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ABSTRACT
AN ANALYSIS OF PULPWOOD MARKETING IN MICHIGAN
by Gordon D. Lewis

This study was made to determine the structure of the pulpwood
market as it exists in Michigan, and to determine the purposes served
by the various segments of the marketing chain. Special consideration
is given to the pulpwood transportation system and procedures, and to
the potentialities of cooperative marketing as a method of making pulp-
wood production more attractive to the more stable producers.

Data were obtained by mail questionnaires in 1957 and.1959, and
field interviews were conducted in the summer of 1959. Im 1957, mail
questionnaires were sent to all Lower Michigan pulp mills and to the
railroads serving them to gather information pertaining to transporta-
tion methods and costs. In 1959, a second set of mail questionnaires
was sent to Michigan and Wisconsin pulp mills to obtain data as to
pulpwood consumption, prices, sources, and methods of procurement. 1In
the summer of 1959, field interviews were conducted with the public
landowners, pulpwood marketing cooperatives, and selected producers.
These sources of primary data were supplemented with information from
a number of secondary sources.

Michigan pulpwood, the major revenue-producing product of the
forests of the state, is the chief raw material for the Michigan pulp
and paper industry and constitutes almost one-fourth of the Wisconsin
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pulpwood consumption. This pulpwood is produced primarily by small,
part-time producers dealing directly with the pulp mills. All produc-
tion is carried out under contract; but is quite irregular, varying
from 700,000 to 1,000,000 cords per year depending on pulp mill demand.

At present, the main source of pulpwood stumpage is the small
private forest ownerships, but due to poor cutting practices in the
past, there is.a definite trend toward taking a greater proportion of
the annual procurement from the public forest lands. There is a con-
tinuing steady decline in the pulpwood productiveness of the private
woodlands.

No Michigan pulp mill is completely dependent on the pulpwood
middleman, and, at present, only a limited number are using the ser-
vices offered by the pulpwood dealers. As dealer services are depend-
ent on the distance between the pulp mill and the wood supply, the
present trend toward greater usage of the more common hardwoods and the
over-supply of the other speclies tend to discourage the use of the
dealer system. The greatest advantage of the use of the middleman is
that the pulp companies may grant contracts of greater size to fewer
individuals, thereby reducing the administrative costs. However, as
the use of pulpwood dealers does not free the pulp companies from having
to grant financial aid, many companies feel that the dealers do not
fully serve their purposes.

All Michigan pulp mills grant aid to their suppliers. This aid is
usually in the form of advance payments on wood which has been cut but
not delivered. No pulp company provides funds for stumpage procure-

ment, and few will purchase stumpage for their suppliers.
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All pulp companies pay basically the same price for pulpwood, but
they tend to compete with one another in nonprice terms. The willing-
ness to purchase pulpwood at points other than the mill woodyard and to
assume the costs of transporting it to the mill permits the mills to
compete for wood in the same areas without affecting the price while re-
ducing the costs to the seller.

Pulpwood production is a profitable operation, but the extent of
profitability varies greatly depending on the species, locations, and
negotiating sbilities of the producers. However, the long-term effect
of the characteristic cutting practices on private lands is that the

landowner may not be maximizing his long-run profits.,
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PREFACE

This study was undertaken as a part of a continuing study of the
pulpwood market carried on jointly by the Department of Forestry and
the Agricultural Experiment Station at Michigan State University. It
does not pretend to be a new approach to the problem or to develop a
perfect solution to all the difficulties. It is, I hope, a clear, logi-
cal presentation of the pulpwood market as it exists today with a few
suggestions for the correction of certain difficulties.

I have attempted to be as unbiased as possible and to present all
sides of all problems discussed. However, marketing is a human endeavor
and research in marketing attempts to explain why people carry on this
endeavor. It is difficult not to be sympathetic with certain groups and
not to paint their problems much blacker than absolutely necessary. 1In
spite of my efforts, it is highly possible that some unknown personal
bias may have crept in. The reader is hereby warned.

I would like to apologize to botanists, silviculturists, and other
technically-minded scholars for the usage of the word species in this
study. In my usage, the word covers everything from a true species to
a forest type. This was done, not through ignorance, but to avoid some
very awkward expressions.

To try to express my gratitude and thanks to all who made this study
possible would be impossible; the result would read like a directory of
pulpwood marketing. But without the assistance of the producers, middle-

men, pulp companies, public agencies, and many others; this study would
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have had no foundation. They gave freely of their time, opened their
records, and expressed their views and opinions beyond all expectation.
They provided authoritative sources of information on the minute aspects
of the actual practices. Their problems in earning a living in the
pulpwood market brought forth many of the human aspects which cannot ba
shown in statistics.

Specifically, I would like to express my heartfelt thanks to a
small number of people who not only provided me with information, aid,
and assistance; but who also provided the inspiration and motivation
necegsary for the undertaking.

Special credit is due Dr. Lee M. James for his teachings, his en-
couragement, and his guidance. His interest in the project; and in me,
created the atmosphere necessary to develop the study, and his assistance
throughout the project insured its completeness.

I am indebted to Dr. T. D. Stevens and the staff of the Department
of Forestry at Michigan State University for the means of carrying out
this project. Without the financial assistance, it would have been im-
possible to do the study, and without the "coffee break™ debates, much
mental stimulation would have been lost. Credi* is also due to the De-
partment of Agricultural Economics for providing me with analytical
techniques.

Thanks are due Dean Ross Williams, School of Forestry, Montana
State University, for encouraging me to complete the manuscript.

Last, but by no means least, I am deeply grateful to my wife,
Yoshie, whose effort went far beyond the call of marriage. Her en-
couragement, her direct and indirect labors, and her unshakable faith
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in Dr. James brought about the completion of this study.

Gordon D. Lewis
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CHAPTER I
INTRODUCTION

The importance of markets to forestry and sustained-yield manage-
ment of all woodlands has been recognized repeatedly in forest litera-
ture. Duerr states thats

The marketing process holds a pivotal position in the forest
economy, not only because it is the means of getting much of the
economic output in the hands of consumers, but also because it
determines the major tangible rewards--hence incentives--for

forest management (Duerr and Vaux, 1953, p. 335).

This implies that forest management is a productive process which
responds, although more slowly than other processes, to the variations
in supply and demand. It assumes that the landowner is concerned with
pfoblems of price and value in an effort to maximize his financial re-
turns. Marquis (1939, p. 2) states that "it [forest management] must
be in response to the profit motive™" if it is going to become applicable
to private ownership. Only the government can practice forestry without
some type of a market for the forest products, and this is forestry in
the negative sense only. Without markets, wood becomes a product with no
economic value, and without profitable markets there is no production.

Advocates of tree planting have always maintained that such plantings
are profitable in the long run by pointing out the increase in the value
of wood products over time. And, within reason, they are correct. Analy- -

sis of the forest situation suggests a continuing rise in relative timber

prices. However, this is reforestation, not sustained yield. Sustained
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-2-
yield, as defined by the Society of American Foresters (1958, p. 96), re-
quires that an annual or periodic income equal to the interest on the
capital value invested be received. The decisions of management must be
based on the existing markets and market conditions. The forest manager
cannot wait for inflation to make his operation profitable.

On the other hand, forest management does not have the flexibility
of the nanagenent'of other enterprises. The planning period usually
ranges from five to ten years as compared to six months to one year for
other productive processes. Once a plan has been determined, it is im-
possible to vary it rapidly to meet changing market conditions. . The
forest manager must base his course of action on the market conditions of
a relatively long time period; he cannot take advantage of the short term
market fluctuations. Thus, in order to develop & plan of sustained-yield
management, it is necessary that there be a stable, continuous market for
forest products.

However, the quantity removed at any one time will vary with stand
condition, silvicultural requirements of the species involved and the end
product desired, and the size of the woodland. These removals then may
range from very small quantities to relatively large quantities of one or
more species of varying desirability. If there is a market for the re-
movals and if the volume is large enough to be salable, the cutting is
commercially feasible; if not, it is termed a pre-commercial cutting and
will increase the costs to be charged against the future returns from the
stand. The lack of desirability because of species can only be .overcome
by technological advances, but, quite often, thinnings are forced to be pre-
commercial as they do not yield a great enough volume to be acceptable in

the market. Thus, it is necessary for forest management to have open
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markets if an open market be classed as one that will accept the product
regardless of the quantity offered.

Open market pricing is important as the greater part of the timber
land of the United States consists of ownerships of 500 acres or less,
independent of any connection with timber utilizing organizations (U. S.
Forest Service, 1958). The larger private ownerships are either in the
hands of wood using concerns or are large enough to obtain preferential
treatment from the wood consuming companies. These large ownerships
seldom operate in the open timber market, but rather operate under market
conditions of their own selection. The smaller landowners, however, do
not have the power, either through size or organization, to adjust the
market to meet their needs. Their output must flow through regular market
channels in direct competition with all other wood in the channels. This
flow of wood should be controlled by price in order that it be maintained
at a level equal to the market demand for it. Thus, forest management.
requires that there be enough buyers to prevent price control and that
market information dissemination to permit the sellers to learn of the

market conditions be from sources other than the buyers.

Pulpwood Marketing

Pulpwood buyers may be classified as oligopsonists. The economies
of scale resulting from the possibilities of larger equipment and greater
expansion have given a decreasing unit cost of production which has led
to fewer and larger pulp and paper companies controlling the industry.
This, on the more local sgette, is8 intensified by geography to, at times,
an almost monopsonistic condition. Duerr (1960, p. 292) feels that pulp

companies, being mutually repulsive, maintain distances between mills
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great emough that the transportation costs act for them in the same manner
as protective tariff barriers. Under these conditions, it may be assumed
with confidence that the prices offered for pulpwood are not those arising
from the equating of supply and demand in an open competitive market, but
are prices administered by the buyer.

Administered prices are stable prices. The prices once set are sel-
dom adjusted for short periods of supply disequilibrium, but rather are
adjusted to long term trends and for errors in procurement judgment. In
the face of variations in market demand for pulp and pulp products, the
companies 1limit their procurement rather than change the pulpwood price.
Defenders of this type of pricing feel that it is the only way of providing
a type of price stability which would encourage management on small wood-
lands while facing the reality of an unstable market.

If it were assumed that the economy of an area containing the timber-
sheds of several pulp companies suddenly declined in reaction to a general
business recession, and pulpwood price cutting was resorted to in an
effort to offset the losses due to the falling prices of pulp and pulp
products, the result would be a decreasing return per cord for ﬁulpwood
sold. Galbraith and Black (Waugh, 195k, pp. 5h-60) suggest that as long
as any per cord return were avallable, the seller would increase produe-
tion in order to maintain his income at its pre-recession level because
of the nature of his fixed costs. Farm woodlots would be especially sus-
ceptible to this type of cutting as the woodland output can be adjusted
much more rapidly than that of agricultural crops provided the managemént
plan is discarded. However, any woodland owner would follow the same
course if his overall income were tied to prices received for the sale of

any recession affected product, or if pulpwood sales make up a large part
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of the income. Of course, the extent of the 6vercutting would be directly
connected with the length of the recession. If economic conditions became
8o bad that industrial workers were laid off, a "back to the land" move-
ment could develop with these workers returning to their rural holdings
and entering the pulpwood market with the only product presently existing
on the land. The overall result would be an increasing flow of pulpwoéd
into a steadily softening market. The prices would contimue to decline
until economic conditions improved or the market collapsed. By this time,
few pulpwood producing woodlots would still be on sustained-yield manage-
ment.

On the other hand, if the prices for pulpwood were administered, and
woodlot management assumed, the woodlot owners would have little tendency
to discard management plans and overcut. While the price would remain
constant, the quantity accepted would decline with the economic conditions
so that the seller would have no chance to increase his income throngh
additional pulpwood sales. For an individual seller, the market would be
limited to a given quantity. With the quantity he may sell fixed regard-
less of the price he is willing to accept, there is no incentive to cut
more than that quantity. If it is assumed that the recession purchased
quantity is less than the pre-recession quantity, and that the pre-
recession quantity was within the allowable cut of the woodland, the
management plan would remain useful and the woodlapd would be still in
proper condition for sustained yield production when the economic situa-
tion improved.

Administered pricing may have the effect of stabilizing the market
to some extent, but its effeact on forest management is questionable.

First of all, it ignores the needs of the landowner. In periods of
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economic decline, he is willing to accept a smaller unit return in order
to obtain enough income to meet his expenses, but this system does not
permit him to do so. His pulpwood ceases to be an economic good, and the
palpwood market becomes a "falr weather friend.®

Secondly, forest management, through administered pricing, would re-
quire pulp company control of pulpwood cutting on all woodlands in the
timbershed. Unless there were some system of rationing, there would be
the possibility that a small number of sellers would overcut to supply
the entire reduced demand, thereby forcing others completely out of the
market. While this would limit excessive cutting to a small number of
woodlands, it would eliminate all pulpwood income for many others.

Lastly, the effect of the market loss may, in itself, be adverse to
forest management in the recovery period. A pulpwood produc e who found
himself once without a market may feel that the greatest return would be
derived by discarding the management plan, selling the total cut when the
market reopens again, and employ his time elsewhere. This attitude may
be prevalent among farmers and landowners whose main source of imcome is
from selling in a more price-competitive market.

The administered pricing of pulpwood could be used to encourage
forest management by the restriction of the quantity marketed in periods
of economic decline, but under the present system in which the final pro-
duction decisions are made by the landowner, administered prices may cause
an adverse social reaction and may be resented by the pulpwood seller.

Being faced with a fixed price controlled by a limited number of
buyers, the pulpwood sellers may increase their returns only by reducing

the prices offered to the next lower levels of the market chain. Actually,
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this is achieved, in part, by the actions of the final buyers. Pulp com-
panies set two prices on pulpwood, the middleman price and the producer
price, with the former being greater than the latter. In this sense, the
pulp companies attempt to administer prices on two marketing levels, but
the middleman does not necessarily maintain this spread. It may vary with
the local supply situation. Thus, a producer could increase his returns
by changing from' dealing directly with a pulp company to selling his pulp-
wood through a middleman or vice versa depending on market conditions
while a middleman may increase his returns by reducing the price he pays
the producer. In certain regions, the middleman may have greater control
over this abilitf to increase his cost-price spread as the pulp companies
insist on procuring through middlemen only, but in other areas where pulp
companies procure directly from producers, the middleman must be more
flexible in his pricing.

It is only at this level of marketing pulpwood that supply an@ demand
tend to exert an influence on pricing. Pulpwood procurement is normally
done by contract with the size of the contract dependent on the procurement
agencies! propensity for bookkeeping. However, most contract quantities
exceed the productive capacity of any single private woodland. Thus, a
seller obtaining a contract must procure pulpwood from sources other than
his own timber stands. This may be done by purchasing pulpwood from
others or by procuring additional _stumpage from forest landowners.

If the contract were obtained by a middleman, it is more li}ce].y that
the rqquired pulpwood would be purchased from producers. The fact that the
producers will market through a middleman is an indication that they camnnot

obtain enough atﬁmpage to deal directly with the pulp company, or that they
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are part-time producers, each selling a very limiped amount of pulpwood.
In size of operation, any producer selling through a middleman is quite
small in comparison to the middleman to whom he is selling, and as pulp-
wood is a relatively low value product in relation to its weight, it
cannot be tpansported far, so the producer is faced with a limited number
of buyers. The overall situation is quite similar to that between the
pulpwood seller and the pulp conpaﬁy.

There is, however, one large difference. The pulpwood middleman is
bound by his contract to deliver a certain volume of pulpwood, and in many
cases a large part of his income is dependent upon fulfilling his contract
obligation. The producer supplying him is under no such obligation.
Pulpwood production, especially among the part-time producers, offers
supplementary income, and is not the major source of livelihood, so that
they are in a position to accept or reject any price offer as they see
fit. The supply they are willing to market will vary inversely with the
remuneration of the alternative occupations and directly with the price
offered. Thus, in spite of the monopoly position of the middleman in the
local pulpwood markets, alternative occupations for the pnlpnoud producer
and the resulting lack of dependence on the pulpwood market prevents com-
plete monopsony control and permits price variations to influence the flow
of pulpwood.

Now, if pulpwood be obtained by stumpage purchase, the competitive
conditions vary quite considerably depending on the ownership of the timber
stand and the area involved. If there were a unit of measure of .compe-
tition for stumpage and the competitive conditions were plotted geo-
graphically so that the vertical axis indicated éonpetition and the hori-

zontal axis indicated area, a relatively regular arc or bell-shaped curve
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would be developed with competition being minimm at the extremes of area
and maxiwum at the midpoint. This, of course, assumes equality of stand
density, stand composition, timber quality, site, and many other factors,
but it does give some idea of the effect of size on marketing opportun-
ities.

Where competition does occur, it is mainly between the stumpage
buyers on the basis of their minimum acceptable return. Except on public
lands, stumpage prices are determined by the buyer, and for public stump-
age, the minimum acceptable price is determined from the buyers! viewpoint.
The costs of stumpage production are never considered.

The small private landowner may be considered to be a passive factor
in pulpwood stumpage transactions. He is approached by a producer and a
bid is made on the timber. Usually this is the only bid. The landowner's
preoccupation with other work and his lack of knowledge of buyers of pulp-
wood and pulpwood stumpage prevent him from soliciting other bids. A very
decided factor of indifference enters into stumpage sales from the seller's
side. For the individual sale on a small woodland, there is no interplay
of supply and demand. Price variations are due primarily to stand con-
dition, cutting restrictions, and location rather than to response to
changes in supply and demand. Individual landowners will not vary the
removal permitted in response to a change in the price offered while an
increase in price will bring few additional landowners into the pnlpwood
stumpage market. This is to be expected in a market where the factors
which determine price are many and complex. The buyer determines the
price for each operation on the basis of the costs to him. The seller,
having no concept of the costs involved on either side, is at a disad-

vantage.
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In the case of the large private and the public ownerships,. stumpage
sales are seller controlled. The large private owners offer stumpage at
a given price to selected buyers. There is no competition. The buyer
either accepts or rejects the offer. If it is rejected, the landowner
makes the same offer to another stumpage buyer. On the other hand, sales
on public lands are made on a bid basis, but a minimum acceptable price
is set. Competition on these public stumpage sales is often limited by
the size of the sale and the payment requirements. Both landowners,
public and large private, base their stumpage prices on the costs of
harvesting and marketing the resulting pulpwood. Thus, while the public
stumpage sales may be somewhat more competitive than those on the private
lands, the prices on all large sales are controlled by the seller on the
basis of the buyer costs of operation. Competition between buyers is
present, but variable, while the interaction of price and quantity, in
the sense of greater production and smaller demand at higher prices and
vice versa, does not occur.

The pulpwood market cannot be considered by any means a normal
market. It is characterized by administered prices and a large potential
supply. Price competition is found only in one segment of the marketing
system, and only where there is a middleman-producer relationship, Price
determination is usually based on the producer costs of operation'and is
developed for each successive, higher stage as the pulpwood progresses
from the forest to the pulp mill. Under these conditions, the equating
of supply and demand is achieved, not by the classical "higgling and
bargaining of the market® (Smith, 1937, p. 31), but by the almost dicta-
torial control of the huyers.

This buyer control is not, in itself, bad. The great potential
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supply of timber which is being produced with relatively little cost could
have a wery depressing effect on a completely open market. A system of
orderly marketing would prevent a disastrous flooding of a completely open
market, but at present the disinterest of the pulpwood and stumpage
sellers prevents a seller organization from developing such a system. The
ultimate buyers have taken it upon themselves to provide a method of
market control which is an imperfect form of orderly marketing. By main-
taining stable prices and controlling the flow of pulpwood in the market
channels by contracts with selected sellers, the pulpwood buyers prevent
a constant oversupplying of the market while completely supplying their
own needs. Those sellers who receive cont:acts consistently form a stable

marketing group that can maintain itself in the market.

Pulpwood Marketing in Michigan

In Michigan, pulpwood production is the major revenue produeing opera-
tion on the forests of the state. It provides a source of income for -
thousands of full- and part-~time woods workers while permitting forest -
landowners to obtain a return from their forests. To the owners of small |
forest tracts, it represents the only method of obtaining a product from
their lands in a reasonable time, while the larger owners depend upon
pulpwood production to yield a return én silviculturél treatments required
in the production of sawtimber.

In addition to providing a livelihood for many woods workers and
forest owners, pulpwood production in Michigan supportsv the Michigan pulp |
and paper industry almost entirely and provides some 2L percent of the re-
quirements of the pulp mills of Wisconsin. In 1958, pulpwood production

in Michigan was 900,000 cords worth approximately $27 million of which
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slightly less than one-half of the volume and slightly more than one-half
of the value was exported to Wisconsin. The remaining pulpwood provided
83 percent of the roundwood requirements of the Michigan pulp and paper
industry; an industry which, in 1957, employed some 33,000 workers and
paid wages and salaries totaling $159 million. The industry added $272
million in value to the product by manufacture (Bureau of the Census,
1959).

The pulp and paper industry came into the Lake States at the turn of
the century to base itself on that part of the timber resource which the
lumber industry considered inferior for its needs. This was, at that
time, primarily spruce and hemlock, which were very adaptable to pulping.
The steadily diminishing éupply of cpmmercially available swamp conifers
and technological develomments in pulping caused the industry to turm to
those species which were invading the cut-over, burned-over timber lands
that had been divided into many small ownerships. The pulpwood market
became a source of income for farmers clearing crop lands and for.others
;ho owned lands which had proven to be non-agricultural.

The stabilization of the land ownership pattern after the depression.
of the 1930's changed the picture slightly. Upper Michigan and parts of
northern Lower Michigan saw increases in public land holdings while the
southern part of the Lower Peninsula remained primarily in private owner-
ship. The increased demands of an expanding industrial and urban. popula-
tion caused the rural sections of the southern part of the state to con-
centrate on agricultural production and either liquidate or ignore their
timber holdings. The pulp mills established in the area were forced to
look outside the section for their supply. The pulp mills which had

established themselves further north continued to tap private woodlands,
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but those areas which had reverted to public ownership were closed to
cutting. Thus, all pulp mills drawing on Michigan for pulpwood had to
draw mainly on private lands in the northern parts of the state, and from
varying distances. The differences in location advantages brought about
the development of a rather complex procurement system.

Although the public forest lands are slowly coming back into pulp-
wood production, the major source of pulpwood for Michigan and some
Wisconsin pulp mills is still the small woodland. Some L3 percent of the
900,000 cords produced in 1958 came from public forest lands. The rest
was timber from the 12 million acres of commercial forest lands owned by
some 174,000 private citizens and organizations with the greater part
coming from the 8 million acres in 173,000 ownerships of less than 500
acres. Thus, there exists a situation in which a few multimillion dollar
mamufacturing units are almost entirely dependent upon a great number of
very small producing units for their raw materials.

While the pulp companies are dependent upon these small units, they
are not at their mercy. The pulp mill often offers the only market for
the small woodland owner's products. In many cases, the individual wood-
land is too small to encourage sawtimber production as the volume of the
end product would be too small to permit economical harvest, or the wood-
land is in such poor silvicultural condition that the timber is usable
only as pulpwood. Also, the lack of other markets demands that, if the
landowner is to receive any return from his woodlands other than products

for home use, he must sell pulpwood.
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Pulpwood production may be the "highest and best™ use1 of much of the
non-agricultural lands in small ownerships. Although estimates of just
what constitutes economic feasibility in sawlog operations are vague, it
is felt that small tracts will never contain enough voluame of sawtimber
to make it worthwhile, either to the landowner or to the sawtimber opera-
tor, to concentrate on sawlog production. As the other markets for
forest products are either too small, too local, or too exacting in their
requirements to encourage the production of any other forest product,
pulpwood may be the only answer to the small woodlot problem.

Actually, the question of dependency arises when the pulpwcod seller
markets his product. Speclies preference and market location may limit a
seller to a single outlet for his pulpwood; an outlet that may be con-
sistently glutted. The great number of producers, without exceeding the
statewlde allowable cut, are constantly offering greater amounts of pulp-
wood than the present market can or will absorb. Thus, while the industry
is dependent on the small suppliers for its raw material, many suppliers
are dependent upon a single pulp mill for their market.

A similar situation exists throughout the entire pulpwood marketing
system. Each level in the channel through which pulpwood passes from the
forest to the mill is based on a highly competitive supply base and faced
with monopsonistic or oligopsonistic markets. The existence of competi-
tive marketing conditions depends upon whether the particular group in
question 18 being viewed as a purchasing or a selling organization. In

general, by looking at the two extremes, the producers and the pulp

1"I..and resources are at their highest and best use when they . . .
provide an optimum return to their operator or to society." (Barlowe,
1958, p. 13.)
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companies, it may be said of pulpwood marketing that an almost perfectly
competitive group of sellers is supplying an almost perfectly oligopsonis
tic group of buyers.

It is this question of the differences in the market position that
draws attention to pulpwood marketing. Whenever there exists a large
number of relatively small sellers attempting to supply a few relatively
large buyers, there is always the possibility of market control in such a
manner as to be adverse to the sellers. When the sellers belong to that
group of landowners that the U. S. Forest Service (1958, p. 107) maintains
has the major responsibility of supplying the nation with the necessary
forest products to meet the anticipated future demand, an adverse marketing
situation for the present products may have a detrimental effect on the

future supply.



CHAPTER II

OBJECTIVES AND SCOPE OF THE INVESTIGATION

As pulpwood is the major product of the forests of Michigan, an
investigation of the entire pulpwood marketing system is essential to the
understanding of the actions and reactions of forest landowners to sus-
tained yield forest management. It is necessary to know the marketing
procedures which are followed and the results which occur from following

them.

Objectives of the Investigation

The objectives of this investigation are to determine the structure
of the pulpwood market as it exists in Michigan at the present time and
to determine what purpose is served by the various segments of the market-
ing chain. More specifically, the objectives may be listed as:

l. The determination of the quantities of pulpwood involved, the
sources of the pulpwood, and the movements of pulpwood within the state,
out of the state, and into the state.

2. The determination of the supply of pulpwood by species as the
base for the maintenance of the pulp and paper industry on a sustained
basis and to compare it with the actual pulpwood production.

3. The determination of the number and location of the ultimate
buyers and their methods of procurement.

k. The determination of the various market agents and to examine

-16-
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the relationship between them. In view of the potential advantages of
cooperative marketing, it is necessary to determine what have been the
results of such marketing in Michigan.

S. The determination of the ownership and relative importance of
the sources of pulpwood and to examine the methods of timber sale and cut
regulation of the different ownerships with emphasis upon the effect of
present policy on the future supply.

6. The determination of the methods by which pulpwood is transported
to market and to examine the relative costs of the various methods both
from the pulp company viewpoint and from the seller viewpoint.

7. The comparison of the costs incurred in producing pulpwood and
the prices offered for the pulpwood to determine the relative profita-
bility of the production of the different species of pulpwood and relation

to the returns from wood pulp production.

Scope of the Investigation

This study was carried out as a part of a continuing study of the
structure, organization, and operation of the pulpwood market for Michigan-
produced pulpwood. The detailed production studies are limited to
Michigan, although some consideration of the output of pulpwood in
Wisconsin is necessary as the pulp mills of that state constitute the
only out-of-state consumers of Michigan pulpwood. These Wisconsin pulp
mills exert no little influence on pulpwood production in, at least, one
part of Michigan.

Emphasis is placed primarily on showing the existing market insti-
tutions and explaining the advantage and disadvantages of the methods of

operation of each. It is upon these units in the marketing system that
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the pulpwood producer must depend for the maintenance of the flow of his
product to the pulp mills and the returns on his labors to him. In most
cases, these structures were formed, not by the producer, but by the pur-
chaser. Thus, they are worthy of very close scrutiny to determine their
value to both marketing parties.

One of these institutions, the cooperative, is given special consid-
eration. The assumption of Bratton (1949, p. 190) and many others that
cooperative marketing is the elixir to cure many of the ills of the pro-
ducers of forest products from small woodlands requires that this type of
organization be examined in detail. As Michigan is blessed with two types
of cooperatives which have been in operation in the field of pulpwood
marketing for some time, it is possible to present a rather detailed
analysis and to present cooperative marketing as a special type of market
structure.

The effects of the potential, sustainable production of pulpwood and
its possible effect on price were also investigated. The question of a
"fair" price for pulpwood and the possible results of price changes on
production has been the subject of much discussion in the trade publica-
tions and has resulted in a Congressional hearing and investigation. An
analysis 1s made on the basis of production returns and price-production
relationships, but no attempt was made to determine what a "fair" price
for pulpwood should be. It is understood that this is being considered
by an anti-trust investigation group which has much better data collecting
nethods than those available for this study.

Throughout the study, the actions of the market agents are referred

back to the Forest landowner, especially the small woodlot owner, to
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question the possible effects of such action upon the continuing

productivity of these lands.



CHAPTER ITI
METHODS OF PROCEDURE

This study is a contimuation, modification, and expansion of a prior
study in pulpwood marketing. In 1954 and 1955, Dr. Lee M. James gathered
primary data by means of questionnaire-guided interviews with pulp com-
pany representatives, pulpwood dealers, producers, contractors, and pulp-
wood-selling landowners. This information was supplemented with second-
ary data obtained from other agencies and individuals.

All the public landowners and almost all the pulp companies using
Michigan produced pulpwood were interviewed. The other groups were sampled
by random selection of names from lists supplied by the pulp companies and
certain dealers and producers.

The results obtained from this study were later published as a Michigan
State University Agricultural Experiment Station bulletin (James, 1957).

While there is no question as to the quality of the original study,
changes in the pulp and paper industry and the existence of areas which
were not taken into consideration in the original study have given rise to
a need for expanding the study to examine pulpwood transportation, pulp-
wood supply potential, and the cooperative marketing of pulpwood; and to
determine the effect of the expansion of the industry upon the market
structure and the cost-revenue relationships.

The additional primary data required were gathered in 1957 and 1959.
The data-gathering process followed, in general, the procedures set up for

-20-
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the original pulpwood study in Michigan by James (1957), but was separated
into two distinct phases.

Information gathered in 1957 pertained to the transportation aspects
of pulpwood marketing and was collected by mail questionnaires and corres-
pondence.1 The contacts were limited to Lower Michigan pulp mills and the
transportation organizations serving them. As a result, the questionnaire
returns--with a little prompting--were 100 percent. A publication
covered this segment of the study and is included in part in this paper
(James and Lewis, 1960, pp. LhkL-69).

The information pertaining to the small trucking contractors was ob-
tained from five pulp companies, 21 dealers, and 17 producers by question-
naires and supplemented with material collected for the original study.

It had been found in the data collecting process in 1954 and 1955 that
the small truckers themselves were a very poor source of information as
most rates were determined by negotiation for each contract, and the re-
sulting contracts had little relation to the costs involved. Thus, it is
necessﬁry to depend on the more cost-conscious users of small trucking
contractors for much of the information.

Data sources for the longer trucking hauls were limited to a sample
of one trucking concern which had filed rates with the Michigan Public
Service Commission for pulpwood hauling and which was the chief contract
carrier for one Lower Michigan pulp mill. As this carrier limited its
hauls to distances greater than 75 miles, it tended to operate beyond the

competitive range of the smaller contractors. The use of a single concern,

1Sample copies of all questionnaire material may be found in the
Appendix.



-22-
while regrettable, is unavoidable. This trucking company is the only large
concern which limits its activities to pulpwood transportation alone.
Thus, the published rate schedule of the trucking company and question-
naire material from the pulp company utilizing the trucking organization
provided the best data on a large, purely pulpwood transportation opera-
tion.

Detailed tariff rates were obtained directly from the major rail-
roads transporting pulpwood to Lower Michigan pulp mills. The pulp mills
provided lists of loading points within their procurement areas, indica-
ting those at which they would accept pulpwood and those they did not
use. The lists were forwarded to the railroads which served the. areas
to obtain the rates charged, the distances of haul, and the number of
railroads involved in transporting the pulpwood from each loading point to
the mills.

With these data for large and small trucking contractors and for the
railroads, it was possible to develop a comparison of the costs of trans-
portation for pulpwood shipments by rail and truck. However, due to the
peculiarities of pulpwood procurement in Michigan, it was necessary to
congider the costs from two viewpoints. The assumption of rail transpor-
tation costs and the payment of higher prices for the longer truck de-
livery distances by the pulp companies create costs for the pulpwood
buyers while the differences in prices for rail-delivered and truck-
delivered pulpwood and the presence or absence of additional handling
costs create varying costs for the pulpwood sellers. i

In the spring of 1959, another series of questionnaires was mailed
to all Michigan and Wisconsin pulp mills. These questibnnaires followed

the pattern of those used in the original study, but differed from those
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of 1957 in that the 1959 pulp mill questionnaires were primarily to obtain
volume, price, and cost information. The returns were not as great as in
1957 in spite of as many as two reminder letters sent at thirty-day
intervals (Table 1). Those Wisconsin pulp mills which reported using no
Michigan pulpwood were eliminated.

TABLE l.- Returns of pulp mill questionnaires by Michigan and Wisconsin
pulp mills procuring pulpwood in Michigan: 1959

Pulp Mill Location

Questionnaire

Condition Wisconsin Michigan

Number Percent Number Percent

Completed 16 69.6 9 69.2
Partially

Completed 2 8.7 3 23.1
Data Refused 2 8.7 0 0.0
No Response 3 13.0 1 7.7

Total 23 100.0 13 100.0

The majority of the pulp mill questionnaires were returned com-
pletely filled out, but a number of mills expressed reluctance to give
price and cost data. However, information from similar mills in com-
parable locations permitted estimates of costs to be made with little
fear of error. As will be discussed later, many of the costs and

prices are almost standard for the various mills. In one case, one
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company reporting for two mills gave only the totals without differenti-
ating between the mills. This required some estimating of locational
data, but permitted basing the estimates upon sound totals. The report-
ing mills accounted for 71 percent of the consumption of Michigan pro-
duced pulpwood.

Interviews with public landowners were held in the summer of 1959.
These interviews were made on the basis of formal questionnaires, but
an open-end questioning techmique was used. A 100 percent sample was
taken, and consisted of interviews with the Division of Forestry of the
Michigan Department of Conservation for all the state forests and with
the supervisors of each of the three national forests in the state for the
federal ownership. In addition, informal "spot" interviews were made with
several national forest officers working directly on cutting areas.

Other landowners were not contacted directly as it was felt that the
time lapse between this study and the original study was too short for
any great change to occur in practices and policies of private landowners,
especlially the smaller ones. A study of the pattern in landownership in
the northern half of the Lower Peninsula (Yoho et al., 1957) provided data
as to forest landowner attitudes, and comparison with landownership data
from the original study indicated that similar conditions exist throughout
the state. Thus, this study was used for developing the section on forest
landowners.

Interviews were held with all the cooperatives in Michigan that
market or had recently marketed pulpwood, but with one notable exception
the results were meager. The lack of activity in pulpwood marketing had
caused several to discard all past records of such transactions. However,

by interviewing with open-end questions of the opinion type, it was
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possible to obtain much information as to pulp company relations and
methods of operations from a distinctly different point of view.

Producer interviews were limited to five with pulpwood operators
who marketed through the cooperatives. It was hoped that a more un-
biased group could be contacted in this manner rather than using lists
provided by the pulp companies. In the original study, names of pro-
ducers and middlemen had been obtained from the Michigan pulp companies,
but it was felt that the names given were those of individuals who were
highly biased in favor of the pulp companies submitting the lists. Of
course, the same 1is probably true of the cooperative producers. They,
naturally, would be in favor of marketing through a cooperative middle-
man, and their views would not necessarily correspond with those of a
completely independent producer. However, discussions of their reasons
for joining the cooperatives gave an excellent view of the problems of
the small producer dealing with pulp company representatives and other
(non-cooperative) middlemen. The results of these interviews and those
of the original study are thought to give a reasonably complete picture
of the producer operation in Michigan.

Information concerning the operations of the independent, full-time
producers was obtained primarily from the public agencies and from a
single large timber operator. Although this is a far from acceptable
sample or sampling technique, the information obtained is quite similar
to that from other indirect sources and is felt to be reasonably accu-
rate, especlally as it agrees quite well with the data obtained in
interviews for the original study.

In general, the 1959 data collection was divided into two parts;

a light, extensive sample and a very intensive sample. Those areas
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which had been covered in the original study were lightly resampled
from a slightly different direction to determine if any notable changes
had occurred. If there were no changes, the original data were assumed
to be acceptable and applicable. If changes were evident, then the
collecting was intensified to bring the original data up to date. In
those areas which the original study had not stressed or had omitted,
intensive data collecting was planned and carried out. Thus, while
this study closely parallels the 1957 study, certain areas such as
cooperative marketing and supply potential receive much more emphasis
while the areas well covered in the basic study are lightly passed over
and only significant changes noted.

Mathematical statistical analyses have been almost entirely elimi-
nated. In attempting to cover so wide a field, it is felt that sta-
tistics would become so complex and awkward as to detract more from the
ease of data handling than it would add in accuracy. With the exception
of price-production relationship analyses, the data presented in tabular
or graphic form are the actual data collected or averages and percent-
ages. In this type of study where the accuracy of the data varies
greatly from one sample to the next, it is difficult to attempt to
analyze the information statistically as an analysis cannot weight it-
self as to the accuracy of the data.

Where questions or disagreement in the information arose because
of the diversity of sources, and field verification or determination
was impractical, U. S. Forest Service data were used as a standard and
the other sources adjusted to conform with such information. This was
especially true in the case of production and cost figures. The
Forest Service was selected as arbiter without appeal as the field
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studies found a great number of answers prefixed with "I think . . ."
or "I should jJudge . . ." while Forest Service replies were usually
based upon definite studies on the forests and from the Lake States
Forest Experiment Station in which the errors of estimates could be de-
termined. The effect of the recent Congressional committee hearings in
Wisconsin and in Washington, D. C., upon the divergence of answers given
in interviews and in mail questionnaires is unknown, but the possible
presence of such an effect leads toward greater reliance in Forest
Service data than in private sources. Forest Service data were more
acceptable than those from other public agencies as the other agencies
lack both the staff and the funds to carry out research and often even
to keep their records current.

The whole process of the study is to move downward along the supply
chain from the pulp mills to the forests. This requires the study of a
series of units which decrease in size of operation and increase in num-
ber as the study progresses. In general, the process has been from pulp
mill to middleman to producer to landowner with attention being given to
the different supplementary units or contractors where they occur.l
However, the structure of the marketing system prevents the elimination
cf a certain amount of overlapping and reiteration as the overall system
of supply differs with each unit being supplied.

