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Abstract

Mohair is an exclusive natural animal fibre wittcime market appeal. It is, however,
questionable whether it is inherently suited toamodity-based marketing system in a
marketing environment that requires marketing systéo convey far more information
than commodity-based systems do.

Historically, mohair has been considered a commygoditd the marketing system for
mohair has been structured accordingly. It is, here argued that, the exchange
between mohair growers and the buyers of greasyamoéquires increased levels of
coordination to govern the exchange in a transactiosts efficient manner. The
inefficiencies created by an inappropriate or inptate marketing system for South
African mohair are expected to lead to a loss aofsomer value and a loss of potential
profit throughout the mohair supply chain if a momordinated governance structure is
not implemented to curb these costs and augmermtinent spot market exchange.

1. I ntroduction

Mohair is the technical name for the fleece of Argora goat and originates from an
Arabian word meaning “best fleece”. Mohair is aque and luxurious natural fibre and
no other fibre, natural or man-made, has the sartpia properties as mohair. Mohair is
sought after for its comfort, it being warm in wentand cool in summer and for being
highly durable. Mohair is also particularly valuabas a textile fibre because of its
properties such as firmness, lustre, resiliencejston@ absorption and low felting

capacity. Mohair is processed via lengthy procedsés textiles that are used to
manufacture a number of final products. The demfandifferent types of mohair is

based on the uses detailed in Table 1 below.



Table 1: Composition of the mohair clip and current application

Typeof hair Application Demand % of clip
Superfine and Fine Kid Wide application in men’'s and ladies’Extremely sought after byt 79
(< 26 micron) wear fashion dependent '
Kid (26-28 micron) Finds application in men’s and ladies’'Sought after but fashiop 10.8

wear dependent
Fine Young Goat Used in men’'s and ladies’ wear and |irBought after when i 76
(28-30 micron) household upholstery fashion '
Strong Young Goat Used in men’'s and ladies’ wear and |irBtable use in mohair 11.4
(30-33 micron household upholste veloui )
. Used in men's and ladies’ wedr, . . - .
'(:?:2?32dmu:::ron) household upholstery, knitting induswhg]tﬂitne?as\ﬁihoenn knitting  is 18.0

and brushed products (blankets ¢

Application only in brushed products,
Strong Ac_iult carpets and curtains.  AlternatiyelLimited 45.0
(37-40 micron) TR

application limitec

Source: From Van der Westhuysen, 1991 and ownibatitin

Spot market exchange, typical of commodity marlgesgstems, currently dominates as
the primary mechanism of exchange for South AfriGam mohair. Mohair is considered
a typical commodity with a number of classes anaded on a spot market auction that
publicly sets the price for mohair in South Africdhe purpose of this paper is to show
that despite the commodity characteristics mohain, aunder certain circumstances,
perhaps obtain better marketing results througktharaovernance system as shown by
the Camdeboo case described in this paper. Theesses achieved by the Camdeboo
group are indicative that a greater level of camation within the mohair supply chain
can, in specific circumstances, potentially yie&dter results than the current commodity
based mechanism of coordination alone. It is atghat the use of a spot market based
marketing of mohair may not be conducive to thenoal flow of information, goods and
returns throughout the supply chain since the comcation of mutual wants and needs
between producers and their clients is not easitylifated by a spot market system
(Loots, 2002).

Spot markets are characteristically suited to therketing of commodities and are
generally associated with generic product promeotiomcoordinated exchange, players
that seek self interest, limited information shgrinpportunism, short term relationships
and a relatively small amount of attention thatafforded to product differentiation
(Champion and Fearne, 2002). Trends in agribusisyetems are, however, increasingly
moving away from the commodity approach to marlgetman approach that focuses on
differentiated and branded products, coordinatechamge, players that seek mutual
interest, open information sharing, long—term refeghips and the successful marketing
of a product through satisfying the needs and waitise customer more effectively than
competitors (Champion and Fearne, 2002; KotlerQ200aking the changing marketing
environment, the exclusivity and niche market appafa mohair and the unique
composition of the mohair clip into account, theesfion arises whether mohair is
inherently suited to a commodity-based approacmaoketing as facilitated by the spot
market. This arises from the debate whether spokeh&oordination satisfies the basic
fundamentals of marketing that require signals egimg far more information than price
alone, as is necessary for differentiated produstriesses systems.



In this context this paper debates the proposttiahthe spot market is potentially not the
most suitable platform to govern the exchange ofiarounder all conditions, especially
high quality mohair, between mohair producers antiair processors.

In debating this issue the paper is not positwistinature but has certain objectives that
will be achieved through deductive processes. Tipeseesses are informed by a four
year engagement with the industry and the develaproé a case study to provide
evidence to substantiate the arguments that are.nfé@ general objective of this paper
is to analyse the structures governing the margetih South African mohair and to
debate the issues influencing the choice of alsleitstiructure to govern the marketing of
South African mohair in the evolving agribusiness/ionment. Before debating the
appropriate governance system for mohair it is s&mgy to review the history of mohair
marketing in South Africa to provide the context fbe debate. This is elaborated upon
in Section 2.

2. Evolution of mohair marketing in South Africa

Since the establishment of the mohair industry aut® Africa in the early 1800s the
industry was characterised by periods that rangaa food fortune with high levels of
demand, good prices, increased levels of productioth continuous improvement of
quality to turbulent periods characterised by askweclimatic conditions, economic
recessions, low prices, outbreaks of disease, sudtanges in fashion and discord
within the industry (Pringle and Dockel, 1989; Vder Westhuysen, Wentzel and
Grobler, 1988).

