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Abstract

Far away from the theoretical view of the Walrasian model, fish markets are rather increasingly organised through binding relationships. More contracts, vertical integration and long term trading relationships are taking place along the seafood value chain. The stabilisation and convergence of prices and margins would however tend to demonstrate that markets have never been so efficient in spite of the numerous intermediate traders and processors ; information is shared on the markets at a broader level due to globalisation. This apparent paradox might be resolved as long as markets are seen as a social construction. Institutional arrangements at the downstream levels are designed to cope with the volatility of prices at the upstream stages. 

Introduction

Fish markets are considered as operating very closely to the theoretical Walrasian model. Suppliers and demanders would meet freely under the auction markets, thus setting up the price of fish. Information is meant to be nearly perfect as markets are inter-connected by modern means of communication and transport. Indeed, globalisation is obviously increasing the information level which is instantly and world-widely transmitted through prices. This is the case for a few global species such as tuna, salmon or whitefish species (cod, hake, Alaskan pollack).

However, clear evidence of market imperfections can be simultaneously demonstrated. The fish is less and less passing through auction markets, and rather sold directly through long term contracts between the fishing or breeding companies on one hand, and the processors or retailers on the other. Vertical integration is frequently observed along the seafood chain. Full-cost pricing is also reported. This could somewhat appear as a sign of market failure, because prices are theoretically expected to be obtained by equalisation of marginal cost and revenue. 
When looking at the dynamics of prices and gross margins along the European seafood value chain, one is nonetheless struck by the stabilisation of prices over time. In the course of market expansion, larger quantities of fish are traded, resulting in long term market equilibrium and greater stability of prices. The patterns of margins are regular and fairly constant, demonstrating that final consumers remain in good contact with primary producers in spite of the numerous intermediate traders and processors. Interestingly, prices are getting smoother and less volatile for the most downstream stages of the supply chain, i.e. closer to the consumption market.

In order to understand this apparent paradox (imperfections and market efficiency), both quantitative and qualitative methods have been used. Monthly series of prices have been collected at different stages of the value chain, and a survey has been undertaken with 125 face-to-face interviews across different European countries within the European SALMAR project. The preliminary results are discussed in the present paper with respect to the theoretical literature on market pricing, industrial organisation and more recent papers on the socio-economic approach of markets. It is stated that markets are socially constructed through the specific relationship taking place between sellers and buyers (namely the hybrid forms of governance structures defined by the transaction cost economics ; Williamson, 1996).

1. Evidences of impure markets

Efficient markets are theoretically made up with countless and perfectly informed agents enjoying free conditions of entry or exit. The reality of markets is of course substantially different with vertical integrated firms, long term contracts between agents and full-costing behaviours instead of marginal cost pricing.

1.1 Vertical integration 

The review of the theoretical literature explaining vertical integration (VI) gives various motives that can be divided into two groups : efficiency (economies of production or transaction costs) and strategic reasons (such as the raising rivals’ costs strategy), the latter resulting in the search of market power. In the particular field of fisheries economics, vertical integration may conceal sometimes underlying power incentives, rather than virtuous and pure efficiency motives (Guillotreau and Le Roy, 2000 ; Isaksen and Dreyer, 2000). In the line with Williamson’s views (1971, 1986), some authors recall that market imperfections lie behind VI : “in a world characterised by perfectly competitive input and output markets, there are no sustainable advantages from being vertical integrated” (Chatterjee et al., 1992, quoted in Isaksen and Dreyer, 2000). 
Since VI cases are reported on most of the European markets, it would mean that markets are not evenly perfect. Indeed, a few Norwegian whitefish processors own large fishing vessels, thereby being self supplied to some extent, and even smaller processors have ownership interests in shipping firms in order to secure the supply of raw materials. VI and security of supply can even be enforced by institutional means. It is stated that “the vast majority of trawl fish landed to the ground fish sector stems from wet fish trawlers that are controlled by the processing industry, or trawlers that through their licence are imposed delivery terms to specific plants or geographic areas” (Isaksen and Dreyer, 2000).

