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1. Introduction

Adequate devices for enforcing contracts condititve efficiency of economic
exchanges. Modern economies are characterizecelgxibtence of layers of legal institutions
supporting contractual commitment, an aspect thatihcreasingly attracted the attention of
scholars (Schwarz and Scott 2003; Schwartz and ave2804; Dixit 2004; Hadfield 2005;
Rubin 2005). Most of the economic literature ors tisisue has focused on the role of judges
and the optimal design of judicial institutionsthvihe objective of better delineating the class
of problems over which public courts should haveedaliscretionary power. More recently,
Schwartz (2002) and Schwartz and Scott (2003) stgdebroadening this perspective on
contract law by taking into account other dimensiafi contract regulation, namely legal
terms that states should provide to firms in thetaxtual organization of their transactions.
An economic theory of contract regulation would éavsubstantive as well as an institutional
dimension; the former specifying what public autts should do while the latter would
determine which legal institutions should perfoima tequired tasks.

However, there is another trend in recent resetir@hemphasizes the role of private
micro-institutions in contract enforcement (Milgroiorth and Weingast 1990; Clay 1997,
Greif 1989, 1993). These studies have essentialynened situations in which the absence of
formal laws or state-enforcing capabilities leadgerds to develop private mechanisms for
guaranteeing contracts. Greif (2005) tentativelptaeed the difference between the two
approaches through a distinction between intenlipndesignedprivate institutions and
spontaneousrganicinstitutions. He also noted that we do not yet have a muchetebddy
of knowledge about the respective efficiency ofstheevices, especially with regards to the
functioning of suclguasi-privatenstitutions.

In this paper we explore the possibility of bridgitnese two approaches. In doing so,
we contrast the complementary perspective with #wbstitution perspective. The

“substitution” perspective compares the efficienof private (extra-legal) contract



enforcement with the traditional role of public laamd state-run courts (Richman 2005).
Comparing the respective costs of public and peiststems, this perspective suggests that
private enforcement mechanisms can be superionltbgoones (Bernstein 1992, 1996, 2001,
Rubin, 2005). McMillan and Woodruff (2000) substatd this view, showing the key role of
private ordering under dysfunctional public ordehile Richman (2005) goes a step further,
arguing that agents deliberately avoid relying oarts for enforcing agreements. It could be
so because formal rules are at risk of undermigsiogal norms that support most deals,
which involve forms of reciprocity among participan(Clay 1997). Opposing this
“substitution” perspective, the *“complement” persjpee rather view joint uses of
formal/public and informal/private arrangementsgasirantees of more efficient outcomes
(Klein 1992, 1996; Lazzarini, Miller and Zenger 200The underlying assumption is that
formal contract laws provide support to private esidg mechanisms, preventirex ante
potential sources of litigations and reducagpostenforcement and litigation costs. In what
follows, we suggest that in many situations, hybnsdtitutions prevail that combine both
private and public ordering, so that complemeng&sitiominate.

In order to substantiate our analysis, we starh @itmodel proposed by Klein (1992,
1996) in which there are complementarities betwiemal contract laws and reputation-
based mechanisms in enforcing private contractsvener, Klein’s model was focusing on
bilateral agreements when confronted to the riskcaritractual hold up. We extend the
analysis to multilateral agreements and to problefrgrivate third party enforcement in the
more general context of collective action (Grei020 We illustrate with an example from the
agricultural sector, the cattle industry. We thititkat the agricultural sector provides
particularly relevant examples. Contract regulaiiorthis sector endorses various forms for
which the support of law plays a crucial role, fragnindividual private contracts as well as

collective organization of producers. Our choice fo€using on the cattle industry is



motivated by the coexistence of informal contragtd collective organizations that rely on a
mix of formal contract laws framing these organmas and private rules guiding their
interactions with agro-food firms. This heterogéyeof arrangements provides a nice
opportunity to compare the respective role of puahd private ordering.

The paper is organized as follows. Section 2 d@s#lour analytical framework,
extending Klein’s model to multilateral agreemenggjuired in the context of collective
action. Section 3 substantiates the analysis watia dbout the evolution of formal contract
laws framing the French collective organizationpadducers with an important role left for
private ordering. Our empirical data are essemtifibm the cattle industry. However we
argue that the problem at stake is general andecos@ll forms of collective action involving
contractual relationships. Section 4 discussesdhsequences of the extension of a bilateral
approach to a multilateral reputation model in oreexhibit howcollective organizations
complement formal contract laws. Section 5 condudeemphasizing how, when transactors
are confronted to heterogeneous coalitions, a ligalework can support and improve the
efficiency of private institutions, thus increasithg self-enforcing range of contracts.

2. Our analytical framework

The analytical background of our analysis is a thleh Klein reputation model and
Greif model on how legal rules and private insitas frame collective action. Klein (1992,
1996) focused on the role of private reputationaasiechanism of self-enforcement that
would significantly extend the range of contract@atangements. However, in specific
situations, this view has been challenged by séwenatributors who emphasized that the
development of formal legal systems for enforcirantcacts might challenge the role of
informal reputation-based mechanisms (Clay 1997hiflRi2005). The agricultural sector
provides a good opportunity to confront these viesusce contracts in that sector are

confronted to transactions that often have relbtivamall value while they are highly



sensitive to the perishable nature of the produatied and to the possibility of fraud because
of severe quality measurement problems due to ctaistics hardly observable (Barzel
1982). These properties challenge the role of idda reputation mechanisms as well as
enforcement of contracts by public courts and &tenoused for legitimating collective
organizations (Danet 1982). In that perspectivdlective organizations would provide
guarantees that neither bilateral reputation meash@n nor public enforcement by courts
could offer, at least with the same degree of ifficy.

2.1. Some Preliminary Observations

Indeed, a non negligible body of literature on ecéonent has shown that collective
organizations, e.g., trade associations, frequeatlyon agreements among members to bring
contract disputes under arbitration regulated kw4’ and procedures established by the
trade association itself (Milgrom, North and Weisiga990; Bernstein 1992; Pirrong 1995).
This is so either because formal rules of the gameabsent or cannot rely on credible public
institutions to be enforced, or because public tsocannot efficiently play their role, due to
substantial procedural delays, overload, and so Pnivate dispute resolution mechanisms
would provide complementary solutions for reduategtractual costs and increasing credible
commitments by overcoming failures of public ingiibns.

One of the most elaborate argument supportingp@rspective is based on the idea
that (incomplete) formal contracts can significandxtend the self-enforcing range of
informal agreements. This approach departs from pilegnise of many self-enforcement
models that informal deals would be stable only nvhee long term pay-off associated to
cooperative behavior would exceed gains from steonh defection (Klein 1992, Lazzarini et
al. 2004, Greif 2005). Under these conditions, ggevmultilateral reputation mechanisms

would provideex postincentives to not cheat.



