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ECOROMIC REQUIKEMENTS FOR EFFECTIVE

BARGAINING IN AGRICULTURE #/
by
Olan D. Forker ##/

Introduction

Wby discuss the economic reguirements for bargaining today? Isa't
it 0ld hat? A rather comprehensive bibliography (8, p. 10h4) 1/ indicates
thet professional discussions date back to at least the year 1928.

But in action "bargaining" dstes back to the days of the 0lid
Testament. Jacob bargaining with Esau over Esau's birthright {Gen: 25-29).
The Grange emphasized cooperative marketing in the 1870's. The Farmers
Union attempted to control cotton prices and acreage in the early 1900's.
The cooperative movement led by Aaron Shapiro has been studied and written
about in volumes. Over the years we have talked sbout "collective”
bargaining, bargaining "cooperatives®, bargeining "power", and now I am
asked to discuss "effective" bargaining.

In my opinion, the reasons for talking about effective bargaining
today are three-fold:

a. The indiscriminste use of the term "bargaining” in the
past and even now, hasg led t¢ confusion and often misw
understanding. 2/

b. The aspiratioﬁ level of groups organized to bargsin or
to exert market power often exceeds the potential for gainu

c. We all realize that external economic and competitive condi-
tions external to the bargeining group(s) limit or affect
the shility of a group to bargaln effectively but we're not
gure how much or in what way.

%/ Helpful comments from Daniel I. Padberg, Bernard F. Stanton, and
George L. Casler are gratefully acknowledged.

#8/ Associate Professor of Marketing, Department of Agricultural Economics,
Cornell University, Ithaca, New York.

1/ The numbers in parentheses refer to references listed at the end of
this article.

2/ Farrell (3, p. 1) stated "Market Power, Monopoly Power, Bargaining
Power are terms often used interchangesbly ... and if used inﬁiscriminm
ately are likely to be confusing, if not misleading.”
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For these reasons I will first define bérgaining, effective bar-
gaining, and some other terms; discuss the bargaining process; and then
discuss the economic requirements for effective bargaining.

Definitions

A bargain is an adventageous agreemsni. ' Po bargain is to buy or
sell on good terms, to haggle, to negotiate and compromise (12, p. 13).
For purposes of this paper I wish to define "effective bargaining” as
s bilateral act or series of bilateral acts achieved through a nego-
tiation process, that results in an improvement in the terms of trade for
either one or more of the groups involved. This definition presumes the .
ability to influence or alter the terms of trade. 3/ The ebility to
influence is dependent upon "power". The terms "bergaining power” and
"market power" are used to describe the conditions necessary to influ-

ence. I find it useful to make a distinction between the two terms.

"Market power" implies the ability of a firm or a group of firms
to directly snd materially affect the incomes of other firms or persons
or to appreciably change the average price, total quantity, or marketing
or purchasing practices in which it (they) participates, by & decision
(price, purchasing, production or marketing) that it might practically
make. 4/ As defined this involves a unilsteral act by one firm or group.

"Bargaining power", on the other hand, involves bilateral action
or negotiation. It implies the ability to alter the terms of trade
between two or more parties through a negotistion process and thus through
sgreement, affect the income of one or more of the parties involved.

G. E. Brandow made & mesningful distinction between "market” and
"bargaining' power when he stated "A firm or group obvicusly needs some
market power to bargain meaningfully, but merket power may not be exercised
through & bargaining process” (2, p. lm). K. R. Farrell recently made &
similar distinction {3, p. 1).

Although I plan to retain the dichotomy between "market"” and "bar-
gaining”" power throughout this peper I realize that for practical purposes,
bargaining in agriculture involves a complex combination of actioms that
combines the exercise of both market and bargasining power.

The Commupity of Interest vs. A Conflict of Interest

Bargaining in sgriculture may involve Firms or groups at any level

3! This definition doee not preclude the possibility that one group or
party might lose in the process.

L/ This definition is taken from Brandow (2, p. 2).



in the channel of trade in the food and fiber industry complex. Between
firms or groups vertically related in the channel of trade (i.e., suppliers,
farmers, assemblers, processors, and distributors) there exists some
interests that are common and some that conflict. There is a conflict

over the share of joint profit that may exist at any point in time. But

& community of interest exists in a&ltering price and nonprice variables

S0 as to incresse Joint profits.