Downstream and closer to the consumption markets, some of the large salmon producers have overseas offices or subsidiaries. The case of Hydro Seafood, taken over by the Dutch fish food company Nutreco in April 2000, can be reported because this group owns farms, sales units and even processing plants abroad (Marine Harvest in Scotland, Fanad in Ireland, Valmer and a sales unit in Le Havre, France-, etc.)
. In 1996, Atle Elde, head of Hydro Seafood, announced “we are planning the rapid development of an integrated organisation having an access to a large quantity of products going from the production of fingerling to the consumer”
. However, he added further “ above all we are producers of raw materials. Our intention is not to compete with our customers who bring the added value”
.

In France too, VI can be observed, although quite rarely and in very large groups. Unlike Norway, VI is coming upwards from the retailers and processors. The big multiple chain Intermarché employs some 850 persons in its seafood division including three fishing companies totally or partially owned (Comasud, Petrel, Nicot), a partially owned flat oyster growing farm (Huîtrière de la baie du Mont Saint-Michel), several sales units (Scamer for fresh fish, Scagel for frozen fish, Viviers de la Méloine for shellfish), processing plants (Capitaine Houat, Capitaine Cook, Moulin de la Marche) in addition to the retail units selling fish for the group. Another interesting case is provided by the French group Adrien, employing some 2200 people over the world in farms (trout, turbot), fishing companies overseas (Peru, Senegal), processing plants (whitefish, shrimps,…) and sales offices.

One of the wholesalers interviewed in Finland has developed its own high-quality retail sale (shop-in-shop) network. Such an experience has been observed before in other parts of Europe. As early back as the late sixties in Germany, the powerful Nordsee Hochseefisherei GmbH (belonging to Unilever) was vertically integrated from the harvesting down to the retailing and catering sectors, owning at that time some 40 wholesale units, 180 retail stores and 140 specialised restaurants (meeresbuffet) in different European countries
. More recently in the early nineties, the fishery Belgian group Pieters Visbedrijf, owner of Scottish salmon farms, had created a fastfood chain specialised in fishery products (Pandalus) and a retail chain in seafood products controlled by a subsidiary (Modern Food Distribution Company - 285 products under the trademark Azur)
.

All these empirical evidences of vertical integration are market imperfections depicted by the theorists : “the study of VI raises a few theoretical problems as it represents a discrepancy with the hypotheses of perfect competition (…). Markets for commodities may entail imperfections that justify in some cases their substitution by a centralised organisation” (Williamson, 1987). The reduction of transaction costs through internalisation also provides some good incentives for VI, such as the access to the consumption outlets or to the input  markets. Some producers want to go deeper into the market by integrating secondary processing, or even the retail sector, where the added value goes. Even when VI is not fully achieved, a trend towards more formalisation and contracts has been observed concerning the market relationship along the supply chain, particularly for the larger companies.

1.2 Full-costing

1.2.1 The theoretical argument

Economists consider the price of a normal good as the coincidence between supply and demand projects, “thereby determining the equilibrium and market clearing price” (Nielsen, 2000). The market quantity and price levels are determined interactively in this process. In the case of fishery products, the process might be slightly different as the output is not fully influenced by changing prices, but mainly by exogenous factors such as the biotic capacity, the weather, the regulations in force, etc. (Ibid). This is why most of the price models in the fishing sector are based on an exogenous supply whose quantity determines the price (inverse demand models). In the long run, the producer is price-taker and will try to match its output to the demand needs by equalising its marginal cost to the market price, i.e. the marginal revenue in perfect competition. Every producer is meant to operate similarly all along the supply chain until the product meets the final consumer (see below in 2.1).

This theoretical view is challenged by the full-costing approach. From the results of a study undertaken on the British industry, Hall and Hitch (1939) showed that many companies based their pricing decisions on a cost-plus approach, i.e. marking up their long run average cost rather than equalising marginal revenue and cost, as in the following equation :

P = (1 + m).(ACL + ACK)

(1)

Where P is the price, m the mark-up coefficient
, ACL the average cost of labour and ACK the average cost of capital.