The market units are examined to determine the methods of operation,
the organization and structure, the location, and the advantages and dis-
advantages of each. An analysis is made as to the relationships of each

unit to the other units of the marketing chain. Certain units may exist

lpefinitions for the various units are given in the sections given
to the study of them.
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alone, but in almost all cases, the operation of one influences the
others. However, it must be remembered that the boundaries between
the units are by definition only and there may be cases of boundary
overlapping by individual operations. Actually, it is possible for a
supplier to operate in all the market units at one time; thus, making
the entire process a single operation by a single unit.

The analysis of costs and prices is not made until each unit has
been individually examined, and is treated as if for a single operation.
The costs are primarily the costs of moving pulpwood through the entire
marketing chain, and as such are considered for purposes of illustration
to be the costs to a single hypothetical individual. This is done to
eliminate confusion due to the difficulty in determining the point of
title transfer. The services provided by others are treated as a cost
of operation. No attempt is made to try to determine a margin for
profit and loss for each marketing unit; only for the marketing system
as a whole, because of the variability of the overall structure.

The methods of procedure of this study of pulpwood marketing are to
present a logical picture of the channels through which the pulpwood
moves, based upon a combination of field data checked against and corre-
lated with supplemental information collected from libraries and files
of a number of organizations. All data, both primary and secondary,
were accepted, rejected, or modified on their respective merit and
weighted accordingly. All analyses, with one exception, are made on
the basis of actual data rather than on the terms of some accepted norm

or mean.



CHAPTER IV
REVIEN OF LITERATURE

The ultimate dependence of forestry upon the markets for forest
products has given rise to a number of marketing studies which, accord-
ing to Gregory (1957, p. L5L), are based on the assumption that if
marketing information is made readily available, forest management will
automatically be established or improved. An additional emphasis was
glven to marketing research under this assumption when the U. S. Forest
Service (1958) in its Forest Resource Report No. 1L, asserted that, in
order to meet the future demand, a good part of the nation's future
supply of wood must be provided by the small, almost entirely unmanaged
woodlots. If management is going to come to these woodlands, it is
necessary to provide market information.

The majority of the pulpwood marketing studies have been done by
public organizations and are primarily oriented toward the marketing of
pulpwood and other products from farm woodlots and other small holdings.
Lloyd S. Tenny maintains that this is due to the fact that the large
commercial operations are able to collect and analyze their own cost
data and market information while the small operators cannot (Thomsen
and Foote, 1952, p. 3L40). Guthrie (1950, pp. 11-20) indicates that the
pulp and paper industry has always been in agreement with this policy to
some extent. He states that the future of the industry depends on “ob-
taining an ample supply of cheap pulpwood,” and as a good part of this
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supply must come from small private lands, distribution of marketing
information to these landowners is highly desirable.

However, several studies have been done which are industry oriented.
Foreman (1950) and Hutchinson and Wikstrom (1952) studied the potential
of lodgepole pine in Montana as a base for the establishment of a pulp
mill in the state while the U. S. Forest Service (1959%) analyzed the
potential of establishing a hardwood pulp mill in Wisconsin. In these
studies, the problem was to determine the potential market conditions
for a given raw material based on the future demand for the finished
product. However, these studies did not give consideration to the pulp-
wood market structure. They were primarily concerned with the total
supply and its utilization.

Along the same lines, Bray (19LL) advocated that in the East the
pulp and paper industry concentrate on the problems of utilizing hard-
wood pulpwood. The result of increased utilization would be the crea-
tion of a market for those species most commonly found on farm woodlots
while providing a low cost raw material fcr the pulp industry.

McGovern (19L6) continued this approach as a method of preventing a
pulpwood shortage. Both maintain that hardwood utilization would give
a greater value to the small woodlot, and thereby interest the landowner
in better utilization of his forest lands. They, apparently, assume
that the actual marketing procedures and information flow would be es-
tablished by the pulp companies and maintained by company procurement

agents.

Pulpwood Consumers

While the development of new raw materials does interest the pulp
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industry and could result in a larger pulpwood market, Duerr

(1949, p. 186) asserts that, as the seller enters the pulpwood market
at infrequent intervals, the effect of the larger market with the buyer
as a source of information is questionable. The seller is often at the
mercy of the first buyer to contact him as he knows no other purchasers.
In an early attempt to offset this disadvantage, Tilford (1931) devel-
oped a listing of the major buyers of forest products in the United
States. This listing was on much too broad a scale to be useful to
others than the larger timber sellers so more comprehensive listings
were developed for more local areas. McCauley and Quigley (1957) pub-
lished a listing of buyers and specifications for Ohio while the U. S.
Forest Service has provided them for several other states as well.
Huffman (1958) included a list of forest products buyers in Montana as

a part of his directory of manufacturing concerns. The Nortﬁ Carolina
Department of Conservation (1960) developed a similar list for the
forest products buyers alone. The Michigan Department of Conservation
goes somewhat further as it publishes directories of wood using indus-
tries for different sectors of the state and revises them at irregular

intervals. This is best exemplified by the Directory of Wood Using

Industries in the Lower Peninsula of Michigan (Michigan Department of

Conservation, 1955).

In spite of expectations, these lists leave much to be desired.
Laber (1960), in his study of log and timber buyers in northwestern
Montana, discovered that the buyers of forest products from the small
forest landowners are very unstable in their operations. Several
buyers interviewed had entered and withdreswn from the forest products

purchasing field a number of times in the ten year study period. An
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even greater number had withdrawn permanently. All, however, were
carried in the State Forester's file as being in operation. In the
same area, Bolle (1960) found that even the larger timber sellers are
faced with erratic markets.

In the case of pulpwood marketing in the Lake States, the same
holds true to some extent regardless of the differences in the size of
operation. Stoddard (1959), in his analysis of pulpwood marketing,
found that while the pulp companies do not go out of business, the
irregularity of procurement often leaves the seller without a market
for considerable periods. James (1957) found that Michigan mills with
small stockpiles tend to be much more irregular in their procurement
than when they have large stockpiles, but procurement efforts tend to be
very erratic at all times.

On the other hand, Lodewich (1930, pp. 52-56), in his section on
pulpwood, maintains that the pulp mills offer a much more stable outlet
for the smaller sellers than the other wood using industries, and the
listing of the pulp mills is good when addresses are given as inquiries
to the mills will be referred to the company buyer or agent in the area.
However, he felt that listings alone are insufficient. The small forest
landowner is not necessarily in the best competitive position merely be-
cause he has more than one buyer for his timber. An accurate knowledge
of market channels and specifications is required for the landowner to
operate successfully in the pulpwood market.

Eldredge (1939) introduced the idea that the pulp companies should
take a more active role in developing procurement policies and distrib-
uting market information to encourage forest management on all timber

lands. The pulp and paper industry must live within the allowable cut,
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and any expansion can come only through additional pulp company land
procurement and the management of all forest lands. However,
Cruikshank (1947) states that as southern pulp company lands can supply
only one-third of the demand, it would be financially advantageous for
the industry to aid public agencies in encouraging sustained-yield
management on privately owned, non-company lands.

Demmon (1946) stressed the dependence of the Lake States pulp mills
upon the small private landowner, but he pointed out that the pulp com-
pany attitude toward the small forest landowner would have to change be-
fore a workable relationship could be established. He found that the
pulp companies tend to consider the small timber stands as areas of,
timber mining rather than timber cropping. Demmon (19L8) further
stressed that public and pulp company foresters should cooperate to
provide the technical aid and marketing information necessary to insure
sustained-yield forest management on all forest lands. He implied that
if this was not done, the only answer to the problem would be public
Tegulation.

In the South, the pulp and paper industry has responded to the
Needs of the small forest landowner. Perry and Guttenberg (1959) found
in Arkansas that the pulp company foresters are providing many of the
Services normally delegated to the state forestry agency, and, in some
Casges, the pulp companies are actually taking over the management of
Non-company lands. Through leasing programs, the pulp companies set up
Management plans for small woodlots while paying the owner a fee based
On the productivity of the stand. Thus, the landowner receives some re-
Turn from his forest lands while being relieved of the details of manage-

Ment. The pulp companies obtain through these leases enough land for
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practical management while doing away with the expenses and adverse
public relations involved in land procurement.
In the Lake States, however, such is not the case. Sutherland and
Tubbs (1959) found that the small woodland owners in Wisconsin are not
interested in forest management. Leasing arrangements are unknown. The
pulp company foresters have little actual contact with the landowners;
pulpwood is bought from producers. Timber management aid is available
through state foresters or county agents, but the majority of the owners
do not avail themselves of these services. However, James (1960, p. 572)
states that "the smallness of the farm woodland militates against regu-
lar, frequent cuttings.® In Michigan, he found that only about two
percent of the farm woodlots are cut for pulpwood each year. This would
indicate that there are many years between pulpwood harvests on any
given farm so a disinterest in woodlot management and pulpwood marketing
is to be expected. However, James did find that in the Upper Peninsula,
Where the woodlots average almost 100 acres in size, pulpwood cuttings
are made at intervals of less than five years. This area should pro-
vide a basis for leasing arrangements as Perry and Guttenberg (1959)
I‘eco;nmended 99 acres as the minimum size woodlot adaptable to leasing

management.

Pul puood Middlemen

The pulpwood middleman is a phenomenon-that first arises in that
Stage of forest exploitation termed by Duerr (1960, p. 3L5) as "the
BAftermath." The need for the middleman arises as the timber resource
CGonaists of lightly stocked stands of small trees, usually of the poorer

SPecies and quality, and forest ownership is comprised of many small
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tracts with large ownerships being rare. The pulp companies must pro-
cure the needed quantities of pulpwood from larger timbersheds with
production per unit of area and per ownership being much smaller than
in prior stages of forest utilization. The most logical approach to
procurement becomes the establishment of someone within the procurement
areas who will accept the responsibility of concentrating pulpwood from
these widely scattered, poorly productive stands at some central point
for transfer to the pulp company. People who accept this responsibility
on a fee basis are pulpwood middlemen.

In the South, the pulpwood middlemen (known locally as pulpwood
contractors or dealers) are a very definite part of the pulpwood market
structure. Lodewich (1931) found in Virginia in the early 1930's that
the majority of the pulp mills in the state used the services of con-
tractors while Todd and Zirkle (19L9) stated that, in Georgia, nearly

all pulpwood moves through contractors. They also found that the con-
tracts between the pulpwood middlemen and the pulp companies are normally
fox specific qué.ntities from carefully delineated procurement areas.
W3 thin these areas, each contractor is the sole agent for the company
granting the contract. Duerr (1949) stated that while the contractors
are granted exclusive territories, they are permitted to have contracts
With a number of pulp companies. It is the responsibility of these con-
tractors to contact the producers and to supply, if necessary, the funds
to 1nsure delivéry of the pulpwood to the pulp mills, to field wood-
Yyards, or to rail sidings.

The pulpwood middlemen, while created by the pulp companies for the

beT}Etit of the contracting companies, also benefit the suppliers.

Stoddard (1959) found that the pulpwood contractors are often the only
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source of credit available to the producers. Skok and Beazley (1960)
came to the conclusion that the absence of the pulpwood middlemen forces
timber-purchasing producers to depend upon the landowner for credit.
According to their findings, pulp mills offer credit only to a small
minority of the producers so those without pulp-mill credit sources are
forced to buy stumpage from those landowners who are willing to wait
until the pulpwood is sold at the mill before receiving stumpage pay-
ments.

Wackerman (1945) found that contractors offer the producers ser-
vices as well as credit. The contractors in North Carolina purchase
pulpwood at roadside and provide the transportation facilities necessary
to transport the wood to the mill receiving points. Lodewick (1931)
stated that pulpwood producers are offered groceries and other supplies
by cértain types of middleman, James (1957) found that Michigan dealers
will also purchase stumpage for producers, especially on the large
timber sales.

In most of the marketing literature, the pulpwood middleman is
accused of unethical practices and of preventing the development of
forest management on the smaller tracts. Watson (1541) maintains that
the dealers take advantage of their monopoly position to force the land-
owners to accept unfavorable "lump sum" payments for their timber and
to permit clear cutting of the stands. The Regional Committee on
Southern Forest Resources determined that such action, while not always
the case, is to be expected in the present market system. The middle-
man's profit is the spread between the price set by the pulp companies
and the price he has to pay the producer. The middleman can only
maximize his profits by "beating down" the price paid to the producer.
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The Committee also found that while there is little or no compe-
tition between the pulpwood middlemen, the small sawmill is competing
quite strongly for the small timber. As the small sawmiller will take
the better part of the timber, the pulpwood middleman will often en-
courage the landowner to clear cut for pulpwood. As the competitors bid
in "lump sums,®" the landowner can only accept the bid that offers the
greatest immediate return.

Bourdo and Johnson (1959) maintain that the landowner will receive
the greatest return by marketing both pulpwood and sawlog products, but
Wackerman (1945) found that the lack of a unified market forces the land-
owner to sell to one or the other buyer, but not to both, as the quanti-
ties involved would be too small to interest either buyer. This is
especially true if the landowner is attempting any type of forest manage-
ment. He recommended that middlemen be encouraged to handle several
products instead of limiting themselves to any single one, or that the
landowners band together for cooperative marketing, and act as their own

middlemen.

Pulpwood Marketing Cooperatives

As cooperatives have worked quite well in the marketing of agricul-
tural products, they have often been advocated as the solution to the
small woodland problem since, according to Koller (1947), cooperative
marketing is the only method by which a large number of sellers can bar-
gain successfully with a few large buyers. Holsoe (19L48) determined
that the forest-products cooperative is the proper institution to fill
the void left by the public aid programs between the services of the
public foresters and the purchase of the products. He feels that while
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public assistance to the small woodlot owner is, in itself, an excellent
thing, the demand for the services of the assisting foresters is too
great to permit them to do more than provide the landowner with a few of
the simpler techniques of forest management, and the landowner cannot be
taught a highly technical forestry course in a few lectures and demon-
strations. Also, he maintains that when the focal point of the program--
the marketing of the forest products--is reached, the public forester is
usually prohibited by law from entering directly the negotiations between
the buyer and the seller.

A cooperative, on the other hand, would be able to provide the ser-
vices of a forester for its members at all times to aid in the manage-
ment of individual woodlots, or as advocated by Walkup (1960), combine
the woodlots of all the members into a single management unit. The pri-
mary function of the cooperative, however, would be to enter the sale
negotiations directly to obtain the best return for the seller. This is
possible, according to Farmers Bulletin No. 19é7 (U. S. Department of
Agriculture, 1943), because of the greater bargaining power of the indi-
vidual acting as part of a group, the ability of the cooperative to
concentrate relatively large quantities of the product for sale, and
the superior knowledge of the forest-products market held by the manager
of the cooperative.

However, Cope (1541) pointed out that cooperatives are not immune
to failure. There must be a reasonable amount of merchantable timber
under the cooperative's control, a market for the existing timber pro-
ducts, and a willingness on the part of the members to accept the re-
strictions imposed by the cooperative for the establishment of the

cooperative. To maintain itself, the cooperative must be able to
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establish a permanent yield of forest products, and it must be able to
sell these products for a greater price than the member landowners could
obtain by selling outside the cooperative. It is this last requirement
that causes Galbraith (1952) to maintain that cooperatives usually bene-
fit the non-members more than the members. A relatively large buyer
pays the same basic price to all sellers in a given area as individual
price discrimination toward a great number of small sellers is not eco-
nomical. While this may be a problem, Rettie and Ineson (1950) found
that the greater the amount of processing of the products a cooperative
can do, the greater its returns will be. The additional processing will
not only increase the value of the product; it will also eliminate the
increasing of the returns to non-members.

In pulpwood marketing, additional processing beyond delivery of the
pulpwood to the mill is highly unlikely on a cooperative basis, and as
the pulp companies pay a fixed price, the pulpwood marketing cooperative
has little opportunity to eliminate the benefits received by non-members
because of the efforts of the cooperative. Warner (1953) found in North
Carolina that unless a cooperative received middleman status with the
resulting increase in price, it is impossible for it to provide a higher
return for its members. However, unless it can maintain a stable flow
of pulpwood to the mill, the obtaining of middleman status is extremely
difficult. He pointed out that as the majority of the members of a
cooperative are farmers, it would be necessary for a pulpwood coopera-
tive to hire pulpwood cutters during certain seasons to maintain the
constant flow. This periodic hiring does not permit obtaining of the
better personnel, and it may prove too expensive.

Along with the problem of maintaining a price differential is that
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of maintaining a timber supply. Moore (1937) found that, in Britain,
cooperatives developed to overcome a loss of markets which had re-
sulted from forest depletion and a lack of interest on the part of the
landowners in forest management. He maintains that sustained-yield
management must be an integral part of any cooperative marketing as many
small forest landowners do not consider their timber as a permanent
crop, but as a one-time source of income. Bratton (19L49) found in
Michigan that cooperative marketing of pulpwood from small private
ownerships through a cooperative having no forest management regula-
tions is highly successful at first, but gradually declines as the
members remove all the merchantable timber from the woodlands. In fact,
Franson (1949) found that Michigan's only successful forest-products
marketing cooperative is dependent upon managed public forest lands for
the greater part of its timber supply. If a cooperative is unable to
interest its members in forest management on their own lands, the coop-
erative is almost assured of failure.

In order to insure a constant supply of products for a cooperative,
Sapiro (1923) advocated that "iron-clad" contracts with severe penalties
for noncompliance be used to bind the members to the cooperative. How-
ever, Solin (19L40) found that in order to obtain membership, forest
products cooperatives, in general, have to keep the membership require-
ments as non-restrictive as possible. As the woodlots are not the
primary source of income, landowners do not feel that they should bind
themselves by contract too strongly.

Thus, it appears the pulpwood cooperatives may be in a very pre-
carious position, especially as the members may withdraw with only the

loss of a small membership fee if they are not required to market their
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forest products through the cooperative. The landowner may market
through the cooperative to maximize his per unit of measure returns,
but may often maximize his short-run total returns by marketing--
through the cooperative or alone--his entire pulpwood supply without re-
gard to the management plan, and without fear of financial penalty for

his action.

Pulpwood Producers and Landowners

Korstian (19LL) states that a number of Federal and state agencies
have been providing private landowners and operators with information
and advice on forestry practices for a number of years, but in spite of
the large amounts of money and effort invested, there is still little
interest in forestry on the part of the smaller woodland owners. The
Timber Resource Review (U. S. Forest Service, 1955) indicates that the
industrial landowners are realizing the value of their woodlands and
treating them properly, but the smaller woodland owners, upon whom the
responsibility of meeting the future demand falls, are not increasing
the productivity of their forest lands to any great extent. TYet,
according to James (1960), the farm woodlot owners have a double stake
in forest-products productionj they sell forest products from their own
woodlots and harvest a large part of the timber sold from other wood-
lands.

Because of this double interest in small woodland production, the
landowner and the producer must be considered together as they are
interchangeable in operation and dependent on each other for their
livelihood. This is especially true in pulpwood production.

Bruce (1959) found that there is an inverse relationship between the
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volume to be cut and the farmer's willingness to cut on his own wood-
land. He points out that where the volume to be removed is small, the
full-time producer is reluctant to buy stumpage, thereby encouraging
the landowner to cut his own timber. The smallness of the size and the
quantity of the timber involved in pulpwood production offers an ideal
situation for a small landowner to become a pulpwood producer on his own
land. It is only logical that the experience gained will encourage the
landowner-producer to continue to produce pulpwood by procuring stumpage
elsewhere, but the limitations of his experience and his funds will
limit his operations to the smaller tracts unacceptable to the larger
operator.

However, Duerr (1949) points out that the small forest landowner
enters the forest-products market at an almost extreme disadvantage. He
states that farm woodlot products production is a "minor part of a minor
operation™ so the seller is completely unfamiliar with the timber market
and with the harvesting and processing required for a given timber pro-
duct. Yet, the smallness of the volume to be sold does not encourage
the seller to become familiar with the market, and as the small volume
attracts only the small buyers, he may be forced to sell to dealers of
limited capacity or questionable ethics. The U. S. House of Represen-
tatives (1941) réported that, in pulpwood selling, farmers are tied to a
monopolistic program. The market condition may be more a factor than
market knowledge. The Interbureau Committee on Farm Technology (19L0)
found that the small forest landowner is often faced with a poor market
in the sense that the market accepts material from farm woodlots on a
minimum quality basis only. The poor condition of the farm woodlot

eliminates the existence of a quality oriented market for woodlot
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products so that any product produced will bring only the minimum price.
In order to obtain enough volume to make a cut profitable to a logger,
the landowner must sell everything merchantable. This does not improve
the stand. Under these conditions, the only recommendation the Com-
mittee could make was that the woodlot owner do his own harvesting and
marketing in such a manner as to increase the value of future harvests
on the tract.

Cunningham et al.(1939) felt that it would be necessary to stabi-
lize forest land ownership in larger holdings either by facilitating
private ownership or by arranging for public acquisition before con-
tinual production could be gained. Smith (1954) recommended that the
state subsidize new wood-using industries to create better markets in
areas with sufficient timber supplies to offer landowners incentive for
proper forest practices.

In southern Illinois, the Interbureau Committee approach has been
advocated. Hosner and Lane (1953) determined that it is profitable to
sell stumpage for stand improvement on woodlots as small as twenty
acres, but they also pointed out that a landowner may increase his re-
turns two to three times by doing his own woods work. They found that
a farmer can earn $1.42 per hour by improving his stand in his spare
time. Preston (1549) indicated that stumpage represents only one-fourth
of the costs of production. However, Zasada (1949) found that the
farmers tend to limit their market by cutting one size of one product.

In the same area, Minckler and Hosner (1958) determined that the
returns in the various stages of harvesting and marketing pulpwood,
when expressed as a percentage of the value of the product at the pulp

mill, is L to 10 percent for stumpage, 32 percent for felling and
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bucking, 13 percent for skidding, 26 percent for loading and hauling,
and 18 to 23 percent for business profits. Thus, a landowner may
greatly increase his returns by doing his own harvesting and marketing,
but the authors cautioned that every landowner should not attempt to
market his pulpwood at the mill just because the total return is in-
creased. The additional equipment and labor required may demand addi-
tional investments which may not be consistent with the returns.

Bruce (1959) found in Washington that a capital investment of
$L,900 is required for a landowner to do his own logging. This figure
includes farm equipment which may be used for both farming and logging
so the additional investment need not be large for farmers. He indi-
cated that, generally, it is the fear of a large capital investment
rather than the actual investment that kept many farmers from doing
their own logging. In addition, a lack of logging experience, a lack of
available cheap labor, and the availability of producers greatly en-
courages stumpage sales.

He also pointed out that Washington farmers are willing to accept
a lowver price for their stumpage provided they feel the loggers are
honest and will do a proper harvesting job within the landowners'! con-
cepts of management.

In Tennessee, Britt and Martin (1959) found that about one-half of
the pulpwood sales are made by landowners at field woodyards. These
owner sdles yield $11.00 more per cord than pulpwood sold as stumpage.
While the landowners who sell stumpage feel that they are not getting a
fair share of the total return, no seller has any idea of the costs in-
volved in the various operations. They also found that no sales are

being made as part of a management plan or to improve the stands. Of
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the total sales, 50 percent are made to obtain income to meet current
financial obligations while the others are made simply to obtain a
sparetime income.

The Forest Committee of South Carolina (19LL) found that the forest
landowners are not interested in improving their woodlands to encourage
the development of a better market. The farmers of South Carolina sell
pulpwood in periods of high pulpwood prices, in the event of crop fail-
ures, or when they are clearing lands for agricultural purposes. This
would indicate that the farmers enter the pulpwood market only when an
unusual market condition develops or when they require a ready source of
income, and that such marketing is definitely not a part of a plan of
continual pulpwood production. Larson (1960) reemphasized this when he
stated that, in spite of educational and cost sharing programs, the small
private ownerships include 81 percent of the forest land that would
profit from treatment.

Sutherland and Tubbs (1959) found in Wisconsin that while farmers
have a better understanding of woodlot values than other landowners, all
the small forest landowners questioned indicated a complete lack of in-
terest in trying to obtain a periodic income from their woodlands. How-
ever, Worley (1960) found that many landowners place high non-monetary
values on their woodlands as they exist, and past experience with pro-
ducers discourages them from permitting cutting. He indicates that
those landowners who could best benefit from proper utilization of their
woodlands feel that the time required to do their own harvesting and
marketing can be best sﬁent on their farm crops so they could make a
®"quick income." Almost 82 percent of the landowners interviewed were

perfectly satisfied to let the timber grow naturally. Duerr and others
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(1946) found, however, that absentee landowners are more apt to sell
timber than farmers.

Hutchison and Winters (1951) maintain that this lack of interest
is due to the poor marketing system. Farm woodlots contain small
quantities of timber of various degrees of quality, but, due to the lack
of concentration facilities, the only markets available are those indus-
tries which utilize the lowest quality material. As the landowner must
sell everything merchantable to interest a buyer, and the only market is
for low-quality timber, there is no incentive to improve the woodland
condition, and the narrow margin between the costs of management and the
price received for the low-quality product d>es not encourage management.
In fact, the Forest Committee of South Carolina (19LL) stated that grow-
ing trees on a pulpwood rotation is not economically sound.

In Michigan, James (1957) found that the market structure does
tend to discriminate against the single landowner marketing his pulpwood
directly to the pulp mills on a stand-improvement basis. Although the
Michigan market is rather flexible in operation, the use of contracts by
the pulp companies for all procurement plus a general rejection of the
middleman tends to force the small landowner to sell stumpage to a con-
tract holding producer rather than doing his own harvesting. James
pointed out that the average farmer-producer sells almost twice as much
pulpwood as is produced on the average farm woodlot, indicating that if
a landowner wishes to do his own harvesting, he must expand his opera-
tion to other woodlands in order to obtain enough pulpwood to be able to
get a contract.

It was also pointed out that while the contracts between the mill

and the producers tend to vary in formality, the contracts between the
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landowners and the producers are quite informal, and contain few cutting
restrictions. This is especially true among the large group of hetero-
geneous small forest landowners other than farmers. The large number of
absentee owners, with notable exceptions, are usually willing to sell
stumpage on the basis of a single offer with relatively few restrictions.

The pulp companies, realizing some of the defects in the marketing
system, have made some effort to encourage profitable pulpwood production.
Jeffords (1956) reports that, by use of the contractor system and the
establishment of company-operated field woodyards, a pulpwood seller may
deliver small quantities of pulpwood, observe the actual scaling and
culling, and receive payment upon delivery. This eliminates any chance
of the middleman attempting to increase his returns by reducing the
producer price, but the local contractor is credited with the sale. As
the woodyards permit the use of mechanical equipment in unloading the
seller's truck, the time and effort required for completion of the mar--
keting transaction is reduced. This eliminates the expense of hand-
loading railroad cars for those producers who cannot deliver directly to
the pulp mill. It is assumed that this cost reduction will make pulp-
wood management an economic operation.

The same report maintains that the adaptation of purchasing by
weight will do much to relieve the complications and eliminate the
mysteries arising from the different units of measure for pulpwood.

Along the same lines, Malsberger (1956) reports that the pulp
companies, either individually or through the Southern Pulpwood Conser-
vation Association, are engaged in extensive public relations to
familiarize the small landowner with the pulpwood market, with pulpwood

as a profitable product, and with the harvesting procedures. This
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indicates that the pulp companies realize their dependence upon the
small landowners as the main source of the future supply of pulpwood,
and are attempting an ephemeral type of vertical integration. He points
out that the southern pulp and paper industry will always be dependent
on the small landowner for between 25 and 50 percent of its raw material

supply, even when the pulp-company lands reach their full productivity.

Pulpwood Costs and Prices

The majority of the marketing studies have assumed that either the
landowner is going to sell stumpage or do his own woods work in a slack
s eason. Holcomb and Herbert (19L43) maintain that stand improvement and
the marketing of forest products provides an excellent source of addi-
tional income for the Michigan farmer while not making demands on the
time needed for crop production. Jensen (1940) determined that the re-
turns on pulpwood production from timber below eight inches in diameter
were very small. He recommends that this be established as a minimum
cutting limit. Hough (1941) showed that pulpwood producers may increase
their profits by cutting selectively rather than clear cutting. He
indicated that purchasing stumpage on the basis of actual production
rather than by a lump sum payment is more profitable, both to the pulp-
wood producer and to the landowner.

Black (1953) points out that while investments of time and labor
in farm woodlots will yield a return, it is only in relation to the
total income of the farm as a unit and in comparison with alternative
Znvestments that such investments become significant. Scott (1955)
stated, however, that timber, under the existing woodlot conditionms,

is a flow resource. The producers feel that if they do not capture it
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all at one time, someone else will take it. This concept discourages
timber buyers from purchasing stumpage on a stand improvement basis.
They feel that they must cut everything at the same time.

One of the major problems in determining what investments in small
woodlands will return is the variability of the price received. The
price offered for pulpwood stumpage is a residual; the maximum being the
difference between the price of the pulpwood delivered to the pulp com-
pany and the costs of producing and transporting it from the timber
stand. However, Chapman and Meyer (19L7) point out that the prices vary
greatly due to the differences in the knowledge of the parties involved
and to their bargaining ability.

Guttenberg (1956) advocates the reporting of prevailing stumpage
prices by a responsible agency. It would provide a basis for the valua-
tion of land and timber values for sales and management plans, and for
appraisals for taxation and damage estimates. He maintains, however,
there are five price populations which must be evaluated: (1) stumpage
prices for timber removed from company lands for company use, (2) stump-
age prices for timber under long term leases, (3) stumpage prices on
public lands, (L) stumpage prices for private competitive sales, and
(5) stumpage prices for private, illogical sales. Reports of such
prices would, at least, provide the small landowner a reasonable esti-
mate of a price for his type of sale or a basis for determining the
market value of his stand.

McCauley and Quigley (1958) and McCauley (1960) did provide list-
ings of price ranges and averages for forest products in Ohio while the

Lake States Timber Digest in Wisconsin and the Forest Woodlands Product

Market Report in Washington plus many others report prices and market
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conditions on a semiannual or monthly basis. However, these price
reports deal primarily with the price offered by the consuming mills
for the cut products.

Senator Humphrey (1957) introduced a bill in Congress providing
that the prices of forest products be reported in the same manner as those
for agricultural products. The purpose of this bill is to provide aid to
the small landowner for "more efficiently and profitably marketing forest
products." However, Shaw (1958), speaking for the wood-using industries,
and the American Forestry Association (1957) maintain that as price in-
formation is always available upon request from any operating unit of the
forest-products industry, price reporting would be an expensive and un-
necessary addition to the government programs. Shaw also feels that such
price reporting will lead to price supports and public controls in
forest-products marketing. Mosebrook (1957) provided a listing by states
of the state and private sources of price and marketing information.

The U. S. House of Representatives (19572) caused a study of the
price trends and relationships for the major forest products to be made.
This was followed by annual demand and price situation reports by the
U. S. Forest Service and the Commodity Stabilization Service (1958 and
1959). However, the stumpage pricing in these reports is rather limited
and may be open to question. Zivnuska and Shideler (1958) studied the
feasibility of price reporting for standing timber. They determined
that there is no conclusive evidence that stumpage price reporting is
possible. In their study area, they found no relation between stumpage
prices and such factors as volume, forest type, density of the stand,
and length of haul. The study does point out the lack of knowledge

concerning the price determining mechanism in the marketing of forest
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products.

These various studies, when taken together, appear to cover the
field of pulpwood marketing, but, in reality, they indicate some of the
problems in studying forest products marketing. The majority of the
studies are oriented toward helping the landowner market all of the
products on his woodlot. By necessity, these studies seldom extend
beyond the first buyer. Those studies which attempt to look at the
entire marketing system are too broad in scope to study individual re-
lationships. Of this type of study there are two groups: those which
study a single product within a wide geographical area, and those which
limit themselves to a smaller area but examine the markets for all
forest products produced in the area. Yet, it is only by examining the
complete market structure for a single product within a logically
limited area that the relationships between the buyers and the sellers
can be examined in detail. This is especially true in Michigan where
the pulpwood market is the major outlet--and often the only outlet--

open to timber sellers.



CHAPTER V
PULPWOOD PRODUCTION, EXPORTS, AND IMPORTST

In 1958, almost 900,000 cords of pulpwood of all species were pro-
duced‘from the forests of Michigan. Only about 51 percent of this wood
was consumed within the state; the remainder was exported entirely to
Wisconsin. Imports of pulpwood into Michigan totaled 91,000 cords,
with 84,000 cords of this being Canadian pulpwood procured by one Lower
Michigan pulp mill. The remaining 7,000 cords were imported from

Minnesota.

Trends in Pulpwood Volumes

Little upward trend can be seen in pulpwood production statistics
in Michigan from 1946 to 1958 (Fig. 1). The 1958 pulpwood production was
55,000 cords greater than the 19L6 output, a 7 percent increase as com-
pared to a 96 percent national increase--from 17 million to 33 million
cords--for the same years (U. S. Forest Service and Commodity Stabili-
zation Serviée, 1959). Within the period, production fluctuated from a
low of slightly more than 500,000 cords to a high of nearly 1,000,000

cords.

1Much of the material in this chapter was published in the Michigan
Quarterly entitled "Michigan Pulpwood Production and Markets" (James and
Lewls, 19602), and is again presented here with some amplification.
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The annual statistics on Michigan's apparent consumption1 of
pulpwood and Michigan's pulpwood exports are amazingly similar. Both
have fluctuated between L00,000 and 600,000 cords, although the apparent
consumption fell below L00,000 cords in 1949. With the exception of
1946 and 1949, the exports and the apparent consumption have been almost
equal, and prior to 1952 they increased and decreased together, but at
different rates. However, since 1952, there has been a tendency for one
to increase as the other decreases and to decrease as the other in-
creases. In terms of general trends, the apparent consumption is grad-
ually increasing while exports are nearly constant. This relative
stability in exports results from the fact that exports are mainly from
the western half of the Upper Peninsula, and their flow is to nearby
mills in Wisconsin.

Michigan pulpwood imports, mainly from Canada and moving by water
to one pulpmill in Lower Michigan, have declined steadily. Imports com-
prised 19 percent of the 1946 domestic production, and only 10 percent of
the 1958 production; an absolute decline of 66,000 cords. Importation
of pulpwood into Michigan reached its maximum in 1948 and declined there-
after because of the conversion of Michigan pulp mills to greater aspen
usage following the recession of 19L9.

In Wisconsin, pulpwood production has a very definite upward trend.
From 1946 to 1958, production rose from 428,000 to 828,000 cords--a 93
percent increase--with only a few minor fluctuations (Fig. 2). The 1958
Wisconsin apparent consumption was slightly (36,000 cords) less than

that of 1946, but nearly five times as great as Michigan's. Wisconsin's

lApparent consumption equals production plus imports less exports.
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apparent consumption fluctuated widely between a low of 1,L26,000 cords
in 1949 and a high of 2,246,000 cords in 1957, but in spite of these
fluctuations a very slight upward trend is evident.

The annual variations in Wisconsin's imports followed those of the
apparent consumption quite closely from 1946 to 1953 with the exception
of 1950. After 1953, Wisconsin-produced pulpwood took a greater share of
the market and the demand for imported wood declined. The reduction in
Wisconsin's production in 1957 gave rise to greater pulpwood importation
to meet an increasing demand. It should be noted that imports of
Michigan-produced pulpwood into Wisconsin were relatively constant
throughout the thirteen year period, and strikingly so after 1955. This
would indicate that, in periods of changing demand or domestic production,
the change would first be noted in variations in the demand for pulpwood
from the more distant sources.

In terms of species, pulpwood production in Michigan has shown some
remarkable changes, both on an absolute basis and on a percentage basis.
The limitations of the forest resources are definitely causing a shift
from the use of the historically more desirable softwood species to the
use of the less desirable softwoods and the hardwoods (Fig. 3).

In Michigan, the softwood species, which comprised 70 percent of the
1946 production, accounted for L3 percent in 1958. The reduction was re-
flected mainly in a decline in hemlock production which dropped from 30
to L percent of the total (Table 2). While spruce production declined
from 15 percent to 10 percent, balsam fir maintained its position at
12 percent of the total production. Although pine pulpwood production
declined from 10 percent in 19L6 to 5 percent in 1955, it rose sharply

to comprise 17 percent of the total in 1958.
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Aspen production rose from 29 percent of the total output in 1946
to a high of 57 percent in 1955. Although it declined to L8 percent in
1958, this has been compensated for by increases in the production of
pulpwood from the miscellaneous hardwoods. The miscellaneous hardwood
pulpwood output increased some 875 percent; raising its proportion of
the total production from less than 1 percent in 19L6 to almost 9 percent
in 1958.

Unlike Michigan, where there has been little increase in the total
pulpwood production, Wisconsin's output nearly doubled from 1946 to
1958. The production of any species would have to increase considerably
to hold its own in terms of percentage.

Production of softwood pulpwood in Wisconsin, with the exception of
pine, has varied little in absolute volume (Fig. L). As a result, hemlock
production declined from 15 percent of the total output in 1946 to 7 per-
cent in 1958 (Table 3). Balsam fir dropped from 11 percent to 8 percent
while spruce fell from 7 percent to 3 percent of the total production.
Only the production of pine pulpwood, among the softwoods, has increased
to any great extent. This increase has enabled pine pulpwood to maintain
its proportion of the total output at almost 18 percent.

Aspen production increased greatly and was able to maintain its
position of comprising L5 percent of the total while the miscellaneous
hardwood pulpwood production increased, both actually and relatively.
Between 1954 and 1958, pulpwood production from the miscellaneous hard-
woods increased 100,000 cords to increase its proportion of the total

output from 0.02 percent in 1946 to 19 percent in 1958.
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Areas of Pulpwood Production

The 1958 production of pulpwood in Michigan tended to be concen-
trated in specific areas rather than being evenly distributed over the
state (Fig. 5). This production concentration is due mainly to the near-
ness of pulp mills or market areas, and the site requirements of a given
specles.

Some Ll percent of the 1958 production was cut in the western half
of the Upper Peninsula. This section produced greater quantities of all
species excepting pine and aspen than any of the other three divisions of
the state (Table L). The presence of relatively large tracts of public
and private timber lands, and the ease of access to the Wisconsin markets
permitted this area to excel in the production of those species which had
enough value to permit their being transported some distance. In addition,
the Michigan production of the northern softwood species was limited to
this area and the eastern half of the Upper Peninsula by the site require-
ments of these species.

The eastern half of the Upper Peninsula produced less than one-half
as much as the western half or some 18 percent of the total. This pulp-
wood went primarily to those pulp mills situated in that section of Upper
Michigan.

