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The Role of Competitive Market Institutions’

By Allen B. Paul

Conlinuous reorpanization of markets is implied by the process of economic growlh, whervin speciali-
zation, enlargement of scale, and applications of technology keep marching onwarel, Under a regime of
private preperty, there are continual adaplations of different meas for mobhilizing capital 1hat are

more ar less appropriate to different situations—means 1hat mitigate the hazards of loss to the individual
or firm. In wgricn!ture, a host of enterprisesharing arrangements have developed. These should be
separaled into ones that result in meaningful market prices and enes that merely divide up the residual

rewurds. A number of market tendencies and problems are noted.

Keywards: Compelitive murket; Competition; Economic growth; Contracts; Forward trading: Fulures

trading: | oInl accounts.

The stale of competition in agricultural markels
seems to reqaire conlinned study and debaie. This paper
explores the role of competitive markel institetions in
the agricultural seclor in the context of cconnmic
zrowth—a vantage point that deserves more attention,

Different Theories of Markets

The usual approach to the study of compelition uses
moilels grounded in static equilibrium theory. One need
nol argue that agriculteral markets are or ever have heen
compelitive in the usual textbook sense Lo find sueh
models useful. They often guide analysis through the
ceonomic maze of commaodity markets and offer good
resulls (3),

But for our purposes, the nature of compelition and
pricing, and the problems they pose, proliably can be
understood better in the context of economic growth
and market expansion. We are concerned with markets
in disequilibrium rather than cquilibrium. Suel disequi-
lihrium is an essential feature of an expanding economy.
We seck @ continuons process by which ehange in market
orgunization is wenerated, The assumplions of statie
equikibrium theory do not lead us duwn this path.

The processes of economic growth are complex and
somewhat intraclible o analysis. Yet one outstanding
trait suggests an insight. Viewed over a long period,
ceonomic growth under a regime of privale property las
shown & momentum of its own. Knznets (9) conchudes
that over the past contury, the real product of the
non-Communist developed countries has inereased 15-
fold; per capita product, 5-fold; and population, 3-Told.

Noltes are on page 47,

These rates are general and they seem far in exeess of
any hing that had oceurred in earlier centuries.

The momenluny of cconomic growth can be partially
understoed in lerms of Lhe vontinuous unfolding of
seienlific discoverivs, the cumulation of the stock of
useful knowledge, and its widening applications. Yel
seienlific knowledge had heen aceumulating in carlier
centuries without dramatie effeets on cconomie life,
Why? According to Hicks {7), nereases in the level of
real wages came only alter machines could be made by
other machines rather than by hand. This sed in motion a
proeess ol continual improvenent in the guality of
machines and a lowering ol their unil cost. Thus mare
amd beiler marhinery could he supplied without ad di-
Lionul savings ont of cuerent income. Ware carmers could
garner the Truits of technological advanee amd therewith
provide a continually groewing macket for outpat.

The Process of Market Reorganization

Whatever the merils of this explanation of sustainable
growth, cur interest lere is in the reorganization of
markets thal is implied Iy such growth, The reorganiza-
ion must occur on Lwo levels, one “real” (commodities,
machines, land, tabor), the other mstitutional (cusloms,
procedures, rales and regulations  affecting  property
ownership and exchange).

Growth implics a continued rearganization of produe-
tion by more efficient methods. The lowering of unit
cosis in an industry is associaled with expansion of ils
oulpul, or release of resources to olher industries. As
one industry expands, it therewith lamishes a larger
markel for the output of otiier industries, which then
find it feusible to further rationalize their own produc-
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ton. The latter industries either grow or release pe-
sources. 1f they grow, they luraish enlurged markets to
still others. 1T not, the released resourees enter olher
employmenls and expand oulput. And so the process
feeds on  #self with potentials for specialization,
eeonomies of scale, and applications of technology (o
become heightened in various places. lndustey after
industry becomes aughit wp in the need to maotemize,
wrile of[ old euipment, retrain personnel, make differ
ent produels, and so an—or it will eventually decline.?

The process of growth exposes the individual {or
firm) to farge hazards, Eneroachment on his neononic
opporlunitics  may  arise  from  subslitule products,
processes, or modes of business, When this ueeurs, he
must consider whether Lo further specialize, Invest in
new equipment and knowledge, or clumge activity.

