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In this study, the effects of market failures on the agricultural sector are
revealed. Situations where resources are not used effectively and are
distributed inefficiently in free markets are referred to as market failure.
Market failure occurs due to reasons such as monopolistic structures with
high prices and idle capacity, excessive consumption and negative
externalities that impose costs on third parties, public goods not provided
in the free market, asymmetric information, etc. Market failures are also
frequently encountered in agricultural markets. Agriculture, along with
industry and services, is a very important sector in national economies. In
recent years, global market instabilities, economic crises, infectious
diseases and climate changes have negatively affected agricultural markets,
and have also brought about concerns about food supply shortages in
agricultural markets due to the increase in the world population. In the

study, market failure factors that occur in agricultural markets have been
determined and examined with a theoretical approach, and government
interventions in preventing failure have been emphasized. Legal
regulations, taxes, agricultural planning, subsidies and inventories aiming
at stabilizing prices can be considered as solutions to prevent agricultural
market failures.
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INTRODUCTION

The first humans made their living by hunting and gathering. Approximately ten thousand years ago,
with the development of human intelligence, they began to dominate nature, to cultivate the land
with the tools and equipment they developed, and to domesticate animals and get benefit from them.
This situation reshaped human life by playing an important role in the initiation and development of
settled life (Mazoyer and Roudart, 2010). Thus, agriculture offered people the opportunity to live
what they believed would be safer lives with access to shelter and food. While agriculture solved the
problems related to people's food needs, it also produced devastating consequences such as diseases,
malnutrition, war, famine, etc. During the industrial revolution (1760-1830), especially in England,
with the adaptation of the steam engine to industry, machine production and the transition to the
factory system had a great impact on important developments taking place in people's daily lives.
These developments were also reflected in agricultural processes, leading to major increases in
agricultural productivity. The use of new agricultural tools and machines and animals, especially in
agricultural activities, was the biggest factor in these production increases. The increase in
production and therefore in productivity led to savings in agricultural labor, triggering migration
from rural areas to urban centers, as well. The workforce needed by the industry at that time was
provided in that way.

Developments in agriculture and industry were examined by Adam Smith and other scientists, and
the foundations of the economy were scientifically revealed, and in this process, the idea of a free
market that balances and regulates itself according to supply and demand became widespread. The
market economy encompasses the goals of efficiency, profit and freedom, which were the goals of the
industrial revolution. The market economy theoretically allows people to make their own choices
and shape their lives.
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In a free market economy, farmers needed to reduce costs and increase their incomes to compete. In
order to achieve this, producers began to apply various industrial techniques, tools and methods in
their fields. These practices led to the birth of industrial agriculture. Today's industrial agriculture is
characterized by genetic engineering, chemical fertilizers, pesticides, expensive machinery, large
plantations of genetically identical organisms, market dominance of concentrated agribusiness and
technology companies, and farmers acting like factory managers (Shahar, 2018). The contribution of
agriculture to the abundant and affordable production of agricultural food needed by individuals is
extremely important. However, this importance has also led to a tendency towards monopolization,
and negative effects on national economies have begun to be seen in terms of standards that must be
adhered to and consumer and environmental health.

In agricultural markets, public goods, positive and negative externalities, common pool resources,
monopolistic power and asymmetric information, etc. can be shown among the factors leading to
market failures. Market failures are when certain aspects of a market make it uncompetitive, thus
making it inefficient and unable to produce socially and mutually beneficial outcomes. The two most
common market failures in this context are the excessive control of market power and negative
externalities such as the harm industrial agriculture causes to consumers and ecological health.

Markets are theoretically environments where consumers seek to maximize their benefits and
besides producers come together to maximize their profits. In markets where perfect competition is
achieved, resource allocation is optimal. In this case, known as Pareto optimum, the assumption that
it is not possible to increase the welfare of one person without decreasing the welfare of another is
assumed to be true. If this does not happen, that is, if Pareto optimum cannot be achieved, market
failure occurs (Oztiirk, 2004).

Factors such as the comparative advantage structure of agriculture compared to other sectors, its
multifaceted effects from climate, diseases and pests, its heavy dependence on international trade,
the number of consumers on the demand side, their tastes and incomes, and the cost of technology,
labor and capital can create sources of uncertainty. This situation may cause instability in agricultural
product prices. In such cases, interventions on prices may lead to inefficiency and ineffectiveness in
resource allocation. Market failure may occur as a result of inefficiency and ineffectiveness.

There are factors that lead to market failures in agricultural markets such as public goods, positive
and negative externalities, common pool resources, monopolistic power and asymmetric
information. Market failures occur when certain aspects of a market make it uncompetitive, thus
making it inefficient and unable to produce socially and mutually beneficial outcomes. The two most
common market failures in this context are the excessive control of market power and negative
externalities such as the harm that industrial agriculture causes to consumers and ecological health.

In this study, market failures have been discussed within the framework of economics theory and
their reflections on agricultural markets have been emphasized. It is known that fluctuations in
agricultural product prices, changes in agricultural supply, producers’ generally low and variable
income, externalities and the monopsony power of product buyers can lead to market failures in the
sector. The fact that this subject has not been sufficiently addressed in the literature will add value
to the study and is expected to form the basis for further studies.