The northern half of the Lower Peninsula produced 3L percent of the
1958 production and was the main source of pulpwood for all the Lower
Michigan pulp mills. Only one Lower Michigan mill went out of the Lower
Peninsula for additional pulpwood, and that was due to previously devel-

oped sources of supply and technological preferences. However, within

the area, there is a shifting of production. Unlike the 1954 situation
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Fig. 5. - Pulpwood production of all species in Michigan by
county: 1959 (Source: Forestry Division, Michigan Department
of Conservation, Lansing, Michigan)
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reported by James (1957), when production was concentrated in the
western portion of the northern counties, the 1958 map shows produc-
tion to be spread throughout the northern counties. In fact, the locus
of heaviest concentration is now on the eastern side of the peninsula.
This change is tied to the development of new pulp mill markets.

The southern half of the Lower Peninsula produced less than 35,000
cords (L percent) which consisted mainly of aspen going to one mill, but
some pulpwood was supplied to the other mills in the area.

Almost all the pulp mills in Michigan use some aspen pulpwood. As a
result, the production of aspen pulpwood is found throughout the state,
but low prices cause concentration around the mills or receiving points
to minimize the hauling costs (Fig. 6). The areas of production are
limited more by the location of the markets than by the location of the
timber. However, some aspen is exported to Wisconsin from both Michigan
peninsulas.

In contrast, the production of pulpwood from the northern soft-
woods--spruce, balsam fir, and hemlock--is limited almost entirely to
the Upper Peninsula by site and climatic requirements of the species
(Fig. 7). Due to location and high value of the pulpwood, much is ex-
ported. In 1958, 69 percent of the spruce and balsam fir production was
exported while almost all the hemlock and tamarack were shipped out of
the state.

Pine production is centered mainly in the northern half of the
Lower Peninsula (Fig. 8). The localized production of this species is
also due to the location of the timber stands rathern than to the avail-
able markets. Domestic demand and the distance to the out-of-state mar-

kets prevent exportation of too great a share of the production. 1In
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Michigan Department of Conservation, Lansing, Michigan)
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1958, slightly more than one-fourth of the annual production was ex-
ported.
Hardwood pulpwood production is widely distributed, but is restric-
ted by value to those stands near the mills which utilize the pulpwood
(Fig. 9). As more mills begin to use greater amounts of this type of

pulpwood and the price increases, production should become even more

widespread.
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Fig. 9. - Miscellaneous hardwood pulpwood production in
Michigan by county: 1959 (Source: Forestry Division,
Michigan Department of Conservation, Lansing, Michigan)




CHAPTER VI
PULPWOOD SUPPLY

As pulpwood is the major revenue producing forest product in
Michigan at the present time, and as it is the basic raw material for
the greater part of the Michigan pulp and paper industry and for a
number of Wisconsin pulp mills, it is necessary to give some considera-
tion to the available supply. The fact that a producing area falls
within the procurement territories of a number of pulp mills does not
insure a pulpwood market. If the available supply exceeds the fixed
capacity of the mills, the surplus timber is left without a market. How-
ever, if the pulp mill capacity is large enough, it is possible that the
pulpwood will be in short supply.

Since pulpwood is a product of growing timber, it has the poten-
tial--but not necessarily the absolute--ability to be continuous in
supply, and it will be considered on this basis. The financial invest-
ment required to establish a pulp mill and the presence of state and
Federal forest lands make consideration of the pulpwood supply from a
depletion viewpoint unrealistic. Pulp company practices in the South
(Malsberger, 1956, p. 6L2) indicate the pulp mills will protect them-
selves by encouraging sustained-yield forest management on private
woodlands while it is normal policy to manage public forest lands for
the maximum sustained yield production possible within economic limits
(U. S. Forest Service, 19S9b, p. 9). Thus, it is best to discuss

-71-
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pulpwood production on a sustained-yield basis.

Sustained yield implies a "continuous production with . . . an
approximate balance between net growth and harvest" (Society of American
Foresters, 1958, p. 96). However, this definition assumes a fully regu-
lated forest containing the desired level of inventory. In order to reach
this level of stocking, it is necessary that the allowable cut be limited
to that volume which may be removed during a given period while building
up sufficient growing stock to meet specified growth goals (James and
Lewis, 19602, p. 825).

In actual practice, the allowable cut is a tenuous managerial concept
in that it is not based entirely on growth, but rather is controlled by
(1) the purposes of management, (2) market conditions, (3) silvicultural
needs, (L) logging problems, and (5) the degree of harvest continuity de-
sired (Davis, 195L, pp. 120-21). Usually the allowable cut is quite
conservative for depleted timber lands in order to build up the stands to
the desired inventory levels as rapidly as possible. ?he U. S. Forest
Service in Michigan sets its total allowable cut for pulpwood at 56 per-
cent of the growth in the Upper Peninsula and L6 percent of the growth in
the northern half of the Lower Peninsula (U. S. Forest Service, 19592,

p. 8L4). However, these figures may vary from year to year because of the

above reasons.

Allowable Cut and the Actual Cut in Michigan

In 1958, the actual cut of pulpwood in Michigan was slightly more
than one-third of the estimated allowable annual removals (Table 5).
Aspen and paper birch had an excess of allowable cut over the actual cut

of 704,500 cords while the miscellaneous hardwoods had an excess of



-73-
L06,900 cords with the greatest concentrations of the excess being in
the northern half of the Lower Peninsula. These hardwoods accounted for
86 percent of that part of the allowable cut not taken. Balsam fir and
spruce had an excess of 49,600 and 16,000 cords respectively while hem-
lock pulpwood production was 65,600 cords less than the allowable output.
The allowable cut for tamarack was 16,400 cords greater than the actual
cut. Only the actual cut of pine pulpwood exceeded the allowable cut,
and this by the narrow margin of 2,900 cords (Table 6).

However, in terms of production areas, the excess of allowable cut
over the actual cut becomes somewhat smaller for specific species. In
the western half of the Upper Peninsula, pine and spruce are being over-
cut while the excess of the allowable cut of balsam fir over the actual
cut is only 6,500 cords. In Lower Michigan, pine is being relatively
heavily overcut while those species which show an excess of less than
10,000 cords have a very small allowable cut. Only the eastern half of
the Upper Peninsula shows a substantial margin between the allowable cut
and the actual cut for all species. The southern half of the Lower
Peninsula is restricted to hardwood pulpwood production by species dis-
tribution.

Remembering that the allowable cut is a conservative figure, the
regional excesses of the allowable cut over the actual cut indicate that
the pulpwood markets are absorbing all the timber that can be taken of a
few species in some regions, but, in general, far more pulpwood is
available for cﬁtting in Michigan than is being consumed by the pulp
mills. The tremendous excess in hardwoods is focusing aptention on
hardwoods as a reservoir of potential pulping stock (Federal Reserve

Bank of Minneapolis, 1959).
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TABLE 5.- Comparison of actual and allowable annual removals for the
major pulpwood species and types in Michigans 1958

Upper Peninsula
Species
Western Half? Eastern HalfP
- - Standard Cords - -

Aspen and Paper Birch

Actual Cut 173,000 45,700

Allowable Cut 288,100 287,300
Hemlock
- Actual Cut 32,000 3,100

Allowable Cut 60,600 32,000
Pine

Actual Cut 14,700 32,900

Allowable Cut 8,300 48,400
Balsam Fir

Actual Cut 61,000 49,400

Allowable Cut 67,500 TL,700
Spruce

Actual Cut 5,200 27,800

Allowable Cut 53,500 65,400
Tamarack

Actual Cut Loo Loo

Allowable Cut 5,300 11,900
Miscellaneous Hardwood

Actual Cut 57,600 3,700

Allowable Cut 105,600 92,300

Total

Actual Cut 392,900 163,000
Allowable Cut 588,900 612,000

Source: Ray E. Pfeifer (1959) Pulpwood Procurement and Allowable
Cut in Michigan. Division of Forestry, Michigan Department of Conser-
vation, Lansing, Michigan.

8Eastward to and including Marquette and Dickinson Countids.

PWestward to and including Alger, Delta, and Menominee Counties.



TABLE 5.- Continued

Lower Peninsula

Northern Halfc

Southern Half®

All Michigan

- - Standard Cords - -

189,500 26,400 L3k,600
195,500 68,200 1,139,100
100 - 35,200
7,800 100 100,800
100,300 800 148,700
89,000 100 145,800
5,000 - 115,400
22,800 ——- 165,000
4,300 ——- 86,300
13,400 - 132,300
- -- 800
- - 17,200
10,300 7,000 78,600
205,600 82,000 485,500
309,500 34,200 899,600
83L,100 105,700 2,185,700

CNorthern and southern halves divided roughly by a line drawn

from Bay City to Muskegon.
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Supply and Price Relationships

It is not within the scope of this study to develop schedules of
supply as the data necessary are not available and almost noncollectible.
In answer to informal questioning, the pulpwood operators indicated that
they were unwilling to supply pulpwood at the lower prices and willing to
supply "all I can get" at the higher prices with no intervening volumes.
The change came at or just below the existing prices. While this, in
itself, would be indicative of a perfectly elastic supply curve, the fact
that prices are determined by the buyers and the flow controlled by con-
tracts indicates that the completely free interaction of supply and de-
mand is not possible. This lack of freedom makes the existence of a
normal supply curve for pulpwood somewhat questionable.

Supply is defined by Duerr (1960, p. 194) as the amounts of a pro-
duct, per unit of time, that would be offered to a given market at
various prices. This definition automatically assumes that the quantities
offered vary with the price, and if carried to a logical conclusion "the
quantities . . . offered for sale vary directly with the prices" and
price is the controlling factor (Thomsen and Foote, 1952, pp. 57-58).

Although this definition pertains to the development of supply
schedules and curves, it may well be assumed that it also applies to the
relationship between pulpwood procurement and pulpwood prices. Data are
available to test this assumption.

In the analysis of pulpwood production and pulpwood prices pre-
sented here (see Appendix for data and calculated results), Wisconsin
prices and production were used as Wisconsin is the only state of the

three Lake States which provides any type of price reporting. The prices,
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reported in the Lake States Timber Digest, were those paid for pulpwood

at the pulp mills while the quantities were the total annual Wisconsin
production of pulpwood from 1947 through 1957. It was not possible to
segregate that part of the Wisconsin production which was sold on the
railcar, but the inclusion of this small quantity of rail delivered wood
should not have any marked effect upon the results.

Following the procedures described by Zivnuska (1955, p. 550), the
reported prices were divided by the Bureau of Labor Statistics indices
for all-commodity prices for the years involved to obtain prices in
"constant" or "real" dollars, eliminating changes in the general price
levels, and making the prices comparable over time. Then, lines of re-
action were fitted to the adjusted data by taking quantity as the depen-
dent variable and price as the independent variable for a correlation
analysis. However, the results are presented graphically by plotting
price on the vertical axis and volume on the horizontal axis in accord-
ance with the conventional price theory models rather than the reverse
as is usual in accordance with statistical conventions.

Although the relationships were developed from Wisconsin price and
production figures, there is no reason to assume that conditions in
Michigan were not similar. The prices used were quite close to those
paid by Michigan pulp mills, especially in the Upper Peninsula where
Wisconsin and Michigan pulp mills are competing for the same species of
pulpwood. The differences in pulpwood volumes should not be significant
as the same supply situation and market structure exist in both states,
and as supply responses to price changes are based on human reactions
they should be the same in both states. Pulpwood producers in both

states are affected by the same stimuli under, basically, the same
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conditions, so their reactions should be quite similar. Thus, the logi-
cal assumption is that Michigan pulpwood price and production relation-
ships should exhibit the same characteristics as those developed and for
the same reasons.

While no absolute inferences may be drawn from the developed curves,
they do give a rather interesting picture of supply reactions to price
changes in pulpwood marketing and permit theorizing as to the reasons
for these reactions.

Of the four species analyzed, aspen shows the greatest response to
price changes (Fig. 10). This is to be expected. Aspen is the most
widely found and the most extensively used of all the pulpwood species.
It is easily operable, being found where access is a minor problem, and
can be produced with a minimum of investment. The excess of allowable
cut over the actual cut throughout the Lake States indicates the avail-
ability of large stocks. The known presence and wide distribution of
these large stocks permit numerous small, part-time producers and farmers
to enter and withdraw from the market with great rapidity, and as aspen
operators work on a very small margin of profit, a small decrease in
price will force some producers out of the market while small increases
in price will attract new producers.

Balsam fir production (Fig. 11) responds only slightly to price
changes. A relatively large price increase does not cause a large in-
crease in production. This lack of response is primarily due to the
investment required to enter production and the interaction of other
species. The site requirements of the species tend to limit operations
to the larger producers who have the equipment necessary to establish

access, and as balsam fir does not occur in pure stands (Rudolph et al.,
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1959, p. 32), producers will cut the other species available on the area
before opening a new area to produce additional balsam fir pulpwood.

Spruce production has a very poor response to price change. This
may be due to a number of factors. Spruce production is a highly spe-
cialized operation requiring a large investment. In Michigan, most of
the spruce stands are located in areas where access is limited and diffi-
cult to create. As much of the timber is found in swamps, requiring that
production be carried on in winter (Rudolph‘gf.gl., p. 33), a seasonal
production aspect is created. This seasonal aspect may discourage the
better operators who desire full-time work. As a higher price for spruce
pulpwood is indicaﬁive of a better overall economic condition, the spruce
operator, being the superior businessman among the pulpwood producers, is
encouraged to apply his talents in other fields that will provide a full-
time occupation (Pikl, 1960, p. 278). The reverse would be true in times
of declining prices. Thus, changes in spruce pulpwood production do not
always appear to be directly linked to changes in spruce pulpwood prices.

Pine pulpwood production has a direct relationship to price move-
ments, but to a very limited degree. For this species in Michigan, the
general overcutting and the large amounts of pine timber in public owner-
ship tend to prevent any great increase in production. The increasing
importance of pine as a pulping species over time and government control
of the greater part of the supply have tended to cause this relationship
rather than any inherent economic condition. It is doubtful that an in-
crease in price would bring forth larger quantities. The physical limi-
tations of quantity cannot permit expansion within the present sustained-
yield objectives. A general stabilization of production regardless of

price changes may be expected.
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While these curves indicate the possible relationship between price
and supply, examination of the annual price-volume intersects and the
correlation coefficients yield the fact that the price changes that have
occurred have not been the controlling factor in pulpwood production.
Annual price-quantity relationships show years in which price increases
while production decreases, price decreases while production increases,
and prices and production move in the same direction for all species.
Statistical comparisons of the correlation coefficients show that the
calculated coefficients are not significant (Dixon and Massey, 1957,

p. Lé8).

Several factors tend to limit better correlation between pulpwood
rrices and production. Almost all pulp companies procure pulpwood on
contract, with contract periods of six months to a year. This would
eliminate any possibility of producers taking advantage of price changes
as they occur, and would prevent the development of a supply response
under conditions of free interaction of supply and demand. For example,
a pulp company may contract for a good part of its pulpwood requirements
at a given price. To fill the remainder of its needs, the price may have
to be increased and a second series of contracts let. As the second con-
tracts are let for only the required amount, the increased production may
actually be much less than the amount that would have been offered for
sale at the new pfice had the market not been controlled.

The interaction of pulpwood production by species may have an impor-
tant relation to the lack of correlation. Operations will normally not
respond to a price change in one species if the production of that species
means abandoning other pulpwood species on an accessible area. All mer-

chantable species in a sale area will be removed before a producer will
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proceed to another area. Depending upon contract availability, usually
the pulpwood species are removed in descending order of price. This
would cause a lack of response between a price change and production for
a higher-priced species so long as the price change is not great enough
to cause a great variation in the total number of producers.

Of course, there is always the effect of monopsonistic practices
which may tend to prevent a better correlation between price and preduc-
tion. The Canadian Restrictive Trade Practices Commission (1958) found
definite evidence of price control in Canada while there is enough evi-
dence of such practices in the United States to warrant recommending in-
vestigation (Stoddard, 1959, p. 60).

The overall timber resource base for the Michigan pulp and pap=r
industry is quite adequate for the existing mills and is capable of per-
mitting an expansion of production to more than three times that of the
present on a sustained basis. However, expansion in the procurement of
the softwood species is limited to much less than this by the lack of
volume. Aspen and the other hardwoods offer the best potential for ex-
pansion of production without a large increase in the price offered, but
spruce and balsam fir production have a relatively limited expansion
potential and react only slightly to price changes. Expansion in pine
pulpwood production is not possible on a sustained-yield basis under the
present allowable cut concepts.

The encouragement of expansion of production cannot be brought about
by anall price increases alone. Such factors as cost of entry into pulp-
wood production, stand accessibility, alternative employment opportunities,
availability of suitable labor, and general economic conditions apparently

influence production to a greater extent than price.



CHAPTER VII

THE PULP MILLS

In 1958, there were thirteen Michigan and twenty-three Wisconsin pulp
mills in operation which depended upon Michigan pulpwood production to
s.ipply part or all of their needs. The thirty-six mills were owned by
twenty-five pulp and paper companies with four companies owning a total of
eleven mills located in both states.

The thirteen Michigan mills, with two exceptions, were drawing on
Michigan férests for their entire pulpwood supply. One of the exceptions
drew 21 percent of its supply from Michigan pulpwood producers while the
other drew 90 percent. These thirteen mills consumed 51 percent of the
total Michigan production with the remaining L9 percent being taken by
the Wisconsin mills.

The Michigan pulp mills show a definite pattern in location with re-
gard to water supply, raw material, and transportation facilities. Figure
12 shows the location of all Michigan mills in production in 1958. Seven
mills were located in the Lower Peninsula; four on the western side, two
on the northeastern edge, and one in the southeastern section. The six
Upper Peninsula mills were more or less concentrated in the middle of the
Peninsula except for two on opposite sides of the base of the Keweenaw
Peninsula. As shown in Figure 13, the Wisconsin mills were mainly concen-
trated in two areas: the Green Bay area and the Midstate area, with
several mills along the Michigan-Wisconsin boundary. The location of the

-8L-



Q

50
/ J

MLL CLASS/ A ~CA770Y {
GV BF AOUR L0770,
CRARIC/7 ¥+ N TONS / R
O-/~-50
Q—-—850- /50
@ — /50-250
® — 250 OVER L 5

Q

Fig. 12. - Location and capacity of Michigan pulp mills in
operation in 1958 (Source: U. S. Forest Service, Division of

Forest Economics Research, Woodpulp Mills in the United States,
Washington, D. C., 1959)




_86-

(v//Y

™

O=/~50
P =50-/50

@ =/50-250
® = AAL0oV£E 250 _r——{

MILL CLASS/F/CAT/ON BY
24 HR PRODUC T7ON
CAPRAC/TY IV TONS

Fig. 13. - Location and capacity of Wisconsin pulp mills in
operation in 1958 (Source: U. S. Forest Service, Division of
Forest Economics Research, Woodpulp Mills in the United States,
Washington, D. C., 1959) —




-87-
Wigsconsin mills is due more to hisfonkal development of the industry than
to present production factors.

As might be expected, the pulp mills drew their pulpwood from many
of the same areas. Table 7 shows the geographical sources of pulpwocd con-
sumed by the pulp mills of both states. The Lower Peninsula mills tended
to draw their entire supply from the Lower Peninsula except for the one
mill which, due to favorable transportation conditions and other con-
siderations, drew wood from both Michigan peninsulas and from Canada.
The Upper Peninsula mills drew their supply from the Upper Peninsula plus
a small amount from Canada and Minnesota; the imports going primarily to
one mill. The Wisconsin mills drew upon all surrounding states, some of
the Western states, and Canada. The greater part of the Michigan produced
pilpwood consumed in Wisconsin was taken from the Upper Peninsula.

Although there is much overlapping of procurement areas of the
various pulp mills (Fig. 1L), price competition for pulpwood is relatively
limited. In the Lower Peninsula, seven pulp mills drew almost all their
supply of wood from the forests of the northern half of Lower Michigan,
yet prices paid for pulpwood are quite constant with little variaticn over
time and between mills. This lack of price competition may be due to the
fact that the different mills did not depend upon the same species for
the bulk of their raw material. It is said that a pulpwood seller knows
the buyer and the price by the species he sells. For example, from the
1958 production of aspen in the Lower Peninsula 195,800 cords were taken
by the Lower Peninsula mills (Table 8). Some 56 percent of this was
taken by one mill with two others taking about 13 percent each. The re-
maining 18 percent was unequally divided among the four other mills. The

same situation exists in regard to the other species. Some 57 percent of
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Fig. 1L4. - Pulpwood procurement areas in Michigan for Michigan
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the annual pine consumption was taken by one mill and more than 56 per-
cent of the miscellaneous hardwood pulpwood was taken by another. Thus,
the presence of one large buyer of a given species apparently holds
price competition to a minimum.

In the Upper Peninsula, competition is somewhat more intense as
both Michigan and Wisconsin mills are drawing on the same areas for the
same species. But as Michigan pulpwood has to compete with wood from
other states and from Canada for the Wisconsin markets, the eastern half
of the Upper Peninsula is more or less isolated by transportation costs
from the Wisconsin mills and supplies only the Upper Michigan mills. As
these mills tend to use different species for the greater part of their
pulp production, competition is again limited, but not to the extent that
exists in Lower Michigan. Thus, it is only in the western half of the
Upper Peninsula that competition in the procurement of Michigan pulpwood

exists.

Methods of Procurement

The methods of obtaining title to pulpwood differ between pulp mills
procuring Michigan-produced pulpwood. Few mills limit themselves to only
one method while several have as many as three.

Truck transported pulpwood is purchased upon delivery at the pulp
nmills. Normally a single price is offered for this pulpwood as the
greater part is obtained from cutting areas near the mills. However, in
Lower Michigan, a policy of making additions to the base price by dis-
tance for the longer truck hauls has been adopted by all except one of
the mills. One company, in addition to the price increases for truck

delivered pulpwood, will purchase pulpwood at roadside beyond a L5-mile
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radius of the mill, and assume the truck transportation costs. Of course,
& price reduction accompanies the change of method. As yet, the Wisconsin
and Upper Michigan pulp mills have not seen fit to use any type of sliding
price scale; they pay only the basic delivered-at-the-mill price.

A1l Michigan-produced pulpwood transported to the pulp mills by rail
is purchased on the railcar at the railroad siding where it was loaded.
This type of procurement permits the pulp companies to obtain pulpwood
from a distance while eliminating locational advantages between sup-
pliers. Although the price paid is lower than that for truck delivered
pulpwood, the avoldance of the excessive hauling distance that would be
involved in attempting to truck the wood to the mill encourages pulpwocd
production in those areas served by the rail loading points.

The use of rail transportation does not eliminate the location ad-
vantages of the pulp mills; while tempered by rail rates, it tends to
accentuate the advantage. Prices within a given timbershed supplying
several mills tend to be equal; possibly a result of competition during
a period of high demand. The general reluctance of the pulp companies to
engage in direct price competition prevents a change so equalization is
maintained. As rail rates do increase with distance, the pulp mills more
distant from the pulpwood sources may be at a very decided disadvantage
in terms of procurement costs.

No Michigan-produced pulpwood moves by water, although one pulp mill
imports a good part of its out-of-state supply by barge. Water delivery
accounts for 72 percent of this mill's total receipts, but only 12 per-
cent of the receipts for all Michigan mills. The difference is due to the
fact that the single mill is procuring foreign pulpwood from distances up

to fifteen hundred miles. Because of existing marketing arrangements and
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a technological preference for the imported species (spruce and balsam
fir), the company prefers this wood, and water transportation is the only
economic means of hauling a low-value product this distance. In most
cases, the pulpwood is paid for when delivered at the mill, but some is
purchased at the loading point.

Usually pulpwood delivered at the mill is the cheaper pulpwood in
terms of procurement costs. Although the price offered is higher than
in any other method of procurement, the average freight bill paid for the
other delivery methods by the pulp companies exceeds the price differen-
tial by a significant amount. However, the location of the desired
species, the desired mill inventory, the woodyard space and unloading
facilities, the number of contracts required, and the economics of main-
taining the longer supply channels may prevent the use of truck delivery
alone.

The flow of pulpwood into a pulp mill woodyard must be correlated
with mill consumption and must be controlled so as to keep the inventory
as low as possible within the limits of seasonal fluctuations. Most
mills attempt to keep a maximum of six-months supply on their woodyards
and let it decline during the periods of slow pulpwood receipts. However,
i+ is seldom that the inventory 1is permitted to fall below a three-
moriths supply.1

The use of rail delivery gives the pulp company better control over
pulpwood delivery. In order to maintain the desired inflow of truck
delivered pulpwood, both over time to keep a stable inventory and at any

one time to expedite proper usage of unloading equipment and the

1The storage time is more dependent upon area and rate of delivery
rather than upon deterioration of pulpwood or insect attack.



-9~
movements of the delivering trucks, it would be necessary to have very
definite delivery dates in the contracts. This would be impractical from
the producer's viewpoint and extremely difficult to administer so rail
procurement is almost essential.

Rail delivery cannot be initiated until the pulp company accepts
the pulpwood on the railcar. Prior to this time, the producer can con-
centrate his efforts in felling, bucking and skidding the logs to road-
side. Then, when pulpwood is desired, the pulp company notifies its pro-
curement agent (a pulpwood middleman or a company employee) who, in
turn, notifies the producers. The railcar is then placed on the proper
rail siding and loaded. The pulp company has excellent control over the
quantity and the timing of delivery, both at the rail loading point and
at the pulp mill, thereby being able to maintain a relatively smooth flow
of pulpwood into the wood yard.

One Lower Michigan pulp mill had maintained a concentration yard for
the purpose of controlling the flow of wood to the mill and to reduce
shipping costs.1 Pulpwood produced within a thirty-mile radius was pur-
chased delivered at the concentration yard at $0.50 less per cord than
the prevailing price for pulpwood purchased on railcars. The pulpwood
was then peeled and stored until required by the mill. The peeled pulp-
wood was later shipped to the pulp mill 207 miles away. Although the
$0.50 reduction in price did not cover the loading costs completely, the
pulp company was able to effect a $1.90 per cord saving in shipping
costs by peeling. However, the increasing use of small debarkers in the

wWoods by the producers has permitted the abandonment of the debarking

1Concentration yards are not used extensively in the Lake States,
but are quite common in the South.
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operation at the concentration yard. Apparently, the increase in control
over the flow of pulpwood to the mill gained by use of the concentration
yard is considered to have value enough to cover the cost of operating the
yard.

Three Wisconsin pulp companies engage in logging operations in the
Upper Peninsula, but the other Wisconsin and the Michigan pulp mills pre-
fer to obtain their wood from independent operators. On company-owned
lands in Michigan, pulpwood production is carried on by contract loggers
or by stumpage buying producers. As producers are able to provide the
necessary pulpwood, actually there is little need for the pulp companies
to produce their own pulpwood, and the companies are relieved of the re-
sponsibility of the necessary labor administration and financial invest-

ment.

On the other hand, approximately half of the pulp companies procur-
ing pulpwood in Michigan have to aid their suppliers in obtaining stumpage.
This is usually done when there is no other way for one of a company's
more reliable producers to obtain the necessary timber. The main place
where the pulp companies find it necessary to enter into stumpage pro-
curement 1s in the large state and Federal timber sales. The average
supplier does not have the funds available to make the necessary invest-
ment to obtain such large tracts of timber.

This aid for stumpage may be granted in two ways. The pulp com-
panies may purchase the stumpage directly and resell it to their pro-
ducers with payment being deducted from the price of the pulpwood or
they may grant the funds directly to the supplier, allowing him to pur-
chase the stumpage in his own name. Repayment is again deducted from

Payment for the delivered pulpwood. In any case, the pulp companies
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enter stumpage purchase transactions reluctantly.

All pulp companies do not like to grant financial aid of any type to
their suppliers, but with the exception of several companies with small
operations all do grant aid to the reliable suppliers. In all cases ex-
cept stumpage purchases, financial aid is based on the quantity of pulp-
wood cut and ready for delivery. Primarily, the aid is advance partial
payment on undelivered pulpwood, paid in order that the supplier be able
to complete the marketing transactions. These advances are usually made
to provide working capital. Few pulp companies will advance funds for
capital investment.

The granting of financial aid has opened the producer-middleman
question as to which should receive the aid. Only three pulp companies
grant aid to both. Among the other mills, one group grants aid only to
producers as they feel that the dealer fee should eliminate the need for
additional funds while the second group feels that aiding the middleman
gives the pulp company better control over the funds while recognizing
that the middleman may have a very large investment in the pre-delivery
stages of the operation. While both groups have valid reasons for their
actions, the majority of the pulp companies feel that only the producers
should be aided. Several mills have eliminated the dealer fee entirely

as they consider financial aid a substitute for the fee.

Contracts

The policy concerning contracts between the pulp companies and their
suppliers is different among the companies and for the various groups of
suppliers. Some mills use a very informal contract (a letter request or

an oral agreement) while others use a much more formal type. Some use
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a series of short-term contracts (six-month time periods) to provide
flexibility while always having the required quantity of pulpwood under
contract. Others use contracts with longer time periods (seven to ten
months) and depend on informal contract or non-contracted pulpwood de-
liveries to provide wood for the remainder of the year. One company uses
a formal contract which calls for a given weekly quantity to be de-
livered without placing a time limit or a total volume level on the over-
all contract. In most cases, the smaller the pulpwood operator contrac-
ted with, the less formal and less exacting the contract.

The pulpwood contract is designed to serve one basic function; to
insure the delivery of a given quantity of pulpwood while granting the
pulp company some flexibility in adjusting procurement to the mill re-
quirements. The shorter term and the more informal contracts permit the
adjustment in requirements to be made more rapidly, with greater ease,
and less drastically than in the case of the longer term, more formal
contracts.

Informal contracts.--The informal contracts range from oral agree-

ments between the pulp company's local procurement agent and the supplier
to letter requests from the company's procurement division to a specific
supplier. The basic agreement is usually a statement of the quantity of
wood desired by species and specifications, the price that will be paid,
and, usually, the overall time period of contract life. The smaller de-
tails as to time and place of actual delivery and the minimum acceptable
quantities of partial deliveries are usually worked out and agreed upon
after cutting has begun and the need for such agreements has arisen.

Formal contracts.--The formal contract differs from the informal in

that it carries the signatures of both parties. Quite often, the
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stipulations are the same as in the informal contracts with many details
left to later oral agreement. The contract usually states the volume and
price per cord for each species, method and time of payment, specifica-
tions for acceptable wood, and loading directions, especially if the
pulpwood is going to be shipped by rail. Various other requirements may
be stated pertaining to clear title to the pulpwood and to compliance with
government labor regulations in the production of the wood. Due to the
almost standardized nature of pulpwood procurement, many details are not
stated unless an exception to the standard procedure is desired.

The time of deliveries is usually not specified for any particular
date. The pulp companies would very much like to be able to specify exact

dates and times of delivery in gzger to reduce excessive inventory and

still have enough pulpwood coming in to operate. g;wthélsame time, the
companies would like to prevent a congestion of suppliers in the woodyard
and at the loading points, but the problems faced by the suppliers pre-
vent thisvﬁ Weather conditions, labor availability, transportation diffi-
culties, and the like do not permit the supplier to have constant day-by-
day control over the production and movement of pulpwood. Thus, a con-
tract will often stipulate that the amount of pulpwood required by the
contract will be delivered within the time period of the contract. Most
of the pulp compani;s use a six-months contract so that the entire amount
will be delivered within six months, placing a six-months maximum on the
amount of pulpwood that has to be maintained in the woodyard. One com-
Pany tries to maintain better control by stipulating that a given part
of the total contract must be delivered within a three-months period
while another requires a given quantity every month. The difference be-

twWween these two methods and the standard procedure is not particularly
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significant.

One procurement policy upon which all pulp companies receiving
Michigan-produced pulpwood are in agreement is the refusal to hold
suppliers to exclusive contracts and to grant exclusive territories.

The absence of exclusive contracts is a two-edged policy. It permits
any given individual producer or middleman to act as supplier for as
many mills as will grant him contracts; thereby, increasing the flexi-
bility of his operation and offering a more certain market. If one pulp
mill modifies its contract to call for less pulpwood, the supplier may
shift his excess wood to the fulfilling of another contract. However,

it also weakens the supplier's position in regard to bargaining. The
pulp company is not compelled to offer either large contracts or to pay
higher prices as the supplier is not dependent upon a single pulp company
for his market, nor is it dependent upon him for a large share of its
pulpwood receipts. This policy tends to require the pulp company to
grant a larger number of relatively small contracts to prevent the devel-
opment of exclusive contracts by custom.

The refusal to establish exclusive territories appears to have
arisen out of the avoidance of exclusive contracts. The pulp companies
maintain that since they do not attempt to control the marketing of a
supplier's pulpwood by exclusive contract, they are in no position to
attempt to control or limit the territory in which he operates. Occas-
ionally, a pulp company will attempt to select its suppliers in such a
wWay that their normal sources of timber will not overlap, but the prac-
tice is not widespread nor is it followed strongly. As a result,

MﬁJBhigan suppliers often find themselves competing for stumpage--and

bjiiding up the price--in order to produce pulpwood for the same pulp
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mill. Many suppliers feel that the practice is an example of the pulp

industry attitude toward supplier welfare in general.

Delivery and Storage

Pulpwood deliveries are quite eccentric, but tend to follow a vague
seasonal pattern._ Usually the high point in receipts occurs in the
early spring with a seasonal low in the early fall. These variations are
due primarily to weather conditions, the seasonability of the farm labor
usually employed in pulpwood production, and demands fof certain types of
pulpwood. Although truck and rail delivery may continue all through the
year, truck transportation is slowed during certain seasons when the
woods roads are nearly impassible and loading is possible only where the
pulp sticks can be skidded to a well-surfaced road.

The movement of woods workers to agricultural pursuits in the spring
and early fall causes some reduction ;n output, but often it is too spo-
radic to develop a definite pattern. It is most evident during the
autumn when the producer has no backlog of cut wood to continue delivery
as he has in the spring. During the spring breakup, pulpwood production
may be carried on while transportation is restricted. Thus, during the
planting season, the cut wood is delivered as loading requires less labor
than the other production functions. In the fall when the labor force
turns to harvesting agricultural crops, pulpwood output is slowed and
there is no backlog of cut wood. In the summer months, as in the winter,
pulpwood logging is a "hot" logging operation in that the wood is cut and
hauled to the mill in an almost continuous operation.

The supplying of peeled pulpwood was, at one time, a very seasonal

occupation in that the peeling had to be done in the spring or early
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summer when bark removal was easiest. The delivery of peeled pulpwood
occurred after the peeling season and was usually completed in a rela-
tively short time, seldom longer than three months. However, the in-
creasing use of portable, mechanical debarkers in the woods is grad-
ually eliminating that variation in delivery due to the peeling season.

In general, while there are sdasonal characteristics in pulpwood
delivery, the seasons of maximum and minimum delivery may vary between
the pulp mills and even from year to year for a given mill. There are
no completely acceptable explanations for the lack of delivery patterns.
It is highly possible that variations in the delivery pattern may come
as a result of company buying policies (Stoddard, 1959, p. 26). On the
other hand, it would be to the companies! advantage to regularize the
flow to the mills.

All pulp companies stockpile pulpwood. In the face of the irregu-
larities of receipts, it is necessary to do so, but it does raise ques-
tions as to the effect of prolonged storage on the pulping qualities.
In the Southeast where deterioration due to insect attack is quite.prev-
alent, pulpwood stockpiles are limited to a maximum of a three-months
supply with six weeks being preferred. Procurement is often on a weight
basis to insure delivery of fresh cut pulpwood. However, in the Lake
States, only with aspen is it considered necessary to rotate stock so
rapidly. Several of the spruce and fir consumers prefer to hold the
wood longer, and build up correspondingly larger stockpiles. They feel
that storage for at least a year improves the quality of the pulpwood.
However, long storage does reduce the fiber quality somewhat in all
species.

Although small stockpiles are desirable to reduce the raw material



-102-
investment requirement, forecasts are not carefully made. There is
little reason for poor forecasting as most pulp mills operate at between
85 and 100 percent capacity, but generally there is a tendency to have
very irregular purchasing. The pulp company which is forced to maintain
a small stockpile due to space limitations has to initiate short-term
purchases quite rapidly and to refrain from purchasing abruptly in order
to adjust the stockpile to changes in mill demand. This does work a
hardship upon a supplier in that he cannot regulate his production in a
proper manner. The accelerator effect operates to cause an even greater
fluctuation in his operation than in the pulp company's.

It would seem possible for the producer to reduce the effects of
irregular purchases by supplying a number of pulp mills and shifting the
flow of pulpwood between them, but as many pulp mills are supplying the
same market, they all may adjust their procurement in the same direction

at the same time.



CHAPTER VIII

MARKET AGENTS

Pulp mills obtain pulpwood from four sources: (1) from pulpwood
middlemen, (2) from pulpwood or timber-products producers, (3) from
landowners, and (L) from pulp company owned timber lands or from inte-
grated wood processing plants. If company-owned lands are considered
from the viewpoint that the company is a landowner, the sources may be
limited to the first three categories as very little pulpwood comes
from integrated plants, especially in the Lake States, although mill and
logging waste are becoming of greater importance.

The complete pulpwood marketing chain would then consist of the
landowners who grow the trees, the producers who convert the standing
timber to delivered pulpwood, and the middlemen who handle the financial
and business arrangements. However, the pulpwood marketing system is
not that regular. A single individual or organization may carry out the
functions of any one or of all the categories while the policies of the
pulp companies may eliminate or require the existence of certain of them.

The landowner role in pulpwood marketing is often an indirect one
and is carried out by a very diversified group with motives other than
simple pulpwood production. Although it is the first stage in pulpwood
marketing, discussion will be deferred to a later section in order that
this group may be examined from a viewpoint other than that concerned
only with the problems of pulpwood production and marketing.

-103-
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Pulpwood Middlemen

In the pulp and paper industry, the middleman in the raw-material
supply system developed at a relatively early stage. While pulp and
paper manufacture is a relatively raw-material oriented industry, its
location is greatly influenced by other factors, and, historically, land
ownership and raw material production have never been of primary impor-
tance. However, the high costs of establishment, the great fixed costs,
and the large quantity of pulpwood consumed does require that a source
of constantvsupply be maintained. As long as the mill size remains small
and a lack of competition permits the use of local pulpwood sources, pro-
ducer contracts supply the mill requirements. With the introduction of
competition for pulpwood and expansion of mill capacity, the area of pro-
curement must expand, and in expanding the pulp company must arrange
some method of controlliing procurement from a distance. This control is
attained by either hiring or contracting with an iﬁéividual to supervise
procurement in the more distant areas. The economics of the situation
determines the method to be employed, but normally contacts are used;
first with the large producers, but finally with the middlemen in a
given area as the demand increases. Thus, the middleman development in
the pulpwood marketing field is a direct result of competition between
pulp mills and increases with the distance of procurement.

