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The structure, conduct and performance of
American agriculture are rapidly changing.

This is easily seen in the agribusiness sector
where firms are becoming much larger and more
industrialized, causing industries to become
more concentrated.

This change in the agribusiness sector’s
structure is being driven partly by economies of
scale.



The location-specific nature of
agricultural production is likely to prevent
that sector from becoming as
concentrated as the agribusiness sector.

Thus, the current imbalance in the
bargaining positions of commodity sellers
and buyers is expected to get worse in
the future.



Vertical Coordination isVertical Coordination is
IncreasingIncreasing

Vertical coordination refers to theVertical coordination refers to the
synchronization of successive stages ofsynchronization of successive stages of
production and marketing, with respect toproduction and marketing, with respect to
quantity, quality, and timing of productquantity, quality, and timing of product
flows.flows.

Vertical coordination is part ofVertical coordination is part of
industrialization industrialization –– it lowers costs it lowers costs



Methods of Vertical Coordination Along the Spectrum
of Control

Control offered to contractor or integrator
Least    Most

______________________________________________________________
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Contracting is ExpandingContracting is Expanding

The overall share of U.S. agriculturalThe overall share of U.S. agricultural
production under contract wasproduction under contract was

 12% in 196912% in 1969
 29% in 199129% in 1991
 39% in 200339% in 2003



Marketing ContractsMarketing Contracts

In 2003 the share of U.S. production underIn 2003 the share of U.S. production under
marketing contracts wasmarketing contracts was

 29.7% of total crop value29.7% of total crop value
 13.7% of total livestock value13.7% of total livestock value



Production ContractsProduction Contracts

In 2003 the share of U.S. production underIn 2003 the share of U.S. production under
production contracts wasproduction contracts was

 1.1% of total crop value1.1% of total crop value
 33.7% of total livestock value33.7% of total livestock value



Producer Motives forProducer Motives for
Production ContractingProduction Contracting

In 1963 a study found four reasons toIn 1963 a study found four reasons to
contract:contract:

 To increase efficiencyTo increase efficiency
 To obtain (or reduce the cost of)To obtain (or reduce the cost of)

financingfinancing
 To reduce uncertaintyTo reduce uncertainty
 To gain market advantageTo gain market advantage



Producer Motives forProducer Motives for
Production ContractingProduction Contracting

In 2005 a study found two most commonIn 2005 a study found two most common
reasons to contract:reasons to contract:

 Risk managementRisk management
 Minimization of production and/orMinimization of production and/or

transaction coststransaction costs



Bargaining PowerBargaining Power
Increases Profit MarginsIncreases Profit Margins
 Power is present in markets withPower is present in markets with

unbalanced supply and demandunbalanced supply and demand
 AgricultureAgriculture’’s current structure leads tos current structure leads to

unbalanced marketsunbalanced markets
 Economies of scale lead to industryEconomies of scale lead to industry

concentrationconcentration
 The agribusiness sector is becomingThe agribusiness sector is becoming

more concentratedmore concentrated



Food Manufacturing Industry Concentration
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Production Contracts ThinProduction Contracts Thin
Spot MarketsSpot Markets

As production contracting becomes moreAs production contracting becomes more
common in a commodity market:common in a commodity market:

 Fewer transactions occur Fewer transactions occur ““in the openin the open””
 Access to buyers is more difficult for producersAccess to buyers is more difficult for producers

not contracting (transaction costs increase)not contracting (transaction costs increase)

Remaining producers may be forced to contractRemaining producers may be forced to contract



Financial Effects?Financial Effects?

Contracting has led to mixed results acrossContracting has led to mixed results across
commodity markets:commodity markets:

 Some producers have higher annual salesSome producers have higher annual sales
 Variability of sales over time may decreaseVariability of sales over time may decrease

(reduced risk)(reduced risk)
 Commodity specialization raises householdCommodity specialization raises household

income riskincome risk
 Profit margins and levels may be lowerProfit margins and levels may be lower



Implications for BargainingImplications for Bargaining
 Production contracts lead to specializationProduction contracts lead to specialization
 A commodityA commodity’’s physical attributes influence thes physical attributes influence the

potential for industrializationpotential for industrialization
 Buyer bargaining power increases withBuyer bargaining power increases with

industrializationindustrialization
 Local/regional commodity industries (like CALocal/regional commodity industries (like CA’’ss

fruit and vegetable markets) are most likely tofruit and vegetable markets) are most likely to
experience increased use of productionexperience increased use of production
contracts because of limited number of buyerscontracts because of limited number of buyers
(concentrated buying power), thus creating(concentrated buying power), thus creating
incentives for cooperative, concentrated sellingincentives for cooperative, concentrated selling
arrangementsarrangements



Implications for BargainingImplications for Bargaining

 Research has shown that producers preferResearch has shown that producers prefer
autonomy, thus they will resist delegatingautonomy, thus they will resist delegating
power to a bargaining grouppower to a bargaining group

 So, the bargaining power of a group must beSo, the bargaining power of a group must be
demonstrated to potential membersdemonstrated to potential members

 What benefits can a bargaining group offer toWhat benefits can a bargaining group offer to
members?members?