Big firms may have more slaying power but they do
ot escape. On such ssues Galliraith (4} conchuded that
the competitive market is obsolete, Market uncertainties
are mtolerable to the firm that must carry oul a
teelmically diffienlt and costly set of operations (o bring
its producls Lo market. Instead, the firm must decide on
2 price line and then hold to it if necessary, by more
promotion and advertising,

There is some validity 1o this view—cven in the food
industry--but it can he misleading. Big firms are not s
much in control of markets as this view supposes, A
mechanism is needed to insure consistency of individual
plans. This is what market prices are aboul, 1L would e
quite aceidental that cacls firm conld by itself deeide on
the right price for its output and hold to it for long.
Even acting jointly they may not do well. The higgest
eeonomic unils- national governments--have suggested
this by abandoning fixed eurreney values in favor of
floating values. 1t is possible that they are not in
sulficient control of basic economic forees, nor able 10
predict them well cuough, to set 2 prrice line that will
hold for long. The more finuncial reserves at the
command of the firm, the longer it can hold 1o its price.
But sooner or fater it will divert products 1o lnss
profitable outlets, deal off list, offer more for the
mouney, rasct its schedule of priees, or lose out 1o olier
firms that do so.

It may now be evident that here we attach another
meaning (o compelition  than  that gven in o static
euilibrium theory, We recognize that nany firms haye
some degree of market jurisdiction (socially acceptable
or otherwise) but do not imply by this that they
neeessarily have strong control over their destiny. In this
sense a compelitive market is one in whicl the forces
aver which a finn has wo control greatly exceed those
over which it has control. Here, trade oceurs lavaely at
prices that the firm must sooner or later aceept.?
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The principal technique for individual survival is to
divide up the finaneia) commitment to any hazardous
undertaking and share it with others. The preponderant
share of one’s capital ordinarily must not be tied up in
one venture. The larger the seale of production, the
more capilal is required, hence the more urgent the need
o devise suitable ways to spread oul the economic
responsibility in order to mobilize the necessary capital,

There are two separate though not mutually exclusive
routes Lo mobilize capital through enterprise sharing.
One, of course, is the pooling of sufficient capital under
the command of a single economic unit to survive the
most hazardous ventures that the managers may elect,
Syndicates, partuerships, and  corporations—in  their
virious (orms—are the main arrangements. Cooperatives,
for example, are parthership or corporaie units whose
distinguishing mark is thal residual rewards 4o primartly
to (or are reserved for) patrons of the enlerprise who
also are ts main owners.

The other route is 1o hind suffigient capital to a
specified course of production by voluntary agrecments
among sovereign ecconomic units. Joint-uecount produc-
tivn, contraci farmmg, forward purchages, participation
agreements, amd organized futures trading are the usual
nstruments. It is beyond the stope of this paper to
compare e merits and survival power of the two
different routes for wolilizing capital. ] only need 10
point oul that any deal between two sovereign economic
units implies that a mutually determined exchange hag
occurred, In the real world, this is what a marked is
ahout, whatever its complexities, strenglhs, or defi
sicncics.

b addition to the emergence of hese private market
arrangements for mobilizing capital, various prblic
neans have emerged for fostering investmen(—priee and
meonie supports, lax concessions, underwriting of loans,
and so forth. fndeed, (he Employment Act of 1944,
declaring that it is the continuing policy of Government
o promole maximum employment, production, and
purchasing power, us much as anything simaled the
beginning of wider public aceeptanee ol responsibility
for mitigating pervasive cconomie hazards,

Botl: public and private means for mitigating hazards
of loss have this in common: They amount 16 a “pooling
of risk.” Bt there is an important inleraction Lolween
them. The more public assurances that are devistd, the
more the encouragement Lo private tnvestment {or new
products, processes, or modes of business wherein there
are hazurds specific to the undertaking. Pul another way,
the pursuit of the untried is encouraged by freeing of
venture capilal from tinancing projects thal now appear
sure-fire, by substitnting loan capital.®

This appears (o ead Lo an interdependent process on
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the linanciad side which is one of the seli-reinforeing
mechanisms of ceonomic growth: Private ventures inlo
new realms promote the growth of outpud, growth of
oulpil Lewls Lo promote the spread of public measures
that allow more individuals Lo escape big economiv
hazards, and Lhis, in tuen, 1ends 1o promole more privale
investment in new realms.