Variations in the use of the pulpwood middlemen are due to company
policy in regard to the amount and type of aid the company wishes to
offer and the existing procurement procedures of the firm. Maintaining
a large number of producer contracts can become quite complicated due to

the sellers! need for aid. This requires that a company dealing directly
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with pulpwood producers be prepared to shoulder the direct and indirect
costs of making and administering numerous small advances, and sometimes
procuring stumpage. A company which feels that these costs are less than
the middleman's fee will automatically reject the middleman's service,
but the middleman will also be rejected if the company feels that the in-
tangible returns from dealing directly with producers outweigh the savings
resulting from the proposed use of the middleman.
If the pulp company has operated for some time with producer con-
tracts and has developed a procurement organization of some size, there
i s a decided tendency to retain and expand the organization rather than
develop a middleman system of procurement, especially if there is a large
fiIxed cost involved. In the Lake States, all pulp companies have re-

tai ned that part of the procurement branch which deals with producers di -

recc tly, even when they have accepted a middleman system, as they will not

de pend on a middleman system entirely. In one case, where no middleman

i= wused, the procurement organization has been expanded to the point
Whe re it even provides product transportation from the woods to the mill
Tforxr 3 +ts producers.
Thus, the development of the middleman in pulpwood marketing is by

'S means an automatic thing, but it is determined by the needs and wishes
o the firms of the industry. Economic advantages are the primary cause
SE a company's acceptance of the middleman, but in many cases the exist-
i'ng Procurement structure and the desirability of certain intangible
beh ©fits may cause rejection in spite of economic considerations. The
v-&‘I‘iation in the use of the middleman system is due primarily to differ-

=
hees in company policy rather than to inequalities in cost structures

=
S Tween the companies.
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The advantages of the middleman system in pulpwood procurement are

numerous, but utilization of these advantages is dependent upon pulp

company policy and the middleman himself. In his study of the contractor

system in the South, Duerr (19L49) found that the use of the middleman
could relieve the pulp companies of a great number of social responsibil-

ities as well as well as eliminate many of the more expensive aspects of

direct procurement from the producers. The majority of the Southern pulp

mills use the middlemen as their only source of pulpwood and insist that

all producers deal through their local middleman.

To the producer, the middleman is a known pulpwood market. The

1 ocal middleman is usually more accessible to the small or part-time pro--
ducer than a visiting company representative while within the small,
sometimes exclusive, area served by the local middleman, the procurement
agemnt who lives within the area is in a much better position to contact
a1 1 known and potential producers.

Middleman procurement of pulpwood has forced the development of

Ce xr~tain practices which are highly advantageous to the pulpwood producer.

Ir: oxder to meet contract requirements, the middleman must not only pro-

Chare pulpwood, but must also take the necessary steps to insure the

|V 21 10 ability of wood to procure. Quite often, it is necessary for the

P23 pwood middleman to provide the producers in the procurement area with

)

ST e©Ai+t and with stumpage.

The lack of credit availability is one of the limiting factors in

Llp\mod production. While equipment can be obtained through credit pur-
<
hases, it is almost impossible for a producer to obtain credit for

= T king capital or for stumpage procurement through normal credit sources

< s>*t't':'dda.rd, 1959, p. L9). Funds for these purposes come from the
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producer's resources or from the pulpwood buyer. As the pulp mills hes-
itate to make such loans except to the larger, more reliable producers,
the small producer turns to the pulpwood middleman.

This credit is seldom provided as cash unless it is provided as ai-
vance payment for pulpwood cut but not yet delivered to the normal point
of acceptance. The actual form of credit depends upon the use the pro-
ducer will make of it and the business enterprises of the middieman. If
the credit is needed to procure stumpage, normally the middleman will

make the actual purchase and deduct payment from the returns due the pro-
ducer upon delivery of the wood. Where the funds are needed tp meet cur-
rent expenses, the middleman will make cash loans more often, but if the
middleman is operating some type of mercantile establishment or if the
frarads are required for living expenses, the middleman will provide the

Pro ducer with a ¢redit account in the store. This is relatively common

among the smaller middlemen whose pulpwood activities are carried on in
Coramnection with the operation of a grocery store or gasoline service

ST ation (Stoddard, 1959, p. 226).

The pulpwood middleman is often a prominent figure in the stumpage
MAaxrket., Rather than depend on the local producers to procure their own
Sf""mpage, it is often more advisable for the middleman to obtain title
o Standing timber and to negotiate with the producers to harvest it.
This is almost a standard procedure when large tracts of timber are sold.
After purchase, the middleman then either contracts with one or more pro-
e €Ts to harvest the timber for him, or he resells the stumpage to a
hu‘“‘:ber of producers outright or on the basis of payment for the stumpage,
Dlus a handling fee, at the time of the sale of the delivered pulpwood.

The entrance of the middleman into the stumpage market is necessary
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due to the inability of the producer to invest his limited funds for the
time period between timber purchase and pulpwood sale. This is a very
decided factor in preventing the entrance of the producer in large timher
sales and public timber sales. Any stumpage sales which require a dgosit
are usually closed to the small producer. Only the presence of the
middleman permits the producer to obtain any of this stumpage. It was
Just such a condition that caused the U. S. Forest Service to bring a
middleman into existence in Michigan (Franson, 19L9, p. 309).

The acceptance of credit and stumpage, however, places the producer
at a disadvantage in that it obligates him to deal with the middleman who
supplied the needs. Thus, the producer is again faced with a limited
maxrket for his pulpwood.

Although this, in itself, would work no more hardship on the producer
than if he were selling directly to a single mill, the ethics and methods
ermiy>loyed by the middlemen may work to the disadvantage of the producers.

1% was charged by the president of the Wisconsin Pulpmen's Union that
Tthe puip mills have paid the same price for the last 10 years, but the
de a1 ers have set prices according to conditions and supply." It was
Teirther alleged that middlemen who advanced credit in the form of sup-
Fl3Ies wuld not purchase enough pulpwood to permit the repayment of
the entire debt (Stoddard, 1959, pp. 25-26).

The extent of such practices has not been determined, but they do
pgint up the fact that producers may be faced with difficulties which
™S9 not be encountered in direct marketing. If, as in many cases in
‘t;]rlea South, there is only one middleman serving the only pulp mill pro-

<:21:‘~'-I‘:i.x'1g pulpwood in a given area, the producers of the area are completely

=t the mercy of the dealer. In the Lake States, extensive cross-hauling
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of pulpwood may eliminate this.

The major advantage of utilization of the middleman system cf pulp-

wood procurement is the reduction of administrative costs and better

control of the flow of pulpwood to the mill. It has been suggested that

the system permits the shifting and avoidance of certain social responsi-
bilities and the elimination of labor problems (Duerr, 19L9). However,
Zn the light of recent developments, these problems and responsibilitics

may naver have been, legally, a part of pulp-company procurement require-

ments.
The relationship between the pulp company and the producer has often

been considered as employer-employee on the basis of size. It has bteen

adwvocatad that the producer, when under contract, is a part of the pulp
company, and the pulp company then becomes responsible for the producer's

ac tions. Under this concept, it is felt that it is the duty of the com-

Parx to see that all labor and social security regulations are met and

th=at the company is responsible for insuring clear legal title to the

Ptal prwood. However, in a recent court decision, it was stated that a

P21 1 pwood producer is an independent operator, and, as such, has no direct

COTMTiection with the pulp company. In no sense is a contract produc=zr to

be o nsidered an employee of the company (American Pulpwood Association,
1oss ). Therefore, the pulp company is relieved of all concern as to

3
Sfbor laws and legal title, and is not, legally, responsible for the

5
1l e gal actions of its producer-suppliers.
In regard to social responsibility, it is generally found that the

m-3

lddleman does not relieve the pulp company of any social obligations.
x

i the South, where the middleman system is the strongest, the pulp com-

=
QJ:‘ies have accepted as their duty to society--and themselves--to

.
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encourage the maintenance of pulpwood production and to provide the tech-
riical aids necessary to place individual forest lands on sustained-yield
management (Malsberger, 1956, p. 6L2).

In Michigan, this type of public relations work is almost norexist-

ent. Relief from social responsibility is not primarily determined by

the procurement system, but by company policy.

The Pulpwood Middleman in Michigan

The operation of the middleman or dealer system in the marketing ot
pulpwood in Michigan has received a mixed reaction. Although a number of

mills use the dealer system to obtain part of their pulpwood requirements,

no mill is completely dependent on dealers. Moreover, there are eight

Mi chigan mills which do not use the dealer system at all. Of these

eXi gzht, four own forest lands and three are obtaining a small part of their

w1 pwood needs from such lands.
Table 9 shows the quantities of pulpwood, by type of procurement,

Stapplied to Michigan and Wisconsin mills in 1958. In the Lower Peninsula,

dealers supplied only 1l percent of the total Michigan produced pulpwood

S Masuamed by Michigan mills. This figure is somewhat misleading as one

Palp mill, which accounts for almost half of the entire pulpwood con-
SWmption in Lower Michigan, depended entirely on producer sources and
PX5~r3 ded all the benefits to the producers that the dealer would normaily
bBe  ca11ed on to provide, plus maintaining its own trucking organization.
The five Lower Peninsula mills which avoided the use of the dealer system
Mo X"e& or less limited their sphere of procurement operations to within 200
mi'l»es of the mill and depended mainly on truck delivery. They received

T Sme 9L percent of their supply by truck at a maximum distance of 190
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miles while the remaining 6 percent came by rail from distances not ex-
ceeding 200 miles.

On the other side of the picture, the two mills using the dealer
gystem in combination with producer contracts procured wood at distances
up to LOO miles when delivered by rail and 250 miles when delivered by
truck. Truck deliveries accounted for L1 percent of the total volume of
wood procured.

In the Upper Peninsula, a similar situation existed. For the three
reporting mills, 72 percent of the pulpwood consumed was obtained from
producers with trucking distances limited to 50 miles and rail distances
not exceeding 135 miles. The only mill of the three to use the dealer

sy tem was also the only mill to procure pulpwood at distances greater
thazaare 100 miles.

A combination of dealers and producer-suppliers was generally de-
Perxded upon to furnish the 15 reporting Wisconsin mills with Michigan-
Pxr<—>duced pulpwood. Four Wisconsin mills depended entirely upon dealer
SO W rces while one drew its supply from producer sources only. One mill

drew upon company owned lands in Michigan for its Michigan-produced
p""1:'—F’W’ood, doing all harvesting with its own logging crews.

In Michigan, the pulp companies procured more pulpwood from pro-
ducers than from dealers. In the Lower Peninsula, producers provided
=1mo S+t nine times as much wood as did the dealers while in the Upper
Pehinsula the ratio was 2-1/2 to 1. However, in terms of cords per con-
tx‘a(‘-t, the picture reversed itself. In Lower Michigan, the average
ciealer contract called for some eight times as much pulpwood as the
é‘\rel‘age producer contract while in the Upper Peninsula the dealer con-

I’Qet was approximately three times as great as that of the average
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producer.

The actual size of dealer operations is quite variable. Some
dealers may handle as little as 300 cords per year, while at the other

end of the scale of operation, one dealer may handle more than 60,000

cords (James, 1957, p. 33). This size variation is due to many factors

with the major ones being distance from the mill or mills being supplied
.o
and the ability of the dealer to obtain contracts. The greater the dis-

tance hetween the supplied mill and the supplying dealer, the greater

the size of the contract will be. Thus, as there is a limit beyond which

a mill will turn to pulpwood dealers to maintain better control over wood

procurement, the greater the distance beyond this limit, the more the

m3I 1] will reduce the number of contracts. This reduction is carried out

by~ dAncreasing the size of the contract. For example, in Upper Michigan

wh ere the distance for dealer usage is just over 100 miles, there are
rnrwarmerous dealer contracts of relatively small size. The Wisconsin mills
"< z=:ch out further for wood and, on the average, grant larger contracts

W = Je the Lower Michigan mills procure wood at even greater distances

ATxA grant dealer contracts of even larger size. This shows up quite well

<. I ower Michigan where only two mills use dealer-suppliers. The mill at
the greatest distance from the timber stands of northern Lower Michigan

Ases slightly fewer dealers while receiving almost twice the amount of

QAean er-produced pulpwood.
Pulpwood dealers in Michigan are not granted exclusive territories

Norx are they required to deal with only one mill. Michigan dealers can,
=|=nq often do, have contracts with more than one pulp company. James
< 1957) found that the majority of the dealers have, at least, three con-

.t‘racts. Only the smaller dealers content themselves with one contract
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and many have two. The large dealers may hold more contracts; the

greatest number for a single dealer being twelve.

Thus, the ability of dealers in Michigan to expand the size of their

op=raticns depends more on their ability to obtain contracts from a greater

n~amber of mills than to obtain larger contracts. Also, the mills prefer

using a number of dealers. Only three Wisconsin mills depend on a single

dealer to supply them with Michigan-produced pulpwood. Two mills de-

perided on one dealer to supply them with almost 2L,000 cords while the

th3 rd mill received less than 3,000 cords from its dealer. In Lower

i chigan, the pulp mills using the dealer system apparently use a number

o f dealers for two reasons: few dealers are able to obtain the quantitics

o f pulpwood necessary to meet mill requirements, and the companies wish to

PTrevent possible monopolization of the dealer market. In Upper Michigan,

the dealers are able to supply a greater number of mills. Upper Penin-

S\ 1 a dealers are able to obtain contracts with both Upper Peninsula and

Wi s consin pulp mills.
Pulpwood dealers in Michigan seldom attempt to operate over a large
Area. Normally, operations are limited to a 50-mile radius. This per-
MIts a dealer to obtain, and maintain, close contact with pulpwood pro-
duc €©1rs and landowners and to become known as the pulpwood agent in the
Are a,
Michigan dealers usually provide those services granted to pulp-
oo g producers by dealers. The larger dealers provide stumpage, either
dil‘ec'c,ly or indirectly, for their producers. Normally, funds for stump-
age purchase come from the dealer's own resources, but in most cases the

PUlyp companies will advance funds against cut pulpwood for this purchase.

The pulp companies will never purchase stumpage directly for the dealers.



"



-115-
All dealers make advance payments to producers. As these payments

are made on the basis of pulpwood cut, but not delivered, these grants

are considered as advance payments for the wood rather than loans so

interest may not be charged. However, James (1957, p. 35) found that
10 percent of the Michigan dealers do charge interest when using their

own funds to make the advances while Stoddard (1959, p. L5) maintains

that,; while no interest may be charged as such, dealers do require pay-
mernt of a service charge which covers interest and managerial expenses.

In addition to providing funds and stumpage, Michigan dealers often

Prowvide transportation. Producer wood is purchased by the dealers at
o &aad side where the dealer takes title and provides the means of trans-

PO rting the wood to the point where the title is transferred to the pulp

In few cases is the transportation provided by the dealer's

COmpanies.
Normally, the dealer will contract with a local trucking

OWri -~rehicles.
COn=ern or an individual to do the actual hauling.

Nearly 60 percent of the pulpwood dealers in Michigan are part-time

deaj ers, They handle pulpwood in combination with other occupations.
Abo‘-l‘t one-half of these part-time dealers are grocers--cooperative stores

anq A ndependent operators--while farmers represent less then 10 percent.
w°°d~using industries make up about a fourth of the part-time dealer pop-

L ation (Table 10).
Grocers represent the largest group of the part-time dealers for a

The grocers are in a central location in a given area

MMamber of reasons.
8NQqQ are in a position to contact the local producers and landowners

ea%ily; they are able to provide aid in the form of merchandise with

e —
lJames (1957, p. 39) designates as contractors those people who

Provide services in pulpwood marketing without taking title to the wood.
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TABLE 10.- Distribution by occupation of Michigan pulpwood dealers

Type of Dealership Number Percentage Percentage
and Alternative Oc- in of of Dealer-
cupations Sample Total ~ ship Type

Fua1 1-time Dealers

Regular 7 3 88
Cooperative 1 ¢ 12
Total 8 L0 100
Pa >yt -time Dealers

Grocer N 20 33
Wood Using Industry 3 15 25
Cooperatived 2 10 17
Farmer 1 S 8

O *+her 2 10 17
Total 12 60 100

B Sources James, Lee M. (1957) Marketing Pulpwood in Michigan,
W1 etin 411, Agricultural Experiment Station, Michigan State
A wversity, East Lansing, Michigan, p. 3L.
SThe cooperatives are also grocery stores but are listed
S© parately due to the difference in organization.
1it‘tle or no additional capital outlay; and they are in a position to
benefit both from the dealer fee and from the additional purchasing
POWer of the producer. In the smaller communities, the local grocer-
de'Eller has an advantage in being able to make known his pulpwood re-
Y23 rements to the local producers and contractors with little effort.
e store is usually a point of congregation for the landowners and

WO rkers so the grocer-dealer can make contact, either directly or indi-

Tectly, without leaving his establishment. He is also in excellent position
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to learn of stumpage sales by local landowners and is often able to make

the first and only bid on such stumpage.

The ability of the grocer-dealer to offer aid to local producers in
the form of merchandise permits him to operate at great efficiency. Often

he 33 able to obtain any needed additional merchandise from wholesalers in

1liberal credit terms (Lebow, 1958, p. 347). Thus, he does not necessarily

ha<w e to completely deplete his stocks. If such wholesale credit is neces-

saxry, the additional wholesaler charge is passed on to the producer.
Thi = type of aid, plus some stumpage, permits the local producer to operate

within the limits of his own resources while involving no actual money

credit. O0f course, this type of aid binds a producer to the dealer quite

Strongly. If the grocer-dealer is the only pulpwood buyer in the area,
ths: o type of aid may lead to conditions which led to the charge made be-
fo re a Senate committee that " . . . unless you bought . . . supplies from
the contractor (dealer) you could not obtain any tickets (producer con-

trac+ts)" (Stoddard, 1959, p. 30). There is little evidence of this in

Michi gan.
The smallness of the number of farmer-dealers is quite understandable

in 31 ew of the services demanded of deallers. First of all, the farmer-
dealer is in a position where contact with the producers and landowners
st compete with his normal occupation for time, and this requires ad-
dit'101'1&1 effort on his part. Time spent in procurement must yield a return
Ereay enough to repay the costs of that procurement plus a larger amount
thah would have been received from the alternative work upon which the
ti“le would have been spent. By having two sources of income competing
f?’ the available time, pulpwood procurement costs may be somewhat higher

for the farmer-dealer than for other part-time dealers.
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Secondly, the farmer-dealer must provide all the necessary aids and

benefits to the producers from his own cash resources. On the average,

Michigan farmers do not have the capital necessary to finance pulpwood

op=rations. Although, as a farmer, the dealer may have extra sources of

credit available, such as the various government agencies, the standard

practice of not charging producers interest discourages the use of inter-

e s+t charging sources of capital. The farmer-dealer's ability to provide

cxredit 1s almost directly tied to his ability to obtain interest-fre=

adwances from the pulp companies. In general, Michigan farmers do nct

hare the constant flow of available capital to permit them to offer the

r: e cessary aid.

Dealers who operate some type of wood using plant are not in as good
O =X tion as grocers to provide non-monetary aid to producers, but they

A X e in a better position than farmers to create the necessary contacts to

St ain the needed wood. Depending upon their method of operation, this

ty pe of part-time dealer is in a position to generate much of his own
P twood or to procure pulpwood generated by others in connection with
PX o curing the raw material for his own wood-using mill. A pulpwood

Cle‘aler-ship provides an opportunity to expand the existing operation, to

Prowv:de integration to offset economic fluctuations, and to dispose of a

WAaste product of normal operations.

The last main group of part-time dealers is a highly varied one,

CoOnsisting for the most part of local businessmen. These dealers enter
the field of pulpwood marketing because of some attribute of their alter-
Nia tive occupation. The ability to contact producers and the existence of

& source of credit are the main factors which, when properly correlated

With the major occupation, permit entry into the pulpwood-marketing field.
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The full-time pulpwood dealers are those market agents who limit
+their operations to purely pulpwood marketing or to the marketing of
general forest products. This group accounts for LO percent of the
palpwood dealers in Michigan. These dealers operate as any business

o rganization and provide all the necessary funds for their producers.
Howizver, all operate primarily on advance payments from the pulp com-

ranlies.

P2l pWood Producers

Pulipwood production consists of the actual conversion of standing
T Zmber into pulp sticks. It is usually an independent logging oper‘a‘oion1
T Aarrisd out by a relatively large rmumber of small production units. In
<~ 259, the American Pulpwood Association estimated there were 1,700 full-
Time pulpwood producers cutting more than 1,000 cords per year per pro-
Aac er, and 35,000 producers cutting less per year on a part-time or
S e asonal basis. These 19,700 producers supplied, directly or indirectly,
MO xre than three-fourths of the pulpwood procured by the pulp mills of the
natton,

The existence of large numbers of producers supplying the major part
© X the raw material for an industry indicates the presence of a highly
SO wmpetitive sellers market. The fact that there are more than twice as

Mmany part-time producers as full-time producers show that entry into and
€33t from the pulpwood production field is quite easy and inexpensive.
The figures do not show the seasonal nature of pulpwood production.

Pulpwood production is, in itself, not a seasonal operation. With

. 1An independent logging operation is a logging operation carried out
ty a small, normally unincorporated concern which has no direct affilia-
Llon with a buyer other than a supply contract (Stoddard, 1959, p. 15).
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the exception of ease of peeling and transportation difficulties in
certain seasons, pulpwood may be cut and sold at any time of the year.
However, the presence of large numbers of part-time producers, affected

by the seasonal aspects of the alternative occupations, gives rise to

seasonality in pulpwood production. This is particularly true where

farming is a major, but marginal enterprise, and pulpwood production pro-

v i ces the only source of additional incomes.

The farmer, however, is not the only part-time producer. In many

c a ses, pulpwood is a variable by-product of another woods operation.

TIi= small sawmill operator produces pulpwood to maximize the returns from

22 timber purchase. The availability of pulpwood-size timber depends en-

ti rely on the type of sale, and the quantity of pulpwood produced depends

Ao the existing market price for low-grade lumber and other forest
Products.

Lastly, there is the miscellaneous group of part-time producers
SO nisisting of small businessmen, workers in non-agricultural occupations,

#=r1d  1landowners possessing small quantities of timber and wishing to pro-

duce pulpwood. Pulpwood production by this group constitutes a very small

Paxr+t of the total output. By its very nature, such production is ex-

t‘relnely small in terms of output per producer. The number of producers

in this group tends to vary with local economic conditions rather than

by Season. Many workers and small landowners go into pulpwood production

d"-lring periods of economic decline to bolster incomes. The actions of
ulis group tend to obscure the seasonal fluctuations of pulpwood produc-
tion.

James (1957, p. 37) found that the ratio of full-time producers to

Part-time producers in Michigan was similar to the national ratio.
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Approximately 66 percent of the part-time producers were farmers who pro-
duaced less than one-third of the pulpwood harvested by part-time producers.
Part-time producers supplied L6 percent of the producer-supplied pulp-

wood taken by Michigan and Wisconsin pulp mills.

In 1958, 76 percent of the Michigan-produced pulpwood procured by
M1 —higan and Wisconsin pulp mills came directly from producers. While
thhe e was a tremendous variation in the actual production of the indi-
vi Aual producers, the average production for all producers was 353 cords.
L1z terms of market area production, producers supplying Lower Michigan

m3i 3 I s averaged 3L6 cords per producer while those supplying the Upper

Periinsula mills averaged 213 cords. Apparently those producers contract-

ing with Wisconsin mills were the larger producers of the Upper Peninsulag
th ey averaged LL9 cords per producer.
Contrag¢t.--The producer may have a contract with the pulp mills or
Wi th a pulpwood middleman. The method of contracting is largely a matter
of <company or local policy. In the South, all producers contract with
Pl pwood middiemen as the pulp companies refuse to grant contract directly
to Lhe producers. In the Northeast and the Lake States, contracts between
the pulp mills and the producers are much more common.
Producers contracting directly with the pulp mills usually have some
t‘h?e of written contract. The contract is the standard form used by a
Biven pulp mill with all its suppliers. It states the requirements as to
species, quantity, method of delivery, point of acceptance, time and
Methods of payment, and conditions as to credit and advance payments.
The restrictions are usually limited to specifications about the quality
©f +the wood and deductions for crook, fire scar, and rot. The actual

To rmality of the contract wording depends upon company policy, but there
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is a general tendency for the formality to decrease with the quantity to
be supplied. In several cases, extremely small producers are permitted
to sell wood with no written contract. James (1957, p. 32) cites the
instanze in which one mill, when requiring pulpwood, places notices in
front of its woodyard that it will accept pulpwood from anyone who brings
3+ . While this system worked for this particular mill, the practice is by
no means common.
Stumpage.~--Pulpwood producers in Michigan procure stumpage from their
o wri lands and from other timber landowners in the immediate area.
N o rmally, this stumpage is purchased by the producer, but some producers
do work only with "free" stumpage; that is, stumpage from their own lands
O X stumpage provided by pulp companies or pulpwood middlemen. The freeness

© ¥ this stumpage lies in the agreement between the producer and the pro-

~ =

“<der of the stumpage. The producer may purchase the stumpage from the
PTXro-wider and have the price deducted from the payments for the delivered
Wo od, or the producer may act as a logging contractor and receive payments
= ril 3y for the harvesting and delivery services.1 The procedures used and
the monetary returns to the producer are approximately the same in either
C&=e; the difference lies in possession of title to the stumpage. Where
the producer works as a logging contractor, title remains with the pro-
Y'Ider of the stumpage, but where the price of the stumpage is deducted
the producer is thought to receive title to the timber, although it may
be considered as being encumbered with a mortgage or lien (Barlowe, 1953,
B o119).

Credit.--Producer credit is connected with producer purchase of

1James (1957, p. 39) considers the latter type of producer a pulp-
Wood contractor rather than a producer.
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stumpage. The average pulpwood producer has too small an operation to
haveva sizable backlog of funds for stumpage purchase. 3toddard (1959)
found that the only source of credit were the buyers. Banks were willing
to make small, short-term loans on the basis of equipment collateral but
would not accept timber or timber products as collateral and would make
no long-term loans of any kind. Any producer who requires credit must
turn to the buyers.

The pulp mills will offer the more reliable producers advance pay-
ments upon request, but mostly base such advance payments on the quantity
of cut, undelivered wood held by the producer requesting the advance.

The pulp companies seldom offer loans or advance funds to producers for
stumpage purchases, but they will, on occasion, purchase stumpage directly
or provide stumpage from company lands in order to keep certain producers
in operation. Pulpwood middleman advances of funds or purchases of stump-
age vary directly with the ease with which the middlemen can obtain ad-
vances from the mills supplied. In all cases, such advances are available
only to the more reliable producers with repayment being based on deduc-

tions from the final pulpwood sale.

Pulpwood Producers in Michigan

In 1958, there were almost 1,L00 producers selling pulpwood directly
to Michigan and Wisconsin pulp mills and supplying nearly 500,000 cords.
These producers were unequally divided, both in number and production,
between the Upper and Lower Peninsulas. The Lower Michigan producers,
accounting for 60 percent of the number of producers, supplied 58 percent
of the producer-supplied pulpwood in Michigan and 88 percent of all the

pulpwood procured in Lower Michigan.
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The greater number of producers in the Lower Peninsula was due to
the greater number of pulp mills, the policies of the pulp companies, and
the landownership pattern. Only two of the seven pulp mills in the Lower
Peninsula used the services of pulpwood middlemen in their procurement and
these two mills used a combination of middlemen and producer-suppliers.
The other Lower Michigan mills drew their entire pulpwood supply directly
from producer sources.

Land ownership in Lower Michigan is somewhat more diversified than
in the Urper Peninsula, with fewer large blocks in single ownership. This
would indicate that there are a greater number of part-time producers cut-
ting on their own or other, small woodlots. In general, the producer in
Lower Michigan is in a much better position for direct marketing than the
rroducers in the Upper Peninsula. The ownership pattern of Lower Michigan
timber lands is more conducive to small operations with limited capital
backing. The proximity of the pulp mills to the timber sources apparently
has a lesser effect on the situation than the size of the timber tracts
offered for sale. Individual producers are in a better position to pur-
chase small volumes of stumpage than large volumes since stumpage on
small tracts is cheaper on a per unit volume basis and the total investment
is smaller.

The policy of the Lower Michigan pulp mills of granting producer
contracts and granting aid in the form of advance payments and, occasion-
ally, stumpage purchases and allotments tend to favor direct marketing.
The purchasing procedure of bﬁying producer pulpwood at rail loading
poirts, and even at roadside, permits small producers to supply pulpwood
at great distances from the mill.

In Upper Michigan, producers supplying the Upper Peninsula mills
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were fewer in number, only about one-fourth as many as in the Lower
Peninsala, and supplied much less wood. Less than half of the six Upper
Michigan mills depended entirely on producer-suppliers for their pulp-
wocd. In terms of competition with pulpwood middlemen, the ratio of
middleman supplied pulpwood to producer pulpwood in the Upper Peninsula
was 1 cord to 2-1/2 cords as compared to a 1 to 9 ratio in Lower Michigan.
The decrease in dependence on producers in the Upper Peninsula was due
primarily ‘o the presence of large areas of timber lands under single
ownership which reduces the number of small timber sales available to the
prodacer. As the Upper Peninsula pulp mills will not advance funds for
stomrage procurement, limiting advances to cut wood alone, the small pro-
ducer in the Upper Peninsula must seek credit from pulpwood middlemen in
order to obtain stumpage.

The Upper Michigan producers supplying Wisconsin mills were fewer
than half the number that supplied the Lower Michigan mills and produced
a little more than half as much wood. These producers supplied almost
foir times as much wood to Wisconsin mills as to the local mills. Exam-
ination of the average production of these Michigan producers supplying
Wisconsin mills shows that the average production of this group is well
above the Michigan average. Thus, it may be assumed that the Wisconsin
mills offer direct marketing contracts only to the larger, better fi-
rarced producers in the Upper Peninsula.

Examiration of the average output per producer gives some indication
of the average size of operation carried out by a producer dealing di-
rectly with a pulp mill. As mentioned before, the actual variation in
output among these producers is quite great, ranging from 10 cords for a

part-time producer to 10,000 cords for a large, full-time operator; it
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is strongly influenced by the species supplied and the mill procurement
policy. Now, assuming that the basic function of the pulpwood middleman
is to secure and to concentrate pulpwood from the small producers, those
prodiucers supplying the middlemen must be very small. Figures from one
Icwer Peninsula middleman indicate that the average producer supplying
him delivers approximately 50 cords. Comparing this to a Lower Peninsula
average of 3L6 cords for a producer marketing direct to the mill, and
Upper Peninsula averages of 213 and L99 cords for producers selling to
Upper Peninsula and Wisconsin mills respectively, it may be said that, on
a statewide basis, the size of producer output indicates the method of
marketing: the transition between direct and indirect marketing is approx-
imately 125 cords. Actually, the transition between marketing through a
middleman and marketing direct to the mill would not be a definite quan-
tity, but rather a range of volumes whose extent depends upon the pulp
mill procurement policies and procedures and the producer's knowledge of

pulpwood marketing.



CHAPTER IX

COOPERATIVES IN MARKETING FOREST PRODUCTS

The smallness of pulpwood operations is often pointed to as the
cause of the poor pulpwood market conditions. The small operator is in
no position to have any effect upon the pulpwood market, even the local
market; he must either accept what is offered or not sell his wood.

This condition provides a potential source of unfair business practices
for the pulpwood buyer and discourages entry into the market of a better
type of small producer. In turn, the lack of better producers tends to
leave the small landowner without a method of harvesting his woodlot
timber in a manner which will encourage future production. Efforts to
encourage the landowner to harvest his own timber have failed because

of the small total return and conflicts with other interests. The small
producer operation is the only way to harvest timber on these small,
scattered tracts which are the "key to adequate timber supplies in the
future.® (U. S. Forest Service, 1958, p. 107.)

In order to overcome the difficulties faced by the small producer
and to insure him better marketing conditions, the establishment of coop-
erative marketing organizations have often been advocated. Basically,
the cooperative would be a middleman, but with certain advantages to the
producer which the ordinary middleman cannot offer. The cooperative
would be controlled by the producers themselves, and thus would be more
sympathetic to their problems. The cooperative would be willing to

-127-
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accept smaller quantities of pulpwood from individual producer-members
and would be able to provide more services at lower cost than some
other type of middleman. The major advantage, however, would be the
ability of the cooperative to pay the "middleman profits"™ to the pro-
ducer in patronage dividends; thereby granting him a higher price for
his pulpwood than he would receive if he sold directly to the pulp mill
or through a middleman. Even if these profits were retained by the coop-
erative, the producer-member, having control of the cooperative, could
insure their use to provide expansion of and additional benefits from
his future operations.

In addition, the banding together of a large number of producers in
a cooperative would permit the cooperative to control quantities of pulp-
wood great enough to obtain a favorable bargaining position with the
buyers. While a cooperative would not grant the producers a monopoly
position, it would certainly reduce the present inequities in the market-
ing of forest products.

The handling of forest products under cooperative systems has not
had the success that is found in the agricultural cooperatives. In a
study by the U. S. Forest Service, records of 57 cooperatives handling
forest products from 1935 through 194} were examined (Cunninghap, 1947).
The results were not at all promising as to the future use of coopera-
tives for forest products without special assistance from public
agencies.

In three cases of general cooperative marketing and purchasing
organizations (cooperative stores) which were marketing forest products
as an additional service to their patrons, the value of the forest pro-

ducts handled declined continually during the period studied. In the
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case of forest-products marketing associations which were formed for
collective marketing of forest products only, mortaility was almost
two-thirds, with survival predominant among those cooperatives handling
timber from public lard. The only processing cooperative studied was
showing some success, but it had been maintained prior to 1947 through
government aid.

General cooperative marketing and purchasing organizations try to
handle forest products in order to give the member an additional source
of income. In theory, the greater income would cause the landowning mem-
ber to take more interest in his forest lands and practice some sort of
sustained-yield management to encourage the continuation of this income.
Such is not the case. In almost all cases studied, landownerg¢ marketing
their forest products through such outlets "mined" their woodlots to ob-
tain immediate income and; over time, exhausted the supply of timber
available for sale. In one cooperative of this type in Michigan, forggt—
products sales outranked all other products for the first 20 years of the
cooperativels existence but has declined to the point where it is, at
present, a very minor product.

Of the 30 forest-products marketing cooperatives whose records from
1930 through 194l were studied by Cunningham (1947), only 11 were still
in existence in 19L4L4. The major cause of the failures was World War II
and the resulting sellers' market. In spite of by-laws stating aims of
practicing forest management and offering assistance to members to imple-
ment these aims, members were quick to withdraw from using the coopera-
tivet's facilities when approached by the buyers while the war-time loss
of personnel prevented the organizations from giving the needed technical

assistance if requested. The result was that many of these cocperatives
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failed either because of a lack of membership or the overcutting of the
woodlots of the members with the latter being suspected as the major
cause. Those cooperatives with the best record of sustained operations
were those which received their timber from public lands. It would
appear that the members of the cooperatives are primarily interested in
immediate revenue, and practice sustained-yield cutting only when re-
quired to obtain the necessary stumpage.

In the only case of a forest-products processing cooperative, the
results appear better than in the other forms of cooperatives. This par-
ticular association was formed primarily "to promote, foster, and encour-
age the better care and increased productivity of woodlands." (Rettie
and Ineson, 1950, p. 6.) Members were required to sign contracts with
the cooperative promising that their woodlands would be managed in accord-
ance with association prescribed regulations. In return, the association
offered aid in planning; it cruised and marked timber to be cut, manu-
factured the logs, and marketed the product.

The organization was rather heavily capitalized through government
loans in its early history and experienced financial difficulties until
quite recently. The establishnenp of the sawmill was more expensive than
had been anficipated; the government insisted that the association follow
a depression relief program; and management plans required light cutting
for setting up the sustained-yield program. These situations added to
the cost of going into operation and limited the early timber receipts
and sales. During the war when the demand for wood was high, the cooper-
ative was unable to take advantage of the market situation due to the
labor shortage. It was not until after refinancing in 1947 that the

cooperative became profitably productive.
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One of the major factors working for the success of this associa-
tion was the fact that the majority of the members were owners of fair-
eized woodlands and were not being forced toward timber liquidation by
the need for immediate income. A fair percentage of the membership could
be classified as absentee owners who were quite willing to let the coop-
erative take over complete management of their forest lands.

In 1959, there were four cooperative organizations marketing forest
products in Michigan. Three of these were cooperative stores which were
handling forest products more as a service to their patrons than as an
actual revemue producing effort. The fourth cooperative marketed only
forest products, and although it handled almost all types of timber pro -
ducts --pulpwood, posts, sawlogs, lumber and railroad ties--it depended

upon pulpwood for 90 percent of the total revenue.

Cooperative Stores in Michigan

The cooperative stores interviewed in this study were incorporated
under Michigan law as nonprofit cooperative corporations whose primary
purpose was the retailing of food, gasoline, and other consumer products
to member and non-member consumer in the areas served. The oldest was
established in 1913 and began to market forest products in 1925. 1In
the beginning, such marketing was highly successful for all the coopera-
tives, and pulpwood became the largest value product handled by the co-
operatives. In 1930, one cooperative marketed some $265,000 worth of
logs and pulpwood, with the pulpwood accounting for the greater part.
After 1930, the quantity and value of pulpwood handled began to decline
(Barton, 1949, p. 183). By 1943, the value of forest products marketed

was $20,000, and in 1959 the value of pulpwood was $7,000. This last
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value represents less than 1 percent of the total value of the coopera-
tive's business.

Prior to 1950, there had been four cooperative stores marketing
Upper Peninsula pulpwood to the pulp mills in Upper Michigan and Wiscon-
sin. In 1954, only three were found to be still handling pulpwood
(James, 1957, p. 3L). Only two marketed pulpwood in 19593 the third
having sold no wood since 1957. The latter cooperative still stood ready
to market pulpwood if mill orders could be obtained.