The “hybrid” perspective, which emphasizes completsidetween public and private
institutions, takes another view, focusing as maohtheex anteprevention of litigations as
on theirex postresolution. Formal private institutions generatenaustrative costs, but these
costs can be compensated through collective gaaiempossible by the reduction of conflicts
and distrust among parties, thus providieg anteincentives to comply with contractual
agreements. This cost-benefit equilibrium requitest all parties take advantage of formal
trading rules complementing private agreementsh wistitutions that allow a « win-win»
solution (Pirrong 1995)

In a pioneering study focusing on the legal fourmhest of such formal institutions in
the French agriculture, Danet (1982) introducedsardtion between two forms of collective
organizations that could support such equilibriurhe two forms depend on the type of
parties involved and whether they implement diseglthrough public rules or by private
self-regulation among members. More specifically, differentiated thtra-professionnal”
from “interprofessiori arrangements. The former are organizations wihiiehvily rely on
self-regulated discipline based on the relative bgemeity of stakeholders, like for example,
cooperatives with farmers operating in the sama aredeveloping similar activiti€sin a
sense, this is close to the operating mode of Magtiraders analyzed by Greif (1994). On
the other hand,ifiter-professional” arrangements involve more heterogeneity among thei
members, as they imply the participation of the ynaarious firms and economic agents
involved in specific vertical production chains.€elhusually require a more formal type of
rules, often although not always backed by publitherities. Examples are large formal
associations with representatives of farmers’ usii@ooperatives, private middlemen, agro-
food firms, and even representatives of retail&sch complex arrangements need to be
framed by formal rules going beyond bi- or mulelal agreements. The French system of

guality certification provides a relevant illusicat (Ménard 1996, Maxime and Mazé 2006).



Both types of arrangement require self-regulatidonvever, their underlying rationale
is different. “Intra-professional” arrangements eleyp because parties expect increased
benefits due to enhanced bargaining powebilateral negotiations with large agro-food
firms as well as to the possibility of increasidgeit market power by rounding up larger
quantities’ Quite differently, the creation and sustainabilif “inter-professional”
associations is based on a more formal settingftitaises on coordination among otherwise
competing actors in order to monitor adaptatiomtigh organized dialogues among parties.
Obviously, reputation does not play the same roldeu these arrangements and tends to be
superseded by formal rule®ur central proposition is that formally embeddeallective
organizations such as these “inter-professions” amnplementing private institutions of the
“intra-profession” type, and that this combinatioextends the self enforcing range of
contracts The next subsections substantiate this propaositio
2.2. What Multilateral Reputation Mechanisms?

Our starting point is the analytical framework deped by Klein (1992, 1996). This
model intends to explore the self-enforcing ran@ecantracts in the context of bilateral
agreements, when parties are confronted to theofiskntractual hold-up. Its underlying idea
is that formal contract terms should provide inces# for parties to the arrangement to
commit and not deviate. LeH be the expected gains from cheating or behaving
opportunistically an&K the private sanction imposed by the other pargh#é discovers this
mischief or if contractual clauses are not appligte self-enforcing range of the contract is
then defined by the difference betwdémandK: contracts are self-enforcing if and onlyif>
H. In the modelK can be interpreted as the discounted value ofduteturns on specific
investments to be lost upon termination of theti@ship, but also as the increased costs of
purchasing inputs or supplying services through rifegket place once termination of the

relationship has been imposed on the violator efabntractual agreement. Considey &hd



Hs respectively the hold up potential of a fiand of its supplie§, and ks and Ks, their
respective private enforcement capital. Figurdukiitates adjustments that may be needed for
extending the self-enforcing range of contracts.

<FIGURE 1: REDUCTION OF “H oLD-UP” PROBABILITIES >

Through formal contract terms, the objective of the parties is to minimize the
value of the expected probability of “hold-up”, thg, the sum of the areas in the tail of the
two distributions, in which potential hold-up foadh transactor is greater than its private
enforcement capital. In other terms these are thasain which expected gains exceed the
costs resulting from the loss of reputation. Théesagforcing range of contracts thus defined
can be modified by introducing specific clausesoesdable by courts as well, for example
through the imposition of higher penalties if migthis observed (Klein, 1996). In other
terms, formalizing contracts allow to economize tbe level of private reputation capital
required for providing an adequate self-enforciagge among parties. Therefore, the model
opens the door to some complementarities betweamrt cenforcement and private
enforcement.

Klein’'s approach is restricted to bilateral relagsbips. Implementing multilateral
reputation-based mechanisms involves much more leommples (Greif 2005). In multilateral
reputation mechanisms, the amount of sanctions egusal the sum of individual penalties
defined by the loss of expected future streamsewkmue obtainable if the commercial
relationships amon®l members could be maintained. However, punishisgegific trader
becomes a very costly process since many partits@ae involved who must all be informed
adequately and who must follow collective disciplimhe overall system then relies on the
effectiveness of incentives for those applying sans (Greif 1993). It requires that the net
collective expected gains of reducing transactionsts covers the administrative costs of

implementing these multilateral mechanisms.



One main result of the analyses proposed by Kledh @reif is to show that even in
the absence of repeated interactions or lack oferebbility/verifiability of individual
behaviors, private reputation mechanisms may wilik and provide appropriate ex ante
incentives for economic agents to not cheat ex. péstvever, a full answer depends on the
identification and implementation of such adequatechanisms. Clay (1997) identifies
several possible candidates, with two polar caSsee is the existence of decentralized
arrangements such as infornecaklitions of agents, for example family members or religious
groups in which control is easier to implement. Turederlying logic is that reputation
depends on links between past behavior and futagoffs. The typical enforcement
mechanism isostracism such as a merchant community punishing oppottyrasties by
denying them future business. The other polar ¢asthat of centralized arrangements,
grounded in formal private institutions like guilds clubs (Milgrom, North and Weingast
1990). In this case, reputation is monitored byeatm@l authority, like private courts in
Champagne’s fairs, which identifies cheaters arsl dnghority and enforcement capabilities
to punish, for example by implementing boycott lnéaters at future fairs.

However, these private multilateral reputation nagibms have flaws. Informal
coalitions in relatively small communities makerastsm as well as shared social horms
efficient (Ellickson 1989; Kandori 1992; Greif 19980ki 2001). For larger communities,
these mechanisms require the design and implenemntatt increasingly costly information
and communication systems among members, with samedusly increasing administrative
burden that seriously challenges their effectiven@dilgrom, North and Weingast 1990;
Greif, Milgrom and North 1990; Greif 2005). This ggests that spontaneowsganic
institutionsmay have to leave way to intentionatlgsigned institutiongrhen the number of
traders is large or when bilateral repeated intemags become rather rare (Greif 2005). In

other terms, multilateral settings likely change ldindscape.