The aim of the research is to reveal the factors leading to market failures in the agricultural sector. In
the study, firstly, market failure has been explained theoretically and evaluations have been made on
the market failures experienced in agricultural markets in various economies. It is expected that this
study will form the basis for future studies on the subject.

LITERATURE REVIEW

The issue of market failure has become one of the important research topics in many fields. However,
this issue has not been sufficiently researched in agricultural markets. Some of the studies on the
subject in the literature are given below.

A study examining both adverse selection and moral hazard effects on Kansas wheat producers found
that adverse selection and moral hazard problems were insurmountable for private insurers and that
inadequate information used to rate contracts and difficulties in monitoring the activities of
insurance agents led to moral hazard (Goodwin and Smith, 1996).
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Chalfant et al. (1999), showed that known rating systems are inadequate to solve the classical
adverse selection problem associated with asymmetric information about product quality, thus
causing asymmetric rating errors, that is, a low-quality product may be mistakenly classified as high-
quality. In the study, the effects of asymmetric rating errors on producer returns are shown in the
created model. Accordingly, in the application related to the prune industry, it has been determined
that classification errors reduce the incentives for the production of more valuable, larger plums.

In the study discussing the obstacles faced by private crop insurance markets, it is stated that
contractual issues related to adverse selection and moral hazard may limit the development of
private insurance markets, and that significant systemic risks inherent in crop insurance may make
private insurance costly or even unusable (Goodwin, 2001).

Gramig et al. (2009), found that producers had specific knowledge about preventing or limiting an
infectious disease outbreak in domestic animals, about the preventive biosecurity measures they
adopted on their farms before the outbreak (moral hazard), and about whether their herds were
infected after the outbreak (adverse selection).

In the agricultural sector, high transaction costs arise due to factors such as inadequate access to
information, weak agricultural infrastructure, and credit restrictions, which lead to market failures
(Boulay, 2015).

Dillon and Barrett (2017), examined agricultural factor market failures in five countries in Sub-
Saharan Africa (Ethiopia, Malawi, Niger, Tanzania, and Uganda). The study found strong evidence of
factor market failures in all five countries. It was determined that market failures were not specific
to gender, geography, human capital, or land quality, but were general and structural in nature.

As aresult of the increase in red meat prices in Tiirkiye, the government aimed to ensure food safety
by removing restrictions on red meat imports. However, the continuing increase in meat prices has
shown that public interventions in the sector have not ensured food safety and this has led to market
failure (Sarisoy and Akay, 2018).

The application of unobservable chemical insecticides by maize producers to the product they intend
to sell, but not to the maize they intend to consume, is a potentially important and under-recognized
adverse selection problem in informal food markets in developing countries. In this context, there is
a lack of enforceable quality standards, third-party approval, and insufficient price premiums that
would encourage vendors to invest in practices that improve quality and reduce risks to consumers
(Kadjo et al., 2020).

Goodhue (2000), points out that when there is an adverse selection problem, the buyer can reduce
information rents by controlling the non-labor inputs used in the restrictive case of the Cobb-Douglas
production function. Here there is a comparation that two traditional cases of perfect information
and “pure” asymmetric information, where the farmer has zero information about the use of non-
labor inputs unless the buyer controls the input.

In the study examining whether the lack of information between producers and consumers in the
drinking milk market leads to asymmetric pricing, the long-term relationship between producer and
consumer price series has been analyzed using co-integration analysis, and the short-term
relationship has been analyzed using the error correction model. According to the analysis results, it
was determined that price series move together in the long term and the permeability of producer
milk prices and retail milk prices in the milk supply chain is asymmetric (Taylan and Onder, 2021).

Within the scope of support provided to small-scale farmers, the concepts of adverse selection, moral
hazard and opportunistic behavior of farmers have been extensively examined and discussed, and
then studies on the subject have been presented through a systematic literature review. The study it
has been determined that the relevant units (service providers, farmers and government officials)
involved in the process of providing support to small-scale farmers acted in a way that took
advantage of the gaps in the system. It has been suggested that efforts should be made to minimize
self-interested behavior in order to reduce transaction costs and increase the effectiveness of the
support provided (Zantsi et al., 2021).

Rodriguez (2023), identified widespread market failures in his study analyzing the Colombian coffee
production market. These are the existence of land sizes that lead to labour inefficiency, mismatches
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between labour and capital demands and coffee farm household characteristics, and the dependence
of efficiency in single factor allocation on choices of other factor levels and markets.

THEORETICAL AND CONCEPTUAL FRAMEWORK

In this section, the theoretical foundations of market failure are emphasized and the related concepts
are explained.

In classical economics theory, it is stated that the economy will be in balance through the price
mechanism and this will be achieved through the invisible hand. The invisible hand is Adam Smith's
famous metaphor for the unseen market forces that lead to society's best interests when everyone
acts in their own self-interest in a competitive, free market economy. Smith's invisible hand concept
states that the most equitable outcomes for society can occur when each individual acts according to
his or her own economic interests. The self-interest that Smith speaks of (narrowly conceived as the
profit motive) does not represent the broader interests that he considers to improve one’s situation
(Smith, 2009). Smith, in particular, thinks that self-interest includes respect for others, which he calls
moral sentiments. A market driven by moral sentiment as well as economic self-interest produces
outcomes that are not only efficient but also fair. Therefore, justice, which is a very important aspect
of markets, is the main pillar that keeps the whole structure standing. When deviations from this
understanding occur for various reasons, the environment is prepared for market failure.

