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ABSTRACT

THE POLITICAL ECONOMY OF FARMER BARGAINING:

COOPERATIVE AND PROPRIETARY PROCESSOR

RESPONSES TO FARMER BARGAINING

By

Wilson Compton Chase—Lansdale

Production in numerous fruits and vegetables-for-processing industries

is currently being affected by farmer bargaining over terms of trade for

raw product. Several states have implemented farmer bargaining, others

are considering its introduction, and a national farmer bargaining bill

is before Congress.

This research analyzes the market interrelations created by the

imposition of farmer bargaining. It does so by focusing not only on

market interrelations between bargaining associations and proprietary

processors but also on the market interrelations between these two parti-

cipants and cooperative processors.

Compiled structural data indicated a 26.2 percent decrease

nationally in the number of canning processing establishments in fruits

and vegetables between 1967 and 1977. Statistical tests showed no

evidence of a higher rate of decrease in states with farmer bargaining

than in states without farmer bargaining. Data also revealed the market

share of the cooperative processing sector in farmer bargaining to be

above 40 percent in many industries and increasing. In conjunction,

these data indicated a decreasing and often low percentage of raw product

moving through cash market Channels.
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A conceptual framework was developed to guide the empirical work.

The framework uses a model of organizational behavior stressing the notions

of managerial preference for discretion, organizational slack, endogenous

market conditions, and interest group competition.

The data collection process consisted of interviewing managerial

decision makers in bargaining associations, proprietary processors, and

cooperative processors. The sample was selected by the researcher to

provide a national overview of farmer bargaining in the fruits and

vegetables-for—processing industries. Managerial decision makers from

14 bargaining associations, 18 proprietary processors, and 25 cooperative

processors spread over the states of California, Oregon, Washington,

Idaho, Michigan, New York, Pennsylvania, and Virginia comprise the

sample.

The conclusions of this research identify aspects of: l) coordination;

2)distribution; and 3) structural change that are attributable to market

interrelations in farmer bargaining. Certain policy implications follow.

1) Research revealed that farmer bargaining elicited market informa-

tion about demand and supply conditions from all three participant groups.

Bargaining associations can promote this aggregation of information and

the subsequent improved coordination of production, processing, and

marketing decisions by conducting industry seminars, disseminating com-

parative information on past performance of alternative marketing

channels, and bargaining differential terms of trade with a nonuniform

population of proprietary processors.

2) The research showed that numerous cooperative processors actively

participate in farmer bargaining and as a result, become obliged to

value raw product inputs at the same price as their proprietary processor
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competitors. Such obligation can serve cooperative processor member

interests by strengthening the accountability of the cooperative organi-

zation to its members. It also serves the interests of proprietary

processors by putting cooperative processors on a more similar competitive

basis regarding input costs. Commitment of cooperative processors to

farmer bargaining can be enhanced by: a) encouraging cooperative pro-

cessor members also to belong to the bargaining association representing

their commodity interest(s); b) introducing single pool multiple commodity

accounting in cooperatives; and c) bargaining formally with cooperative

processors as is currently done with proprietary processors.

3) The research also revealed that market interrelations in farmer

bargaining, primarily that of competition between proprietary and coopera-

tive processors, are contributing to the decline of the numbers of pro-

prietary processors, the increase in the market share of the cooperative

processing sector, and organizational linkages between proprietary and

grower interests such as joint ventures and participation plans. These

structural Changes can be attenuated by: a) expanding the formal purview

of bargaining to include all processors; b) in the absence of a),

bargaining terms of trade that are contingent on the performance of non-

bargaining processors; and c) insofar as these structural changes are

transferring grower resources to proprietary control, challenging their

existence on legal and public policy grounds.
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CHAPTER ONE

INTRODUCTION

 Collective bargaining between farmers and handlers of raw products

is expanding in the United States.1 Several states have implemented

bargaining, others are considering introducing bargaining laws, and a

national farmer collective bargaining bill is now before Congress.

b
i
t
i
n
g
"
.
.
.

.

The widespread presence and expected growth of farmer bargaining argues

for a careful study of the nature of market interrelations created by

this market process.

This study focuses on the interrelations among principle partici-

pants in farmer bargaining as they interact to determine terms of trade

for raw product. These interrelations will be addressed in two parts:

first, interdependencies among participants will be identified and

analyzed; second, participant responses to these interdependencies will

be identified and analyzed. The classification and analysis of partici-

pant interdependencies and responses to interdependencies constitute the

exploratory dimension of this research. These findings will be further

analyzed in order to identify their import for select performance issues:

l) the coordination of economic signals;

2) the accountability of decision processes;

3) distributional impacts; and

4) structural change in raw and processed product markets.