Status of Competitive Pricing in Agriculture

What is new aboul present coulractual arrngemnenls
in the agricultieal sector? 1listorically, many of these
arrangemeds were responses 1o the desire of dealers or
processors Lo assure supplics aeeded i their daily
husinesses, like feesl vegetables needed for canning and
Mhikd midk Tor bottling. These perishable items could not
be stockpiled nor distantly transported. Hnder binding
agreements, one parly, in effect, hired anolliey 1o do a
specific job,

Evin itrms that could he shipped long distances were
nol always available as needed. llence various con-
tractual arrangements arose early to assure the supply.
Wells Sherman (19), writing in 1928, noted that EVery
vegelable growing region of imporlance which had 1o
ship any considerable distanee Lo market was finaneed
Iy large dealer advanees. He noted that the ulk of the
manty Lo produce e enonmous cantelowp crop of the
Imperial Valley  had always been supplied  through
shippers and handlers, the Colorado 3Mounlain leliee
industey was stimulated and Jostered by dealers who
faneed production and marketing, Mississippi tomatoes
were financed as collon was formerly Tanceed, and
about 40 pereent of the money needed to produce the
1926 carly polato erop came from distant sowrces
thsough the hands of dealers o growess.

vidently deafers had an advaolage over hankers in
fimancing production because they could spread the risks
over 2 wide runge of prodects, scasons, and localilies,
The banks could not, The financing was vither part of a
joint accounl or an advanee purchase arrangeent with
growers lo produce the commodity. In the Jatter case,
the dealer agreed 1o take the crop at a fixed price per
unil of a given grade and Lo make certain payments in
advance, or at different periods of s growth or
malurily, or for specific expenses. fn auy case, dealers
were molivaied Lo develop arrangements with growers in
dislant regions ko assure Lhemselves of constant supplies
for castern markels,

Sueh arrangements tend o clumge with the times,
Today more contracls in fresh vegelaldes for nrarkel are
i rvidenee between growers and shippers than helween
growers and castern dealers. Besides vegelubles, contravt-
mg willy farmers Jor oulpul listorically appeared in
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other commoditics, especially though not exclusively
during Lhe carly stages of their expansion—for example,
cotton or soybeuns. Each has its own interesting set of
eircumstances.

What appears 1o be new about some contract arrange-
ments is their ability Lo spread decisive cost-enlting
melhods, This role goes well beyoud the usual one,
aristig from caterprise sharing, that perils production
to he organized on a more cllicient Lasis by enlarging
the scafe of the individuat unit aud applying more
muchine metlhods. Rather, we have seen, especially in
the poultry industries, a very rupid push of biological
breakthroughs, via closely supreevised production con-
tracls, Beeause ol u favorable economic setting there was
a tjor restructuring of production in a short tiae,

Muny thoughtlud people have enlertained the propuosi-
tion that suclcrevolutionary chamres in husiness methods
for prodducing broiters are the wave of the Tuture for
other commoditics. Prolagonists still can he heard on
both sides of Lhis issne. To wet my bearings, | liave found
il instractive Lo view all &f animal agriculluee, exeepl
dairy. in cross section. One can compare the reeent shace
ol LS. outpul of cach industry - catlie, hogs, sheep and
lunhs, egus, turkeys, and broiters-- that was peoduced
willh  the
amounl  tal farm prices for the commodity had
declined from 1907 1) 1970, This is shown in fizuce 1.5

wmler  elosely  voordinated  arrangements

Despite deficiencies ol dala and method, the strong
newalive relation suggests thal cost reduction was the
driving Torce behimd the spread of these closely coordi-
naled arrangements and, morvover, thal elfective price
compelition had  prevailed despite markel imperlec-
tions.®

It suggests that sueh closely coordinated arrange-
ments could come in elsewhere rapidly, if imporlant
reonomics could be realized. althourh it is not clear that
cattle, hogs. and sheep are the most likely prospecs.
Engleman (18) has long argned against hogs suon going
this reule, and his reasons still sound plansibie.

