complete liquidation of the assets followed by
2 final discharge in bankruptey. Failure of the BExchange embodied
gverything from failure to earn a profit to unsuccessful attempts to
return even a large portion of the original ianvestment to its owners.
It became, through its ﬁﬁtstazxiing weaknesses, encumbered with debt,
beset with urgent claims and demands, and only met its pmcuniary
engagements and missed bankruptey because of a few individuals who
were willing to take the responsibility and the loss,

One of the foremost reasons for ite failure was the weak public
relations and sales promotion campaign that it attempted as a means
of atimlating the desires of the sawmills, the wholesalers, and the
other lunber users to transsct their business dealings through the
Exchange. Only direct mail and some advertising in the Crow Luwber
Digest were used to introduce it to the trade. Two weeks o:t‘ field
work, visiting sawmills and wholesalers before the Exchange was
opened, was done on a random basis, but nothing of this naturo was
performed after the opening. ILetters were sent to wholesalers and
to sawmills in the BEast informing them of the opening and inviting
them to list their bids and offerings on the Exchange. Ilocal area
wholesalers and sawmills were contacted largely by telephone. In
every case, however, the $1,000 wholesaler membership fee was waived
until further notice. The leaders of the Exchange had embarked on a
crash program of public relations and sales promotion, but failed to
carry on thisprogram after the first week of operation. In other
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words, the program of selling the Exchange to the sawmills and to the
wholesalers started well enough but was abandoned tco soon. It was a
quick start, but had no follow-up. It is the feeling of this writer
that this program was cut too soon. Many of the sawmills and the
wholesalers in the East, by sending letters of inguiry, were only
beginning to become interested in the BExchange when it was closed,

The much publicized original statement to run on a four-month
basis was disregarded, even though it was generally agreed that it
takes time for people, and especially uninformed lumbermen, to accept
new ideas and techniques in any kind of endeavor. The Exchange opened
its doors at a time when the lumber business was poor--prices were
low and demand for lumber was dulls At no time during the seven weeks
of operation did market conditions change. Thus, the writer feels,

a true test of the Exchange was never made.

In addition, as business remained slow, attempts were made by
the Exchange to "drum-up" business. Solicitations for business were
made most of the time by mail, but often were made by telephone on a
"reverse charge" basis. This was poor public relations and poor
business, and further antagonized eastern buyers to by-pass the
Exchange. This emphasizes the inadequacy of their selling program
by heavy reliance on "telephone promotion®" and indicates further the
low quality of the promotion campaign which was used.

Timing was poor. Buyers were just not buying, and the lumber
industry was in its usual off-season period. The East and the Midwest,
which do most of the buying, do not ordinarily buy in November for
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November and December delivery. This procedure would add to theirr
inventories at a time when most companies deplete their inventories
at the end of the year for tax purposes. |

Timing was poor Wecause the Federal Government, which normally
purchases great quantities of lumber was following a tight poliey of
non~purchasing. It was curtailing construction of government buil-
dings as well as other uses. Many of the mills, therefore, were
caught with an overabundance of production due to this underconsump=
tion. This naturally forced prices of lumber down. The overpro=
duction in inventories accumulated and affected mostly the small
marginal mills., They were unable to move their inventories at a
profitable figure to themselves and had to shut down. The market
price, at this time, became so low that it was costing some mills
more to operate and deplete the timber than to shut dowm and pay
their fixed costs. Only the large mills could afford to contimue
operationss Because the Exchange depended mainly on the small mills,
the supply sources of the Exchange were sut, to0.

Voluntary orders to buy were coming very slow from the Bast.
Interest, what little there was, had to be originated by the Exchange
with the East. The Exchange made the telephone calls and sent the
wires and teletype messages to the buyers in the East. Letters were
written to stimlate activity, but inquiries and offers to buy from
the East were slow. Actually, the volume of business that was being
transacted was meager in relation to the costs of installation and
leasing of the telephones and teletypes on the Exchange floor. In
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addition, other costs, such as overhead in the form of rent and
lights, and labor which included salaries of the mumerous officers of
the Exchange, were excessively high in relation to the volume of
business that was going tirough the Bxchange. It was felt, by the
writer, that operation at this time could have been handled with less
help and less expense. In other words, the Exchange was operating

on too small a margin of profit to warrant staying in business with ‘
limited volume and large overhead and labor expenses. Only §$10 a
consummation (§5 from the buyer and $5 from the seller) was being
collected, and no charge was made for listing bids and offers on the
board., As only sixty-four consummations were completed during the
seven~week operation, the life of the Exchange could not last very
long without heavy capital resources to carry the load until it began
to function on a profitable basis. Thus, for only $10 the Exchange
was performing & service that costs mills and wholesalers many times
more to perform themselves in selling and buying.

Money problems were prevalent, along with a struggle for control
of the Exchange between two factions. Factions fighting within the
closed corporation for control forestalled any possibility the
Exchange might have had for success. One party had only seventeen
per cent of the stock in the corporation, and yet had eighty per cent
of the total investment. In other words, stock ownership and control
were not commensurate with investment. In addition, while one faction
was attempting to secure further necessary financial backing for the
Exchange preparatory to the opening of the Exchange, the other faction
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proceeded to open and begin operations without the other faction's
knouledge.

Perhaps all the inside causes of financial failure of the
Exchange, other than chicanery, can be summed up as incompetence and
inexperience. Poor management was reflected in attempting to expand
business without provision for new working capital. One of the surest
indicators of future trouble in a business is to have a lack of work-
ing capital-~and the Exchange had a lack of working capital. Starting
funds and current funds dwindled away, and expansion was attmted
out of profits, of which there were none., Most of the incompetence,
the writer feels, was attributable to inexperience, on the part of
the ownérs and the officers, in both the lumber business and in the
operation of exchanges. Inexperience in itself is not incompetence,
except when 1t canses mismanagement, inefficiency and lack of organi-
zation as shown in the National Lumber Exchange.

Another basic weakness of the National ILunber Exchange which
contributed greatly to its downfall was the lack of preliminary sure
vey work of the market before opening. Much of the market research
and public relations work never advanced beyond the office stage.

Only a minimum amount of personal contact with men in the lusber busi-
ness was made. Industry was not taken into the confidence of the
leaders and founders of the Exchange. This is important. In other
commodity exchanges around the country, the board of directors is
composed of members of industry and the exchange belongs to the
industry, operating as a non-profit organization mainly for the
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convenience of the industry's buyers and sellers, and not as a
private profit-making enterprise. No exchange has ever succeeded in
the history of business in this country as a private profitemaking
organization. No other industry will allow only one private firm,
as the National Iunmber Bxchange was trylng to do with the lumber
industry.

In line with the above weaknesses, other shorteomings of the
Exchange were the lack of definite goals and established policies,
There was a definite need for unified concerted decisions based on
well-planned and concrete poliainq‘ The National Lumber Exchange did

‘not have this. Toc many bosses with too many or too few decisions,
and each decision of a different nature, was the rule rather than the
exception. The employees of the Exchange, particularly the trans-
actors, hired to handle incoming orders and inguiries, were often in
states of confusion and bewilderment because there were no set
policies to follow. BEach transactor was handling Exchange business
to the best of his own ability and making his own decisions; there
wasn't any direction from the front office of a set procedure to be
followed. There were no established policies.

In addition, the paper handling of mixed car listings and.
ingquiries was done in a slovenly manmer. No one policy was ever
followed, because there was no front office policy on the handling
of mixed cars. Forms provided for teking listings for mixed cars
were not used correctly, and many times they were not uaed at all.
Often mixed car listings were not recorded on the board. This was
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important omission or deficiency, for the Midwest buys thousands of
feet of lumber on a mixed car basis.

The Exchange board showed only straight loads of surplus lumber
for sale. Buyers were buying only for direct shipment, and only .
after they had obtained a sale for the lumber which they were pur-
chasing,. Therefore, lurber was being purchased for sale only, and
not inventory. In addition, the listing board prices did not reflect
true market prices. Mills and wholesalers quoting offers and bide
were offering "test prices." These prices were higher than the market
price on ;zzi;‘.l offerings and lower than the market price on wholesaler
bids, In Gther words, the Meshange bosrd was mrely being wesd e
a2 listing board to test buyers' and sellers' evaluations of prices,
and buyers and sellers were émh hoping to get the best deal possible
by listing items they could not buj or sell themselves.

In addition to the sbove, wholesalers ‘:Ln the Portland area were
visiting the Exchange floor in person and getting prices off the
board and dealing with the mills themsslves., Offers-to-sell listings
were twice as many as bids-to-buy listings. Thus, the Exchange was
acting only as a listing service. For instance, a retail yard would
send a bid to th# Exchange to buy for $70; the wholesaler, instead of
going through the Exchange, would go %o the mill directly and buy the
lumber for $70 less five per cent, the usual margin of the wholesaler.
Actually, homer, the board was furnishing more outlets for mole-
salers than would ordinarily be open to them.