The Department of Agriculture, mohair producers arahair merchants realised that the
continued existence of the mohair industry was ddeet on the active promotion of the
mohair industry. In 1951 an inspection fee wasituistd by the government and

collected by the agency of mohair merchants tordmrie to a public fund under the

control of the Minister of Agriculture for, amongsthers, the promotion of mohair. In

order to assist him in the proper application @& fiind the Minister appointed a Mohair

Advisory Board. The Mohair Advisory Board was taskender the auspices of the
Minister, with proposing and executing projectse@ch and promotions that it deemed
beneficial to the South African mohair industry (Vder Westhuysen, Wentzel and
Grobler, 1988). The public auction disposal of mpheas already instituted in 1949

despite considerable resistance from mohair buadsvhen the Mohair Advisory Board

was established in 1951 it announced classing atdador mohair for the first time.

In 1965 it became clear that the powers of the Mohdvisory Board were insufficient

and consequently a scheme for regulating the magkef mohair under the Marketing
Act (Act 26/1937) was announced in an extraordir@oyernment Gazette (1244/1965)
which also made provision for the establishmerd Mohair Control Board. Mohair was
still marketed by four brokers on auctions schedildg the Mohair Advisory Board. At

the time the Control Board did not interfere in free flow of mohair to the market nor
did it attempt to influence prices directly (Priagland Dockel, 1989; Van der



Westhuysen, 1993).

An alarming decline in prices during 1970, howeyeompted the executive of the South
African Mohair Growers Association to approach tMohair Control Board to
investigate an alternative marketing system. In119% proposal, despite considerable
opposition from some producers and buyers, waspéeddo stabilize mohair prices by
means of a single channel pool scheme (Gov. Ga2&®4/1971 and Proclamation
R281/1971). From 1972 the Mohair Control Board gi&en the sole right to market and
set prices for South African mohair (Annual Repddhair Board, 1971). For economic
reasons the four brokers at the time amalgamatedoime body to form Boeremakelaars
(Kooperatief) Beperk (BKB). The mohair control boaubsequently appointed BKB as
the sole agent to undertake mohair preparationhamdling on behalf of the Board. In
the early 1990s the escalating cost of clip prepardy BKB and the poor economy of
the mohair industry at the time led mohair prodscdrthe 1992 congress of the Mohair
Growers’ Association to request that the Mohair @arBoard cancel its agreement with
BKB and take over the function of clip preparatitself in an attempt to reduce the
marketing costs of mohair (Van der Westhuysen, 1993

Widespread agricultural marketing reform in the nudate 1990’s led to the suspension
of the Marketing Scheme for Mohair and the disbagdf the Mohair Board in 1997.
The Mohair Board was replaced by Mohair South Asfrian independent private sector
organization and responsibility of preparing thip g¥as transferred to BKB and the then
newly formed Cape Mohair and Wool (CMW). The assdtthe Mohair Board were
transferred to the Mohair Trust with the objectafesafeguarding the assets for future
utilization in the advancement of mohair. Follogithe marketing reforms in 1997, the
marketing of mohair once again took place in tlee fmarket and producers were free to
choose the means of disposal for their mohair. Gwel above the existing open cry
auction farm gates sales, forward selling, consraetectronic auctions and tenders all
emerged as possible trading platforms for exchangmohair between mohair growers
and buyers.

Table 2 below details the primary trading platforfos mohair producers from 1998 to
2002 following a questionnaire survey amongst mopaducers.

Table 2: Volumes (%) and values (%) of mohair per traditegform (1998-2002)

Trading platform Volumes by mass and Y ear
value 1998 1999 2000 2001 2002
Auction Mass (% 98 9¢ 97 92 94
Value (%) 98 99 96 86 88
Farm gate sales Mass (% 2 1 3 2 3
9 Value (% 2 1 4 4 6
Mass (%) - - - 6
Contracts Value (% - - - 1c »
. Mass (%) - - - - 3
Forward selling Value (% - - - - 3

Source Own survey, 200h=44)

In light of the fact that controlled marketing oohair was disposed of during 1997 a
number of alternative trading arrangements begaerging from 1998. These include



farm gate sales, contracts and forward sellingth@$e the open cry auction system was
identified as the main trading platform with an i@ge of 96% of the total volume of
mohair of the respondents passing through the auc®ver time there has, however,
been a general decline in the volume and valuaehtohair passing through the auction
with trading options like farm gate sales, consaahd forward selling emerging as
trading options. It is noteworthy that contractsl dorward selling become avenues of
trade during 2001 and 2002 but were not fixed geaments with none of the producers
reporting sales through contracts in 2002 or stdesugh forward selling in 2001. This
trend is in all likelihood ascribable to changirgthnd and supply conditions and mohair
producers’ and buyers’ different strategies to mime their risk under the different
supply and demand conditions.

It is of specific note that the decline in the v&abf mohair passing through the auction is
significantly more than the decline in the volunfexmhair passing through the auction.
This leads to the conclusion that the higher vélhgtter quality) mohair was increasingly

passing through trading platforms other than thenopry auction during the specific

period.

3. A Framework for Exploring Alternative Supply Chain
Governance Structures

Jordaan (2005) debated at considerable length ifferetit cases for mohair’'s “unit

type”, i.e. whether mohair is a product or a comityod The markets for products

containing mohair varies from home industries tbHer craft products to exclusive

boutiques that offer custom tailored products Bkelusive men’s and ladies’ apparel and
designer furniture. As a result of the diverse maplon of mohair the demand

characteristics for the various types of mohair emahair products and the competition
for the respective products are also quite divasdllustrated by Table 1 discussed
earlier and Figure 1 below. From this it is evidémit different types of mohair have
quite different applications and demand charadtesis Relating the end-uses and
demand characteristics of the diverse mohair dimbhair’s unit type it is argued that,
based on the properties of mohair clip, mohair bantermed a “product” since its

diversity is translated into varied end-uses andabe demand characteristics for the
variety of end products.
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Figure 1: The markets and end-uses of mohair
Source: FAO, 2005; Loots, Personal communicati®@952

Making an argument that under specific circumstano®hair potentially exhibits
characteristics of a uniquely defined product atnstep is to explore additional
governance structures for the marketing of molat tan convey more information than
price and basic quality. Potentially the mohairusidy, or individual firms within the
industry, must make a strategic decision regardireg optimal vertical coordination
strategy for each vertical exchange relationshgi th executed in the process of doing
business. Such a decision needs to be informeadhsidering all possible options along
the vertical coordination continuum (Petersehal., 2001) from spot markets to fully
vertically integrated systems. To a large exteist decision is informed by (1) the nature
of the product/commodity (discussed above and misdordaan, 2005) (2) transaction
costs in exchange and related to that the (3) apeeificity for each of the agents in the
chain. These issues are discussed below.