Two kinds of actions can be identified. The first kind such as
the withholding actions of the National Farmers Organization emphasize
the conflict of interest. The second kind includes actions of collective
bargaining agencies or cooperatives {or individuel firms or groups) to
improve delivery schedules, to handle payment to producers, to jointly
advertise and promote, to alter quality, to coordinete marketings with
the desire of the consumers; sll emphasize the common. interests of the
various parties. The first kind of action involves movement along a
demand curve, i.e., a reduction in volume (or a threat to reduce) so
as to increase price. This action only benefits the farmers. The
second kind involves actions that either reduce marketing costs or
increase the derived demand for the commodity. This action may benefit
assemblers, processors, distributors, or even consumers as well as the
producer bargaining group.

Effective bargaining may involve a mixture of both types of

actions and an exploitation of both the community of 1nterests and
the conflicts of interest.

The Static Model for Bargaining Behavior

. The classical static model for bargaining assumes imperfect
competition, The only negotiable varisbles are price or quantity.
The assumption is that both processors and producers have U~shaped
cost curves on both an individual and an aggregate basis. Under these
conditions an iso~profit map can be constructed for both parties in
the negotiations. Such a model is presented in Figure 1. 5/

The model presumes excess joint profit at'any raw product price
and a fixed processor selling price, for any specific quantity processed.

Under assumptions of perfect knowledge all rational price and
quantity combinations lie on the contract curve (CC). If, because of a
lack of knowledge or because of improper adjustments or improper bargeinipg,

§/ Curves for the producers are drawn convex to the base; curves for
processors are concave. The numbers at the right of each curve are
hypothetical excess profit levels. Each curve represents alternative
prices and quantities that will yield the same excess profit {iso-pro-~
fit curves). The numbers in parentheses at the left of the Processor
curves represent a higher Joint profit level such as might result
from a significant short-run increase in the demand for product(s)
sold by the processor. The contract curve {CC), often referred to as -
the Edgeworth contract curve represents those price-~guantity rela-
tionships which are pareto optimum.
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the parties find themselves off of the contract curve (say, at point
X or ¥}, both parties will be better off by adjusting guantity and
keeping the same price OB so =28 to locate at point {Y). They have
a common interest.

An agreement to move to the comtract curve results in a gain
from both parties, & result of opponent-gain bargaining. 6/ If the
parties are in adjustment or on the comtract curve them ilmprovements
through bargaining cen come sbout only by movements along the curve.
Any movement elong the contract ¢urve results in & redistribution of
income, i.e., opponent-pain bargaining. That is, ope party can be
made better off only by the other being made worse off. 7/

The static model restricts bargaining to price and gquantity.
The limits on pegotiations are imposed by either the extent to which
firms or groups, vertically related, are out of adjustmwent or to the
extent that joint excess profits exist in the vertical trade dimension.

The Dynemic Model for Basrgeining Behavior

But in & dynamic setting, effective bargaining need not be
restricted to the price-quantity disension. It may include price and
non-price terms of trade such as: raw product quality, product quality.
delivery schedules, weighing and testing procedures, exclusive supply
agreements, premiums, tie-in asdvertising and prowotion, and methods and
technigues of production, assembly, processing, or distribution.  These
actions mey alter the nature of demsnd; exploit markets in spac@, form,
or tbme, change production and/oy marketing cogtg.

_ The dynemic model is too complex teé gpell out in this paper but
the above generally describes the number and kinds of wariables that
msy be subject to negotiation in addition to price and quantity.

I bave ten points to make in regard to the ecopomic requirements
necessary for effective bargaining.

1) Effective Bargai ining axd the Degree of Control over Sugglies or Markets

The primary or necessary aconomic requirement for effective bargain-
ing is some degree of control over the supplies or the market of sn identi-
fiable commodity or over an economic asbivity. This control i necessary
for & firim to exercise éither market power or bargaining power. Conceptually

6/ Two types of bargaining behavior ave usually identified -- opponent~
gain arnd opponent=psin. The former invelves making the opponent
better off if he accepts your terms while the latter invelves the
ability to meke the opponent vorse off if he doesn't ascept.

I/ Conceptually other terms of trade could be substituted for price
oF quantity of both snd the same logic would apply.
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the ability to exercise market power is zerc when the firm or group
hag no meaningful degree of control but increases at an increasing
rate as the firm's or group's control increases. (Figure 2) The
full potential is reached only when the degree of control is complete.
The effectiveness in the ability to influence the terms of trade
through the exercise of market power is theoretically quite limited
until a relatively large degree of control is achieved. But the
effectiveness may be enhanced by some additional inerement through
the exercise of bargeining power.