A very important weakness of the Exchange operation was its



70
approach to the composition of the membership of the Exchange.
Originally, it was agreed that the Exchange was to be open for member-
ship to only sawmills and wholesalers. Also, wholesaler ménbersh:lp
was to include a fee of $1,000 from each wholesaler %o be paid in
advance and applied to carloads that they purchased at the rate of
five dollars for each carload until the $1,000 was exhausted., How~
ever, this membership fee was waived before the Exchange opened, and
wholesalers were placed on the same basis as sawmlill members. Hany
of the lumber leaders felt that this was a poor move. When the mem-
bership fee was walved, the incentive to use the Exchange was gone.
This is also the feeling of this writer. Some membership fee of some
appropriate amount should have been set for wholesalers to make it
necessary for them to work through the Exchange and get them in the
habit of using the Exchang's facilities. One of the Exchange's
strongest foes was the National American Wholesaler Lumber Associa=
tion. They were pwticulariy opposed to a lumber exchange and volced
their objections violently by sending representatives from the
M@ciauen to wholesale members asking them to avoid and to boycott
t.ha Exchange. To further antagonize the National American Wholesaler
Iumber Association, the Exchange officers changed their policy on
membership composition after a few weeks of operation. MNembers were
now to inelude not only sawmills and wholesalers, but retail yard
buyers, as well as large users of lumber. This meant that retail
yard buyers would now be able to buy luwber on the same basis, or as
well as wholesalers and at the same prices. Retail yerd buyers and
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other large buyers would then be able to circumwent wholesalers and
buy directly from sawmills if they were large enough and had suffi-
cient capital or could get factoring services from the Walter E.
Heller Company and, thereby, to circumvent the Exchange itself,

Another important weakness, was the lack of provision for a
market news agency. All the other commodity exchanges in the country
provide a news service and price listings in printed form for their
menbers., For instance, the Chicago Board of Trade assembles informa-
tion on market activities and market prices and disseminates it to
the newspapers, radic and television stationsy and by direct mail to
its mewmbers and leaders in the grain industry. The Hational Lunber
Exchange did not have any such valuable service for the communication
media or for its members.

One of the big reasons causing large sawmills and large whole=
salers to by-pass the Exchange was their dislike for anonymous market-
ing of lumber, which the Exchange advocated. Many buyers in the Bast
and Midwest buy lumber by brand name and, therefore, like to know
whose lumber they are purchasing, In addition, most of these whole-
salers and mills are well-established with their channels of distri-
bution and with their sales offices and purchasing depariments.

These types of mills and wholesalers were not interested in an
Exchange. In addition, many large lusber buyers in the Hast have
verbal or written understandings between Western mills and themselves
to sell and to buy only through an exclusive distribution agreement
in partidular areas. Any Exchange activity by any of these parties,
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either by mills or by wholesalers in listing bids or offers on the
1listing board of the Bxchange would amount to an infringement upon
the contract and on the territories. The established methods of
distribution employed for so many years by the luwber producers and
users of lunber adhering to esch other on prices and selling instruce
tions and employing their own sales representatives on designated
territories throughout the areas they wish to serve would be hard to
change and would require extensive salesmanship and sales promotion
to overcoms these entrenched traditions and practices.

Another important point relative to the large mills wss the fact
that most of them are members of the West Coast Lumbermen's Assocla-
tion; an crganization that did not give any industry approval to the
Kational Immber Exchange. The West Coast Lurbermen's Assoclation
provides certified inspectors to check grade of large sawmill members
on the basis of West Coast Lumbermen Association standards. As therl?
are minirums and maximums for each grade of lumber, the lumber pro-
duction of large sawmills was usually prodyeing a tighter grade,
which usually meant a better grade than the small mills could produce.
Small mills, who are usually not members, do not have this service.
They have their own inspectors which meets Association standards, but
produce mostly minimum grades. Listings on the Bxchange board would
not reflect this difference. This is a good reason why large buyers
in the East would not favor anonymous selling of lumber as featured
on the Exchange. Possibly the answer to this should have béen to
list offerings and names of mills, as well; in this way, wholesalers
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would have known whose particular lumber they were bidding on for
their needs.

In addition to the above, many of the large mills cut virgin
growth or very old growth lunber; their second growth cuttings' are
usually cut several years later than cuttings of small mills. These
second cuttings of large mills are usually cut from fifty-year stands;
small mills having less supplies in standing timber, must cut their
second growth after twenty years. Cutting trees too early does not
provide for quality lumber--it means a coarser grain of lumber but it
does, however, make grade. Timber cut after fifty years of second
growth produces lumber with growth rings of a smaller and finer grain,
and thus a better grade of lumber. This finer grain of lumber is
identified by the larger mills in their private brands of high quality
which buyers in the East have recognized for many years. In addition,
a finer grain means less warpage in lumber and a lumber that will
maintain its original form in all kinds of weather conditions. The
National Lumber Exchange, as it was operating with an anonymous list=
ing board with all lumber being pooled in a common arrangement, could
not provide for this important differentiation and quality.

Possibly the largest contributor to the downfall of the Exchange
was the opposition of the wholesaler groups. As previously stated in
this chapter, the National American Wholesaler Lumber Association was
opposed to an exchange operating and competing with their sources and
outlets. Random Lengths, a weekly publication by The Lumbermen's Buy-
ing Service, market analysts since 1932, devoted an entire issue to an



analysis of the National ILuwber Exchange and had this to say on
October 1{), 1957} (18; gp-).;

"The backers of the National BExchange are well aware that
the world does not beat a path to the door of the man who
builds a bebter mousetrap--unless he makes it clear that his
mousetrap is best. The Exchange principals have adroitly
kept their program on the tip of the indusitry's tongue for
more than a month., Whether you are selling a product or an
idea, this is an essential of modern life., However, the
Exchange has fostered some publieity which has proved mis~
leading when investigated. There has been enough of this
to cast doubt on other parts of the operation.

Much trade magazine space has been devoted to the report
that around one hundred sawmills have applied for membsrship
in the Exchange. It is frequently pointed ont that these
mills represent a cosbined anmal capacity {not production)
of nearly two billion feet of lumber. The ini’arema which
has been draym by porsons outslde the immediate preducing
area is that the mill applications constitute an endorsement
of some sort, and that the Exchange appears tc have received
commitments on a substantial portion of the West's production.

Does it constitute an endorsement? Random Lengths called
a nurber of the applicants. One mill manager voiced senti-
ments which parallel a majority of those contacted: "As you
understand," he said, "membership places no obligation on the
mill, Quite frankly, I wouldn't send a car through the
Bxchange under some uf the rules that they have now. I falt
that if it would do g toward stabilizing the market
I would be all for it, but I certainly won't list anything
that I can move through ordinary channels,®

Does it constitute a commitment of production? None of
those with whom we talked plamned te list anything except a
few doggy or hard-to-sell items am an experiment. BEven if
all the mills on the 1ist become members; even if they all
operate every working day of the year; even if they run
every stick of their production tlwrough the Bxchange--and
few if any of them anticipate this--traffic will amount to
less than three hundred cars a day.

There has bean a loose of nanes ton. Twe of our calls
to mills listed as applicants for membership revealed that
neither had applied, nor intended to aspply. One man said,
"They jumped the gun on us. All I did was show them the
courtesy of listening to their story and all of a sudden I
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find myself listed as an applicant." The other mill manager
said that his "application" consisted only of sending in the
coupon which has accompanied National Iunber Exchange adver-
tisements and which was supposed to bring further information.

A recent report, widely circulated, stated that two
nationally known members and officers of the National American
Wholesalers Lumber Association had agreed to serve on the
Board of Governors of the Exchange. Both men have denied the
report and have added that they have not subscribed to member-
ship in the Exchange.

Several weeks ago a newspaper story, attributed to one
officer of the Exchange, reported: "A $500,000 punch card
system and Univac computer have been installed to do the
accounting and statistical part of the Exchange's trans-
actions." At the same time, another company officer was
telling callers that the firm had ordered a Univac and that
shipment was expected within a few months. Since there has
been no clarification of the conflict, it appears the publie
has been misled.

This analysis should cover three points: (1) A thorough
study of the actual costs of operating through the Exchange;
(2) An equally thorough study of when the Exchange offers a
"menber", of what exactly is the service provided for these
costs; and (3) An awareness of the limitations placed on a
"member® who jJoins the Exchange.

(1) The cost of buying or selling through the Exchange
is frequently quoted at $5 per car for each party to the
transaction., Actually, this is the minimum fee in the event
that a firm offer to sell and a firm offer to buy match up
in price, specifications and quality. In many transactions,
it will take negotiations by a floor trader to match a specifiec
car to a specific price. This entitles the Exchange to an
additional fee based on a percentage of the net sales price.
On a car valued at $2,000, this additional fee increases the
cost of the transaction from $10 to a total of $30. This is
not an unseemingly high price for a transaction, but it is a
cost which should be considered by each potential member in
the light of his own operation.

(2) What does the Exchange offer: In the first place, it
does not offer a true membership in the traditional sense of
a commodity exchange. It grants the privilege of dealing
through the Exchange and rents, in essence, space on its board.
In the case of a wholesaler the Exchange asks for this rent
in advance. The costs of communication and of the services of

75
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the floor traders are charged to the members. The prospective
member should ask himself whether he will get, from the board

rental, anything he is not getting from the stock lists already
being published by mills and wholesalers.

(3) Limitations placed on a firm which becomes a member are
largely moral obligations, but they could have a far-reaching

effect on his relationship with mills or wholesalers with whom
he has been dealing for many years. requirements that mem-

ber mills and wholesalers report on and pg a fee for sales
consummated outside the Exchange will be difficult to enforce

but it is the sort of rule which leads to backroom throad-
cutting and bitterness,

It should be obviou: now that the Natio ber
change is no%@gat&n%sagyunquafiﬁaghmdgramn%%égm Random
Lengths. There still is the outside chance that it may func-
tion from the scheduled October 21 opening date--as we said
before-~as another business in the lumber trade. But cars

of lumber are not interchangeable commodities; the channels of
distribution have been forged over a long iod of years and
are not easily changed; buyer-seller relationships have long
been established on a first name basis--it will be all but

impossible to i t intermedi and ¢ the first
names to code de §§m ions mx;ng ﬁging bogﬁga

We won't comment on the character and integrity of the
prineipals involved in organizing the Exchange. ey are
people who have had their ups and downs, just as the rest
of us have., However, we are disappointed that among those
actively involved none has had more than a limited ence
in actual "pick and shovel®™ lumber buying and selling.”