There are {few perinanent reasons for present contract
arangemcnts, Production  and finmeing  advantages,
however great, can prove transitory, Technicul knowl-
edoe is translerable; so are Lhe allernulive sources ol
capilal. Excepl Tor culturat lag, 1ax advanlages, or vther
subsidies, a particular  organization (or commodily
pradoction witl survive as long as o salisfies the basic
problews ol production and investment as well or betler
than other alml||;_t|-m<-.ul£-'..'Jr

More than o decade ago, 1 noted that forward buying
amd seling of broilers might serve aboutl the same
purpose as conlracl production of broilers, wherever Lhe
latter provided tor sharing ol the enlerprise responsi-
bility (14}. Today we see the heginnings of activity in
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Figure 1

formaalized buying and sefling of broilers for Torward
delivery vnder the aegis of orgiiaed futures trading,®
The same thing has happened for ted enttle and hog
production. Conteael production {ealled “custom leed-
g™ in the cattle industry y and hedging i live cattle and
hogs in falures are institutional sudw(tuies {13).

Space does nol permit analyses of such instilulions of
trade. Bul it is important (o note that the expanding
eeanomy has served ap a new requiremient, namely, the
need Lo deselop more offoetive ways of pricing services,
These services are produeed by someone as a sefectod
enlerprise and used by another who decides that s
commodity will e l'urllu-nming, Lut does not wish to be
invotved in actuad production.

Thus, the types of serviees thal are now bought and
sold are legion and they resglt in commaility transfor-
mations i form, place, and time, This s where one
should look for the meaning of the seeulsr sise of
organized fulures trading, forward deating in “aeluals,”
and contracting Tor e serviees of growing, processing,
transporting, and storing compadities.

There is developing a broad-gaged market in the
pricing of services, but one that s not readily pereeived
nor olten correctly interpreted. The problems of pricing
arising in this context are varied and include, amoug
other things, the need for more reporting ol prices for
services=for example, pouliry contract prices and other
lermsy ewstonr-feeding charges and other terms; and
prices [or an increasing number of olher operations
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performed for others in the growing, ussembly, process-
ing, and distribution of commoditics,

Some Market Tendencies and Problems

The growlh process, as we have described i, depends
on the rise of markets, Hicks has made this point the
central feature ol his book, 4 Theory of Fconomic
History (7). However, many problens ol markets arise
because of the very growth that markets foster. fustitu-
tions ol rade tend to get out-ol-date becanse products,
processes, modes of organization, and ideas ol property
change. The fag in adjustment causes distortions and
meyuities that might be relieved through conscious
effort.

There is obsolescence of grading factors, inspeclion

wethods,  puckaging, contract  lerms, finaneing and
isurance methods, and Gechnigues for searching the
markel, negoliating bansactions, and redressing griev-
ances. Also, public toleranee for negative external effecls
ol economic processes is nol comstant, as recenl experi-
ence teaches,

Economists could e husier tan they are in clarifying
the issues, measuring costs, and suggesting  bmprove-
ments. It probably would be a good use of their time.
The problems are much too big Lo discuss here, Ruther, |
will alistract from these issues and discuss, instead, two
general tendencies in markets Tor agricultural products
thas viwse gencral concern.

fncreasing  dispersion of price structure. Growth
signifies. more variely ol goods and services. Mare
vonsiderations of value arise heeause buyers now find
shades of difference in time, place, and form (us well as
oplions and guarantees) to be important, and sellers now
find more ways to specialise output aml vary oflers, This
could ereale nore problems of arbitrage, wherein price
differences should be browght into line with costs of
implicd commodily  transfers. The larger number of
prives tends to enlarge the task of aeyniring information
aliont offers and gerfornance guaraniees. Henee, there
could be a widespread tedeney for prices of dilferent
vartants ol a commodily or service to move inde-
pendently.

Professor Stigler said that markets shomd not be
faulted for this. Thus if it costs, say, 825 per lol 1o
scarch the market lor & belter offer, then prices in
dif ferent parts of the market may trade as much as $23
apart  without any  sacrifice 20y, There remains a
question as Lo whether the necessary infornetion coufd
be obtained for 83, throngh some arrangement, 1low
serious this matter is in markets for agrienltural products
is an empirical question.