31 Transaction costs and vertical coordination

Hobbs (1996) notes that there is always some kihdeotical coordination if any

production takes place and that transaction cdasgn important role since they affect
the type of coordination between successive stafjesconomic activity or “vertical

coordination”. Vertical coordination is generallyefthed as “...... all the ways of

harmonising the successive vertical stages of mtomlu and marketing” or “the

alignment of direction and control across segmeita production/marketing system”
(Mighell and Jones, 1963; King, 1992). Sporlede®9d) points out that the factors
aligned in vertical coordination are price, quantguality and terms of exchange.



The idea of a vertical coordination continuum haseafoped over time starting with the
classic “Make vs. Buy” decision that identifies twmossible vertical coordination
strategies - a spot market and vertical integratfower time the number of possible
coordination strategies has increased and a nuwibérybrid coordination strategies
between spot markets and vertical coordination. (migt planning and information
sharing, specification contracts and equity arrameygs) were identified. The various
individual components of the vertical coordinaticontinuum have been analysed by a
number of authors but only recently has it beeméefas a true continuum. The research
of Peterson, Wysocki and Harsh (2001) proposes timatvarious discrete vertical
coordination strategies that have developed ovee ttan be viewed as a continuum
stretching from open markets on the one extremedmplete vertical integration
(multiple successive economic stages under singleship) on the other extreme with
a number of hybrid coordination strategies in benvéhese two extremes (Petersen,
al, 2001). Petersorgt al (2001) propose a continuum with five major categgrof
vertical coordination strategies that run from oot markets to complete vertical
integration. At the spot market end of the contmuthe “invisible-hand” of economics
governs the exchange between parties where indil/@tonomic actors pursue their own
interests, enter into exchange relationships thatshort-term and opportunistic, have
limited sharing of information, are flexible andeperving of the parties’ independence.
At the other end of the vertical coordination cootim mutual interest governs the
exchange between parties where economic actorsigunsitual benefits and enter into
long term relationships characterised by stabilitgerdependence and the sharing of
benefits information.

A number of factors potentially determine the natof vertical coordination between
successive economic activities (Hobbs, 1996; Martir2002). Transaction costs are one
of these potential determinants of vertical cocatlon. Although the other determinants
of coordination are by no means insignificant timgquiry focuses on the interaction
between transaction costs and vertical integragmhthe ultimate effect on the marketing
of South African mohair. According to transactiaysts economics, the nature and level
of transaction costs and the characteristics oftthesaction determine the nature of
vertical coordination and firms choose a methodverftical coordination based on a
comparison of the net effect on transaction cdstbbs, 1996; Martinez, 2002). Ménard
(2004) proposes that, based on the discrete alighpranciple developed by Williamson
(1991), specific transactional relationships ardected through efforts made by
transacting parties to reduce the cost of the &eim by aligning the governance
structure with the exchange attributes.

Mahoney (1992) provides the most extensive framkwir specify coordination
mechanisms, and he uses three conditions that cmesideration when deciding on a
coordination strategy, namely seperability, aspet#icity and the degree of uncertainty
(programmability).

Champion and Fearne (2001) define these conditisrisliows:



» Separability This refers to the ability to determine and measihe value of the
contribution and hence reward for each player i tfansaction. If it is easy to
measure value creation at each stage of the cti@ntiransactions are said to be
separable.

» Asset specificity or uniqueneskhis refers to the specialised nature of the huora
physical assets that are required to complete rdresaction. The more unique or
specialised the asset, the stronger the inter-fibomd required to encourage
investment. Petersoet al (2001) define asset specificity as the degree Hiclwan
asset can be redeployed to alternative uses amdtdipative users without sacrifice
of productive value. Unlike general-purpose assk&t can be freely transferred
across applications, transaction specific assets taored to a particular user
(transaction) and thus maintain their value onlg imarrow range of alternative uses.

e Task programmability.This indicates that a transaction is well underdtby all
parties and is often repeated and has predictalieomes, without the need for
discussions or negotiation.

The extensive framework developed by Mahoney (1992)uide the choice of vertical
coordination strategy based on asset specifi@asgk programmability and separability is
presented in Table 3 below and is then used irsélation to follow to discuss potential
vertical coordination mechanisms for South Africaahair producers and mohair buyers

Table 3: Thevertical coordination continuum
L ow programmability High programmability
L ow asset High asset L ow asset High asset
specificity specificity specificity specificity
Separable Spot market Long term contract Spot rharkeJoint venture
Non- Str_ategic quperation O | |side contract Vertical_
separable alliance vertical ownership ownership

Source: Mahoney, 1992
3.2 Asset specificity

Williamson (1996) identifies a variety of forms a$set specificity that include physical,
human, site, and dedicated brand name asset sjtgciWhen the first transacting
relationship in the mohair supply chain, the tratisa between mohair growers and
mohair buyers, is considered and viewed in termaseét specificity it is argued that this
relationship is characterised by relatively highels of asset specificity for both parties.