Comments Of Large And Small Lumbermen In The Industry

The desire for the adoption of an Exchange for marketing lumber
in the channel of distribution has been expressed by all kinds of
lumbermen active in the industry. This writer was interested in what
their thinking was on the subject. Opinions were freely given in
personal interviews conducted by the writer with different classes
of lumbermen.,

Generally those in favor of an exchange for the marketing of
lumber felt that some improvement in distributing lumber was needed
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and that perhaps an exchange might be the answer. Here are some
typical illustrations of arguments for their point of view.

W. M, Leuthold, president of the National Lumber Manufacturers
Association, in 1957, in attempting to show the need for a change in
marketing and promotion of lumber, spoke in favor of the establish=
ment in the future of a lumber exchange to facilitate the efficient
marketing of lumber and allied lumber products. He arrived at the
following conclusions:

"Our opponents are strong and determined. We must be no
less resolute. It should be clear to us that we must use the
same weapons as our opponents--publicity, advertising, trade
promotions, merchandising--all the big arms in the arsenal of
public relations.

Instead of continuing its defensive maneuvers against the
inroads of competitive materials, the lumber industry must
mount an offensive of its own. This calls for a united in-
dustry-~and possibly a new method of marketing lumber similar
to a grain exchange used in the marketing of grain and grain
m@gtso

This requires that we put aside differences arising out
of species, regions, amd other considerations. This must be
done first. Actually we have no choice, if the lumber manu=
facturers and wholesalers of one region fail to cooperate
with those of another, the competition will outflank them
both and drive toward their objective unopposed. The con-
ception of a common market place where buyers and sellers
may meet and trade efficiently will no doubt be a step in
the right directién.

Fred Talbot, chairman of the Board of the National Lumber
Exchange and a regional wholesaler, had this to say on the need for
an exchange in lumber: |

"An exchange has been conceived and put in operation for
the same basic reasons that the Chicago Board of Trade services

the grain industry, the New Orleans Cotton Exchange services
the great crop of cotton, and other exchanges around the
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country service and perform duties which are for the express
purpose of fulfilling the needs of their particular industries
involved. It is my deep conviction that & lumber exchange will
also fulfill a need--a need for a new marketing program that
will move lumber and related products to the ultimate consumer
and more rapidly and economically."

R;lph H., Carlson, vice president of the Walter E. Heller Company,
one of the largest factors in the world, who has been in charge of
supervising the mechanies for factoring of clients of the enmbryonic
National Immber Exchange in the future, said the following about the
National Luwber Exchange:

"We worked on this Exchange problem from 9 a.m. until 11 p.m.
for over a week., At first it looked as far away as Saturn....
then it began to make 2 little sense....then more. We gave it
every financial exposure possible. Then we let the legal boys
toss it around to their heart's desire. Finally it looked
solid enough to lend itself to the use of a full-scale factoring
operation for its members. We have not financed the Exchange--
nor were we asked to do so. We think the National Iumber
Exchange will provide a needed industry service-~that's why we
are offering our factoring services to those who wish it."

A high-ranking member of Georgis-Pacific Lumber Company who did
not wish to be quoted, since his particular company's policy was
opposed to trading other than direct to consumer, felt that it would
be especially a fine institution for the small sawmills who would be
able to cut their costs of selling and increase their markets with
the aid of an.exchange operation.

Mr. Frank Clemmons, a small sawmill operator that are oftén
referred to as peckermill firms in the Hood River, Oregon area, was
especially erthusiastic about an exchange. He saids

"There are three basic advantages to an exchange. (1)

Numerous buying and selling interests from many sections of
the country can be concentrated at the Exchange; (2) Buyers
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who must have special types and grades of lumber can have their
needs filled and small sawmills would know that 2ll types and
grades could find a market; (3) The cost of doing business on
an exchange would be far less than it would be if one did not
use an exchange because a sawmill or a wholesaler would not
have their buyers and sellers concentrated so numercusly as on
an exchange.™
Oregon Lurber Yard, a local lumber retail yard, stated that they

had heard of an exchange starting and folding in 1957, but had not
participated. They believed that an exchange might help the lumber
industry if everyone could be incorporated into the exchange,
especially the large producers like Crown Zellerbach and Weyerhanser,
"An exchange to be successful," they said, "would have to
include everybody. However, there is a problem in stabilizing
prices because they usually fluctuate due to the eastern

market and the shipping of lumber export."

Generally, those not in favor of an exchange for the marketing
of lumber felt it wasn't necessary, that it merely added another
middleman step in the channels of distribution. Wholesalers and
office wholesalers, especially doubted the need for it because they
felt it duplicated the performance of their functions of marketing.

Here are some typical illustrations of arguments for their point
of view.

Mr. R. Aschman of Aschman-McGregor Company,; lumber brokers in
Chicago, was interviewed on August 13, 1959, by the writer personally
and had this to say about the Exchange:

"The National Iumber Exchange was, mostly, a place to
auction orders. The greatest obstacle for the Exchange to
overcome was the variance or variation in timber and manufac-

turing quality, such as offered by the various sawmills in
the comntry--coarse, wide ring, dense, etc.
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The statement just given applies especially to the products
manufactured by small units, which do not possess either the
mechanical facilities or the technical knowledge essential to
manufacture a high-grade, standard product. The volume of
Jumber produced by this group varies greatly with market con~
ditions, and it often represents a disturbing element in the
general merkets becanuse the sales policy seldom conforms to
those standards which are essential to the interests both of
the trade and of the consumer. Thus, there are, indeed,
individual standards of each sawmill, as well as the standards
set up by the industry. A grade of #2 and Better might be
made by two mills, for example, but one mill may have a much
higher gquality grade than the other mill because of a better
stand of timber or logs, and because of better methods and
facilities in the mamufacturing of the lumber.

The industry long has recognized the desirability and the
need for large groups of producing andidistributing units in
order to attain an efficient and esconomic merchandising pro-
cedure., With great progress in horizontal integration on the
part of larger units in producing and distributing units, and
with little being accomplished in the consolidation of the
vast nuvber of small units because of their short life and
lack of appreciation of the need for cooperative effort, no
marketing procedure, such as afforded by an Exchange for dis-
tributing lurber, is necessary.

The only way that a Lurmber Exchange might work its way
into the lumber industry and show its worth, would be for an
Exchange to form and take considersble experience and prace-
tice to prove itself-~that it is reliable. Reliability has
been established by individual corpanies for many years and
it is hard to get lumbermen to change custom of marketing and
change from dealing with long-established reputable sources.
Intense jealousy and a highedegree of individualism amongst
lunrbermen mskes it appear that it would be highly unlikely
that they would be willing to change and lose their initiative
giea}%euing an BExchange to do their buying and selling for

Me

Mr. R. Fullerton of the Wallace Iamber Company, Chicago lumber
brokers located in the Civic Opera House at 20 N, Wacker Drive,
Chicago, had a few things to say sbout the Exchange on August 1,
19593
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"The BExchange would not be good for the lumber industry
because lumber is the type of product that could not naturally
be bought and sold this way. It would cut off the commission
men, so we are against it.

The lumber industry is too big and unwieldy, Too much
expense would be involved to buy and sell on an exchange-=-
‘not only did the Exchange want $1,000 to join and get a
menmbership, 5 for each buy and sell on the Exchange, but
all phone calls were to be charged to the member as well,

The Exchange idea is good in theory, but can't work in
practice. When the National American Wholesaler Iuwber
Association came out with a resolution against the National
lumber Exchange and asked its members not to trade on the
BExchange, it put the skids on the Exchange.

I am skeptical on an exchange with futures trading,
possibly because I know very little about futures trading.
Anyway, we wants to carry all the inventories,"

Another Chicago lumberman, Mr. W. Coleman of Crow Rollins, Inc.,

large wholesalers in lumber, was interviewed. He was interrogated

personally by the writer, while in Chicago, and expressed his pro-

fessional opinion on the National Immber Exchange and any other

exchanges that might be started in the lumber industry:

"I don't believe, honestly, that an exchange is a going-
type of thing for lumber; it is good for grain, cotton, or
stocks. For instance, it doesn't make any difference to a
potential buyer of a carload of wheat or where the wheat comes
from and who grew it, but it does make a difference to a
potential buyer of a carload of lumber, for example, a car
of fir flooring of C & Better grade, on where that lumber
came from and who mamufactured that carload of lumber.

Some associations and various groups of sawmills and
individual mills have adopted distinctive grades and trade
marks which are placed upon the ends or faces of boards to
designate the quality and source of the product. Throwing
all lumber production, regardless of mill and quality, into
a cormon hopper, (the Exchange), and listing the lumber on
the Exchange board by merely species, grade, and price,
millifies differentiation and distinctiveness of individual
firms which 1s so important to buyers of lumber. We, as
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wholesalers, operate basically on the theory that we are in
business for our customers to secure the best manufactured
product at the best price and in time and at a place when
wanted. In other words, personal selling on the part of

the wholesaler, as well as the mills and the retailers who
also sre engaged in the selling activities, is important for
building individual company volume, and we here at Crow
Rollins feel personal selling would be lost with an Exchange
to do our selling for us."