Note that horizontal group action where farmers voluntarily
get together involves a movement along the vertical axis. One hundred
percent control over supplies is only possible if the group gets control
over all resources that could possibly produce or supply the commodity
in question or if the group gets mandatory control enforced by the
police power of the govermment. However, one hundred percent control
over s segment of & market, & product type, a brand, & process, Or &
technique is possible in & system. This is the reason why the power
curve (Figure 2) increases as degree of control increases.

The exercise of market power involves direct action and is
limited by the ecomomic and social conditions external to that group.
The exercise of bargaining power involves group action and thus is
limited only by the economic and social conditions external to the group
involved in the bargaining process. Since more decisions can be
practically altered by Joint action then, conceptually, bargsining
enhances the ability to influence in some inerement beyond that
possible through a unilsteral sct at any given degree of control, at

- least over some range. '

The dimensions of the relationships in Figure 2 are abstract
and are obviously over-dramstized. The incremental difference, in the
ability to influence, between the exercise of market power and bargaining
power may be more significantly affected by non-economic factors such as
group cohesiveness, negotiation skills, knowledge, and percephtion
(12, p. 134; p. 184). But economic factors and conditions also play an
important role in providing the potential base for bargaining.

2) Effective Bargaining and Imperfect Competition in the Marketing Sector

‘ A firm in pure competition has neither market nor bargaining
power. §/ On the other hand, & monopolist confronting many buyers need
not negotiate or compromise. His market power is absolute and therefore
he need only act on this power. To bargain meaningfully the firm or
group of firms must have some degree of market power and this implies
some imperfection in the economic enviromment.

+
8/ Pure competition is defined to mean a large number of buyers and
sellers but not necessarily perfect knowledge or factor mobility.
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The more imperfectly competitive the situation for either the
producer group or the processor group or both, the wider the bargaining
range along the contraset curve (See Figure 1) and therefore, the greater
the economic basis for bargaining. Such practical conditions that might
exist are consistently high profits in the processing sector. These
may come from some degree of market power in the processing sector or
from unusually good management. (2, p. 9).

If high profits de exist in the processing sector. then producer
groups can gain by developing and exercising merket power and/or by
negotiation from some developing base of power. Consistent high profits
do not appear to exist in the foocd processing and distribution sector
generally. However, this does not mean that the potential for high
profits is non-existent mor does it rule out the posaibility for
higher joint profits through negotiated Joint action in the merket.

3) Potentisl to Alter or Increase Demand -- A Dynamic Dimension

It is conceivable that higher joint profits could be generated
through negotiated action which would involve a better coordination of
marketings or producticn in either time, form or space. The distri-
pution of the higher joint profits then would alsc be a negotiable item.

Suppose that some product ipnovation increased the market for the

products of processors so that a new iso-profit map applied, as indicated
by the numbers in parentheses at the left in Figure 1. If this were a
joint venture or if the producers were well informed, then less relative
power (but some} would be necessary to bargain for a position between
Y and 2. An increase for producers would be easier here because it
would involve opponent-gein strategy, or & sharing of the gadm. If they
stayed at ¥, all the gain would go to processors {from 100 to 200) and
producers would be no worse off. A negotiated result at Z would leave
Processors no worse off with all the gain going to the producer group.
A realistic solution probably lies somewhere in between. 9/ 0Of course,
the ability to deliver without interference from other producers would
imply supply discipline over a significant share of the relevant market
rolume .

The existence of some degres of market power by both the producers
and processors provides the basis for collusive (joint) action to alter
the terms of trade between the processor and the consumer (retailer).

This action could be exploitive. However, if such action were to pro-
vide a more desirable fiow of high guality products to consumers at
still reasonable prices or & broader range of desireble products through
innovations in product form, then the action could be desirable from the
soclal view.

9/ In & simulated bargasining situatlon with complete information, there
iz & tendency toward a Tifty-fifty split in joint profits. (10, p. T9)



Manipulation of variables that would improve the Joint returns to
processors and producers and also improve the satisfaction of consumers
are difficult to envision where price is the primery motivation. But
in an affluent society where price is not the primary factor in consumer
decigions, the opportunity for effective bargaining is probably greater
than most appreciete. Practically spesking., this means that in order
to incresse the demsnd for the product there must exist the opportunity
for new product development, for product diversification or differentia-
tion, or for promcotion. The greater the opportunity for such demand
increasing activities, the greater the opportunity for effective
bargeining.

3

4) Inelastic Demand for the Industry's Product

The opportunity to influence price is greatest when the demand
for the industry's product is highly inelastic. Conversely, the
opportunity is small when the demand is highly elastic.