Market failure occurs when the marginal social costs for a particular good or service do not equal the
marginal social benefits. That is, market failure occurs when market prices do not equal marginal
social costs (Dollery and Wallis, 2001). In order to achieve Pareto optimum, which indicates
economic efficiency, while ensuring the optimal distribution of produced goods among consumers
(efficiency in consumption), it is also necessary to ensure the optimal distribution of various goods
of production factors in the production area (efficiency in production) (Dinler, 2005).

According to traditional economics theory, the factors that lead to market failure are imperfect
competition, external economies, economies of scale and natural monopolies, and public goods. In
addition, asymmetric information and transaction costs also cause market failures (Aktan, 2016;
Aktan and Yay, 2019).

The main factor that leads to market failure is imperfect competition. Today, perfect competition
markets are rarely encountered (some agricultural products and stock markets), and the vast
majority of markets are malfunctioning markets. Theoretically, perfect competition markets are a
market model where there are many buyers and sellers, entry and exit to the market are free,
homogeneous goods are available, and buyers and sellers have full information.

External economies are one of the factors thatlead to market failures. External economies are defined
as the benefits or costs incurred by another economic unit as a result of the production or
consumption activity of an economic unit. External economies can be both positive and negative.
Positive and negative external economies (external benefits and costs) can prevent the market
economy from functioning at an optimal level.

Economies of scale (natural monopoly) are another factor that causes market failures. The main
reasons for the failure of economies of scale in the markets are the large volume and high technology
level required for this production activity. Economies of scale are known as markets where costs
decrease as production levels increase. Therefore, as the scale increases, the return also increases.
According to traditional economics theory, markets fail when one or a group of firms dominate the
entire market or when natural monopolies emerge as a result of economies of scale (Tepe and
Ardiyok, 2004).

The existence of a single firm in economies of scale may cause injustice in the market for the company
can make excessive profits by setting the production level at a low level and selling at a high price.
Since the price will be set above the marginal cost of production, theoretically total social welfare will
remain below the maximum attainable level. Therefore, traditional economists argue that such
natural monopolies represent market failure and that this requires government intervention to
regulate prices and the level of output in such a sector where the price will be closer to the marginal
costs of production (Aktan and Karaaslan, 2009).
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Another factor that causes market failures is public goods. Public goods are goods that are consumed
without any cost to others and that are not prevented from being consumed by any individual. In this
context, education and health services can be given as examples of semi-public goods (Aktan, 2019).

Asymmetric information also causes market failures. Akerlof (1970), described the way in which
asymmetric information between buyers and sellers distorts the efficiency of markets. Although the
seller knows the real value of his goods, the buyer does not have complete information about the
quality and price of the goods. This phenomenon, referred to as information asymmetry, is the
inability of one party to fully know what the other party knows. This can disrupt the efficiency of
markets. Asymmetric information is when one economic agent in the market has more information
than the other. Asymmetric information, which is described as a market failure, refers to the fact that
buyers and sellers have different information about goods and services. In this case, information
symmetry is disrupted and asymmetric information, known as market failure, occurs and is moving
the market away from balance. In the study analyzing the price structure of the American beef market
using weekly beef producer, wholesale and retail prices, price asymmetry was identified between
wholesale and retail prices (Goodwin and Holt, 1999).

There are two main problems regarding asymmetric information problems. These are hidden
information and hidden action. Hidden information or adverse selection is characterized by a
situation in which the agent has some private information about costs that are unknown to the
principal. Hidden action, also called moral hazard, is explained as a situation where the agent can
take an action that cannot be observed by the principal and affects his benefit (Viaggi et al., 2020).

Transaction costs, which include the cost of ensuring social order and the fulfillment of contracts
within the economic system, are another factor that leads to market failures. Transaction costs arise
as search and information costs, bargaining costs, and monitoring and enforcement costs. Therefore,
increasing transaction costs leads to market failure.

MARKET FAILURE IN THE AGRICULTURAL SECTOR

Agriculture is an economic activity carried out to produce plant and animal products using
production factors and to obtain value-added products from these products. After the hunting and
gathering phase, agriculture played an important role in the transition to settled life. It became a
sector that had a say in the fate of humanity for approximately ten thousand years until the industrial
revolution (Mazoyer and Roudart, 2010).

Factors such as the comparative advantage structure of agriculture compared to other sectors, its
multifaceted impact from climate, diseases and pests, its heavy dependence on international trade,
the number of consumers on the demand side, their tastes and incomes, and the cost of technology,
labor and capital can create sources of uncertainty. This situation may cause instability in agricultural
product prices. In such cases, interventions on prices may lead to inefficiency and ineffectiveness in
resource allocation. The emergence of inefficiency and inefficiency will cause market failure.