8. Bishobnick, vice president of Dant and Rm&m, wholesalers
and exporters; felt that the exchange idea f’ér the lumber industry
was fine in theory, fbut. not in practice.

He said, "No, because of the following reasons: (1)
Qualities of mamufacture vary, (2) Customers! differencés in
evaluations of bid prices are varied, sometimes as high as
$3 or $ for products of various mills."

He further stated, "A lumber exchange would stabilize
prices of standardized gquality and mamufacturing could be
obtained which is not possible with so many different types
of mills and variation of wood qualities in different dis-
trictss One just doesn't get the same quality of manufacturing
out of a poor mlll as one gets from a good plant. For example,
also the texture of wood in Coos Bay is much different than
the same species in the Grays Harbor area."

G. Reed of Reed Logging Company, a small independent logging

transport company of three trucks was also contacted.

He said, "The lumber market is very competitive with many
grades of lumber. A large per cent of lumber is sold by
special order; an exchange could not handle special orders.
However, as far as prices are concerned, I feel that it might
stabilize prices, but would not have any effect on increasing
trade to a large extent.®

An official of Oregon Laminated Lumber Limited, manufacturers of
laminated lurber at 2500 S. E. Harold Street, Portland, felt that an
exchange introduced to the lumber industry would possibly help the
industry as a whole, but not this company particularly. As a matter
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of fact, he said that his company would not be in favor of price
stabilization far he heard that the exchange would level out prices
at such a high range that would appeal to them as they favored low
prices, 'l |

These were the principal wesknesses and comments on the collapse
of the BExchange. Many of these weaknesses could have been changed to
strong points if the men that were in back of the BExchange and were
in the organization in key positions had had a more extensive back-
ground in the lumber industry and in exchange operations.



Chapter VI
RECOMMENDATIONS FOR IMPROVEMENTS AND POSSIBILITIES IN
THE FUTUPE FOR AN EXCHANGE

¥och of the evidence assembled by this writer would seem to point
to the desirsbility of a lumber exchange to stebilize prices of West
Coast lumber and reduce the costs and wastes in lwber distribution,
However, as wa2s poinbed out previously, this need was not recognized
by all, which was not swrprising nor anaxpacte&. There were bound -
to be certain wholesalers and manufacturers whose immediate interests
would not be served by an exchange or any other type of open trading.
These people represented a source of resistance to the Bxchange until
the National Lunber Exchange could justify its existence and prove to
be in the best interests of the entire lumber industry.

This type of resistance should not have been ignored; however,
steps were not taken to prove the worth of the Exchange and at the
same time to prove to doubting trade groups that this type of organi-
zation was necessary for the lumber industry during the inception
and early life of an exchange. Eventually an exchange under the
management and conirol of the industry should have been the goal.

In the opinion of the writer, it would have been difficult, if
not impossible, under present 'eonditions, for the lunber industry to
organize and operate an exchange on its own. Only by an effort such
as the Hational Lurber HExchange could the industry expect to create
the kind of market so badly needed.

A private corporation, no matter how lofty its motives, usually
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mist expect that the lumber trade would remain doubtful and suspi-
cious, umtil the value of an exchange covld be demonstrated. Actually
a private corporation with representatives of well-known lumber
leaders is, in the opinion of the writer, the best form of approach
for an emchange in its inception and early life,

In summary and conclusion of the study, it is quite apparent
that there were some outstanding defieiami«aa in the Bxchange which,
if remedisd, would have eliminated much of its weaknesses and would
have brought stability to the organization:

1. For instance, merbership on the Exchange was not clearly
established. It was first agreed to accept only sawmills and whole-
salers; later, it was decided to include retail yards who compete
against wholesalers.

2, Also, there was a need for sufficient funds for a long period
of time. Few business enterprises succeed immedistely and a large
reserve of capital is always highly desirsble and essential. The
capitalization of the National Iurber BExchange was insufficient. In
fact, some additional capital had %o be added within the first month
of operation,

3« HNo business is better than the individuals who manage it, and
the Lumber Exchange was no exception. There was a lack of organiza=
tion and coordination of the Exchange operation, There was confusion
between officers and workers, and between officers and officers
because of a lack of policy making, because supervision was poor, and
because understandings of responsibility and authority were limited.
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In addition, board members werse not representatives of the lumber
industry, as was highly necessary for success. Membership on the
Board was restricted to those who had invested funds in the Exchange,
and these included only two lumbermen; the remaining three members of
the Board were promotion men not in the luxgbm' industry.

lis There was also a need for a greater amount of publicity,
aducation, ard publie relations activities before and after the
Bxchanged opened. More direct advertising and personsl selling was
highly desirable and could have brought more business to the Exchange
in its inception., In addition, some publicstion and information on
prices and consummations would have been helpful in creating and
maintaining interest in the Bxchange for its members.

5« Also, the Exchange was weak in the offerings of additional
services. A lack of statistical information on prices for the mem=
bers was already mentioned. In addition, some means of factoring
sales would have helped both buyer and seller early in the Exchange,
and provided a telking point for continued Exchange operation.

6. Also, an improvement in the floor plan of buying and selling
lumber was needed for buyers and sellers of lumber. The Exchange in
1957 used a brokerage form of operation wherein list~iraders were
hired to take listings of wholesalers and buyers, and they attempted
to match these listings into consummations, or attempted to get buyer
and seller together by telephoning them and bargaining for them on an
agreed price. The brokerage or fee charged, however, went te the |
Bxchange as the list~iraders were not independent but worked for the
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&:changa for a salary compensation.

Actually, the objective of a lumber exchange would be to provide
not only a place where buyers and sellers could meet, but also a
place where market prices of lumber could be established and stabi-
lized, a situation ultimately of benefit to both producer and consumer
today.

Price stability is especially desirsble to both producer and

consumer in the long run. It is true, however, that in a short run

of operation rapid rise and fall in prices is many times more desir-
able for producer and/or consumer, as well as for irresponsible
speculators. On the other hand, the best interests of the long-term
operators will tend to lie in relative price stability, rather than
in extreme price fluctuations. Exchanges, such as the cotton, grain,
and other commodity exchanges, have done much to eliminate or reduce
the evils of speculations. Exchanges provide correct and adequate
market information as a basis for opinions of price trends which are
equally essential to the producer and the consumer, as well as to
the best type of speculation which is necessary in exchange operation.
From the standpoint of the producer or the consumer, an exchange
furnishes such things as: (1) a year-round market., Lumber supplies
can accumulate many times in great gquantities and must be carried for
long periods of time before usage, either by the producer or the con-
sumer. By exchange operation with futures markets where industry and
storage people can hedge on price-~protect their holdings, supplies

in excess of demand can be absorbed any time of the year; (2) price
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information through newspapers, radios, etc., where anyone, anytime,
anywhere can get the latest lumber prices. This means that the pro-
ducer or consumer, be he contractor or resident buyer, can be well-
informed and thus able to choose his own time for buying or selling
of lumber; and (3) a cut in middleman costs for both producer and
consumer. By both producer and consumer being able to buy directly
on the Exchange, either is able to reduce the mumber of middlemen
with whom he must deal. Hedging, available in futures markets,
results in relatively low marketing or handling costs, as witnessed
in the marketing of grains on the grain exchange in Chicago, (16,
ps 547)s The farmer benefits from this fact in higher prices paid
to hime In lumber, the user of lwer will benefit in lower prices
paid by him for he could hedge against severe price amd inventory
losses.

The importance and advantage of an exchange operation can best :
be illustrated by referring to the Chicago Board of Trade. This
exchange, the first American exchange, was organized in 1848 amd is
still operating today. This exchange has offered contimuous futures
trading in wheat, corn, oats, and lard since 1859, and in barley and
rye since 1865, (16, p. 56l). Moreover, similar experience in cotton,
coffee, and stocks show the stability of an exchange operation.
Certainly the persistence of an exchange in marketing these and other
commodities is, in itself, a testimonial to the ultimate desirability
of an exchange operation to both buyers and sellers, producers amd

consumers.
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Recommendations .

Attitudes and doubts of the workings of an exchange and its
officers would be minimized and alleviated if the following recom-
mendations were to be followed:

1., Membership on the Exchange should be restricted to pro-
fessional traders now in the lumber business, such as wholesalers
and sawmill operators, or to anyone who understood and knows lumber
species, grades, and uses of lumber and can qualify as a competent
office wholesalar or lumber broker, A member would be one who would
be willing to buy or sell not only for himself, but for other buyers
and sellers of lumber as well and would ethically represent them
unbiagly to the best of his ability.

Number of seats on the Exchange would be limited and have to
be established on the basis of the demand for represemtation on the
Exchange by buyers and sellers and on the basis of the nunber of
buyers and sellers who could not or wished not to purchase a seat
but needed a representative in buying and selling lumber. The
original purchase of a seat on the Exchange would be made to the
Exchange itself; later, any sale and purchase of any of the limited
murber of seats by a member would be made between the member holding
the seat and the purchaser, with the consent of the board of
directors of the Exchange. Selling price of the seat would vary
according to sellers' and buyers' agreed evaluation of the seat at
that particular time,

In addition to the original price, a nominal fee per each pur~
chase and each sale would be charged to the member by the Exchange
for the service of clearing cash and futures consummations through
the BExchange and the Exchange clearinghouse. This would be done
af'ter each day's operation and before the next day's Exchange open=-
ing. Also, each member would pay amnual dues on a proportionate
basis. The service fee and the dues would represent the needed
revenue to pay Exchange expenses of operation, ineluding salaries
of Exchange officers and workers.

