Chapter – 1
Market Systems

System
Ralbow presents a useful definition of a system

“A system is an assembly of components that perform together in an organized manner. A component of a system may itself be a smaller system, sometimes called a subsystem. The system approach is a method of dealing with complicated systems. It consists essentially of breaking up a systems problem into a number of component or subsystem problems”

· Interdependence is the key distinguishing feature of a system

· If the activity or activities being considered are so simple that only one activity and one control center can be identified, there is no system

· The producer now specializes in production and leaves the transporting, storing, processing, and related functions to other specialists

· Technical interdependence, which takes the form of input-output interrelations between stages of economic activity 

Other necessary conditions for a system can be identified by Ackoff-

1. There must be an opportunity to choose from sets of possible courses of action with two or more decision centers to make these course
2. The distinct and identifiable decision centers are aware of each other’s behaviour and actions either communication or observation

3. There exists, within the system, some freedom of choice of both courses of action and desired outcomes

Interstage Interfaces

What goes on along interfaces?

· Exchange is negotiated, price and other terms of trade are bargained, and the product changes hand

· A legitimate buyer-seller conflict evolves

· The seller comes seeking the highest possible price

· The buyer comes seeking the lowest possible price 

· Emphasis is placed on price and other important terms of trade – quantity, timing of product flow, when title changes hands, liability for loss, and quality considerations or restraints

· Buyer – seller interaction serves to merge the two stages, provide the needed services, and continue the ongoing processes of product preparation and information flows that are a part of any system

Implicit Systems

The technical system

· The technical or input – output system is the obvious physical backbone of the marketing system

· Input-output relationships provide Interstage linkages throughout the system 
· The technical system can change over time, does tend to react to the economic pressures of competition, price and cost, and is a source of possible improvement in overall system performance

The power system

· Alderson popularized the idea of a power system
· Power system, held by any one of the identifiable decision centers is a function of the economic structure within which the decision center operates

· With the change in economic structure comes a change in the market power position of the decision center

· At the farm level, the producer is price taker

· The larger farms are usually able to wield more market power

· Regardless of size, the financial strength of the firm, the nature of the product (perishable or non-perishable), the degree of product differentiation achieved, and the degree of diversification in product lines and raw material needs all influence the market power of the different economic structures

· The concept of power system within the various structures helps us to understand the interactions between and among decision makers at the various stages
The communication system

· Communication system is an integral and important dimension of the total system

· Communication is an ongoing, continuous and potentially reversible process
· Price signals become the primary messages

· In communication theory, the message is encoded by an entity called a ‘source’ 

· After passing over some ‘channel’ the message is accepted and decoded by another entity called a ‘receiver’

· If the exchange system is not effective as a communication system, the probability of coordination between what is produced and the demands of consumer is low

· If no other benefits accrue from the contractual arrangement there like to improve communication

· Coordination by management directive can be used when coordination via communication is difficult to achieve

Vertical Coordination
· Knowledge of economic environment and effective communication have been identified as requisites of coordinated activity along the vertical continuum form producer to consumer
· A related and very important requirement is the existence of economic incentive

· If Interstage coordination is to be achieved in an exchange system, the decision maker must see some possibility of economic gain

· It could be reduced costs, increased profits, more stability in the profit stream, firm growth, a stable supply of raw materials, or any one of many possible sources of economic gain

The potential reductions in cost are missed
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Illustration of the potential cost savings through inter-stage coordination

The economic motivations of coordination

1. The ability to control the rate and timing of raw material and product flows

2. The ability to control quality

3. The direct contract with the consumer market, which can help to eliminate or reduce the time lag in adjusting production to changes tin consumer buying patterns

4. The elimination of part of the moving, hauling, handling and transferring that occurs in an exchange system

5. The reduced costs, due to increase in both technical efficiency and communication, which can accompany a move to integrated structures

The obstacles of vertical coordination
· Lack of knowledge

· Lack of understanding

· Effective communication system

· Large financial requirements

· Legislation that blocks mergers and acquisitions

· The attitude of the public toward large corporate giants

· Manage the integrated operation







