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NATIONAL LUMBER EXCHANGE IN PORTLAND 

Chapter I 

INTRODUCTION 

The National Lumber Rxchange was the first at~mpt 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 industry1 but old to other 

industries such as the grain and tbe cotton industries, met with m.any 

problems. These problems proved to be the downt'all 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 com• 

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 scope of their markets. 

The Problem 

Statement .2£ the _P.._ro..,b_l....em..... 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 determ:i.ne 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 wbether a lumber exchange would fulfill a need 

http:determ:i.ne
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for a new marloalting program to move lumber and related products to 

the ultimate oonS'Illller more rapidly and economically. The basic 

question to be answered here is, "Can an Exchange justify its exis­

tence?" The answer to this a.e tar as the National Lumber E~change 

was conc~rned would have to be •no," baaed on the history of its 

brief operation. In answer to an exchange for lumber tor the .future, 

the answer would be ",._s," and chapter six on recommendations -.nd 

conclusions points this factor out. 

~ortance !! tne Studz. The paramount nesd for changes in 

tradition, custom, and precedent in marketing lumber for eo many years 

brought about this exchange and made this study- possible. This need 

for change has eiaphasized problems of lUlllber .t:i:rms, mills and whole... 

salers, long entrenched in traditional ways o.t selling and bu:f.i.ng 

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 at :m.aFketing 

lumber and who are 'Willing to pioneer a new procedure 1n the lumber 

field. 

It is also hoped that this study will give lumbermen an insight 

into the possibilities of m.a.r:tooting a standard product like lurllber on 

an exchange, siln.i1.a.r to the marketing of other standard produots such 

as grain and cotton p~oducts on exchanges, and thus provide a guide 

http:bu:f.i.ng
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to the making of future plans for the lumber industry. 

Methods ~· This is a case study in which the writer observed 

the prelilninary and actual operations or 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 detaUed investigation 

and an accumulation of qualitative and quantitative data from a number 

of lumber respondents both inside and outside of the Exchange •. 

Tl;lis 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 effee• 

tive than a ease study approach. Materials used in this research 

included 1nf'orm.ation 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 jud~nts not based upon 

evidence presented. It has been the writer's intent throughout the 

study to get objectivity by diagnosis, and to avoid as much or the 

element or subjectivity as is possible under the circumstances. 

Limitations .2£. the Stu&. Review and observation began on this 

Exchange b7 the writer after approximately three months of preliminary 

work by the Exchange but prior to an additional tbree months of 



4 

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 ot lumber 

before the emergence of an exche.ngeJ also, this chapter discusses 

how lumber has been mo-ved 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 LUl'llber Exchange with a grain exchange at 

Chicago, Cbapt.er IV follows next with an eXposition on the acttl&l 

operations, Paper forms and paper form processing are described 

verbally, with flow charts and Ulustrations on these operation aids 

being placed in the Appendix. Also1 the results of trading on the 

Exchange a.re given, and t he chapter closes with a reS1li!Je of future 

plans of operation of the Exchange by' the board of d.irectors..;-plans 

Which never materialized-·namely, the use of factoring, automation, 

and an elaborate educa~ional and public relations program. Chapter V 

discusses the weaknesses of the Exchange. This chapter includes, also, 

what some of the lumbermen in various levels of lumber marketing had 

to say about the lumber exchange. Chapter VI, the .tinal chapter, sum• 

marizes and concludes, and gives recommendations and possibUities 

that might be used in the future for a lumber exchange, including 

http:Cbapt.er


futures trading with organized speculation, and the setting up and 

operation o.f' a lumber exchange institute needed to educate lumbermen 

and the public in the operations of an exchange. 

Definition Of Terms Used 

!!!.!. Exchang!. In the thesis, reference is made, at times, to 

the "Exchangeu in place of the full title, "National Lumber 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. 

Exchanp. This is a market place where buyers and sellers may 

meet and trade by making bids and giv1ng orders or offers on goods 

that are available for aale. An exchange is, thus, a marketing 

mechanism used by some commodities in the distribution of those 

commodities, 

~ !!! !! Exchange. Admission to membership of an excha.nge 

requires usually the purchase of an already existing membership, called 

a seat, as the charter of incorporation limits the tota1 membership. 

~,!!!!!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 '!mown as 

futures trading. .A.J.l trading is done by contracts wit-h little 
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thought of actual dDlivery 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 o£ the products involved.• 

Sell Short. Arzy- trader who takes a "short" position in the futures 

market by selling a futures contract involving the delivery -of lumber 

that he does not actually own is S$l.ling short. The trader has taken 

this short position because he feels that prices are going to drop. 

~ Long. Ant trader 'Who takes a "long" position 1n the futures 

market by bey:i.ng a futures contract involving the receiving of lum.ber 

that he does not actually want is buying long. The trader has taken 

this lo~g position because he feels that prices. are going to rise. 

Hed§!p.g. Business acts involving, basically, the shif'ting of 

the risk of' price nuctu.a.tions from one party to another party are 

known as hedging. Hedging consists of a si.multaneous purchase and 

sale of equal amounts of a com.'·nodit,-, with the eXf»etation that the 

losses on one aet will be offset by a. gain on the other when the hedge 

is closed. It, thus, is a meM.s of getting some degree of" protection 

against inevitable price changes and protecting the one who is hedging 

aga.inet a.ny- losses from. a normal proi'it. 

~ Tra.ding. When eash dealing is carried out with imrnediate 

delivery of the lwnber, it is known as spot dealing. In practice, 

however, many dealers and writers use the terms "easll11 anc;l 11 spot•• 

interchange•bly. 

http:bey:i.ng
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Factoriag. Factoring is a process of financing in the form of 

buying accounts receivable. The factor, a middleman in f'inancing, 

acts as i4i.e credit dapartment of the concern whose accounts he buys. 

He passes on the credit of the buyelrs and guarantees the payment of 

their accounts. The usual method :ts to have the account made payable 

to the :!'actor, Who pays the seller as soon as he receives the inToice 

and the bill of lading. 
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Chapter II 

NA.RKETING OF r;mmEH Bl!l"'OHE 'L'HF EHERGENCg CF AN .EXCHANGE 

The dis tri'but1.on cf lumber products from savrr.rl.lls is a..11. enorn10U.S 

om~ beca1.v~~e of the faet that the eentcrs of production generally are 

far reNcve<1 frcm the consul"ler ar€as. There are many thousands of 

sepa:c·ate and distinct ll'..am.tfacturing t.mts an-:: construction u.zers 

conpetL"lg rltb. eac:h oiiher in thee e llP'..rkets. 

The probler..,s of :ruo·;rln6 luri!ber t.r., the u.lt:l.mate point o~ consump­

tion, either directly or throug:t1 the rned:h:t."!'' of a middleman~ are 

int.ricu:i;o ru1d comple>'.... Amons fe:.ctol'S cor:troJ.ling the move.."!tent of' 

lumber -to it:s destinat1 on aret (l) th~ denm..11ds of tha l"tl?...:rket. for 

d:iffer.ont species ha·~,ring bot-h general and spec:tal US&'3 1 such as 

construction, ho-me building, or packaging; (2) the prices 1 at the 

point of deli1rery of speeies 1dth lir.'lited use ar.td thosP. 'tihJ.eh :rll.lght 

serve as substitutes for othel.. sp~if>..s when used for similar purposes; 

(.3) thtc} cost of delivery from tho sawmills to destination; and, (4) 

the a·'railability of lt'll'llher a't~ periods of peak demands. 

Impo;r.tance of I.unlber in tbc Ha.tionnl Econozv 

Lumber is an i:mportant factor in the American econO!f'.y. There 

are numel"ous species of trees growing in these United States. 

However, only a limited number have commercial importance. The 

American Lumber industry is developed to produce varieties o~ sizes, 

species, dimensions, surfaces, and select, conunon, and shop grades for 

http:tri'but1.on


9 

purposes and uses. According to the last published Census of Manu• 

factures in 19$4, .321,199 people were employed 1n various lum.ber 

activities: wholesale, retail, logging companies, and sawmills. 

These data are baaed on a survey o£ 19,778 lumber fim.s reporting 

to the government. The total payroll in the lumber industry for the 

same year was $9o6,647,ooo, (22, p. 42). The lumber production of 

so.ttwoods aild hardwoods by the lumber indUstr.r in 19$4 was 

.36,.3S6,ooo,ooo board foet. Oregon, Calitornia., and Washington, in 

that order, were the tllrae largest producers or lumber, accounting 

for approximately 47 per cent of the totaJ. lumber production of the 

United States in 19$4, (22, p. 44). The total national carloadings 

of revenue freight in 1954 were 33,914,953 ears, of which 2,084.,866 

were lumber and lumber products. This represents approximately 

seven per cent of the total carloaciings of the country, (1, p .. 24). 

The value of theee carloadings was estim.a.ted to be $3,247,ooo,ooo, 
(1, P• 24). With these figures available, it can easily be seen 'Wily 

Portland was selected as the site for the National Lumber Exchange. 

It was ideally centered in the state which is the largest producer 

of hardwood lumbe.r .. 

From the viewpoint ,of the bankers, the railroads, the ocean 

shipping lines, and those undertaking tbe risks o£ transportation, 

delivery, and payment, lumber has these advantageous obaracteristies: 

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

2. It is not readily a.f'fected by changing styles; 

3. It has a prompt resale value; 
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4. It is not attected by heatt cold, or oU.tio change$J 

S. It ia not easily stolen becau• of its weigbt and bullet 

6. lt ~ Nad1ly be 1naurecl at relat.i"felT l$w ~tea. 

Ctwtnela Of D1stri.but1on 

A chat'mel of' <llstribut.ion ia the co~ whioh is 1iak$n :1n the 

tranaterrtng of title to a product. there ant ·~ ld.n.dJl ot middle• 

men with several channels of distribution in lumber. According to 

the west Coast ~n's Aseoeia.tion, middlemen 1n 1\Dlbe:r distri• 

bution are divided nat1onal.17 into fout' c.a~gor1es: (l) thoat 

specializing in buying &Dt.i eeUing of l\lr'l.ber 'b1' tald..ng title to the 

goods and ca:rrying u itrtento.,-; (2) thos. bUfing and selling an4 

tald..ng title to lumber, but, not handling the lumber and, h$nce1 not 

ca.r:t71ng an inftnto:r,-s (3) those pb7s1c.U.,O handling the l'Wllber, but 

not. taking title to t,be lm.bar flr maintaining an 1nventor.n and, (4) 

thos neither bu.y:tng nor sell1ne;, neither taking title nor hand)JngJ 

but being detinitely a pa;rt of any cl:lann$1 ot. distribution ot lUlllber 

1n the countey b1 perfol"lling functions other m~ an not able 

to do. 

In obeerving the act1'¥'1t1es ot the lumber indu.trt.ry and from 

apeatd.ng to lumbe!' leaderc, tbe wrttor concluded that the most typieal 

and ooson eharmal. o£ distrib'.ltion of lumber today itu sawmill•to• 

wholesal.er-ret&:Uer-.-to-ueer.. Al\hough, at tilt.aa, it appears that 

there is no rw-cessary economic !unction to be i'ult:Uled by JllidcU.ensan. 

in tbe aemni.l f':heme of distri'l>tttion, th VC'l'J exigencies ot l'Wilber 

http:apeatd.ng
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diat.ribution seem to demand their liJil"Vices. 

Oer.eral.ly, ll considerable period e]Ap•s bett~Mn the U. ot 

logging UJd sawmill op.,ration.s and the ti'ma ol ult1.mate up attA\r 

aeasotd.n.g1 handling, •oo t.~spot"~tioa. Oonaidarable fir'Ancing i$ 

~d wsuall7 to carey the bu:rden 'In th0 iltta:rUt. Sawmills hav. 

their own ?l'C)\'Wtnl$1 both those ot IWit'katin& tnrougb their own sales­

men and also those involving lJ.nd.t&.ti~n• of manutaetur(t. The foraste 

protb~eing l'P •wl"1als for the~e m1l.la vary from distrtot to 

district, (41 P• 64) • KillS &J'e geMrally fa'!' !"~Wd froPl ·the CUS• 

tomeroa ami, conaqt1111ttl71 t.be1-e are many lliddlelun :i..rl the marketing 

ot lum.ber frcm product.ion to ooneumption. In spite &1 the avdl.• 

abili.t¥ o:t ~n, large sawmUls oEten Mint.ain a ~PfScitJ.iud 

eala~ foro• and sell direotly to large 1ndlur~riel. •nte!'Pri•s, or 

otbe!' consumers, thus elim:1nating the ttse of midc:U.emen. For instance, 

eawmUls often -perform all tho marketing funotion& b,y salUng di:rectlT 

to large industrial eorporat1ons4 to contractors he.~ l..arge con­

struction operations,. and to other proniinent buyel"s1 ncb as, r.U• 

roads, oil com.pa.td.e$1 4114 m1n.e owners. 

1he wholetsa.l~re, the first group of' ncldl..-n l1$ied. above, art,t 

lumbelWn ma.intaini.n« sales organt~ationa, having orricee, a!1Cl 

assuming .oredi.t risk:t, aa wll aa inventf.'Jey obligllti.ons incidental to 

the t.ran~PGJ"tation ana distribution of l~r. The wccesa of whole• 

aal4r• depends upon their Jmowledge of the .eoUI"'ae of EJl!PPlJ' and their 

ability to avel~ &alee. E'ftey carloa4 of lumber aold tJ1 wbo:taule~ 

coqMStee witth 81mUaJo l\Diber sold by eavm;UJ.s, ae both groupe, ~ 

http:aeasotd.n.g1
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times, are competing 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 bU\Yers. 

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 conSUllling 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 group 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 

lmnber products. Occasionally, wholesalers may handle all domestic 

species of l'lllJlher and various o'ther forest products, 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 serv:l.ce to tbe small producer, as 

well as the large producer at times, of both hardwood and softwood 

lumber, because without him the small units would not be able to sell 

their output to advantage, it at all. The wholesaler concentrates 

the output of numerous small mills, re-m.anu.f.'actures it lilhen necessary-, 

and distributes it in the form of carload lots whieh best meet the 

needs or factories and other consumers. 

http:serv:l.ce


In addition, the 'Wholesaler o.fte.n specializes in the needs of 

large lumber buyers, or in the requirementag of a limited territory, 

and through his personal acqUAintance with conditions ie better able 

to complet& the sales transactions than ehipper can do who ie located 

in the far-off distance. He knows the customers in person, relieves 

the shipper from an excessive investment in distributing !'acUities, 

carries at least a part of the credit risks, and performs other 

valuable services which the shipper often cannot do to advantage. 

Many of the larger l'Wilber producing un1ts find it impossible to move 

their entire -product at a reasonable cost a11d a satisfactory priCe 

without the service of the middleman. 

Sorlletimes, wholesalers operate as "selling agencies" or sales 

exchanges in the distribution of the products of a group of mills. 

This is often performed with interlocking ownership which pool their 

'sal.es. Such an exchange, whicb. is the closest form ·or the exchange 

in this study, not only enables mllls to reduce their expenses by main• 

taining ono sales department, but also to handle ord$rs which ind.iv~.d­

ual mills could not fill. This is possible not only' because of the 

greater volUl'I'W of product available, but primarily because orders can 

be so distributed among member mills that stocks at individual plants 
I 

can be kept more nearly "balanced." "Selling agenciestt also 1118¥ pur• 

chase lUmber !rem manuf'act.urers who are not :members of the exchange,. 

and offer it for sale together with the product of mttmber mill-a. 

These agencies or exchanges are incorporated bodies,. and th~.Jir sales 

methods vary with the general purposes for which the exchange is 



organized, some being operated for profit, and others being designed 

to market the lumber for the a..ffiliated companies at cost. These 

sales agencies or sales exchanges are the forerunners of a lumber 

exchange, national in scope, and operating for both buyers and sellers, 

but not ta.king title to the goods, much as an exchange does not do. 

Actually, there are two types of wholesalers in the marketing of 

lumber, (4, P• 82). First, there are those having large wholesale 

yards located at some point or points between the mills aruit the mar• 

kets, where they assemble, grade, dress, season, kiln dry, and handle 

the lumber. In the East and in the South1 wholesalers of ten buy mill­

run lumber at a stated price, regrade it, and dis'tribute it. Some­

tinies, 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 pla.ce because of necessity, or because of the desire 

to expand and increase profits from operations. 

Second, there are wholesalers bu;ring, 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 lmown in the lumber trade as office 

wholesalers. They may have one or mpre buying offices in the produc­

ing regions in which they are inU!lrested. Office wholesalers often 

assist both mill operators and buyers fin&ncially by extending favor­

able terms. Generally, this t,pe of wholesaler invests comparatively 

little capital in his business. They are especially valuable to users 



or l'W'Jlber in the ae!'V'ices the7 are able to flffer b'~J78r•1 auch a.e, 

:tntormation on ear nu.m.bere1 time of' shipm.enta, and data about ~· 

and conditions, whiCh lUll operators at distant points are less 

~acW.y able •r 1f1ll.ing to giv. blqera" 

In purchasing, all twea of ldlol.eaale~s Jfl&'1 buy up stocQ in 

advance ot eales and hold them for a r186 in prices, or they Jlf/&1' aell 

in ad.vanee ot the:l:r purobaeea. This latter practice ia not too pre• 

valent to<~q· for wholesalera are eonatantl7 in tou.eh w1tb mills on 

atooks and on offerings, and generally know at what prices lwaber may 

be purchased.. As aoon as sales contracts are consummated, orders are 

coYered by ldloleaalers to tbe best possibl~ advantage to tbam.. Whole• 

aal.era usually have numerous sources from which to draw l'Wiber • and to 

know wh._... $Ul"t)lus atocka of given 11hea and grades are a.vailabl.e. 