The privilege of menbers would be defined as such: (1) all
transactions of the Exchange must go through some member of the
BExchange; (2) members would collect a fee for each purchase and each
sale that they made for their customers and would then compensate
the Exchange for services rendered by the Exchange to them. In
other words, customers would work through members, and merbers would
work through the Exchange.
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2, Sufficient funds should be assured to operate the Exchange
during a test period of not less then four months and preferably
for one year under private ownership.

It is the belief of the writer that the BExchange could be sold
to the industry through a demonstration of its value. Some kind of
membership fees should be charged to participants; but since paid
mermbershipe might be slow in coming into the Wxchange, it would be
advisable to provide a reserve that could carry the corporation
safely beyond the test period, Possibly at least $75,000 to $100,000
should be the amount of the reserve and not all of this need be paid
in, but it should be subscribed for ami available upon request.

3. The main structure of organization of every business is the
same and here are some basic principles that the Exchange should
follows (a) anthority to make decisions should be vested as near as
possible the point of original action; (b) responsibility for action
and authority to act should be placed at as low a level of the
organization structure as is possible; (c) clear statement and under-
standing of the functions of each individual at each level of
authority and each one's responsibility and authority should be made;
(d) competent persons should be placed in all key positions and the
span of an executive's authority should be limited to the number of
subordinates he can effectively direct, coordinate, and control;

(e) policy with respect to all phases of operation should be definite
and clear-cut and worded in understandable standard terms; (f)
definite objectives of marketing should be established.

L. Acceptance by industry and financial stability should be
provided by bringing into the Exchange corporation stockholders and
directors with known and established financial resources.

Since so many in the lumber industry need reassurance as to
the soundness and longevity of the Exchange, it is desirable that
men providing additional funds be well-known in the lumber trade or
ha:vela.n acceptable reputation in general business or financial
circles.

5+ The organization should be formed to operate the Exchange
at a minimum cost level during the early stages of the test period,
without sacrificing efficiency. As a matter of policy, operating
expenses should only be increased as actual business volume increases
warrant.

On the other hand, sales and promotion expenses should be main-
tained at levels high enough to be sure that the trade is fully
informed and that no opportunity is lost to fully educate whole~
salers, sawmills, and other important factors in the industry. The
test period then would be the time to sell the values of the
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Exchange. Every bit of good news should be dramatized and fully used
at this time.

6. A program of direct mail advertising combined with a tele=
phone follow-up should be used to reach a representative cross-section
- of desirable sawmills and wholesalers prior to, and during, the test
period.

Since both time and money are in short supply, a selected list of
wholesalers and sawmills should be approached by mail prior to the
test period with a complete description of the proposed operation
plan. Their cooperation should be solicited and they should be told
that a telephone call would follow within a few days to get their
answers.

. These particular test participants would not be required to make
‘an investment, and since they would undoubtedly be curious as te what
would happen, a high degree of participaticn could be anticipated.

These selected wholesalers and sawmills should, also, receive
complete reports on Exchange prices and transactions at least twice
a week during the test period. At this time there would be no charge
for this service, but it should be understood that under actual work-
ing conditions in the future a fee would be charged.

T+ All segments of the lumber trade should be kept fully
informed and the number of participating companies should be expanded
during the test period by adding seats on the HExchange.

Bvery publicity device should be used to keep the trade informed
of the growth of activity as the Exchange would progress. This,
coupled with active solicitation of desirable offerings from the
mills and desirable bids from the wholesalers would build a gradual
increase in volume as the test period progressed. All this should
be done without losing the control featurs of the test.

8. During the final stages of the test period, a review of the
menbership requirements, fees and operating policies, should be made
and announced to the lumber industry in order to provide them with
facts to formulate a final operating plan for lumber industry opera=-
tion af'ter the test period. It is important that this review and
operating plan be made before the end of the test period so as to
obtain continyity--so that operations will continue on through the
testip;riod intc the permanent operation with as little trouble as

pessible.

After the test period, the details of carrying out an exchange
program would require the development of a sound, operating plan that
has been proven during the test period. With the Exchange in full
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operation and the lumber industry controlling and managing it, some
efficient procedures of operation might be developed which would be
appropriate for a permanent operation but might not have been good
for a test run.

9« A floor trading system #sing floor traders and buying
traders might be feasible, in the opinion of the writer. These
traders would buy a seat in the original closed corporation Exchange.
This would make them a part owner in the Exchange. The Exchange
would sell seats in the same way that this procedure is done on the
grain and cotton exchanges. Each seat would represent one share of
stock in the Exchange and would entitle each trader to one vote.

All traders would be men of long standing in the lumber field,
whether they be independent, or represent some mill or wholesaler
where they were employed. Only approved a highly reputable man in
the field would be allowed to purchase a seat and operate as a floor
trader on the Exchange floor. The board of direstors would be come
posed of floor traders and representatives of wholesaler associations
and mill associations. Much of the policy setting would be done by
the board through committees and officers and other. employees would
be hired to carry out policies and perform the necessary duties and
functions for operating the BExchange.

~ The proceeds of the sale of seats on tho Fxchange would be used
to pay off the private corporation stockholders and the balance,
plus additional funds derived through borrowing and donations, could
be used to start an BExchange factoring service, if so desired.

10. An exchange factoring service would accept all invoices
that wished to be factored through the Exchange. The mill would send
an invoice to the customer and a copy of the invoice plus any necessary
accompanying papers to the Exchange. The Bxchange factoring unit
would then deduct one-half of one per cent or one per cent for the
mill trader, credit his account, and then charge the mill trader say
five dollars per car for the Exchange. The mill trader might in turn
charge the mill one per cent for factoring and then remit to the mill
one hundred per cent, less ten per cent reserve, less one per cent
for factoring, less the charges of the mill trader. Also, in turn,
the BExchange woild add to the customer's account the charge of one=-
half of one per cint, or the one per cent for the buyer-trader. If
this was a brokerage transaction, it would be handled the same way
by adding the cne per cent sent at the Exchange., This kind of fac-
toring system if operated by the Exchange would mean that an account
would have to be kept for each mill trader and each buyer trader, but
the Exchange would have its money each day after the invoices were
sent out from the factoring unit. The avove operations would mean
more record keeping, and more operating and labor expense as well.

If the Exchange wished to stay on a purely non-profit basis, the
desired feature of factoring could be done by a private factoring firm.
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11, The use of floor traders to represent sellers and buyers
would facilitate trading on the BExchange. For instance, one mill
trader might represent five to ten separate mills or more, or a
different kind of production. He would be their sales manager on
the floor. He would have a knowledge of their stoek and know
what they could produce. In addition, he would know how the mill's
lunber was produced and what their future intentions were in
regards to production. Exchange by=-laws might provide for the
mill trader to work on a set rate of one~half of one per cent for
straight cars of lumber, and one per cent for mixed cars. Among
his duties would be to list all the cars that the mill wanted to
sell and to acknowledge for the mill all the orders that were sold
and to represent the mill on any other basis that was needed at
the Exchange. He would be a combination of sales representative
and agent for the mill., This would allow the mill to cut down on
some of their large sales force and selling expense by working
through a mill trader on the Exchange floor. He would be in
constant contact with the mill, would have the right to railse or
to lower prices for the mill. He would also advise his mill what
it could expect in prices for its products. In other words, all
selling transactions of the Exchange would be with the mill trader,
A good mill trader would be constantly "working for® his mills.

He would be trying to hold prices higher and get more money for
good stock, as well as pushing the supply as much as possible,

The buying trader, therefore, would also be a member of the
Exchange, but he would represent possibly five to ten wholesalers,
brokers, large retail yard buyers, or large industrisl users. He
would represent the buyer on the same basis as the mill trader
might represent the mills-eone-hglf of one per cent for straight
cars of lumber and one per cent on mixed cars. He also would list
on the Exchange board all the cars that he wanted to buy for his
buyers or for himself. He would be a combination of buyer and
agent for the buyers he represented and would advise his buyers
on what they could expect to pay for lumber and for lumber products.
He would be in constant contact with this buyers and would have
the right to raise or to lower prices for the buyer. All buying
transactions of the Exchange would be with the buyer trader. An
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efficient 5uyer trader would be constantly "working for" his buyers.
He would be constantly aware of prices and be attempting to lower
prices as much as possible in order to get the best possible pur-
chase at the lowest possible prices.

In the opinion of the writer, if this floor trading system
had been put intc effect, the position of the Exchange would not
have been so precarious. Independent traders that have purchased
seats on the Exchange and represent both sellers and the buyers
would have provided a more sound and efficient operation. The
Chicago Board of Trade, with one hundred years operation in this
manner, is proof of that, Also, if the Exchange was to engage
in factorihg, it could finance inventories for the mills and write
contracts with the brokers of finance transit cars, besides fac-
toring purchases of lumber by wholesaler and other users.

Appendix M shows an organized chart of the trader system
operating on the floor of the Exchange. Mill traders are handling
the selling of lumber, and the buyer traders would be making the

bids for purchase of wholesalers and users.

Futures Trading
Another compelling factor in the decision of those who were
responsible for organizing an Exchange was the pressing necessity
for a lumber market in futures trading, a time tested device of
grain exchanges which would enable mills in the lumber industry

to underwrite their sales prices in advance, and allow the lumber



consumers to hedge against their costs over an extended time
period. A futures market organization was definitely in the future
plans of the men in back of Exchange operations.