In this view, firms are using a ‘rule-of-the-thumb’ method, as they know more about their own costs than about expected demand. An alternative approach (Eckstein and Fromm, 1968, cited in S. Martin, 1993) explains price formation by a target rate of return on capital :

P = rT.LKR + ACL + ACK

(2)

Where rT is the target rate of return and LKR is the labour/capital ratio.

It can be easily demonstrated that these two approaches are equivalent because any price determined by model (1) could be obtained with model (2) as long as the right target rate of return is defined such as :

 rT.LKR = m.(ACL + ACK)

(3)

As a result, both models are perfectly compatible with the neoclassical models of perfect competition or monopoly. The target rate of return rT could be easily considered as a “normal” level of return on capital (i.e. the opportunity cost of capital), filling up the competitive conditions. In that sense, there would be no conflict between the so-called rule-of-the-thumb method and the profit maximising approach.

However, it has been argued that the situation might be different in case of external shocks on the market (Blair, 1974). After a downwards shift of the demand curve, a profit maximising firm with market power, by equalising MR and MC, will reduce its quantity and price at the equilibrium. Under a full-cost assumption, things are different. A variation of the output may not reduce the price. Normally, a reduction of the quantity would increase the average cost, thus affecting the price. However, a full-costing behaviour sets up prices on the basis of standard unit costs, i.e. the average cost at the expected level of production. Therefore, prices are not flexible and the variations of quantity exceed those that would be observed in case of marginal price setting.

1.2.2 An ambiguous empirical evidence

As far as the salmon industry is concerned, the demand conditions have changed significantly for the last few years, since the Japanese market has turned by the late 1990s to the Norwegian salmon supply instead of US or Chilean salmon (also new demand from Eastern Europe and appreciation of the US$). Therefore the demand for European salmon has moved upwards to the right. Interestingly, the European price of salmon has slightly increased since 1996. Does it mean that supply has not been adjusted in proportion of the demand shift, thus increasing the pressure on prices, or that market power has been exercised by the suppliers ? As a matter of fact, evidence of market power from the Norwegian producers has been demonstrated on the French market in the short run, although the salmon market would be rather competitive in the long run (Steen and Salvanes, 1999). The hypothesis of market power is justified because information can be distorted as the trading process might be very long between the primary producer and the final consumer, allowing for market power at some stage of the value chain.

From the empirical findings of the survey, the issue of market pricing is not that clear. Cost-plus pricing are broadly acknowledged by the industry as a widespread behaviour in the  different countries, but the practise can deviate from the speech of the interviewees, being apparently closer to “normal” market pricing behaviours.

In the United Kingdom for instance, some companies say they have a fixed percentage profit they anticipate making on sales, while others have a fixed percentage out of which they pay overheads and then they take the remainder as profit. Such practises look like full-costing. In France too, one processor says “I know the margin coefficients of the retailers. I know at what price they bought when I see their prices. For example, I know that the supermarket chains have a gross profit margin around 22-23% on the whole range of frozen seafood products”. Even in Norway, for whitefish species, there seems to be a fixed market price for some products and customers, whereas price is negotiated for others. Opinions are also divided as to whether chains open for more price negotiations or not. One of the Norwegian interviewees claims : “these new markets (i.e. multiples) open up for negotiation of price in relation to quality as opposed to the traditional markets, where a market price often exists. However, the chains behave rather different as some are only concerned with price, whereas others are more focused on quality”. Despite the heterogeneity of behaviours in this country, it seems fair to conclude that in general the larger the degree of processing, the larger the opportunity to negotiate prices.

In other countries such as France, the behaviours might be different. Cost-plus behaviours would rather concern traders (primary processors, importers, retailers) whereas market pricing is more observed for industrial processors. Because pure traders are making a living on information asymmetries (they know who and where are the sellers and the buyers), re-sales including a fixed commission (i.e. full-cost pricing) appear to be fairly obvious. Nonetheless, things are not so simple. In practise, fixed margins cannot be normally maintained in rapidly changing market situations. The margin depends for example on purchase volume, duration of business relationship, changing competition circumstances or the business strategy of the company. Most of the time, margin coefficients do exist, but the seller may increase or decrease this margin with respect to the market circumstances. As an example, when a retailer decides to organise a sales campaign, the processor accepts to lower its margin for a while, knowing tacitly that the retailer will accept to buy more fish at reasonably higher prices in the days following the campaign.