3.2.1 Producers



Mohair producers, as the first party to the tratiea¢ invest in a number of specialised
assets in order to be able to transact with fitages mohair processorsig mohair
buyers), the second party to the transaction. Thpseialised assets are:

Angora goats

Angora goats are kept solely for producing mohaud anly in unusual circumstances,
like when animals become unproductive or duringgrged periods of very depressed
prices and consequent herd reductions are Angaats gtaughtered for chevron. Since
the Angora goat is a very inefficient producer ada) an Angora goat’'s use as an asset
for mohair producers is therefore limited to thedurction of mohair. Angora goats can
therefore be viewed as highly specialised and epgcific physical assets that mohair
producers invest in, in order to be able to transdth mohair buyers. The level of
investment in Angora goats as specific assets tutls African mohair producers is
evident from the contribution that mohair produstimakes to the total farm income of
mohair producers. Following from a survey amongshair producers it was determined
that about 44% of South African mohair producers e least half of their total income
from producing mohair. Therefore at least 44% afitBAAfrican mohair producers’ bulk
total farm income (>50% contribution to total farimcome) is dependant on the
investment in Angora goats.

It is, however, noted that livestock is generallynsidered as a liquid asset which
diminishes livestock’s degree of asset specificitiie liquidity of Angora goats as an
asset is, however, not as high as that of gen&vek since it takes time to breed and
build a flock of Angora goats that can produce ggodlity mohair. This implies that

when a farmer makes the decision to produce mahasra specific and longer-term

investment in mohair production both in terms «f #pecific breed of animals as well as
the time it will take to breed and compose a fltithkt consistently produces high quality
mohair. The investment in time that is requiredbteed and compose a flock that
consistently produces high quality mohair, alosetherefore sufficient incentive against
continuous buying and selling of a producer’s whoded over short periods of time and
proof that Angora goats are, although livestock,mghly liquid assets.

Investment in specific genetic material is anothehly specific asset that mohair
producers invest in. The production of mohair,eesgly good quality mohair, is heavily
dependant on investment in very specific high dqualienetic material that has the
capacity to influence the fineness, the style aratacter and to some extent the length of
the mohair, all of which are economically importatttibutes of mohair.

Shearing facilities

Shearing facilities are used to shear fibre fronmais, generally wool from sheep and
mohair from goats. Shearing facilities generallystdgute herding pens, a building of
some sort, in many instances a shearing machingngaoables and bins for the various
classes of wool or mohair, implying that considézabvestment needs to be made when
investing in shearing facilities. Shearing faddgtican also be considered as relatively



specific assets that mohair producers have to inwve$or which there are relatively
limited alternative uses. The only alternative dse a mohair producer’s shearing
facilities is for the shearing of wool producingeep, if the mohair producer is also a
wool producer. Given the nature of the mohair poboly area in South Africa many
mohair producers may well be wool producers ancetbee shearing facilities are shared
between wool and mohair. Since shearing faciliti@ge an alternative use the degree of
asset specificity of shearing facilities will deperon the contribution of mohair
production to the farming business. The greateraimgiroduction’s contribution is to the
farming business the greater the asset specifi€itye shearing facilities.

Farmland

Farmland on the basis of site specificity can dsoconsidered as a relatively specific
asset that mohair producers invest in, in orddse@ble to transact with mohair buyers.
The Eastern Cape Province, as noted earlier, iptémier mohair producing area in
South Africa and has the most suitable farmlandAiogora farming. The suitability of
the Eastern Cape for the production of mohair canascribed to the historical
establishment of on-farm infrastructure (shelteeasing sheds, kraals, dipping facilities,
fencing, etc) for the production of fibre produciagimals (wool producing sheep and
mohair producing goats), shrub vegetation that isll wsuited to the browsing
requirements of goats and a predominantly healimate relatively free of serious small
stock diseases found in other areas of South Afridee area over which mohair
production is spread is quite diverse and a nurab&rming activities are undertaken in
this area. Our survey conducted amongst mohairyoerd, revealed that the most
significant other farming activities that mohairogucers undertake, depending on the
area, include the production of wool, mutton, besfd to a lesser extent game, Boer
goats, ostriches and crops. Farmland in the prinmaoyair producing areas of South
Africa is therefore most suited to the productidrstmck, especially small stock, which
includes mohair. When a producer therefore acquées in this area he is investing in
an asset that is generally very specific to thedpetion of small stock. Although
farmland is not a highly specific investment for o producers since the land can
readily be used for a number of alternative usks,fact remains that these uses are
limited and that the land is ideal and useful fayducing mohair.

Specialised human capital

Mohair producers also have to invest in “specidligaiman capital” in terms of
informing/educating themselves about the productto handling of mohair. The
production of quality mohair is primarily dependemt the genetic quality of the Angora
goats, environmental conditions and the manageofethie herd. Since the management
of the herd is an important factor determining $iecess of mohair production, mohair
producers have to invest time to acquire specthksdls to produce mohair successfully.
These skills include progressive animal husbanahgeding, herd management, nutrition,
shearing, clip preparation and classing and soprmagtises as they relate to the rearing of
Angora goats and the production of mohair. Thesecigpsed skills to successfully
produce mohair should also be viewed as an invedtmepecific assets.



3.2.2 Processors

Processing equipment

To enable processors to transact with mohair praduthey have to invest in specialized
physical assets in the form of machinery and/oiggant. The equipment that is used to
process mohair is in essence equipment that igmesito process wool but as a result of
the distinct differences in the processing charaties of wool and mohair it is
necessary to adapt the equipment to be able tegsomohair. The differences in the
processing of mohair and wool are such that thetatian required to process mohair
renders the equipment unsuitable for the processingool. Processing equipment can
therefore be considered as an investment in spesiets for mohair processors.

Location (Site specificity)

First stage mohair processors have to locate theiities relatively close to the primary
mohair producing area to reduce transportationscdmsthe processing plant. By locating
facilities on a specific site and because relocatiosts are high the first stage mohair
processors and mohair producers become locked ex@mange relationship for at least
the useful life of the processing plant.