2.3. Contract Law and the Stability of Private Ihgtons

Indeed, a central issue for the efficiency of nhatiéral reputation-based mechanisms
is their stability over time and their capacity dpply to extensive membership. Richman
(2005) suggests that mechanisms such as privatedesvrestricted to long term players and
sizable entry barriers, which in turn may createntives for collusion, generating costs that
affect negatively the total surplus to be sharethelong run. This could explain phenomena
such as the final failure of the Maghribi networ&réif 1994). Clay supports this view,
showing that barriers to entry and exit are a resrgscondition for coalitions to work,
ensuring stable membership that supports the irdbom network, mitigating asymmetries
among parties and preserving the differential betwearnings within or outside the coalition
(Clay 1997; see also Kenney and Klein 1983).

These barriers are often implemented through nonaic factors such as ethnicity,
language, and so on. They tend to become porous Wiee expansion of the coalition is
desirable or needed. Indeed, expansion requirasingl the homogeneity of utility functions
of participants. Open networks may enjoy lower €detentry and exit. However, they also
confront higher costs from one-time cheaters. Thigery much of a nature similar to that of
public goods. The larger the number of individuadsefiting from private information about
the individual value of a specific good, the lovilee probability of finding agreements that
maintain the capacity of private institutions ttatte against deviants (Pirrong 1995).

With multiple and heterogeneous members the pdisgimf privately policing
collective actions is reduced: free riding probledevelop and incentives to comply with
collective discipline decline. In order to face gbheclassical problems, private ordering
institutions must meet two conditions: (1) They mwnsure a sufficient degree of
«cohesiveness to implement self-regulation and collective dams, which is usually

obtained through homogenization of members; (2)yTest benefit from a sufficient level
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of acceptabilityto motivate voluntary adhesions, thus facilitatoomgnpliance to sanctions and
willingness to impose sanctions on others. Stig tulfilment of these two conditions is not
easy and conflicting interests and coalitions ambeaterogeneous members may challenge
the existence and the stability over time of suchgpe ordering institutions.

One important consequence is that in situationsmaoftilateral reputation-based
mechanisms, law enforcement by a supportive statg improve the efficiency of private
institutions by backing private contracts with pabbrder, thus reinforcing their legal
authority and legitimacy, as well as their ability provide efficient private enforcement
devices to their members (Pirrong 1995). Indeeduggested by Greif (1993), formal private
enforcement institutions rely primarily on the bala between administrative costs and
expected benefits from improved efficiency in tligamization of transactions. The existence
of a legal regime supporting private institutiongint improve the functioning of the latter
and reduce transaction costs through a more falorbding environment. Therefore,
supervision by public institutions may extend #léanforcing range of contracts.

3. Empirical Evidence: The Role of Interprofessiorin the French Cattle Industry

The complementarities between private and pubkttitions play an important role
in agricultural sectors. Because modern agriculisig@most everywhere organized as a chain
system that involves forms of collective action aeduires monitoring of heterogeneous
parties, this sector offers an exceptionally rigldf for studying the interaction between
collective organizations regulated by private rudexl legal systems intended to provide
support. In what follows we analyze this interactihrough the case of the French cattle
industry’.

3.1. The Legal Framework
In many European countries, the predominance irc@ture of relatively small and

scattered farmers lead during the last centuraéadrnplementation of specific legal rules for
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contract law. This contractual framework presemteast two specific legal featurdarst, a
special legal status has been developed that eliffietes production’ contracts from labor
contracts. Second collective organizations in the sector have &snefited from a special
status. Both aspects were introduced in contraes ia the 1960’s and 1970’s, mainly for
protecting small farmers facing drastic market em@ation and the consolidation of agro-
food industries.

This situation is not exclusive to Europe. Collegtiorganization is pervasive in
agriculture, where it represents a major tool fanfing the development of markets (Pirrong
1995). Cooperatives, marketing associations, praduagroups, marketing boards... have
been extensively used to organize production andketiag. Moreover, rapid modernization
and changing technologies in agriculture have gaadruncertainties among farmers. The
simultaneous development of collective organizai@md new contractual forms can be
viewed as a way to implement new risk sharing righis context (Ménard 1996).

Legal changes in France regarding contract reguigtrovide some evidence. The so-
called production contracts’introduced in the 1960s intended to protect srfaiiners
increasingly dependent on large agro-food firmgleir technology, food and medication for
animals, etc., from possiblebuse of powemlnd ‘unfair” contractual agreements. These
formal production contracts are mostly used folomrdproductions of pig, veal, and poultry,
requiring large investments and the developmerdesficated assets by individual farmers,
making them subject to potential hold-up by agrodfdirms. Similarly, legal incentives for
farmers and agro-food firms to useference contracts (‘contrat-type’)or standard
productions, angdampaign contractswhich are contracts associated to seasonal ptioduc
(essentially fruits and vegetables) and renegatigperiodically, intended to provide
guarantees of equal treatment to farmers while Isameously reducing negotiation costs.

‘Campaign contracts’ go further than ‘reference tcacts’ in that they specify prices and
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guality standards at the beginning of each prodactampaign, defining a benchmark for
individual contractd. The experience of the processed vegetable sentarhich prevail
formal contracts with farmers committing to sell #ieir production at the end of the
production campaign, served as benchmark for theduevolution of contract regulation in
agro-food sectors. A major problem that the impletagon of these new arrangements faced
was the absence of a formal authority that woulgpsu negotiations among parties ante
and monitor the agreemerdx post(Danet 1982). The problem was particularly seweith
respect to the definition of quality standards dhelir evaluation in the determination of
prices to be paid to farmers. Indeed, potentiaktthg and opportunistic behavior on both
sides mostly happen at this stage of the contrbptoaess (see Chalfant and Sexton 2002).

In order to improve the effectiveness of such amitral arrangements, lawmakers
provided a legal solution in 1975, with the adoptiof the French Law nr. 75-600 on
interprofessional organizations in agriculture, iempenting legal support to the creation of
collective private organizations identified as &rgrofessions”. Establishing such legal rules
was and remains a challenging issue for lawmakerthis case, as in many others in Civil
Law countries, the legal framework had to fulfidraitions that guarantee: i) the degree of
generality pertaining to the object of the contiaet; and ii) the degree of flexibility needed
to facilitate its use in various agricultural sestqDanet, 1982). This legal arrangement
endows the beneficiaries with some prerogativestiqogarly the transfer from public
authorities of normative as well as coercive powsgarding contract regulation in their
specific sector. These collective organizationsaangill, in the sense that creating them is left
to partners and that access to interprofession inrmmapen. However, once a specific
organization has been set up, participation becaoegpulsory.