1.3 Contracts 

For a very long time, contracts have been ignored by economists as markets were supposedly working perfectly. Freedom of entry and exit would be restricted by binding contracts. Since the development of transaction cost analysis (Williamson, 1975, 1986, 1987), a theoretical framework has fostered a tremendous literature on the subject. Contracts are an institutional arrangement designed to reduce the transaction costs between buyers and sellers. Williamson defines them as an hybrid form between the pure spot market and the hierarchical organisation. In that connection, as long as transaction cost analysis provides suitable explanation for vertical integration, it also highlights the contract issue.

Contracts do exist because of market failure. In relation with the previous section on pricing, price setting conditions lying in long term contracts between sellers and buyers would mean that market forces are countervailed by long term negotiations, thus resulting in sticky prices. In most of the interviews across the European countries, mention is made of existing contracts, more often verbal than written. 

In France, written contracts between domestic processors and foreign producers are not commonplace, unlike the trade relationship between processors and caterers/retailers. Whenever contracts exist, they rarely include price conditions. Among other stakes are the technical stability of the products, the quality and the security of supply. A processor of ready-made products says “the relationship with the suppliers are of contractual nature. Within a quality contract, a set of requirements has been specified. It is a supplying contract, including an adjustment of price and quantity. Such a partnership can be implemented for a duration varying from 3 to 12 months, according to the products. A short duration concerns usually spot products”.

In the smoking industry, contracts including price conditions are negotiated. They rarely exceed three months. In 1993, when the price of whole salmon has fallen by one Euro per kilo for the last six months of the year, those who had contracted in May or June with a fixed price lost a lot of money. As a result, in 1994, everybody expected a loss that never came. A mixed strategy becomes the standard of the industry : “we buy part of our salmon through contracts and the rest on the spot market”
 said one of the larger smokehouse.

In Europe, the contracts are more in use between processors and wholesalers with their customers. The processors and wholesalers commit to deliver products with fixed price and to allow a discount after that fish is delivered. They stated that it is difficult to co-operate with the retailing sector. According to this kind of invoicing contract, the seller commits to pay five to twenty percent commission to the retail chain to obtain the right to sell fish to retail stores, as an entry cost based on rebates. “Pricing with the retail chains is the following : if prices are negotiated at 100, the invoice only fetches 80 (20% rebate). In addition, we may pay the advertising campaign with 20 more, thus receiving only 60. However, the margin coefficient of the retailers is applied to 80, and not to 60. They earn a lot of money with us”, reports a processor. With the retailing sector, the French smoking processors contract on a yearly basis with a fixed price. It is re-negotiated at Christmas time, and usually downwards. The difficulty for them is to purchase at volatile prices and sell at fixed prices.

This issue of the contracting behaviours within the European seafood value chain is important with respect to the dynamics of gross margins and prices. Are markets competitive all along the supply chain or not ? Does the price transmit all information between final consumers and primary suppliers ? It has been considered earlier that vertical integration takes place whenever market fails to organise fair trade relationship. Binding contracts are the hybrid form defined by Williamson when markets are not the institutional arrangement that minimises transaction costs. Uncertainty is such on the fish markets that contracts are designed to reduce it. The empirical observation of existing contracts within the European seafood value chain raises several results :

1) Contracts are more commonplace at the final stages of the chain (e.g. between wholesalers-processors and retailers) than at the early stages (between primary producers and wholesalers-processors).

2) Although the social convention within the fish industry is more verbal than written contracts, the degree of formalisation of trading relationship is increasing, including for the relationship between primary suppliers and processors.

3) Contracts are rather bound on a short term basis (not exceeding three months) and rarely include price-setting conditions. Most of them refer to the security of supply, for both quantity and quality.

2. Price volatility along the value chain

The study of price volatility highlights the market issue. Volatility is expected on the fish markets because of the rigidity of supply. Interestingly, prices are getting smoother down the value chain. Why does this happen ? A few case studies of the dynamics of margins helps to follow the argument. The whole economic idea of markets has to be revised with respect to new considerations. 