Surplu et.ookls are purchaeed (or caeb !!'Ol!l sall mille at SOlie con• 

cesaton in prices• . Whole$1ll.en• off1cea are a~lied weekly with 

o.t'feri.D.g sheets f:t'ODl mUl operators who facUitate tbe purchasing ot 

1\U'plua atocka. In addition to their knowledge ot aourcea, whole• 

.-l.era are experte in traffic •~tva, partioul.arlJ' 1n flteigbt ratee 

and in routing ol raUroacl and truck operations and act1nt1ea.. Aa 

the mUla are ch:ietl.y interested in delivered prices,. the Wholeaalere 

must reconcile both Blill8 and :retaU yards to their on &dftntages. 

Commissions earned by Wholesalers are usually t1w per cent of the 

t .o.b. mill val•• 

There never baa been complete harmony between u.nutaetlll"8ra and 

wholesale dealere. M~ large producers have te~ to aseume 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 

out., the activities of the wholesalers represent an essenti.al. feature 

in distributing not only the output of the 8l"mY' of small mills, but 

likewise an appreciable part of the large mill production. 

Another middleman in the same category of merchants as the whole• 

sa.ler is the operator of the retaU yard. This t,pe o! 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 ltllllber since he sells in both large and 

small lots to a.n.yom and everyone, and constitutes the final stag& in 

the marketing ot lumber. From the very nature of the business, the 

retail yard operator incurs heav.r costs, such as, taxes, insurance, 

unload.ing1 pUing, handling; and distributing of the lumber. Storage 

and overhead charges are exeeedingl.y high for he must maintain large 

stocks of lum~r in various species and sizes in the yard. 

The success of the retail lumber dealer depends somewhat upon his 

location with respect to the consuming area and market, the energy and 

efficiency or his mana~m.ent, the conditions of his terms and prices., 

the advertising and the merchandising policies, and the programs and 

the procedures~ Practically all buyers of lutllber, outside of those 

in areas where sawmllls are situated, purchase through reta.U yards, 

except the larger industries, the railroads, the mi.nes1 the oll com• 

panies, the shipbuilding firms, and the construction companies. 

http:essenti.al
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Tbese large users can atford to purchase in carload lots and have the 

necessary storage f'ac:Uitiee, (5, P• 87). 

The second category or middleman are those wo sell and take 

title, but do not handle lumber. In this group, there a:re office 

wholesalers (discussed previously with wholesalers), direct buyers, 

and line yard. buyers. 

Another class of middlemen that have the features of' this category 

of middlemen, but do not take t:l.tle, are known as commission men. The 

commission men sell purer,. on a commission basis1 and take no respon• 

sibUity for shipments, deliveri&s, or payments of accounts. They 

sell for either mills or wholesalers, or both. Commi.aeion men occupy 

an important position in the channels of distribution. Their com­

mission is usually paid upon shipment of the order.s, or at the end of 

the month. However, some firms pay commission men on the basis of 

one-half' on the acceptance or the order, and the balance on 1 ts final 

delivery and payment. Commission men or lumber brokers, as they are 

often named, oparato on different bases of COll"..missions. for instance, 

their commission nt.ay vary from approximately fift,- cents per thousand 

board feet on lower-priced and highly competitive lumber such as 

roofers, small dimensions, timbers, co..'ill1l.On grades, to $1 to $2 per 

thousand board feet, or even five per cent, on high-grade hardwoods. 

Commission men, when buying similarl,- to ctrop shippers in other indus• 

tries, bill lumbar shipped in the names of their buyers rather than 

in t.heir own names. This billing -procedure is the direct opposite ot 

office wholesalerst operations, (5, P• 1.48). 



Other types of middlemen in the same classification with com• 

mission men and of'fice wholesalers are the direct buyers and the line 

yard bu.;.rers. 'l'he direct bUJrars operate on a salary basis when work• 

ing and buying directly for a compan~r, and they operate on a comrr.ission 

basis when ~m!'ldnv ind~pendently a.s n1.ddlemc.m. Working independently, 

t,he~r >rlll buy d:i.rnctly f'rom sawm:Uls for accounts such as, railroad 

companies, mine owners, and some large indus t!"ial flrms of the factory 

type. They also m::1.y buy from large sa-wmill .. \·:r\··oJ.esalers. Lin~ yard 

buyers, too, working on salaries or on commisqions, m~y or may not 

be independent middlemen. Very often they are regarded aG buying 

office cooper::?·::i ves 'i·Then they repres~,.,,t or actually' work for Ilk'UlY' 

retail yards that they serve . 

The t...hird category of llliddleme..l'l a. ·e those who are nej. ther buying 

nor selling, who are not takinfr title, but who are handling the lum­

ber. These middleme-..n are both private and public transportation ' 

companies workine on a contract or non-contract basis . Lumber is 

princip:3.lly moved by rail, but truck and water transportation are 

used extensively too. A few of the large lumber companies, such as 

Weyerhaeuser Company a.nd Pope and Talbot I4tunher Ct.):dpa.n:y, h.?~ve their 

own motor and water tran.sportn-tion equipment. Many of the larger 

saumills and larger wholesalers have contracts wtth private carr:ters 
I. 

to handle ail of their shipping needs. 

· 'l'h.e last group of middlemen found in the distribution of lumber 

are t.J:Hl>~e that nt3ither buy nor sell, handle or take title to the 

ltunber. Houever, the~r play ir:q.1ortant 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 or distributing lumber. 

As indicated above, there is a. wide variety or middlemen involved 

in nUMrous 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 inefficiencies in the lumber 

marketing system. There are m&rlY' lumbermen who real.ile that the 

methods of manufacture have advanced with the advent of new processes 

and tools; but, during the same period there bas been no detel'lllined 

advance 1 no education of buyers or sellers, no original approach to 

the revamping of the marketing system by' the utilization of .advanced 

methods 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 variety of tree species forming the raw materials, 

each haVing diverse mechanical and physical propertiesJ the multitude 

of purposes for which llliUber is used, approximately several thousand 

items; the thousands of producers whose annual output ranges from a 



I 

20 

few, to thousands of carloads; and the lack of adequate cooperation 

among producers, middlemen, and retailers who place the products of 

the industry in the hands of the consu.m.er. 

It is a well recognized axiom. that contt:nual flu.ctuaM.ons in 

prices result in a decreased demand for lumber, and oth.er products, 

because the b~r is loath to make purchases when there is not a 

fairly wll...establishe.d price level for a given commodity. The pro• 

blem is, thus, how to attain harmony between production and consumption 

in an industry whose producers vary so widely in financial responsi­

bility, in capacity to produce, and in knowledge of markets and 

marketing procedure. 

The idea of a central market as an exchange from whet"$ man;r 

blJlerS and l'llatlY' sellers could meet and trade was an attempt to over­

come these inadequacies and disaa:vantages of present day tlarketing of 

llllllber. 

In Chapter III, the development of the exchange for the lumber 

industry is discusseQ. with the rules of trading, as well as a com• 

parison of the lumber exchange with a grain exchange operation.. From 

the foregoing part of this chapter, it can be seen that with the rlde 

variety of m.iddlemeD, each with his l.ndividual system. of merchandising, 

there is a need for a change in m.arket:J.ng and p:romotion of lumber, an 

exchange, or some new means of marketing to eliminate some of the 

wastes and inefficiencies in the lumber industry. The eduea.ti:on of 

buyers and sellers would tllen become highly important j.n ey eigni.fi• 

cant change in the channel of distribution from what is now being 

done currently. 

http:m.arket:J.ng
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Chapter III 

DEVELOPlni:NT CF THE EXCHANGE 

'l"he Arrrr;r, fie."'ri/-, HI!d Air Foz·ce all procure finished lumber in 

carloac"s or larger lots tl1ro·u.eh the Lu.w.ber Procm·emant Division of 

the Corps of F:Jlgin.ee:rs of the Arrey'. This is part of the overall 

service unification program. In addition tc r;. central office in 

St,. Lm~is, two subsidiary of'ficeE' a:re ::li\'.u<ate:: near ".he sources of 

supply,. A.tlanta, Georg:i.a and Portland, Oregon. 

At P.tlanta and Portland, the government cond:u.cta lumber auctions 

from tima to time Wher"~;.•er· it is nec~&i;$a:cy for the government to fill 

it..s lumber needs. These auctions actually operate in a reverse manner 

to the workings of e.r~ oruina.ry fruit,. livest~ook, or t.oba.cco auction. 

Sellers, representing sawmills and large wholesalers,. calculate prices 

and submit bids to the government based upon buyiP.g lists published and 

circulated by the government. Neither quotations noz· inquiries are 

made, as all luw.ber sold to the governmen't is based upon the govern• 

mex1.t J.j.sts <tnd the seller bids. The lowest bidders receive the orders 

and consum~uations are made on a spot basis, ~:r otherwise on a similar 

basis as in retailing. 

These gover-mnent auctions suggested t.h.:; desirso:i:1.ity of' an 

exchange for the buying and the Belling of lumber in private business. 

It was felt that. there was some similarity bet.ween an auct;ion a.."ld an 

exchange, as well a.:; signii*icant differences too, in t •.'la·t they are 

both r.JE.irketing places for buyers and sollers to meet am to ·tz·ade; 

http:oruina.ry
http:tl1ro�u.eh


22 I 
and that a continuous operation of this kind operating under definite 

rules of trading vrould be a quicker and more efficient way of distri• 

buting lmn.bGr when compared to methods and cha.imels of distribution 

in use today. Mr. Lyle Baker, the originator of the exchange idea, 

approached and induced a group of .four men, namely, l-1r. A. Mills, 

Mr. H. Van .Allen, Mr. G. Talbot, and i'lr. J. Perr;r, to form a corpora• 

tion for the purpose of setting up and operating a national l'UI!lber 

exchange with headquarters in Portland. A corporate charter was 

drat-m up with the official name of National Lu.11ber Exchange and, with 

an application, was approved early in 1957 by the State of Oregon. 

Capitalization was set at $761000 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. Next, a sum of 14,000 vas 
-

appropriated for surveyi..-1g the lumber industry and .for getting the 

preliminary phases of the Exchange started. Broch't~res, publications, 

and lettars were composed and sent out to interested lumber people; a 

board of directors with individual retsponsibUiti&s was formed; a eon• 

stitution 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 sta£f of six experienced lumber 

men rms hired and dispatched for field public relations work. These 

men were to be the core of the Exchange. They were hired to contact 

wholesaJ.ers personally and induce th.am to join the Exchange as b\¢ng 

members. Later these men were to be the transactors for the Exchange 

on the Exchange floor uhen it actually opened. Direct mail and 
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telephone eolieitations were used mostly to c:ontac:·t mill operators, 

as not much resistance was anticipated with mills as selling members. 

A suite or rooms for offices and a large room for trading we:re 

rented in tho Terminal Sales Building in Portland. In addition, a 

sixty•foot blackboard for lis.t1ng offers ana bids was secured and set 

up on the trading floor. Next, an arra.ngement was ma.de with Relil.i:Qgton 

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

paper work of the Exchange • 

Before the Exchange eou.ld open, however, it became a.,.nparent that 

additional capital would have to he obtained !rom other sources, such 

as the selling of additional stock or the borrowing from banks or 

private individuals. Additional capital was received when llr. G. 

Talbot, a Pacific Ooa.st regional wholesaler agreed to provide an 

additional amount or $65,000 to the young Exchange as a loan with a 

limited interest rate of 2! per cent. 

The original plan for the Exchange was to sell memberships to 

sawmills and wholesalers and to be a listing board for the mills and 

the wholesalers. The mille would list lumber for sale in carload 

lotsJ the wholesalers would list offers to buy lumber in carlolid lots. 

The Exchange would then transmi.t Wormation to both parties 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 $$ p•r car on all listings for sale on the exchange, 

whether listings were sold 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 oar 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 carloads purchased at $5 per oar to apply to 

the $11 000 membership fee. In other trords, · the wholesaler would be 

paying in advance for 200 carloads of listings and the mil.l would not 

pay anything in advance for offers that were listed. 'l'he thought 

behind this organizational factor -vras to insure buyer listings; it 

was general agreew.ent amongst board of directors at the exoha.ng• that 

resista..nce would be from the buyer, :r·athar than from the seller. 

With more money problems plaguing the E:col'.z.ange a >t-reek before the 

scheduled opening, the chairw.a.n of the board, Mr-. G. Talbot, made a 

hurried trip east to look for additional capital from other soorcas. 

While he was in. the East, the schoouled date for the opening arrived, 

October 21; and the Exchange was opened at 7:30 a.m. The kohange 

opened with its futu.re clouded with uncerta.:tnty~ 

Rules Of Trading 

There were eighteen rules of trading passed by the Board of 

Director IJ of the National Lumber Exchange ill the summer of 1957 • 

These rules listed in the National Lumber ~changets Constitution and 

Rules of Trading manual {17, P• 15-22), were as follows: 

Rule 1. The Eltchange shall be open for transaction of business 
on every business day in ·t.he State or Oregon, except Saturdays, 
from 7t30 a.m. to 2t30 p.m. 1 Pacific Standard Time, and at such 
other ·tiimas as may be determined by the board of directors. 



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 ma;;r refuse to 
list, suspend dealings in or remove trom listing, 8liY' lumber 
or allied products offered for sale or for purchase. Also; any 
member that has been aggrieved by any such action of the Listing 
Officer ma;;y appeal to the board of directors, whose decision on 
the matter shall be final. 

Rule ). 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 luni>er in one rail car necessary to 
make the minimum weights. The unit of trading in cargo sales of 
lumber shall be 1n multiples of one-thousand board feet, and for 
purposes of computing fees chargeable, thirty-thousand board 
feet shall be the equivalent of one carload. 

lule 4. All bids and offers listed on the trading board will 
be made on a nnit basis and to the even halt dollar on a per 
thousand board feet basis.. 

Rule ~. All bids and offers on the Eltchange will be made on 
an r .. o.b. :mUl 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 w1thdrawn from the trading board. No 
withdrawals shall be allowed, unless accepted by the Listing 
Officer. Bids am offers shall be regarded. as accepted in a 
consummation upon the filing by a member wi.th the Listing Officer · 
of a notice of aoQeptance. Notices of acceptance shall be 1n the 
form prescribed by the board of directors am 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 of fers to the 
Listing Officer. 

Rule 7. Alt bids am offers on the Ex:ohange for mixed carloads 
will be determined by the Listing O.t"ficer. Be will deem what is 
to be odd lots and what shall be handled by .members on the f'loor 
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. Inunediate shipment shall be defined 
as two weeks or sooner from the date of acceptance of the bid 
or offer, unless otherwise sp'ecitied at time of listing. 



Rule 9. All blde asrl oftllt's 8ball be time s.tampad on receipt 
by the Listing ottte.-. In oan any dispute ar1aea u to 
prtoro1tq, those b1da or ott... ·•hall be g1;9'en preference u to 
listing. aale, and pmochaSe on the buts of the time re~ved 
tar them. 

Rule 10. !hia rule deals Yith otter• to buy or b1de to buy. A 
wholesale tl'«dezo member "IJ"Jtif3 ott~ to list tar pUl"'Cb&ee one or 
multiple carloads1 and in cue of cargo sale8 • specitted 
tboulWlds or t'oet ot lUili>Gr or al11od products, ~ t1Jm he wiJJhea. 
Such U.sttng shall be for im:nedtate delive~Tunlese othend" 
indieated in ~ listills and pormitted by the LttJt.ing Officer. 
An otter to buy fiO llct«i iG ~- firm until w.ltbdrawn by the 
wbole~ale trader in the maum.er provided in Rule 6. 

fbe wi~lesal.e trader • liet bis Q.f't~1ng 1n one of three wqat 

a. He _. not.U'y the Li.eting Ot£1aer b;r wire, teletype, 
telephone or other torm or collll1Ullication ot h18 desire to 
purcbaae a ~Uied quantity at a aet price azxt au.ch l.iet­
ing v!U go on t~ trading board u a fum ord.- to b~. 
:tt v!llt"Gmllin on the trading board Wl'tt.l he withdraw 1t1 
w tbe ()Iter to pu:rQbaae 1e accepted. 

h. He, ·or a dea1gnated agent or alternate, mv pb7eioall.T 
prGooot 1Wtaelt on the now of the Exchange end make otree 
to 'b'\11 as o.ttera to sell appear on the trading boud from 
the .Ul tratera. 

c. 'l'ho wholuale trldc may notuy a tloor trader of th* 
~lee~ ot bio desire to bUT at a sat prio~ or at a priee 
tixt!d 1n the judgment, or the tloor trader. ~ dot.ng this1 
t.lle wholesal& trader let& tba tloor trad-ev bq on the tl.oor 
to;: him aet.tording to the i.nstruetiona given. The floor 
trader ot the Exchange 'lfiiA7 l1st wq orrer t~ bUT that has 
been tJo&nSl'llttted to him in tJ1e manner provided in Rule 6,. 
In addition. the tloor ti~.der will tile W'i.tb the t!sting 
O!tlcor a copy o£ az:r:~ ur:ttten agreement he fiJIIq have with a 
wt-~losal\'1 trader. Whe.."l the wholesale trader haml.e• hie 
own trading on the tloor1 he pays a tlat fee or$$" per OU'• 
loatl to the, Eltuhanee when bUled by it for all care pur• 
oh&Hd on the Bltehange. w1len the wholesale trader ia 
represented by the ~hange floor trader on the trading 
f"loor1 the wol.eMle trader paye • tee ot $$ P'* ce plue 
an additional tee ol one-halt or one per cent ot the net 
purcbu$ price or the lw:Ww or· allied product on an t.o. b. 
mtll b&£J1a tCJr tho serviCe at the floor trader. When the 
bid is consummated and aD:Cepted on the &tcbange1 the 'Vhole­
aale tl'-ader . 1$ notitied by the BEchange ot the conii:1Jllm&t1on 
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ot the sale and the terms on which he bought the .lumber, 
and is instructed as to the location of the mill that has 
aooepted the bid. At the same time1 the mill that has 
accepted the otter to buy is notitied by the Eltahange of 
the sale, the price and the natlllt and address of the whole­
sale trader member who is buying the lumber. Shipping 
instructions are not handled by the l!btehange1 but ie lett 
to the l'Jbolesa.le trader who notifies the mill trader. 