Each participant nced not incur the cost of searching
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Uwe entire markit as long as there are overlapping
patterns of search. Coneeivably cach parlicipant need
canvess but one or bwo alternatives. Competition would
force prices well into line across the markel whereyer the
margial cost of scarch was quite srall. This resull might
nol hold where buyers were few, bul Lhis is & matter of
monopoly and not the costliness of trading,

We also need o koow more aboul how markels
aclually funclion in related respeels. For example, the
refe of (erminal markeis continues in doubt. No one
seems to know how “Hin™ a central market can become
helore its use as a priemg base to seltle vonlracts distoris
pricing throughout the system.? The tendeney is to infer
pecfornmance largely Trom the numbers, size, and e
havior of firms. Awong other things the number count is
sensitive to where Lhe ceonomic houndaries of L
market are drawn, and these seldom conform to the
boundaries of terminal markets. One needs Lo anitlyze
the interaction of prices—larn1, tocal, terminal, spol,
forward, and so on—that are established throughout the
entire systetn. We do have some studies of this kind {2,
8). bul too few Lo narrow appreciafly  Lhe aren of
debate.

Bven sume of the simpler picees of inlormution
would be helpful. For example, the rise of retail chains
thal buy produce directly at country points has been
well noted. Yet probably in the aggregute well over
one-hall of the fresh fruits and vegetables moving (o
markel iu the United States still are sofd in Lhe cities by
wholesale receivers or brokers via private treaty or
auction (22). Buycrs are retailers, restaurants, instilu-
lions, Government agencies, and intermediales Lhem-
selves. The aggregate [ligure has been slable (or the last 5
years but has varicd between cities and commoditics,! ©

We also need more insighl into Lhe pricing of
confracts with growers for supplying commodilies lor
processing. Arc there dilferent prices Lo different
growers in a region? 1f s, do these represent differences
i what is being contracted Tor? If terms offered are
uniform, are they Lhe most suitable 1o dilTerent growers’
needs? When there are eomplainis, it should be possible
to document pricing and other practices as a basis for an
assessment and a search or remedies ! !

Increasing vulnerability of firms to price changes.
[ncreased specialization of production tends to decrease
the elasticity of supply beesnse cquipment and skills
tend Lo become highly speciatized and less mobile. Other
lhings equal, the greater the specislization, the more
unslable the retuens. The relevant price spreads become
narrower and given pereentage changes in price for
conemodilies bought and sofd van cause o larger per-
erntage change in returns,

The instability is compounded wherever there is
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decreasing price elasticily of demand Tor a product—as a
resull of ils becoming o smaller e in household
budgels or having fewer subslituies as an intermediate
good.

 Yet speeialization in Tood and wgricullure has pro-
ceeded in the face of such an adverse setting. 1 has done
so by linding ways to lessen exposure of the firm to loss
as. noted earlior. Publie measures, <oel as surplus
removal, priee support, supply nanagement, and de-
ficieney payvwents, have been alled inlo play. Apart
from these, the searelt has heen for various enferprise-
sharing arrangements that are suitable.

The full runge of such instruments van be seen today,
for example, in the 118, calile fecding industry, whercin
syndicules, partnersivips, corporations, conlrael teeding,
and lorward costracls Tor feed, Teeder eatthe, and fod
catlie are simullancously in evidence. What are (hy issues
amd problems?

There are difficult problems of valualion under any
arrangements where diiTerent interests participate in a
given cowse of produelion. A distinclion should Le
drawn between agreements that ereale teaninglul prices
and those that do not. In the case of cattle feeding.
meaningful prices are established for a set of services Lo
be preduced by one party for anather (through custom
feeding, or Uwrough kedging in Milures).

While the agreed price determines in large measure
the sharing of returns from cattle feeding among e
purlics, it also provides a significant messuge to other
Jirms contemplating o similar course af production. On
the other hand, 2 parinership agreement hetween two or
more partics to feed caltle provides only a formula for
sharing the returns. By itsell, the agreement is not
necessarily signilicant to anyone else who might conten-
plate leeding cattle. Yeu the two methods of limiting
exposure of the parlies are substitutes, as noted ecarlier.

Any lormula for sharing returns is important to the
participants. Tts performance affects the durability of
the agreement. Landlord-lenant agreements in farming
have cvolved over the cenluries {(indeed, residual-sharing
agrecments probubly antedate the market system itself,
being governed by rules of traditional socicly). What
seems new Loday is the effort by larger commereial units
which assemble, process, or disteibute products, to cnter
cooperalive agreements with each other for mntual
benefit (). Here the range in which lerms can be fixed
more favorably to one parly than 1o the other, without
either party pulling oul ol the joint agrecment, can be
large intteed.

Whether particular terms of a partnership affeet
resouree use requires stady of the fucts of the case.
Wherever officiency implications are minor, equity be-
comes Lhe main basis lor appraisal. Any problems come
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down to the distribution of poswer, and whal ean and
should Lie done about it Antitrust aclion is ome
possibility and collective bargaining Lthe other. Bael has
s eflective uses, The subject is too big and diificull 10
dead with here.