In many countries, access to accurate and reliable information about agricultural markets, climate
conditions and basic research is provided through public means, and this is largely financed by
governments. Of course, although producers and firms bear the cost of these inputs, much of the final
or economic impact is passed on to consumers. The additional production costs that arise are
transferred to product prices at higher rates (Freebairn, 2010).

Agriculture is seen all over the world as a strategically important sector that cannot be left to market
economy conditions and therefore requires government intervention. The agricultural sector, which
stands out with factors such as the nutrition of the country's population, food security and safety,
transferring resources to industry and income distribution, is supported by the government by
allocating large amounts of resources when necessary.

The seasonal nature of agricultural activities and their dependence on climate by nature cause
irregularities in product prices, resulting in fluctuations in producer incomes, which makes it difficult
for producers to achieve a balanced and adequate standard of living. In this respect, governments are
faced with the responsibility of reducing the instability in agricultural product prices and improving
low agricultural incomes within the scope of supportive activities and policies. Agriculture also
contributes to the development process as countries industrialize. With industrialization, the share
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of agriculture in national income decreases, but agriculture continues to maintain its strategic
importance due to its relations with the sectors it contributes to. The connections between
agriculture and the market economy manifest themselves in different ways, such as meeting people's
need for food products, ensuring the flow of savings to industry, expanding the markets for industrial
products, obtaining foreign exchange from exports to purchase imported inputs, and producing
agricultural inputs to be processed in industry. In addition, with the migration of labor from
agriculture, where there is hidden unemployment, to industry, a cheap labor source becomes
available for industry. This situation meets the need for productivity, which is an important problem
of development, by ensuring that labor with low productivity in agriculture works effectively and
efficiently in the industrial sector (Tokatlioglu et al.,, 2018).

Some practices that qualify as market failures in agriculture are: The first is the problem of
incomplete information/asymmetric information. The information provided by the government
regarding the agricultural sector can be considered as a public good. It is possible for the knowledge
that a producer in agriculture acquires and starts to use, to be used by his neighbors in a society that
lives within traditional patterns. This positive externality is used to ensure the efficiency of the
support provided to producers, especially in the adoption of new technologies. Secondly, irrigation
services in agricultural activities are of a public nature. In some countries, the government allocates
resources to irrigation projects and provides this service to producers. Imperfecft competition
market conditions in agricultural insurance and credit areas are also among the reasons leading to
market failure. In developing countries, agricultural workers are not fully insured against the
production and price risks they face. Rural credit markets, like agricultural insurance markets, are
markets where imperfect competition conditions apply (Gonel, 2010). All these factors show why
state intervention in agriculture is necessary.

While there is a competitive market in the agricultural products market due to the large number of
producers, the fact that input markets exhibit imperfect competition (monopoly or oligopoly) has
become a problem on a global scale. This situation may lead to the agricultural sector becoming
unprofitable and the production amount decreasing, thus increasing the product prices. Some of the
goods and services needed by consumers are supplied by the government and some by the private
sector. The government can enter the market and produce some goods and services due to their
technical features. In this context, the production of goods that are compulsory for the society by
monopolies, the possibility of production with decreasing costs and zero marginal cost, joint
consumption features, under- or over-production of goods and services that create positive or
negative externalities by the market can cause market failures (Sener, 1998).

RESULTS AND DISCUSSION

In the study, failure examples in agricultural markets such as public goods, asymmetric information,
externalities, etc. have been identified and evaluations have been made regarding them.

Although food and agricultural production have economic as well as social importance, various
disruptions in the sector are noteworthy. Problems such as productivity, efficiency, marketing and
organization in the sector cause negative effects for consumers as well as producers. This situation
puts the sector in a risky situation in developing countries and makes it more vulnerable to external
shocks (Demez and Okde, 2023).

Adverse selection due to incomplete information on product quality is a concern in many agricultural
commodity markets. Ranking is one way to alleviate the adverse selection problem. However, the
rating may often contain errors. Possible premiums and price discounts related to product quality
may encourage market participants to classify quality attributes. Many sizing methods can have an
inherent adverse selection bias due to grading error, which can have a deterrent effect on the
production of high-quality product. Errors in classifying products may lead to adverse selection.
From here it can be said that low quality goods can push high quality goods out of the market. That
is, adverse selection can occur without resorting to asymmetric information and heterogeneity
(Chalfant et al., 1999).

Adverse selection problems can occur in agricultural crop insurance. Insurance rates may not
accurately reflect the true probability of loss for farmers. High-risk producers may pay lower
premiums than they should, while low-risk individuals may pay higher premiums. Insurance
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premiums may provide an advantage for high-risk producers, while being disadvantageous for low-
risk producers, resulting in a risky premium pool. This is an example of adverse selection (Goodwin,
2001). In addition, the insurance of buildings and machinery, which is one of the risk management
strategies, leads to information asymmetry and market failure problems in the economy. However,
greater problems are encountered when it comes to insurance against climate factors and yield
changes. Ultimately, this situation can create moral hazard and adverse selection problems, leading
to market failure (Freebairn, 2010).

