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NOTES 

1 See E.G. Nourse, "From Dogma to Science in Cooperative Thinking," Agricultural Coopera
tion-1946 (Washington, D.C.: American Institute of Cooperation, p. 8). 

2 See Randall E. Torgerson, "Farmer Cooperatives," The New Rural America, - The Annals 
(January, 1977) pp. 91-102. 

3 Concepts about individual freedom and the changing economic organization of agriculture 
are spelled out exceptionally well by Harold F. Breimeyer, in Individual Freedom and the 
Economic Organization of Agriculture, (Urbana: University of Illinois Press 1965) Ch t 
18_ 
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4 This draws on a widely accepted definition of John R. Commons found in Legal Founda-

5 
tions of Cap�tali�r:'· (Madison: The Uni�ersi�y of Wisconsin Press, 1959). p. 52. 
Robert Clod1us, The Role of Cooperatives in Bargaining," Journal of Farm Economics, 
XXXIX (December, 1957), p. 1281. In this manner Clodius tended to reject the '
'.so�ietal benefit" _produced by cooperatives in the competitive yardstick sense and coopera

tive s role as a device for achieving the competitive norm as "not only unrealistic but · . 
lea�i�g" in th� analysis of cooperative problems in the modern economy. See also "O::r
tun�t'.es and L1m1tations in Improving the Bargaining Power of Farmers," Problems and 

6 
Po//c,�s of American A��icult_ure, (Ames:_ Iowa State University Press, 1959), Chapter 17. 
See Willard F. Mueller, Vertical Integration Possibilities for Agricultural Cooperatives " 
P_ap�r presen_ted at American Marketing Association and American Farmer Economic �sso-

7 
c1at1on Meetings, Philadelphia, December 29, 1957. 
Ibid., p. 6. 

8 See Willard F. Mueller, "Discussion: Farmer Cooperatives," Journal of Farm Economics 

9 
XLII (May 1960), p. 503-505. 
Ibid., p. 505. 

10 For a case study of coordination between organizational types see Randall E. Torgerson 
11 

Farm Bargaining, (�slo: Lan�bruksforlaget, 1971). 
' 

See John K. Galbraith, American Capitalism, ( London: Hamish Hamilton 1964) p 161 12 Ibid. 
' ' . . 

13 Ivan Emelianoff, The Economic Theory of Cooperation, (Ann Arbor: Edward Brothers 
1946). 

14 James_ Youde and Peter Helmberger, Membership Policies and Market Power, Research 
�ulletin No. 267, (Madison: University of Wisconsin), August 1966. In a rigorous applica
tion of th� theory of the firm to cooperatives as a special case, the authors argue that open 

15 
membership cooperatives push performance of an industry toward the competitive norm. 
Ibid., pp.17-18. 

16 See Leon Garoyan and H. M. Harris, Jr., "Industrial Restrictions: A Policy For Industrial 
Con:1petition," Marketing Alternatives for Agriculture. Is There a Better Way, Senate 

Agricultural Committee Print, April 7, 1976. 
17 See "The Billion-Dollar Farm Co-ops Nobody Knows " Business Week Feb 7 1977 
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pp. 54-64. 
' , . , , 

COOPERATIVE HORIZONTAL MARKET 

POWER AND VERTICAL RELATIONSHIPS: 

INTRODUCTION 

AN OVERALL ASSESSMENT* 

Philip Eisenstat 

U.S. Dept. of Justice 

Robert T. Masson 

Dept. of Economics 

Cornell University 

Much dialogue in recent years has been focused on the role of agricultural 

cooperatives in our economy-.are they detrimental or beneficial in their impact? 

In this paper we examine the use of horizontal market power and vertical inte

gration by cooperatives, to determine the impact on competiton and economic 

efficiency. The analysis that follows is not an antitrust analysis as generally defined. 

We are not attempting to define the coverage of antitrust laws or their impact. We 

are instead attempting to delineate the key competitive issues and their impact in 

light of the usual standards of market organization and economic efficiency. 

Cooperatives operate in various economic spheres, however most co-op 

activity can be seen as serving one of two functions: (a) arranging for the supply of 

farm inputs or (b) arranging for the disposition of farm outputs. On the input or 

output side the co-op can operate by one of three modes. It can vertically integrate 

into the production process, it can act as would a broker to assure efficient arbit

rage, or it can bargain with suppliers or processors. Looking at cooperatives that 

arrange for the supply of farm inputs (input co-ops) and disposition of farm out· 

puts (output co-ops), we cover three basic topics, cooperative horizontal power 

without vertical integration, vertical integration without cooperative horizontal 

power, and vertical integration with cooperative horizontal power. 

THE HORIZONTAL MARKET POWER PROBLEM 

Cooperative horizontal market power goes to the heart of the Capper

Volstead Act. Farmers are required to do business with large corporate firms that 

possess market power in their dealings with farmers. The farmers are allowed under 

the act to organize to obtain equivalent countervailing market power. The issue 

that arises then, is that once farmers have such power, what is to prevent them from 

more than countervailing that power of the corporate firms with whom they must 

deal? The answer, according to the farmers of the Capper-Volstead Act, was that 

it was impossible for agricultural cooperatives to obtain and exercise monopoly 

power. If farmers attempted to exercise market power to more than countervail 

the power of the corporate firms with whom they deal and thus raise their prices 

above competitive levels, overproduction would drive the price back down. Expe-

* Nothing herein should be construed as reflecting the position or policy of any agency of 
the United St"!P.5 !JCWernment. 
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