2.1 Markets in progress

Prices for fresh fish are expectedly variable (Nielsen, 2000). This phenomenon is due to the rigidity of supply with regard to prices. Like in some agricultural sectors, the cobweb model explains why the adjustment of supply throughout time will converge or diverge from the long run market equilibrium, according to the slopes of the long run demand and supply curves (figure 1). The producers set up their inflexible production level in the short run with respect to the long run price conditions : if market clearing is at P1 in t1, the level of production in t2 will be set up by the producer at the short-run supply level SSR² with respect to the long run quantity normally produced at P1, thus setting up a new ex-post price P2 when meeting demand, etc. If demand is less elastic and supply more elastic in the long run, then prices would diverge from the long run equilibrium.

Figure 1 Cobweb model and convergence towards the long run price
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Convergence of prices in the long run

The difference between the agriculture and fishery sectors is that sowing can be adjusted for the following crops, while fishing cannot be so planned from a period to another, relying too much on exogenous biological factors. Fishermen at sea have an imperfect view of the market, and may not adjust on time their harvesting strategy according to the market conditions. What is commonly admitted is that fishermen harvest what is available, and trust blindly the auction market for fair prices. This should not be taken for granted, because new means of information at sea and a certain adaptability of the fishermen’s behaviour should be taken into greater consideration. A better knowledge of demand conditions over time leads to the long run equilibrium. However, applied in most of the models, exogeneity of supply remains a reasonable assumption.

Price volatility smoothed down as markets are expanding. The case of the codfish trade between Norway and Portugal gives a good example of the convergence of prices to the long-run path. Portugal has long been its own supplier regarding fresh fish for the national meal of Bacalhau (dried salted cod). It is now importing most of the raw materials (either wet salted or frozen cod), in particular from Norway. In 1999, Portuguese imports of cod from Norway represented 38% of total national imports and 26% of Norwegian exports of codfish products (% of quantity lwe). The structure of imports by product form has significantly changed, since imports of frozen cod were nearly negligible in 1988 and reached 35% of the total net imported quantity of codfish in 1999. This settlement of a new trade is shown by the decreasing variability of prices within the period (figure 2).

Figure 2 Monthly prices per kilo lwe of codfish products in Norway and Portugal
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Figure 3 Differential prices of salmon in France* [image: image4.wmf]0
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* The prices of salmon products per kg live weight equivalent (lwe) have been calculated with a 5-period moving average and differentiated with the Norwegian export price of fresh salmon 

Another interesting case is given by the salmon market in France (figure 3). All the raw materials are supplied by imports, of which Norway represents more than half. Prices of raw materials in a breeding sector like salmon are less variable than for wild-caught species. This is the case for salmon and the increase of imports by the big retail chains has contributed to settle and integrate the markets. Using a moving average which reduces the variability, the steady expansion of the French market for salmon products (20,000 t in 1980 ; 50,000 t in 1988 ; 110,000 t in 1998) is shown in figure 3. Interestingly, the two retail gross margins of fresh and smoked salmon, when the prices are reported to the live weight of the products, are perfectly connected after a while, although fresh salmon is imported directly from the exporters whereas smoked salmon is bought from the intermediate domestic smokehouses who processed the same imported fresh salmon ! This would mean that the margin of the groceries is greater for fresh salmon than for processed salmon.

The second information given by figure 3 is the remarkable stability of the domestic wholesale gross margin (0.72 Euro/kg in average since September 1992). This agent is an intermediate trader whose role seems to be neutral between the consumer and the primary producer. “Mark-up pricing is the norm for the intermediaries. The mark-up is the portion of the price that the seller adds onto average variable cost in order to cover overheads and yield a net profit” (Asche et al., 1998). Looking back to the comments of previous section 1.2, the existence of intermediate traders between the final consumers and the producers is an evidence of transaction costs on the market. The role of these intermediaries is to minimise these costs of information transfer between supply and demand.