The functions and organization of interprofessionay vary across agricultural

sectors, depending of the nature of contractuahgements and the special need for contract
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regulation in each sector. Three major benefiteevexpected from this extension of contract
law to interprofessional organization in agricudtufirst, this legal framework reinforces the
legitimacy of contractual arrangements at stakeesiit involves representatives of all
organizations of a specific sector, including farshainions, cooperatives, large and small
retailers, middlemen, agro-industries and manufactu Second interprofessional
organizations are funded by a compulsory tax lamrby the Law and paid by all economic
actors involved in the sector. This significantgduces the costs of collecting contributions
while financing the administrative costs of supsing the implementation of agreements.
Third, an “interprofession” can establish collectiveesmgnents with aclause of extension”
that makes them compulsory for all firms involved the sector and provide the
interprofession the legal authority for their efement. Hence, enforcement remains the sole
responsibility of the interprofession, with no pelidureaus involved.

The counterpart is that participants benefitingrfrthis legal support must comply
with very restrictive conditions, which may chalignits attractiveness for many agents and in
many agricultural sectors. One major restrictiopases having only one interprofessional
association defined at the national level for esgécific agricultural productidnA central
issue then becomes delineating the relevant peemuéteach “interprofession”. As a result,
there is a lot of heterogeneity among the variayricaltural sectors that have adopted this
mode of organization. At the same time, each imtéggsion can be viewed as performing all
functions identified by Schwartz (2000) as chanaziteg contract regulation mechanisms,
that is: i) enforcing verifiable terms, ii) providj vocabulary, iii) interpreting agreements, and
iv) supplying default rules.

3.2. Collective Organizations in the Cattle Indystr
In order to better understand the role and govemawf collective organizations

framed by this legal environment, we now focus ospacific sector, the cattle industry, in
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which most contracts involving breeders remain lyighformal so that they can hardly be
enforced by public courts, although this remaireothtically possible. In agriculture, the role
of collective organizations is an ongoing sourceaftroversies, as repeatedly illustrated by
recent administrative and judicial decisions (Ménak998). In that respect, an interesting
point is that the interprofessional mode of orgation, as implemented in the French cattle
industry, has not been submitted to the usualcsritigainst anticompetitive arrangements
based on collusive behaviour, centralized pricerd@nation, or quantity restrictions through
production quotas, all practices that are prohibiig competition law

We collected extensive data on this interprofestimough structured interviews with
the administrators of the National interprofessias, well as with three leading Local
Committees, located in the West of France (Brittadgrmandy and the Loire Valley), an
area which represents 40 % of the total Frencledateeding and slaughtering activities. We
also analyzed all documents available either frdrasé¢ organizations or from public
authorities: decrees, legal statutes, agreemegtgediby the interprofession, minutes of
meetings and so forth.

Formally, the national interprofessional assocraiio the cattle industry was created
by a legal decree of November™.8980, although it became effective only a fewrydater.
At that time, the imposition of fees on all pamiants allowed the organization to reach a
consensus among its members about the specifididascand missions of the national
organization and its local committees, and to histaff for monitoring the arrangement. This
legal birth followed less formal experiences depelbin the 1970s in the three major leading
production regions mentioned above. Normandy d@esloan administrative organization
(CIRVIANDE) with the status of a union as early 3370, while Brittany had created a
nonprofit association (INTERBOVI) in 1977. In theite valley, representative organizations

initially chose a different strategy, sticking tovate individual formal agreements with each
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economic actor involved in marketing or slaughtgrirwithout specific organizational

arrangement and related administrative supportnforee them. The creation of a Local
Interprofessional Committee, BOVILOIRE, sharing idw@eristics with those already existing
in Normandy and Brittany, was adopted only after tiational interprofessional association
that emerged in 1980 could provide a legal support.

Major difficulties with the private agreements ewxpeented by these local
interprofessional committees before they joined taional interprofession explain this
decision. Afirst difficulty had to do with the size of multilateragreements required under
the previous arrangement. Over 300 bilateral cotgrahould have been signed between
farmers, slaughtering firms, and individual merdsamr cooperatives. This involved
significant negotiation and administrative coststhaut guarantee that all parties would
accept and, even more important, would actualljofolthe rules. Aseconddifficulty was
financial. The costs mentioned above were fundethbyregional professional organizations
and farmers’ unions. Their resources were limitedl dree riding developed rapidly,
particularly among small operators and notwithstagdhe benefits generated for all parties
to the agreements. #ird difficulty had to do with the inter-regional tratbetween Brittany
and the Loire valley, which generated tensions @sdpetition distortions since the former
region was imposing stricter rules than the laler that individual farmers and some
slaughtering firms refused to sell or process alimhbat were coming from the more
latitudinarian region. The legal framework definbyg the 1975 Law on interprofessional
organization in agriculture was therefore perceigsch solution to these difficulties through
easier access to financial resources, the harnt@mzand stricter supervision of grading
rules, and improved capacity to enforce collecigeesements.

The main functions performed by the cattle intefggsion since its creation are: (i)

The definition and enforcement of interprofessioagideements, including dispute resolution
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mechanisms; (ii) The financial participation of alhrties to R & D oriented towards the
automation of carcass grading, improvement of ptodn systems, etc.; (iii) The
development of collective campaign of informatiomd acommunication with consumefs.
These functions unambiguously relate to the problassociated with multilateral reputation
mechanisms that we discussed in section 3. Indaedhajor role of interprofessional
arrangements is to facilitate contracts and thaforeement through the development of
transparencyin the organization of transactions and the atiooaof quasi-rents. The first
formal agreement in the cattle sector was signéyginrl988, since some of the major private
slaughtering firms were initially reluctant to colppvith the constraints imposed by such
collective agreements. . The agreement was (an@insjinabout marketing conditions of
animals over six months of age, rules of accessperialized market places in order to
improve security of payments, risk sharing, etdeAthe first so-called “mad cow” crisis of
1996, it was extended to rules intended to improwesumers’ information on the origin,
breed, and types of animals. Details of a typigaéament are provided in Table'1.
<TABLE 1: MAIN CLAUSES OF A TYPICAL AGREEMENT >

3.3. Major sources of contract Litigations and thegsolution

Most clauses in this interprofessional agreemeaminguously relate to problems of
qguality measurement and verifiability. This is angel problem in contract design: as
emphasized by Pirrong (1995), incomplete qualitecdpation of what is traded and
problems of transfer of property rights among cacting parties are major sources of
litigations in that they open the door to potentiald-up problems (Klein, 1996). Transactors
must therefore invest in order to delineate andsfier their property rights and to enforce the
deal (Barzel 1997). For agricultural products, th#ficulties often result from complex
problems of quality, which make measurement and#enfication in a timely period

particularly critical. This combination of techniexpertise and very short delays imposed by
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food safety constraints imposes serious limitatimmshe role of courts in solving litigation. It
largely explains the increasing role of interprsfeas in the organization of transactions in a
context of rapid changes.