This badly needed instrument would enable the lumber industry
to affectively compete with other construction materials on a
stabilized industry basis, Only through an Exchangs could futures
trading be accormplished.

Futures trading would provide three principal services. First,
it would provide for the process of hedging. The hedging function
of futures trading was formerly stated clearly by the Federal
Reserve Bs2ard, in order that the banks of the country might be
informed on this muech misunderstood subject. The Federal Reserve
Board carrying the weight of official authority, had this to say
agbout hedging in May, 19233

"The problem of hedging is of great importance to the

banks that extend credit to the merchants who handle

cotton in the United States as well as to the banks

that finance its importaticn. If the American cotton

merchant keeps his cotion hedged through the sale of

future contracts, the loans are more secure and business

can be transacted on a much nerrower margin than on

cotton that is unprotected. In England, the banker is

primarily interested in keeping cotton hedged, because

he has accepted the bills under which it is moving,

and if it was not thus protected the margin maintained

on cotton loans would have to be much larger to insure

the bank sgainst loss.” (10, p.12}-125)

Hedging 1limits losses, protects profits, and safeguards bank
credit. Eisks are reduced, costs are reduced. Bank credit being

safeguarded by hedging insures stable operations with the banks.



Second, futures tradings would provide value barometers for
lumbermen around the country. Buyers and sellers both making their
own estimetes of value and both putting their own price evalu-
ations into the market, would have the same effect as an apeﬁ,
competitive auction-w-establishing of "correct values." Usually,
the truth about market value is based upon the law of averages.

If there are cnough estimates with the law of averages, the mass
estimate is usually taken as being nearly correct. A wide market,
therefore; is our best value barometer. A futures market would be
able to supply the widest market facilities in the lumber industry.
Such a barometer is thus of the utmost value in the field of
lumber activities, and to bankers and others who must finance the
lumber industry.

Third, the establishing of a futures market at the Exchenge
would aid in stabilizing prices. In the grain exchange, where
futures trading is a major part of trading aciivity, the traders
in fubtures keep prices free from violent fluctuations which would
otherwise occur from unforeseen n&tural‘causes. For instance, the
trader who is short and is successful enough to continue in the
market sells when prices are high; and he buys when prices are
working downward. Tr2 short, by his covering supports the
market when it most needs support. In a similar way, this same
principle would work for the lumber industry. The strongest and
safest market for the mill operator in futures tr&éing would be

the one with the largest short interest in it. Indeed, in time
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of panics, the only support a market has is from the shorts., The
short, therefore has an important position in the market. It is
just as unwholesome to have prices too high as it is to have them
too low--and the short applies "the brakes" against rising pricas
going up "through the ceiling," or falling prices dropping down
into "the cellar,"™ In addition, the short does not create economic
conditions governing prices, but he merely conforms to them if he
survives long as a short. Actually, too, there are nc successful
bear raids, which 18 concerted action by shorts to cause prices
to move downward, for such manipulation of prices, if and wheu it
does occur, is against the rules of any exchange and would be
subject to suspension or expulsion from the exchange.

Along with the short, successful Bulls also apply the brakes
on prices. When prices are too low, they get into the market as
buyers. Then when prices are too high, they sell. Thus, bulls
and bears can change placesy and, also, apply the brakes at the
same time.

Putures trading is good for certain staple products such as
grain and cotton and can be good for lumber too, where there are
problems of risks incident to adverse price changes or where prices
fluctuate with great frequency. These price risks, inevitably
arising from ever-changing conditions of supply and demand, are
hagardous trade risks, and lumber handlers are anxious to minimize

or to aveid them entirely whenever possible.
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When cash transactions represent a purchase or a sale by
specified quantity, lot or grade, for a specific time at a given
price and are fulfilled by the delivery of that grade, futures con-
tracts can be satisfied through the delivery of one or more prescribed
deliverable gradas' if actual delivery must take place. Fubures trad-
ing is largely paper work with buyers and sellers dealing in futures
contracts; delivery only occurs if future contracts mature. Most of
the futures contracts on the grain exchanges merely "wash outM--
in which buying and selling of the contracts are taken up. The fact
that alternative possibilities in futures contracts exist, and the
fact that delivery, or sales can occur at any time, ‘makes a futures
trading market for the National Luwber Bxchange a strong possibility.

Lumber, like grain and cotton, has the following features that
are needed by any product or commodity for futures trading, It is °
durzble and suiteble for storage over reasonable periods of time,
without any danger of change in quality or deterioration.

Lumber, too, like grain and cotton, is adaptable for gradihg
into distinct and definite standardized classifications.

lumber, generally, is produced seasonally, similarly like grain
and cotton, thus necessitating storage over a period of time for
orderly marketing of the product.

In addition, commodities sold on exchanges should be produced
by large nusbers of producers and used by large nunbers of consumers.
Lunber is that kind of commodity. |

Trading in futures for lumber would not mean that future trading
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was to be independent of any cash trading in lumber. On the contrary,
the grain exchange has proved in over one hundred years of operation
that the two markets are inter-dependent, even though the operations
of the cash market serve not only the producers, but the consumers
as well, |

From the viewpoint of the ultimate consumer of lumber, this
tried and proven American system of competitive marketing has meant
such basic things as a year-round market, price information that is
always available, and the lowest possible middleman cosy in commodity
handling,

Lumber supplies accumulate in great quantities at seasonal times
df the year and then must be carried, in some instances, through the
balance of the year. By providing a futures market where the lumber
industry and the storage people could hedge or price~protect their
holdings, supplies in excess of demand could be absorbed at any time
of the year. A futures market for the lumber industry would provide
for all these things.

Another possibility where the Exchange might justify its
existence would be in the plywood field. A spot market, such as the
Brchange offered, would serve a need that could very well develop
into a certainty for improvement in the marketing of plywood. In
addition, it is highly possible that an exchange might be started
in the plywood industry and later expanded to other fields, such as
Douglas Fir lumber, pine, and others.

Increased production, coupled with changing demand and widely



varied sales and distribution practices have resulted in a market
filled with uncertainty and characterized by sharply and constantly
fluctuating prices. Such a market would give rise to heavy specu~
lative risks for both buyer and seller--risks which are too substan-
tial to be carried alone, without an opportunity for hedging or
otherwise insuring the risk taker. Aﬂm’lsr present conditions in the
plywood industry, there is no one to carry these risks, or in the
other lumber industries as well, fnut the producer, distributor, and
their bankers and stockholders. A commodity exchange dealing in
futures contracts could remedy these situations. Again if the
Exchange were to be designed and properly operated by the industry,
a commodity futures exchange would provide a continuing form of price
insurance for the plywood industry.

One of the compelling factors that should be considered for an
exchange involving the plywood industry would be to satisfy a press-
ing need for a market in futures. Plywood, although a mamufactured
product, has all of the characteristics required of a product which
can be sold on a commodity futures exchange. |

Plywood is capable of being graded so that one lot of a given
officially certified grade is just as acceptable to a buyer as any
other lot of that grade. A limited number of commonly accepted
grades dominate the market too.

Plywood standards are well-known and established and are readily

identified by the trade throughout the entire market.
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A plywood exchange should, too, be owned by its members. Bach
representative~-the producer, the jobber, the consumer, and the
professional trader--should all have special interests in a commodity
exchange and should together organize the futures exchange, establish
the ground rules, and take over the job of management, Only an
extremely small portion of the futures exchange contracts should ever
be consummated by delivery. The purpose of the trader in futures
exchange contracts should be primarily not to mske or take delivery,
but to cancel out every sale by an offsetting purchase, and thereby
avold deliveries by settling all differences in cash payments.
Although s buyer or a seller of exchange contracts may at times make
or accept delivery of a contract, their primary purpose would be to
use the exchange as an insurance device or for speculation.

Futures trading with its many ramifications for both buyers
and sellers would prove, as it has on other exchanges, that it would
aid in stabilizing cash lumber prices and would, also, provide more
spirited trading activity and live marketing than is being done
today in marketing plywood or other lumber, especially in slack
periods.

In conclusion, therefore, a futures market is nothing more than
& means or a device to insure and to safeguard cash tradihg that is
being done today against losses from price fluotua_'_hions by means of
a contract ‘o buy or 2 contract to sell in the future, whether

delivery is made on a futures contract or not. Buying or selling is
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made in any future month for a price which tends to equalize supply
and demand. Here is how it would work on the plywood exchange. A
wholesaler would purchase possibly a few carloads of lumber, expecting
to sell it to his trade. At the same time that he made the actual
cash purchase, he would sell through the Exchange a futures contract
covering as nearly as possible the same quantity of lumber that he
purchased for use or sale to his trade., His position would now then
become fairly safe, regardless of whether cash prices of lumber went
up or down. If the price of lumber of this particular specie declined
substantially before he sold the actual spot lumber or plywood, he
would have to sell the actual lumber that he had at a lower price
than he anticipated; he would, however, make an offsetting profit on
the futures contract because he could buy it out for a lower figure
than for what the futures contract originally was sold. Now, if the
price of lumber rose, he would then be sble to sell his cash lumber
at a higher price than anticipated and make a speculative profit, as
well as his normal trade profit. In this case, however; he wouid
experience an offsetting loss, because he would have had to buy out
the futures contract at a price higher than the futures sale.