Specialized human capital

As noted previously mohair is a unique fibre anquiees relatively specialized human

capital to process. Consequently mohair procesBave to employ people that have

acquired the necessary skills and knowledge togaoohair. Furthermore processors
also need to invest in the continued learning eirtemployees so as to improve their
capacity in processing mohair.

3.3  Task programmability

When the transacting relationship between mohaowgrs and mohair buyers is
considered and viewed in terms of task programntgbtl can be concluded that this
relationship is characterised by relatively low disv of programmability. Mohair
production is clearly a biological process andrlative quantity and quality of mohair
that is produced is heavily dependant on envirortatemnditions — a factor over which
producers have no control. Although producers canipulate the quality of the mohair
that they produce through breeding and husbandagtipes, it remains difficult to
programme the final quality and quantity of mohhat is produced.

As a result of the variable nature of mohair prdaducthe processing of mohair is also
characterised by relatively low levels of progranbitiy. The total annual production of
mohair generally does not vary significantly froray to year and therefore has little
influence on processors’ programmability — annueddpction is largely subject to
predictable mega trends. There are, however, tgiifgiant sources of uncertainty that



reduce programmability for mohair buyers/processors the input side of their
operations. The first is the varying quantity o€ tHifferent quality classes of mohair,
since production is subject to environmental coadg that have a direct influence on the
quality of mohair produced. The other factor theduces programmability for mohair
processors is the timing of the delivery of motgiproducers. Given the relatively small
size of the South African mohair clip in globalrtey (it constitutes a mere 0.007% of the
annual global consumption of all textile fibresjstconceivable that the timing decision
of producers to deliver their clip and offer theor sale could influence processors
programmability (Jordaan, 2005). If processors laocking for a specific quantity and
quality of mohair at a specific time to be ablefutiil an order but the raw mohair that
they require isn’'t available for sale on the auttid detrimentally affects their
programmability.

In short, the arguments presented in this sectiointpo the fact that both mohair
producers and mohair processorg (mohair buyers) are subject to relatively low levels
of programmability when transacting with each oth&lthough the intensity of the
programmability of the various processes is refgtias discussed, the exchange
relationship between mohair producers and mohaicgesors can generally be seen as a
relationship characterised by relatively low levalprogrammability.

34  Seperability

The transactions between mohair growers and buyeisaracterised by mixed levels of
seperability. Seperability refers to the abilitydetermine and measure the value of the
contribution and hence reward for each player entthnsaction. Non-seperability, also
known as complementarity, exists when the comlonatif individual activities within a
transaction yields an output larger than the sunowputs generated by individual
activities.

When bringing seperability and/or complementarityoi relation with the exchange
relationship between mohair producers and mohaicgssors, two views can be taken.
The first view is that the value of the contributiof each of the role players in the
mohair supply chain is clearly discernable andtiredly easy to determine. Mohair
producers contribute to the mohair supply chainpbgducing mohair and they are
rewarded for performing this function through tharket related prices they receive for
their mohair. Mohair buyers/processors contribube the mohair supply chain by
processing mohair from raw fibre into various inmtediate levels of mohair like mohair
tops or mohair yarns. They are rewarded for periognthis function through the market
related prices that they receive for their products

The second view is that where specific attributésnohair, which are introduced at
producer level, must be transferred through theincha the final consumer the
relationships between actors in the chain are rwracterised by high levels of
seperability. To illustrate this, retailers and mif@cturers of mohair products can, by
themselves, not assure specific attributes intreduat producer level unless they



coordinate production, processing, manufacturiegtarough the mohair supply chain in
such a way that there is certainty that the spedifiributes are in fact present and
preserved throughout the chain. By their actions@&| manufacturers and retailers cannot
assure what the end consumer wants. Only througiralled coordination with the
producers and processors can the supply chain pedihe desired end product (whether
each role player gets adequately rewarded for #heevthat is added is another matter)
and therefore it can also be argued that the exgeh&etween mohair producers and
mohair processors can be characterised by lowdefedeperability in such an instance.

34 Conclusion

Based on the Mahoney (1992) framework the exchaef@ionship between mohair
producers and mohair processorig (mohair buyers) is characterised by investment in
specific assets by both parties, low levels of prognability for both parties and mixed
levels of seperability between the tasks and resvafdboth parties. The framework as
proposed by Mahoney (1992) therefore dictates fttrabptimal and sustainable returns
for both parties the relationship between mohaidpcers and mohair processors should
be governed by either long term contracts, coojmeraagreements or some form of
vertical ownership. Under circumstances where higvels of seperability can be
identified contracts are more relevant and cooperatgreements and vertical ownership
become more relevant where low levels of sepetglaitie identified.

4. Identifying alternative governance structures for the South
African mohair supply chain

As noted earlier the vertical coordination mechanithat currently dominates the
exchange between mohair producers and mohair big/arspot market in the form of a
public open cry auction. An obvious dichotomy isidewmt between what a suitable
governance structure for the exchange relationséiween mohair producers and mohair
buyers ought to be (based on a theoretical deowptand the governance structure
currently in use (based on a practical derivatidio).further analyse this dichotomy this
enquiry makes use of the framework developed bgrBem et al (2001) for choosing an
appropriate vertical coordination strategy.

The framework proposed by Petersen,al (2001) is based on the logical choice that
firms need to make regarding their positioning gltime vertical coordination continuum
for each vertical exchange relationship that tha fnust enter into to be able to conduct
business. The framework focuses on the analysisdieision makers would make to
arrive at a specific coordination strategy to gaver specific exchange relationship.
Petersonet al (2001) postulate that decision makers will arratea specific vertical
coordination strategy by asking themselves fivernglated questions that form the basis
of their framework. The framework is graphicallypresented in Figure 2 below.