Rule 11. This rule deals with offers to sell. A mill trader 
me.mber may offer to list for sale one or multiple carloads, and 
.in· case ot cargo sales ... speoifi,ed thousands of feet or lunt>er 
or allied products1 a.rry time he wishes. Such listing shall be 
for immediate delivery unless otherwise indicated in the listing 
aiXi permitted by- the Listing Of"fioer. An offer to se:n so 
listed is firm until withdrawn by- the mill trader in the manner 
provided in Rule 6. 

A mill trader may list his 1\llJber or allied products for sale in 
three ways: 

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

b. The mill trader1 or a designated agent or alternate, 
may pbysioall.y present himsel.f' on the floor of the Emhange, 
and make ot.t'ere to sell as otters to buy appear on the 
trading board from the wholesale traders and users of 
lume:r. · 

c. The mill trader :may' notify a floor trader of the 
Ettohange of his desire to sell at a set price or a price 
fixed in the judgment o£ the floo;r 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 ~ohar~e ~ list ~ otter to sell that has been 
transmitted to him in the manner provided in Rule 6. In 
add1ti.on, the floor trader will file with the Listing 
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 fee of #S per carload to the Exchange when 
bUled by- 1t for all oars sold on the Exchange. When the 
mill trader is represented by the Ex:change floor trader on 

http:add1ti.on
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·the trading floor, the mill trader pays a fee of $5 per car 
plus an add1tional fee of one-half' of one per cent of the 
net sales price or the lumber or allied product on an f.o.b. 
mill basis for the services of the floor trader. 

When the offer ia consummated and accepted on the Exchange, 
the mill trader is notified by the EJtohange of the con-
8\lJllmation of the sale ani the terms on which the mill trader 
sold the lumber, and is instructed as to the location of the 
wholesale trader that has aeoepted the otter. Shipping 
instructions, as stated previously in Rule 10, are then sent 
to the mill trader direct from the wholesale t.rad•· 

Rule 12. Alternates may be used, if designated by members of the 
Exchange, to participate in trading and to receive information 
of floor activities. All alternate activity falls under the 
supervision ot the board of directors. Also, only members of the 
Exchange, designated agents or partnership and corporate members, 
and designated alternates are alJ.Q'ived on the floor or the 
ikchange and may participate in the trading and wq receive 
information as to trading floor activities. When a mertber a:r 
designated agent is present on the floor of the 'Eltchange, the 
designated alternate of such member shall not be allowed also, 
upon the floor. 

Rule 1.3. This rule is apeoifically £or Ex:ohange floor traders. 
Floor traders are selected by the E:tchange, and &dmitted to mem­
bership on the Exchange for the express purpose of acting as 
agents for mill trader me>1tbars and for wholesale trader mem.bers 
who do not "Ti.i.sh to maintain their own agents to trade on the 
floor of the Exchange. Floor trads·s act a.s the representatives 
or such members in buying, selling, or trading, according to 
instructions furnished by such meni>ers. 

Mill trader members and wholesale trader member8 can make 
application to the EXecutive Vice President of the lkchange, if 
any one member is desirous of obtaining the services of a .floor 
trader. Unless the services of a speci.i'io floor trQde.r are 
requested; assignments of a.acounta to floor traders by the board 
of directors will be primarily on the basis of geographical 
distribution. No floor trader will be assigned to a ntetnbtr t s 
account whose trading area or interest oo.nfliots with any other 
aooount being handled at the time of assignment b;r the floor 
trader. Also, mill traders and 'Wholeaala traders may request 
the sex~ices of a particular floor trader by application to the 
board of directors am such request will be granted as long as 
the assignment does not create co1u"liat of interests between 
.floor traders and member or members. 
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Vlbor traders are admitted to membership on the Ex:change for the 
benef'it of the mill trader and the wholesale trader members as 
an aid to the greater utilization of the Eltchange facilities 
b;r such members. Floor traders ar~ to be governed in their eon­
duct b;r rules ani regulations laid down by the board or directors. 
they will never be allowed to trade for their own account. All 
fee's earned by the floor traders are payable to the Elcehange 
which will in turn oompensate them upon terms laid down 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 E:cchange members. 

Rule 1.4. As far a.s credit requiremont,s are concerned, all whole­
sale traders upon application !or membership shall furnish the 
Eltohange w1th any necessary financial information that 'Will allow 
the Ex:change to determine the wholesale trader's qualifications 
for membership. 

Rule 1.~. This rule deals with lumber grade requirements and 
terms of sale, The following rules of trade ani terms of' sale 
or the various organizations indicated, are to appl:y to ea.¢h 
individual species traded on the Exchange: 

West Coast Lu.rnbermen*s Association 
West Coast Lumber Inspection Bureau 
Paeifi,_., Lumber :tnspaction Bureau 

Douglas iir 
Western Hemlock 
Western Red Cadar 
Sitka Spnoe 

Western Pine Association 

Ponderosa Pine 
Sugar Pine 
Idaho Wh1te Pine 
Wgepole Pine 
White Fir 
Engelman Spruce 
Western Larch 

Caltfornia Redwood Association 

ill lumber listed on the Exchange board, whether or not by a mill 
trader .member who is a member of one of the above trade associa... 
tions, shall be manufactured a.acording to the above grade spec!• 
fications and listed a.OO sold on the basis of such associations' 



grades, unless specifically excepted in the offer o£ listing. 

Rule 16. .All claims by members as to grade.- err shortage, or 
other causes shall be settled as provided in the grading rules 
and terms of sale of the trade association.s specified in Rule 
151 according to specie and according to the individual terms 
of sale o£ the lumber sold.. Howe'Ver, claim settlement doos 
n.ot lie within the province of the El(change err of the board of 
directors of the Exchange. However, it any member feels that 
unfair business or trade practices have been utilised. in any 
transaction ootJuring on the Exchange by rury member in the 

. matter ot claims, be mq file charges against the offending 
member, and such member shall be brought !or trial before the 
board of governors under the procedure .as outlined in the 
eonstitution. 

Rule 17. An:y oomn!llllicat:tons with the Exchange by any .mo.inbm­
are at the member's cost; all notifications to members ot sale 
and purchase completion, other than by mail, are for the 
member's expense.. The pri.vilege of telephonic or other wire 
connections between the office of a memb.er and the Exchange 
shall be a.t the discretion of the Exchange. The EJcchange may 
grant or withhold such privil.ege fr·Olll a raember without being 
obliged to assign any reason or eause for its action. An.y 
member.s desiring to broadcast or disseminate ne"ns and quotations 
or the Exohange, shall first obtain the consent of the &:change. 

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 between buyer and 
seller. 

As will be noted wt th those who are acquainted with the opera­

tions of ot.her exchanges, the above rules conform closely to the usual 

procedure, aM. they are set forth in dete..U hel:'e in order that this 

similarity Jlla\f be more apparent. 

Comparison With A Grain ~change 

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

Lu!llher Exchange ll'9re a.dopted .from us:u.el exchange procedures. In 
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Another similarity of the Lumber Exchange and the groain exchange 

was their power to regulate business dealings of members trading on 

the exchange, voiding all "sb.ady'1 dealings that hurt the orderly 

marketing of lumber through a free pl~ of supply and demand. In 

addition, the National Lumber Exchange assisted in settling disputes 

arising from any trading on the Ex:change, because it did uot tre.de 

in lumber itself. 

Simllarities of the National Luniber a~hange with the grain 

exchange in Chicago, and with any other exchanges in the cour..1.try, 

were very fm-i. Thore were, howover, m.any dissillti.larities betweei'l 

the Lumber Ex:change an.1 the grain exchange. For instance, the grain 

exehange is operated as a grain industry enterprise. The board of 

directors is composed of representatives of member companies in grain.. 

Also, the grain exchange is a non-profit organization and ownership 

of the exchange belongs to the members who buy stock in it ani vote 

at stockholders' meetings. The National Lumber Exchange was not 

organized in that mann€)%'. It had ii'lCOl1 porated as a private corpora­

tion and was in business for a profit.. Ownership was vested in only 

eight men who controlled all of the shares in the corporation. 

The Chicago Board of Trade is under the Commodity Bltchange Act 

of 1935 and thus iB under strict federal control. Federal cont.rol is 

vested in the Commodity Ex:...:hange Authority of the Departloont of 

Agricul·ture. The National fumber Ex:oha.nge had no govarntil.ent, juris­

diction to contend with in their operations, sir~e lumber was not 

listed as a cc:mnlOdity under the provisiollB of the ColllT!lOdity Ex:change 

Act. 
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The grain exchange operates actually 1n two markets that are 

independent of each other, but that are related to each other. These 

markets are oash and futures. The National Lumber Exchange, being 

a new enterprise, started operations on a spot-cash basis only, and 

did not have a.ny facilities for futures trading. This will be dis• 

cussed later in another chapter.. 

i'he ifational .Lumber Ex.change did not establish. grades for lunlber, 

and did no selling by actual inspection and sampling. The grain 

exchange establishes uniform grades for its grain products llsted on 

the boa:t·ds, and: provides a system or 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 wllich is determined by the grain exchange. 

trading in t.he grain exchange is a floor operation. Buyers and 

sellers represented by members o£ the EKohange meet on the floor and 

consummate deals by bidding &00 offering through verbal comnnmicati<m 

and hand signal operation. Iwnber exchange trading was done by 

exchange transactors who took the initiative in bringing buyer arJ1 

seller together in conSUll'lmating sales, ntUCh as a broker would d.o. 

There were no floor aotivities ai¥i all buyer and seller members ha.d 

to transact their business through an exchange transactor, who was 

employed by the lumber exchange on a salary basis. 

The grain exchange sells seats to menbers and a limit or l.,lt22 

seats, {23, p. 1), is placed o.n the grain exchange membership. Seats 
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are sold between individuals1 but with the consent and appro'V'al. of 

the board of directors of the grain exchange. The lational Lumber 

Elcahange did not handle its ment>ership on that basis. It believed in 

unlimited membership to stat"t activities, and eventually' plalmed to 

restrict and out down on numbers of buyers and sellers on some basis 

such u the Chicago Board of Trade has done. 

The grain EElCehange acquires and disseminates market news about 

sales and prices on grain products listed on its trading boards. 

This is important not only to the middlemen engaged in b~1Ul,g and 

sening .grain, but also to the farmer in aiding him in his decisions 

on when to sell his grain. 1'he National Lumber Elcohange did not 

collect and tabulate any market news or maintain any statistical ser­

vice or any natureJ therefore, no market 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 oonStlJI11tla.tion is above or below the price 

listed on the trading board, is the price changed on the board. Each 

dq a list of trades in volume ani prices is made, as well as the 

opening, olosihg, high and low prices. The trading board at. the 

National Lumber Elccha.nge was a listing board for it listed all bids 

and offers, as well as inquiries, and showed all listings to buy and 

to sell by price and numbers of ears for all species and grades. 

These listings remained on the board as firm listings until a collSlll'111­

mation was made or was taken off by the :melllber making the bid or offer. 
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There are limits in price fluctuations at the grain exchange on all 

eo.rmnoditiee, but there were no limits at the National Lumber Elcahange. 

The following aha.pter relates how the exchange operated with 

step-by-step otf'ioe procedures, using actual forms and flow charts. 

Also, the statistics of all operations in bids, Offers, am COll8Ulll.­

ma.tions by prices and species are summarized and analyzed. A brief 

desoription or the board of director's future plans tor the Exchange 

is given, including factoring, the use o£ automation, am 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 Oharts. Cash trading on the National Lumber 

Exchange involved several steps 1n the buying and selling of lUBber. 

A flow oha:rt of the paper movements involved in cash trading on the 

floor of the Ex:change, (Appendix A), explained list-to.buy and list­

to-sell procedures. 

Also, an organizational structure o£ the National Lunber Ex:ohange, 

(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 transe.otors. They were responsible for ae• 

oepting ani originating list-to-sell orders, (Appendix C) 1 and list­

to-buy orders, (Appendix D), upon receipt of communications from 

sellers and buyers. List-to..sell and the list-to-buy order forms 

were designed. On these forms, the transactors entered the following 

in!ormationt the nunber of oars, the price or prices, the dimensions, 

the grade, the surfacing, the moisture, the specie, the manner o£ 

shipment, the name of a customer, and the transaction nunber. 

Af't.er entering the foregoing information, the transactors for­

warded the forms to the board listers who recorded receipts of all 

list-to-sell orders and list-to-buy orders, (on the reverse sides 

thereof') 1 as well as the date and the hour of receipt. This was done 

by means or a time-cloek stamp. 
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Following the recording of the receipts of the list-to-sell 

orders and the list•to-buy ordeors, 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 lunber speoie am 
grade. I.f no prices bad been previously posted for a species ot 

lunber or specie's ani grade, the price on the list-to-sell order or 

list...to-buy order was posted. 

In the event that the selling prices on a subsequent list-to­

sell order o.r a list-to~uy order was higher or lower than that shown 

on the tradfng board for the same specie and grade, the board lister 

listed the riew offering in the appropriate section on the board. 

' The nelit step for the buying and the selling forms was the for­

warding of them to the key pUiJQh machine operator. This operator 

was responsible for the recording of the data on a tabulating punch 

eard, (Appendix E). Arter this operation, the list-to-sell ordertS 

and the list•to-buy orders were sent to the .file clerk for tiling by 

customer name. The tabulating punch card was then forwarded to the 

tabulating operator for further processing. 

Upon the receipt of the tabulating oerd, the tabulating operator 

reproduced a set o! transactor reference cards, (Appel'ldix F &. G) 1 one 

eard for each transactor on the Exchange floor, and one additional 

card for confirmation purpoaes for the mill or for the wholesaler, 

depending upon the nature .of the order - as a lis·t;-to-sell or a list­

to-buy. Disposition of the cards was as follows: 

l. The tabulating card was sent to the permanent flle o£ the 
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accounting department after being used by this department for 

statistical, accounting, and billing purposes. 

2. The transactor ref'erenee cards were forwarded to ·t.he trans­

actor desks of each transactor for board tradL"lg purposes. At 

the transactor desks a f'iling clerk tiled these cards and kept 

the transactor desks and files up-to-date at all times. These 

reference cards were continuously in use -being taken out or 

file and placed back into the file whenever a sale or inquiry 

for a sale was made by au incoming call, wire, or letter. Trans­

actors would refer to these cards as they gave more detail, 

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

file. These ref'erence cards l"EmJa.ined in file until a sale was 

made or were w.i.thdrawn by the buyers or by the sellers. In such 

eases, cards were removed and marked "eonsu.mmated11 or "withdrawn" 

a00 dated, a.l.'¥i then sent to a dead card file. 

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

buy and a sellEn" who was listing to selJ. 1 was maUed to the 

'Wholesaler member and to the mill member1 respectively1 listing 

the commodity for purchase or for sale, whichever the oonf'irma.­

tion card represented. 

In regards to the procedure for handling and processing odd lots 

orders for selling and for buying, the transactor again was the 

originator in listing the order, (Appendix H). 

A list-to-sell order, (AppendiX I)J. and a list-to-buy order, 

{Appendix J), ware used for odd lot orders upon reoeipt of a 
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communication by tel~hone~ wire, teletypeJ or letter. The following 

information was listed on these forms: 

1. quantity of boa;rd feet; 

2. dim.ensiGnaJ 

3. grades; 

lh surfacing; 

~. moisture; 

6. species; 

7. shipment; 

B. prices; 

9. account name; 

10. transactor number; 

11. date. 

After the list-to-sell order and the list-to-buy order introduced 

by the transactor, the .forms wre forwarded to the board lister. The 

board lister recorded tlle date alad title of the receipt of the order 

(on the reverse side thereof) by means o£ the time-olook stamp. 

Following the recording 00: the recelpt of the list...to-sell order or 

the list-to-buy order, the board lister checked the order against 

previous listings posted on the listing board for epecie, grade and 

price. In the event tha.t there were aol'!lB previous listing on the 

board for the same type of offer or b:f.d, the board lister ·uould merely 

increase the quantity ntunber that l>Zas available for sale or purchase. 

otheni.se, the boa:rd lister would list the new odd lot bid, or sale 

offer. 

http:otheni.se
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Next the list-to-sell order and the list-to-buy order were sent 

by the board lister to the central inventory clerk in the of'.fiee. The 

central .inventory clerk, upon receipt of the order, stamped a number 

on the order and inserted the n-.ill member identification .number in the 

space provided in the list-to...sell order.; and the wholesaler member 

identifieaticm number in the space provided in the list-to-buy order. 