‘ An inelastic demand may be favorable for a& group that wishes to
exercise market power. However, it is not necessarily favorable for
farmers attempting to bargain voluntarily. In the first place, a
highly inelastic demand may provide the basis for wide and rapld price
movements over time, especislly if the supply response is relatively
more elastic than the demand.’ '

If the processor sector is competitive, with easy entry, the
processor margin will almost always equal the cost of providing the
marketing services. There is no potential gein from opponent-pain
bargaining. Rather the greatest potential gain is from getting and
exercising market power, this means control over production or dis-~
.¢ipline over the volume merketed.

If, however, the processing sector is strongly oligopeolistic, it
is possible that greater gains can be achieved through negotiation when
"demand is highly inelastic than when demsnd is elastic. This follows
because relatively small slterations in quantlity or other terms of trade
could result in relative large increases in joint profit. The allocation
of this incresse becomes a negotiable item. But here again, the producer
group must have some degree of control over available supply (be oligopo-
listic also) to be able to maneuver into & bargaining position.

5) Degree of Control Over Raw Product Supplies (Short-Run Supply Response)

It was earlier stated that the greater the degree of control over
available market supplies the stronger the position to bargain effectively.
This implies one or &t least a small number of producer groups with
diseiplinary control over the available supply. This means the ability
to regulate flows toc a buyer or a group of buyers, alter the form of the
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raw prbduct, or aliocate volume among buyers in scme way. Control need
not be complete but it needs to be adequste to cause the processors
(buyers) to negotiate.

An egg marketing cooperative in Southern California had disciplinary
control over about 60 percent of the market supply in the southern part
of California and Arizons during the vear 1966-1967. Although they aid
not have complete control over all eggs produced, they were able to in-
fluence the terms of trade in the short-run through bargaining. They did
this by entering into an agreement with deslers whereby the dealers
agreed to pay a price to member producers as specified by the marketing
cooperative. To enforce this price, the marketing cooperative agreed to
divert all volume of their members that would not move in local channels
g%t the agreed-upon price, into non-competitive markets, i.e., non-
competitive with the local msrket or local comtract dealers. They thus
diseiplined the supplies available in the local market and reduced com-
petition among dealers. They became the price leader and provided a
price umbrells for all non-members. Their contract buyers were better
off because competition was reduced at the handler-retailer level. In
effect, they made s trade-off. They carried the burden of coordinating
local movements (quantity) in turn for a higher, more stable price.
Although they made significant short-run gains, production response to
the higher prices and problems of distributing the benefits and costs
among members resulted in a rather rapid erosion of their power position.
The proper demand condition existed, short-run comtrol over supplies
existed but entry and expansion in subsequent years was not under control.

'6) Degree of Control Over Production (lLong-Run Supply Response)

This brings out the problem of long-run response to improved
prices. Where entry intc production is quite costly, where the time
lag between initisl investment and production is long, effective
bargaining mey have s relatively long life and the benefits occurring
therefrom may persist. Helmberger (8, p. 181) noted that where net
returna to producer members of bargaining cooperatives were in fact
enhanced, production expanded in subsequent production periods. Because
the program was voluntary, the association members then had to carry the
burden of the surplus and ultimately their ability to influence terms
of trade through negotiation diminished.

_ Thus, we conclude that an economic regquirement for effective
bargaining in agriculture over any extended pericd of time iz a
relatively inelastic supply response to price and/or effective control
over production expansion or entry inte production.
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7) HNumber of Buyers and the Complexity of the Marketing System

On the basis of ecopnomic theory we recognlize that the ability
to exercise "market power" to influence the terms of sale is greater
when the number of sellers is smaller than the number of buyers. How-
ever, the ability to "bargain" is probably greatest when a relatively
small nuwber of producer groups or a single producer group face & rela-
tively small number of processors, or buyers. Their ability to bargain
for a greater share of the excess profit (opponeat-pain bargeining) is
probably the greatest when cone of the imdividusl buyers is extremely
dependent upon the volume controlled by the producer group. If the-
producer group has partlal control of the total market supplies, rela- .
tively small buyers will bid for the non-controlled supplies and probably
will be sble to get elong without the supplies of the producer bargaining
group. However, if one or more of the buyers is so large that he cannot
get sdequate supplies from the nonmembers of the association, then the
producer group will be in a strong bargaining position. The ebility to
exercise opponent-gain strategy is the greatest alsc vhen both the
number of producer groups and the number of buyers is small.