Initiation Node
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A 4

No

Yes, change v
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»
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change

Yes Decision node 4

Is the risk/return trade-off No No
> acceptable? - change
\ Yes /
Re-evaluation of the Adopt new
strategy - strategy
Figure2: A decision making framework for changing vertical coordination
strategies

Source: Peterson, et al, 2001

4.1  Spot market exchange

Wysocki, Peterson and Harsh (2003) developed aadetbgy to quantitatively analyse
firms’ strategic choice along the vertical coordioa continuum, but as a result of the
complexity and lack of relevant quantifiable data the whole South African mohair
industry the application of this framework for detining the most appropriate
governance structure for the exchange between mpraiucers and mohair processors
follows a distinctly qualitative approach. A quative discussion of this framework for
the exchange relationship between producers araégsors will, however, aid in gaining



insight into the appropriateness of the currentidant vertical coordination strategy for
South African mohair and the vertical coordinatstrategy as suggested by the Mahoney
(1992) framework. This discussion is based on e ihter-related questions proposed
by the Petersoret al (2001) decision framework:

Question 1 - Is the current marketing system toustly”?

The first question initiates the process of detamg the most appropriate vertical
coordination strategy for a specific transactiaedtionship. The question is whether the
cost of the current marketing system is too highelation to a particular transaction or
transactional relationship?

It is argued that a mismatch can potentially odauthe current marketing system for
mohair, resulting in costly coordination errors.s@p coordination errors either occur as
a result of a marketing system’s inability to expty develop the non-material aspects of
mohair since a commodity marketing system becatismes not allow the efficient
communication of unique product attributes OR beeathe marketing system creates
more operating costs than the cost reduction irrdination errors it is designed to
control. Based on earlier arguments that the SAériban mohair clip can be considered
as a product (or rather a collection of “produciif not a homogenous commodity the
costly coordination error that results by usingpatsnarket coordination in the form of a
open cry auction sprouts from the inability of therent spot market to exploit attributes
of mohair for which apparent opportunities existaagesult of the system’s inability to
efficiently communicate the said attributes. Thatiebutes may include attributes that
are beyond the current classification or descnipf@arameters for mohair and which
could include mohair produced according to a res®ghand specific value system,
mohair that is certifiable as organically producethhair that is classed to have a low
coefficient of variation with respect to fibre diatar, mohair with superior fibre strength
attributes etc. Because the open cry auction isently the primary, but not the only
means of coordinating the exchange between moladupers and mohair processors
(via mohair buyers), the shortcomings of the spot mas&erdination are highlighted by
the fact that the higher value (better quality) miohs increasingly passing through
trading platforms other than the current domingoat snarket system. This would imply
that the open cry auction system, which focuseg@meric attributes and commodity
based business systems, is probably not creatitijmapreturns for mohair producers
under all circumstances since it is not suited donmunication properties of mohair
beyond the price based on the basic classificatystem for mohair.

Question 2 — Would an alternative strategy reduwe ‘tcostliness” of the marketing
system?



This question requires an analysis of whether o@another vertical coordination strategy
would better match the intensity and cost of cawation with the costliness of
coordination errors for the specific transaction.

Arguments were proffered that the level of assedcsigity and non-seperability (or
complementarity) between mohair producers and mobayers is characterized by
relatively high levels of asset specificity and sdxlevels of non-seperability. This
assessment of these two determining criteria irtidy the costliness of the coordination
errors, as noted previously, are potentially grethian the operating costs of the open cry
auction spot market that currently dominates theharge between producers and buyers.
Since the cost of the coordination errors betwemmdyrers and buyers are potentially
greater than the cost of operating the governamuaetsre greater intensity in the control
of the exchange becomes necessary. Greater intémsiontrol constitutes a move to the
right along the vertical coordination continuum whéehe governance structure could
possibly better control the coordination errorshwiit negating these benefits through
higher operating costs. Yet, due to a lack of dhagie is no certainty of the impact of
contracts or other forms of increased coordination.

In terms of determining whether an alternative dowtion strategy would reduce the
“costliness” of the current marketing system forutboAfrican mohair, the answer is
potentially a “Yes”. A coordination strategy thateecises greater control intensity could
potentially reduce the “costliness” of the curremarketing system for South African
mohair. As deduced from the Mahoney (1992) framé&wearlier, contracts or

cooperation agreements or some kind of vertical evalmp match the criteria for

increased intensity of control and are potentidlhetter” coordination strategies to
govern the exchange between mohair producers ayet$u

Question 3 — Is an alternative programmable?

If another vertical coordination strategy offerspatentially better match between
costliness of coordination errors and coordinatontrol intensity, then the framework
leads to a third question in the strategy changeqss: Is the potential alternative
programmable?

As mentioned mohair production is relatively fragiesl with an estimated 1 200 to
1 500 producers producing South Africa’s total molkchp. Mohair processors who are
the sole consumers of raw mohair are, conversaklyiconcentrated with only a few
primary mohair processors globallfhe imbalance between the number of mohair
producers and processors results in a number dlgms for both parties if they were to
directly transact with each other. Mohair producemuld face the “small-number”
bargaining problem and coupled with specializede@sssmall number bargaining
increases the potential for opportunistic behavimegause alternative exchanges cannot
be easily arranged. Mohair processors on the dthad would incur high transaction
costs (search, negotiation and monitoring costshel have to transact with so many
relatively small producers. Brokers have over trearg become the intermediary
institution between producers and processors tp heth parties overcome these high



transaction costs. As noted, brokers facilitate dpen cry auction where mohair

producers offer mohair for sale to mohair processgra mohair buyers) and can

therefore be considered as an integral componettteofransaction between producers
and buyers. “Producer organisations”, which ardrbegg to form in the mohair industry

can potentially, also fulfil a similar role as beyk by acting as intermediary between
producers and processors.