In the context of food safety, threats such as pesticide residues and aflatoxin contamination in staple
foods can often go unnoticed by both buyers and sellers. However, producers have more information
about food quality than consumers. Such information asymmetries can hinder market development
and harm human health. For example, if consumers cannot monitor pesticide residues themselves,
cannot easily test for residues, and cannot obtain reliable information on grain quality from a third
party, price adjustments based on quality are unlikely because buyers cannot easily distinguish
between quality and poor quality grain (Kadjo et al., 2020). Lack of information leading to market
failure makes it difficult for producers to know what products are needed in what quantity, when, in
what quality and at what price to supply the market. Consumers also need similar information.

Asymmetric information arises from producers' decisions to adopt practices that may alter
unobservable corn quality, such as applying chemical pesticides to corn that protect corn from insect
attacks but may pose adverse health risks when consumed by humans. There is also a high
probability that producers have incomplete knowledge about the health risks associated with
applying chemical pesticides to corn (Kadjo et al.,, 2020).

In general, sellers' subjective beliefs about unobservable quality attributes may create more than
adverse selection in informal markets. Adverse selection discourages market participation and can
lead to significant health risks for consumers. In addition, inadequate information on food safety and
proper storage practices leads small-scale farmers to use poor quality grains from markets or stocks,
and this results in creating risks and causing negativities in informal markets (Kadjo et al., 2020). In
addition to focusing on increasing production volumes in eliminating these disruptions, improving
product and service quality is also important.

Asymmetric information is often the case when planning agricultural environmental contracts. The
opportunity costs associated with alternative practices in the agricultural sector depend on variables
that the producer is aware of, but that the regulatory establishment is not easily aware of (Canton et
al,, 2009).

There are many reasons why producers prefer input control under contract farming, some of which
involve asymmetric information (Goodhue 2000). Some examples of asymmetric information may
occur in a buyer-producer relationship involving multiple inputs. For example, the buyer is less
informed about the nature of the production function than the producer. When information is
asymmetric in this sense, it may be costly for the buyer to determine the input mix. The farmer may
choose a combination that he can improve on. Moral hazard may be an issue if the farmer's effort
cannot be observed in terms of its effects on quantity or quality of the product and the effect depends
on the use of other inputs (Sexton, 2013). In economics, moral hazard occurs when a person takes
more risks than others and bears the costs of the risks. Moral hazard can occur when one party's
actions may change to the detriment of the other party after a financial transaction has occurred. The
concepts of moral hazard and adverse selection are often used interchangeably, but they are not
strictly synonymous. On the one hand, adverse selection occurs when there is a lack of symmetric
information between buyer and seller prior to a deal. Moral hazard occurs when there is asymmetric
information between two parties and a change in the behavior of one of the parties occurs after an
agreement is made. Both expressions are used to describe situations where one party is at a
disadvantage compared to the other (Mkhabela, 2018). It is assumed that moral hazard can be
prevented by a combination of incentives and restrictions. Monetary incentives such as profit,
dividend and bonus payments for meeting and exceeding quality and quantity requirements
minimize the risk of moral hazard. The restrictive factors identified as having a negative impact on
moral hazard include environmental control of production and the control and implementation of
general good agricultural practices (Mkhabela, 2018).
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Other motivations for providing inputs, depending on the farmer's characteristics, include easing the
farmer's credit constraint, if any, liquidity constraint, or redistributing risk if he is risk averse. Quality
issues are also important, including but not limited to those involving asymmetric information
(Goodhue and Simon, 2016).

Through various mechanisms for monitoring contracts, adverse selection and moral hazard costs can
be reduced both pre- and post-contract. In order to reduce the costs resulting from the emergence of
moral hazard, either one of the parties must bear the costs, or social pressures, incentives or group
contract incentives must be put in place (Ncube, 2020).

With agricultural contracts, it is ensured that the preferred products are grown and produced in
appropriate and agreed places and times. In addition, it is important to have incentives for the
coordination of the relevant parties and to provide these incentives at the lowest possible costs. To
achieve this, contracts must be designed to overcome market failures and distribute risk and control
differently among contract participants (Ncube, 2020). The adoption of monetary reforms in a period
of increasing market failures was associated with the rapid increase in the use of agricultural
contracts in Africa in the 1980s, with the result of that, economic liberalization and institutional
reforms reduced government interventions in service delivery (Ncube, 2020).

GOVERNMENT INTERVENTIONS IN PREVENTING FAILURE IN AGRICULTURAL
MARKETS

Agriculture is seen all over the world as a strategically important sector that cannot be left to market
economy conditions and therefore requires government intervention. The agricultural sector, which
stands out with factors such as the nutrition of the country's population, food security and safety,
transferring resources to industry and income distribution, is supported by the government by
allocating large amounts of resources when necessary.

Government intervention may occur as a result of the price mechanism, which forms the basis of the
functioning of the market mechanism in classical economics, losing its functionality and therefore
failing to play an effective role in resource allocation (Wallis and Dollery, 1999). This situation is
observed more clearly in the agricultural sector. The impact of climate conditions on agriculture
creates risks and uncertainties in the sector. In addition, the low supply and demand flexibility of
agriculture, the difference in the production process compared to other sectors, and more
importantly, market failures in agricultural markets make interventions in agriculture necessary.