In the cattle industry, the major change was theptdn of new pricing rules, with a
switch from bilateral negotiations of prices inditeonal livestock markets to posted prices
fixed directly by slaughtering firms (more on tinissection IV). The underlying rationale for
this change was that it would reduce search costsahimals dispersed over small,
geographically scattered farms, as well as bamggiand measurement costs for the highly
variable quality attributes of animals. Howevee tlew rules raise severe problems of quality
measurement, which is central for determining ic@nce this is done when animals are
already in the slaughterhouse, opening door to ppstic behavior or to beliefs that
slaughterhouses are behaving opportunistically.

Quality measurement as a major source of litigatmd distrust between farmers and
agro-food firms is well documented (Feusti and F&985, Hobbs 1997). Since quality
largely determines the existence and size of quesxs, measurement errors are a major
source of potential hold-up problems among contrggbarties (Barzel, 1982, Klein 1996).
Although standardized carcass grading intende@daae measurement errors comparatively
to the traditional method of evaluating living amitst> the new pricing method remains open
to ex postopportunism, with slaughtering firms downgradimgnaals. ‘Errors’ on grading can
lead to as much as a loss of 15 to 20% of the vphid to the breeder. Although their
distribution over a large number of animals consilll reduces their statistical significance,
they still seriously affect perception of fairndssfarmers.

Indeed, beside the difficulty of direct observatadrfrauds by cattle raisers, reputation
mechanisms and the activation of bilateral sanstioy individual farmers has no chance to

deter abuses and to discourage opportunistic behanong slaughtering firms. It is so
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because of (a) observability problems since evalgatarcass requires a technical expertise
that cattle raisers do not have or master very ifaptty, and (b) time constraints since
complaints should be examined almost instantango(lsfore the carcass enters the
transformation process) while cattle raisers atenofnformed only several days after the
slaughtering. Of course, controls by parties extketo the transactions are possible. In the
French cattle industry, a quasi-public organizgtitre Meat and Livestock Commission
(OFIVAL), operates random controls sporadically endormal delegation from the state.
There is also the possible although quite excegtiamervention of the public bureau in
charge of repressing frauds on products and seriiddowever, these public organizations
suffer from limitations similar to those mentionied public courts.

This likely explains why breeders who initiatedeirgrofessional organizations rapidly
got their Local Committees involved in the provisiof inspection services in order to help
implementing agreements and to provide expertisgrading and quality measurement. For
example, in Brittany, a pioneering region in thegpect, thiprivate inspectiorservice make
unexpected visits in each slaughterhouse of itsdigtion at least once a week, with an
extensive review with the manager of all carcassesntly graded. If differences are spotted,
the inspector can require an adjustment in the payno the farmer, and the slaughterhouse
must comply. Such action would be almost impossibleindividual farmers. In regions
without these local services, farmers can turrh&oduasi-public agency (OFIVAL). Statistics
are not available at the national level, regarding frequency and sources of litigations.
However, we obtained from the Local Committee attBny detailed data that provide very
significant indications on litigious factors betwearmers and slaughtering houses (see Table
2).

<TABLE 2: CAUSES OF LITIGATION >
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The total number of requested interventions (25& &8 months) may appear almost
insignificant when compared to the total numbetrafsactions in this region (over 4 millions
animals annually slaughtered). However, as suggesye our theoretical framework and
confirmed by all our interviews, what matters istthhis is enough to activate reputation
mechanisms, deterring slaughtering houses to batygwvertunistically and improving mutual
trust among parties. One could even argue thasiiedl number of requests signals that the
reputation mechanism implemented by this intermsifsmal organization works well. It
operates more as a preventive system than as aiv®ene, minimizing the number of
potential disputes and economizing on transactistsc
3.4. The Threat of Collective Boycott

Another tool in the hands of interprofessional as#®mns as private contract
enforcers lies in their capacity to activate retain. As emphasized by Greif (1989, 2005),
multilateral reputation mechanisms developed im@text of repeated games with imperfect
monitoring depend on dedicated information and compation systems and on the capacity
to punish deviants. In the interprofession we sddihis takes two forms: (Rrocedural and
formal agreements coordinated directly by the interpées as illustrated by the example of
inspection services; and (lformal mechanisms that take the form eftra-legal boycott
actions.

In the interprofession of the cattle sector, pracalsolutions operate as follows. If
repeated non compliances to interprofessional aggats are observed, local committees can
introduce a formal procedure, eventually leadingublication in specialized magazines of
the appropriate information. This can obviouslyakeriously the reputation of the deviant.
Before going public, intermediate steps are builta allow adjustment. Once an inquiry is
opened, a formal report on deviant behaviors iges$dd to the board of directors of the

interprofessional association so that informal algrtan alert the deviant. In case of repeated
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offences, a written injunction is sent. Without egpiate changes, a third step is the invoice
of a formal letter to the chairman of the profeasicunion to which the deviant belongs. This
person or his/her board can then engage disciplsemnctions against the deviant, possibly up
to banishment from the union (which is part of iterprofession, as it must be remembered).
This is of course an extreme measure, to our kraydenever applied in the sector under
review. The impact of banishment would also be tessnatic than the one observed in other
situations of private ordering (for example, Milgrp North and Weingast 1990 or Greif
1993), since the opportunist could continue hisvaigts, even if he has to support additional
sanction costs imposed by his other trading pastrigtill, the threat exists, with its potential
impact on the deviant. One may wonder why slaugigefirms accept the intrusion of a
private enforcing institution in their businessstreeting their capacity to extract a more
substantial part of the quasi rent. The only cocivig justification we can see is that this
collective organization contributes to the pactiica and institutionalization of contractual
relations, opening the way to dialogue among paréied reducing incentives to impose
solutions through violent actions (Barzel 2002).