From this order, the central inventory clerk posted the following 

information to the appropriate inventory card: 

1. date of list-to-sell order, ot list-to-buy order1 

2. list--to-sell nll.tllber, or list•to•bu.y number; 

3. shipment date; 

4. price; 

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

to-sell order, and in the "outtt colWTJn if a list-to-buy order. 

In addition, tha new bala.'1aa w~ brought forward in the Ubalance" 

column as additio:ns and substraotions to tile inventory ca..~ wm~e 

made. 

The centA:'al inventory clerk used these cards to determine the 

availability of lumber and the priority of lumber listed aecording 

to the lis·t-to-sell order 11umber and the li:Jt-.to-buy number. Many 

times a oar of a mixed lot or odd lot would be available .front two 

mills, but had to conform ·t.o railroad stop•over rules. The a:entral 

inventory clerk would, after chacki..ng the list-to...buy ordars for 

avai1ahility., re-turn tho list--to-buy order to the origi:nati.ng tt·ana­

a.otor on the floor of' the :Ex:change. t"he transactor t.hen oon·iiaoted 

http:origi:nati.ng
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the wholesaler and advised the wholesaler as to the status of the list­

to-buy order. 

Next the list-to-sell order and the list-·to-buy order were sent 

to the ke.r punch operator. The key punch operator1 upon receipt or 

the order, produced a punched tabulating card to reflect the following 

information: 

1. quantity; 

2. dimension; 

3.. grade; 

4. surfacing; 

'· moisture; 

6. specie; 

7. shipment; 

8. price; 

9. mill member identification llUl'li:>er or wholesaler; 

10. account name; 

11. transactor nu.rr.ber; 

12. date; 

13. list-to...sell nu.rrber, or list-to-buy m.unber., 

.. Follold.ng the introduction of the punched tabulating card by 

the key punch operator, the list-to-sell order am the list-to-buy 

order were sent to the .file clerk .for permanent filing. The punched 

tabulating card took the place of the list-to-sell ord$" and the 

list-to-buy order. The tabulating card was then sent to the tabu­

lating operator who performed operations necessary to produce a 

http:Follold.ng


confirmation of sale. This was done by initiating a confirmation of 

sale order, and distributing copies to the b~er 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 forma. 'the tabu­

lating card went to the accounting department for statistics and 

billing purposes and was then filed in the accounting department. 

Sometimes, it 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 material requested by the list-to-buy 

order was not available, the transactor would initial the "mill 

availablell column on the list-to·b~ 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 Elcobange beoause of the many varia­

tions of these bids and offers, would post the unco!li>leted list-to-buy­

order to the appropriate list-to-buy inventory card, red print, and 

the inventoey oard would be placed in the inventory file and the 

list-to•buy order forwarded to the 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 oonfirmatio,n of listing. Distribution of the 

forms inV()lved then were as follows: 

1. '!'he completed 11st-to-b~ order was sent to the central 
inventory clerk for the pEn"manent fileJ the uneompleted list­
to-buy order were placed in a "pending f'ile'* by list-to-buy 
order n'llliber· sequenae. At hou:rlr intervals, or as may be 
determined by vo1u.me input1 the pending file was examined 
for the purpose of checking for possible consummations. 

2. The tabulated card was retained in the accounting department 
:tiles after being used by the accounting department for sta­
tistical and billing purposes• 

.3. 'fhe confirmation of listing was made in two copies--one 
copy being $ent to the wholesale member lll"ho is listing the 
order, and the other copy going to the Exchange t s permanent 
ti.le. 

In addition to the above, consu.rmnations made required a form 

and paper proeedure t.o aid in completing transactions designated as 

"eonS\llMlations" occuring through the Ex:ehange operation. 

Again, the transactor was responsible for originating the con­

suntmation order, (Appendix K), covering a completed transaction 

b~tween the mill memb$!' and the \lholesale member of the Exchange. 

The board lister was responsible for affecting changes on the trading 

board and for listing consummation orders as they occurred. A 

aonsummation order was originated by the transactor at- the time an 

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

a wholesale member. Attar an agreement on price between buyer and 

seller was made, two transactor reference cards, one for the buyer 

and one .for the seller, were removed .from each transactor file.. The 

transactor who was handling the consumma;tion then proo~eded to com­

plete the sale order by entering the following information in the 
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order obtained from the transactor reference cards: 

1. nu.rtmer of cars; 

2. dimensions; 

3. grade; 

4. surfacing; 

'· moisture; 

6. specie; 

7~ shipment; 

8. mill nwri>er (identification)J 

9. wholesaler number (identification); 

10. seller's offer price; 

ll. buyer's bid price; 

12. consummation price; 

13. list--to-sell IlUII'ber; 

14. list-to-buy number; 

15. transactor number. 

Sometimes, the occasion arose when a conswmnation vas reached 

w1thout a previous list-to-buy order or a list-to-sell order being 

recorded. In such an event, the transactor immediately originated 

the required listing order, attaching the order to the consullll114tion 

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

The board lister, after recording the time stamp, listed the 

f ollowing information upon the consummation pansl of the trading 

boardt 

1. reference card panel number; 

2. list•to-buy nUl'llber and list--to-sell number; 

J. nuni>er ot cars. 

The board lister, attar completing the foregoing action, for­

warded the consummation order and attachments to the key pUllCh 

operator for further processing. The key punch clerk completed 

the consummation order by filling in the required int"ormation that 

may have been omitted such as t 

1. identification number; 

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

J. 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) 1 the data appearing on the eon­

summation order. '!'he 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 consummation order was made to the file 

clerk, after passing the communications desk and confirmation for 

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 cha'rt form of consummation paper work was 

made, (Appendix L). Too mueh stress on the use of complete am 
adequate paper forms and .form processing cannot be made. The writer 

feels that they are highly necessary and indispensable aa the basis 

for reporting, recording, am 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 infor­

mation. An inerease in sales volume on the Exchange might have 

shown the need for improvement in form designing and in the elimina­

tion or some unnecessary and duplicate .t"orms, so that unnecessary 

clerical work might have been reduced or eliminated and thus out 

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. fbe 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 

Lunber Exchange through observation by making a dally conpilation of 

orders, of number of carloads, of prices quoted by mills am. by 
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wholesalers, and of consummation prices. Then swnmaries were made of 

these ~ctual figures. 

Thus; all data compiled by the writer were primary in nature. 

That is; all figures were collected for the first time in eonnection 

with the study o:r the Exchange; no secondary data, no figures were 

taken from reports prepared in connection with other problema or for 

general use. 

The significance of cla.ssitying this statistical material as 

primary or secondary oan 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 data; but it mst be observed that not all types of 

secondary data are equally reliable. 

No sampling was involved in this study, due to the smallness of 

the size of the population and the availability of tlle 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 National 

Lumber Exchange's inf'luenoe on future prices could not be answered. 

It is true that the extent to which the aJOOunt of care in whioh 

records were kept influences the study, but also the nunber of cases 

involved has a definite effect upon results and conclusions based 

upon the statistics obtained. For instance, in regards to oonsummatio~. 



48 

prices on the Eltchange 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 eases~ no matter how carefUlly records 

were kept on this small nwli>er of coueuJnmations. The nuni>er of cases, 

c>r consummations, was too small to give an adequate picture, statis­

tically speaking, or- the Exchange and its ef.f'e.ct Oll consummation 

prices in the lumber industry in setting market prices industrywise. 

If' a measurement of five hundred or a thousand or more could have 

bean. made, our sample would then have been more likely approximated 

to the true facts about Exchange consummation prices in relationship 

to consummation prices outside of the EKchange for the same ~·iod, 

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 tha.t there were many dif'.f'erent varieties 

of lumber species represented in the oonsw!U1'tations, and also, due to 

the fact that price indexes of' the trade, such as the West Coast 

Lumbermen's Barometer and Crow•s Lumber Price Index, are so inade­

quate and do not represent actual true market prices oi 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
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that have been sent to them. With the receipt of these question­

naires from the mills and the wholeaalers, 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 pre8ent day statistics in the lumber industry, as 

explained previously in this chapter, and the small l'lUlli>er or actual 

consummations of the Elrohange due to its limited ille 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 

Grow Lumber Price Index for the same period. 

This table shows the complete total of consummations made on 

the Exchange while in operation. There is a column each for bid, 

offer, and sale price of each consummation by species and, also, a 

column of the average prices for respective species of lumber sold 

on the open market, according to the Grow wrrber Price Index, on the 

dates or consummation. In addition, a. oolumn 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. 
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TABLE I 

Listing Of Total Consummations Of The National Imlber Exchange 

On The Exchange 
Open 

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

1 1 $62 $61 $62 $ 63 ~1 D. Fir 

2 1 1t34 open 36 39 3 

3 1 34 open .36 39 3 It 

1 (:() It4 59 59 58 1 

..5 1 6J 00 &:J 63 3 

6 l 66~50 65 f:6 63 2 .. 
7 1 66.50 6r; 65 63 2 f1 

8 1 175 175 175 176 1 Moulding 

9 1 175 175 175 176 1 " 
10 1 61 61 61 6.3 2 D. Fir 

11 1 64 65 64 62 2 " 
nl2 1 15 15 75 72 3 

76 79 79 80 1 " 
l·ttxed-Odd- 85 88 88 86 2 " Different 
Lot Car 80 78 79 76 3 " Grades & 

l It90 87 88 87 Cuts 
76 15 15 76 1 " 

1.3 1 100 100 100 101 1 D. Fir 

14 l 55.50 51.50 57.50 59 l.So Fir &Larch 

15 1 55.50 51.50 51.59 59 1.50 " 
16 1 55 ..50 57.50 51.50 59 1.50 " 
17 1 00 00 00 59 l " 
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Open 
Consum. No. of Bid Offer Sale Market Over 

No. Cars Price Price Price Price Under Species 

18 1 24 28 25 26 1 West. Red Cedar 

1t19 1 39.50 39.50 ,39.50 37 2.50 
tt ~20 1 35 35 36 37 1 

21 1 49 49 h9 58 9 " 
22 l 00 61 6o 58 2 • 

It23 1 h9 50 h9 58 9 

24 l 63 6J. 62 58 4 It 

25 1 62 61 61 58 3 .. 
26 l 62 62 62 59 3 D. Fir 

It27 1 53 53 53 :)8 5 

28 1 00 &:J (/.) 63 3 Fir & Larch 

29 l 75 15 75 76 l D. Fir 

ft30 1 65 66 65 63 2 

31 1 (/.) 00 00 fit. 4 " 
32 1 61 61 61 62 1 " 
33 1 63 6,3 6.3 61 2 " 

lt34 1" 61 61 61 51 l~ 

tt35 1 27 28 27 28 1 

It36 1 27 28 27 28 1 

tt37 1 27 28 27 28 1 

tt38 1 90 89 90 90 
ttOdd Lot 86 85 85 85 

67 rt67 68 67 
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Open 
Consum. No. of Bid orrer Sale Market Over 

No. Cars Price Price Price Price Under Species 

39 1 101~ 105 105 101 4 Weot. Red Cedllr 
nOdd Lot 158 151 159 160 1 

({) $9 59 6o 1 Wh:Lte Fir 

40 Voided 

41 Voided 

42 Voided 

43 1 34 34 34 35 1 D. Fir 

L4 1 61.50 61.50 61.. 50 62 so .. 
1~5 1 43 48 43 42 1 West. Wh. Spruce 

46 1 45 l~5 45 1.6 West. Red Cedar 

47 1 34 3) 34 .38 4 D. Fir 

48 1 43.50 43.50 10.50 h4 .5o West. Wh. Spruce 

49 1 29 29 29 28 1 Pond. Pi11e 

)0 1 36 ,36 36 37 1 D,. Fir 

51 1 62 . 62 62 6o 2 a 

52 l · 46 46 46 44 2 Eng. Spruce 

53 1 46 46 46 h4 ..? ·tf 

54 1 £IJ 6o f:J:J 59 l W. Fir 

55 1 72 72 72 70 2 Pond. Pine 

56 1 56 57 57 51 Fir & Larch 

51 1 5o 50 50 47 3 n. Fir 

58 1 1~4.25 46 LL.•25 58 13.75 Fir & Larch 

59 1 5o 50 5o 52 2 Pond. Pine 

00 l 35 35 35 .37 2 D. Fir 
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Consum. No. of Bid Offer Sale 
Open 

Market. Over 
No. Cars Price Price Price Price Under Spooies 

61 J. h9 49 49 47 2 n. Fir 

62 1 h5 h5 45 47 2 
,. 

63 1 20 20 20 20 w. Fir 

6lJ 1 27 2'1 27 28 1 tt 

6J.car 
Total 

Results of the prices above show that Exchange consummation 

prices were under open market consummation prices thirty-six times 

during the same period, were over open market consummation prices 

twenty-six times for the similar period, and were exactly the same 

as the open prices of consummations seven times. It Jlllst, however 1 

be kept in mind that these relationship results are somewhat tainted, 

because open market prices as reported by the Crowts hlmber Price 

Index are merely averages and are ranges of three average pricee, 

listed as *'mOst sales' prices. tt 

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 ani procedures to give 

the luni:>er industry information on trends, correlations, predictions, 

etc. 

Today in the ltJ..'lber industry 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 listsJ 

those mills that use established lists do not always 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 colleetively 

for a stabilized market. A lumber exchange would help correct this 

situation and 1 t 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 ot Operation 

The National Lunber Exchange had a number of devices which it 

planned to incorporate in its future operations. These devices, 

unfortunately, never got beyond the planning stage, as the Elc:change 

closed too soon for their inception. 

Factortpg. One of these features was an agreement tentativ~ 

made with the Walter E. Heller Company of Chicago to factor credit 

transactions on the Ex:change. The Walter E. Heller Company is one 

of the largest factors in the world, having reached a high of 

$807 ,ooo,ooo in gross factoring sales in 1956, {11, p. 5). The 

average cost to a mill in moving a car of lumber is now appro.ximately 

a five per cent sales commission plus selling and financing costs. 

Through the National l'..wlber El:change, the total costs including 
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factoring~ if it were desired, would be reduced to one aD:l one­

quarter per cent, (161 P• 10), and would furnish ready cash without 

recourse to the mill immediately after the transaction was made. 

In conjunction with the National :Iunber EJtohange, factoring 

would otter mills arxi wholesalers the opportunity to sell merchandise 

on terms equivalent to cash, and yet extend to customers the open 

account terms customary, 1n the trade. Factoring would eliminate the 

expense ot a credit department to the Elcchange, and yet the mill 

would have the financial 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, vithout the expense of maintaining credit insurance. It 

would eliminate an accounts receivable department, including detail 

debit and credit postings, with the assurance that accounts receivable 

would receive careful attention. This would keep customer outlets 

open far 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 

()perating capital. 

This modern factoring program offered by the Walter E. Heller 

Company to the National Inni:ler Exchange has been tested for twenty­

five years, (12, P• 1} 1 by sa:wmills in the various producing states 

in the country. Wholesalers in the lmrber industry also have been 

clients of Walter E. Heller Company, as well as the sawmills. At 
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the Exchange, the Heller Company planned to have a man from their 

firm constantly investigating, the credit possibilities of each whole­

saler tha.t desired to factor a transaction. The Walter E. Heller 

Company wuld be prepared to report on the credit history of each 

wholesaler ani then proceed to set a lindt whioh would permit the · 

mill to ship the wholesaler •s requirements at the Walter E. Heller 

Company's credit risk. The mill wuld not be exposed to a credit 

loss if the wholesaler was financially unable to pay. Thus, it would 

permit the aperienoed Heller Company to become its credit, oolleotion, 

and accounts receivable department., and to carry the insurance against 

bad debt losses, as well as a source o! cash to meet the mill •s 

immediate expanding sales requir~ments. Because factoring is not 

entirely new to luni>ermen, not mch in the wa:y o:f educating buyers 

and sellers in the use of factoring on the Ebrohange was contemplated. 

The mechanism of the factoring program would have worked tb!e 

way on the National Lumber Elcehange!' Mill members of the Ii:)cchange 

and the Exchange, itself, would submit lists of active customers and 

the estimated credit requirements or eaoh customer. The Heller 

organization would, ther"6Upon, check credits, set credit lines, am 
inform the mills accordingly. To qualify, a mill would only need to 

demonstrate operating ability, basically sound :financial responsi.. 

bility1 and the inherent capaoity 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 
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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 mde to 

the factor. Sales invoices would be scheduled by the mill to the 

Heller Company daily, and on receipt of the schedule, the Walter E. 

Heller Company would aredit the mill •s acoount with the gross amount 

of the sales represented by the assigned invoices, and would then 

debit the respective accounts of the mill 1s 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 re.quired to offset merchandise returns, or delivery P.is­

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 allowable to the 

mill's customers. 

Use 0£ Electronic Machines 

Another. innovation planned for the future of the National Imnber 

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 ~ch took two and a hal£ hours to complete a cycle 

tor each consummation, would take only eighteen minutes to complete, 

(19, p. 15-17). '!'his would be done by conilining a nnnber 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-seale operations. 

The mechanics of the Univac operation would have been as follows. 

As an order was taken, the Exchange trader would initiate a trans­

action slip and would assign a serialized register number for each 

oar listed to buy or to sell. Immediately afterward, a card would 

be punched showing dimensions, grade, price, na:me of mill am name 

of wholesaler. From the basic card, special index cards wuld be 

prepared by machine at the rate of :mere than ninety cards a minute 

if necessary. This would provide each Eltohange 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 am statis­

tical records. With the installation or 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 kchange to comrm.1nicate instantaneously 

via the computer with distant Ex:change offices located at various 

points within the United States. In other words,. with the Univac 

am a large scale accounting system, a rar-tlung operation and truly 

a National network or Ex:change offices could be established. 