The Exchange also could provide possibilities for making a legal
speculative profit, for those engaging in futures market activity
without any cash trading activity. These would be the speculators
who toék the risks of possible loss in price fluctuations, but also
would gain a speculative profit if their activity showed a gain.
Speculators in other exchanges are necessary and legal, for they take
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their risks. They allow, through their activity, the cash market to
remain alive, so that cash traders can continue to trade and be assured
that their cash prices will be insured by futures market prices. With-
out speculators, there cannot be any hedging as they take the risks.
Hence, without speculators there would be no futures market. Thus,
in reality, there is an interrelationship between cash and futures.

In the opinion of this writer, the value of a commodity futures
exchange is assured, not only in terms of insurance, but because of
the service which it can render in stabilizing prices and in creating
a sound base upon which to build new markets for the plywood industry.

The Lumber Exchange Institute

A brief investigation of business people in town and lumbermen
in the industry revealed some interesting facts. Informal interviews
with many people by the writer of this study disclosed that public
interest in the lumber market and the operation of an exchange, as a
means to improve the marketing of lumber, was high and that the demand
for sound, factual, and comprehensive knowledge of lumber exchanges
was generally desirable. The need for a broad and coordinated educa=
tional program was apparent because of the lack of knowledge and
experience in the lumber industry in exchange operations.

A plan to instigate an educational program under the auspices
of the Educational Information Committee of the Exchange would be
to establish an anmual Immber Exchange Institute.
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Under the Lumber Exchange Institute, a lecture course of several
weekly sessions of two hours each duration, one possibly at 3:0Q Pelile
and the other at 7:00 pe.m. would be held, This would allow many
interested people to fit the course into their schedule. The length
of the course, or number of weekly cessions in the Institute, would
depend on the amount of material that would be covered,

Ore suggestion from Mr. Lyle Baker, the sxecubive Secretary of
the Exchange at that time, was to hire & university professor of
business or economics tu act as coordinator and instructor, and to
be assisted by guest lecturers who were specialists in their respece
tive fields,

A lecture course method would be preferable. The value of come
municating lumber and exchange markebing information to people by
means of face-to-face discussions was recogniged as the most needed
method. A speaker on a lecture platform, in this case, would have
the advantage in being able to tailor his {talks to suit the particular
audience, This, it was felbt, would be desirous, espeeially, in the
Institute course, Lectures could easlly be enlarged on each subject
that was covered, as the situation demanded. Later, conclusions
could be made more easily when the questioneperiod time arrived.

In addition, color films, charts, and other visual aids could
be used to illustrate the talks and to supplement the lectures as
well, Takewhome study materials would be provided members of each
class and informative literature would also be handed out to each

member of the classes,
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After each lecture, the Institute would provide ample time for
questions and answers. Question-answer periods would include any
questions from, possibly, "what makes lumber prices go up one day and
down the next?" by a young graduate business student, to a portly
broker's inguiry as to "how much margin is required when selling
short?®

Lectures would, however, encompass the fundamentals of sawmille
ing, grades and grading, and complete marketing from ill through the
Lomber Exchange to the final user. These fundamentals could possibly
be given in a somewhat following sequence as this: "Sawmilling in
the United States"... « » « « Lunber (rades of the West Coast
Lumbermen’s Association « « « « + + Lumber Grades of the Western Pine
Association + + « + « o Galifornia Redwood Association Grades . . » »
+« « Southern Pin_a Association Grades « « + « . « Grading and Inspec-
tion of Iumber at the Mill . . « « « « Transporitatioh of Lumber-
handling, rates, etCey » « « s+ « « The Lumber Exchange and Iis
Organization, Constitution, and Rules of Trading . « « + » « Regula-
tions of Lumber Exchange . » .'. + « Cash Trading on the BExchange . .
s« s o« o Floor Procedure + « « « « » Hechanics of Futures Trading . .
e o « » Clearimghouse Uperation « + «+ « « + lumber Spreads and
Spreading « + » « o « Speculation and Prices and Price Determining
Factors . + « « « « Factoring and Financing « « « « « « Office Whole-
saler and B?’ékerago House Operations « « + « « . Wholesaler-Hill
Operations « + « « o « Bs’;ail Ym'd Operations « » + « » o Harket News
e ¢« ¢« » » » Future Possibilities of Lumber.
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The above titles are some possibilities for weckly sdssions,
and others would be added or substracted as the Institute was put
into operation,

For admittance to the course, it was thought that there would
be no necessary quelifications., The Lumber Exchange Institute's
course would be available to all interested persons at a nominal fee.
However, because of the technical nature of the course, the enrollment
and classroom proficiency should be limited to men and women in some
form of lumber activity or allied business, but including a wide and
diversified range of types of businesses with which lumber is affili-
ated in some way or other.

To name a few, it would be expectéd that accountants, book-
keepers, secretaries and typists, railroad traffic axperts, office
wholesalers and brokers, wholesaler personnel, sawmills personnel
ineluding executives and managemsnt level, large retailers, advertis-
ing account executives from advertising agencies, marketing research
people, newspaper and mag@ine reporters and editorial staff members,
television and radio newsmen and analysts, motor carrier and water
cargo tralfic and manegement persomnel, banks and insurance repre-
sentatives, importers and exporters, office managers of allied lumber
industries, ebe., would be members of the classes. In other words,

a true cross-section of any and all fields of commercial endeavor.

All elass sessions wauid be held on the Exchange floor after
cloaing hours of the HExchange. Those interested in émrolling wotld
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- contact the Lumber Brxchange Institute directly at Exchange head-
quarters, An sxample of a pessible application blank that might be
used is shown in Appendix N at the back of this study.

Pinancing of the lunber Exchange Institute would be done by
elther contributions from lumber businesses and interesis, or by cer-
tain pereaataga& of BExchange pervice fees derived from members, ear=-
marked for education, The latter m‘i}hﬁd*ﬁﬂﬁlﬁ spread the cost of
Institube operation among members of the Bxchange. This would also
aid and increase buylng and selling activity on the part of lumber
interests, for the lumber Exchange Institute would be alding the
Bxchange in expanding the scope of its operations and in its influ-
encing of the lumber industry.

In addition to the Iumber Hxchange Institute itself another
valuable aid in the educayion program of the National Lumber BExchange
seuld well be the utilization of daily newspapers, This would mean
not enly the Portland newspapers, but nam@srs in other large cities
in the country, and especially where the buying market of luwber is
located.

RNewspaper writing; and magasine writing as well, could be one
of the mainstays of ths Brxchange's educational program. Newspapers
and magazines properly informed and given free reins at the Exchange
to get news and price information; would write Exchange news and
market progress that would gain public understanding and attract the
widest possible readership by s;m:algt;ng“public demand for
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informational literature that was belng distributed by the Exchange,
and conld stimulate public desires to use the Exchange in their lumber
dealings.

Another plan that could work well with the Lumber BExchange
Institute would be to establish cooperatives with sechools, colleges,
and educational groups by ailding them to plan curricula, and by
offaring literature and films on the Erchange and itz operations;
along with this, Pacific Northwest college professors could be invited
to the Exchange to study luwber axchango operation in seminars and
aymposiums between lumber education and ﬁmhmge leaders could be
held to stimlate interest and educate all those interested and active
in the industry. By thig intensive educational program; an appre=
ciation of the lumber industry as well‘ as the Wxchange itself, would
come and more intelligent marketing angt merchandising of lumber and
Lis products would likely follow.

Education undoubtedly shonld play an important part of auy fubure
organization and operation of an exchange. The benefits and the
values that could be recelved by implementing an educational program
with an exchange for lumber would definitely add to the success of

the exchange along with publicity and sales promotion.

Swamary

The same forces for success in any business--capital,

organization, supervision, a justification for existence in a channel


http:business-ca.pi

110
of distribution, extra services of fered, and a good publie relations
and edueagtional program--are important for a succesaful lumber
exchange as well. | ,_

Briefly the éoregoing conelusions and recommendations of this
shapter aret (1) establish membership and rulas for mewbership inelud-
ing fees and privileges for members; (2) provide suffisient eapital;
(3) observe and follow principlos of mamagement; (1) place well~known
lumbermen on the board of directors and, if poscible, have all buyer
;;m seller classificetions represented on the board; (5) provide suf-
ficlent sales promotion and selling effort; (6) provide extra services
for members as a statistical servieej (7) provide for a test run amd
get the facts from the test run to formilate 2 final cpersting plan
for permasnent operations (8) set up a floor trading system using floor
traders and sell seats on the Brchanpe; (9) include an BExchange fac-
toring service for its members to aid trading on the Exchange; (10)
set up & future-é weading merket with a futures clearinghouse, in cone
junction with the cash trading merkets (11) provide for a lumber
exchange institute to educate the lurbermsn and other indirect middle=
men, ag well as the public whe might be interested in the Exchange,
and its @peratimé and trading procedures. ‘

Actually, when the time comes that lumber producers realize that
by the establishment of an exchange, they can more readily expect for
themselves a profit, they will have ascomplished that for which they
have been sesrching for many years--szn honest profit on their produc~
tion regardless of market prices. This one feature, an exchange,
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would establish security for all the employses of major lumber
conpanies and would assure them that their jobs would not be gbols
ished through é. fluctuaﬁing market. With a stabilization of assured
profits secured by exchange operations, the lunber industry, as well
as individuel operations, would have a good opportunity to operate
profitably twelve months of the year for the first tine in the luber
industry. This might be done by marketing lumber throvgh an exchange
with the zetive and heslthy support of the lumber industry.
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APPENDIX A T
FLOW CHART OF LIST-TO-SELL & LIST-TO-BUY ORDERS--CARLOADS LOTS
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APPENDIX B

FLOW PLAN OF THE LUMBER EXCHANGE

Executive
Director
N
Operations 5 | _ Administrative
Section 5 . - Section
% 4’
J -—W. E. Heller Co. <i Comptroller \\
Transactor Desks representative //

| I ] -

Bookkeeper " Accounting Receptionist
Transactor File Clerk

[ I I N B

File Clerk |
incoming & outgoing ‘

communication

//Board Boy \\ Runner \

[
l [ Agl ‘ l I [l Secretary- Machine
L

stt



116

APPENDIX C
A LIST-TO-SELL ORDER

THE NATIONAL LUMBER EXCHANGE

LIST TO SELL ORDER

Number of Cats

Price

Dimensions

Tally

Grade

Surfacing

Moisture

Specie

Shipment

Guaranteed Weight

List to Sell No.