Only one cooperative was attempting to maintain itself in the forest-
products field by marketing something other than pulpwood. It had devel-
oped a market for chemical wood, and in 1959 sold some 1,000 cords of
hgrdubod logs valued at $13,000. Hope was expressed that this market
would take more wood in the future.

Membership in the cooperative is not a requirement for patronage.
The cooperative stores will accept pulpwood from member and non-member
producers alike provided a mill oontrapt is available. As a pulpwood
producer would not become a member for the purpose of marketing pulp-
wood alone, but for reasons pertaining more to the retail activities of
the organization, and as all members are not pulpwood producers, compari-
sons of cooperative membership and of value of pulpwood handled are of
1ittle value.

The pulpwood marketing procedures of the cooperative store are rela-
tively simple. When orders for pulpwood are received from a pulp com-
pany, the cooperatives notify the local producers either by personal con-
tact or by posting notices in the stores. As all pulpwood is procured

within a 20-mile radius of the stores, the local producers are known and
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easily notified.1 Whenever possible, the mill orders are equally divided
among all producers who have pulpwood to sell and have notified the co-
operatives of the fact. One cooperative attempts to base the division on
past output to favor those producers who have shown superior ability.

The selected producers then deliver their allotted portions to desig-
nated rail sidings where the pulpwood is scaled and payment made. One
cooperative pays its producers on the basis of a cooperative scaler's
measurement while the other pays on the scale by a mill representative.
Both cooperatives pay the producer the same unit price he would receive
had he s01ld the wood directly to the pulp company. Normally the wood is
transferred directly from the producer's truck to a railcar, but on occa-
sion the cooperatives will purchase wood stacked at the rail siding if a
railcar 1s not available. This, however, is an expensive operation as
the cost of each handling is estimated to be between $0.50 and $1.00 per
cord.

The cooperatives then sell the pulpwood to the mill on the railcar
at the loading point for the contract price. This contract price is the
dealer price and is from $0.50 to $1.00 per cord more than that paid the
producers. Title to the pulpwood passes to the pulp company at this
point, and the company pays the transportation costs for shipment to the
mill.

The cooperatives deduct any expenses incurred and place the remain-
der of the mill payment in the patronage account for later distribution
to the members. The distribution is made annually on the basis of

patronage throughout the year. None of the receipts from pulpwood are

1ag producers are constantly offering pulpwood, the cooperatives
often obtain the necessary pulpwood without notification.
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withheld to develop a working capital reserve for future pulpwood opera-
tions.

Working capital is not needed as the cooperative stores offer no
aid to the pulpwood producers of any type. In the past, all the co-
operatives had purchased stumpage and allocated the harvesting to their
producers, but now the cooperatives find that they can obtain sufficient
palpwood from producers cutting on their own lands or purchasing their
own stumpage, so the cooperatives do not provide stumpage or advance pay-
ments on undelivered pulpwood. One of the cooperatives had provided
pulpwood handling equipment, but lack of use forced it to discard the
equipment lending part of its operation. Presently, the cooperative
stores only provide the means by which the producers may come into con-
tact with the buyers in the pulpwood market.

The relationship between the cooperative stores and the puip mills
is one of almost complete disinterest. The cooperatives maintain a
passive attitude toward pulpwood marketing. In all cases, contract nego-
tiations are initiated by the pulp companies. There is no effort on the
part of the cooperatives to gain contracts or to offer the pulp companies
additional services. This attitude is due, in part, to the lack of re-
turns from pulpwood marketing in comparison to the other cooperative
activities. Pulpwood marketing represents less than 1 percent of the
activities of the cooperatives and is considered too small a part of the
overall activities to be given any great amount of time or effort.
Little or no effort is made to initiate negotiations, either with the
pulp companies or with the producers. Normally, everything depends upon
the cooperative being approached by both the supplier and the buyer, al-

though the cooperative will initiate negotiations with the producers if
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necessary.

The cooperative stores receive no aid from the pulp companies. At
one time, the pulp mills made advances on the basis of cut wood, but
they have not done so for a number of years. As long as the time between
cooperative purchase of the pulpwood from the producer and receipt of
mill payments remains short (about two weeks), and the cooperative does
not purchase stumpage, make large advance payments to the producers, or
make other investments in pulpwood procurement, there is no reed for such
advances. In addition, the pulp companies supplied feel that advances to
dealers should not be made.

In general, the cooperative stores still maintain a dealer relation-
ship with the pulp companies, but the title is slowly becoming an honorary
one as there is little actual "dealing" between the cooperative stores and
the pulp companies.

The cooperative stores face little competition from other dealiers,
There are few pulpwood dealers in the cooperatives'! areas of'operation
and they, for the most part, are facing the same difficulties as the co-
operatives. The greatest advantage the cooperatives offer the pulpwood
producers is the annual patronage dividend which acts as a delayed higher
payment for their pulpwood. The lack of mill orders prevents full play
of this factor. The possibility of patronage dividends attracts many
small producers to the cooperatives, but the inability of the cooperative
stores to market the wood forces the producer to turn to any other dealer
in the area who will take the wood. An almost constant over-production
of pulpwood and a shortage of mill orders prevents excessive competition
between the coéperatives and other Upper Michigan pulpwood dealers.

The managements of the cooperatives interviewed expressed a great
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interest in the activities of the pulpwood market, but for the most part
they had 1little knowledge of the field and its problems. Their training
wag limited to the procedures of operating a cooperative retail store and
maintaining the necessary accounts. In only one case did a cooperative
store manager show any extensive knowledge of the problems of pulpwood
marketing. This individual had been with the cooperative for some time
and had been active in pulpwood marketing when the cooperative was hand-
ling pulpwood in quantity.

The cooperative stores offer pulpwood marketing facilities as a
service within the framework of their other activities. As it represents,
at present, less than 1 percent of the total value of all cooperative
activities, no effort is being made to expand or stabilize it. All funds,
less expenses, received from marketing of pulpwood are dispersed to the
patrons in the annual dividends.

The cooperative stores, at one time, were quite important in pulp-
wood marketing in the Upper Peninsula, but the volume ¢of pulpwood handled
has declined until, at present, the cooperative stores are very minor sup-

pliers of pulpwood in Michigan.

Forest-Products Cooperative in Michigan

The one cooperative in Michigan that deals with forest products orly
was incorporated under Michigan law as a nonprofit timber marketing or-
ganization in 1940 under the auspices of the U. S. Forest Service to pro-
vide a system by which plantation thinnings on the neighboring national
forest could be harvested. It was originally financed by a $3,000 unse-
cured, five-year, 3 percent loan from the Farm Security Administration

of the U. S. Department of Agriculture. This loan permitted the
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cooperative to make advance payments to members without "binding itself
to any one purchaser" (Cunningham, 1947). By 1945, the loan had been
reduced to $1,800 and a $5,000 working fund had been built up. In 19L6,
a full-time secretary-treasurer was employed to replace the Forest Service
employee who had provided this service on a part-time basis. By 1949, the
cooperative was doing an annual business of $100,000, had developed a
working capital of $20,000, and was free of all large debts !Franson,
19L9).

For the past ten years, the cooperative has shown a steady increase
in its total sales value. From a low of $26,000 in 1946, its business
rose to $372,000 in 1957 while its membership rose from 72 to 221. 1In
1959, the anmual busineés was $300,000 and the membership was 162
(Fig. 15).

Membership in the cooperative is based on two requirementss payment
of a $2.00 annual membership fee and residence on or near the Tawas Work-
ing Circle of the Lower Peninsula National Forest. The board of directors
makes some effort to insure that the new member has some "roots” in the
community. The membership agreement is quite simple. The member is re-
quired to abide by the by-laws and the decisions of the board of directors
in matters pertaining to the operation of the organization. There are no
stipulations requiring the member to accept the cooperative as his only
dealer or not to sell pulpwood directly to any pulp company. The coop-
erative regulates cutting only to the extent of specifying wood quality
requirements. No attempt is made to proscribe any type of cutting or
timber management practices.

The present procedure on procurement is for the pulp companies to

come to the cooperative with contracts. The cooperative then contacts
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its "hard core® of producers for allocation of the contract quantities.
If these producers are unable to fill the contracts, other members are
contacted and, if necessary, new members are attracted to the coopera-
tive. The last is seldom necessary as the cooperative is often approached
by independent producers.

Once production has started, the cooperative scales and accepts pulp-
wood at roadside every two weeks. If the wood is from private lands, the
coope?ative scale alone is accepted while wood from public lands is sca.ed
Jointly by the cooperative scaler and a representative of the public or-
ganization.

Although the cooperative by-laws provide that payment need not be
made until receipt of the prooceeds from the final sale of the product, pay-
ment to the producers is usually made within 48 hours after scaling. This
payment, made for pulpwood at roadside, is equal to the estimated costs of
production, less any advances.

The cooperative arranges transportation of the pulpwood from roadside
to the railcar. If the producer wishes to deliver his wood to the rail
loading point, he receives an additional $4.25 per cord. Only some 3 per-
cent of the pulpwood is procured in this manner.

Transportation from roadside to rail siding is accomplished in two
vwayst (1) The cooperative contracts with a local trucking company at a
rate of $4.25 per cord for all hauls up to 30 miles. Although there is |
no direct connection between the trucking company and the cooperative,
operations have been mutually advantageous and the cooperative uses this
company entirely for the larger operations. (2) Where the quantity of
pulpwood is small or scattered, the cooperative rents a truck-loader com-

bination from one of its employees on a mileage basis. The cooperative
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was instrumental in obtaining this piece of equipment, but title was
passed to the individual.

The cooperative sells the pulpwood to the pulp companies on the
railcar. The cooperative 1s responsible for obtaining and loading the
cars, in accordance with its contract, but there is some agreement with
the company procurement division as to when such loading will be done in
order that the company may plan receipts and maintain a constant flow.

The payment from the pulp companies is placed in the Working Capital
Account and credit is noted to the proper producer.

In addition to making payment before receipt of payment from the
pulp companies, the cooperative provides several other aids to the pro-
dncer members. Small interest-free loans are granted to individual mem-
bers to meet current expenses. These loans are limited to the book credit
of previous allocations of the borrower and are deducted from the payments
for pulpwood produced.

While the cooperative provides no equipment as such, it will take the
necessary steps to see that certain equipment is made available to the
members. If the board of directors decides that a piece of specialized
pulpwood equipment is necessary and desirable, the cooperative will pur-
chase the equipment, and immediately resell it to a member on a long-
term repayment basis. While the legal title is passed to the individual,
the cooperative maintains some control of the use and the rate charged.

The repayment is usually made by the cooperative receiving a part of
the usage charge. Two pulpwood debarkers and a truck-and-loader combina-
tion have been purchased under this arrangement. The former were sold to
two member producers while the latter is owned by an employee of the co-

operative.
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The cooperative also buys and resells at cost such minor items as
gloves, axes, and saw chains. It had once attempted to handle larger
items such as power saws, but maintenance problems prevented economical
operation so the sideline was discarded.

The major aid granted the producers by the cooperative is stumpage
purchases. The cooperative is a major bidder on national forest pulp-
wood sales, and it does purchase stumpage on private tracts. This coop-
erative-purchased stumpage is immediately resold in smaller portions to
the various members on the basis of their production in the past three
years. This resale is a paper transaction until the pulpwood is actually
purchased by the cooperative. Then, the stumpage price is deducted before
payment for the wood is made.

The cooperative has been supplying pulpwood to its present customers
since its establishment. The cooperative had supplied another mill which
has now developed the use of truck delivery for the greater part of its
wood. This mill now does not use any dealers, but purchases wood at
roadside and provides truck transportation through a wholly-owned truck-
ing subsidiary. The cooperative has had little success in dealing with
mills which prefer truck-delivered wood.

The two Lower Peninsula mills which use the dealer system and pur-
chase rail-delivered wood accept the cooperative as a dealer and pay a
$0.50 per cord increase in price. Both mills purchase pulpwood from the
cooperative on an f. o. b. railcar basis at specified rall loading points
and make payment on the basis of mill scale of the wood. The mills have
found that the cooperative is a dependable supplier and that it can ad-
just readily to changes in mill requirements and contract specifications.

Normally, the contract between the mill and the cooperative is a formal,
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written agreement, but the cooperative will fill mill needs on the basis
of a verbal or letter request.

Recently, there has been an interesting development in the relations
between the cooperative and one mill which depends on truck-delivered
producer wood. In the past, this mill has refused to use the dealer
system. However, the mill is now offering to purchase pulpwood from the
cooperative at prices which exceed those paid to its producers. The
price incresase is still less than the usual dealer fee, and it is esti-
mated to be approximately half of the unit cost to the pulp mill of pro-
curing its own wood.l

Although it is much too soon to look upon this as a trend, it may be
an indication that the pulp companies are finding that procuring pulpwood
directly from producers is an expensive operation.

The pulp companies being supplied offer the cooperative advance pay-
ments when needed. These payments are considered payments for future de-
livery of cut pulpwood, and not loans, so no interest is charged. They
are based on the volume of wood either on the railcar or stacked at road-
side. No advances are made on the basis of standing timber.

These advances are necessary for the cooperative's operations.
Without them, the cooperative would be constantly short of working capital,
especially when cutting on national forest lands where downpayments are re-
quired prior to cutting. The cooperative has received advances totaling
as much as $65,000.

The forest-products cooperative is organized as a nonprofit corpora-

tion. Under the Clapper-Volstead Act, such cooperatives are required to

1Personal conversation with Mr. V. B. Schultz, Manager, The AuSable
Forest Products Association, East Tawas, Michigan, 1959.
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distribute earnings to member and non-member patrons on an equal patron-
age basis or to allocate them on the accounts to the patrons upon whose
business they were realized. The by-laws of the cooperative state that
"ten per cent of the net earnings shall be set aside . . . for working
capital purposes.” This reserve must be maintained at a level not less
than the paid-in membership. In reality, the cooperative has been setting
aside 10 percent of the net earnings each year regardless of the monetary
value of the paid-in membership.

All pulpwood income received by the cooperative is placed in a gen-
eral fund (the Reserve for Working Capital) and credited on the books to
the various members transacting business in proportion to the amount of
business transacted. At the end of the fiscal year, the earnings in ex-
cess of the reserve requirements are distributed among the member patrons
in proportion to their annual business if distribution is deemed desir-
able by the board of directors. If such distribution is not called for,
the cooperative may retain the earnings to build up working capital so
long as the records show the proper allocations. In this manner, the
cooperative has been able to build up a sizable working capital reserve.
All other income is placed in a Capital Surplus fund. This income is
derived from the cancellation of membership for failure to abide by the
regulations and by-laws of the cooperative, for having transacted no
business for one year, or for moving out of the territory served by the
cooperative, and it consists of membership fees and patronage refunds.
The Capital Surplus is not distributed among the members but is retained
by the cooperative for its own use.

The cooperative, like any other business organization, has to main-

tain certain relationships. The cooperative is vitally concerned with
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markets, its sources of raw material, and its competition.

The markets for the cooperative's pulpwood are two Lower Michigan
pulp mills which make use of the dealer system, but as they do not demand
the same species of pulpwood there is very little competition between them
for the wood offered by the cooperative. In 1959, one mill took the coop-
erative's entire output of pine (1,700 cords) while the other limited its
purchases to aspen (3,100 cords), balsam fir (1,L00 cords), and apruce
(1,900 cords).

The cooperative draws on the nearby national forest and on privately
owned timber lands equally for its stumpage. However, the cooperative
does not maintain a constant search for stumpage. The pulpwood procured
from privately owned lands may be the result of the landowner requesting
the cooperative to purchase the standing timber, a request from a member
to aid in the purchase of timber for which he has bargained, or a memher
bringing in wood which he has purchased with his own funds or has cut
from his own land. The cooperative will not accept pulpwood from non-
members. They must either become members or deal through a member.

In general, the cooperative has few direct negotiations with pri-
vate landowners. Most of the bargaining and actual stumpage purchasing
is carried out by individual producer-members, although the sour:e of
funds may be the cooperative. As most of the private timber sales are
rather small, the cooperative feels that it is better to make a non-
interest bearing loan to an individual member living in the area than to
purchase the timber itself. The attempt to make an equitable distribu-
tion of such a small quantity of stumpage to all members on a three-year
patronage basis is detrimental rather than helpful to the members re-

ceiving the allocation.
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On the other hand, all timber from public agencies is purchased
directly by the cooperative. Seldom do the individual members negotiate
for or bid on public stumpage. In its area of operations, the coopera-
tive is one of the larger dealers so that it is often a successful bidder
for pubiic étumpage. It is financially able to bid on sales which are
too large for an individual producer to meet the bonding and advance pay-
mer.ts requirements but which are too small to encourage the larger non-
resident timber concerns to bid»upon. The cooperative is still carrying
out the functions for which it was created.

A peculiar situation is beginning to develop between the cooperative
and the Forest Service. The cooperative was formed to harvest pulpwood
on the national forest, but there has been a slow trend to private stump-
age as the cooperative expanded. The Forest Service management plans
did not permit the providing of enough stumpage to allow the expansion on
the basis of national forest thinnings alone.

The original plantations which had required thinning are now ap-
proaching sawtimber size. In accordance with Forest Service regilations
these tracts will be sold to the highest bidder for the combination of
all producﬁs that are present. The cooperative feels that the presenre
of the sawtimber will encourage the entry of "big" lumber operators into
the sales. These operators would purchase and harvest both sawtimber
and pulpwood on a single sale. The sawtimber would be used by the
lumbermen and the pulpwood would be sold to any pulp company interested.
The cooperative does not have the financial backing or the sawlog market
to bid on the sawtimber sales. The opinion is that the Forest Service
developed the cooperative to fill a definite need, and now as the need

no longer exists, the Forest Service is withdrawing its support.
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The Forest Service feels somewhat differently. It maintains that the
cooperative has never received any undue aid from the Forest Service, but
it is providing a definite service, both to the national forest and to
the local community. The cooperative could expand to sawlog market’ng
with very little investment or it could rem;in almost entirely dependent
on pulpwood and still remain in operation. - National forest production of
pulpwood is expected to remain stable in the future and there will always
be a demand for the thinning of the younger stands. However, this does
not necessarily mean that the species will remain the same so thers may
be definite problems of adjustment.

In general, the coopgrative i3 in the same position in relation to
its raw material supply as the independent dealers, but it would appear
that due to the peculiar relationship of the cooperative to ifs suppliers,
the cooperative has a much better system of finding private stumpage than
its competitors. The ability of the cooperative %o accumulate working
capital places it in an advantageous position in bidding on stumpage on
public forest lands.

The cooperative faces competition from two directions. In the coop-
erative!s sphere of operations, there are other dealers operating in
essentially the same manner and supplying the same mills. However, each
is limited to the quantity requested by the mills and, normally, there
are more producers offering more pulpwood than is needed. In periods of
high pulpwood demand when dealers must aid the producers in obtaining
stumpage, the cooperative has a slight advantage. Due to its superior
ability to obtain credit and working capital by withholding part of the
annual dividend, it can afford to pay for stumpage at time of purchase.

The second source of competition is from those pulp mills which do
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not use the dealer system. Several of these procure wood from the same
sources as does the cooperative, but usually these companies purchase
the pulpwood from producers at the rail loading points. However, there
i3 one pulp company which actually extends its purchases, through a sub-
sidiary organization, into the woods. It purchases stumpage on the large
public sales, contracts with producers to cut it, and arranges its own
truck transportation. In addition, it will purchase producer pulpwood
at roadside. This particular company purchases large quantities of two
of the four species handled by the cooperative.

Apparently, all marketing groups are getting all the pulpwood they
need to meet mill requirements. The cooperative is too small to compete
directly with the pulp mill procurement divisions while the individual
producer is too small to compete with the cooperative for public stumpage.
Competition for markets occurs to some extent between the cooperative and
other dealers, but only on the basis of reputation for past service. In
the East Tawas area, the cooperative appears to have the advantage as it
has been in business longer than the other dealers in the area. The
consistency with which it receives contracts would indicate that the pulp
companies with which it deals are satisfied with the services of the

cooperative.



CHAPTER X
FOREST LANDOWNERS

There are some 19.3 million acres of forest lands in Michigan, of
which 18.8 million acres are classified as commercial forest lands.1
While this commercial forest land is divided almost equally between the
Upper and Lower Peninsulas (L7 and 53 percent respectively), it is quite
unequally distributed among types of ownership and sizes of ownership.
Approximately one-third of the forest lands in Michigan are in public
ownership. The privately owned lands are mainl} in the hands of indus-
try or non-farmer individuals (L3 ﬁercent) and in farm woodlots (20 per-

cent) with only 3 percent belonging to the pulp companies.

Public Ownership

Public (national and state) forests contain some 6,371,000 acres
of commercial forest lands, and produce 43.2 percent of the state's
pulpwood crop. These forest landsqare, on a regional basis, considered
to have the greatest productivity, with at least 80 percent being classed
in the highest grouping in the Forest Resource Report No. 1L (U. S.
Forest Service, 1958, p. 605).

Most of this publicly owned land is found in the Upper Peninsula

lcommercial forest land is defined as forest land which is (a) pro-
ducing or is capable of producing usable wood, (b) economically available,
and (c¢) not withdrawn from utilization (U. S. Forest Service, 1958,
pp. 504 and 630).

-1L8-
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with almost none in the southern half of the Lower Peninsula. This is
not surprising when the methods of acquisition are considered. The
greater part of the state lands was acquired through reversion for tax
delinquency while the bulk of the Federal lands was obtained through

purchase and land exchange with the state (Barlowe, 1948, p. 15).

State Forests

In 1958, the state forests of Michigan produced 20 percent
(188,000 cords) of the total pulpwood output of the state. The ratio
of pulpwood production to the total area was relatively low (L.9 cords
per 100 acres), but the potential productivity is quite high. The low
ratio is not indicative of poor management, but merely of the small
quantity of removals per 100 acres. The state forests are capable of
yielding larger quantities of pulpwood, and in the past five years re-
movals per 100 acres have increased LO percent. While these removals
are still well below the estimated allowable cut, they are an indica-
tion that the Michigan Department of Conservation is expanding its
harvesting program.

The basiz cause of undercutting on state forest lands is the lack
of markets. James (1957, p. Ll) found that, in 1954, 80 percent of the
allowable cut of aspen on the state forests was offered for sale, but
only about 33 percent was purchased. The pulp-mill demand at present
is not great enough to consume all the pulpwood offered, and mill rep-
resentatives state that producers are offering much more pulpwood from
all sources than can be taken.

Timber sales on state forests are of two types: the public sale and

the small sale. The public sale consists of all sales of more than $300
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in value in the Lower Peninsula and $500 in the Upper Peninsula, while
the small sale consists of the sale of all timber valued at less than
these regional limits.

In the public sales, the Forestry Division of the Department of
Conservation determines a base or tract stumpage price per unit volume
for each species to be sold. This price determination is based upon the
present market prices with adjustments for timber quality, logging diffi-
culties, distance of haul, and special cutting restrictions (Michigan
Department of Conservation, 1958). The sale, with all the particulars
and specifications, is then advertised for two weeks in the local news-
papers and opened to competitive bidding.

The bidding is carried on in one of two ways: by sealed bids or
by public auction. In the past, the public auction was the more common,
but there is a trend toward sealed bids. It is maintained that while
the auction brings in the greatest revenue, it tends to be a tool by
which the larger operator may eliminate the small producer at a minimum
of expense. The sealed bid permits each bidder to state the amount he
is willing to pay for the timber. As this is calculated on the basis of
the costs of operation for the individual bidder, the bids are on a more
equitable basis.

There are three methods of completing the sale: {1) the bidder
makes the required bid per unit of volume plus a lump-sum cash bonus,
(2) the bidder makes a lump-sum cash bid, and (3) the bidder makes the
bid on a purely per-unit-of-volume basis. In the first method, the cash
bonus is offered at the time of the sale, and the sale goes to the ac-
ceptable timber operator offering the greatest bonus. In the second

method, the bidding is based entirely on the lump-sum bid, while in the
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third, the cash bonus is eliminated entirely. The first method is the
more common.

It is understandable why the last two methods are not used too
frequently. The lump-sum cash bid, while yielding cash in advance and
reducing administrative costs to the state, demands that an extremely
accurate inventory be taken prior to the sale in order that the state
place a proper value on the timber. The cash-advance requirement for
the entire amount of the sale tends to eliminate the small producer en-
tirely.

The method of bidding on a unit volume basis is the more equitable
and permits the small bidder to actively participate, but due to the Con-
servation Department's methods of sale, it is very difficult to admini-
ster except in pure stands of a single species. The bidder is required
to bid on all species in the sale area, and not just on the desired
species. Thus, a bidder may be high on one species, but low on another.

The combination of the cash bonus and a per-unit-of-volume bid is
apparently the most equitable to all concerned. The cash bonus is much
smaller than the lump-sum payment, but still yields a direct source of
revenue to the state. As the base paymernt does not have to be made until
the operator is ready to remove the cut products from the forest, the only
investment the small producer has to make is the cash bonus, and possibly
a cash compiiance bond. Often, the pulpwood buyer wiil make advance pay-
ments on the cut pulpwocd which will permit the producer to pay the Con-
servation Department the per-unit-of-volume bid, and then deliver the
pulpwood.

The small sales which are valued at less than $300 or $500 are

negotiated between the district forester and the buyer. No bidding is
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iavolved and payments are made on a per-unit-of-volume basis at the time
of removal of the cut product from the forest. This type of sale, being
more adapted to local needs, accounted for 93 percent of the stumpage
sales but for 6n1y 52 percent of the revenue in 1958.

TABLE 1l.- Receipts from timber sales on state forests in Michigan by
number and type of sale: 1958

Type of Number of Total Average per
Sale Sales Receipts Sale

Public Sale 126 $311,671 $2,474
Bonus -—-- 27,518 218

Small Sale 1,6L9 370,572 255
Total 1,775 $709,761 $ 399

Source: Forestry Division, Michigan Department of Conservation,
Lansing, Michigan.

The sales policy of the Department of Conservation is to offer
timber for sale by tract rather than by product. All species above a
minimum diameter are put on bid and a buyer must bid on all in order to
obtain the desired species. For sales of pure stands, the buyer must be
able to find markets for the different products that may exist. On the
more diverse sales, the buyer is faced with the problem of finding mar-
kets for the different species as well. The small operator who gener-
ally markets one product limited to one or two species is at a very de-
cided disadvantage. The operator must either find markets outside his

normal sphere of operations or limit his procurement to the smaller
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sales.

Sale contracts awarded by the Department of Conservation are usually
limited to one year's duration, but in 1958, LO were for two years, 10
for three years, 3 for four years, and 1 for five years. As the Depart-
ment may, by law, grant contracts for periods not exceeding ten years,
there have been requests for larger sales of the longer periods. I4 is
felt that the long-term, large-area sales would increase the total volume
of timber sold on state lands, but there is much question as to the effect
of such sales on the small operators. There is general agreement that, in
Michigan, the political climate is such as to favor the maintenance of the
short-term, smaller sales. However, there is one sale covering 6,000
acres containing 3L,950 cords of pulpwood under a single five-year permit.

The Department of Conservation bases its stumpage prices on the
T"going" market price for similar private stands and then makes adjustments.
It does not attempt to determine stumpage prices as residuals of the
prices of the products 1less the costs of conversion.

The Department does not want to dictate prices or to compete with
private landowneré. It feels that the state forest holdings are large
enough to exert a very strong influence upon the stumpage market, but if
public sales are priced according to local private prices, the impact
will be held to a minimm. On the other hand, the buyers may tend to bid
low for private stumpage in order to be able to obtain public stumpage at
relatively low prices. The entire Department of Conservation pricing
policy is open to question on the grounds that any seller as large as the
state will have a direct influence on the smaller sellers of the same
product regardless of the pricing method. The small sellers usually look

to the large sellers for price leadership, but in this case the large
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seller is looking to the smaller ones for the leadership. This tends to
create some confusion in the market. Under these conditions, state for-
est stumpage prices may be somewhat lower than would be normal in a per-

fectly competitive market or in a price-led market.

National Forests

The Federal government is the second largest single forest landowrier
in Michigan. It owns some 2.7 million acres, of which 2.6 million acres
are in national forests. The national forests (13.5 percent of the com-
mercial forest lands in Michigan) produced, in 1958, 22 percent of the
state's pulpwood, making the U. S. Forest Service the second largest
single pulpwood grower in Michigan.

The national forests are presently the most productive pulpwood pro-
ducing forests in Michigan, yielding almost 8 cords per 100 acres. This
is considerably below the allowable cut of pulpwood for these lands.
Forest Service figures show that the maximum allowable cut is about 1L
cords per 100 acres. On the basis of individual species, the actual cut
is below the allowable cut for all species with only spruce and hemlock
approaching the 1limit of the allowable cut. The excess growth is build-
ing up a surplus of timber.1 This could have an adverse effect on the
management plans and a depressing effect on the market.

The sale policy of the Forest Service is basically one of granting
contracts to the highest bidder. All sales over $2,000 estimated value
are required to be advertised for a period of at least 30 days in local

newspapers, giving information as to the location of the stand or tract to

1yames (1957, p. L3) found the allowable cut to be 8.5 cords per 100
acres in 1954. The increase of 5.5 cords is due primarily to the inclu-
sion of hardwoods and past uncut pulp stands.
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be s0ld, the estimated volumes of the various species on the tract, and
the base price acceptable by the Forest Service. In addition, notices
of the sale are sent directly to the known timber buyers of the area.
The sales are made, either by auction or by sealed bids, on the basis of
unit volumes for each species and each product with the highest total
bid for all species being accepted.

The Forest Service requires that a cash deposit be made at the time
of the bid. This deposit is then either refunded if the bid is unsuccess-
ful or accepted as part payment of the successful bid. In no sense is it
considered a bonus. The remainder of the bid must be paid before the
timber can be cut. However, the stumpage payment may be paid in install-
ments, with each installment being paid prior to the cutting of the
timber for which payment is made. After felling, the products are scaled
in the woods by the Forest Service to insure the accuracy of estimafion
of the volume sold. Pulpwood, being measured in standard cords, must be
stacked and scaled in the woods after felling and buckirg but before be-
ing transported from the tract.

The sale is made much like the ones on state lands in that i% in-
cludes all merchantable products and species on the timber tract. The
trees to be removed are either marked by Forest Service personnel or de-
scribed in the contract by setting a minimum diameter and length above
which everything must be removed. Thus, the successful bidder must be
prepared to find markets for several products from a number of species.

The Forest Service contract is more restrictive than the average
private sales contract. The normal restrictions usually pertain to log-
ging procedures necessary to minimize damage to the residual stand or to

encourage reestablishment, utilization requirements, slash disposal and
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penalties for noncompliance with the contract requirements. In addition,
special restrictions and clauses may be included that pertain to such
things as road locations and construction specifications, rights-of-way,
and any practices not considered as normal in a standard sale contract.
These special requirements are included in the advertisement and other
advance information pertaining to the sale. The bidder knows that he is
faced with an increase in his production costs prior to making the bid.

The Forest Service, like the Michigan Department of Conservation, is
authorized to make noncompetitive sales of timber with an estimated value
of less than $2,000. These small sales are negotiated directly by the
forest officer in charge and the buyer. In 1958, the small sales were
about seven times greater in number than the larger sales, but they ac-
counted for slightly less than half the volume.

On the average, a single

large sale produced 8 times as much pulpwood as a small one (Table 12.)

Table 12.- Sales of pulpwood on national forests in Michigan by size and

number: 1958
Size of Number of Total Average
Sale Sales Volume Volume
Cords Cords
$1,999 or
less 581 97,000 167
$2,000 and
over 83 105,000 1,265
Total 66L 202,000 304
Source: Supervisors of the national forests in Michigan.
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Forest Service sales tend to discriminate against the small inde-
pendent pulpwood producer much more than private sales and somewhat more
than state sales. The payment-before-cutting and the bonding require-
ments tend to require the small operator to invest capital for some time
before he receives a return upon it. The greater number of restrictions
are not particularly discriminatory in tha% they constitute an increase
in the cost of production which is reflected in a lower bid. However,
in certain special cases, they may require additional equipment not norm-
ally used in pulpwood operations.

Forest Service sales contracts are usually let for one year, but
they vary between six months and four years depending on the size of
sale. A generalized formula for contact periods is that if the value of
the sale is less than $300, the period will be about six months to one
year; if between $300 and '$2,000, one to one and one-half years; and if
greater than $2,000, two or more years. Four years is the longest con-

tract period in Michigan at present.

Pulp Company Ownership

Commercial forest lands in Michigan owned by pulp companies consti-
tute 3 percent of the state's forest land. Only four of the thirteen
pulp mills in Michigan have forest holdings (a total of 381,000 acres),
with 96 percent being owned by two mills. Another 182,000 acres are
owned by five Wisconsin mills, with one mill owning some 150,000 acres.

Pulp companies do not depend to any great extent on their forest
lands. At present, Michigan and Wisconsin pulp mills draw 3 percent of
their total consumption from company lands. Assuming that with ideal

management the pulp companies could attain an annual allowable cut of
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1L cords per 100 acres (the estimated allowable cut on Forest Service
lands), the company lands would be able to supply only 9 percent (207,000
cords) of the present consumption.

For pulp company lands in Michigan alone, pulpwood production is
about L percen£ of the state total. Again, assuming an annual allowable
cut of 1L cords per 100 acres, the potential production is 80,000 cords
or 9 percent of the 1958 Michigan production. However, in terms of con-
sumption, the Michigan pulp company lands alone are yielding 1 percent
and have the potential of supplying only 3 percent of the present corsump-
tion.

Thus, it is apparent that pulp company land holdings are more of an
historical vestige than an attempt to provide mill security or to become
self-sufficient. The fact that only one-third of the Michigan pulp mills
own forest lands and only half of those owning land cut more than 5,000
cords in 1958 is indicative of the company attitude toward landownership
and toward the lands owned. Of the five Wisconsin mills owning land in
Michigan, only two had harvested pulpwood in 1958. The dependence of the
companies upon these woodlands is almost nil, and pulpwood is harvested
only to the extent that it is available and that such cutting is bene-
ficial to the stands.

The fact that little pulpwood is being taken from company lands
should not be construed as a lack of interest in these lands by the com-
panies concerned. The majority of these lands are under the management
of trained foresters, but the management objectives are not purely pulp-
wood production. Cutting practices are primarily aimed at sawtimber
production in the long run. The timber is usually cut as sawtimber and

pulpwood combined with restrictions--usually minimum diameter limits--
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to insure the proper stocking and regeneration of the tract as potential
gawtimber stands. Sawtimber trees are usually marked by company foresters
for sale and cutting as sawtimber while the pulpwood is usually designated
by contract as such by species and diameter limits.

Sales of pulp timber on pulp-company lands are usually made directly
to a buyer without competitive bidding and with little negotiation. The
pulp company will approach a known buyer and offer the bimber at a given
price and certain contract requirements. The buyer may accept or reject
the offer, but seldom is the offer changed to meet buyer requirements.
Actually, the offer is seldom rejected as the stumpage price is usually
slightly lower than the existing market price. Payment for the stumpage
is deducted from the price of the delivered pulpwood so the buyer need not
make an actual cash payment. However, he is expected to sell the result-
ing pulpwood to the mill owning the land. The sale of stumpage on pulp-
company lands is done entirely by formal contract stating price, condi-
tions of sale, and harvest requirements and regulations. Payment iz made
on the basis of the volume actually taken. The scale is usually mill
scale unless the wood is accepted at a point other than the mill.

The use of company logging crews to harvest company timber was
limited to three Wisconsin mills. As a general rule, the harvesting of
timber on company lands is done through stumpage sales in order that the
pulp company be relieved of all labor problems and regulations and to
permit the company to provide stumpage for its producers and dealers
when they are unable to provide it for themselves. This type of contract
cutting is also found in the South where pulp company land ownership is
much more extensive than in Michigan (Mayer, 1960, p. 183).

Company-owned forest lands act as a small reserve for emergencies
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and as a source of aid to the mill suppliers. Forest land ownership is

not an absolute requirement for pulp-mill operation.

Other Industrial Forest Landowners

Michigan industries other than the pulp industry own some 3,000,000
acres of commercial forest lands. These lands, while being owned by a
diversified group, are primarily in the hands of mining companies, wood-
using industries, and public utility organizations. In general, these
lands are among the best managed of the private lands, and individual
ownerships may be very intensively managed. However, in terms of pulp-
wood production, output is relatively low. James (1957, p. L8) found
that pulpwood production per 100 acres was 2.2 cords.

The industrial land owners are primarily interested in their forest
lands for sawtimber production, and pulpwood is a by-product. The timber
sales may be made on an "all products" basis or on an individual product
basis. About half the land owners make pulpwood stumpage sales without
selling other products while half insist that all the products on a given
stand be sold at the same time.

This policy toward the type of sale may vary slightly to meet the
conditions presented by any given stand, but when the products are sold
individually, the sawtimber is sold first, and thg pulpwood later. This
provides the pulpwood producer with an indirect benefit as he is able to
utilize improvements, such as roads, made by the sawtimber buyer without
additional expense. In the case of selling all the products at once,
the buyer must bear these improvement costs.

The sales policies of industrial owners are very similar among the

different landowners.. All sales are usually on a per-unit-of-volume
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basis, formally contracted with minimum diameter limits of cutting and
other harvesting provisions. The per-unit-of-volume payment is insisted
upon so that the seller may reap income tax benefits through the use of
capital gains, and advance payments are ncrmally required to prevent a
time lag between cutting and payment.

The sales are usually negotiated, but with a minimum of bargaining.
The landowner states the price and stipulates the contract requirements.
Potential buyers are contacted individually and offered the stumpage on
a "yes or no" basis. Bids will be accepted if offered, but are unsclic-
ited with the exception of one firm which sells on a lump-sum bid basis.

In general, industrial forest landownerships are a constant source
of relatively small quantities of pulpwood with little possibility of
increased output. Under present management objectives, pulpwood produc-
tion is limited in absolute quantity and limited to those producers whc
are known to the seller. The "all products" type of sale presents the
same obstacles to the small pulpwood producers or to the pulpwood special-
ists as the state sales while the advance payments in both types of sale

tend to discriminate against the producers will little capital.

Farm Forest Landowners

In Michigan, there are 127,000 farmers owning 3,877,000 acres of
commercial forest lands. These lands produced, in 1958, 82,000 cords of
pulpwood or 2.1 cords per 100 acres. In overall terms, this means that
20 percent of the commercial forest lands in Michigan are producing 9
percent of the annual pulpwood output. This lack of production by the
third largest ownership group is due primarily to three factors: the

size of individual woodlots, the condition of the stands, and the
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location of the timber in relation to the pulp mills.