2.2 Sticky prices down the value chain

If prices are volatile on fresh fish markets, it does not explain why the volatility is not transmitted all along the chain down to the consumer. Prices for fresh fish, i.e. at the upstream stage of the supply chain are more volatile than prices of processed fish at the downstream stages of the chain (Nielsen, 2000). Such an observation has been made in other studies. “It is also clear that at the retail level the fluctuations in price around the mean in a year are considerably lower than at the landed level (…). It questions the argument that retail fish prices are somehow ‘stickier’ than landed fresh fish prices” (Ioannidis and Matthews, 1994).

An evidence is brought with the time series of figure 2 : the Portuguese retail price has a more stable pattern around  the mean than any other upstream price on the chart (Norwegian fresh cod price, wet salted cod export price, Portuguese frozen cod import price), although all prices seem to move altogether in the long run, with fairly stable gross margins.

How do the processors and retailers cope with volatility in order to smooth up prices is an interesting issue to deal with. In the United Kingdom for example, most of the processors interviewed try to apply a margin to the total cost of production wherever possible. When the price for wet fish increased dramatically this was not possible. In this case the processor declares to make a loss for a short time. However, when the price of fish fell, the processor would not pass all of this onto the customer and compensate for losses which may have been incurred at other times.

2.3 Economic explanation of greater volatility at the upstream stages of the value chain

The most recent methodology dealing with the dynamics of margins and prices is based on cointegration techniques, testing for the Law of One Price between different time series of prices within the market chain. It has been demonstrated in previous studies that derived demand and consumer elasticities may coincide in the case of a single variable factor, i.e. the price of fish as an intermediate good (Asche et al., 1998)
. In such studies, prices at one stage are found proportional to prices at other stages of the chain. In other words, ex-vessel prices can be used when estimating demand at the downstream stages of the supply chain. It does not mean that the causation goes from the ex-vessel market down to the final market. Indeed, in the quoted study, the downstream price (Norwegian export price for dried-salted cod) determines (i.e. is weakly exogenous for) the ex-vessel price. However, it says very little about the transmission of volatility throughout the market chain.

Another study applied to the market for vegetables and using the same methodology gives opposite results regarding the direction of causality : the shipper (i.e. upstream) market price would determines the retail (i.e. downstream) price (Hassan and Simioni, 2001). The interpretation given by the authors is interesting : “It (i.e. the causation) does not mean that the shippers are price-makers by expecting the reactions on the retail market. It would rather mean that the retailers do not allow from the wholesalers any other influence on prices than through the fluctuations the latter have to cope with (production peaks, weather hazards, etc.)” (Ibid). With opposite results, the interpretation is similar, outlining the directing role of the retail sector on price formation.

Even more interestingly in the latest study is the analysis of transmission asymmetry : are the upward shifts of shipper prices transmitted more rapidly onto the retail prices than the downward shifts ? To estimate such a phenomenon, an error correction M-TAR model is used in order to assess the speed of adjustment to the long run mean according to the sign of the past variation of the deviation. Conclusions are quite unexpected given the supposed market power of the retail sector : along the tomato market chain, half of the price relationships between shippers and retailers are asymmetric and most of the asymmetric relationship show that the retailers passed significantly more rapidly the decreases of shipper prices onto the consumers than the increases. The following interpretation is given : because storage is made difficult by the perishable nature of products, the incentive is strong for the retailer to sell rapidly, thus limiting the rise and facilitating the fall in upper prices. Such a result is consistent with game theoretical works that demonstrated with a Nash equilibrium at the ex-vessel and the processing level in a vertically co-ordinated fishery that processors will choose the consumer price that clears their entire fish quantity (at the maximum of production capacity) (Weninger, 1999).

However, one might raise the following question : why should the retailers be more sensitive to the perishable nature of products than the shippers or the producers ? Beyond technical explanations of the price transmission issue, more attention should be paid to other socio-economic factors –namely proposed by the economic sociology school- behind the stickier prices down the value chain.