59 

~uoational And Public Relations Program 

One of the items on the itinerary for future development of the 

Exchange was to set up an educational and public relations program-­

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 stabUity of prices. One important factor lll&king for stab1llty 

of prices, the board of directors believed, was to get current infor­

mation of activity in the lumber industry. The board felt that the 

Exchange would be able to exert a great bit of influence, as a 

trad:i.ng 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, .trom the trade 

associations, and from lumber magazines, but rather to supplement 

these sources. 

In a large way, a comprehensive lu.ni>er exchange, it was .felt 

by the owners of the Exchange, could axert its position in the market 

by reporting not only national production, shipment, and price 

figures on a daily ar.rl weekly basis, but international production, 

shipment, and price figures as well. In other words, the lkoha.nge 

would, in addition to being a central meeting pla.ee for buyers an:i 

sellers, be a clearing house for current lu.ni>er statistics, something 

the lumber trade does not even possesses now. Properly functioning, 

the Ex:change would supply information which would take the place or 

rumors, uncertainties, and malicious information, with the bulk of 

http:trad:i.ng


the lumber business passing through the Elrohange. 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 Elceha.nge trrould be in a position to do whatevGr the 

circumstanc-es required to bring about still greater stability. By 

stability or prices, the Excha..-'lge owners w-ere referring to a reason­

able degraa of stability, for they felt that prices should, nevQ'the­

less, re.fleet the situation at all times td.th respect to demand and 

to supply. 

In addition to the above program, the National Luni:ler mha.nge 

stockholders felt that the lumbar industry in the past had been ~y 

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 or the lunber industry has been that "l'Wii>er is lumber" a.."ld 

can be sold without much advertising. The manufacturer deals chiefly 

with the wholesale dealer or with the retailer and so does not appre­

ciate the desirability o:t appealing to the oustQmer, ldth whom he docs 

not come in contact. But the Exchange leaders disagx-eed with this 

logic. They felt that the chd.ef' raotor which aroused an interest 1n 

widespread advertising on the part of all distributing elements in 

the lumbar industry was the rapid and extensive inroads made in the 

lumbar m.srehandising f'ield by various wood substitutes, the distri.. 

butors of which expended large sums of rnonay in placing the merits of 

their products before the public. 



61 

!!oat lunbermen have been content to confine their advertising 

campaigns to more or less stereotyped business cards in technical 

and trade journals, calling the attention of wholesale ard retail 

dealers, contractors, and architects to the goods they have for sale. 

fhe Eltchange wished to give an impetus to modern advertising methods 

by the holding of a forest procuts exposition for the purpose or 

bringing before the public, in a visual manner, the wide range of 

uses to 'Which lUJ:ri)er is adapted. This exposition would be on exhibi­

tion in all the key consuming cities in the Hidweet and East. 

Also, the Elcehange hoped through press, television, and radio 

releases on activities on the Ex.change, to give some practical adver• 

tieing to the public. It was felt by the management that the tnore 

educational and public relations work that the .Exchange could do far 

the industry, the more it would lead to greater activity on the 

Elrohange by its members and thus a greater profit to the Exchange 

stockholders. 

With future plans of the Exchange not materializing because the 

Exchange did not stazr in operation long enough to put these plans 

into effect, the weaknesses am the causes of the failure of the 

Ex:o.hange discussed in Chapter V. 



Chapter V 

EVALUATIOm !ND COIDLUSlONS ON FAILURE OF THE EX:CH.Am-E 

Reasons For The Failure Of The Exchange 

On October 21, 1957, the National Lumber ElCchange began ac_tual 

opErations in Portland atter several months of prelimi.nary work in 

planning its organization ar:d its operational activity-, This was to 

be a permanent operation and lavish plans and settings were made ror 

the Exchange that was to improve the marketing o£ lumber and the 

stabilizing of lumber prices. However, the National Lwttber Elcchange 

at b&st could only be understood as an innovation in the luni:ler 

i!Xlustry. It attel'l'lPted to influence lumbermen, long indoctrinated 

in the old methods of marketing, to a new condition of price sta.,. 

bUity. This new comition, brought about by the exchange, led to 

the problem of how to ino~rporate an equilibrium price and ?utput in 

an economic system, which attempted to adjust the older techniques 

and channels or marketing to new equilibrium prices am outputs based 

upon its presence in the market. 

There were many weaknesses in the National Lumber Exchange. 

Some of these developed after the Exchange opened for business, while 

others were p.rEWalent in its early stages or development. 'l'b.ese· 

weaknesses .finally led to the downfall of the Exchange after a period 

or seven weeks of operation. 

This chapter deals with the deficiencies and the causes ot 

failure of the Eicchange. The term •.failure," when applied to a 
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business enterprise, may suggest to the 1~ anything .from inability 

t.o eatu a profit to a complete liquidation of the assets followed by 

a final discharge in bankruptcy. Failure of th~ kcha.nge embodied 

everything from failure to earn a profit to unsuccessful attempts to 

return ~ren a large portion of the original investment to its owners. 

It became, through its outstanding wealmesses, enouJtbered vith debt, 

beset l'rl..th \U'gent ela5J!IS ~ demands, and only met its JlDOUni.ary 

engagemer!ts and missed bankruptcy because of a few individuals who 

1-1ere ldlling to take the responsibility and the loss. 

One of the foremost reasons for its failure l1as the weak public 

relations and sales promotion campaign that it attempted as a means 

of sti:ntlllating the desires of the sal-mrl.lls, the wholesalers, and the 

other lunber users to transact their business dealings through the 

l!bc:change. Only direct mail and some advertising in the Crow Lumber 

Digest WQl"e used to introduce it to the trade. Two weeks of field 

work, visiting sawmills and wholesalers before the Ex:change vas 

opened, was done on a random basis., but nothing of this naturo was 

performed after the opening. Letters were sent to wholesalers and 

to sawmills in the East informing them of the opening and inviting 

them to list their bids and offerings on the Ex:cba.nge. Local area 

wholesalers and sawmills W$l'e contacted largely by telephone. In 

every case., hotofever, the $11000 wholesaler m.embersh:tp fee was waived 

until further not1oe. The leaders of the Emhange bad embarked on a 

crash program or public relations and sales promotion, but £ailed to 

carry on t~ .Jtrogram 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 too soon. It was a 

quick start; but had no follow-up. It is the teellng of this writeT 

that this program was cut too soon. Many o:f' the sawmills and the 

wholesalers in the East, by sending let.ters of inquiry, ware only 

beginning to become interested in the Elcohange 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 i.t 

takes time for people, and especially uninformed lumbermen, to accept 

new ideas and techniques in any kind of endeavor. The Ex!ohange opened 

its doors at a time when the lumber busine'ss "laS poor--prices were 

low and demand for lumber was dull. 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•uph business. Solicitations far 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 ani poor 

business, and further antagonized eastern buyers to by-pass the 

Elcchange. This emphasizes the inadequacy of their selling program 

by heavy reliance on "telephone promotion" and :indicates further the 

low quality of the prol'!10tion campaign which was used. 

Timing was poor. Bu,yers were just not buying, and the lumber 

industry was in its usual off-season period. The Fast am the Midwest., 

whieh do most of the buying, do not ordinarily buy in November tor 



November and December delivery. This procedure would add to their 

inventories at a. time when most companies deplete their inventories 

at the em of the year for tax purposes. 

Timing w~ poor ~ecause the Federal Government, which normally 

purchases groeat quantities of lullilerJ was following a tight policy of 

non-purchasing. It was curtailing construction o£ government buil• 

dings as well as other uses. Many of the mills, therefore, were 

caught with an overabundance of production due to this undereonsu.mp• 

tion. This naturally forced prices of lumber do~ The overpro­

duction in inventories accurrnlated ard affected mostly the small 

mergim:l mills. They were unable to move their invGntories 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 down and pa.y 

their fiXed costs. Only the large mills could afford to continue 

operations. Because the ~change depended mainlY on the small mills, 

the supply sources of the Ex:change were out, too. 

Voluntary orders to buy were coming very slow from the East. 

Interest, what little there was, had to be originated by the Ex:change 

with the East. The EJcchange made the telephone calls and sent the 

wires and teletype messages to the buyers in the East. Letters were 

written to stinnle.tfl activity, but inquiries and offers to buy from 

the East were slow. Actuall7., 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 numerous o.f'.ficers or 

the Ex:change, were excessively high in relation to the volume of 

business that was going through the Ex:ohange. It was felt, by the 

writer, that OJ=eration at this time could have been handled with leas 

help and less expense. In other words, the :Elcchange was operating 

on too small a ~gin of profit to warrant staying in business with 

limited volume and large overhead and labor expenses. Only. $10 a 

consummation ($.5 from the buyer ani $.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 E2tohange 

wa.s performing a service that costs mills and wholesalers many times 

more to perform themselves 1.n selling and buying. 

Money problems ware prevalent, along 'W1.th a struggle for control 

of the Exchange between two factions. Factions fighting within the 

closed corporation for control forestalled any possibility the 

Eltchange might have had for success. One party had only seventeen 

per cent of the stock in the corporation, and yet had eighty per cent 

or the total investment. In other words, stock ownership and control 

were not commensurate with investment. In addition, while one faction 

was attempting to secure furthar necessary financial backing for the 

Exchange preparatory to the opening of the Ikohange1 the other faction 
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proceeded to open and begin operations withOU.t the other faction's 

knowledge. 

Perhaps all the inside causes of financial failure of the 

Ell:change, other than chicanery, can be summed up as incompetence and 

inexperience. Poor management was reflected in attempting to expand 

business without provision for n ew 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 vas attempted 

out of profits, of which there were none. MOst of the incompetence; 

the writer feels 1 wae attributable to inexperience~ on the part of · 

the owners and the officers, in both the 1\Uiber business am in the 

operation of exchanges. Inexperience in itself is not incompetence, 

except when it causes mismanagement, inefficiency and lack ot organ!• 

zation as shovn in the National lumber Ex:change. 

Another basic weakness of the National Uurber Elccbange which 

contributed greatly to its downfall was the lack of preliminary sur• 

vey work of the market before opening. Much of the Jll.ar'ket research 

and public relations work never advanced beyond the office stage. 

Only a minimum amount or personal contact with men in the lumber busi­

ness was made. Industry was not taken into the confidence of the 

leaders and founders or the Elccbange. 'l*his 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-prof1t organization mainly for the 
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convenience of the industry's buyers and sellers, am not as a 

private profit-making enterprise. NO exchange has ever succeeded in 

the history of business 1n this country aa a private profit-making 

organization. NO other industry will allow only one private firm, 

as the National lumber Ex:change was trying to do with the lwri:>er 

industey. 

In line w1th the above weaknesses, other shortcomings of the 

Ex:ohange were the lack of definite goals am established policies. 

There was a definite need for uni.fied concerted decisions based on 

well-planned and concrete policies. The National Lumber Eltohange did 

·not have this. Too many bosses with too JWlY or too few decisions, 

and each decision of a different nature, was the rule rather than the 

exception. The emplcy-ees of the Ex-change, particularly the trans­

actors, hired to handle inooming orders and inquiries, were often in 

states of confusion and bewilderment beaause there were no set 

policies to f ollow. Each transactor was hamling Exchange business 

to the best of his own ability and making his own decfsionsJ there 

wasn't an,- d1raotioil 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 

inquiries was done in a slovenly manaer. No one policy was ever 

followed, because there was no f'ront office policy on the handling 

of mixed cars. Forms provided for taking listings for mixed cara 

were not used correctly, am many times they were not used 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 lutrber on a mixed car· basis. 

The Exchange board showed only straight loads of surplus luni>er 

for sale. Buyers were buying only for direct shipment, and only · 

after they had obtained a sale for the lumber which they ware pur­

chasing. Therefore, luni:>er was being purchased for sale only, and 

not inventory. In addition, the listing board prices did not re£leet 

true market p~ices. . Mills an:l whole-salers quoting offers and bide 

were offering "t.est prices." These prices were higher than the market 

price on mill offerings and lower than the market price on wholesaler 
"' 

bids. In ·~ther wrds, the E2cohange board was merely being used as. 

a listing board to test buyers' am sellers' evaluations or prices, 

and buyers and sellers were each hoping to get the best deal possible 

by listing i tellJS they could not buy or sell themselves. 

In addition to the above, wholesalers in the Portland area were 

visiting the Exchange floor in person and getting prices orr the 

board and dealing with the mills themselves. otfers""to-sell listings 

were twice as maqy as bids-to-buy listings. Thus, the EXchange was 

acting only as a listing service. For instance, a ratait yard would 

send a. bid to the Exchange to buy for $70J the wholesaler, instead of 

going through the Exchange, would go to the mill directly and buy the 

lumber for $70 less five per cent, the usual margin of the wholesaler. 

Actually, however1 the board 'tfaS furnishing l:110l' a outlets for whole­

salers than would ordinarily be open to them. 

A very important weakness of the Exehange operation was its 
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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 membership 

was to include a fee of $11000 .from each wholesaler to be paid in 

advance and applied to carloads that they purchased at the rate of 

five dollars for each carload until the $11000 was exhausted. How­

ever, this meni>ership fee was waived before the Jkchange opened, and 

wholesalers were placed on the sam.e basis as sawmill members. Many 

of the lwnber leaders felt that this was a poor NOVe. When the mem­

bership fee was waived, tbe 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 El!:chang's facilities. One of the .kchau.ge 1s 

strongest foes was the Nat:i.onal American Wholesaler Innber Aesocia­

tion. They were particularl;y opposed tu a lunber exchange and voiced 

their objections violently by sending representatives from the 

Association to wholesale members asking them to avoid and to boycott 

the Ex:change. To further antagonize the National American Wholesaler 

Luntler Association, the Exchange officers changed their policy on 

membership composition after a few weeks of operation. Members were 

now to include not only sawmills and wholesalers, but retail yard 

buyers, as well as large users of lumer. This meant that retail 

yard buyers would now be able to buy lumber on the same basis, or as 

well as wholesalers and at the same prices. Retail yard buyers and 
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other large buyers would than be able to circumvent wholesaler.s and 

buy directly from sawmills if they were large enough and had .suffi­

cient capital or could get factoring services from tho Wal.ter :&. 

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, radio and television stat1ons1 and by direct mail to 

its members and leaders in the grain industry. The ?lational Lu.ni>er 

Elcchange did not have any such valuable servioe for the coromun1cat1on 

media or for its meni>ers. 

One of the big reasons causing large sawrllills and large whole­

salers to by-pass the Exchange was their dislike for anonymous .market .. 

ing of luni:>er, which the Elcchange advocated. l·tany buyers in the Bast 

and ).Jidwest buy lUlllber by brand name and, therefore, like to know 

whose lunber they are purchasing. In addition, most of these whole­

salers and mills are well-established w1th their channels of distri­

bution arrl with their sales offices a.rd purol'..asing departments. 

These types of mills ani wholesalers were not interested in an 

Exchange. In addition, many large l'\lmbel' buyers in the East have 

verbal or written understandings between vlestern mills arx1 themselves 

to sell and to buy only through an exclusive distribution agr-eement 

in particular areas. Any Elcohar.tge activity by any of these parties, 
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either by mills or by wholesalers in listing bids or offers on the 

listing board of the Exchange would amount to an :i.n:f'r1ngernent upon 

the contr-act and on the territoriea. The established methods of 

distl'ibution employed for so many years by the lu.niJer producers and 

users o£ lumber adhering to each other on prices am selling inatruo• 

tiona and employing their own sales representatives on designated 

territories throughout the areas th&y wish to serve wouli be hard to 

change and would require extensive salesmanship and sales prorootion 

to overcome these entrenched traditions and practices. 

Another importar1t point relative to the large m.Uls was the fact 

that most of them al"e memers or the West Coast Iunbermen • s Assooia... 

tion, an organization that did not give a.n:y industry approval to tne 

National hmt>er Ex:change. The West Coast ~ermen' s Association 

provides certified inspectors to check grade of large sa:wmill mamers 

on the basis of West Coast Iumbermen Association standardth As there 

are minimums alld ma.ximwn.s for each grade of lumber~ the luni>er pro-­

duction of large sawmills was USilally prodY,ci..flg a tighter grade, 

which usually- meant a better grade than the small mills could produce. 

Small mills, who are usually not merrbers~ do not have ·chis service. 

fhey have their OW'll inspectors which meets Association standards, but 

produce mostly 1l1i.ni.mum grades. Listings on the .Ex:change board would 

not reflect this difference. This is a good reason why large buyers 

in the East would not .favor an.onymous selling of luni>er as featured 

on the Elcchange. Possibly the answer to this should have been to 

list offerings and names of mills, as well; in tl1is 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 out virgin 

growth or very old growth lu.ni>er; their seeom growth cuttings are 

usually cut sevEral years later than cuttings of small mille. 'l'hese 

second cuttings of large mills are usually cut from fiftyo-year stands; 

small mills having les~ supplies in standing timber, mat cut their 

second growth after twenty years. Cutting trees too early does not 

provide for quality lUJJi>er-.. it means a coars-er grain of lumber but it 

does, however, make grade. 'rimer cut after fifty years of secol'ki 

growth produces lumber w1th growth rings of a smaller and finer grain, 

and thus a better grade of luni>er. This finer grain of lumber is 

identified by the larger mUla 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 lU:l'!ber and a lumber that will 

maintain its original form in all kinds of weather conditions. The 

National !umber 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 Elcchange 

was the opposition or the wholesaler groups. As previously stated in 

this chapter, the National American Wholesaler .Lt.mi>er Association was 

opposed to an exchange operating am competing with their sources and 

outlets. Random Lengths, a weekly publication by The Lwri>ermen's Buy­

ing Service, market analysts since 1932, devoted an entire issue to an 
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analysis of the National Innber Ex:cbange ani had this to say on 

October 10, 1957; (18, 5p.). 

