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. “Need to Stimulate Co-op Book Review
Torgerson, Randall E., and Donald W. Street armer Cooperatives,

Education at Nation’s Land-Grant Universities. F

=11, _ o 3

Dec. 1981;?:3’£1P "‘%&:?(plaining the Whys of Cooperatives t% %r;wt\e;;;tziglg?:rrl :
Vltahzr&z’tes b Iﬁ American Cooperation 1985, pp- 203-07. .
%raC.: Ame}ican Institute of Cooperation, 1985.

Mueller, Willard F., Peter G. Helmberger, and Thomas W.
Paterson. The Sunkist Case: A Study in Legal-Economic
Analysis. Lexington, Mass., Lexington Books, 1987, 271 pp.

The Sunkist Case is a gem of a book. Its strengths are rooted in: (1) the
rare opportunity for readers to learn something about the market conduct
of a large agricultural marketing cooperative, (2) the readability of the text
by three highly qualified scholars in the industrial organization and agri-
cultural cooperative fields, and (3) the expert examination of antitrust
~ policies applied to agricultural cooperatives.
~ The overall purpose of the book is to provide antitrust practitioners a
~ framework for conducting legal-economic analyses of cooperatives. The
specific objectives of The Sunkist Case are to evaluate the charges of the

ederal Trade Commission (FTC) against Sunkist and to reach conclusions
consistent with nonprofit, open-ended marketing cooperatives.
~ The FTC complaint relied upon Section 5 of the FTC Act and Section 7
of the Clayton Act, although the Section 7 charge was subsequently dropped.
ection 5 of the FTC Act prohibits unfair methods of competition, while
ection 7 of the Clayton Act prohibits mergers that may substantially lessen
ompetition or tend to create a monopoly. In reality, however, the case was
ased almost entirely on the legal precedents from Section 2 of the Sherman
°t. Section 2 of the Sherman Act seeks to strike down monopoly power in
levant product markets where that market power is willfully acquired or
dintained. The Capper-Volstead Act of 1922 was not regarded as a suffi-
ent defense against the monopolization charges. Also, the existence of
deral marketing orders for California-Arizona citrus was considered as
_€vant to the FTC allegations of bad conduct by Sunkist.

‘IC alleged that Sunkist derived its market power from: (1) deliberate
icies to control 65 to 75 percent of the market shares for each citrus
€ty; (2) persistent price leadership in all relevant markets; (3) price
Miums; and (4) withholding of supplies to increase or stabilize prices
€sh citrus and processed lemon juice markets. FTC further alleged that
KISt's market power was enhanced by exclusive dealing arrangements
' grower-members’ packinghouses, acquisition of a processing plant in
°1a, and restrictive arrangements with commercial packinghouses.

*Iemarkable aspect of this work by Mueller, Helmberger, and Paterson
t all those serious FTC charges against the Sunkist cooperative are
V1aid to rest with their legal-economic analysis. The authors demon-
* With more than adequate vigor that the FTC charges are erroneous
sased upon a faulty legal-economic model of cooperatives. The major
Y FTC counsel was the heavy reliance upon Sunkist's market share
‘, foncomitant evaluation of entry barriers and conditions. FTC made
¢ %€ of concluding that market power is automatic with the large
k- Share helq by Sunkist in the relevant market. But large market
g2 Necessary but not sufficient condition for market power. Section
Olization also requires, in addition to market share, the finding of
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market power thatis willfully acquired ot maintained, such as by predatory
acts of coercion, boycotts, or pricing below average costs. In the absence of
predation, the court may 100k into tying arrangements; interference with
access to alternate outlets or sources of supply: undermining a competitor’s

ability to sell; or discriminating against producers, rivals, or buyers. Thus, 1
the market conduct of the defendant needs to be closely scrutinized with
respect to the degree of entry barriers imposed upon potential rivals and/
or restraints upon growth of existing rivals. !

The authors of The Sunkist Case convincingly demonstrate that the
Sunkist cooperative does not possess nor impose monopoly power. Hence 3
there is no reason to examine the corollary issue of predation or exclusion-
ary conduct. The authors effectively point out that the absence of entry
barriers for open-ended cooperatives essentially nullifies the significane
of market share data in relevant product markets. That is, nonprofit coop:
eratives, suchas Sunkist, which do not restrict the output of their membe
and also do not limit the number of members, fail to impose monop ol
power even where market shares are very high. The key to the argument
that open-ended cooperatives do not restrict entry, and consequently, price
tend to differ very little from those resulting from perfectly competit v
markets.

It is well known that the Sunkist cooperative has one of the nation’s bes
known food brands and relatively large market shares of fresh citrus ar
processed lemon products. The Sunkist book develops a well reaso 1€
argument that these lofty and enviable market positions were based up
business acumen and superior or high quality products rather than fre
unlawful predatory oOr exclusionary conduct. Although Sunkist did ¥
possess any significant scale economies at the packinghouse plant lev
the authors did find some evidence of multiplant economies of scale
brand advertising, research and development, and foreign market deves
opment. :

An important aspect of the competitive nature of marketing fresh G
fornia-Arizona citrus has to do with access to fresh citrus supplies.
authors analyzed the contractual relationships between growers and pa¢
inghouses only to find that growers affiliated with Sunkist are free to 1€
the cooperative at the end of each marketing season. Thus, there is fr€
of movement on an annual basis. Similarly, packinghouses afﬁliated
Sunkist operate with annual contracts. As Mueller, Helmberger, and F
son note on page 188 of their book, “packinghouses affiliated with S
and other California/Arizona citrus marketers have considerable mob .
This heightened mobility between Sunkist and competitors reduces
entry and exit barriers. More significantly, the level of mobility existh
the industry prevents Sunkist from controlling supplies and selling P
Even with their Sunkist brand franchise, they have nhot been able t0 €2

their highly recognized brand name into a product differentiation =
entry barrier. Even with higher quality standards and the brand 0%
Sunkist, potential rivals face only a 2.2 percent product different

disadvantage of the selling price.

The authors discovered that the Sunkist cooperative exhibitfid |
price leadership in that they led the industry toward a competiti¥e
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