In general, governments can intervene in the agricultural sector by providing public services such as
the provision of information and transportation infrastructure, the legal enforcement of contracts in
the sector, and agricultural research, and by making indirect regulations on quantities and prices. In
addition, many countries directly intervene in the agricultural sector by establishing official
marketing systems. Taban ve tavan fiyat, price and quantity controls, direct interventions in markets,
imposition of non-tariff barriers and other public interventions are among the state interventions
that are frequently seen in agricultural markets (Comcec, 2017; Lundberg, 2005; Andreosso-
O’Collaghan, 2003).

Public authorities can use intervention in agriculture as a policy tool to influence and change the
economic and social structure around the world. For this purpose, increasing efficiency by ensuring
coordination in the sector, affecting the distribution of agricultural income and ensuring food
security are also indicators of government interventions in agriculture (Lundberg, 2005). In this
context, the reasons for government intervention in the agricultural sector can be shown as
disruptions in credit and insurance markets, public goods and increasing returns, incomplete
information, externalities and disorders in income distribution (Stiglitz 1987).

Therefore, governments intervene in the agricultural sector in order to ensure food security, to be
self-sufficient in food products, to reduce rural poverty, to ensure stability in agricultural product
prices, to increase competition in the sector, to realize agricultural industry, to encourage rural
development, to increase the participation of the private sector, in short, to reduce the impact of
market failures (Standing Committee for Economic and Commercial Cooperation of the Organization
of Islamic Cooperation [Comcec] 2017). However, in interventions to correct market failures,
ensuring alignment between the public and private sectors may incur additional costs. These
interventions may lead to social costs and reduce economic efficiency. The adoption of monetary

2596



UKAV, L. Market Failures in Agricultural Markets

reforms in a period of increasing market failures was associated with the rapid increase in CF
(Contract Farming) implementation in Africa in the 1980s, and consequently, economic liberalization
and institutional reforms reduced government interventions in service delivery (Ncube, 2020).

The differences in economic policies implemented by countries also differentiate the market failures
that countries face, and this also affects the government policies to be implemented against failures
(Sagdic and Cakmak, 2021). Therefore, each country must first determine the causes of market failure
and then develop policies to reduce the impact of this failure (Stiglitz, 1987). The economic policy to
be implemented should consist of goals/targets based on a specific logical justification and the tools
developed or designed to achieve these goals/targets. In this context, agricultural policies can be
examined in two categories (AndreossoQ’Collaghan, 2003). In the first stage, there are agricultural
support policies that include policies affecting agricultural prices. The support given to producers
and consumers is rearranged every year. The regulation of structural policies is in the second
category. Such policies, which aim to influence the structure of the agricultural sector and the actors
in this sector, cover a long-term period.

In short, externalities and other similar market failures can be overcome by ensuring that cost-
effective measures and practices are taken, such as understanding major changes in natural
resources, valuing marginal changes in the provision and use of environmental assets and ecosystem
services and including them in economic decisions, and investing in infrastructure and
environmental R&D to minimize market failures (Tas and Kiitiikeii, 2022).

CONCLUSION

This article has discussed the impact of market failure on the agricultural sector. Factors that lead to
market failure are imperfect competition, external economies, economies of scale, natural
monopolies and public goods. In addition, asymmetric information and transaction costs also cause
market failures.

Market failure occurs in free market economies when resources are allocated to inefficient areas, and
market failures are observed as a result of the existence of monopolistic structures, negative
externalities, lack of information, public goods, etc. One of the sectors where market failure is seen is
agriculture.

In recent years, climate changes in the world, fluctuations in oil prices, ineffective and inefficient use
of resources, instabilities in imported input prices due to changes in exchange rates, especially in
developing countries, and supply-demand imbalances due to epidemics have created significant
fluctuations in the prices of agricultural products.

In agricultural markets, in addition to factors such as public goods, externalities, monopolistic
behavior and information asymmetry; allocation of land and water resources between agriculture
and the environment, natural monopoly characteristics of agricultural infrastructure, information
asymmetry between buyers and sellers regarding food quality and safety, externalities related to
external costs of soil, air and water pollution arising in the agriculture-based food industry have also
been determined to lead to market failures.

The differences in information that producers and consumers have about the characteristics of
products and inputs can cause market failure in terms of creating a balanced market. This can lead
to productivity losses. Areas where asymmetric information has the potential to cause market failure
in the agricultural sector are food quality and safety and insurance.

In order to reduce the problems that information asymmetry may create, companies protect their
reputation, provide assurances, facilitate product returns and use qualified brand names, while
governments ensure that processing techniques and other production activities are regulated,
labeling is mandatory, standards and "quality" levels are implemented and lawsuits against sellers
are low-cost to protect consumer rights.

Policy interventions such as customs duties, quotas, fertilizers, fuels, export subsidies, etc. can distort
the efficiency of resource allocations and cause market failure in the sector. Therefore, instead of
directing growth through subsidized agricultural input and output prices, governments should focus
on productivity increases in the sector.
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Countries should first identify the factors that lead to failure and develop appropriate intervention
policies against market failures that they may encounter. The policies to be implemented should be
directed towards improving market efficiency and correcting market failures such as reducing
poverty. It is expected that the results of this study will be useful for the parties in the agricultural
sector, farmers, investors, managers and policy makers.