2.4 Fish markets as a social construction

Looking back to the empirical results issued by the survey the asymmetry seems to play the other way round for the intermediaries. One of the small French smokehouses (25 employees, 3.8 million Euros of sales) said : “Yes, we have to enter into contracts with traders, not so much for quantity or price matters than because of quality (HACCP, norms). The contractual setting of price for the peak demand of December takes place in October. If we agree upon a price of 7.5 Euro per kilo and the market price goes up to 9 Euro, we must adjust the price upwards. On the other hand, we shall pay the same price –7.5 Euros- even though the market price decreases. They may even not respect the contract by selling to other customers for false reasons –disease, scarcity,…-. There’s nothing we can do about it. We need fish in the panic of December”. Such a behaviour, if proved to be general, would confirm the origin of sticky prices at the downstream stages. Binding contracts are affecting the market prices and would smooth up the variability of upstream prices. However, the adjustment might be asymmetric in the short run and the obvious market power of the retail sector is a constraint to pass any upward shift onto the retailers.

The number of stages (what the Austrian school calls umweg, or roundabout of production) along the supply chain and across various national boundaries fosters the risk of opportunism and the loss of information between the primary producer and the final consumer. The information needs to be socially constructed throughout time, otherwise the market is likely to be unstable and chaotic when supply is not flexible. Routines are developed within the exchange cooperation and designed to reduce the risk between agents. These routines are part of the market mechanisms which cannot be restricted to the pure opportunism of traders.

The neo-Austrian economists (Mises, Hayek) consider the market as a “process, actuated by the interplay of the actions of the various individuals cooperating under the division of labour” (Von Mises, 1949, p. 258). The market is also qualified as a “network of many interlaced economies” (Hayek, 1976, p. 108). The views of Von mises on markets were pretty close to those of sociologists like Weber (they were actually good friends), seeing the exchange on the market as a compromise of interests taking place in the course of time. In a more recent literature, markets are analysed through the social embeddedness of economic relationships which makes economic transactions more stable (Granovetter, 1985, 2000 ; Swedberg, 1995 ; Abolafia and Biggart, 1991 ; Baker, 1990). New theories are emerging within this framework, such as the theory of weak ties or the theory of structural holes. The risk of such an approach is to over-estimate the social structure of markets, as though people were trading preferably when sharing a cultural or political background, without any consideration of economic forces (incentives of price opportunities). An intermediate path between under-socialisation and over-socialisation of markets has to be found (Granovetter, 1994), through a mix of economic and sociological factors.

Recently, some economists are adopting the same principles. « Some markets clear through price, but these auction markets are expensive to create and they often fail. Many markets clear only through price in combination with some other mechanism » (Carlton 1989, cited in Swedberg 1995). These other mechanisms need to be defined more properly, such as the length of a buyer-seller relationship for instance. The stability of trading relationships might represent an entry barrier on the market, but loyalty proves to be a rational behaviour in the long run : “The more loyal the customers, the better the prediction and the more likely the customer is to find the goods he is seeking. Thus the establishment of regular trading relationships may be profitable.” (Weisbuch et al., 2000, p.412). Confirming this hypothesis, an importer of whitefish products said : “Resources fluctuate, and so does the price of fish. Even when it’s not worthwhile, we nonetheless keep on working with the same suppliers. We have to agree upon such an important ordering system which cannot be negotiated every months. This is a heavy procedure. The processors assist us in the bad times, we do not shoot at them in the good times. They are trying to work with zero stocks. When the prices are falling down, we make them buy a little bit more than needed. Reciprocally, for a sales campaign, they ask us to help them by lowering our margins and we do it”. Unlike the neo-classical view of markets, it is admitted that agents communicate between each other, and they do so not exclusively through the price system (Kirman, 1999).

Pushing this social interpretation of markets a bit further, spot markets are not the institutional arrangement that fits better for the characteristics of fish transactions. A trader has to trust his counterpart in order to stabilise the critical components of the transaction (quality, price, quantity). Such a relationship is fragile and requires a long and common experience. One of the biggest wholesalers in France
 purchases 10% of its supply through the ecorage system : some contracting vessels trusts the company to sell the whole catches with a percentage on sales, instead of passing through the auction market. “It’s not a written contract, but this type of sales can only take place with long working habits (i.e. trade relationships). It’s worth any contract”, said the head of the company’s fishery division. On a market seen as a network in progress, agents are reluctant to perturb the routines. Any sign of return to the open market is perceived as an aggression for their stability and security. A retailer who visited a couple of times his salmon suppliers in Norway complained against the spot market “we operate very rarely on the spot market which is a cause of deregulation on the market. Who are the sellers on the spot market ? Those producers who fear a disease and decide to slaughter a few cages, those whose sales are imposed by the Norwegian government, those who think they earned enough money and sell the surplus, those who need cash flow, etc. Their intervention contribute to the fluctuations of the price, therefore we don’t like it”.