The average size of woodlots in Michigan is 31 acres. If one
assumes that production is 2.1 cords per 100 acres, an average woodlot
would produce less than 0.65 cords. However, for any given farm wood-
lot, the production is much greater due to the method of cutting. 1In
order to make an economical cut, it is often necessary to take all
timber that can yield pulpwood. This frequently amounts to clear catting,
especially on the smaller woodlots. In many cases, the landowner does
his own cutting and hauling. Of the Michigan farmers selling pulpwood,
about one-fourth sell pulpwood stumpage while one-fourth cut their own
pulpwood and sell at roadside. The remaining 50 percent cut and sell
their wood on board railcars or delivered at the mill. If the farm
woodlot is taken as a part of a complete entity--the farm--a pattern be-
gins to emerge. The woodlot appears as a crop producing area whose crop
may be harvested at will, and in as large or as small a quantity as is
desired. Thus, the.harvesting of pulpwood on the farm woodlot may be
considered on a time-involved, rate-of-return basis. During the slack
season, the farmer may harvest the small quantity of pulpwood available
in order to gain some return. This is especially true if there is no
alternative occupation available at the time.

In the southern half of Lower Michigan, production is low. Farm
woodlots in this area account for 1.4 million acres which produce almost
no pulpwood. This means that the 82,000 cords produced on farm woodlots
came from 2.5 million acres; an output of 3.3 cords per 100 acres, some-
what lower than found in prior years in spite of a greater overall pro-
duction (James, 1957, p. 4O). The decline may be indicative of a general

trend toward greater usage of public lands where the larger volumes and
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acreages provide a more economical operation. The Census of Agriculture
for 1954 indicates that only about 2 percent of the total farms sell
pulpwood in any one year (U. S. Bureau of the Census, 1956). Farm wood-
lots are left after cutting in such poor condition that the regeﬂeration
of the stand is slow and incomplete. Yoho and others (1957) found that
farmers, in general, had a very low concept of timber management. The
usual cutting limits on harvesting farm pulpwood are the mimimum size
acceptable to the pulp companies with no restrictions on the methods of
harvest or slash disposal. Three-fourths of the sales are made on the
basis of the farmers! need for money or the attractiveness of the offer.
In many caées, farmers feel that any price they can get for their timber
is acceptable, and they will not cloud the offer with contract restric-
tions. However, as many farmers do their own logging, they are respons-
ible in many cases for the poor condition of their woodlots.

Why farmers permit their woodlots to deteriorate has often been the
object of much learned discussion. The basic reasons usually accepted
are ignorance, slowness of returns, and length of tenure. In the first
case, farmers are specialists in agricultural crops and not in forest
management. Many farmers have no knowledge of the aid programs offered
by Federal and state forestry organizations, but they have complete
knowledge of the agricultural programs (Yoho et al., 1957). To these
farmers, any income from their forest lands is accepted as a windfall
gain which occurs only once. Thus, they are willing to sell everything
possible to maximize the immediate returns.

Closely related to the écceptance of the windfall gain concept is
the slowness of returns for investments of time and labor in the farm

woodlot. Farmers are accustomed to receiving a monetary return on their
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investments within one year or one growing season. Even orchard opera-
tors or Christmas-tree growers think in terms of only five to ten years.
Many farmers view the possible losses too large and consider the likely
returns much too small to be worth the investment.

Tenure length is always a lasting problem in farm woodlot manage-
ment. Unless a farmer remains on his farm for a relatively long period
of time, there is little to encourage him to practice good forestry on
his woodlot. Changes in ownership of farm lands in Michigan occur quite
frequently. As farm prices seldom reflect the condition of the woodlands,
there i1s little incentive to leave the stand in good condition. Rather,
the reverse is true; there is a tendency to remove everything merchantable
from the stand prior to the ownership transfer. This leaves the stand in
a very poor condition. If several ownership transfers are made in a short
time, the stand deteriorates to the point where it is valueless.

Thus, it would aprear that unless Michigan farmers develop an inter-
est in pulpwood as a long-term crop blended into the overall production
pattern of their farms with impact enough to cause the retention of the
farm or to demand a woodlot value in transference, the outlook for pulp-
wood production is poor, and continuing decline in woodlot output may be
expected.

The Michigan farmer is more of a pulpwood producer than a pulpwood
grower. James (1960) found that the farmers cutting pulpwood on their
own lands were also cutting an equal amount elsewhere. Realizing that
the woodlot will not sustain the rate of cutting very long, it is probable
that in the following pulpwood cutting season--the slack farm period--
the farmer cuts pulpwood for another landowner or ceases to be a producer.

Because of the poor condition of most farm woodlots, the second-season
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cutting must be done on other woodlands, indicating that the farmer-
producer is highly dependent on other forest ownerships for the source
of his livelihood.

The farmer's sales policies are quite flexible. In the case of
stumpage sales, the farmer is approached by a buyer and a bid is made on
his tract. Usually, this is the only bid. If the farmer has knowledge
of the going prices, the bid is accepted or rejected on its own merits.
If the farmer is unsure of the market price, the bid is often accepted.
While this may be a dangerous practice, the buyer is usually a loczal pro-
ducer or dealer whose reputation must be maintained so, in all probabil-
ity, the offer is quite close to the present market price.

Where the bid is on a per-unit-of-volume basis, the farmer is
usually paid on pulp mill scale so no estimate of the stand volume is
made. Most pulp mills will scale the wood into their yards by source and
inform the farmer of the volume delivered. Thus, the farmer knows the
amount of income he may expect. Although partial payments may be made
as the buyer receives payment from the pulp mill, the farmer must wait
until the final delivery is'made to receive the final stumpage payment.
Thus, in this segment of the pulpwood market, the timber grower often
furnishes credit to the pulpwood producer; the seller aids the buyer.
This is a complete reversal of the normal credit flow.

In the case of the farmer harvesting and hauling his own pulpwood,
the usual one price offer and acceptance is also used as the individual
farmer-producer is usually limited to a single market by the ﬁeight-
value ratio and by the credit need, especially if he is cutting on other

lands.
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Other Forest Landowners

Slightly more than one-fourth of the commercial forest lands of
Michigan is owned by an extremely diversified group of people: house-
wives, wage earners, business and professional people, speculators,
recreational groups, retired people and many more. This classification
can be divided into three general groups based on the reasons for ob-
talning or retaining the ownership. In the first are those who obtained
the land as a home site or to satisfy a desire to own land, and those
who received the land through inheritance. To these people, the timber
stand represents a symbol of ownership and is either reasonably well
managed or let entirely alone. As these people are occupationally
oriented away from the timber lands, their concepts of forest manage-
ment may be classed rather low. Yoho (1957) found that cutting practices
on these lands were satisfactory on 58 percent and poor on L2 percent of
the lands used for residences, but were uniformly poor on the remainder.

The second subdivision consists of those people who look upon +the
forest landownership as an investment. The business and professional
people and some recreational groups comprise this class. The object of
ownership is to provide a definite periodic return from the land. The
concept of forest management is above average. The landowners are
usually well informed as to the general forest-products market conditions
and are the ones most often requesting information and assistance from
public foresters. Timber sales by this group are usually under formal
contract with specifications as to cutting practices, slash disposal, etc.
However, the majority of the people in this group are absentee landowners

ahd fail to provide supervision of the actual cutting. As a result, the
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condition of the forest land is often quite poor.

The last subdivision is landownership for speculative purposes with
the landowners consisting of real estate dealers and some business or
professional people. These people are holding the land in expectation
of an increase in value due, primarily, to a change in land use. They
have no concept of sound forest management and tend to look upon the
forest only as source of income to defray the ripening costs of holding
the land for a short period. They will actively seek a timber buyer and
encourage heavy cutting where such action will reduce the general property
tax upon the land. The extent of this, of course, depends upon the ex-
pected future use of the land. The complete lack of interest in the
future of the timber resource and the desire to minimize the holding
cosis precludes any attempt to enter pulpwood production except as a one-
time move.

The sale policies of these non-industrial, non-farmer private land-
owners tend to be quite similar to those of the farm woodlot owner with
the exception that more of the sales are stumpage sales. Only an occa-
sional resident landowner will harvest his own timber and only a small
number attempt to supervise the cutting. The sale is usually made on a
single lump-sum bid. Some effort is made to determine the volume of
timber on the tract, but usually distance from the area and the pressure
of the primary occupation prevents more accurate cruises and a study of
the market. However, in cases where the sale represents an important
proportion of the landowner's income, the landowner does obtain accurate
volume estimates and seeks additional bids.

Here again, as in the case of the farmer, payment is normally made

after delivery to the pulp mill although partial payments may be made
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from time to time. In some cases, the stumpage price will be paid before

cutting, but this is rare. The small size of the tract of timber prevents
entry of producers with enough capital to make advance payments for stump-
age. The landowner, with the exception of owners of large tracts, may ad-
vance the producer stumpage on credit until the pulpwood is delivered to

the pulp company or to the middleman and payment received.



CHAPTER XI
COSTS OF PRODUCTION

The Michigan pulpwood producer has three basic, but extremely vari-
able costs. The logging costs and the hauling costs are directly re-
lated to the operations and react to changes in the operations in a
normal manner. The stumpage costs are residuals based upon the differ-
ences between the logging and hauling costs and the prices received for
the resulting pulpwood. The first two costs vary directly with changes
in physical conditions while the third varies inversely with the other
two.

Actual costs tend to vary widely as the different operators have
different cost concepts. The producer doing the logging often uses
family labor and counts only a nominal labor cost. Hauling is usually
done under negotiated contracts so the rates will vary greatly depending
on the quantity of wood to be trucked, the distance of haul, the avail-
ability of other sources of truck employment, and general bargaining
ability. Few operators have any idea of machine rates and depreciation
for power equipment or of the value of supervision or costs of overhead.

No pulpwood producer operates on a fixed minimum level of returnm,
and often the stated margin for profit and risk is the difference between
the price received and the out-of-pocket costs. As long as this remains
positive, the producer will market pulpwood. However, the out-of-pocket
costs may be computed on an erroneous basis. The producer's own

-169-
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services may be valued at less than the actual market price, and part of
the stumpage may be taken from the producer's own land at no cost. Thus,
with no concept of the actual costs, the producer may be satisfied with a

smaller margin than he realizes.

Stgggage

Stumpage pricing is residual pricing with little or no attention
being given to the costs of timber growing. In the historical develop-
ment of the nation, the timber was there for the taking and its removal
was counted as a benefit to an expanding agriculture. The trees were
grown by a bountiful nature so there were no timber production costs and
profit margins to be considered. In later years, the same cut-over areas
grew trees again through the intercession of the same bountiful nature.
On private lands, the only production costs incuired were the annual tax
payments.

Stumpage which is produced by deliberate effort and monetary expense
must compete on the stumpage market with that which is received as a free
gift of nature. As the stumpage market is competitive from a seller's
position, the presence of the free-gift timber requires the timber grower
to concede that his costs of production are sunk costs and accept the

best offer.
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Pricing stumpage is a combination of a simple mathematical formula
and a purely subjective desire for return. The mathematical calculation
of the conversion return is (Davis, 1954, p. 385):

Conversion ., Selling Value of _ Costs of Logging
Return the Product and Hauling

The margin for profit and loss is automatically combined with the stump-
age price in the conversion return as these two represent the major
variables in price determination. Both depend upon the desires and the
negotiating abilities of the parties involved. Under pulpwood-producing
conditions of a short-time period, a small investment, and risk lying
largely in the production costs, it is possible to set the margin for
profit and loss at a given percentage of the logging and hauling costs.
However, i1f used by the buyer, it yields the maximum stumpage price he
is willing to pay if he considers the percentage as minimum while if
used by the seller, it will set his minimum acceptable price if he con-
siders the percentage as maximum. And as there is little likelihood

that the two would agree on a proper percentage margin for profit and
loss, the only use of this method is to determine an objective basis
from which to begin negotiations.

The seller of pulpwood stumpage, with the exception of the large
landowners, has very little information upon which to develop a stump-
age price. The average landowner has no knowledge of timber production
costs, and without the production costs, the landowner can determine
only the price of the delivered pulpwood. The seller is forced to depend
upon recent pulpwood sales in the adjacent areas and upon the pulpwood

producers trying to buy his timber for an estimate of the proper price.
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The only procedure open to the seller is to bargain on the theory that
the producer!s offer is the minimum price for the timber.

Actually, the buyer is in almost as bad a position. With the ex-
ception of the full-time producers, the average pulpwood operator has
little knowledge of the costs involved. Quite often, he is seeking
stumpage to complete a contract which was partially filled by timber
from his own woodlot or he is attempting to make his slack time more
productive. In any case, he does not have the background to determine
his full costs. This is especially true for the small aspen producer
who is using family labor at minimum or no cost and farm equipment and
trucks to keep them from being idle. The stumpage offer, perhaps tem-
pered by a rough cost estimate, is based on other recent stumpage
prices. In the final analysis, small private stumpage prices are deter-
mined for each individual sale by negotiations between two rather ill-
informed parties.

Federal and large private stumpage prices are usually quite care-
fully calculated by the landowners on the basis of complete knowledge
of the factors involved, including a definite rate of return for the
stumpage buyer. For state stumpage sales, the price is based on "going"
market prices for stumpage in recent sales in neighboring areas.

The stumpage prices demanded by the U. S. Forest Service are well
conceived, assuming that the allowance for profit and loss is acceptable.
The allowances for logging costs are based on studies involving hundreds
of cords cut on the various national forests and surrounding areas.
Theée costs are established by area and species or species group, and
are applied by the forest officers in the areas concerned. Hauling

costs are determined for the various types of roads that are traveled

s
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in transporting the pulpwood from the forest to the point of title trans-
fer. The fact that the hauling costs vary with the type of road can
make this a very critical point in cost calculations.

The result of so many different methods of stumpage price deter-
mination is widely varying prices. Differences between the highest and
lowest accepted prices for stumpage on state forests were $2.00 per cord
for aspen, $2.50 for pine, $4.00 for balsam fir, $6.75 for spruce, $2.50
for hemlock, and $2.15 for the miscel laneous hardwoods in the Upper
Peninsula (Table 13). In the Lower Peninsula, the variations were not as
great, but were $0.65 for aspen, $3.00 for pine, $2.50 for balsam fir,
$3.25 for spruce, and $1.00 for the miscellaneous hardwoods. Prices
pald by reporting pulp companies show a much smaller spread, but tended
to be higher than the median indicated by state forest prices. The
smaller variations in Lower Michigan prices are due to differences in
hauling distances tempered by sliding price scales. The wide differences

TABLE 13.- Range of stumpage prices on state forests in Michigan by
species: 1958

Upper Peninsula Lower Peninsula
Species Prices in Dollars Prices in Dollars
per Cord per Cord
Aspen 1.00 - 3.00 0.75 - 1.LO
Pine 1.50 - L.0O 1.00 - L4.00
Balsam Fir 1.00 - 5.00 1.50 - 4.00
Spruce 2.00 - 8.75 1.75 - 5.00
Hemlock 1.50 - 3.00  —e---
Miscellaneous
Hardwoods 0.35 - 2.50 0.50 - 1.50

Source: Forestry Division, Michigan Department of Conservation,
Lansing, Michigan
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between the maximum and minimum prices accepted in the Upper Peninsula are
caused by accessibility difficulties and development expenses.

The effects of competition between buyers and the negotiating abili-
ties of the buyers and sellers is shown in the comparison of the average
stumpage prices received by state, Federal, and private landowners (Table
1L4). With the exception of aspen and pine, the private landowners re-
ceive higher stumpage prices than the public agencies, with the difference
becoming quite substantial in the Lower Peninsula. Prices in the Upper
Peninsula are from $0.50 to $1.00 higher than in the Lower Peninsula if
pine and the miscellaneous hardwoods are excepted.

The higher private prices are not at all surprising when the methods
of pricing on public lands and the differences in location are considered.
The average private sale is based on prices received from other recent
sales. As the best sources of this information are the public agencies,
it is quite natural that the sellers accept their prices, but as minimum.
The private lands are usually better located in regard to transportation
facilities, and have fewer cutting restrictions than the public lands,
permitting the private landowners to demand an increase in price based on
the decrease in the Ather production costs. The buyer, on the other hand,
is willing to pay a higher stumpage price, not only because of the lower
costs of production, but also because of the methods of payment. The
ability to produce pulpwood without having to make large advance pay-
ments encourages the use of private lands at higher prices by the small

producers.

Logging Costs

Logging costs, for the purposes of this study, are those costs
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incurred between felling standing trees and depositing the pulp sticks at
roadside for transportation. The logging operation may be divided into
felling and budking, peeling (if required), skidding, developmental costs
and general overhead costs.

The felling and bucking operation is normally carried on by the same
man or team. The tree is felled, usually with a power saw, limbs trimmed
off to the minimum acceptable top diameter, the top cut off and the bare
stem cut or bucked into pulpwood sticks (normally 100 inches in length) in
one operation.1 The operator is paid on the basis of the number of sticks
or pleces produced. The price per piece varies between species and be-
tween operations, but normally falls between $0.08 and $0.12 per piece.
For comparison purposes, however, all costs will be given on a per cord
basis (Table 15). |

The wide variation in felling and bucking costs is due primarily to
the physical factors of the work. The differences in the number and size
of the trees ocut, the quality of the timber, the density and composition
of the stand, and the total volume per acre cause changes in the piece
rate as they affect the ease of logging. The rate increases as the amount
of time and energy required to produce a cord of pulpwood increases. This
may give rise to differences in the felling and bucking costs where the
pulpwood stick is to be peeled or left rough. The Forest Service found
that the felling and bucking costs for aspen were $0.17 per cord more for

the peeled pulpwood in the Upper Peninsula and $0.15 more in Lower

Michigan.

1The procedure of skidding the trimmed and topped stems to the
woods loading deck before bucking is not as common in the Lake States
as it is in the South. Thus, felling and bucking is considered one
operation for cost purposes.
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Peeling costs are mainly incurred in aspen production although there
is someldemand for peeled pulpwood of other species. This cost is ex-
tremely variable both between species and within a given species depending
upon the method of peeling and the season. On the average, peeling costs
sbout $2.79 per cord for aspen (with a range of $2.00 to $5.00) and $4.63
per cord for spruce and balsam fir. Within a given species, the rate
tends to vary greatly because of the methods used. One firm using a
portable debarker on aspen charges $4.00 per cord. As $1.00 per cord
goes for mortgage payments and the machine rate is $1.00 per cord, the
operator in this case is making a gross profit of $2.00 per cord (Hensel,
1960). However, labor costs amounting to $1.75 per cord reduce the
apparent profit to $0.25 per cord. Since most mills pay approximately
$5.00 per cord more for peeled pulpwood, a producer carrying out the en-

ire operation could possibly increase this particular profit margin to
$1.25 per cord.

Skidding costs are a function of the type of equipment used, the
distance of skid, size and spacing of timber cut, and the general topo-
graphic features of the area. An analysis by species would merely indi-
cate the differences in location of the different species rather than any
inherent characteristics of the species. Skidding costs range from $1.50
to $6.18 per cord in the Upper Peninsula and from $1.50 to $4.L8 in the
Lower Peninsula. They average $3.05 in the Upper Peninsula and $3.61 in
Lower Michigan. These differences reflect, to some extent, the differences
in terrain and in the woods road networks in the two peninsulas. The
higher skidding costs for spruce and balsam fir in the Lower Peninsula in-
dicate the limited access to these two species in this area.

The remaining costs of logging are primarily those connected with the
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development of the area to be logged and the overhead costs incurred in
any business operation. The development costs consist of road and camp
construction; the latter occurring only occasionally in Upper Michigan.
The Forest Service (1959¢) lists camp costs at $0.1lL per cord on one
national forest in Upper Michigan. Road construction is necessary on the
larger operations; on the smaller operations, road construction is held
to minimum by extending the skidding distance and by the use of drays.
Roads represent a considerable expense, often exceeding $1.00 per cord.

The overhead costs vary greatly and directly with the size of the
operation. The smaller family operations have almost no overhead whilie
the large, full-time operations have a constant, large overhead. Quite
often, the overhead costs vary directly with the development costs as
the overhead includes supervision, maintenance and the general operational
expenses. As an indication of this, in the Upper Peninsula where the
pulpwood logging chances are more difficult to operate, the overhead costs
average $1.79 per cord while ranging from $1.16 to $2.33. In Lower
Michigan, these costs range from $0.68 to $0.90 and average $0.81 per
cord.

In all cases, supervision is the major overhead cost. On one
national forest, insurance accounted for a large part, reaching $1.30 in
the case of spruce and balsam fir logging. However, this was due pri-
marily to the size of operation on the forest. The remaining national
forests reported insurance at $0.0L or less per cord regardless of the
species logged.

Pulp-company estimates of logging costs tend to be slightly less
than those of the Forest Service. Reporting mills estimated total log-

ging costs as $6.50 per cord for rough aspen, $10.25 for peeled aspen,
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$7.25 for pine, and $12.00 for spruce and balsam fir in the Lower Penin-
sula. In the Upper Peninsula, pulp-company logging costs were $7.50 per
cord for rough aspen, $11.00 for peeled aspen, and $12.60 for spruce and
balsam fir. The major cause of the differences was a lower development
and general overhead cost. The felling and bucking costs were also esti-
mated to be lower than the Forest Service figures. However, all pulp

companies estimated peeling costs at $5.00 per cord.

Hauling Costs

Truck transportation of pulpwood, with the exceptlion of pulpwood
purchased at roadside, is the responsibility of the producer or the pulp-
wood middleman. ?he pulp companies will only accept wood on the railcar
or at the mill yard. Thus, hauling is necessary to create the required
place utility in order to complete the marketing transaction. In terms
of cost, hauling presents one of the more variable and yet one of the more
important costs of production.

In Michigan, the hauling costs vary between one-fifth and one-half of
the total costs of pulpwood production and may be the determining factor
in making the decision to produce pulpwood from a given area or a given
stand. In this respect, the pulp company may place limits on the area of
decision-making by designating acceptable rail loading points or by the
use of hauling bonuses. However, the final decision rests with the pulp-
wood seller and.his ability to obtain favorable transportation rates.

Although both dealers and producers transport small quantities of
pulpwood when they have the necessary vehicles, pulpwood hauling is
usually contracted out to independent hauling contractors on a per-unit-

of-volume basis. The rates are quite variable and are a function of
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distance, road conditions and the "going" rate patterns. For the small
operations or for short distances of haul, the rates are negotiated, and
bargaining abilities play an important part in rate making.

Truck hauling distances are greater in the Lower Peninsula, primarily
because all but one of the Lower Michigan pulp mills purchase delivered
pulpwood on the basis of a sliding price scale which increases price with
distance while the Upper Peninsula or Wisconsin mills make no attempt to
compensate the producer for the added costs incurred in delivery other
than the average $1.50 increase in price over wood delivered at the rail
siding. This sliding price scale is, basically, an increase in prices
pald in recognition of the costs of transporting the pulpwood a greater
than normal distance, and tends to be, at present, a rather arbitrary in-
crease rather than being actually based on the costs incurred.

Michigan pulp mills reported that hauling costs range from $3.00 to
$7.50 per cord. In the Lower Peninsula, the hauling costs were $4.50 per
cord for rough aspen, $4.00 for peeled aspen, $7.50 for piné, and $4.00
per cord for balsam fir and spruce. The cost of hauling balsam fir and
spruce in the Upper Peninsula was also $L4.00 per cord, but peeled aspen

cost only $3.75 per cord to haul to the mill.



CHAPTER XII
PULPWOOD PRICES

Pulpwood prices are amazingly stable over time. A study of the
prices for pulpwood paid by one Lower Michigan pulp mill found that
price changes occur only after remaining ét a constant level for periods
of six months to more than two years, and this without government price
controls (James, 1957, p. 53). But pulpwood prices do fluctuate over
time.

Wisconsin price reports show that after the removal of the World War
II price ceilings in 1947, pulpwood prices rose sharply, but after June
1948 they began to decline, except for pine which continued to rise and
aspen, which remained constant for all of 1948 (Fig. 16). In 1949, all
prices declined, reaching a point well below the 1947 ceiling by early
1950. From this low, prices rose again until the Korean War ceiling went
into effect in 1951 During this period of ceiling prices, pulpwood prices
declined slightly and then became stable. After the removal of the ceil-
ings in March, 1953, pulpwood prices rose rapidly for six months for all
species except balsam fir. Then in 195L, prices declined, the decrease
being followed by a trend toward stabilization for all species except
spruce, which started to increase in price. By 1957, prices for aspen
and pine were below the high of 1951 and 1953, but they exceeded the
World War II ceiling and equaled the Korean War prices. Balsam fir prices
exceeded the wartime ceilings but were still below the 1951 high. Only
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the price for spruce exceeded the previous highs and showed an upward
trend.

The lack of rapid change is due to the type of market. There exists
a large number of sellers, each too small in operation for his actions to
have any great effect upon his competitors, attempting to sell an undif-
ferentiated product to one or more of a small number of buyers, each large
enough in operation for his actions to have a very decided effect upon his
competitors. Thus, the prices for pulpwood, being determined by the pulp
companies, become stable. No company wishes to raise prices, which would
cause an increase in its costs of production and would b; immediately
countered by a similar increase on the part of its rivals. An equal reluc-
tance to lower prices is due to the fact that such a reduction, if not fol-
lowed at once by the other mills, would cause a reduction in procurement
and a curtailing of the pulpwood supply as the sellers turn to the mills
offering the higher prices. Since almost all Michigan pulpwood is pro-
cured under contracts with periods of three to six months, price changes--
particularly price reductions--are difficult to establish with the expec-
tation that the other pulp mills will rapidly follow. The oligopsonistic
market for pulpwood in Michigan automatically tends toward a stable price.

As an oligopsonistic market tends toward price stability and as the
pulp companies set pulpwood prices, the question arises as to the "fair-
ness" of these stable, buyer-determined prices. The actual determination
of what constitutes a "fair" price for pulpwood is beyond the scope of
this study, but certain comparisons can be made to indicate the differences
in returns received by the pulpwood producer and the pulpwood buyer on the
basis of the prices each receives for his final product, and an examination

made of the prices offered by the various mills.
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Comparison of Pulpwood and Pulp and Paper Prices

Pulpwood prices have not maintained their relationship with pulp and
paper prices over the last ten years. Since 1951, pulpwood costs have
made up a steadily decreasing percentage of the cost of paper products.
The pulp and paper industry has managed to keep its raw material costs
well below the average costs for all wholesale commodities while, except
in 1950, managing to keep paper prices above them (Fig. 17).

The removal of the World War II ceiling prices and the postwar boom
caused paper prices to rise almost LS index points by 19L9, while Take
States pulpwood prices rose 80 points. After a slight recession in 1949,
which lowered paper prices, but did not affect pulpwood prices, the Korean
War increased the demand for paper products, and prices rose 25 points in
1950. The accelerator effect upon pulpwood increased its price almost LS
points over the 1949 level. However, by 1953 pulpwood prices had declined
to an index of 130 while paper prices had risen to 170. Following a slight
decline in 1953, paper prices rose in 1957, to an index of 194 while pulp-
wood prices rose to 134. It is interesting to note that the price index
for Southern pine pulpwood has shown a similar trend, except that it has
always risen and has always been higher than the Lake States pulpwood
price index except from June 1950 to late 1951. The Southern pine pulp-
wood index increased in 1950, but then leveled out in 1951 rather than de-
clining. The regularity of the index rise and the stability of the pla-
teaus indicates a well controlled price, much more so than that of the
Lake States pulpwood.

Thus, it appears that pulpwood prices are not following even the

general pattern of paper prices so that the gap between the two is
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constantly increasing. In addition, it appears that pulpwood prices are
failing to maintain their position in regard to the price of all wholesale
commodities, and they are failing to increase with their own costs. In
the ten-year period 1947-1956, labor cosfs rose 38 percent while paper
prices rose 39 percent and the paper industry profits rose 70 percent
even after taxes (Stoddard, 1959, p. L1). In the same period, pulpwood
production in the Lake States increased 2l percent.

It is somewhat strange that production should increase while the
costs of production are increasing faster than price. On the supply side,
it may be said that as the costs are increasing faster than the price, the
operator must sell more cords in order to maintain his income at the pre-
vious level. This automatically insures the pulp mills an increasing
quantity so no further increases in price are necessary to bring forth the
extra pulpwood supply needed to meet an increasing demand for paper pro-
ducts. Economically, this may be correct, but examination of a similar
price situation in the Canadian pulp and paper industry found that such
trends in prices and costs were due entirely to restrictive trade prac-

tices on the part of the industry (Canadian Restrictive Trade Practices

Commission, 1958).

Pulpwood Prices in Michigan

Prices for Michigan-produced softwood pulpwood tend to be higher than
elsewhere in the nation while hardwood pulpwood prices are approximately
the same in all regions (U. S. Forest Service and Commodity Stabilization
Service, 1958, p. 9). The difference in prices for the s;me species is
due primarily to labor costs and accessibility of the timber, although the

quality of the Lake States softwood pulpwood may be a factor.
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In the Lake States, the price for any particular species varies very
little, and the more limited the area the more uniform the price becomes.
Michigan prices appear to vary considerably due to differences in procure-
ment methods and the use of middlemen by the pulp mills involved (Table
16). The price paid for pulpwood delivered at the pulp mill is the base
price paid, but middleman fees and graduated hauling bonuses may increase
it. The price decreases as pulp mill buyers procure pulpwood at points
other than the mill woodyard and the companies absorb the additional trans-
portation expenses. Quoted prices may seem to differ remarkably as they
may be given for pulpwood delivered at the pulp mill (plus varying distance-
of-haul additions), delivered on board railcars at designated railroad
sidings, or delivered at roadside. However, if the maximum f. o. b. rail-
car prices are used for study, most of the differences due to the various
procurement methods are eliminated and a very definite pattern emerges.

In most cases, variations between pulp company prices for a given species
will fall within the $0.50 to $1.00 middleman fee, and will almost indi-
cate if the company employs the services of a middleman, an&, if so, the
type of middleman employed. The use of the maximum f. o. b. railcar
price also eliminates price variations for those mills which purchase
pulpwood directly from the producers and employ both types of middlemen.

Peeled pulpwood brings a higher price than the rough wood of the
same species and exhibits the greatest variation in the prices offered
by the mills. Peeled hardwoods other than aspen and white birch have
the greatest variation--showing a price difference of as much as $8.00
per cord above the f. o. b. railcar price of the rough hardwood pulp-

wood. The price increase ranges from $4.00 to $6.00 for spruce, and

$5.00 to $5.50 for balsam fir. The average price increases for peeled
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TABLE 16.- Maximum prices offered for Michigan produced pulpwood by Michigen
and Wisconsin pulp mills by species and method of delivery: 1958

Aspen and
White Birch Spruce
Rough Peeled Rough Peeled
Mill Number
and Rail- Rail- Rail- Rail-
Location Mill |car Mill |car Mill |car Mill |car
- - Dollars per Cord - -
Lower Peninsula
1 12.00 16.50
2 12.50{11.00 |18.00{16.00
3 17.00
L 12.00
S 22.50[19.50 | 23.00| 28.00
6 21.00{16.50
Upper Peninsula
7 13.00
8 21.50[20.00 |29.50|28.00
9 19.50 28.50(27.00
10 20.50(19.00 | 29.50/28.00 | 34.50(33.00
Wisconsin
11 22,00} 20.50 | 30.00| 28.50| 35.00| 33.50
12 13.00 19.00 27.00 32.00
13 13.00 19.00 27.00 32.00
1L 27.00 32.00
15 19.00
16
17 27.00
18 21.00 27.50 32.50
19 14.00 21.00 28.00 34.00
20 14.00 21.00 29.00 3L4.00
21 20.50[19.00 | 29.50]/29.00 | 3L4.50|33.00
22 20.00 28.00
23

Source: Pulp mill questionnaires
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TABLE 16.- Continued

Balsam Fir Pine Hemlock Miscellaneous
Hardwoods
Rough Peeled Rough Rough Rough
Rail- Rail- Rail- Rail- Rail-
Mill | car Mill | car Mill | car Mill | car Mill | car

- - Dollars per Cord - -

16.50 16.50 | 16.50 13.00
18.00 16.00| 18.00 | 16.00

28.00} 23.00 28.00

2Lh.50] 23.00
23.50| 22.00 18.50
2h.50| 23.00| 29.50]| 28.00

25.00}| 23.50 | 30.00{ 28.50

22.00 27.00
22.00 27.00
22.00 27.00 20.00
13.00
22.00 19.00
21.00 26.50 18.00 18.00
24.00 29.00 19.00
2L4.00 29.00 19.00
24.50| 23.00 | 29.50| 28.00

23.00
20.00
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pulpwood is approximately $5.00 per cord.

This price increase for peeled pulpwood is an arbitrary recognition
of the increase in the costs of production and of the increase in the
volume of solid wood per cord resulting from the removal of the bark. It
usually exceeds the costs of peeling by $0.75 to $1.50, and on a percentage
basis is equal to or greater than the 15 percent increase in solid wood per
cord.

Comparison of prices for the different species gives an excellent
reason why the Lake States pulp mills are turning more and more to using
greater quantities of aspen and the other hardwoods in place of increasing
consumption of the old favorites, spruce and balsam fir. The development
of a $10 to $15 difference in per-cord costs can represent a very large
sum when considered in relation to the total consumption. However, the
technological demands of the paper making industry still require the more
expensive pulpwood to maintain paper quality.

Average Michigan pulpwood prices, f. o. b. railcar, are $27.77 per
rough cord for spruce, $22.36 for balsam fir, $18.71 for hemlock, $17.00
for pine, and $13.00 for aspen and the other hardwoods. Peeling will in-
crease these prices by $4.90 for spruce, $L.LL for balsam fir, and $6.27
for aspen. However, in terms of the two major divisions of the state,
aspen, pine, and hemlock are from $2.00 to $3.00 per cord higher in the
Upper Peninsula than in Lower Michigan while the other species are almost
the same regardless of location.

The variations in price among the different species are due primarily
to the quantity and location of the supply, although differences in pro-
duction costs are slightly reflected. For example, spruce removal is

reaching its maximum allowable cut on public lands and is being exceeded
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on the.easily accessible private lands. The remaining private stands are
more difficult to enter due to the physical aspects of the site. The
higher prices paid for spruce are necessary to encourage the entrepreneur
to undertake production, and as pulpwood harvesting on the more difficult
sites requires special equipment and ability, the price difference between
spruce and the other species is not necessarily proportional to the actual
differences in the costs of production. This is best shown when spruce is
compared with another species such as aspen. Aspen stands are ubiquitous
and the allowable cut far exceeds the actual cut. Because of its abundance
and ease of access, aspen is the favorite of the unskilled, part-time pro-
ducer, who has little equipment. As a result, the costs of production of
spruce exceed those for aspen by $9.03, but the price received for spruce
exceeds that for aspen by $14.77.

Although in pulpwood marketing, as in marketing most rough forest
products, the price is determined by the buyer, the spruce and galsam fir
buyer must offer a price which yields the producer a greater return on his
managerial ability than is normally the case. Those species which require--
if the term may be used--professional services yield a higher ratio of re-
turn when comparing costs and prices than those which can be harvested by--

again a term--amateurs.

Competition
All pulp mills do not procure pulpwood in the same area, do not use

the same rail sidings, and do not have the same distances of haul; yet the
prices offered by the pulp mills for a given species are almost the same.
Price competition between pulp mills for Michigan produced pulpwood is

almost completely lacking. In most cases, the differences in quoted
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maximum f. o. b. rallcar prices may be explained as differences in pro-
curement methods as they fall within the middleman fee range. The few
instances where price differences exceed this may possibly be explained
as a time lag in price following.

Price leadership may be present in the pricing of Michigan pulpwood.
It is not possible in this study to determine to what extent it is being
used and where the leadership lies, but the existing price structure and
past movements indicate that some sort of pricing arrangement exists, and
procurement agents for the smaller pulp mills do base their prices cn those
of the larger mills. Logically, in the Lower Peninsula, price leadership
would be by species, with the leader for a given species being the pulp
mill consuming the greatest quantity of that species, but in the Upper
Peninsula where there are a greater number of mills competing for the
same species, it is more difficult to place leadership. In fact, the ex-
istence of a single price leader is questionable. In all probability, the
leadership role, if it occurs, passes from one to another of the larger
mills in no prescribed manner. The consistent charge of collusion makes
the data avallable subject to possible inadequacies.

The lack of price competition does not preclude the presence of all
competition in pulpwood procurement. The pulp mill procurement agents vie
in their efforts to provide the producers with stumpage and credit while
the pulp companies grant hauling bonuses and roadside purchases to en-
courage producers to deal with them. The rapidity of payment is very
important in this non-price competition.

The best measure of this type of competition is the total cost to
the pulp company of the pulpwood delivered at the mill yard. Because of

differences in freight rates and hauling distances, the pulp mills absorb
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different transportation costs. Rail rates from a single loading point
often differ for the pulp mills accepting pulpwood at this point, causing
large differences in the total costs of the pulpwood. Because of this,
the costs of pulpwood for one mill may be the price plus a few dollars
per cord for transportation, while another mill, paying the same price,
is paying almost half the price of the pulpwood for transportation. The
total cost of the pulpwood for the second mill is almost half again as
much as for the first. This difference in the costs of procurement indi-
cates there 1s competition between the pulp companies for pulpwood, but
the pulpwood producer does not necessarily benefit from it in terms of an
increased price.

Although pulpwood prices in Michigan are more or less fixed by the
pulp companies, they are affected to some extent by the costs of produc-
tion. 1In LowerlMichigan, where the differences in total procurement of a
given species permits one mill to dominate the market for the species,
prices tend to be the minimum which will induce a seller to market his
pulpwood. However, as this price must cover at least what a producer
considers to be his costs of production, it cannot fall below a certain
level. As a result, prices for the more accessible pulpwood in the Lower
Peninsula are from $1.00 to $2.00 per cord less than for the same species
in the Upper Peninsula because of an almost equal reduction in the cost
of production.

Competition for Michigan produced pulpwood is not reflected in the
market price, but rather in the costs to the pulp mills. The attracting
of the sellers is based upon the offering of aids rather than price in-

creases. The prices offered, set by the pulp companies and maintained by
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a reluctance to enter into price competition, are based upon minimum
costs of production plus an allowance for skill and equipment for those

species more difficult to harvest.