REFERENCES

Akerlof, G.A. (1970). The market for ‘lemons’: Quality uncertainty and the market mechanism.
Quarterly Journal of Economics, 84(3), 488-500.

Aktan, C.C.,, & Karaaslan, Y.T. (2009). Regiilasyon Ekonomisi ve Kamusal Regiilasyon Teorisi In:
Editors Aktan CC, Dileyici D. Kamu Ekonomisi. Birlesik Matbaacilik. 79-100. Izmir

Aktan, C.C. (2016). Regiilasyon iktisadina Giris. Ekonomi Bilimleri Dergisi, 8(1),116-135. ISSN:
1309-8020.

Aktan, C.C. (2019). Kamu Ekonomisinin Genislemesi. In: Editors Aktan CC, Basaran D. Kamu
Ekonomisi. Anadolu Universitesi Yaymm No: 3514.  73-80. ISBN: 978-975-06-2072-0.
Eskisehir(TR).

Aktan, C.C., &Yay, S. (2019). Regiilasyon iktisadi. In: Editors Aktan CC, Basaran D. Kamu Ekonomisi.
Anadolu Universitesi Yayin1 No: 3514. 45-58. ISBN: 978-975-06-2072-0. Eskisehir(TR).

Andreosso-0’Callaghan, B. (2003). Government Intervention in Agriculture. In: The Economics of
European Agriculture. Palgrave Macmillan. London (UK).
https://doi.org/10.1057/9780230001176 4

Boulay, B. (2015). The nature of agricultural markets: Output marketing in Tanzania. CREDIT
Research Paper, No. 15/07. The University of Nottingham, Centre for Research in Economic
Development and International Trade (CREDIT). Nottingham, 1-41.

Canton, J., De Cara, S, & Jayet, P.A. (2009). Agri-environmental schemes: Adverse selection,
information structure and delegation. Ecological Economics, 68(7), 2114-2121.

Chalfant, J.A,, James, ].S., Lavoie, N., & Sexton, R. ]. (1999). Asymmetric Grading Error and Adverse
Selection: Lemons in the California Prune Industry. Journal of Agricultural and Resource
Economics, 24(1),57-79. http://www.jstor.org/stable/40987008

Comcec, (2017). Improving Agricultural Market Performance: Creation and Development of Market
Institutions. Standing Committee for Economicand Commercial Cooperation of the
Organization of Islamic Cooperation, Ankara. ISBN: 978-605-9041-91-1 p213.

Demez, Y., & Okde, B. (2023). Siirdiiriilebilir Gida Uretimi ve Monopol Olusumlarin Engellenmesinde
Kamunun Etkinligi: Zincir Marketler Ornegi. Hakkari Review, 7 (1), 162-181. DOI:
10.31457/hr.1310091

Dillon B., & Barrett C.B. (2017). Agricultural factor markets in Sub-Saharan Africa: An updated view
with formal tests for market failure. Food Policy, 67:64-77.

Dinler, Z. (2005). Mikro Ekonomi. [Micro Economics]. Ekin Yayinlari. 16.Basim. Bursa.

Dollery, B.E., & Wallis, J.L. (2001). The Political Economy of Local Government, UK: Edward Elgar
Press.

Freebairn, J. (2010). Policy Forum: Reforming the Health System Taxation and Obesity? The
Australian Economic Review, 43(1), 54-62.

Goodwin, B.K,, & Smith, V.H. (1996). The Economics of Crop Insurance and Disaster Aid, Publisher for
the American Enterprise Institute Washington, DC, ISBN 9780844739083. p153.

Goodwin, B.K,, & Holt, M.T. (1999). Price Transmission and Asymmetric Adjustment in the US. Beef
Sector. American Journal Of Agricultural Economics, 81, 630-637.

Goodwin, B.K. (2001). Problems with Market Insurance in Agriculture. American jJournal of
Agricultural Economics, 83(3): 643-649. http://www.jstor.org/stable/1245093

Goodhue, R.E. (2000). Broiler production contracts as a multi-agent problem: common risk,
incentives and heterogeneity. American Journal of Agricultural Economics, 82(3), 606-622.

Goodhue, R, & Simon, L. (2016). Agricultural contracts, adverse selection, and multiple
inputs. Agricultural Economics, 4(19), 1-33. https://doi.org/10.1186/s40100-016-0063-8

Gonel, F.D. (2013). Kalkinma Ekonomisi. [Development Economics], Efil Yayinevi, Ankara.

Gramig, B.M., Horan R.D.,, & Wolf C.A. (2009). Livestock Disease Indemnity Design When Moral
Hazard Is Followed by Adverse Selection. American Journal of Agricultural Economics, 91(3),
627-641. http://www.jstor.org/stable/20616224

2598


https://doi.org/10.1057/9780230001176_4
http://www.jstor.org/stable/40987008
http://www.jstor.org/stable/1245093
https://doi.org/10.1186/s40100-016-0063-8
http://www.jstor.org/stable/20616224

UKAV, L. Market Failures in Agricultural Markets

Kadjo, D., Ricker-Gilbert, ], Shively, G., & Abdoulaye, T. (2020). Food safety and adverse selection in
rural maize markets. Journal of Agricultural Economics, 71(2), 412-438.