Mill No.

Mill Name

Mill Phone

Date

Transactor No, -




APPENDIX D

A LIST-TO-BUY ORDER

THE NATIONAL LUMBER EXCHANGE

LIST TO

BUY ORDER"’

Number of Cars
Price
Dimensions

Tally

Grade
Surfacing
Moisture
Specie
Shipment
Guaranteed Weight
List to Buy No.
Buyer No.

Buyer Name
Buyer Phone
Date

Transactor No.
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APPENDIX E
A TABULATING CARD
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FLOW CHART OF PROCEDURE FOR HANDLING ODD LOTS
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THE NATIONAL LUMBER E{CHANGE, INC.

Order To Sell - 0dd Lot
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THE NATIONAL LUMBER EXCHANGE, INC.

Form EP-5
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APPENDIX K
A CONSUMMATION ORDER

JTHE_NATIONAL-LUMBER--BXCHANGRH
CONSUMMATION OQORDJIR

Number of Cars

Dimensions

Grade

Surfacing

Moisture

Specie

Shipment‘

Consummation No,

Mill No,

Buyer No.

Offer Price

Bid Price

Sold Price
List to Sell No,

List to Buy No,

Mill Name

Buyer Name

Date

Transactor No,

CREDIT APPROVAL DATE
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FLOW CHART OF CONSUMMATIONS

LISTINGS' DESKS 125
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APPENDIX M

PROSPECTIVE FLOW CHART OF FLOOR TRADER OPERATION

. A L% 7
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PROSPECTIVE LUMBER EXCHANGE INSTITUTE APPLICATION BLANK

19

To be Mailed not later than , to:
Lumber Exchange Institute

Terminal Sales Building

Portland, Oregon

Gentlemen:

Please enroll me as student in the course of study '"Lumber and
Its Marketing,'" starting , to attend classes:

Thursday afternoons at 3:00
' Thursday evenings at 7:00

I agree to abide by the regulations of the Institute for the
conduct of classes. Submitted herewith is the total fee of §

Student's signature

Information requested below must be completed in full-

NAME

POSITION WITH FIRM

FIRM NAME

FIRM ADDRESS

FIRM TELEPHONE EXTENSION

HOME ADDRESS

PREVIOUS EDUCATION (PLEASE CHECK): Grade School

High School

University

Please indicate above at what address to which you wish your ticket
for classroom admittance be sent.



128

APPENDIX O
HOW A FUTURES MARKET COULD OPERATE IN LUMBER

Although the operations of the cash lumber and the futures
lumber markets would be different, these two markets would be intere
dependent, Cash market operations would be the same on the Exchange,
as discussed previously, but the futures market would be simply a
method of buying and selling lumber in specified quantities as care
load lots of 30,000 lumber board feet, for delivery at a future
date.

To conduct futures trading, the Exchange and a clearinghouse
for futures contracts to clear, similarly to a bank clearinghouse
on checks, would meet specific requirements and be licensed as a
contract market by the United States government, possibly Depart-
ment of Agriculture Forestry Division.

Buying and selling lumber for future delivery would be done
through agreements called futures delivery contracts. In brief, a
lumber futures contract is an agreement between two partiese--one
who agrees to sell and deliver and one who agrees to buy and receive,
(1) a certain kind and quantity of lumber, (2) to be delivered during
a specified month, (3) at a definite price, (L) under the temms of
the rules and regulations of the National Lumber Exchange.

There would be no samples of lumber in futures market trading.
Grades of lumber deliverable on futures contracts would be set, with

possibly the use of the common grades and the shop grades and would
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be published by the Exchange, For instance, dimensional lumber such
as 2x kL, 2x 6, 2x 10, 2 x 12, etc, which are used for residential
construction and for general purposes thus having a variety of uses,
might be the basis for future contracts, In other words, futures
contracts and cash trading could work together in the lumber induse
try with the use of the common grades and the shop grades, and with
the use of a proper spread of lengths, as 2 x L and wider,

Hedging would be especially desirable and would be appropriately
used by all owners and handlers of inventory, by those who "roll®
transit cars without buyers, and by those users of lumber who sell
ahead for cash and buy actual lumber later for use, Also, interested
in hedging in future trading would be the industrial consumer of
lumber who buy and store for later use in building construction,
in manufacturing of many consumer wood products, as furniture and all
kinds of millwork and specialty cabinet work.

A large part of all lumber shipments originates in the west by
a method known as "transit shipments." Transit shipments means that
lumber leaving the Northwest will be destined for certain diversional
points throughout the country that are not intended to be the final
destination. From these diversion points the car is reconsigned,
perhaps to another diversion point or perhaps to a final market.

Such lumber is commonly not sold until the car is several days out
of Oregon. When a buyer is secured for the lumber in question, the
shipment will then be directed to its final destination.
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The esvence of transit shipment is shipment prior to sales Any-
ong buying transit cars without sales for these cars could well use
8 fubure market for hedging against losses on these cars before sale.

Speculatars, thove who would be willing to assume the risks of
future trading, by accepting contracts on & buy o sell basis from
the hedgers, would be found, once the Exchange's educational program
wmn@a’m ¥xehange Institute, was orgenised and was function
inge

It is sugrested by the writer that a trial or test porioed bve
first uvsed with "volunteers” from the lumber industry of st least wp
to 200 firme, as s sawple, Also, it would be nocessary to use a
separate futures board and to restrict activity to standard grades
and to lumber that was mostly used and was used for a varisty of
purposes, excluding select grades. Plywoed, incidenbially, =ight
alse be tested later for use in futures trading.

It would be desired to begin slowly with enly a few contracte
at the start. mmwmumm@muumanwwm
and would be posted on the board Ly species grade and dimension only
as price changede-and oach change in price on a transsctlon would
indicate the nariet price a8 of Lhat moment, nobt the nuxber of tmnge
acbions completed at each price,

use lumber i3 & commodity subject to price fluctustions,
acrass the countyy would kmow, bty a teletype or a closed television
commnioation, what the market price was at all times.
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With the setting up of futures trading, provision would need
be made to clear all futures contracts, each day through a clear=
inghouse which could either be independent or part of the Exchange.

Like other principle exchanges, this Exchange would have an |
affiliated organization known as the clearinghouse. Its function would
be identical with that of clearinghouses which serve the banks of
all larger cities, namely, a simplification of settlement of balances
by use of the offsetting principle.

Ay the end of each trading day every member of the Lumber
Exchange either directly or through another member of the Exchange
who was also a member of the clearinghouse, would submit a recapite-
ulation sheet showing all transactions by the member for that day.

At the close of each day's trading session too, the clearinghouse
would establish a settlement price which would be approximately the
closing price of the commodity for the day. The same settlement price
basis is used by other exchanges, and all transactions of the day are
computed against that price, Here is how it would work as applied
to the lumber industry. If one mewber sold to another member 30,000
feet of lumber during the day's trading session at $560 per thousand
feet and the closing price or settlement price reaches $61 per
thousand feet, the buyer would have said to have made $30 and there-
fore would credit himself with this difference on his clearing reports
and on the other hand, the seller would have said to have lost §30
and therefore would debit himself in that amount.


http:clearinghou.se
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The clearinghouse would get reports from Exchange members and
keep a fubures position and a margin position, on each member, much
as the grain exchange clearinghouse does. The individual Exchange
members would, in turn, keep a fubures position and a margin pbsitim
on each of its customers. The members of the Exchange would pay the
clearinghouse a small fee on each transaction for its services,

Details of forms and the workings of the clearinghouse from withe
in itself, and the workings of the clearinghouse between members and
the clearinghouse itself could be worked out and patterned from the
grain or cotton exchanges, with changes being made that were neces=
sary to meet the intricacies and differences of the lumber, the grain
and the cotton industries,

Because lumber is a sbaple product,because lumber can be used
for & variety of uses, because lumber is a product that can be
standardized even though it has many species, grades, dimensional
cuts (but stay with the standard grades and cubs), because it is a
product that can be stored, and because it has many more mills than
grain has producers and grain elevators, a futures market might well
be established for the lumber industry.

Opposition to the establishing of an exchange and a future market
have stated that lumber is a semi-finished product, whereas grain and
cotton are raw materials, but eggs and powdered potatoes are also
semi~finished goods that can be used still further for other possible
uses, other than terminal ussge, and these items are sold on an
exchange with futures trading on the Chicago Mercantile Exchange,.
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A futures market is one form that might be the answer to the
lusbermen's dilemma--the need for soms kind of risk distribution
on prices of lumber, 1% is true that this is not a perfect solution
to the marketing function of riskebearing, but it is a step in the
direction of price protection, and it has worked before, as wiinessed
by the other commodity exchanges in the country that employ facile
ities for both a cash trading and a futures trading market.