8)__Product Differentistion and Market Segmentation ~ A Dynemic Dimensjon

The greater the degree of segmentation possible or the greater the
degree of product differentiation possible in & market place, the greater
the potential ability of a strong producer group to influence the terms
of trade. If it is possible to segment the market for the product
geographically or in terms of groups of buyers either by iype, technology,
productive process, type of distribution or type of product, the basis
exists for effective bargaining. The Welch Grape Juice Case is an-
example wvhere the product was substantially differentisted. The -
National Grape Cocperative Association purchased the National Grape =
Company and then through supply discipline retained the profits
generated through the ownership of a preferred brand. '

9) Mandatory Control Over Price or Non-Price Terms of Trade

The suthority tc enforce mandastory compliance across all industry
participants with respect to specific price levels or specific terms
of trade may provide the basis for more effective bargaining in agri-
culture. Once accountablility is established for specified terms of
trade such as price, weights and measures, quality specifications,
etc., the opportunity exists to negotiate over the remaining terms of
trade. The extent to which this has provided the basis for bargaining
in the dairy industry is impressive. Since Stewart.Johnson will
‘probably discuss this in more deteil in the next presentation, I will
not expand cn that topic here.
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10) The Restraint of the Anti-Trust Laws

The ability of agricultural groups to bargain effectively is
not only influenced by the economic conditions of production, pro-
cessing, distribution, and consumption, but it is also influenced by
social restraints. Ronald Knutson (11, p. 340) after an analysis of
‘several recent decisions of the Supreme Court concluded that as
"bargaining and consolidation of cooperatives by merger and federation
become more prevalent, the extent of exclusion from anti-trust pro- -
secution which is provided by the Capper=Yolstead Act will become an
inereasingly important issue." Thus, social conscience does realis-
tieally limit the ability of organized producer groups from colluding
with non-producer interests and from extensive exploitation of
consumers through s monopoly position.

_ However, epabling legislation does slready exist which
permits the use of the police powers of the state to exercise man-
datory control over certain terms of trade. Through legal means
the anti-trust laws are in effect circumvented. Currently only a
few of the agricultural commodity groups have a large enough share
of the market or the power to get the anti-trust division concerned.
But the market order emabling legislation provides only the basis
for market power. It does not in itself provide the basis for

. bargaining power. '

Summary and Conclusions

"Lffective bargaining" in agriculture can be defined as the
ability to alter or improve the terms of trade of an agricultural
producer group. Bargaining is a bilateral act designed to either
enhance prices, increase net revenue or gain a larger share of the
Joint profit for ome of the parties involved. The economic require-
nents for effective bargaining cannot be listed in asny absolute sense.
‘But certain economic conditions must exist before bargaining can be
meaningful. Conceptually, the more intense or complete the conditions, .

. the greater the ability to influence terms of itrade.

If the industry is not in adjustment, i.e., if better coordina-
tion, more efficient assembly, processing, or distribution is possible,
effective bargaining could result in joint action which would improve
joint profits. Other forms of opponent-gain bargaining could involve
actions to inerease the demand for the products involved.

If, however, this sector of the industry is slready in adjust-~
ment, effective bargaining can only involve the redistribution of profits.

In sumnary effective bargeining or the ability to influence depends
on the degree of control over supplies {quantity) or over a market, on
the degree of imperfection in the market prior to bargaining, the potential



13.

to alter or increase demand for the product, the elassticlity of demand
for the industry's product, and the extent to which it is possible to
get and enforce mandatory compliance on certain terms of trade.

Some degree of imperfection must exist. Either the processors
or the producers must have some degree of market power before there is
even & potential for effective bargaining.

An inelastic demand is not & necessary condition for bargaining
but it makes the potential gain from bargaining greater if coupled with
‘the exercise of market power. One of the rather obvious requirements
is that the bargeining group have significant control over the supplies
that go to a particular market (form, time, space). This does not have
to be complete control over the entire quantity, but the greater the
control, the greater the ahility to exercise market power and thus to
bargain.

In addition, the bargaining parties need practically complete
information concerning alternatives and their consequences, and high
aspirations. These high aspirations though must be consistent with

. the potential for gains through opponent-gain bargaining and consistent
with the economic restraints placed on the redistribution of profits,
i.e., opponent-pain bargaining.

Bargeining, of course, is a dynamic activity that takes place
in & dynamic environment. The demand for products shifts over time.
Technology in processing, distribution, and production continually
changes. The nature of competition continually changes. The potential
~ for bargaining is thus continually changing. And the importance of the
“yarious economic requirements for effective bargaining is also continually
changing. ‘
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