One should also explore the empirical eondilions that
simultancously loster partnership agreements and deler
the market in providing ways of sharing enterprise. Thus,
farmers and processors often enter into various agree-
mends Lo share the residual reward where ejther or both
of the parties undertake a long-term investment., They
seek Lo assuee supplies or outiets, and coordinate effort
al each tevel, Jor both to be successful. Examples appear
in Lhe production of sugarbeets, Lree fruils, grupes,
brotlers, and shell vgrs. Are Lthese commodities whose
technica conditions (such as perishability or bulkiness)
Hmil how far 1he competitive market codd develop its
own enlerprise-sharing Lechnigues?

Put another way, under what conditions, if any, can
we expect an institution of the competilive market 1o
thrive in a highly tntegrated, highly concentrated, or
otherwise imperfectly compelitive industry and thereby
broaden competition? [ onee thought Lhis question was a
cantradiction of terms; now [ am nol so sure, Wherever
there are latent competitive elements (often the cuse in
agriculiure), casier aceess Lo the markel may bring them
out. Something like this caused the breakdown of
carlelization of (he copper markel by the rise of
organized  futures (rading in copper. With organized
(utures trading recently being imposed on new com-
modily arcas—like frozen concentraled orange juice,
fresh vggs, and iced broilers—we soon may have oppor-
tunities  to sharpen our insights into the role und
sodtability of the different types of murket and non.
market arrangements for subdividing enterprise responsi-
bility and mobilizing resourees for a given course of
production,

Of course there are other ways Lo promote competi-
Lion apart from trust-busling or installation of arganized
futures trading machinery. These include updating of the
mslitulions for the conduct of modern business—such
institutions us commodity grades, inspections, price
reporting and  olher market information, tcans of
borrowing, conlract sceurity, the laws and regulations
respecting fair dealings, the use of patends, and so on.
These are the great body of arrungements that lacilitate
aceess Lo economic opportunity and that need serious
atleniion.

Indeed, with nodert electronic technologies, the
capacity for one individual 1o get in Louel with anotler
is better than ever, A greut chullenge is (o cxereise our
imagination on how to effectively use the powers of

industry and governments o realize the potentials for

16

N L e L T Rty g bt S LT = ST g B o AT D0

improved trading arrangements.? ?
Closing Observations

This paper has dealt witl cconomie growth in relation
lo the progressive reorganization of markets. We have
nol stopped Lo examine the limits (o growih and to feara
how an increasing anticipation of suel limits might
direel conscious elforts 1o reorganize cconmnie life, This
subject lies beyond the scope of the paper.

A shorl summary of the vnderlying process ol graswt))
thal hus guided our inguiry is this: Specializidion of
production (with attending enlargements of seale and
lurther applications of Leehnology) marches on in
frowing cconomy, as both a cause and 4 consequence of
growth, but at no faster pace than permitled by the
reduction in investment hazards through public and
private iechniques, whieh Lechniques are themselves a
caust and a consequence of economic growth,

Ways are alwuys being sought to mobilize capital in
the face of increasing hazards (o its owners, The nalure
and 1neaning of eompiemendary andd compeling institu-
tions lor ownership—purtnerships, pools, syniicales,
vorporalions, cooperalives, forward vommodit v dealings,
production contrucls, and organized futures trading—
may be made intelligible in this context. One should
distinguish between those that are ingtruments of £x-
change and thereby influence market adjustient, and
those thal are not,

I this context, there has been much misunder-
standing of the role of bilatera! contracts, Al lixed-price
contraels, and some lormula condracts, lor a com madity
or a service to transform ihe commodily, are Lrue
mstruments of exchange. A contract signifies that an
itilerval of time exisls between lransuction and per-
formance. Exeept lor “cash-and-carry™ deals, as in
grocery stores, restaurants, and taxicabs, all buying and
selling of goods and services at any level denotes dewding
in contracts. We should be able to identify what it is that
is bought and sold in any contruci, despile complexity.
Then we could investigale barriers to arbitrage between
the dilferent kinds of claims to the same commodity or
service. This is important because it is the possibilitics of
arbitrage that tie the activities of the different partici-
pants togelher into a unified market process. We might
then he better alie to understand market behavior and
identily sources of market failure.
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Notes

""This article is based on a paper presented in August 1973
al the University of Alberta meetings of the American Agricul.
tural Beonomics Association, the Western Agricultural Econg.
mics  Association, and the Cunadian Agrieultural Economies
Association, Edmonton, Canada.