The reasons for an imperfect transmission of a price variability along the value chain might be more observable in the social organisation of markets than in the technical features of the economic transactions. 

Conclusion

Integrated fish markets are expanding at the Europe-wide or even world-wide level. Agents are able to trade off instantly between different opportunities of geographical or product form markets. Expectedly, prices contain more information and converge more rapidly towards their long run equilibrium path. Whatever the complexity of the supply chain (international trade, various intermediaries and sundry product forms for a single species), the connection between the primary producers and the final consumers has improved substantially for the last decade.

Simultaneously, many hindrances hamper the free mechanisms of open markets. Vertical integrated companies co-exist with specialised firms, contractual arrangements are spreading over the whole range of trading relationships between the fishermen or farmers and the consumers, full-cost pricing is admitted as a normal behaviour within the markets. In particular, long term relationships are frequently experienced by the traders, resulting in sticky prices down the value chain. The variability of prices is much higher at the early stages, due to the rigidity of supply, but this volatility is not fully transmitted to the final consumer.

The most recent economic models (rational expectations, game theory, cointegration, VECM, M-TAR models) dealing with such an apparent paradox can often measure the dynamics of margins (proportionality of prices along the value chain, causality and elasticity of price transmission) without bringing out any satisfactory explanation. For instance, an interpretation is to consider that the difficulty of storage for perishable products makes the retailer not to transfer fully the increasing price (i.e. cost) of the raw materials, operating differently in case of downward shift.

Giving up for a while the range of economic explanations and looking at the social structure of markets provide an interesting perspective. In that view, markets are networks of agents working with an imperfect and bounded knowledge, and who might operate with loyalty for the sake of their own long run interest. The market equilibrium is socially constructed through a compromise of interests taking place in the course of time. Avoiding the risk of over-estimation of the social embeddedness of economic transactions, the analyst should however imagine the introduction of sociological variables in the economic models of price clearing.
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� This paper presents the preliminary results of an ongoing EU-funded project (SALMAR, QLK5-CT1999-01346). It has been carried out with the support of the European Commission and does not necessarily reflect its views.


� Produits de la Mer n°58, December-January 2000.


� Produits de la Mer n°36, April-May 1996.


� Ibid.


� La Pêche Maritime, “la Nordsee, un exemple d’intégration verticale d’une entreprise de pêche”, n°1089, December 1968, p.815-826.


� Produits de la Mer “Pieters, l’Europe dans ses filets”, n° 7, May-June 1991, p. 22-23.


� The term “mark-up” is abusive in that context as a confusion should be avoided between the (gross) margin [price – cost] and the mark-up [=(price – marginal cost)/price]. Industrial economists are using the second definition (called the Lerner Index) to test market power.


� Produits de la mer n°57, October – November 1999, p.59.


� As far as possible, the production data have been converted into Live Weight Equivalent (LWE) through conversion coefficients (Cofrepêche, 1996). Such a data processing gives a better view of the actual added value along the supply chain. Indeed, the ratio Value/Quantity LWE gives the unit values at different stages taking into consideration the weight loss of fish along the supply chain.


� Other assumptions have been made in more conventional market model –i.e. where demand for landed fish depends on own price, price of substitutes, income and expected retail price-, with different elasticities of demand (price elasticity of derived demand for landed cod is smaller in absolute terms than the retail price elasticity of demand. In that case, an « increase in expenditure on cod yields a higher effect on the retail price than the landed price », hence an imperfect transmission of price variability (Ioannidis and Matthews, 1994).


� The activity of the company is split into primary processing (40,000 t of raw materials bought annually), wholesaling (22,500 t) and freezing (12,000 t of frozen fillets).





PAGE  