This brings into the picture the second dimensibpumishment. As noticed by Clay
(1997), one striking thing about private institusois the infrequent use of collective
punishment. This does not preclude the possilolityuch actions. Violence is another way to
solve conflicts (Barzel 2002; Alston, Libecap andiddler 1999)* When it happens, it
usually signals the urgent need for adjustmentschiadges in the equilibrium among parties.
We argue that the success of the interprofessi@pa/ate ordering mechanism results from
the anticipation by participants, particularly gatering firms, of the risk of much more
costly enforcement mechanisms, especially the tlokeollective sanctions such as boycott
or economic blockade. Confronted to that risksilass costly for parties to accept control

through mechanisms mutually defined. However, ideorto work adequately these private
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institutions need powerful informal mechanisms gaéeing coherent collective actions and
effective implementation of sanctions by all menshegven if at a cost for individual
members.

In the French agricultural sector, farmers’ unitrave assumed that role, implicitly
complementing interprofessional organizations bking over the active coordination of
collective actions (Duclos 1998). Boycotts and terapy blockades have been ritual in the
sector since the 1960’s. One major advantage af ghrategy from the point of view of
farmers is that it requires a limited number ofgo@s (and trucks, tractors, etc.), organized
commando-like, thus reducing risks of defection drek-riding®> However, collective
sanctions of this type remain exceptional, althowglisodic activation without specific
reasons has been reported, likely as a strategypdarntaining credible threat (Greif, Milgrom
and Weingast 1994).

In the long run, procedural conflict resolutiontbé first type has clearly prevailed in
interprofessions, thus confirming the hypothesét fhrivate ordering develops as a mean for
solving disputes, reducing conflicts, and minimgztransaction costs.

4. Gains and Limitations

The decision to rely on interprofessions or othedas of collective organization that
are ‘private institutions’ with a legal status forplementing agreements and solving conflicts
remains a private initiative in the hands of ecoimoactors. But why do they choose the
support of the law and this mode of self-enforcamgangement? From an economic point of
view,'® the answer must lie in the balance between gaidscasts of private institutions
embedded in a legal framework compared to altar@agolutions such as relying on public
bureaus or going to courts.

4.1. Gains Expected from Collective Action EmbeddedLegal Framework
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Indeed, the creation of private contract-enforcemestitutions is one option among
others. When effective public institutions exisgriges may alternatively choose to face
enforcement problems strictly through contractualationships (Greif 2005). Bilateral
arrangements may be preferred for defining propadits, identifying residual claimants,
and narrowing or even eliminating sources of cattra hazards (Williamson 1985; Klein
1992). In the cattle industry, this option develbpéefore that of interprofession
organizations. Contractual agreements and priviaganizational solutions initially prevailed
for facing a major change, namely: the privatizataf slaughtering houses. Privatization
occurred in the 1970s, mainly motivated by the dargyvestments required for meeting the
new European sanitary standards. Producers’ grooyastly organized in cooperatives,
played an important role in that process. Of the &@ughtering houses in Fraréenly 25
% are under public control, mostly boards (‘regiedministered by local authorities, the
remaining being in the hands of private firms andperatives, the later slaughtering about
50% of the total French production.

The significant involvement of producers’ groupssvedearly motivated by the search
for organizational solutions by farmers wishingréinforce their bargaining power in their
negotiations with increasingly concentrated agmdfdirms (Danet 1982). However, it
rapidly became obvious that collective action tlglouorganizational forms such as
cooperatives had its limitations. First, they raerg only half of the slaughtering houses and
about one third of the transactiofidn a competitive environment, this imposes an irtgpu
limit on the impact of their action. Second, thetditions affecting the grading system in the
cattle industry generated disparities that fed ledsf Third, these distortions in the
implementation of the grading system also revedlesl relative inadequacy of private
contractual arrangements for dealing with the mwoid of verifiability, quality measurement,

and price determination that we have identifiedrasial in the sector.
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The combination of these factors explains why parturned to a more constraining
solution, the interprofessional organization, whigtilitated the adoption and enforcement of
new pricing rules preferred by slaughtering firnpgrticularly by switching from prices
bilaterally negotiated on traditional livestock riketis to a posted price mechanism involving a
more direct relationship between slaughtering fiansl their suppliers (Mazé 2000, 2002).
However, efficiency gains expected from this chaimgpricing rules, through a reduction of
information and bargaining costs previously supgubtiy slaughtering firms, could have been
ruled out byex postmeasurement and enforcement costs (Barzel 1988¢g\1/203).

Hence, the key role played by enforcement instihgj whether they are private or
public. In our case, gains related to the adoptifotmne new pricing rules must be compared to
the costs of organizing collective retaliation @odhe costs of turning to enforcement by a
third party. Since collective action is very diffit to build and tend to be taken over by the
violent action of small groups, the costs of orgarg collective action (on the sellers’ side)
adding to the risk of costly retaliation by the acuoercial sector (on the buyers’ side) have
pushed partners to endorse an alternative to \tiakeercion. Interprofessional arrangements
looked like a viable solution despite their ownmingy costs’.

4.2. The Changing Nature of Coalition as a Limit

However, interprofessional organizations of thatetyhave their own limitation. In
order to effectively monitor conflicts and enforcentracts, they must remaireutral with
respect to conflicting interests, although they @wé reallyindependensince they are born
out of a coalition among parties to the arrangemeand to conflicts! These constraints point
out the importance of their mode of governancevelec (1993) suggests that the efficiency
of such organizations is conditioned by three basles: representativeness, parity, and

unanimity. These rules are not easily implemendetiison and Libecap 2003).
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In that perspective, the effectiveness of privatgiiutions relies less on coercion than
on voluntary commitment and shared consensus arparcipants that have their own
agenda. This explains the emphasis, in most stutigwivate ordering, on the homogeneity
or cohesiveness, often related to the belongingarioethnic community or a specific
professional group (Greif 1993, 2005). This is 8ot with the national interprofessional
association of our sector. It involves 13 orgamres, including representatives of large and
small retailers, farmers’ unions, cooperatives, di@chen, private slaughtering firms, public
slaughter houses, and wholesalers. In that corttext,.aw 75-600 adopted in 1975 grounded
the legitimacy of interprofessional associatiorts jpublic order and opened the possibility of
more stable arrangements, particularly throughstiezific clause imposing that there be only
one national interprofession for each agricultgeadtor.