"The backers o:f the rlations.l Ex:change are well aware that 
the world does not beat a path to the door ot the man who 
builds a better rnounetra.p--unless he makes it clea:t• that l'...is 
l'flOUSetrap is best. The Eltcbange principals have adroitly 
kept their program on the t.ip of the industry's ton.:.oue for 
more than a month. Whether you are selling a product or an 
idea, this is e.n essential of modern life. However, the 
Exchange has fostered some publicity which has proved mis• 
leading when inves t.igatad. 'fheri;) bas been ~ough of this 
to cast doubt on other parts of the operation. 

Muc}l trade magazine space has been devoted to the report 
that around one hurdrad sa-.mrl.lls have appliad for r...embership 
in the Elcchange. It is frequently pointed"out that these 
mills represent a combined annual capacity (not px·oduction) 
of nearly two billion feet of lumber. The inference which 
has been dra.t.:rn by pc>.rsons outside the immediate producing 
area is that the mill applications eonstitute an endorsement 
of some sort., a.nd that the Exchange 41-if.iee.rs to have received 
commitments on a substantial portion of the West's production. 

Does it constitute an endorsement? Random Lengths called 
a number of the applicants. One mill manager voiced senti• 
ments which parallel a majority of those contacted: "As you 
understar.d," he said,. "membership places no obligation on the 
mill. Quite frankly, I wouldn't send a oar through the 
.Exchange under some of the rules that they have now. I £alt 
that if it would do anything toward stabilizing the market 
I would be all for it, but I certainly won •t list anything 
that I can move through ordinary Ohannels." 

Does it constitute a commitment of production? None of 
those with whom we talked planned to list al\Yi:.hing except a 
f'ev doggy or bard-to-sell items u an ex:peri3Emt. Even if 
all the mills on the list become members; even if they all 
operate every working day or the Y$ar; even if' they run 
evm:-y stiek of their production through the kchange-al¥1 
few if any of tr.em anticipate this-traffic will amount to 
less than three hundred oars a day. 

'l'here has been a loose of U.'il"les too. Two of our calls 
to mills listed as applicants for menbership revealed that 
neither had applied, nor intended to apply. 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 serxling in the 
coupon which has accompanied National Lumber Exchange adver­
tisements and which was supposed to bring further information! 

A recent report, widely circulated, stated that two 
nationally known members ani 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 m.eni>er­
ship in the Exchange. 

Several weeks ago a newspaper story, attributed to one 
officer of the Exchange, reported: "A $5'00,000 punch card 
system and Univac computer have been installed to do the 
accounting and statistical part of the Exchange •s trans­
actions. 11 At the same time, another company officer was 
telling callers that the firm had ordered a Univac am that 
shipment was expected within a few JOOnths. Since there has 
been no clarification of the conflict, it appears the public 
has been misled. 

This analysis should cover three pointss (1) A thorough 
study of the actual costs of operating tbrougtl the ExchangeJ 
(2) An equally thorough study or when the Exchallge offers a 
"meni:>er", of what exactly is the service provided for these 
costs; and (3) An awareness of the limitations placed on a 
"member" who joins 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 am a firm offer to buy match up 
in price~ specifications and quality. In ~ transactions, 
it will take negotiations by a floor trader to match a specific 
ear to a specific price. This entitlee the Exchange to an 
additional fee based on a percentage of the net sales price, 
On a ear valued at $210001 this additional fee increases the 
eos:tr of the transaction from $10 to a total of $,)(). This is 
not an unseeming~y high price for a transaction, but it is a 
cost which should be considered by eaah potential menber in 
the light of his own operation. 

(2) What does the Ex:ohange 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 El.Cchange asks for this rent 
in advance. The costs of comrmmication and of the services of 
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the noor 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 vith mills or wholesalers with 'Whom 
he has been dealing for many years. 'l'he requirements that mem­
ber mills and wholesalers report on and pay 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 obvious by nov that the National Lumber 
Exchange is not getting an unqualified endorsement from Random 
Lengths. 'l'here 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 lmnber trade. But cars 
of lumber are not interchangeable commodities; the channels of 
distribution have been forged over a long period of years and 
are not easily changed; bwer-seller relationships have long
been established on a first name basis•-it will be all but 
impossible to Wect 4ltl intermed4.~ and change the first 
names to code designa'tions on a Jisting board. 

We won't comment on the character and integrity of the 
principals im'olved in organizing the Exchange. They 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 ~rience 
in actual rtpick and shoveltt lumber buying and sell.ing. 1115 

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 aotive in the industry. This wr1ter was interested in what 

their thinking was on the subject. Opinions were freely given in 

personal interviews conducted b.1 the writer with different classes 

of lumbermen. 

Generally those in favor of an exchange for the marketing ot 

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 or view. 

w. M. Leuthold, president of the National fu.nber Manufacturers 

Association, in 19571 in attempting to show the need for a change in 

marketing ard promotion or lwrber, spoke in favor of the establish­

ment in the future of a lunber exchange to facilitate the efficient 

marketing of lwri>er and allied lwri:>er products. He arrived at the 

follov.l.ng 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 or competitive materials, the lumber industry wst 
mount an offensive of its own. Thi8 calls for a united in­
dustry--400 possibly a new method of marketing lu.nber similar 
to a grain exchange used in the marketing of grain and grain 
products. 

'!'his requires that we put aside differences arising out 
of species, regions, atrl other considerations. This must be 
done first. Actually' we have no choice, if the llllli>er manu­
facturers and wholesalers of one region fail to cooperate 
with those or 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 
l'll8y' meet and trade efficiently will no doubt be a step 1n 
the right directiOn. 

Fred Talbot, chairman or the Board of the National Lunber 

Exchange ani a regional wholesaler, had this to say on the need for 

an exchange in lumbert 

"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 &tchange services 
the great crop of cotton, and other exchanges around the 
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aountry service and perform duties which are for the express 
purpose of fulfilling the needs of their particular industries 
involved. !t is 1'1\V deep conviction that a lunilar exchange will 
also fulfill a need--a need for a new marketing program that 
will move lu.nber and related products to the ultimate consumer 
and more rapidl7 and economically." 

Ralph H. Carlson, vice president of the Walter E. Heller Company, 

one of the largest factors in the world, who has been in chal'ge or 

supervising the mechanics for factoring of clients of the enbryonic 

National Lumber Exchange in the future, said the following about the 

National Lumber 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 a little sense•••• then more. We gave it 
wery 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 Ex:change-­
nor were we asked to do so. We think the National Lumber 
Ex:change will provide a needed industry service-•that•s why we 
are offering our factoring services to those who wish it.1t 

A high-ranking member of Georgia-Pacific Wnber 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 111ho would be 

able to out their costs of selling and increase theh- markets with 

the aid of an exchange operation. 

l.fr. Frank Clemmons, a small sawmill operator that are often 

referred to es peckermill firms in the Hood River, Oregon area, was 

especially er.thusiastic about an exchange. He said: 

"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 mu.st have special types and grades of lUBber can have their 
needs filled and small sawmills would know that all types ani 
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 sollers concentrated so ID.UI1el"OUsly as on 
an exchange.n 

Oregon lumber Yard, a local lumber retail yard, stated that they 

had heard of an exchange starting and folding in 19'7, 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 Zellerb11ah and Weyerhauser. 

• .\n 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 am the shipping of lumber export. " 

Generally, those not in favor of an exchange for the marketing 

of lu:nber felt it wasn't necessary, that it merely added another 

middleman step in the channels of distribution. 'Wholesalers ard 

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. Asehman of Aschman-McGregor Company, l.unber brokers in 

Chicago, was interviewed on August 13, 1959, by the writer personall.y 

and had this to say about the Eltchanges 

••The National Innber Ex:ehange 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, suah as offered by the various sawmills in 
the country--coarse, wide ring, dense, etc. 
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The statement just given applies especially to the products 
manuf'actured by small units, 'Which do· not possess either the 
mechanical facilities ar the technical knowledge essential to 
manu.facture a high.•grade, sta.Mard product. The volume of 
lumber produced by this group varies greatly with market con­
dition~, and it often represents a disturbing element in the 
general markets because the sales policy seldom conforms to 
those standards which are essential to the interests both ot 
the trade and of the conswner. thus; there are, indeed, 
individual standards of each sawmill, as well as the standards 
set up by the industry.. A grade o£ #2 and Bettm- might be 
made by two mills1 for example1 but one mill mq' have a MilCh 
higher quality grade than the other mill because of a better 
stand of timber or logs, a.OO because of better methods and 
facilities in the manufacturing of the lumber. 

The industry long has recogniz-ed the desirability and the 
need :for large groups of producing andddistributing units in 
order to attain an efficient and economic merchandising pro­
cedure. \:lith great progress in horizontal integration on the 
part of larger units in producing and distributing units, axxl 
with little being accomplished in the consolidation of the 
vast nurriber of small units because of their short life and 
lack of appreciation of the need for coop~ativa effort, no 
marketing procedure, such as afforded by an Exchange for dis­
tributing 1\l.l'!ber, is necessary. 

The only way that a Lumber Exchange might work its way 
into the lumber i}ldustry and show its worth, would be for an 
Exchange to form and take considerable experience arxl prac• 
tice to prove itself-that it is reliable. Reliability has 
been establish.ed by individual. cof'JPanies for many years and 
it is hard to get lunibermen to change custom of marketing and 
change from dealing with long-established reputable sources. 
Intense jealousy a.nd .a high-degree of individualism amongst 
lunberm.en makes it appear that it would be highly unlikely 
that they would be willing to change alld lose their initiative, 
by allowing an Exchange to do their buying am selling for 
them." 

Mr. R. Fullerton of the Wallace lnmber Company; Chicago lumber 

brokers located in the Civic Opera Bouse at 20 N. Wacker Drive, 

ChiCQ.601 had a few ~hings to say about the •ebange on August 141 

1959: 
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11 The Eltchange would not be good for the lumber industry 
because 1\Uii:)er is the type of proch1ot that could not naturall.y 
be bought and sold this way. It would out off the commission 
men, so we are against it. 

'rhe llll'lber industry is too big and unwieldy, Too n110h 
expense would be involved to buy ard. sell on an exchange­

-not only did the Eltehange want $11000 to join am get a 
membership, $~ for each buy and sell on the Rx:chan.ge, but 
all phone calls were to be charged to the meni>er as well. 

'!'he Elcohange idea is good in theory, but can't work in 
practice. When the National American t-lholesaler Luni:>er 
Association came out w1th a resolution against the National 
Lumber Exchange and asked its members not to trade on the 
Exahange1 it put the skids on the Exchange. 

I am skeptical on an eXchange with futures trading, 
possibly because I know very U ttle about futures trading. 
J.nyway, we wants to carry all the inventories. u 

Another Chiaago lumberman, Mr. w. Coleman of Crow Rollins, Inc., 

large wholesalers in lunber, was interviewed. He. was interrogated 

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

fessional opinion on the National Luni'>er Ex:change and an;r othat:" 

exchanges that might be started in the lumber ildustryJ 

"I don't believe, honestly, that an exchange is a going .. 
type of thing for lutli>er; it is good for grain, cotton, or 
stocks,. For inst.anoe, it doesn't make any difference to a 
potential buyer of a carload of wheat or where the wheat comes 
from am who grew it, but it does make a difference to a 
potential buyer of a carload of lumber, far exanple, a car 
of fir fiooring of C & Better grade, on where that luDi>er 
came .from and who ma.nu.faotured that carload of lumber. 

Some associations and various groups of sawmills and 
individual mills have adopted distinctive grades and t.x-ade 
marks which are placed upon the ems or faces of boards to 
designate the quality and source of the product. Throwing 
all lUll'ber production, regardless of mill and qual.ity1 into 
a common hopper, {the Ex:change), ani listing the lumb81." on 
the Exchange board by nter$ly species, g:oade, and price, 
nullifies differentiation and distinctiveness of individual 
firms which is 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 prioe and in time and at a place when 
wanted. In other words, personal selling on the pa,rt of 
the wholesaler, as well as the mills and the retailers who 
also al."e engaged in the selling activities, is important tor 
building individual company volume, and we here at Crow 
Rollins feel personal selling wolll.d be lost with an Exoha,nge 
to do our selling for us. 11 

s. Bishobniok, vice preaident of Dant and Russ~, whole~alers 

and exporters; felt that the exchange idea for the lumber industry 

was fine in theory, but not in practice. 

He said, .. nNo1 because of the follo'Wing reasons: (1) 
Qualities of manufacture vary, (2) Customers' d:U'ferenoes in 
evaluations of bid prices are varied, sometimes as high as. 
$.3 or $4 for products of various mills... 

He: further stated; "A l'Wlber exchange would stabilize 
priees or standardiz$1 quality and manu.fe.aturing could be 
obtained which is not possible with so many different types 
of mills and variation of wood qualities in different dis­
tricts. One just doesn•t get the same quality o£ manufacturing 
out of a poor mill as one gets from a good plant. For example, 
also the texture of wood ih Coos Ba;r is much different than 
the same species in the Grays Harbor area." 

G. Reed of Reed U>gging Company1 a small independent logging 

transport company or three trucks was also contacted. 

He said, "'l'he lumen- market is very competitive with l'1l4l'lY' 
grades of luni'>er. A large per oent of lumber is sold 'by 
special order; an exchange could not handle special orders. 
However, as far as prices are concerned" I !eel that it might 
stabilize prices, but would not have WlY effect on increasing 
trade to a large ex:tent. tt 

An official of Oregon Laminated Imber Limited, manufacturers of 

laminated lul'tber at 2500 s. E. Harold Street, Portland, felt that an 

exchange introduced to the lunber 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 exchEll'lo119 would level out prices 

at such a high range that would appeal to them as they favored low 

prices. 

These were tl1e principal weaknesses and comments on the collapse 

ot the Emhange. Many of these weaknesses could have been changed to 

strong points if the men tba.t wore in back of the Ex:ehange and were 

in the organization in key positions had had a more extensive back• 

ground in the lumber 1mustt'y and in exchange operations. 



84 

Chapter V! 

n.m::;o'-r·fEUDATT.ONS F'JR P.U'POVk~HEliTS AND POSSIBTI.!TIES IN 
THE FTJTUFE FOR AN EXCHANGE 

r1l,ch of t.he evidence assembled by this writer vnuld seem to point 

to the desirability of a lumber exchange to stabil:i.ze prices of West 

Coast lumber and reduce the costs and wastes· in lu.'llber distribution. 

However~ as ~,7~.s p'->inted out previ.ously, this need vJas not recognized 

by all, which was not surprising nor unexpected. There were bound 

to be certain wholesalers and manufacturers whose i:mmedia.te interests 

would not be served by an exchange or any othel~ type of open trading. 

These people represented a sourae of resistance to the Exchange until 

the National Lumber Exchange could justify its existence and prove to 

be in the best interests of the entire lunber industry. 

This type o.f resistance should not have been ignored; however, 

steps were not taken to prove th& ·Horth of the Exchange and at the 

same time to prove to dnubting trade groups that this type of organi­

zation was necessary for the lumber industry duri..'lg the inception 

and early life of an exchange. Eventually an exchange under the 

management am control oJ~ the industry should have beon the goal. 

In the opinion of the writer, it would have been difficult, if 

not impossible, under present conditions, for the lurrber industry to 

organize and operate a.."l exchange on its own. Only by an effort such 

as the National Lunber Exchange could the industry expect to create 

the ldnd of market so badly needed. 

A private corporation, no matter how lofty its motives, usually 

http:i:mmedia.te
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must expect that the lumber trade would remain doubtful and. suspi­

cious, um.til the value of an exchange could. be demonstrated. Actually 

a private corporation with representatives of well-known lumber 

leaders is, in the opinion or the 'Wl'iter, the best form of approach 

for an ~change in its inception and early life. 

In summary and conclusion of the study, it is quite apparent 

that there -were some outstanding de.fiaiencies in the Ex':cha.nge which, 

if re1nedied, would have eliminated much of its weaknesses ani would 

have brought. stability to the organizationt 

1. For instance, menbership 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 immediately and a large 

reserve of capital is alway-s highly desirable and essential. The 

capitalization of the National LUJ!Iber Ex:change was insu.fficient. In 

fact, soma additional capital had to be added within the first month 

of operation, 

3. No business is better than the individuals who manage it, and 

the Lu!llber Exchange was no exception. There was a laclt o£ organi.0a­

tion and coordination of the Exchange operation. There lT&l confusion 

between officers and workers, and between officers and officers 

because of a lack of policy making, because supervision was poor, ani 

because understandings of responsibility and authority were limited. 

http:organi.0a
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In addition, board rr..embers uera not representatives of tho luni>er 

5.ndustry, as tfa.S highly necessary for success. P..entbership on the 

Board was restricted to those who had invested .f.u11ds in the Elteha.nge1 

and thnse included only two lurrberman; the remaining three members of 

the Board ~-:ere promotion men not in the lu.'!'lber industry. 

h. There was also a need for a greater amount of publicity, 

nd,wation, an.rl public relati<>ns a.ctlvities before and a.ftoer the 

.illlcehanged opened. 1-!ore dtrect advertising and person:a..1 sel.:ting was 

highly desirable and could have brought more business to the Exchange 

in its inception. In addition, some publication and information on 

prices and conswnmations would have been helpful in creating and 

ma.i.ntaining interest in t.he Exchange for its members. 