*These ideas are rather compressed in their presentation here.
Anolher way 1o suggest the centeal thesis in even bricfer form is
that growlh begets specialization which begets growth { 25).

*In general the definition of competition still apptars o be
unsatisfzctory. See Morgenstern ( 22),

This substitution is hard to observe in cases whera the
business firm avoids borrowing and draws upon retained earnings
instead, But then the return on much of 1he business’s equity
would approximate the murket rute of return on loans,

$Price data are from Agricuitural Statistics (21} and produc.
tion data from Mighell 2nd Hoofnagle {it)

There is no cxplicit model underlying lhe relationship
shown. Were data available, one could cemploy a-model Huat
contained two supply response equations—onc for the closely
courdinated sector and one Tor the remaining sector,

?Alchian and Demsetz (1) recently followed out this thought
i explaining resouree atlocations within the fir {in contrast ta
altocations between firms). They view the firm as team produe-
tion, held together by a special elass of coniracts between the

variogs joint jnpul owners and u central party. Accurate
assesstnent of productivities of individual inputs is very diffienlt
and a large reward gocs to “meniloring and metering™ inputs
among usages, mainly by detecting shirking—a task that can be
achieved more economically within a firm than by across-market
bilzteral negotiaticns among inpul owners, Yel they recognize
that the problem of policing irputs might be best solved in sich
cases by bilateral macket contracts that call for farm inspections,
{They cite the case of a farm commodily whosc subtte quality
variations can only be dewected by inspecting the growiny
conditions.) Thus, each set of productive circumstances may
have its own best type of contractual solution, either within the
vertically integrated firm or across the market in some type of
biluteral contract specifications.
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81t i fuirly obvious why nearly all fresh vegetubles for
processing must be grown by a vertically integrated Processor, or
under closely voordinsted production contracts, The technicul
condifions—quality, perishubitity, seasonality, and bulkiness—
offer little ehoice, But for most commoditics, i is nol ohvious
why existing arrangements—whatever they happen to be—must
persist.

If today broiler producers do not have cutlets for their live
birds, except by entering into production contracis, 1his fack of
outlets might reflect monopsony in processing without neces-
sarily refleeting immutable conditions of broiler supply. One can
visualize some broiler producers who understand how to eare for
birds, entering into forward delivery contructs rather than
produstion vontraets, with processors. The talter, in bam, miglit
sl feed-brofler futures—thus assuming the role of tedeing
intermediary or, more accurately, the seller of processing
services, An orderly flow of birds to slaughter couwld be preserved
by giving the processor some defivery options. Alterna tively, onc
can even hnagine greater use of Loll processing for e account of
the grower or refafler

Such developments would imply several things. First, in the
taturitg phase of the indusiry, it would no longer be especiadly
attraciive for the processor Lo be 2 partner in producing broilers,
Sccond, the brolier producer would have achieved g sufficient

fevel of size and sophistication to wecept matagerial responsi-
bilitics abdicaled by Lhe processor. Third, the market would
offer the grower the necessary range of services, including loan
capital, to carry forward a modern broifer-growing aperslion
under the segis of forward sefling,

One need not prediet that these conditions will LIMELEC On &
substantial basis, Bul they appear feasible after some threshold
of market expansion has been breached.

The eriterion of market “thinness” often is cguated with
fewness of transuelions, This in isell can Icad to mistaken
interpretations, More imporlant is e volume of fatent bids and
offers, that would resuft in grealer volume at (he terminal
smarkel should #nyone choose 16 raise or lower the going market
price by committing the necessary capital.

The survey figures for March 1972 show lhat under 20
pereent of all arrivals of fresh produce in Boston svent direetly io
chainstores, whereas over 60 pereent did so in Washington, the
weighted average for 23 main cities is 34 percent. The average
figure in the original survey by Manchester {10} was somewhal
lower.

19%hile these are costly studies lo muke, various studics
dlong these lines huave been made {for cxample, 8, 15, I7, 21).

A recent starl in such directions is reveated in reporis of
several USDA Marketing Teams (for example, 24}