‘CHAPTER XIII

PULPWOOD TRANSPORTATION1

The transportation of pulpwood is a complex subject. It extends
beyond being a simple cost of production in that the pulp companies
often assume part of this cost. The use of sliding price scales for
pulpwood delivered at the mill and purchases of pulpwood on railcars and
at roadside shift the payment of transportation charges to the buyers as
a cost of procurement. The reduction in price accompanying the transfer
of the point of title exchange away from the pulp mill is seldom equal
to the additional transportation cost. While the mills are not equi-
distant from the source of supply, the purchase price is the same for all
mills. Thus, the assumption of the transportation costs acts as a major
form of non-price competition between the pulp mills.

Michigan-produced pulpwood moved to market in 1958 almost equally

by truck and rail, but there were great differences in the use of the

IMuch of the material in this chapter was published in the Michigan
Quarterly under the title "Transportation Costs to Pulpwood Shippers in
Lower Michigan.® (James and Lewis, 1960P°.)
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two methods by the various markets (Table 17).1 Trucks delivered directly

TABLE 17.- Receipts of Michigan-produced pulpwood at Michigan and Wisconsin
pulp mills by method of delivery: 1958

Pércentage of Receipts by
Destination Method of Delivery

Truck Rail

Michigan Mills

Lower Peninsula 82.4 17.6
Upper Peninsula 57.4h L2.6
A1l Michigan Mills 73.2 26.8
A1l Wisconsin Mills 15.6 8L.L
A1l Mills 53.8 L6.2

to the mill some 82 percent of the Michigan-produced pulpwood consumed by
Lower Michigan pulp mills, but they moved only 16 percent of the Michigan-
produced pulpwood consumed by the Wisconsin mills. Such differences in-
dicate variations in length of haul, payment procedures, competitive con-
ditions, and carrier regulations and rates. In general, the Wisconsin
mills, being further from the pulpwond production areas than the Michigan
mills, have to procure more of their wood with longer hauls. As trucking
costs are greater for the longer hauls than rail charges, plus the fact
that delivery in Wisconsin is in the interstate commerce category, truck-

ing tends to be relatively expensive. In addition, competition from the

lPulpwood imported into the state by water transportation is a
special case and will be omitted. Almost no Michigan-produced pulpwood
is. transported by water.
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Upper Peninsula mills tends to force the Wisconsin mills to pay the same
price and absorb the transportation costs or to pay higher prices. The
present attitude of the pulp companies toward price competition makes
the latter course unacceptable.

The Upper Michigan pulp mills had the shortest lengths of haul of
all the areas studied: maximums of 100 miles by truck and 137 miles by
rail. Nevertheless, only 57 percent of their pulpwood was delivered at
the mill by truck. Competition from the Wisconsin mills causes them to
buy pulpwood on the railcar, especially in the western half of the
Peninsula. The shorter distance of haul and the absence of interstate
commerce regulations tends to make the general trucking costs lower than
for the Wisconsin mills. This permits much more use of truck delivery,
primarily from the eastern part of the Upper Peninsula. As 100 miles is
the maximum length of haul, not the average, the $1.50 per cord addition
to the railcar price for mill-delivered wood should cover much of the
transportation costs of an average haul.

In the Lower Peninsula, the pulp companies received wood from a
maximum of 250 miles by truck and LOO miles by rail, but rail-delivered
pulpwood accounted for less than 20 percent of the total consumption.
The prevalence of truck-delivered pulpwood is due primarily to the lack
of competition, the presence of sliding price scales, and roadside pur-
chase by one of the largest consumers of Michigan-produced pulpwood. 1In
addition, two pulp mills, consuming 50 percent of the pulpwood produced
in the Lower Peninsula, are located quite close to the sources of pulp-
wood (within 150 miles), and one restricts its entire procurement to

truck delivered pulpwood.
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Truck Transportation

Truck transportation is normally the responsibility of the pulp-
wood seller and is considered a cost of production. However, the pulp
companies have recognized this cost as one which they can help the pro-
ducer to reduce. One Lower Michigan mill purchases Michigan-produced
pulpwood at roadside and provides the necessary transportation at pulp
company exvense, Six Lower Michigan pulp mills provide sliding price
scales for pulpwood delivered at the mill to pay higher prices for longer
distances of haul. With the exception of four Michigan mills, two of
which are consuming less than 200 cords per year, all the pulp mills in
Michigan and Wisconsin designate rail loading points at which they will
purchase Michigan-produced pulpwood to eliminate long truck hauls by
producers.

The use of roadside purchase of pulpwood is limited to one pulp
company.1 The pulpwood is purchased at a price of $L.00 per cord less
for aspen and $5.50 per cord less for pine and hemlock than is paid for
the same pulpwood f. o. b. railcar. Procurement by this method is
limited to areas beyond a 75-mile radius of the mill. Transportation

i3 contracted with a common carrier at a rate schedule as followss

Distance of Haul Rate per Mile per Cord
(Miles) (Dollars)
Less than 100 0.065
100 - 150 0.055
More than 150 0.0L9

lTwo Wisconsin pulp mills also purchase at roadside, but they
procure no Michlgan-produced pulpwood in this manner.
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Hauling zosts for distances exceeding 75 miles for aspen and 85
miles for pine and hemlock are greater than the differences in the prices
paid for the pulpwood while hauling costs incurred for distances exceed-
ing 100 miles are gfeater than the maximum sliding scale price increase
for pulpwood delivered directly to the mill by the producers.

Producer truck hauling of pulpwood may be divided into three
classess short hauls to rail sidings, long hauls to rail sidings, and
hauls to the pulp mills. The short hauls to the rail sidings are usually
from 5 to 10 miles while the long hauls rarely exceed 30 miles; the median
distance is 15 miles. In order to determine the cost, the pulpwood seller
negotiates a contract hauling rate with a local trucker. Usually, this
rate also includes the cost of transferring pulpwood from the truck to the
railcar. If the transfer cost is not included, an additional cost of
approximately $1.00 per cord may be incurred in loading the railcar.

The distance of haul to the pulp mills in Lower Michigan has a very
wide spread, ranging from 10 to 250 miles depending on the mill receiving
the pulpwood and the species delivered. In Lower Michigan, the median
hauling distances are quite variables 200 miles for rough spruce and
balsam fir and 70 miles for peeled aspen going to one mill, 90 miles for
rough aspen and pine and 65 miles for peeled aspen to another, 60 miles
for all species to a third mill, and 100 miles for all species to other
mills. All pulp companies pay a higher price for mill-delivered pulpwood
and assume unloading costs in recognition of the increased hauling costs
to the seller and the savings in procurement costs to the company. Some
Michigan mills have gone further.

Six of the seven pulp mills in Lower Michigan use a sliding price

scale or hauling bonus to encourage delivery of pulpwood at the mill by
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the producers. The sliding scale is normally based on a $0.50 per cord
increase in hauling distance beyond the first 50 miles, but variations
do exist (Table 18). In comparison with the $0.065 per cord per mile
TABLE 18.- Sliding price scale additions to the base price for different

distances of haul used by six Lower Michigan pulp mills for truck de-
livered pulpwood: 1958

Mills
Distance
of Haul
A B C D E F
Miles Dollars per Cord
0- 25
26 - 50 0.80 0.50
51 - 175 1.20 0.50 0.50 1.00 0.50
76 - 100 1.60 1.00 1.00 1.00 0.50
101 - 125 2.00 1.50 1.50 1.00 1.50 1.00
126 - 150 1.00 2.00 1.00
151 - 175 1.50 2.50 1.50
176 - 200 1.50 3.00 1.50
Over 200 3.00 3.00 2.00

rate, it would appear that the price increase of $0.01 per cord-mile
does not cover the costs of transportation, but as the direct haul to
the mill automatically increases the price approximately $5.00 per cord
above the roadside price and $1.50 over the f. o. b. railcar price, while

eliminating a $1.00 per cord handling charge in the latter case, the
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hauling bonus makes direct delivery even more attractive. However, the
sliding scale price increase is more of an attempt to reduce the rate at
which hauling costs make inroads upon the margin rather than an effort
by the pulp companies to absorb all the hauling costs.

Truck-hauling rates for delivering pulpwood to the mill or to the
rail sidings are a function of distance, road conditions, bargaining
ability, and local rate patterns. For the longer hauls which exceed 75
miles, most pulpwood truckers in Lower Michigan follow the formula used
by the common carrier transporting roadside purchases, but the rates for
the shorter hauls are negotiated. As a result, the short-haul rates
tend to be somewhat variable, but on the average they are $3.00 for hauls
of 10 miles or less, $L.00 at 20 miles, $5.00 at LO miles, and $6.00 at
90 miles (Table 19). Formula rates are calculated at $4.87 per cord for
75 miles, $6.50 for 100 miles, $8.25 for 150 miles, $9.80 for 200 miles,
and $12.25 for 250 miles.

These rates are the costs of transportation to the seller and do not
necessarily reflect the costs to the truckers. Although no detailed study
has been made, it was found that many truckers do not understand the
nature of fixed costs, and sometimes underestimate their actual costs of
operation. They find that, when their equipment needs replacing, the
rharges have not covered the total costs, and funds are not available to

procure the needed replacement equipment.

Rail Transportation in Lower Michigan

When a pulp company purchases pulpwood f. o. b. railcar, the rail
transportation charges become the responsibility of the pulp company.

As the rates are not the same for all rail loading points, all pulp
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TABLE 19.- Average contract truck-hauling charges for direct deliveries
of pulpwood to Lower Michigan pulp mills by distances of haul: 1957

Distance Average Charge Distance Average Charge
per Cord per Cord
Miles Dollars Miles Dollars
10 3.00 140 7.70
20 .00 150 8.20
30 L.50 160 8.20
Lo 5.00 170 8.Lho
S0 5.00 180 8.80
60 5.00 190 9.30
70 5.50 200 9.80
80 5.50 210 10.30
90 6.00 220 10.80
100 6.25 230 11.30
110 6.25 20 11.80
120 6.60 250 12.30
130 7.20

companies reserve the right to select these loading points at which they
will purchase pulpwood.
Pulpwood rail transportation rates are quite complex in structure,
but the following generalizations can be made concerning them:
1. Pulpwood hauling rates may be quite different for different
railroads fo; comparable and for non-comparable loading points.
2. Pulpwood hauling rates may be quite different for the same
railroad for comparable hauls to different pulp mills.
3. Pulpwood hauling rates may be quite different for the same

railroad for comparable hauls to the same pulp mill, but from
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different loading points.
L. Pulpwood hauling rates tend to increase with distance, but in
a very irregular manner.

5. Pulpwood hauling rates tend to increase as the number of rail-

roads used for one haul increases.

These generalities are best explained in a comparison of distances
of hauls, numbers of railroads involved, and the rates for shipment of
pulpwood from those loading points presently being used by selected Lower
Michigan pulp mills (Table 20). The rates are indicated in cents per 100
pounds, but can be converted into per cord costs in accordance with a
railroad-accepted, standardized weight schedule listing peeled aspen at
3,000 pounds per cord, rough aspen at L,000 pounds, rough pine at L4,100
pounds, rough spruce at L,L400 pounds, and rough balsam fir and the mis-
cellaneous hardwoods at 4,700 pounds per cord.

The most notable thing about rail rates for loading points in use
is the consistency with which they fall between 15 and 19 cents per 100
pounds while the distances of haul range from 60 to 354 miles. Only S
of the 28 loading points have rates higher than 19 cents while one has
a rate lower than 15 cents, but the shortest distance of haul has a rate
of 25 cents while the longest has a rate of 17 cents per 100 pounds.1

Mill A receives nearly all of its rail wood over distances ranging
from 105 to 306 miles at a flat 19 cents per 100 pounds of any species,
but wood obtained from Loading Point 17 (60 miles) costs 25 cents and

wood from Loading Point L (67 miles) costs 33 cents. Mill B pays 25 to

1Railroads prefer to haul as far as possible on their own lines and
capture a larger share of the total freight bill. The resulting dis-
tance of haul may be considerably more than the shortest route from load-
ing point to mill. The charge, however, is based on the mimimum-distance

route.
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TABLE 20.- Distances, number of railroad lines involved, and rates per
100 pounds for pulpwood shipments from loading points in use to Lower
Michigan pulp mills: 1957

Mill A Mill B
Loading
Points Distance Lines Rate Distance Lines Rate
Miles Number | Cents Miles Number | Cents
1 235 2 19
2 267 2 17
3 105 1 19
L 67 1 33
5 306 2 19
6
7
8 2ué6 2 19
9 71 1 12
10 ' 115 2 25
11
12 228 1 19
13 201 1 19 26l 2 17
14 195 2 19
15 201 2 19
16 62 1 12
17 60 1 25
18 257 1 19
19 129 2 32
20 279 2 19 334 2 17
21 238 2 15
22 322 2 17
23 186 1 19 2L9 2 15
2L
25 121 2 25
26 169 2 19
27
28 22l 2 15

Source: Lee M. James and Gordon D. Lewis, "Transportation Costs
to Pulpwood Shippers in Lower Michigan," Quarterly Bulletin, Vol. k2,
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Mill C Mill D
Distance Lines Rate Distance Lines Rate
Miles Number Cents Miles Number Cents
306 2 17
207 1 19
242 2 15
163 1 37
2L5 2 17
236 2 17
267 2 15
272 2 17
292 2 18
177 1 37
351 2 17
255 2 15
221 2 15
208 2 15
169 1 37
2l 2 15
354 2 17
197 2 15

No. 3, Agricultural Experiment Station, Michigan State University, East

Lansing, Michigan, 1960, p. 52.
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32 cents per 100 pounds for wood brought in from three loading points 115
to 129 miles distant, but all wood brought in from greater distances (up
to 33L miles) comes in at substantially lower charges. Mill C pays 15
to 18 cents for all wood brought in from 208 miles to 354 distant on 1-
or 2-line hauls, yet it pays 37 cents from three nearer loading points on
1-1line hauls. Mill D has used only one loading point.

Irregularity in charges is most noticeable in the short rail hauls
below 100 miles. Little volume is moved over these short hauls of 60
to 71 miles, and it is obvious that pulp companies may be willing to pay
what appears to be an excessive hauling bill in some instances in order
to round out their supplies of species in high demand, to tap wood re-
sources of some localities of special interest to their wood procurement
agencies, or to facilitate the operations of reliable pulpwood suppliers.
Pulpwood is moved to Mill B at the lowest charge for these short hauls,
but charges for short hauls to Mill A are not in line comparatively with
charges for longer rail hauls.

In the distance zone from 115 to 177 miles, Mills B and C are faced
with hauling rates which seem inconsistently high with rates for longer
hauls. But again, it must be realized these are not prevailing charges.
They apply to special cases in which small volumes of wood are involved.

The use of rail loading points is not entirely governed by rate
alone. Examination of the rates and distances for 25 randomly selected
loading points out of a total of 63 available but not being used by the
pulp companies gives some indication of this (Table 21).

The structure of charges for those loading points not in use is
more confusing than that for loading points in use. The effect of dis-

tance or number of lines on charges is obscure. Shorter hauls are
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TABLE 21.- Distances, number of rallroad lines involved, and rate's per
100 pounds for pulpwood shipments from selected loading points not in
use in Lower Michigan: 1957
Mill A Mill B
Loading
Points Distance Lines Rate Distance Lines | Rate
Miles Number Cents Miles Number | Cents
1 288 2 Ll 171 2 26
2 312 1 26 138 1 13
3 150 1 19 212 2 15
L 297 2 19 352 2 17
5 21l 1 26 Lo 1 9.5
6 32l 1 26 150 1 13
7 217 1 26 97 1 13
8 25k 2 30 L3 2 19
9 184 2 L3 59 2 25
10 216 1 26 50 1 11
11 245 2 19 300 2 17
12 209 2 30 62 2 17
13 198 2 L3 70 2 26
1k 608 1 52 210 2 37
15 242 2 19 297 2 17
16 332 1 30 158 1 13
17 350 1 30 176 1 16
18 1L6 1 26 117 1 13
19 239 2 30 33 2 19
20 338 1 30 165 1 13
21 162 1 26 92 1 12
22 235 1 26 19 1 12
23 263 2 30 51 2 19
2l 240 1 26 1k 1 12
25 155 1 19 218 2 17

Source: Lee M. James and Gordon D. Lewis, "Transportation Costs to
Pulpwood Shippers in Lower Michigan," Quarterly Bulletin, Vol. L2, No. 3,
Agricultural Experiment Station, Michigan State Unliversity, East Lansing,
Michigan, 1960, p. 58.
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TABLE 21.- Continued

Mill C Mill D Mill E
Distance | Lines | Rate |Distance | Lines | Rate |Distance | Lines |Rate
Miles Number| Cents| Miles Number | Cents| Miles Number | Cents

24,0 1 L3 238 2 L9 312 2 L9
161 1 13 21hL 2 L2 2u8 1 22
185 2 15 238 1 22 208 2 22
369 2 17 387 2 25 k10 2 27
63 1 11 - - 32 150 1 15
172 1 13 226 2 L2 260 1 22
119 1l 13 173 2 36 107 1 19
315 2 29 196 3 Lo 204 2 2L

91 1 30 118 2 36 155 2 37
52 1 11 106 2 30 140 1 15
316 2 17 334 2 19 358 2 27
270 2 29 152 3 25 22 2 22
133 1 33 17 2 37 184 2 L3
258 1 L9 262 2 L9 293 2 L9
31k 2 17 332 2 19 355 2 27
180 1 16 23L 2 L2 168 1 22
199 1 16 253 2 L2 286 1 22
130 1 22 184 2 35 217 1 19
299 2 29 181 3 36 195 2 22
187 1 16 2l 2 L2 275 Sl 22
115 1 15 169 2 35 202 1 17
8L 1 18 138 2 36 171 1 17
324 2 29 205 3 Lo 213 2 2l
89 1 18 143 2 36 176 1 17
190 2 37 2L3 1 22 213 2 22




-210-
‘frequently more expensive than longer hauls, and l-line hauls are fre-
quently more expensive than 2-line hauls of comparable distance. Dis-
proportionately high charges are linked, in some instances, to the like-
1lihood of little pulpwood production in areas iributary to some loading
points.

Generalizing about the reasons for nonuse of loading points is more
difficult. One obvious factor is the prevalence of high freight rates.
As most of the charges for loading points in use fall in the range of 15
to 19 cents per 100 pounds, it might be presumed that, in general, load-
ing points are avoided by the pulp companies when charges exceed 19 cents
per 100 pounds. About half the quoted rates in Table 21 exceed this
amount.

Even among the charges at or below the 19-cent margin, many are un-
doubtedly ruled out by shippers on the basis of cost. This applies par-
ticularly to the short hauls of less than 100 miles where charges for
rail haul are not usually competitive with those of truck haul.

Other reasons can be advanced for the rejection of numerous loading
points. In any year, pulpwood operations do not occur equally everywhere.
If rail haul is used, the loading points most easily reached will be
sought; others will be avoided even though the charges from these points
may not be an obstacle. Mill B, for example, obtains the bulk of its
wood requirements within a short trucking radius; it does not need to ob-
tain much rail wood from greater distances, and therefore not many loading
points are needed. Mills A and C rely heavily on long rail deliveries,
but two nonprice factors--preference for species of restricted occurrence
and dealings with relatively few suppliers--limit the locations of load-

ing points to be used. Mill E has used a concentration-yard system which
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requires only one loading point.

The obtaining of specific species or the maintaining of reliable
sources sometimes requires the use of high-rate loading points in spite
of the additional cost. Thus, price is an important factor in selecting
loading points, but is not necessarily the controlling factor.

Comparison of Truck and Rail Transportation
Costs in Lower Michigan .

In comparing charges for rail and truck transportation, the points
of view of buyer and seller must be differentiated since the costs assumed
in each case are different.

Rall-delivered wood is purchased by Lower Michigan mills loaded on
cars at railroad sidings. Prices paid by each mill for each species are
standardized, usually the same at all points from which a mill will accept
delivery. Truck deliveries are purchased at standard prices in the mill
yard with price differentials paid on the basis of distance of haul.

Where trucked wood is purchased decked in the uopds, the woods price tends
to be based on the difference between the standard price at the mill yard
and the contract charge for hauling from woods to the mill. Unloading
costs from railcars or trucks in the mill yard are similar. Thus, the
difference in costs to the mill is determined essentially by a comparison
of rail transportation charges with price differentials paid for truck
deliveries of varying distances of haul.

Charges for railroad transportation from loading points in use are
compared with price differentials paid by pulp mills for direct truck de-
liveries from the same points (Table 22). The striking fact which emerges
in this comparison is the greater costs to the pulp mills of railroad

transportation. In nearly all instances where rail loading points are
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TABLE 22.- Comparison of charges for railroad transportation from loading
points in use with differentials for direct truck deliveries from the same
points to Lower Michigan pulp mills: 1957

Mill A
Rail Charges
Loading Truck
Points Peeled Rough Rough Differential?
Aspen Spruce Balsam Fir
- - Dollars per Cord - -
1 5.70 8.36 8.93 6.00
2
3 5.70 8.36 8.93 6.00
N 9.90 1h4.52 15.51 6.00
g 5.70 8.36 8.93 6.00
7
8 5.70 8.36 8.93 6.00
9
10
11
12 5.70 8.36 8.93 6.00
13 5.70 8.36 8.93 6.00
1k 5.70 8.36 8.93 6.00
lg 5.70 8.36 8.93 6.00
1
17 7.50 11.00 11.75 6.00
18 5.70 8.36 8.93 6.00
19
20 5.70 8.36 8.93 6.00
21
22
23 5.70 8.36 8.93 6.00
2l
25
26 5.70 8.36 8.93 6.00
27
28 -

8pifferential of $6 for spruce and balsam fir reduced to $L or $5
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TABLE 22.- Continued

Mill B Mill C Mill D
Rail Charges
Truck Truck Truck
Rail Differ- Differ- Rail Differ-
Charges ential Rough Rough ential Charges ential
Aspen Pine
- - Dollars per Cord - -
6.80 6097 5'75
6.80 4.50
5.70 5.00
6.00 | 6.15 5.75
L.80 1.50
10.00 2.50 14.80 ]15.17 L.75
6.80 | 6.97 5.75
6.80 L.50 6.80 | 6.97 5.75
6.00 | 6.15 5.75
6.80 6.97 5.75
4.80 1.50
7.20 7.38 5.75
12.80 3.00 14.80 | 15.17 Lh.75
6.80 L.50 6.80 6.97 5.75
6.00 L.50 6.00 6.15 5.75
6.80 L.50
6.00 L.50 6.00 6.15 5.7%
6.00 | 6.15 5.75
10.00 2.50 14.80 | 15.17 L.75
6.00 | 6.15 5.75
6.80 6.97 5.75
6.00 L.50 6.00 6.15 L.75

for peeled aspen.
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used, the pulp mills involved are assuming freight charges which are
greater than the price differentials offered for direct truck deliver-
ies. The excess is frequently in the neighborhood of several dollars
or more.

The transportation alternatives from the pulpwood seller's point of
view are truck hauling to railroad loading points and truck hauling to
mill yards.

Cost undqr the first alternative applies to a truck haul ranging
usually from 5 to 30 miles and includes an additional loading and unload-
ing beyond the loading requirements of a truck haul to the mill yard.
Cost under the second alternative is diminished, in the seller's view, by
the saving of one loading and unloading operation (estimated at about
$1.00 per cord) and by the amount of the price differential obtained for
direct mill deliveries.

A cost comparison, from the seller's viewpoint, is made in Table 23.
Charges for truck deliveries to rail loading points in use are compared
with charges for truck deliveries to mill yards as reduced by price dif-
ferential offered for direct deliveries. The seller's hauling costs to
railroads, including loading onto cars, are shown under two assumptions:
a short haul of 5 to 10 miles; a long haul of 30 miles.

The comparative advantage is highly variable. In several instances,
it is seen to be controlled by the length of haul to railroad; that is, a
short haul of 5 to 10 miles to the loading point is cheaper for the seller
than a direct haul to the mill, a long haul of 30 miles to the loading
point is more costly than a direct haul to the mill. In the great majority
of cases, the issue is unaffected by the relative length of haul to rail-

road loading points--hauling cost to railroad is substantially more or
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TABLE 23.- Comparison of sellers! average truck-hauling costs to railroad
loading points with net costs to sellers of direct truck deliveries to
Lower Michigan pulp mills: 1957

Mill A
Net Hauling Cost to Mill2 | Hauling Cost to Railroad
Loading
Points
Peeled Rough Spruce Short Haul Long Haul
Aspen and Balsam Fir | of 10 Miles of 30 Miles
- - Dollars per Cord - -
1 6.50 5.50 L.00 5.50
2
3 1.05 0.05 L.00 5.50
I 1.05 .05 L.00 5.50
2 8.L0 7.40 L.00 5.50
7
8 6.50 5.50 .00 5.50
9
10
11
12 9.65 8.65 .00 5.50
13 L.85 3.85 L.00 5.50
1L L.65 3.65 L.00 5.50
16 L.90 3.90 L.00 5.50
1
17 ----b L.00 5.50
18 11.00 10.00 L.00 5.50
19
20 8.30 7.30 L.00 5.50
21
22
23 i.65 3.65 L.00 5.50
2L
25
26 3.35 2.35 4.00 5.50
27
28

aAverage trucking charge less than price differential.
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TABLE 23.- Continued

Mill B , Mill C
Hauling Cost to Railroad Net |Hauling Cost to Railrocad
Net Hauling Hauling
Cost to Mill1® Cost to
Short Haul | Long Haul Mi11® ([Short Haul Long Haul
of 10 Milea | nf 20 Miles of 10 Miles | of 30 Miles
- - Dollars per Cord - -
6.25 k.00 5.50
5.65 k.00 5.50
k.50 k.00 5.50
3.95 L.00 5.50 '
L.00 4.00 5.50 3.75 4.00 5.50
4.00 L.00 5.50
3.80 .00 5.50 3.65 .00 5.50
5.90 .00 5.50
6.15 .00 5.50
3.50 L.00 5.50
5.40 ;.00 5.50
3.75 4.00 5.50 L.L5 L.00 5.50
L.80 L.00 5.50 6.50 L.00 5.50
L.85 L.00 5.50 5.35 L.00 5.50
5.60 L.00 5.50
3.75 L.00 5.50 3.65 L.00 5.50
4.00 5.50 3.65 4.00 5.50
L.00 4.00 5.50 4.05 4.00 5.50
L.Ls L.00 5.50
6.35 L.00 5.50
3.90 L.00 5.50 3.85 4.00 5.50

bPrice differential exceeds charge.
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substantially less than net hauling cost to the mill.

In rearranging the comparative cost data by distance of haul to pulp
mills, it becomes apparent that at shorter distances it is more advan-
tageous to sellers to haul directly by truck to mills. At greater dis-
tances the comparative advantage decreases, and at still greater dis-
tances the advantage shifts to hauling to railroad loading points. Thes=
are general relationships which are widely known, but the specific resla-
tionships are quite variable. It is impossible, even on the basis of
averages, to point to a particular break-even point below which the
seller gains by delivering wood to the mill and above which it pays him
to load onto railroad cars.

Average charges for hauling by truck to mills rise regularly with
greater distance, but net costs to sellers, which are controlled by price
differentials paid for direct mill deliveries, do not rise so regularly.
Each mill has a different scale of price differentials. The result is
that break-even points occur at different distances for different mills
and that the points are not always sharp (they may be zones rather than
points).

Nevertheless, a broad delineatioq of break-even points or zones can
be made for each of three pulp mills in Lower Michigan. These points or
zones are indicated separately under two assumptions of truck haul to
railroads (Table 2;). Where the alternatives are to haul 5 to 10 miles
to a railroad loading point or to truck directly to the mill, the break-
even distance for peeled aspen to Mill A is 180 miles. That is, if the
haul to Mill A is less than 180 miles, it is most advantageous for the
seller to truck pulpwood directly to the millj if the distance is greater

than 180 miles, it is most advantageous to the seller to load directly
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TABLE 2l.- Break-even distance points or zones for pulpwood sellers be-
tween short and long truck hauls to railroad loading points and direct
truck deliveries to Lower Michigan pulp mills: 1957

Break-even points or zones in miles
for direct truck deliveries when
Destination truck haul to railroad is --
5 to 10 30
Miles Miles
Mill A:
Peeled aspen 180 215
Spruce and balsam fir 205 235
Mill B 70 - 120 195
Mill C 140 - 180 230

onto railroad cars. In the case of Mill B, a break-even zone of 70 to
120 miles rather than a point is indicated. That is to say that between
70 and 120 miles of Mill B, it makes little difference to the seller
whether he trucks directly to the mill or takes his wood 5 or 10 miles to
a railroad loading point. Below 70 miles, however, it is more economical
for the seller to truck directly to the mill. Above 120 miles, the advan-
tage shifts to loading on railroad cars.

Table 2}, also makes it clear that as the haul to railroad is length-
ened, the break-even distance at which net cost in hauling to railroad or

to mill 1s the same increases.

The Influence of Nonprice Factors

Very little wood volume is brought by rail from distances beyond the
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calculated break-even distance points, but as a matter of fact nearly a
fourth of the wood moved within Lower Michigan to pulp mills is trans-
ported by rail. Some of this wood volume, as was shown in Table 20, is
brought in from loading points which are closer to mills than the break-
even distancé points. This is equivalent to stating that much wood is
moved by rail even when this is not the cheapest mode of transportaticn
from the seller'!s viewpoint. Since rail haul is almost always more ex-
pensive from the pulp company's point of view, it is obvious that non-
price factors have influenced the decisions made.

Dealers who~assemb1e large quantities of wood from broad areas often
find it simpler to deliver to railroads than to pulp mills. It might be
cheaper for them to transport by truck, provided trucks are available in
sufficient quantity and the average contract charges can be maintained.
Nevertheless, because of the difficulties of scheduling truck deliveries
and the efforts required on the part of the sellers, some pulpwood dealers
prefer to hold to rail deliveries even at a small cost.

The key decisions are those of the pulp companies. Since they desig-
nate the loading points from which they will accept rail deliveries, and
since rail transportation is nearly always the more costly alternmative
from the pulp company's point of view, it is obvious that nonprice factors
enter the decisions of companies to accept rail deliveries.

To some extent longer rail hauls are encouraged to spread out wood
supply areas and thus awvoid overcutting within short trucking radius of
the mill. Decisions are also affected by the number of contracts the
company is willing to negotiate, the advantage,of maintaining supply
channels from areas that may be needed for wood supply over the long run,

and the comparative yard space and unloading facilities for rail and truck






-220-
deliveries. Delivery timing may also tend to favor rail haul since some,
but not all, companies assume the rate of delivery can be better con-
trolled by rail than it can by truck.

To what extent nonprice advantages found in railroad transportation
can offset price advantages in direct truck hauling to mills is difficult
to summarize. Comparative transportation costs must be an important factor
to pulp companies and pulpwood sellers, but it is obvious that nonprice

factors often determine the transportation decisions made.



CHAPTER XIV
COMPARISON OF PULPWOOD COSTS AND PRICES

The study of the costs of producing pulpwood and the prices received
is of small value when these two factors are considered separately. It
is the margin between the prices and cost--the profitability--that deter-
mines if a producer will enter the pulpwood market or turn to another
occupation.

There are two ways of determining profit. Profit may be considered
as the absolute difference between price and cost, and as long as this is
positive, the operation is profitable. However, this tends to ignore the
investment requirements and the alternative possibilities. In order to
account for these, profit may be considered as a ratio of the margin for
profit before taxes to the sales value of product produced (Weintraub,
1958). This will permit comparison with other pulpwood operations.

The use of the profit ratio expressed as a percentage also permits
the comparing of two completely different operations. With the profit
ratio percentages from pulpwood production and wood pulp production, it
may be possible to compare the returns of the two on an equal basis.

Data on the costs of producing pulpwood come from many sources:
public and private organizations; published records and field notes.
There is, as a result, a great amount of variation due to the inherent
differences in the operations from which the data were obtained and to
the differences in the concepts of cost determination of the different
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operators. It is seldom that all the costs involved are obtained from
a single operation, much less for all operations so that averages ob-
tained are averages by segments and are not directly comparable to one
another.

With such a combination of sources and intermediate averages, the
validity of taking the resulting sum as the total average costs of pro-
ducing pulpwood may not be entirely acceptable. However, by determining
this ersatz average for the major pulp species and deducting it from the
average price paid for the species, it is possible to obtain figures for
the margins for profit and risk for each species. The resulting margins
are by no means accurate in an absolute sense, but they will give a
reasonable basis for the comparison of the profitability of the production
of pulpwood from the various species.

With these reservations in mind, spruce pulpwood yields the greatest
return, although rough spruce in the Upper Peninsula does not have as
great a return as in the Lower Peninsula (Table 25). Balsam fir ranks
second, with the exception of the Upper Peninsula rough balsam fir, fol-
lowed in descending order by the miscellaneous hardwoods, peeled aspen,
pine, and, lastly, rough aspen. In general, the returns are higher in
the Lower Peninsula than in Upper Michigan.

Too much significance should not be placed on the negative figures.
The peculiarities of the data gathering and averaging of the figures leads
to the negative results, but variations of the actual costs may make the
negative figures erroneous when applied to individual operations. For ex-
ample, hauling costs are based on a 30-mile haul which is normally con-
sidered to be the maximum hauling distance for pulpwood sold f. o. b. rail-

car, and are based on existing contract rates. The shorter distances
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TABLE 25.- Margins and profit ratios from the production of Michigan pulp-

wood delivered on railroad cars from a hauling distance of 30 miles: 1958
Price Stumpage | Logging | Hauling Profit
Regs Received Cost Cost Cost Margin| Ratio
egion
and
Species - - Dollars per Cord - - Per-
cent
Lower Peninsula
Spruce
Rough 28.00 5.66 12.31 L.25 5.78 20.6
Peeled 33.00 6.51 16.57 L.25 5.67 17.2
Balsam Fir
Rough 23.00 3.65 12.32 L.25 2.78 12.1
Peeled 28.00 L.20 16.57 L.25 2.98 10.6
Aspen
Rough 11.00 1.37 5.75 L.25 -0.37 -—--
Peeled 17.33 1.58 9.62 L.25 1.88 10.8
Pine
Rough 16.00 3.12 T7.72 k.25 0.91 5.7
Miscellaneous
Hardwoods 13.00 1.40 5.00 L.25 2.35 18.1
Upper Peninsula
Spruce
Rough 27.15 7.53 13.75 L4.50 1.97 7.1
Peeled 32.66 8.58 13.97 L4.50 5.61 17.2
Balsam Fir
Rough 22.63 L.l 13.75 L.50 -0.03 _——
Peeled 27.50 5.07 16.05 L.50 1.88 6.8
Aspen -
Rough 1L.00 2.02 8.3L 4.50 -0.86 —
Peeled 19.85 2.32 11.37 L.50 1.66 8.4
Pine
Rough 17.00 2.67 9.96 L4.50 -0.13 —_—
Miscellaneous
Hardwoods 13.00 1.22 5.00 L4.50 2.26 17.L
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which are normally encountered in transporting the more ubiquitous
species would call for lesser rates in the range of $3.00 per cord for
hauls 6f 10 miles or less and $4.00 for hauls of 20 miles. The use of
contract rates automatically includes the margin for profit and risk of
‘the hauling contractor. As many producers truck their own pulpwooa, the
inclusion of this margin may tend to increase the cost excessively.

The other production costs are based either on contract rates or
U. S. Forest Service manual rates. As a result, these figures contain
two elements which are not considered in the smaller operations: wages
and efficiency. In the Forest Service studies, labor costs were con-
sidered in all stages, but many of the smaller operators do not consider
the total costs of labor as they do not count the time that they invest,
or consider, in the case of a profit sharing organization, that the
sharer's investment as labor creates a cost. In a family operation
where wages are pald, quite often they are less than the normal rate.

On the other hand, most of the figures used for production costs were
developed from operations on the national forests which may reduce in part
the error inherent to the wage consideration. The majority of the pulp-
wood operations on the national forests are carried on by the larger,
more permanent organizations with the financial backing necessary for
efficient operations, and the more efficient the operation the less the
cost of production. It is almost impossible to determine what savings
accrue to efficiency, but it is felt that they will reduce, but not
eliminate, the differences in the wage calculations.

Another source of variation between the calculated costs and the
actual costs for a given operation is the effect of indirect costs. Few

‘operators take into consideration these costs or distribute equipment
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costs. Among the smaller operators--although the larger producers are
not completely free of this error--depreciation of equipment is unknown.
Pulpwood production is considered highly profitable so long as the out-
of-pocket costs are less than the returns, but when a key piece of equip-
ment needs replacing, the producer finances a new plece if he has the
funds and the credit; if not, he returns to a wage earning position or to
his retreat occupation. In the same manner, maintenance costs are
charged to the operation in which they occur, and no attempt is made to
distribute them over all the operations in which the equipment was used.
Becauge of this, producer estimates of the profitability of pulpwood pro-
duction vary with each operation and are useless in determining the actual
profitability.

Another source of variation which contributes to the fallacy of the
negative figures is in stumpage prices. Producers cutting on their own
lands do not consider stumpage as a cost, but frequently regard it as a
gift of nature. The resulting increase in the difference between income
and expense indicates a very profitable operation. The timber may have
been grown at little cost to the producer, but its exclusion from a cost
summation can yield a very distorted margin for profit and risk.

Because of these variations between actual operational costs and the
average costs used, the positiveness and negativeness of the figures are
somewhat debatable, but they do present an emsellent comparison of the
relative, but not absolute, profitableness of the production of pulpwood
from the different species.

The comparison of net returns shows the difference in the per-cord
margins of the different species on a more-or-less absolute basis, but

shows nothing as to the investments required to produce these margins,
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and with capital often the limiting factor it is well to know which
species will yield the greatest relative return.

This may be determined as the ratio of the margin for profit and
loss before taxes to the sales value of the pulpwood produced. This
profit ratio permits profitability to be expressed as a percentage return
(Table 25). Under this condition, all the species still maintain their
relative profit positions with the exception of the miscellaneous hard-
woods which become second only to spruce pulpwood in the Lower Peninsula
and exceeds rough spruce in Upper Michigan in terms of return on inwvest-
ment.

However, it is not enough to say that one species is more profitable
or has greater profit ratio than another when examining price relation-
ships. It 1s necessary to go a step further along the production line,
and determine the returns and profitability of the production of wood
pulp. Using the same basis for the determination of profitability, the
pulp companies have a profit ratio in pulping of between 32 and 39 per-
cent when operating between 75 percent and 100 percent capacity (Table
26). The return on the manufacture of wood pulp is approximately 2 to 3
times greater than on the production of pulpwood. Although the returns
are based on a per-ton production of hardwood pulp, the returns are
easily convertible to other species on the basis that it takes roughly
two cords of pulpwood to produce one ton of bleached sulphate wood pulp,
and it may be assumed that the other costs remain the same. Where un-
bleached wood pulp is used, the price falls to $13L.00 per ton and the
returns fall to 23 and 31 percent, respectively. Pulpwood consumption
remains the same; two cords of roundwood per ton of pulp (House of Rep-

resentatives, 1957).



