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The U.S. Departments of Justice and Agriculture JD@SDA) have signaled a renewed interest
in the competitiveness of food and agricultural keés, and have organized a series of public
workshops held across the country to stimulateudision of the economic and legal issues. A
main concern is whether producers are harmed bgingghanges in the structure of
agricultural and food markets, including consolidain farm inputs, processing, and food
retailing, as well as increased coordination althregvertical supply chain. As Secretary of
Agriculture Vilsack put it in his opening statemet the workshop held in lowa in March of
this year, “...the central question is, are the fasand ranchers of this country currently getting
a fair shake?”

The agricultural economics profession is in a uaigasition to inform this discussion,
building on a vibrant body of economic research iandepth knowledge of important
institutions. The set of papers in this theme drawshese resources to explore some of the
economic aspects of competition in agricultural &oatl markets. The papers are organized to
address these issues in markets where the DOJ/Utabé focused their interest: seed markets,
livestock markets, dairy markets, and food retgilin

In the first paper on the biotech seed industryekStiegert, Guanming Shi, and Jean
Paul Chavas summarize work from a series of stutesexamines pricing of biotech seed. A

first finding is that bundling—combining multipledtech traits in a single seed—tends to lower



the price of the traits to the farmer, suggestired economic efficiencies associated with
concentration may attenuate the effects of mar&etep. However, they also find evidence that
vertical integration—production of biotech traitsdagermplasm under the control of a single
firm—tends to raise seed prices relative to liceggigreements, raising concern that recent
acquisitions that have lead to vertical integrato@ enhancing the market power of biotech
firms at the expense of farmers. GianCarlo Moschates that the dominant positions of certain
firms in the market for biotech traits arise frameellectual property rights (IPR) in the form of
patents, and that IPR protection is necessarydcie technological innovation that benefits
society. Thus, in this case, IPR law is at odd$ aittitrust law, and the line between legitimate
exercise of IPR rights and antitrust violations islurry one.

Two papers on livestock markets review key striadtahanges that have taken place and
discuss the implications for market performancenCWard reviews the recent changes in the
structure of the beef packing industry: a dramstift towards larger and fewer plants, as well as
larger and fewer firms, and a shift away from camslrket transactions in favor of forward
contracts and other alternative marketing arrangesn&/ard notes that these changes have been
driven at least in part by economic efficienciefa@ borne out by a large body of research. Of
course, these changes also raise concerns of @btaarket power, but Ward points out that the
agricultural economic research on this score iediia typical finding is that beef packing is
characterized by but either oligopsony—a few domiiruyers—or oligopoly—a few dominant
sellers—pricing, but that the departure from petjecompetitive pricing is small. John
Lawrence reviews similar changes in the struct@ifeog markets, including increased size of
hog farms, increased concentration in packing,aanmebve towards alternative marketing

agreements. Lawrence highlights results of a restewly that finds that while pork packers



exercise some degree of oligopsony power, altermatiarketing agreements do not appear to be
a contributing factor. Indeed, economic efficiesc@ssociated with marketing contracts may
benefit both producers and consumers. Thus, rgrepbsals to limit use of marketing contracts
in hog procurement may be counterproductive.

Two articles on the dairy sector highlight the rofegovernment regulations in dairy
pricing. Brian Gould documents the growing concatiin among dairy farms, dairy
cooperatives, and dairy manufacturers, and thes god¢o describe how particular marketing
order regulations and conventions in dairy priaimgy facilitate the exercise of market power.
Many regulated and contract prices rely on whokepakes determined in thinly traded markets
for dairy commodities. Thus large cooperativesrorgbe manufacturers may influence regulated
farm prices via strategic trades in wholesale ntarkealey Chouinard, David Davis, Jeffrey
LaFrance, and Jeffrey Perloff find a more dire@¢@fof marketing orders on market
performance. They use their estimates of retailadehfor dairy products to calculate the impact
of price discrimination—the practice, enforced bgrketing orders, of setting a higher price for
milk used in fluid products—on dairy consumers. yrhenclude that marketing order
regulations are regressive, harming those consuwtewrscan least afford to pay.

Finally, two articles turn our attention to comgieta in food retailing. Rich Sexton
argues that while the emergence of large, domigatery retailers probably has been beneficial
for consumers, it probably has not been so for peets. Moreover, Sexton warns that models of
perfect competition as well as traditional modélsmperfect competition are inadequate to
capture observed patterns in retail food prices Richards and Geoffrey Pofahl list many of
the features of grocery retail markets that areviatt to competition, and report on their results

from analysis that attempts to capture some ofribisess. Among other insights, they find that



market power increases in the number of produdesexd, and also that grocery retailers may
use private labels to wrest pricing power from fooanufacturers.

Taken together the papers in thisoicestheme highlight some of the important
economic issues at the heart of competition in dg8icultural and food markets. The papers
also highlight the insights that the agriculturabeomics profession has to offer on this pressing
public policy issue. In many cases, the authoreraiore questions than they provide answers,
which may be unsatisfying to those looking for &gwolution to a preconceived notion of a

problem. But full appreciation of the scope of glieblem is a prerequisite for sound economic

policy.
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The papers in this Choices theme are based on miasens made by the authors at the
conference, “The Economics of Structural Change @ochpetition in the Food System,” held in
Washington, D.C. in December 2009 and sponsordgtidfFarm Foundation, the Agricultural
and Applied Economics Association (AAEA) Foundatioe Food and Agricultural Marketing
Policy Section of the AAEA, and the USDA Econordstsip. Presentations are available
online at http://www.farmfoundation.org/.
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