When the programmability of the alternative cooatiion strategies to govern the

exchange between mohair producers and processamngdered it is evident that an

intermediary remains integral to successfully featihg the process. The presence of an
intermediary like a broker (Cape Mohair and WodkB3 or producer group (Camdeboo)

makes contracting in particular, a programmablesra#itive coordination strategy.

Cooperation and even forms of vertical integrateme programmable and effective,

specific management routines could be but in placenake any of these potential

strategies workable.

Question 4 — Is an alternative implementable?

Programmability only assures that specific managgmaitines exist. It does not ensure
that a specific decision maker, like the mohairustdy, can effectively implement the
routines. Implementability can be conceived asragifrom four conditions (Petersoet

al, 2001).

Capital availability.

Existence of compatible partners
Control competence

Institutional acceptability

If the alternative vertical coordination strategigst are proposed for the exchange
between mohair producers and processiarlfuyers) by the Mahoney (1992) framework
are considered in terms of implementability a nundfeemarks can be made.

The capital outlay that would typically be requiread implement contracting and/or
cooperation between mohair producers and mohaierswna the various intermediaries
would be very limited. The basic infrastructure faxilitate any of these vertical
coordination strategies is already in place andeaenne-alignment and/or restructuring
would be the only “investment” required in termsiofrastructure. Investment in the
drawing up of legal contracts and/or terms of exgeawould be the other capital outlay
required from the parties (producers, brokers, peced groups, buyers, processors) at this
exchange point to make any of these proposed wakrtoordination strategies
implementable. None of the abovementioned capitdlags are envisaged to be of
sufficient size to hinder the implementability dfese vertical coordination strategies.
These capital outlays could actually be considerednvestment in the future for the
exchange parties since these means of exchangnmaeasingly characterising these
types of exchanges globally.



The existence of compatible partners amongst gadtiethis point of exchange in the
mohair supply chain is not clearly identifiable @@nthis would require an in-depth
analysis of each of the parties, their currentatia direction and corporate culture. It is,
however, very likely that compatible partners & ttxchange point in the chain will exist
and that the proposed vertical coordination stiategill indeed be implementable.

In terms of control competence many producers amefartable with an auction market
because they view themselves as having the “tradiiis relevant to spot transactions.
Few producers, however, have sufficient experiemcare willing, as individuals, to
engage in the levels of control needed for theciased levels of coordination required by
governance structures, such as specification adsta alliances. Brokers or producer
groups that act as intermediaries between indivigpaducers and mohair processors,
however, offer an institutional framework that hag necessary control competence
required to exercise the coordination control regpiibby governance structures such as
specification contracts or alliances. In order ¥@rtical coordination strategies that
require increased levels of coordination, as ampgsed, to be implementable, an
intermediary like a broker or producer group becemesirable to provide the necessary
coordination control competency and institutiortelcture.

The last requirement to evaluate the implementgbibf the proposed vertical
coordination strategies is the institutional acabpity. A “well structured” industry like
the South African mohair industry would only stuwret the exchanges between parties
within legally acceptability norms. The broadertitugional acceptability of the proposed
alternative vertical coordination strategies foe gorimary marketing of South African
mohair poses the greatest threat to the implem#ihyabf the these strategies. The
exchange between mohair producers and processoracdsgated by the various
intermediaries (brokers and buyers) has developed many decades and a number of
conventions regarding this exchange relationshe dmeply rooted. From observation,
the social, cultural and group norms establishethiatexchange in the mohair industry
are such that there are relatively low levels aipration; “change” from thstatus quo

is generally unwelcome (or even undermined) andirtiigementation of strategies are
delayed by industry politics and overly bureaucratecision making processes. These
deeply rooted norms within the South African mohandustry, although not
insurmountable, may influence the institutional egatability of the proposed alternative
vertical coordination strategies.

An overall assessment of the four conditions foplamentability of the proposed
alternative coordination strategies between mopaiducers and mohair processuia
the relevant intermediaries reveals that the &dteres are implementable. The
implementability of these alternatives is anticgzhto be without hindrance from lack of
capital, a lack of suitable partners, or a lackcomntrol competence. The only possible
hindrance to the implementability is the institatid acceptability of these alternatives
based on the social, cultural and group norms ptesghin the South African mohair
industry.

Question 5 — Is the risk/return trade-off accep&abl



Based on the “extra value” that could be extractedugh the reduction or control of
costly coordination errors through more coordinardhange between mohair producers
and processors (via brokers, producer group’s aryer) it must be concluded that the
risk/return trade-off of the alternative strategiesacceptable. The risks associated with
adopting the proposed alternative coordinationtestias are relatively low, especially
since these strategies could in all likelihood HWéred as “alternative” exchange
mechanisms to compliment existing exchange mectmsnigsulting in very little risk in
implementing these alternative strategies.

The Petersorgt al (2001) framework proposes that only a “yes” anstoeall five of the
relevant strategic questions will result in a chethgeoordination strategy for the
particular transaction in question. By means oflitatave analysis and deduction all five
relevant questions of the Peterseh,al (2001) framework have been answered with a
“Yes” answer for contracts or cooperation agreeséas determined by the Mahoney
framework). This result implies that contracts aopgeration agreements are viable
alternatives to the current open cry auction spartket that prevails as the primary means
of coordinating the exchange between South Africashair producers and mohair
processors based on the relevant frameworks usative at these conclusions.

4.2  The makings of alternative or additional coordination arrangements for
mar keting mohair in South Africa

O’Keeffe (1998) notes that the income for individlo@mbers of a supply chain stems
from the variable division of value between membgrsthe chain. The continued
existence of a supply chain is therefore dependenan equitable distribution of the
value created in the supply chain so that each raenmbthe supply chain is able to
remain in business and have sufficient incentiven&intain the necessary level of quality
throughout the chain. One of the primary challenf@msthe South African mohair
marketing system is to ensure that equitable pwstif the value created in the mohair
supply chain are allocated to producers to keem tinebusiness and to provide them with
the necessary incentives to produce high quality naohair that can eventually be
transformed into high quality final products.