Lundberg, M. (2005). Agricultural Market Reforms. In: Editors Coudouel A, Paternostro S. Analyzing
the Distributional Impact of Reforms: A Practitioner’s Guide to Trade, Monetary and
Exchange Rate Policy, Utility Provision, Agricultural Markets, Land Policy and Education
Washington DC: The World Bank: 145-212.

Mazoyer, M., & Roudart, L. (2010). Diinya Tarim Tarihi: Neolitik Cag’dan Giintimiizdeki Krize. [History
of World Agriculture. From the Neolithic Age to the Current Crisis]. Translator; Unsald S.
Epos Yayinlari, Ankara.

Mkhabela, T.S. (2018). Dual moral hazard and adverse selection in South African agribusiness: it
takes two to tango. The International Food and Agribusiness Management Review, 21, 391-406.

Ncube, D. (2020). The Importance of Contract Farming to Small-scale Farmers in Africa and the
Implications for Policy: A Review Scenario The Open Agriculture Journal, 14, 59-86. DOI:
10.2174/1874331502014010059

Oztiirk, N. (2004). Piyasa Basarisizliklari. [Market Failures]. Oneri Dergisi, 6(21),173- 187.

Rodriguez, N.G. (2023). Market failures, task-based production model and the agricultural
productivity gap, [master’s thesis]. Facultad de Economia, Maestria en Economia,
Universidad del Rosario, Bogota - Colombia 2023. p57.

Sagdig, E., & Cakmak, E. (2021). Tarimsal Destek Odemeleri ile Tarimsal Uretim Diizeyi Arasindaki
Nedensellik iliskisi: Tiirkiye Ornegi. Insan ve Toplum Bilimleri Arastirmalart Dergisi,
10(2),1858-1880. http://www.itobiad.com/tr/pub/issue/62559/851919

Sarisoy, 1., & Akay, F. (2018). Gida Giivencesizligi ile Sonuclanan Piyasa Basarisizhgi: 2008 ve
Sonrasinda Tiirkiye Kirmizi Et Piyasasi ve Kamu Yonetiminin Roli.  Strategic Public
Management Journal, 4(8), 106-121.

Sexton, RJ. (2013). Market power, misconceptions, and modern agricultural markets. American
Journal Agricultural Economics, 95(2), 209-219.

Shahar, D. (2018). Public Justification and the Politics of Agriculture. In:Editors Barnhill A. Budolfson
M. Doggett T. The Oxford Handbook of Food Ethics, Oxford Handbooks. 427-
448. https://doi.org/10.1093/o0xfordhb/9780199372263.013.37

Smith, A. (2009). The Wealth of Nations. Seven Treasures Publications, Page 341

Stiglitz, J. (1987). Some Theoretical Aspects of Agricultural Policies. The World Bank Research
Observer, 2(1): 43-60.

Sener, 0. (1998). Kamu Ekonomisi. Alkim Yayinlari, 6. Baski, Istanbul(TR).

Tas, S., & Kiitiikgii, E. (2022). Tiirk Tariminin Avrupa Birligi Ulkeleri Karsisindaki Sektérel Rekabet
Giicii. Kayes-2022 V. Uluslararasi Kahramanmaras Yonetim, Ekonomi ve Siyaset Kongresi 15-
17 Eyliil 2022 Bursa, ISBN: 978 065 74919 5 4. 208-215.

Taylan, M., & Onder K. (2021). Burdur Ili Siit Piyasasinda Asimetrik Fiyat Davranisi.. [Asymmetric
Price Behavior In Burdur Milk Market], G. U. Islahiye IIBF Uluslararas: E-Dergi, 5(5), 88-99.

Tepe, B., & Ardiyok S. (2004). Devlete Yeni Rol: Regiilasyon. Amme Idaresi Dergisi, 37(1), 105-130.

Tokathioglu, M., Selen, U., & Leba, R. (2018). Kiiresellesme Siirecinde Tarimin Stratejik Onemi ve
Tarimsal Arz Gilivenliginin Saglanmasinda Devletin Rolii. Journal of Life Economics, 5(4), 151-
176. E-ISSN: 2148-4139.

Wallis, 1.]., & Dollery, E.B. (1999). Market Failure Government Failure, Leadership and Public Policy.
London and Basingstoke: Macmillan, p214. hardback. ISBN 0 333 73423 8.

Viaggi, D., Galioto, F., & Lika, A. (2020). The Design of Pricing Policies for the Management of Water
Resources in  Agriculture Under Adverse Selection. Water, 12(8), 1-22.
https://doi.org/10.3390/w12082174

Zantsi, S, Mulanda, S.,, & Hlakanyane, L. (2021). Small Scale Agriculture, Land Reform and
Government Support in South Africa: Moral Hazard, Opportunistic Behaviour, and Adverse
Selection, International Journal of African Renaissance Studies - Multi-, Inter- and
Transdisciplinarity, 16(2), 119-144. DOI: 10.1080/18186874.2021.1979895

2599


http://www.itobiad.com/tr/pub/issue/62559/851919
https://doi.org/10.1093/oxfordhb/9780199372263.013.37
https://doi.org/10.3390/w12082174