-227-

TABLE 26.- Costs incurred and prices received for the mamufacture of
bleached hardwood sulphate wood pulp: 1959

Operating Capacity
Costs 75 percent 100 percent
- - Dollars per Ton - -
Pulpwood 29.25 29.25
Chemicals 14.19 14.19
Labor 13.L0 11.15
Steam and Power 6.57 6.57
Repairs, etc. 5.80 5.00
Freight Absorbed 5.00 5.00
General Admin. & Sales L.00 3.00
Ad Valorem Tax (0.6%)2 2.9 1.88
Insurance (0.3%)2 1.25 0.94
Depreciation (5%)2 20.78 15.6L
Total Cost 102.73 92.62
Price Received 153.00 153.00
Margin for Profit and Loss L8.27 59.38
Percentage Return 31.5 38.8

Source: U. S. Forest Service, Feasibility of Using Lake States
Hardwoods for Newsprint and Other Pulp and Paper Products, U. S.

Department of Agriculture, Washington, D. C., 1959, p. T2

8Based on an investment of $32,847,000.
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If the entire paper-making process from roundwood to paper products
is considered, and the entire plant is taken as investment, the returns
on the investment are approximately 10 percent. It is estimated that this
would decrease almost 50 percent if wood pulp were purchased rather than
manufactured. However, such a comparison would not be completely acceptable
as the additional investments were not considered in the pulpwood producer's
costs, and the primary consideration is to determine and compare the differ-
ent alternatives available to the pulp and paper companies for procuring the
necessary wood pulp.

Thus, it would appear that the pulpwood producer is getting between 5
and 21 percent as a return in producing an undifferentiatea product for a
highly competitive sellers market while the buyer of his product is re-

ceiving 30 to 39 percent in producing a good for a captive market.






CHAPTER XV
SUMMARY AND CONCLUSIONS

This study is concerned with the investigation of all aspects of
pulpwood marketing in Michigan. From data gathered by field survey and
mail questionnaire in 1957 and 1959, it is possible to determine the move-
ments of pulpwood from standing tree to final delivery and to determine

the contributions made by the various units of the marketing system.

Production and Supply

There are no significant trends in the production of pulpwood in
Michigan. The 899,600 cords produced in 1958 fall within the usual limits
of 700,00 and 1,000,000 cords. However, the changes in proportions of the
species produced are significant. The increase in-the usage of aspen,
pine, and the miscellaneous hardwoods is quite pronounced. These species
have increased from LO percent to 7L percent of the annual production in
the last 10 years. It would appear that the proportion of aspen in the
annual production is becoming stable at approximately 50 percent, but the
percentage of the other hardwoods should continue to increase. Pine pulp-
wood production can be expected to become more stable as the limits of
sustained yield production are approached.

These two factors, irregularity of annual production and the changes
in the proportions of the species produced, point up the major problems
faced in pulpwood marketing in Michigan. The irregularity of the overall
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demand makes it impossible for suppliers to maintain confidence in pulp-
wood marketing as a permanent occupation. An unstable market will be
supplied by unstable suppliers. The preponderance of part-time producers
and middlemen bears this out. The full-time producers and middlemen should
be the suppliers of pulpwood up to the 700,000-cord lower limit while the
part-time operators should supply the marginal or additional quantities.
However, the changing proportions of the pulpwood species taken by the
mills may permit the part-time operators to take a larger share of the
market than would be acceptable in more stable enterprises.

The change in demand from the softwood species to the more ubiquitous
hardwoods is brought about by technological developments and cost benefits
to the pulpwood users. With the present procurement systems, the shifts
in preference are permitting a greater number of part-time producers to
enter the market. Low initial investment costs, short hauling distances,
and cheap stumpage encourage this entry of the small producer operating
on a very narrow margin of profit.

An additional aspect of this problem is that of supply. There is no
question as to the potential ability of the forests of Michigan to pro-
duce larger quantities of pulpwood. For all species except pine, the
allowable cut exceeds the actual cut, and in terms of aspen and the
miscellaneous hardwoods the excess is tremendous in nearly all areas.
Output can be expanded in all species with the greatest possible increase
in the hardwoods. This expansion of output will vary with the geographi-
cal divisions of the state. The eastern half of the Upper Peninsula can
expand its production of all species while the other sections are
approaching or exceeding the allowable cut for several species. In the

southern half of the Lower Peninsula, only the miscellaneous hardwoods
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offer the possibility of an expanded output. In other areas, expansion
in some species is possible, but very limited in others. Thus, with ex-
pansion possibilities lying mainly in the more common species, the
Michigan pulp mills will be depending on the small, part-time producers

for their future supply of pulpwood to an even greater extent.

Pulpwood Markets

The markets for Michigan-produced pulpwood are increasing. Four new
mills, two in the northern half of the Lower Peninsula and two in the
western half of the Upper Peninsula, have recently gone into operation,
but in 1959 two had not yet attained full production. These new mills
increase the number of mills drawing on Michigan's forests to 13 in Michigan
and 23 in Wisconsin. Although these new mills will draw on the same tim-
bersheds used by a number of other mills, they should have little effect
on the demand sitwation since, with one exception, they will be using
pulpwood of the species which have an excess of allowable cut over actual
cut.

)

Competition in the pulpwood market is controlled by the buyers.

With little exception, the flow of pulpwood is carefully regulated by con-
tract. The buyers contact those sellers with whom they wish to do busi-
ness, grant them contracts for specified quantities and establish points
of title transfer. All pulp companies pay the same price in a given
procurement area for the same species with minor variations depending
mainly on the type of supplying agént. The practice of contracting di-
rectly with producers for quantities as small as 10 cords prevents the
establishment of producer influence in the market.

Faced with these conditions, there is little the producers can do
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except abide by the company regulations. In the Upper Peninsula, the
Michigan suppliers must compete with pulpwood from Carada and Minnesota
for Michigan markets, and with wood from as far west as Montana as well
in Wisconsin. In Lower Michigan, competition from impcrted wood is not
as intense, but the unequal distribution of consumption may establish
price leaders among the pulp mills.

The Lower Michigan pulp mills enter into nonprice competition among
themselves more readily and in more ways than those of the Upper Peninsula.
This competition takes the form of the establishment of rail siding ac-
ceptance points and sliding-price scales for pulpwood delivered directly
to the mill by truck from varying distances. One Lower Michigan pulp mill
also buys wood in the cutting area and supplies the truck transportation.
While these aids do allow producers who would be limited to a single mar-
ket to supply several pulp mills, the per-cord returns remain essentially
the same. Rather than pay a higher price for pulpwood, the pulp companies
take over part of the productive process, thereby increasing their procure-
ment costs while holding prices constant.

As the source of supply moves away from the mill, the size of indi-
vidual contracts increases, and there is a tendency to accept the services
of pulpwood middlemen. However, the majority of the Michigan mills are
not so far from the sources of supply that they feel this additional ser-
vice is necessary. For the more distant loading points, the pulp mills
rely, for the most part, on the larger producers, and supply them with the
necessary aid to keep them in operation. This aid is usually confined to
advance payments for pulpwood that has been cut but not delivered to the
point of title transfer. The pulp companies will not provide funds for

stumpage purchase, and only occasionally will they provide their producers
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with stumpage. For the producers with limited personal resources, this
means a consistently short supply of working capital and a dependence on
the stumpage seller for timber supply on credit. As a result, the pro-
ducer is encouraged to overcut on lands where the owner will permit him
to pay for stumpage after removal and sale of the pulpwood, and to go out
of business when he is unable to find such landowners. Pulp companies
encourage this practice by offering to receive the wood by location and
to notify the landowner of the quantities delivered so he will have an
accounting of the amount sold. Where this practice is common, the land-
owners, especially the absentee landowners, will sell stumpage without
obtaining an estimate of the quantity of wood available or determining
the amount that should be removed for stand improvement. Thus, the stand

is often left by the cutter in a poorer condition than he found it.

14
Pulpwood Market Agents

Pulpwood is procured by the pulp companies through pulpwood middle-
men (dealers) and pulpwood producers. The producers cut and sell pulp-
wood directly to the pulp mills or to dealers who in turn sell it to the
mills. Forest landowners either sell stumpage or produce pulpwood for
sale as producers.

Almost all Michigan pulpwood is procured by contract. The contracts
range from oral agreements to formal written documents and require quan-
tities ranging from ten to several thousand cords. The specifications
are almost standard for all pulp mills with many requirements left for
agreement after production has started. Delivery timing is vague. A
final delivery date is usually specified, but intermediate deliveries are

based upon the seller's supply and the buyer's needs.
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The producer's function is to convert the standing timber into pulp
sticks assembled at a point of title transfer. In pursuing this objec-
tive, he must seek and procure stumpage and arrange for the transportation
of the pulpwood from the woods to the point of acceptance. Normally, the
expenses of these operations are met by the producer as they occur, but
in the case of the smaller producers, those expenses associated with
stumpage purchase require such a large proportion of the working capital
that the producer may be unable to meet other expenses. If the producer
has a contract with a pulp mill, the pulp company may purchase part of the
cut pulpwood in the woods. This advance payment will permit the producer
to meet the other expenses incurred in delivering the pulpwood to the
mill. However, the existence of a contract between the mill and the pro-
ducer AOes not guarantee advance payments. This privilege is extended
only to those producers considered to be the more reliable by the pulp
company.

Thus, a producer, even though he is able to obtain a contract, may
not be able to obtain sufficient credit to operate. The normal credit
sources are closed to the pulpwood producers, and if the buyers will not
furnish the necessary credit, production is almost impossible. The only
other creditor available to the producer selling directly to the mill is
the forest landowner. If the producer is permitted to defer payment for
stumpage until receipt of payment for the delivered pulpwood, his limited
supply of capital is not tied up for the entire operating period. In
some cases, forest landowners will allow this type of sale, especially
when the pulp mill will scale the pulpwood upon delivery and notify the
landowners. In this type of sale, the landowners seldom determine the

volume to be remved. The producer, wishing to obtain all the wood
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possible under these conditions, will usually remove much more than is
desirable for stand conditions.

The lack of credit for stumpage limits the producer's areas of
operation quite severely unless he is well endowed with personal capital
(a situation not normally found with the small producers). The large
stumpage sales or sales which require payment before cutting are closed
to the small producers with limited resources. Very seldom will a pulp
company.procure stumpage for its suppliers. Thus, the pulpwood producer
supplying a pulp mill must be of the larger size or must operate entirely
on small private woodlands. Where this is done, the producer is often de-
pendent upon the landowner for credit. The role of the small producer in
harvesting the small woodlot timber crop is an extremely important one,
but the lack of available credit tends to force him to become a part-time
operator cutting only when he has funds. This type of operation does not
encourage entry of the better, more skilled producer who is willing to
practice better cutting methods to improve the stand productivity. The
practice of the pulp mills granting the small contracts may be hindering
the development of better forest management on the small woodlots in
Michigan.

One of the answers to the credit problem may be the pulpwood middle-
man. The dealer functions primarily as a concentration agent. He procures
pulpwood from a large number of small producers, concentrates it into
acceptable quantities, and transfers it to the pulp companies. For this
service, he receives a fee of $0.50 to $1.00 per cord from the pulp com-
panies and is usually granted larger contracts than those given producers.
In Michigan, dealer contracts average 1,300 cords per contract as compared

to LOO cords for the average producer.
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Nearly two-thirds of the middlemen in Michigan supply pulpwood as
a sideline to their normal occupation. They are permanently established
in the local communities for reasons other than pulpwood procurement.
However, while the pulpwood dealership is a sideline, it is one which
they would like to see continue. Thus, they are in an ideal position to
encourage their producers to develop good cutting practices and to en-
courage the landowners from whom they or their producers procure stump-
age to practice forest management for pulpwood production. In addition,
they are able to provide the producers with operating funds, either di-
rectly in the form of loans or advance payments, or indirectly in the form
of stumpage procurement or material credit accounts. The dealers may ob-
tain additional capital through advance payments from the pulp companies
and from their other enterprises. However, the nonmercantile part-time
middlemen and the full-time middlemen are limited by their ability to ob-
tain mill advances if the grants to the producers are to remain interest-
free.

Credit need not be advanced directly to the producer. Middlemren
often procure stumpage, especially on the large sales, and distribute it
among their producers. The most common practice is to sell it in small
areas to individual producers, deducting the price from payments for the
delivered pulpwood.

While the middleman is in a position, through control of credit, to
encourage the development of a better type of producer, he has actually
made little effort in this direction. The major reasons for this are
obvious. The middleman, like the producer, is faced with an erratic
market. Irregularities in pulp-company procurement often leave the

middleman without a contract and no knowledge of when he will receive one.



e ————— ¢ — ——— S~



-237-
This tends to make him limit credit to that amount which can be repaid
under the existing contract. As the effect of this lack of market con-
tinuity is passed along to the producers, they feel no occupational
security. In addition, the middleman is under constant pressure from
two directions. A number of Michigan pulp mills prefer to deal with the
producers directly, refusing to deal with middlemen completely. Some
mills offer dealers contracts paying the same per cord price as that
offered producers, while others refuse to make advance payments on the
theory that the middleman fee eliminates the need for this. Under these
conditions, a dealer cannot operate. The middleman fee is the return on
the effort required to organize the work of a great number of small pro-
ducers while the advance payments are required in order that the dealer
provide credit and stumpage for his producers. The middleman has a
greater source of credit than the producers, but it is by no means un-
1imited.

Producers tend to resent the pulpwood middlemen, especially the
part-time middleman, as they feel that the middlemen have no real inter-
est in their problems. The dealers enter the market and encourage pro-
duction when market conditions are good and retreat to their alternative
occupations when conditions are poor. The producers feel that they are
encouraged to go into full-time production, and then are ignored when
the market declines. There have been, on the other hand, charges of
lending more than the value of the pulpwood purchases, establishing an
unpayable debt, and of offering prices below the established producer
price when there is an oversupply of pulpwood. Those middlemen opera-
ting mercantile establishments have been accused of refusing to purchase

pulpwood from others than their patrons.
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Thus, the pulpwood middleman is in a position to aid the pulpwood
producers and, possibly, the landowners. However, the pulp mills tend
to avoid the use of dealers and the attitude of the producers is one of
mistrust. While the attitude of the pulp companies may be understand-
able when viewed in terms of price, there is some question as to its
soundness even in terms of price. Direct procurement costs to the com-
panies in buying from producers may exceed the costs of buying through

dealers.

Pulpwood Marketing Cooperatives

If producer mistrust is a major factor in the nonuse of dealers, a
cooperative dealer would tend to militate against this feeling, and
would provide the benefits of the middleman operation. A cooperative
would perform the dealer functions of supplying credit and concentrating
pulpwood while being controlled by the producers themselves. The pay-
ment of the dealer fee, less expenses, to the producers as dividends
would be an added benefit.

Past experience with cooperative marketing of forest products is
not encouraging. Of the two types of cooperatives handling pulpwood in
Michigan, only one--the forest-products marketing cooperative--has shown
any sign of success. The other type--the cooperative store--has almost
completely withdrawn from pulpwood marketing even though it made up a
large share of the value handled at one time. While overcutting of
member woodlots and economic conditions contributed much to the decline,
a lack of knowledge of forest products marketing may also have played a
large part. Perhaps a more aggressive management would have done more

in maintaining the markets. However, the main objective of the
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cooperative store is to procure and retail products at minimum costs
rather than to market wholesale products for maximum returns.

The success of the forest-products marketing cooperative in
Michigan has been attributed to its dependence on public lands for
stumpage, which automatically rejects overcutting and loss of supply.
However, the constantly decreasing proportion of timber procured from
national forest lands in conjunction with an increasing total produc-
tion indicates that the cooperative can operate independently. Much of
this non-public timber is being procured from the large private land-
owners who are conscious of the value of their timberlands and insist
upon good cutting practices.

Although the cooperative has no restrictions on cutting practices,
its ability to obtain stumpage from the large sales and its use of a
"hard core" of members to do the harvesting should attract the better
type of full-time producers who would be more interested in and more
capable of cutting timber lands in a proper manner. The cooperative,
while refusing to insist on such practices, will usually follow the de-
sires of the landowners.

It is this factor which makes the forest-products marketing coop-
erative appear the most attractive approach to the Michigan pulpwood
marketing problem. If a procedure were developed to encourage the small
landowner, especially the absentee landowner, to grant the cooperative
the authority to do all harvesting of forest products on his woodlands,
it is felt that better conditions could be developed on the small wood-
lands. Actually, the benefits arising from such an agreement are many.
The cooperative would be assured of a supply of pulpwood, the presence

of other products would permit the cooperative to expand and develop
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other markets, and the landowner would be assured that his woodlot is
being harvested for the most profitable products while the productivity
is being increased. It would permit more full-time employment of the
producer-members as the additional products would partially counter the
irregularity of the pulpwood market.

The forest-products marketing cooperative appears to have a great
potential in the pulpwood-marketing field. It is in a position to pro-
vide all the services of the pulpwood middleman with none of the disad-
vantages to the producer that are charged to the profit-oriented dealers.
With ﬁhe managerial ability undiluted by alternative occupations, the
cooperative should be able to offset irregularities in pulpwood procure-
ment by expansion into other fields. In this manner, it would be able
to offer the landowners stumpage prices based on the products available
rather than on the basis of a single product while offering its members
more permanent employment. However, as pulpwood is the major forest
product in Michigan, success of a pulpwood-marketing cooperative is de-
pendent on acceptance by the pulp mills or by obtaining membefship great
enough and strong enough to control the market flow of pulpwood. The
avoidance of "iron clad" contracts and the ﬁidespread occurrence of the

most heavily used species makes the latter unlikely.

Forest Landowners

The ownership of Michigan's 18.8 million acres of commercial forest
lands is very diverse. Public ownership accounts for 33 percent of the
forest lands and L2 percent of the pulpwood production. Pulp companies
own only 3 percent of the land and produce 3 percent of the ﬁulpw°od.

Farmers own 20 percent of the land and produce 9 percent of the pulpwood
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and the miscellaneous other landowners control L2 percent of the land
and produce 38 percent of the pulpwood.

The public landowners are increasing in importance as pulpwood
groWwers. Although their sales policies tend to discriminate against
the smaller producers, they are not unreasonably restrictive. The major
problem in public sales is not the sales themselves, but the producer's
credit position. However, with pulp company and dealer aid, the pro-
ducers are beginning to procure more stumpage from public lands than
from any other type of ownership.

Pulp-company lands, while well managed, are too limited to be an
important source of pulpwood stumpage, and it is doubtful if any expan-
sion will occur.

The remaining forest lands are extremely complex. Industry-owned
lands are highly productive and well managed while all other ownerships,
with few exceptions, are poorly managed and are decreasing in produc-
tivity. Unless there is a radical change in management concepts and
ownership planning, these lands will become an increasingly unimportant
source of pulpwood.

The main question posed by the forest landowners of Michigan ig
that of the decreasing production of pulpwood from the small, private
ownerships. With the increasing demand for aspen and the other hard-
woods, it would appear that these lands would, being in an ideal pro -
ductive position for these species, become increasingly important pro-
ducers, but such is not the case. The reasons for this may only be
rationalized. Yoho and others (1957) noted that, while Michigan land-
owners had little concept of forest management, a great number re-

frained from cutting their woodlands for non-economic reasons. With
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the stabilization of ownership noted in the same study, the speculative
landowners are being eliminated and cutting restricted.

If this stabilization is taking place and woodlot owners are pro-
tecting their lands, it is highly possible that the pulpwood producers
are being forced to other lands. The poor cutting practices of the jast
have lowered the general productivity and make the present landowners
hesitant in permitting another harvest. As few landowners prefer doing
their own cutting, the poor reputation of the pulpwood producers is
preventing the harvesting of the private woodlands. Yet, these woodlots
must be cut if the decline in productivity is to be halted.

This is one area where a forest products marketing cooperative could
provi&e great benefit. A completely trusted, competent market agent
could cause the development of competent producers, and it appears that
many private landowners are going to insist on proper cutting by compe-

tent cutters before allowing their lands to be harvested.

Pulpwood Costs and Prices

Production costs for rough pulpwood are approximately $12.00 per
cord for aspen, $23.00 for spruce, $21.00 for balsam fir, $16.00 for
pine, and $11.00 per cord for the miscellaneous hardwoods. These costs
are a little higher in some stages of production in the Upper Peninsula,
but not enough to be significant. However, costs between operations
vary widely depending upon physical conditions, cutting requirements,
and negotiating ability. Also, great variability exists between pro-
ducers because of differences in cost concepts. The small producers
using family labor tend to underestimate labor costs while those cutting

on their own lands tend to neglect to charge for stumpage. The small
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hauling contractors may also underestimate their operating costs because
of a lack of understanding of fixed costs. These are reflected in the
wide variation between the averages and the costs of an actual operation.

Pulpwood prices are stable and tend to remain constant for periods
often exceeding one year. However, prices do change over time. Prior to
1953, pulpwood prices slowly moved together for all species, but now
there is a tendency for prices to éhange independently of one another.
This does not indicate price competition between pulp mills. While
there is competition on the basis of aid to suppliers, the price paid
at any one time is basically the same for all pulp mills.

In 1958, the average f. o. b. railcar prices in Upper Michigan were
$13.50 per cord for rough aspen, $27.75 for spruce, $22.62 for balsam
fir, $18.00 for pine, $19.17 for hemlock, and $13.00 for the miscellaneous
hardwoods. In general, Lower Michigan prices averaged $1.00 to $2.00 less
than in the Upper Peninsula. Peeled pulpwood brought from $3.00 to $5.00
more than rough pulpwood.

The differences in price show one reason for the increasing usage
of aspen and the miscellaneous hardwoods. The differences had been almos=*
constant, but now that prices move independently, the price spread between
species may be expected to widen and to create an even greater demand for

the hardwoods.

Pulpwood Transportation

All Michigan pulpwood moves by truck at least part of the way to
the mill, and 5L percent moves directly to the mill by truck. The other
L6 percent is transferred to railroad cars for the final movement. For

the short truck hauls, the rates are negotiated but usually range from



-2 -
$L4.00 to $5.50 per cord. Beyond the 30-mile range, the rates are
usually formularized at $6.00 for 90 miles, $7.20 for 130 miles, $10.30
for 210 miles, and $12.30 for 250 miles. The contract rates usually
include a charge for loading and for unloading if delivered to a rail
siding.

Rail rates are more complex. They are not necessarily related
directly to distance. The pulp companies usually select those rail
loading points having rates less than 20 cents per 100 pounds. At 19
cents per 100 pounds, the charge would be $7.60 for rough aspen, $5.70
for peeled aspen, $8.36 for spruce, $8.93 for balsam fir, and $7.79 for
pine. These charges are paid by the pulp companies. In spite of the
pulpwood price reduction accompanying rail purchases, the rail charges
are more expensive to the pulp companies than the higher prices paid
for pulpwood delivered at the mill by truck.

The transportations costs for pulpwood range from one-third to
one-half the costs of pulpwood production, but the providing of rail
loading points and sliding price scales (at least in Lower Michigan)
offering $0.50 per cord more for every 50 miles of haul in excess of
the first 50 miles for truck-delivered wood keep these costs from be-
coming excessive. The use of the fixed f. o. b. railroad car price is
of great benefit to the seller and to the pulpwood supply areas. It
relieves the seller of the costs of a long haul to the mill and tends to
distribute pulpwood cutting more evenly over the state. In the South,
where the f. o. b. rail car price is the mill delivered price less rail
transportgtion costs, therg is a tendency to overcut those areas close
to the mill, and then gradually move out from the mill as the wood short-

age pushes the price up. In Michigan, this does not occur as the



-2L5 -

producer receives the same price regardless of the rail transportation

o

costs. The sliding price scale permits entry into those areas where
trucking costs would be prohibitive for the producer and rail hauling
costs excessive for the pulp companies.

Pulp company procurement policies, at least in Lower Michigan,
employ the pulpwood-transportation system to obtain the needed pulpwood

at minimum expense to the producer by absorbing part of the costs.

Pulpwood Profitability

It is impossible to state categorically that pulpwood production
is profitable or is not profitable. The costs of production vary widely
between operations, and pulpwood prices vary widely between species.
However, by the use of averages and assumptions, it is possible to com-
pare the profitableness of the production of the various species.

In order of decreasing size of the margin for profit and loss, the
Lower Michigan species may be ranked as spruce, balsam fir, the miscel-
laneous hardwoods, peeled aspen, pine, and rough aspen, while in the
Upper Peninsula the order becomes peeled spruce, peeled balsam fir, the
miscellaneous hardwoods, rough spruce, rough aspen, rough balsam fir,
and pine. When the returns from pulpwood marketing are expressed as a
percentage ratio of margin to sales value, the order remains the same
except that the miscellaneous hardwoods rise to second place while the
balsam fir in the Lower Peninsula and the peeled balsam fir in the Upper
Peninsula decline to third place.

In terms of the ratig of margin to sales value'expressed as a per-
centage, pulpwood production may reach a maximum return of 20 percent

for the more favored, higher priced species. This is low compared to a
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return of 31 to 39 percent for the production of wood pulp.

The question of profitability of pulpwood production does not lie
in the prices received, but in the difference between the price received
and the costs. As the demand increases, prices shoula increase tc cover
the costs of the movement into the more difficult sites. At present,
this is being done only in the case of spruce and balsam fir. For the
other species, with the exception of the miscellaneous hardwoods, the
margin for profit and loss have declined somewhat due to price not re-
flecting the rising costs of production., There is a tendency to raise
prices to encourage production, but only to a limited extent. This is
indicated by a comparison of the prices received for two species and
the costs of production for those species; the price differences are
not proportional to the difterences in the costs involved in production.
Thus, the returns on the production of the more difficult species--
spruce and balsam fir--are greater as it takes a greater return to en-

. courage producers into this field. The returns are lower for aspen and
pine because of the lower investment required, and the relative ease of

entry and logging.
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APPENDIX

Questionnaires
A Pulp Mills - Summer 1957
B Pulp Mills - Summer 1959
C Forest Products Cooperatives - Summer 1959

D Dealers or Producers - Summer 1959

E National Forests - Summer 1959

Price-Quantity Relationships

Table A Data pertaining to aspen pulpwood
price-quantity relationships

Table B Data pertaining to balsam fir pulpwood
price-quantity relationships
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Pulp Mills ;ASummer 1957
Mil11 Date
Addiress Recorder
Species

(Separate peeled and unpeeled)

Pulpwood used, 1956 cordss
Track delivered
Rall delivered
Water deiivered

Truck wood delivered in mil
Yard:
Price paid, 1957
(Dealer or producer?)
Is price on truck, or
unloaded?
If mill unloads, what is
cost?
Variation in price, by
distance of haul?

Distances of haul:s

Range (miles)
Median (miles)

Truck wood delivered to
railroad:
Price paid, 1957
{Dealer or producer?)
1s price on truck, or
railroad car?
If mill unloads, what is
cost?
If mill loads or car,
what i3 cost?
Variation in price, by
distance of haul?

Distances of haul:

Range (miles)
Median (miles)
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Species
(Separate peeled and unpeeled)

Rail-hauled wood:
Hauling cost to mill:

Range
Median

Unloading cost?
Who pays unloading?

Distances of hauls

Range (miles)
Median {miles)

Water-hauled wood:
Barge or raft?
Who pays loading?
What is cost?

Hauling cost to mills

Range
Median

Unloading cost?
Who pays unloading?
Variation in cost, by
distance of haul?
Distances of haul:
Range (miles)
Median (miles)

Comment s
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B
Pulp Mills - Summer 1959

Cempany Date

Address

A, List miils for which data are submitted

B. Pulpwood receipts: (1958 Receipts from Michigar
Total Upper Lower
Svecies Receipts Peninsula Peninsula
Aspen aad Wh. birch Cords Cords Cords
Unpeeled
Peeled
Spruce
Unpe=led
Peeled
Baisam fir
Unpeeled
Peeled
FPine
Hemlock
Mixed Hardwoods
Total

C. Contract sources of puipwood receipts from Michigans
| Pulpwood

Number of | Volume

Contracts | in Cords

Dealers or traders

Producers

Company's own logging crews

Total

D, By what transportation mears did the 1958 pulpwood receipts arrive
at the mill?

Receipts from Michigan Recelpts from all
Receipts from Michigan Sources
Maximum dis- Maximum dis-
Volume tance of haul Volume tance of haul
cords) (miles) {cords) (miles)
Truck
Rail
Water




-261-

E. Forest landownership and pulpwood production from your

within region:

1958

Tocation of
company forests

Land area in
company forests

1958 pulpwood
production

Michigan
Wisconsin
Minnesota
Canada

(acres)

F. Prices paid for pulpwood receipts from Michigan:

different from producer prices or not.)

1959.
(List maximim prices paid, whether dealer prices are

Point of

Balsam Iir

Spruce

Aspen

Purchase

Rough | Peeled

Rough Peeled

Rough | Peeled

Pine

Hem-
lock

Roadside

(3 per

Cord)

F. 0. B,
Railcar

At mill,
Trucked

Point of Purchase

Mixed Hardwoods

Roadside

F. 0. B. Railcar

At Mill, Trucked

($ per Cord)

C. Where prices paid for truck-delivered wood are increased for long=r-
distance hauls, show increase in price by distance zones.

Distance Zones

Dollars per cord
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H. Estimated average costs of production to F. O. B. railroad car
(or to mill if all wood comes in by truck) for pulpwood receipts

from Michigan:

1959

‘Balsam
fir

Spruce

Aspen | Pine

Hemlock

Mixed
Hardwoods

Stumpage

(Dollars per

ord)

Felling and
bucking

Paeling (if
done)

Skidding

Other logging

Costs

(if calculated
separately)

Roads and
buildings

Maintenance
supervision,
incidentals

Hauling
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C
QUESTIONNAIRE
Forest Products Cooperatives
Interviewer
Date

A. Products handled - 1958. (Group non-forest products as one product
and omit quantity.)

Dollar % pulpwood value of

Product Quantity Value all products value
1.
2.
3.
L.
5.

B. Pulpwood sales - 1958.

Mills
supplied

C. Source of pulpwood - 1958.

1. Geographic (Counties from which pulpwood is received by coopera-
tive or radius of operations.)

2. Ownership of Source

Land Ownership Pulpwood Produced

Member-owned land
Other private
Pulp company
National Forest

State Forest
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D. Purchase procedures.

1. At what point (s) is wood purchased?
% of total volume

Stumpage

Pulpwood at roadside

Pulpwood at rail loading points
Pulpwood at mill

2. How are negotiations made with producers? Who initiates
negotiations?

3. Stumpage purchases
a. How does coop allocate stumpage to producers?

b. Is stumpage sold to producers, or is contract let?

c. If contract is made, is it formal or informal?

Details of contract:
Kind of wood
Amount of wood
Size of wood
Quality of wood
Time or period of purchase
Method of payment
Time of payment

d. What conditions of timber harvest are required of producers
by the coop?

e. What are the conditions of payment?

When are payments made to producer, how many, and on
basis of whose scale?

(
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f. Does coop advance funds to producer prior to taking over
control of cut wood? Yes No

If Yes, how much?

If Yes, any interest charge? Yes No

How much interest?

g. Does coop offer any business aids to producer not including
advance payments? Yes No

If Yes, what aids are offered?

E. Pulpwood sales by the Cooperative.

l. How many pulp mills does coop deal with?

2. Does coop sell to intermediate dealers? Yes No

If Yes, what portion of total pulpwood sales?

If Yes, to how many dealers?

3. If intermediate dealers are used, why?

L. Do pulp mills pay coop a dealer bonus? Yes No

If Yes, how much?

5. Details of contracts made with pulp mills?

6. Which pulp mills make advance payments to coop, and on what
basis? '

7. Which pulp mills offer other business aids to coop? What kind
are they, and how extensive?
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8. Does coop own any equipment? Yes No

If Yes, what is it and how is it made available for use?

Prices Paid by the Cooperative. (Dollars per Cord)

Species

Stumpage

Pulpwood at roadside

Pulpwood at rail siding

Pulpwood delivered at mill

Price Received by the Cooperative. (Dollars per Cord)

Pulpwood at roadside

Pulpwood at rail siding

Pulpwood at mill

Estimated Pulpwood Production Costs.

Dollars per Cord

1. Felling & bucking $
2. Skidding $
3. Loading $
L. Hauling® $

# Give on the basis of dollars per cord by distance.
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Historical Data.

1. Production
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Year

Number of
Memters

Total
Sales

Pulpwood
sales
Value Volume

Number of mem-
bers producing
pulpwood

1940
1941
1942
1943
194

1945
19L6
1947
1948
1949

1950
1951
1952
1953
1954

1955
1956
1957
1958
1959

2. When did the cooperative begin to market pulpwood? Why?

3. How was the organization originally financed?

L. How were later expansion of operations financed?

5. What are the qualifications and obligations of members?
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J. What is the relationship between the cooperative and other types of
pulpwood middlemen?

Between the cooperative and the pulp mills?

Between the cooperative and the public forests?

K. What are the major or original duties of the cooperative? (Marketing,
purchasing, productions, etc.)

Are refunds made? Yes No If so, what is the basis of
making these refunds?

L. Does the cooperative have any programs or is it making any effort to
encourage the production of pulpwood on a sustained basis? Yes
No

If Yes, in what way?

M. Remarks and Observations.
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N. Names and Addressed of Selected Suppliers.
1.
2.
3.
L.
5.
6.
T.
8.
9.

10.
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D
Dealers or Producers - Summer 1959
Name Date
Address Recorder
Species

(Separate peeled and unpeeled)

Volume handled, 1958

Stumpage price per cord:

Unclassed origin
National forest
State forest
Private

Distance to market:

Total, miles
Road
Railroad

Mill destinations

Logging cost: (not including
hauling)
Total per cord (contract
price)
Developments:
Road construction
Other construction
Indirect costs:
Supervision
Property taxes
Insurance
Other
Direct costst
Felling and bucking
Swamping and skidding
Bark peeling
Loading (if part of
Logging)
Sorting
Slash disposal
Soc. Sec., Unemp. Ins.
& Comp.
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A. Occupation:

1. Full time pulpwond producer
2. Full time timber producer
3. Part time pulpwood producer

) Sawmill operator

) Operator of other wood-using plant
) Operator of other industrial plant
) Farm
)
)

Professional or businessman

Wage earner

NSNS NN~
oNLEw o

B. Size of pulpwood operations:

1. Number of Sales handled, 1958.
2. Volume of pulpwood handled, 1958

Species Cords
C. Does producer handle products other than pulpwood?

Yes No
IT Yes, what and how much?

D. Does producer sell pulpwood through channels other than cooperative?
Yes No
IT Yes, how much and where?

E. What functions does producer perform?

1. Buys stumpage? Yes No
If Yes:
(1) With own funds or funds obtained on his own.

(2) With coop providing security for borrowed funds.
(3) ~ With coop providing funds.

2. Logging? Yes No
3. Logging? Yes No
L. Hauling? ~—  Yes — _ No
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Species
Separate peeled and unpeeledlﬁ

Hauling cost per cord:

Total (Contract price)
Road maintenance
Loading (if by hauler)
Hauling
Unloading truck

%if by hauler)
Loading rr car

(if by hauler

Other costs

Size truck (cord cap.)
Loads per day

MiTes to rr. (if to rr.)
MITes to miIYl (1T to mill)

Comments:
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E

NATIONAL FOREST QUESTIONNAIRE - 1959

Name of National Forest

Area of National Forest Areas.

Pulpwood Production - 1958:

Allowable Actual
Species Cut Cut

Size of Sales - 1958:

Falue 1n | Number ol | Volume Sold | Period of Contract
Dollars Sales in Cords in Years
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Forest Service Production Costs Estimates:

Items of Cost

Direct Costs

Felling & bucking
Swamping & skidding
Bark peeling

Loading & skidding
Sorting

Slash disposal
Social Sec., Unemploy-

ment Insu. & Comp.

Hauling Costs

Road Maintenance
Loading

Hauling

Other

Average Stumpage Prices - 1958:

Species Stumpage Price

Comments and Remarks
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TABLE A. Data pertaining to aspen pulpwood price-quantity relationships

Volume Reported Price Adjusted Price?
Year in 1,000's in in
of Cords Dollars per Cord Dollars per Cord

1947 187 13.50 13.92
1948 167 14.00 13.51
1949 158 11.50 11.57
1950 195 11.00 10.5L
1951 281 14.00 12.20
1952 277 1L4.00 12.5)
1953 305 14.00 12.72
195) 3L8 14.50 13.50
1955 36l 13.25 11.97
1956 507 15.00 13.12
1957 453 14.50 12.33

Total 22— 137.57

Average 297.2  emee- 12.51

Source: U. S. Forest Service, Lake States Forest Experiment
Station, St. Paul, Minn., and the Lake States Timber Digest, Univer-
sity of Wisconsin Extension Forestry Office, Milwaukee, Wisconsin.

2jdjusted price equals reported price divided by the Bureau of
Labor Statistics index for all commodity prices.

Correlation Coefficient = 0.115

Formula: Volume = 125.31 - (13.7L) Price
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TABLE B. Data pertaining to balsam fir pulpwood price-quantity

relationships
Volume Reported Price Adjusted Price?
Year in 1,000's in in
of Cords Dollars per Cord Dollars per Cord
1947 53 18.50 19.07
1948 87 21.17 20.043
19L9 78 18.83 18.9L
1950 69 18.00 17.24
1551 55 20.25 17.64
1952 76 2L.25 21.73
1953 Ls 22.50 20.LL
1954 56 22.50 20.L0
1955 L8 22.50 20.33
1956 LS 22.75 19.90
1957 60 23.50 19.98
Total 672  eeee- 216.10
Average 1.1 0 eeeea 19.65

Source: U. S. Forest Service, Lake States Forest Experiment
Station, St. Paul, Minn., and the Lake States Timber Digest, Univer-
sity of Wisconsin Extension Forestry Office, Milwaukee, Wisconsin.

a Adjusted price equals reported price divided by the Bureau of
Labor Statistics index for all commodity prices.

Correlation Coefficient = 0.038

Formula: Volume = 52.91 - (0.417) Price
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