An marketing system for South African mohair is ¢nat would capture and transmit all
the tangible and intangible attributes of mohamotigh the entire supply chain. The
attributes that require communication may includehair produced according to a
recognised and specific value system, mohair thaeitifiable as organically produced,
mohair that is classed to have a low coefficientarfation with respect to fibre diameter,
mohair with superior fibre strength attributes eti€.of which are currently not described
or captured within the current classification sgst®r mohair but of potential value to

role players further along the supply chain. Grgata marketing system with this

capacity requires vertical coordination strategileat can effectively and efficiently

transmit these product attributes through the supphin from the exchange between
producers and processors to the exchange betweeitene and consumers. If one



exchange relationship in the marketing chain is oapable of transmitting these
attributes effectively a “value bottleneck” is dec at that exchange and the value that
cannot be transmitted by the governance structulaest. The result is a reduction in the
total value created in the chain and reduced veduee distributed amongst the supply
chain role players.

This paper has investigated the exchange relatiorisétween mohair producers and
processors and aspects surrounding an appropreatecal coordination strategy to
govern this exchange within the current agribusiressvironment and the mohair supply
chain as a whole. The proposition made thus fdras mohair can generally be regarded
as a product with both tangible and intangiblelaites and; that the current spot market
that governs the exchange between producers andegsars can allow costly
coordination errors to occur and value to be lostesthe spot market does not allow the
effective and efficient communication of all of tkeeonomically valuable attributes of
mohair. O’Keeffe (1998) and Champion and Fearn®@@2@lso argue that spot markets
separate producers from processors which limits nconication between these
exchanging parties and creates difficulties inafely transmitting both the “hard” and
“soft” attributes of the product being exchangetie3e authors therefore consider spot
markets as “value bottlenecks” in instances whaee dpot market is required, but is
unable to transmit attributes of the product thatld create greater collective value in
the supply chain.

The exchange between mohair producers and prosesisould therefore theoretically be
governed by vertical coordination strategies tlaat effectively and efficiently transmit
the tangible and intangible attributes that mohsiargued to possess. It is therefore
proposed that the spot market, which is contendetlet a “value bottleneck” under
circumstances where it is required to transmit nattebutes that price and basic classes
in the mohair supply chain, be augmented by maengively coordinated governance
structures like long term contracts, cooperatioreagients or some form of vertical
ownership to offer the necessary structures tostranattributes like mohair produced
according to a recognised and specific value systemhair that is certifiable as
organically produced, mohair that is classed toehaow coefficient of variation with
respect to fibre diameter, mohair with superiorrdibstrength attributes etc more
effectively between producers and processors athaiely the whole mohair supply
chain. Boehlje (1999) assents to this proposal digting out that that various forms of
negotiated coordination systems become more efeecind necessary for efficient
functioning of the production and distribution st in the current agribusiness
environment.

Marketing systems where the exchanges between ysupphin members are
predominantly governed by governance structures mbguire intermediate levels of
coordination control, like long term contracts ooperation agreements, also create the
opportunity for greater cooperation amongst chaiemipers. Champion and Fearne
(2002) propose that a supply chain management (S&pgjoach to the marketing of
wool would create greater value in the supply ctad foster an environment where
supply chain members cooperate and share the eadated in the supply chain equitably



- a “win-win” situation for the whole supply chaifhese authors consider SCM as “an
overarching philosophy” for an entire marketingteys which creates value by allowing
effective communication and the transmission of rdhaand “soft” product
characteristics from raw material to the consurAemarketing system for South African
mohair that embraces more intensively coordinatacemance structures like long term
contracts, cooperation agreements or some forneical ownership is also suited to a
supply chain management approach like ChampiorFaadhe (2000) describe.

5. Conclusion

This paper reviewed the possible marketing goveraatructures that could govern the
exchange between mohair producers and processofacadgated by the relevant
intermediaries. The theoretical frameworks propdseiahoney (1992) and Petersen,

al (2001) were used as a guide to propose suitahtiécale coordination strategies
between mohair producers and processors. Theasewrarks reveal that, as a result of
mohair’s attributes, the nature of the assets sacgd4o produce and process mohair and
the nature of the transaction between the pattiesexchange between mohair producers
and processors could potentially be governed byesimmm of contracting or cooperation
between the transacting parties. Mohair is argodoeta product with both tangible and
intangible attributes and; that the current spotketathat governs the exchange between
producers and processors potentially allows casityrdination errors to occur and value
to be lost since the spot market exchange is néitsuged to the effective and efficient
communication of an array of diverse attributesdoelyprice and basic quality.

Under circumstances where it is not necessary tweyp more than information than
price and basic quality the spot market remaingféactive and efficient mechanism to
exchange mohair. However, the spot market, wragbotentially a “value bottleneck” in
specific circumstances, should be augmented by motensively coordinated
governance structures like long term contractspecative agreements or some form of
vertical ownership to offer the necessary strugtueetransmit attributes other than price
and basic quality more effectively between prodsi@rd processors and ultimately the
whole mohair supply chain for mohair that demorisgathese qualities when
circumstances call for this.

Therefore, the proposition that spot market coatiim is not the most suitable platform

to govern the exchange of mohair between mohaidymers and mohair processors
under all circumstances is proven to be true basethe arguments in this paper which
illustrate that alternative coordination mechanisoam be considered to govern the
exchange between mohair producers and processamstlte spot market. A group of

mohair producers marketing their mohair outside #pot marketing system as

“Camdeboo” mohair and selling it directly to prosess through systems of contracts and
agreements has been a recent innovative developriéit is a first attempt to make use
of greater levels of coordination control to extramproved returns from their mohair

clip which has proven superior qualities to othehaur.
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