Nevertheless, the creation of such interprofessiassociation backed up by the law
strongly depends on the free will of all represemaprofessional organizations of a specific
sector to adhere and balance conflicting interast®ng their respective members. As a
matter of fact, representative bodies are populbayeitiose who balance each other’s coercive
and economic powers (Greif, 2005). Thus, tensiomsl &ersatile alliances among
participating organizations are at stake. One msgarrce of these tensions came out of the
industrial consolidation and regional specializatithat occurred since the 1970s. These
trends increased the dependence of local farmeeganfood firms located in the same area
and amplified competition among regions. Regionakd developed that could help
superseding professional specificities at stakehferformation of stable coalitions. However,
these forces go in opposite direction from thos®iiag the creation of an interprofessional
association at the national level. Equilibrium bedw intra and interregional competition then

becomes a central issue.
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A conflict between the National Interprofession amd.ocal Committee (namely,
Brittany) regarding the collection of fees finargithe system provides evidence of this
tension. The standard mechanism is that the moakgcted is sent directly to the national
organization that then redistributes resources oiall organizations. However, Brittany
rejected this solution and negotiated an altereativangement in which the money collected
is channeled through the local organization thantforward the proportion agreed upon to
the National level. Clearly, the choice of one solu rather than another changes the balance
of power between the local and national level, mgviinancial leverage to different parties.
This is especially so when some regions (or somepy) have a significant leadership, for
economic or political reasons. As argued by GiMifgrom and Weingast (1994), rulers tend
to lean towards the rights of groups that are ehnized and have a large influence, turning
away from groups less able to retaliate in casepgrtunistic behavior from the dominant
groups®.

4.3. Collective Organizations and the Scope fof-Bebulation

General conditions under which private orderingtiitnBons embedded in a legal
framework are efficient can be drawn from our asiglyf the cattle industry. What we have
shown above is that the interprofessional associatimerged primarily as a response to a
change in the organization of transactions andnéwe to improve dispute resolutions and
private contract enforcement. Efficiency considera rather than just distributive or rent
seeking strategies were the major drivers. Howether,creation of an “interprofession” is
only one option among others, so that other factaay influence this decision as well.

Indeed, the nature of the coalition among profesdioorganizations and with
economic actors is a central issue (Johnson anecajy 2003). An essential component is
that the creation of an interprofessional assammatielp minimizing the costs of coalitions

formation when the number of actors involved ishhighus, the actual motivation for its

26



creation in a specific sector likely varies accogdito: i) the degree of industrial
consolidation, which determines the size and nundbfemgro-food firms involved; ii) the
degree of regional specialization, which involvee tdevelopment of specific assets and
specific comparative advantages.

This is what we observe in the cattle industryof degree of industrial consolidation
maintained a large number of firms, so that mudtiphrties were involved; and relatively
weak regional specializations of breeding actigitiead to unstable coalitions. The
combination of these two conditions increased t#tpeeted benefits from an interprofessional
coordination, especially regarding quality gradamgl private contract enforcement. Although
the leadership of one region, Brittany in this ¢as@as significant, it was not powerful
enough, with less than 40% of the total nationaldpction, to impose its own rules and to
prevent the creation of national interprofession.

In other sectors, when leading firms prevail or whegional specialization is strong
enough, an interprofessional organization is lésdyl to emerge as it is less costly for a firm
to manage agreements ...and conflicts directly feital producer’s groups This is what we
observe, for example, in the French pork industryyhich most of the production is located
in Brittany, or in the processed vegetable indystrywhich the interprofessional association
continuously declined since the 1990’s as a resfilthe dramatic concentration in the
industrial organization of the sector. Professiors#lf-regulation and decentralized
negotiations at the firm level prevail in thoseesssince they allow a reduction of bilateral
bargaining costs with individual farmers while inspwy the standards of the leading firm
with respect to regulating transactions for a dperegion or sector.

5. Conclusion
Private institutions play a central role in thei@ént organization of economic

exchange and the regulation of markets. They imgi@ntractual performances and reduce

27



transaction costs, for example by establishingityueallassification or codification. They also
contribute to extend the self-enforcing range ofhteacts in a world in which not all
information is verifiable by an independent thirdrfy and in which courts cannot always
enforce agreements. First, private enforcementtuisins may enjoy industry expertise and
specialized knowledge regarding industry transasti®&econd, private rules can be tailored to
idiosyncratic needs. Third, private systems arerotble to act at lower costs than overloaded
and procedure laden public courts. Fourth, thegt terproduce more predictable outcomes.

The analysis of one such private institution, thiedprofessional Organization in the
cattle industry, confirms that private institutionspresent a powerful tool for reducing
enforcement costs, particularly when dealing withltilateral agreements. In contrast with
the emphasis in the literature on formeal postarbitration systems, private institutions rather
operate aex antemediation systems based on complex semi-formangements. At the
same time, we have shown that these institutioessabject to severe limitations when
multiple parties are involved. Taking this into aont, we have argued that being embedded
in a legal framework can reduce their cost of goaace. However, this is not always a
sufficient condition to ensure full convergencecohflicting interests: extra-legal actions may
also play a role in building credible threat ofatettion.

We suggest that there are general lessons to lbeetedrom our specific case
regarding the complementarity between private tumstns and public order when
multilateral agreements are involved. In this situation, trafmsaare confronted to coalitions:
a legal framework imposing rules and proceduresucater these circumstances complement
the role of private institutions, increasing thdf-saforcing range of contracts, thanks to
improved credibility and lower transaction costs.

FOOTNOTES
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! The delineation of “private” and “public” instiiohs remains controversial in the literature.
In what follows we adopt the distinction proposed@reif (2005), with public institutions
relying on order and sanctions imposed by the staike private institutions are defined and
implemented by economic agents themselves.

% In his analysis of the private enforcement mecrasiand rules designed by the Chicago
Board of Trade, Pirrong (1995) shows that the immg@etation of new rules that would
increase the volume of transactions required legatvention of the state to impose them,
since some patrticipants were loosing part of thangaining power and their profits because
of better delineated property rights and more parency of transactions.

3 Referring to the example of cooperatives, Hendr{2894) provides interesting elements in
that perspective.

* There is usually a trade-off in that farmers haveatcept restrictions, such as following
technical rules and requirements defined by th@groommitting to anéxclusivity rulé by
delivering all their production for a specific prod, and even delegating price determination
to the group. At the same time, the “intra-profesal” organization can take advantage of
partial“territorial exclusivity” in representing farmers, thus guaranteeing a numirtevel of
activity to its members while increasing bargainipgwer through collective action and
reducing destructive competition although, as aigrat remains actor in a very competitive
market.