5. Also, the Exchange was weak in the offerings of additional 

services. A laok of statistical information on prices for the mem­

bers was already mentioned. In addition, some moans of factoring 

sales would have helped both buyer and seller early in the EKcbange, 

ani provided a talking point for continued libccha.nge operation. 

6. Also, an improvement in the floor plan of buying a.:r:u:i selling 

lu.mber was needed for bcyers and sellers of lu.'71ber., The Exehat'l..ge in 

1957 used a brokerage form of operation wherein lis-trtratiers were 

hired to take listings of wholesalers and buyers, ani they attempted 

t.o match these listings into conswnmat1ons, or attempted to get buyer 

and seller together by ·!ielephon:i.ng them and bargaining for them on an 

agreed price. The brokerage or fee charged, however1 went to the 

Exchange as the list-traders l'.m"e not independent but worked for the 

http:ielephon:i.ng
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Exchange for a salary compensation. 

Actually, the objective of a lu.ni>ar exchange would be to provide 

not only a place where buyers and sellers could meet, but also a 

place where ~ket prices or lumber could be established and stabi­

lized, a situation ultimately or benefit to both producer and con~er 

todq. 

Price stability is especially desirable to both producer and 

consumer!!!~~~· 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 stabllit;r, 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 ~ioh are 

equally essential to the producer and the consumer1 as well as to 

the best type of speculation which is necessary in exchange operation. 

From the stampoint of the producer or the consumer, an exchange 

furnishes such things as: (1) a year-roum market. Lu.ni>er supplies 

can accumulate many t~s in great quantities 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

duee~ or consumer1 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 out in middleman costs for both producer and 

consul11.er,. By both producer and consumer being able to buy directly 

on the Exchange, either is able to reduce the number of middlemen 

with whom he must deal. · Hedging, available in futures markets, 

results in relatively low marketing or haniling costs, as witnessed 

in the marketing of grains on the grain exchange in Chicago, {16, 

P• 547). The farmer benefits from this fact in higher prices paid 

to him. In luni>er, the user of l~er will benefit in l&wer prices 

paid by him for he could hedge against severe price ard io:ventory 

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 am. is 

still operating toda;y. This exchange has offered continuous futures 

trading"in wheat, corn, oats, and lard since 18.59, ani in barley and 

rye since 1865; (161 p. 564). Moreover, similar e."Cperience in cotton, 

coffee, and stocks show the stability of an exchange operation. 

Certainly the persistence of a.n exchange in marketing these and other 

commodities is, in itself, a testimonial to the ultimate desirabUity 

of an exchange operation to both buyers and sellers, producers ar.d 

consumers. 

http:consul11.er
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Reco:rrunendations 

Attitudes and doubts of the workings of an exchange aiJi its 

officers would be minimized and alleviated if the following reco~ 

mendations were to be followed: 

1. Met!IDership on the Exchange should be restricted to pro­
fessional traders now in the lwnber business, such as wholesalers 
and sawmill operators, or to anyone who understood and knows lumber s 
species, grades, a1Xi uses of lumber ani 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 
unbiasly to the best of his abUity. 

Number o.f seats on the jgcchange would be lindted and have to 
be established on the basis of the demand for representation on the 
Elcohange by buyers and sellers and on the basis of the nunber of 
buyElt" s and sellers who could not or wished not to purchase a seat 
but needed a represe11tative in buying and selling luni:ler. The 
original purchase of a seat on the Ex:ohange would be made to the 
Ex:change 1tseU'; later, any sale and purchase of any o.f the limited. 
nurriber of seats by a member would be made between the member holding 
the seat and the purchaser, with the consent of tba board of 
directors of the jgcchange. Selling price of the seat would va:ry 
according to sellers' and buyers t 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 ehe.rg~ to the member by the ~change 
for the service of clearing cash and futures consummations through 
the Ex:cha.nge and the lb:cha.nge clearinghouse. This would be done 
after each da,.y's operation am before the next day•s Elcchange open• 
ing. Also, euh member would pq ann~al dues on a proportionate 
basis. The servicA fee and the dues WOUld represent the needed 
rev,enue to pay Exchange mcpe~ses of operation, inoluding salaries 
of jgcchange o:f'ficers and workers. 

The privilege of members would be defined as such: (1) all 
transactions, of the Exchange must go through sorne raemlJer of the 
Ex:change; (2) members would oolleot a fee for each purchase and each 
sale that they made ·for their customers and would then co~ensate 
the Exchange for services rendered by the Exchange to them. In 
other words, customers would work through mamers, and members 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 Ex:change could be sold 
to the industry through a demonstration of its value. Some kind of 
menbership fees should be charged to participants; but since paid 
menberships might be slow in coming into the Excb.a.ne;e, 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 ani not all of this need be paid 
in, but it should be subscribed for am available upon request• 

.3. The ma.:tn structure of organization of every business is the 
same and here are some basic principles that the Exchange should 
follow: (a) authority 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 ur.rler­
standir~ 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 nunber of 
subordinates he oa.n effectively direct, coordinate, and control; 
(e) policy with respect to all phases of operation should be definite 
and alear~ut and worded in understandable standard terms; (f) 
de!'inite objectives of marketing should be established. 

4. Acceptance by industry and financial stability should be 
provided by bringing into the Ex:change corporation stockholders an:l 
directors with known and established financial resources. 

Since so many in the lumber industry need reassurance as to 
the soundness am longevity of the Eleohange, it is desirable that 
men providing additional funds be well-known in the lumber trade or 
have an acceptable reputation in general business or financial 
circles. 

5. The organization should be formed to operate the EKabange 
at a minimum cost level during the early stages of the test period, 
without saorif'iei.ng 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. 'lhe 
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 ard fully used 
at this time. 

6. A program o:£ 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 sa~lls should be approaehed by mail prior to the 
test period with a oonq:>lete description of the proposed operation 
plan. Their cooperation should be solicit ed 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 to what 

·would happen, a hi gh degree of participation could be anticipated. 

These selected wholesalers and sawmills should, also, receive 
complete reports on Exchange prices and transactions at least tltic·e 
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 condit:Lons in the future a. fee would be charged. 

1. All segments o£ tbe lwnber trade should be kept fully 
informed and the number of participating companies should be expanded 
during the test period ,by adding seats on the Elcohange. 

Every 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 des1rabl~ bids from the wholesalers would buUd a gradual 
increase in volume a.s the test period progressed. · All this should 
be do!ll without losing the control feature of the _test. 

8. During the tinal stages of the test period, a review of the 
membership 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 lunber industry opera­
tion a.ft.ar the test period. It is important that this review and 
operating plan be ntade before · the errl of the test period so as to 
obtain oontin\,lity--so that operations will continue on through the 
test period into the permanent operation with as little trouble as 
possible.. 

After the test period, the details of carrying out an exchange 
program would require th~ 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 tor a permanent operation but ndght not have been good 
for a test run. 

9. A floor trading system nsing .floor traders and buying 
traders might be £easible1 in the opinion of the writer. These 
traders would buy a seat in the original closed corporation EKchange. 
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 exchange.e. Eaeh 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 luni:>er 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 am operate as a noor 
trader on the Exchange floor. The board of dire.Jtors would be com­
posed of floor traders and representative~ of wholesaler associations 
and mill associations. MUch of the -polioy setting would be done by 
the board tbi-ough committees am officers and other-employees would 
be hired to carry out policies and perform the necessary duties anrl 
functions for operating the ~change. 

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

10. An exchange factoring service would accept all invoices · 
that wished to be factored through the EKchange. 'lhe mill would send 
an invoice- to. tp.e customer and a copy of the invoice plus any necessary 
accompanying papers to the EXchange. The Ex:change . 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 oar 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, leas one per cent 
for factoring, less the charges of the mill trader. Also, in turn, 
the Eltchange woUld add to the customer's account the charge of one­
half of one per c .jnt;, or the one per cent for the buyer:...trader. If 
this was a brokerage transaction, it 1110uld be handled the same way 
by adding the cne per cent sent at the Ex:challge. This kind of fac­
toring SY'stem if operated by the Eltchango would mean that an account 
would have to be kept for each mill trader and each buyer trader, but 
the Elcchange would have its money each day after the invoices were 
sent out from the f'aotoring uni·t. The aoove 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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u. '!'he use or noor traders to represent sellers am buyers 
would .facilitate trading on the Exchange. For instance, one mill 
trader might represent :fi.ve 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 stock and know 
what they could produce. In addition, he wuld know how the mill's 
lumber was produced and what their future intentions were in 
regards to production. JiXohange by-laws 1night provide for the 
mill trader to work on a set rate of one-hal.f' ot one per cent tor 
straight cars of lunt>er, and one per cent for mixed ears. Among 
his duties would be to list all the cars that the mill wanted to 
sell and to acknowledge for the mill all the ordws that were sold 
and to represent the mill on any other basis that was needed at 
the Fhtahange. He would be a combination or sales representative 
and agent for the mill. This would allow the mill to cut down on 
some of their large sales force and seD-ing expense by working 
through a mill trader on the Eltoha.nge floor. He would be in 
constant contact w1th the mill, would have the right to raise or 
to lower prices ror the mill. He would also advise his mill what 
1 t could expect in prices for its products. In othC' words1 all 
selling transacti.ons of the Ex:cha.nge would be with the mill trader. 
A good mill trader would be constantly ttworking for• his mills. 
He would be trying to hold prices higher and get more money for 
good stock, as wall as pushing the supply as MUch as possible. 

The buy:tng trader, therefore, would also be a mellber of the 

Exchange, but he would represent possibly five to ten wholesalers, 

brokers, large retail yard buyers, or large industrial users. He 

would represent the buyer on the same basis as the· mill trader 

might represent the mills--one-half' .of one per cent tor 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 bey for b1s 

buyers or for himself. He would be a coni>ination of buyer and 

agent for the buyers he represented and would advise his buyers 

.on 'What they could expect to pq for lumber and for lumber products. 

He would be in constant contact with this buyers and would have 

the r1ght to raise or to lower prices for the buyer. All bll;ying 

transactions of the Elcchange would be with the buyer trader. An 
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efficient buyer trader would be constantly "working forn 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 into 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 factoring, 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 t~e floor of the Exchange. Mill traders are handling 

the selling of lumber, and the buyer tradezos 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 
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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. 

'!'his badly needed instru.ment WOlL1d enable the lumber industry­

to effectively compete with other construction materials on a 

stabilized industry basis. Only through an Exchange eould futures 

tDading be aocornplishad. 

Futures trading would provide three principal services. First, 

it would wovide for the pro~ass of hedging. The hedging i'i!nction 

of futures trading was .formerly stated clearly by the Federal 

Reserve :g.,,.3.d.1 in order that the banks of the country might be 

informed on this much misunderstood subject. The Federal Resorve 

Board carrying the weight of official authority1 had th:ts to say 

about hedging in lfay, 192.3 s 

ttThe problem or hedging '·s 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 1ts importation. If the American eotton 
merchant keeps his cotton hedged throug)l: the sale of 
future contracts1 the loans are more secure and business 
can be transacted en a l\'lUch narrower margin than on 
cotton that is unprotected. In England, the banker ie 
prima:r1l}r interested in keeping cotton hedged, because 
he has accepted the bills under wh1oh 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 nga.:tnst loss." (10, p.l2.'+-12$) 

Hedging limits losses, protects profits, and safeguards bank 

oredit. Risks are reduced, coats 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 estimates of value and both putting their own price e1fa1u­

ations into the market, would have the same effect as an open, 

competitive auction--establishing of "correct values.n Usually, 

the truth about ma.rl<et value is based upon the law of averages. 

If there are'. enough estimates 1vith the law of averages, the mass 

estimate is usually taken as being nearly correct. A wide market, 

therefore} is otu:- best value barometer. A futures market would be 

able to supply the vddest market facilities in the lumber industry. 

Such a barometer is thus of the utmost value in the field of 

lum.ber activities, and to bankers and others who must finance the 

lumber industry. 

Third, the establishing of a futures market at the Exchsnge 

would aid in stabilizing prices. In the grain exchange, where 

futures trading is a major part of trading activity, the traders 

in futures keep prices free from vi.olent fluctuations which would 

otherwise occur from unforeseen natural causes. For instance, the 

trader who is short and is successful enough to continue in the 

market sells when prl ce s are high; and he buys when prices are 

working downward. T.r~ 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 trading would be 

the one v-.dth the largest short interest in it. Indeed, in tine 
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of panics, the only support a market has is from the shorts. The 

short, therefore ha.s an important position in the market. !t is 

just as unwholesome to have prices too high as it is to have them 

too low--and the short applies ttthe brakes" against rising prices 

going up "through the ceiling,'' or falling prices dropping dow 

· into nthe cellar." In addition, the short does not create economic 

conditions governing prices, but he merely conforms to them i£ he 

survives long as a short. Aotu&U.y, too, there are no successful 

bear raids, wh5.ch is concerted action by shorts to cause prices 

to move downward, for such manipulation of prices, if and when it 

does occur1 is against the rules of any exchange and would be 

subject to suspension or expulsion .from the mcchange. 

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. <fhus , bulls 

and bears can change places; and, also, apply the brakes at the 

same time. 

Futures· trading is good for certain staple products such a:a 

grain and cotton and oan 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 col'l.ditiona of supply and d$lllal.'ld, are 

hazardous trade risks, and lwllber handlers are anxious to minilltiZe 

or to avoid them entirely whenever possible. 

http:col'l.di


98 

' 

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 tl:'..rough the delivery of one or more prescribed 

deliverable grades if actual delivery must take place. Futures trad• 

ing is largely paper' work with buyers and sellers dealing in futures 

contracts; delivery only occurs if future contracts mature. Most or 

the futures contracts on the grain exchanges merely "wash out"-· 

in which buying and selling of the contracts are taken up. The tact 

that alternative possibilities in futures contraats exist, and the 

fact that delivery, or sales can occur at any ti:me, oinakes a futures 

trading market for the National Lumber Exchange a strong possibility• 

.!.umber, like grain and cotton, has the following features that 

are needed by any product or comrnodity for futures trading. It is ' 
durable and suitable 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 gradi.bg 

into distinct and definite standardized olassif'ieatione. 

Lumber, generally, is produced seasonally-, sim.Uarly like grain 

and cotton, thus necessitating storage over a period of time for 

orderly marketing of the product. 

In a.ddition, commodities sold on exchanges should be produced 

by large numbers of producers am used by large numbers of consumera.­

Lumber 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 ov&r 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 inforr11.ation that is 

always available, and the lowest possible middleman cosy in commodity 

handling. 

Lumber supplies accwnulate in great quantities at seasonal times 

of the year and then mst be carried, in some instances, through the 

balance of the year. By providing a futures market where the luni>er 

industry and the storage people could hedge or price-protect their 

holdings, supplies in excess o:f demand could be absorbed at any time 

of the yeer. A futures market for the lumber industry would provide 

for all ~hese things. 

Another possibUity where the Exchange might justify its 

existence would be in the plywood field. A spot market, such as the 

Elcchange offered, would serve a need that could very well develop 

into a certainty for inprovement 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 lurri>er, pine, and others. 

Increased production, coupled w.i.th changing demand and widely 
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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-•riska which are too substan­

tial to be carried alone, without an opportunity for hedging or 

otherwise insuring the risk taker. Under present conditions in the 

plywood industry, there is no one to carry these risks, or in the 

other lumber industries as well, but the producer, distributor, and 

their bankers and stockholders. A commodity exchange dealing in 

futures contracts could remedy these situations. Again if the 

Elcahange were to be designed and properly operated by the industry1 

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 wou;ld be to satisfy a press... 

ing need for a market in futures. Plywood, a.l.though a manufactured 

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 lindted 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 membors. Each 

representative--the producer~ the jobber, the consumer1 and the 

professional trader-should all have special interests in a commodity 

exohange and should together organize the futures exchange, f&Stablish 

the ground rules, and take over the job of managexnent. Only an 

extremely small portion of the futures exchange contracts should ever 

be COn&Ut'1lltlated by delivery. The purpose o£ the trader in futures 

exchange contracts should be primarily not to make or take delivery, 

but to cancel out avery sale by an offsetting purchase, and thereby 

avoid deliveries by settling all differences in cash p~ts. 

Although a buyer or a seller or e.xehange 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 tdth its many ramifications tor both blzy'ers 

and sellers would prove, as it has on other EJXChangea, that it would 

aid in stabilizing cash lumber prices am would, also, provide more 

spirited trading activity and live marketing than is being done 

today in marketing plywood or other lumer, especially in slack 

periods. 

In conclusion, therefore, a futures market is nothing more than 

a means or a device to insure and to safeguard cash trarlibg that is 

being done today against losses from priee fluctuations by means of 

a contract ·::.o buy or "! oo:1tract 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 Ih:ehange 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 ot luni>er went 

up or down. If the price of · llll1i>er of this particular specie declined 

substantially before he sold the actual spot lUJii:)er or plywood, he 

would have to sell the actual lunber that he had at a lo-wer 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 

t han for what the futures contract originally was sold. Now, if the 

price of lunber rose1 he would then be able to sell his cash luni>er 

at a higher price t han anticipated and make a speculative profit;. as 

well as his normal trade profit. In this case, however; he would 

experience an offsetting loss, because he would have had to buy out 

the futures contract at a price higher than the futures sale. 