® Recently, several French farmer unions in this sebive been sued for having been
suspected of coordinating in order to influence aglzprices paid to breeders during the BSE
crisis of 2001 (see the decision of the Europeami@izsion of April 2, 2003 nr C (2003)
1065, regarding possible collusion on prices inldbef industry; and the judicial decision of

December 13, 2006 (cases T-217/03 and T-245/0&iFgan Commission v. several farmers’
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unions), by the first level Court of Appeal of tharopean Community). There is no evidence
that the interprofession was involved in such pecast

® Production contracts are agreements between egrator company and farmers binding the
later with specific production practices. They uudave two main components: (a)
allocating responsibilities for the provision ofpits, and (b) determining rules of
compensation for the farmers. Typically farmersvpte land, buildings, utilities and labor
while companies provide animals, food, medicatam] even services of extra laborers. The
legal term used in France for ‘production contrastscontrats d’intégration

’In France, this legal framework was implementedugh several laws, particularly: Law nr.
60-808 of April 08, 1960, on standard contractofitcats-types”); Law of August 08, 1962,
on collective organizations and producer groupsy L. 64-678 of July 06, 1964, on
“integration” contracts and “campaign” contractsidaLaw nr. 75-600 of July 10, 1975,
providing support to “interprofessional” associasan agriculture.

8 This sharply contrasts predictions from agency hethich focuses on the optimal design
of individual incentives contracts. One possibleeipretation is that gains over negotiation
costs from standardized contracts by far exceesktosf incentive intensity from individually
tailored contracts (Allen and Lueck 2002).

® This possibility creates problems in delineatihg perimeter of each organization. For
example, can organic producers involved in muldiduct activities be organized in one
single representative interprofessional association

19This function became particularly significant aftee BSE crisis since the Interprofession
took a very active role in managing public relaspeollecting scientific information and
communicating with consumers.

1 Dramatic changes in R&D funding of French agricidtsince 2002 have largely diffused

the adoption of interprofessions, although mosememrganizations are not involved in
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contract enforcement. An example of a R&D projacthie design and implementation of an
automatic grading system for beef carcasses, wi¢h eixpectations of a more objective
measurement than that from employees of slaugltérims.

12 A 1977 decree, later modified and integrated Buaopean regulation adopted on August
12, 1981, defined dressing and weighting rulesclycasses. However, the existence of this
standard mainly introduced for facilitating the ieypentation of a statistical system for
regulating markets accordingly to rules of the Canmgricultural Policy (CAP) does not
mean its effective use as a contracting clausenFadegal point of view, slaughterhouses
remain fully responsible for grading carcassesaust be reminded that slaughterhouses are
private properties, to which access can be restfict

31n FranceDirection Générale de la Consommation, de la Corenre et de la Répression
des Fraude¢DGCCRF)

*In 1994, a complete physical blockade of the nsé@mghtering firms located in the Loire
valley was implemented by coordinated groups ah&as. It was stopped three weeks later,
after the accidental death of an employee of ortee§laughtering firms.

51t is easier for cattle breeders to use blockade for producers of more perishable goods
like, say, tomatoes. Indeed, cattle breeders @ tiene constrained, with marginal loss in
animals’ quality and marginal costs feeding thenhdy deliver animals later on.

% Other approaches may be relevant here, e.g.,qablicience or sociology.

7 Data from 2000. See Libecap (1992) for an analg$ithe determinants of a similar
evolution in the US.

8 The French cattle market is mainly organized thhoimfermediaries: transactions are
processed by producers’ groups (32%), private reidéh (34%), or directly by slaughtering
firms (15%), the remaining 19 % being traded oditranal livestock markets. Less than 3%

of transactions are done on markets through aiwgtion
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¥ Actually a tax, imposed by the Law, is defined asallected by the interprofessional
organisation at the national level. The tax wasaét 21 Euros/TEC in 2009, to be shared
between farmers, slaughtering firms and retail@ise annual budget of the national
interprofession in the cattle industry is around 8#lion Euros, with 35% of this budget
redistributed to the Local Interprofessional Conteat(LIC).

20 Barriers to entry if they are tight enough maypheteping the coalition stable and facilitate
enforcement (Bernstein 1992; Clay 1997; Richman520Blowever, they need also to be
porous enough to allow the gradual expansion otdadition over time, which is a condition
for capturing gains from a better matching of agetiot market opportunities (Clay 1997).
Moreover, they often confront competition policies.

%L n the case of quality certifications in the fosettor, the level of quasi-rents generated by
differentiation strategies might be high enougltaeer added administrative costs generated
by such interprofessional organization. This reduttee expected benefits from embedding
the arrangement in the Law of 1975 on interprotessi organization and from complying

with the restrictive rules regarding membership espesentation that it imposes.
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TABLE 1 : MAIN CLAUSES OF ATYPICAL AGREEMENT

The Interprofessional agreement of 1988 on the mask for cattle above 6 months of age.

a- Transfer of property rights: Rulesfixing delays between the agreement and animatabrel at the farm,
the maximal period between removal from the farmd alaughter, and standards for carcass presentation
weighting after slaughter.

b- Transfer of risks : Clauses define responsabilities in case of thedaotal death of the animal during fits
transportation or transfer to the slaughterhousevell as provisions regarding veterinary interiamg by public
authorities (Local Interprofessional Committeesvide mediation when needed in order to guaranteeahid
intervention of veterinary experts since this igeay perishable product).

c- Indidvidual Animal identification : Standards establishing traceability systemdaaghterhouses, which fis
central for sanitary purposes as well for paymeatf§armers (messing up animals was, at that timgteq
common in slaughterhouses so that farmers did exgssarily got paid for the ‘right’ animal).

d- Conditions under which animals are weighted athe slaughterhouse:Clauses specify norms related| to
characteristics of carcass as well as delays betsleeghtering and weighting (shrinking loss).

e- Standardization of Information on ‘weighting tickets’ delivered to the seller:Detailed information must
be provided to farmers allowing them to check thabrresponds to their animal and facilitatingicis, which
must be monitored by the interprofession in a \&@grt delay. Some local committees even requinegbir
houses to keep carcasses at least 24 hours intorderke verification possible before the animalativered.

f- Delays for payments to farmers The agreement specifies payments should be mabie three weeks.
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TABLE 2: CAUSES OFLITIGATION .

Motivation of

Litigation | Litigations

on

Responsibility in case ¢Litigations

on animal

f

request on carcasq carcass grading |animal  mortality  of identification or loss 0
weight sanitary seizure by publjofficial weight tickets

% authorities

256 interventions 31% 15% 33% 16%

(Source : Original data computed from phone recafisCIR Bretagne over a period of 18 months in4t99)
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< FIGURE 1: REDUCTION OF “H oLD-UP” PROBABILITIES >

f(Ho)

Step 1: The supplier accept a contrg .
With anex postisk of quasi-rent
Appropriation due to possible

Quality measurement problems.

f(He)

Step 2:A private third party is set up
To supervise and control the executior
Of the contract and reduce these
Verifiability problems.
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