The Elcchange also could provide possibilities for making a legal 

speculative profit, for those engaging in future~ market activity 

'Without any cash trading activity. These would be the speculators 

who took the risks of possible loss in price fluctuations, but also 

would gain a speculative prorit 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 

retDaitl alive, so that cash traders can continue to trade and be assured 

that their cam 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 oom:ttlQdity futures 

exchange is assured, not only in terms of insurance, but because o! 

the service which it can render in stabilizing prices and in creating 

a sound base upon iihioh to build new markets .fol' the plywood industry. 

The Lumber EKchange Institute 

A brief investigation of business people in town ard lunbermen 

in the industry revealed some interesting facts. In.formal interviews 

with nta.ny people by the writer of this study disolosed that public 

interest in the ~umber market and the operation of an exchange 1 as a 

means to improve the marketing of luni>er 1 was high and that the demand 

for sound, factual, and comprehensive knowledge of lumber exchanges 

was generally deeirable. The need for a broad and coordinated educa,.. 

tional program was apparent because of the lack of knowledge and 

experience 1n the lumber industry in exc.hange operations. 

A plan to instigate an educational program under the auspices 

of the Educational Information Committee of the ~change would be 

to establish an annualhlni>er Ex:change Institute. 
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Under the Lumber Exchange Institute, a lecture course of several 

weekly sessions of two hours each duration, one possiblJr at ):00 p.m. 

and the other at (lOO p.m. would be held. This would allow many 

interested people to fit t-he course into their scheduls• . The length 

or t.tle course, o:c· nu•1ibe1· of weekly se:asions in the Institute, would 

depend on tne alltount of nid.t.erial that lJould be covered. 

Ore suggestion £rom l-'lr. Lyle Baker, ·t.he :i:ixecutive Secretary of 

tlle Exchange ac M1a.t ·t.itne, was to hu·e a unive:rsity professor of 

business or economics to act a::i cool:•tiinator and i.nSi'..rllctor, and to 

be assisted by f>"UeBt lecturers who were specialist3 in their respec­

tive fields. 

A lecture course method would be prefel'<.thle. 'Ihe value of com­

municating lumber and exchange marke·~ing infornmtion -t;o people by 

means of face--to-face discussions was recogniqeci as the rnost needed 

method. A speaker on a lecture platform, in this ease, vould have 

the advantage in being able to tailor his t alks to suit the particular 

audience. This, it was felt, would be desirous, especially, in the 

Institute course. Lectures could easiJ.¥ be e11larged on oaoh subject 

that was covered, as the si-cuatiou demanded. Later, conclusia.os 

could be made more easily when the question-period -time at·:·ived. 

In addition, color filns, charts, and other visual aids could 

be used to illustrate the talks and to supt-lemellt the lectures as 

well. 'l'ake-home study materials would be provided members of each 

class and informative litera·ture would also be handed out 'i#o each 

member of the classes. • 

http:conclusia.os
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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 lumbar prioes go up one day and 

down the next?'• by a young graduate business student, to a portly 

broker 's inquiry as to 11how much margin is required when sellit1g 

short?rt 

Lectures would, however, encompass the i'undamentala of sawmill­

ing, grades and grading, and complete marketing from ill through the 

Lu.ni>er Exchange to the final user. These furld.amentals could possibly 

be given in a some'What following sequence as this: •tSawrnillin.g 1n 

the United States"• · ••••• Luni.>ei· Grades of the West Coast 

Lumbermen's Association .. . •••• Lunibar Gr2des of the Western Pine 

Association •••••• Galifornia Redwood Association Grades •••• 

~ .. Southern Pine Association Grades • • • • • • Grading ar:d Inspec­

tion of Lumber at the M:Ul •••••• Transpor·Gatioh. of Lumber­

handling, rates, etc., •••••• ':rhe Lumber EJcchange ani Its 

Organization, Constitution, and Rules of Trading • • • • • • Regula­

tions of Lumber Elcchange • • .. • • • Cash Trading on the Exchange • • 

• • • • Floor Procedure • • • • • • Mechanics of Futures Trading • • 

• • • • CleariRghouse Operation • • • • • • .Lunilar Spreads am 

Spreading • • • • • • Speculation and Prices and Price Determining 

Factors • • • • • • Factoring and Financ.lng • • • • ~ • Office W'.aole­

saler and Bifokerage House Operations • • • • • • Wholeaaler•r-1Ul 

Operations •••••• Retail Yard Operations ••• ., •• Market News 

•••••• Future Possibilities of Lu.ni:>er. 
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The above titles are soma possibilities far weekly sessions, 

and others would be added or substra.cted as the Institute was put 

into operation" 

For admittance to the course, it was thought that there -would 

be no necessary qualifications. The Lu.'lber Exchange Institmeh• 

course would be available to all interested persons at a nominal £ee. 

However1 because of tho technical na~ura of the course, the enrollment 

and classroom proficiency shoUld be lindted to men and wo:men in some 

form of lumber activity or allied business, but including a_ wide am 

diversified range of types of businesses ~th which lumber is affili­

ated in some w~ or other. 

To name a few, it would be expected that accountants, book• 

keepers, secretaries and typists, railroad traffic experts, office 

wholesalers and brokers, wholesaler personnel, sawmills personnel 

including executives and managemant level, large retailers, advertis­

ing aocoUJ."lt axeoutives f~m advertising agencies, marketing research 

people, newspaper ard. magazine reporters and editorial staff members, 

television and radio newsmen and. analysts, mo·tor carrier and water 

cargo traffic and management personnel, banks and insurance repre­

sentatives, importers and exporte.1"s1 office managers of allied luni:>er 

industries, etc., would be members of the classes. In other words1 

a true cross•section of any and all fields of coJnmereial endeavor. 

All class sessions would be held on the Ex:change floor after 

closing hours of the ~change. Those interested in eDrolling ~d 
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contact the Lumbar kchange Institut.e directly at Ex:changa head­

quarters. An er..ample of a possible application blank that might be 

used is shown in Appendix N at the back of this study. 

Financing of the Lumber Ii:XC:hange Institute would be done by 

either contributions from lumbar businesses and interests1 Ol' by car• 

tain, percentages of Ex:change serviee fees derived from meroars, ear"' 

marked :for education. The latter metihod would spread the cost of 

Institute operation among ItJ.e.llbers of tha kehanga.. This would also 

aid and increase buying and selling aetivity on the part of lumber 

interests,; for the L'll.l1VJer Elcehange Institute would be aiding the 

Exchange in expanding the scope of 1ts operations and in its influ.. 

eneing of the lumber indus~. 

In a.ddition to the Lumber E:llchange Institute itself another 

Yet.1.uable aid in the educayton program of the National Lumber EKehange 

t~uuld well be t.he utilization of daily newspapers. This would mean 

not only the Portland newspapers., but newspapers 1n other lat'ge cities 

in the coun:try, and especially where the buying market or lumbar is 

located. 

NEiwspaper writing; and magazine writing as well, could be one 

ot the :mainstays of the E!tahange 's educational program. Newspapers 

and magazines pr~perly informed and given free reins at the Exchange 

to get neve and price information, would write Et;ohanga news and 

market progress that woald gain publla undP..rstanding ani attract the 

widest possi~~E.'. . ~~~~!".f!~j._p_N s!~~.n.~ting public demand ror. 



109 

j.nfor:mational lit:erature ta"lat was being distributed by the F.x:change1 

and could stimulate public desires to use the E.'tchange :tn their lumber 

daa.1i.ngs. 

A.'1other plan that could work 1-rell w."ith the Lt:moer. Ex:cha.nge 

Institute would be to establish cooperativos v1ith schools, collages, 

a.."ld educational groups by aiding them to ple.n J t;.trricula, and b;r 

offering literature am film.-; on the Exchange am 1ts operational 

along with this, Pacific No:rth~rest college professors could be invtted 

to the ~change to study lun'ber axchango operation in sominars and 

tfYJl:IPOsiums between lumer education and Bl!cchange leaders could be 

held to stii!!Ulate interest and educate all those interested ard active 

in t,he industry• By this intensive educational program, an appre­

ciation of the la'l!lbar tndnstry as well as tho :fij(cllange 1 toelt, would 

com~ and more intelligent marketing ani mera~~ndising of lurriber and 

;t t o products wottld likely follow. 

&hmation undoubtEYJly sllot1ld play an important part of a.n-:J future 

org&~ization and operation of an exchange. The benefits and the 

valnE'Ie that oould be received by implementing an educational program 

•ith an a:x:changa for lUIQber would def:J.nitaly add to the success of 

the 6Xohange along with publicity and sales prem.otion. 

The same forces for success in a:n:y business-ca.pital., 

organization, supervision, a justification for existence in a channel 

http:business-ca.pi


110 

of distributi{>n, metra services offered, am a good public relations 

and educational program7-a1·e i~~ortr~t for a aucceastul lumber 

mcchanr,e as well. 
/ 

Bl-iefly the ~oregoing concl•u:ttons and racoilllOOrrlntions of this 

chapter aret (1) establish memborohip and rules for :membership includ­

ing £eea and privileges ff r Members; (2) provide sufficient c.apita.l; 

(.3) observe ~md follow principles of managemant; (4) place well-known 

lumbermen on thn boz:."d of directors and, i t pos5ible, have all buyer 

a..'ld sell(~r classiflcations re_.Dresented en the boa..~; (5) provide suf• 

ficiont r.ales promot.ion al.'ld selling effort; (6) provide e:A."'tra services 

for m.enbers as a stat.isticeo~ sorvieo; (7) pr&lide :for a. test rup. am 

get t .he facts from the tl3st run to fo:rmuln:te. a final operating plan 

for perrnanl."ut operetion; {8) eet up a floor trading system using floor 

tt-aders and f!ell seat'" on the .EKcha.nre; (9) :tnolude an E:rohanga fa.~.; ... 

torinr, service for ~-ts merbers to a.1.d trading on the Exchange; (10) 

set up a futures trading It<'!rket 'h'ith a futures alearinghottae, in con­

.iunction ld.th the cash trading market; (11) providti for a luniber 

f'..xchar..ge ins'IJ:i.tute to educate the lwr.bertr'.an and other indirect middle­

men, as well as the public who might be interested in th13 Exch211ge1 

and its operations and tr~ing procedures• 

Actually, when tJle time eor1es that lumber producers realize that 

by the establishmtm:t of an exchange, they oan more readily expect for 

themselves a profi.t, t.hey wlll have accomplished that for which they 

have been searching for many years--an honest profS.t on their produo:­

tion regardless of market prices. This one feature, an exchange, 

http:lwr.bertr'.an


111 

would establish security for all the employees of major lu.ni>er 

companies and t--"'uld assure them tlw.t thetr jobs would not be abol­

ished through a fluctuating market. With a stabilization of assured 

profits aecured by· exchange operations, the lumber inchJ.st,ry, a.a l.<ell 

as individual operations, would have a good opportunity to operate 

profitably twelve months of the JB&r f'or the first time in the luniber 

industry. This rrdght be done by marke'l:;ing lumber throt,_gh ~'l exchange 

td. th the activo and healthy support of the lumer i.unustry. 
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114APPENDIX A 
FLOW CHART OF LIST-TO-SELL & LIST-TO-BUY ORDERS--CARLOADS LOTS 
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FLOW PLAN OF THE LUMBER EXCHANGE 
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APPENDIX C 

A LIST-TO-SELL ORDER 

THE ~fiONAL 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. 
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APPENDIX D 

A LIST-TO-BUY ORDER 

THE NATIONAL LUMBER EXCHANGE 

LIST TO ORDER'------- BUY 

Number of Cars 

Price 

Dimensions 
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Grade 

Surfacing 

Moisture ._...;, 
~~-..., 

Specie =------·­

Shipment 

Guaranteed Weight 

List to Buy No. 

Buyer No. 

Buyer Name 

Buyer Phone 

Date 

Transactor No. -- , ~-,.=-~·--'-•• , _..,... 
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121 APPENDIX H 
FLOW CHART OF PROCEDURE FOR HANDLING ODD LOTS 

Listing Desks 
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THE NATIONAL LUMBER EXCHANGE, INC. 

Order To Sell - Odd Lot 
rttem ~t. n· . lHil+~~ - - Shi o. . JJD.ensJ.ons Avail. Grade Surfacing M Specie men:r­ · Price 

-

'­

I 
Trans-

Ident. No. Account Name actor Date Sell No. 

Posted Date 
Initial 

Form 6P-4 9/l/57 

» 
t"" 
H 
Cll 
1-3 
I 

1-3 
0 
I 
Cll 
t.".l 
t"" 
t"" » 

"G 
"G~ t.".l z ~ t::l 

~ H 
><

tzj 
0 H 
~ 

0 
t::l 
t::i 

t"" 
0 
1-3 
Cll 



----

THE NATIONAL LUMBER EXCHANGE, INC.Form EP-5 
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APPENDIX K 

A CONSUMMATION ORDEi~ 

THE NAl' I{)NAl.-LUMBJiR-B.XCHANGB 

CONSUMMATION ORll-.B.-.R---­

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 A~PROVAL DATE 
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APPENDIX L 
FLOW CHART OF CONSUMMATIONS 

LISTING.'J 1 DESKS 

Heller Co. Receives 
Consummation Order 
For Credit Approval 

TRANSA TORS 

'I'ime "'tS amp & 
List on Board 

Stamp 
Consummation Number 

Key runch 

Tabulating 
Operator 

Communicat1ons 
1-----.l~--( Desk -­ Reference , 

Card & Consunnnation 

Tabulating Card 
to Accounting 

Order 

fteference Card to 
W.E. Heller & Custom 
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APPENDIX M 

PROSPECTIVE FLOW CHART OF FLOOR TRADER OPERATION 

(non-members) (non-members) 
Buyers Sellers 

\ 
tft Exchange Floor t I~ 

[ Buy Members Sell Members 

__j ___. 
Sell-1k-l r:!:::1 Futures 

-··---·--­
Clearinghouse 

for 
Futures--- ------·-.,--­

Buyers Buyers' 
of of 

Futures Lumber 



---------------------------
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APPENDIX N 127 

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

~----------------------------------------------------------------
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. 
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APPENDIX 0 

HOW A FUTURES MA.RKET COULD OPERA'lE IN LUMBER 

Although the operations of the cash lumber and the futures 

lumber markets would be different, these two markets would be inter­

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 specii'ied quantities as car­

load 1ots 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 agreemnt between two parties--one 

who agrees to sell and deliver and one who agrees to buy and receive; 

(l) a certain kind and quantity of lumber, (2) to be delivered during 

a specified month; (3) at a d.ef'inite price; (4) under the terms 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 2 x 4, 2 x 6, 2 x 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 induS• 

try with the use of the common grades and the shop grades, and wi.th 

the use of a proper spread o£ lengths • as 2 x 4 and wider. 

Hedging would be especially desirable and would be appropr1ate]Jr 

used by all owners and handlers o£ inventory, by those who "roll" 

transit ears 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 o:t 

lumber who buy and store :for later use in building construction, 

in manufacturing of many consumer wood products, as furniture and all 

ld..nds o£ millwork and specialty cabinet work. 

A large part of all lumber shipments originateB in the west by 

a method known as "transit shipments." Transit shipments means that 

lUJilber 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 ear is reconsigned, 

perhaps to another diversion point or perhaps to a final marl<:et. 

Such lumber is commonly not sold until the car is several days out 

o£ 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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With the setting up of futures trading, provision would need 

bG made to clear all futures contracts, each day through a clear,. 

inghouse which could either be independent <:1r part of the Exchange. 

Like other principle exchanges, this Exchange woo.ld have an 

affiliated organization known as the clearinghouse. Its function would 

be identical with that of clearinghouses tahich serve the banks of 

all larger cities, namely, a simplification of settlement of balances 

by use of the offsetting principle. 

At the end of each trading day every member of the Lumber 

Exchange either directly or through another meni>er of the Exchange 

who was also a member of the clearinghouse, would submit a recapit• 

ulation sheet she1.dng all transactions by the member for that day. 

At the close of each day•s trading session too, the clearinghou.se 

would establish a settlement price whiCh would be approximately the 

closing price of the canmodity 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 member sold to another member 301 000 

feet of lUll\ber during the day's trading session at $60 per thousand 

feet and the closing price or settlement price reaches $61 per 

thousand feet 1 the buyer 'tiOI.lld have said to have made $30 and there­

fore would credit himself with this difference on his clearing reportJ 

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 .fUtures position and a margin position; on eaeb member, much 

as the grain exchange clearinghouse does. The individual Exchange 

members would, in turn, keep a futures position and a margin position 

on each of its customers. The members o£ 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 with­

in itself, and the workings of the clearin~ouse 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 staple product• because lumber can be used 

for a variety. or 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 cuts), because it i.s a 

product that can be stored, and because it has many more mills than 

grain has producers and grain elevators 1 a futures market nxi.ght 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 usage, and these items are sold on an 

exchange with futures trading on the Chicago Mercantile Exchange. 



1.33 

A futures market is one form. that might be the answer to the 

lwrbermen1s dilemma...-the need for some' kind of risk distribution 

on prices of lumber. It is true that this is not a perfect .solution 

to the marketing function of risk•bearing, but it is a step in the 

direction of price protection, and it has worked before, as witnessed 

by the other commodity exchanges in the country that employ facil• 

ities for both a cash trading and a futures trading market. 