1See Chapter Two for economic importance.
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The inquiry will limit itself to bargaining in the fruits and

vegetables for processing industries.

l.l Importance and Previous Treatment

of the Subject Matter

As noted by Lang in his comprehensive inquiry into farmer collective

 bargaining in fruits and vegetables the antecedents for current bargaining

activity date from the l870$ and the efforts of the Grange. Since the

latter l9th century, bargaining efforts by producer groups to influence

terms of trade for raw product have grown in various commodity groups

The

‘
E
K
1
4

including dairy products, fruits, vegetables, and sugar beets.

l966 National Commission on Food Marketing noted the organization of

l09 fruit and vegetable associations since l9l9 with 70 still active as

of l964.2 Antitrust exemptions for such activity contained in the

 

Clayton Act of l9l4 and the Capper-Volstead Act of I922 served to support

The Agricultural Fair Practices Act of l967 andbargaining activity.

similar state initiatives as described in Chapter Two below, have been

instrumental in promoting bargaining activity between producers (called

growers, farmers, or producers interchangeably in this study) and

proprietarily organized first handlers (called proprietary processors

in this study). To date, bargaining activity in certain commodity

groups, notably fruits and vegetables for processing utilization, is

widespread and influences a significant value and percentage of raw

product transactions.

 

1Lang, M., l977, p. l citing Tweeten, Luther, l970.

2National Commission on Food Marketing, Technical Study No. 4, p. 273, 



  

Notwithstandi

is limited. Onet

. l
strategies. 0the

inpacts using welfa

listed specific eco

bargaining populatic

of bargaining have n

asa function of div

aultiplicity of pa

A better unders

of the scope of inqu

virtue of their respv

and shape that proces

sectors needs to be d

not only on the organ

the processing
sector

organized parts.

Some researchers

gaining have attempte

lore participants
and

environments.
In thei

address the broad boun

itcoperatively
as wel

inithe existence
of a

\\

1Coddington, A., l

ZGarver, 11.11., l96

3bu. Ewell 9., 19

 



fim
wm

g

 

 

Notwithstanding this impact, understanding of the bargaining process

is limited. One theorist has attempted to mathematize bargaining

Other theorists have studied bargaining by focusing onstrategies.1

Another student hasimpacts using welfare economics methodology.

listed specific economic benefits to a producer and first handler

However, these contributions to an understanding  bargaining population.

of bargaining have not explored the variable impacts of farmer bargaining

as a function of diversity in the processing and production sectors and

a multiplicity of participating groups. .

A better understanding of the bargaining process warrants expansion i

of the scope of inquiry to include all the primary participants who, by

virtue of their responses to farmer bargaining activity, may influence

and shape that process. The variability in the production and processing

sectors needs to be directly addressed. Accordingly, this means focusing

not only on the organization of the bargaining association but also on

the processing sector consisting of its proprietarily and cooperatively

organized parts.

Some researchers in the subject matter of farmer collective bar-

gaining have attempted to broaden the scope of the analysis to include

more participants and to sort out relationships in farmer bargaining

environments. In their seminal study Helmberger and H005 begin to

address the broad boundaries of bargaining when they briefly acknowledge

a cooperatively as well as proprietarily organized processing sector

and the existence of an interdependence between the bargaining

lCoddington, A., 1968.

2carver, W.A., l964; Ladd, G.W., I964; Knutson, R., l968.

3Roy, Ewell P., 1970.



  

association and c

addressing the org

tuce of bargainin

organization and h

suggestion of conf

tions and cooperati

3
ibrahamsen. Knuts

environments where

representing produc

competing cooperati

nay result in a pri

following quote by

Acovmndity ba

fruit or veget

that it views

attempt to bar

cooperative al

proceeds above

such a bargain

It is reported

'infiltrated'

tive in an eff

8amian and Torgers

Processing sector w

Gamvan has spoken

tion and the cooper

x

lHelmberger, p_

zVilh‘ans. $.11,

3KMtSOn) R., I

4Abrahamsen, n.

 



 

 

association and cooperatively organized processors.1 Williams, in

addressing the organization of the milk industry, identifies the coexis-

tence of bargaining and cooperative processing functions within a single

organization and how this may result in conflicts of interest.2 A

suggestion of conflict of interest between coexisting bargaining associa-

tions and cooperative processors is also taken up briefly by Knutson and

Abrahamsen.3 Knutson goes so far as to suggest that in bargaining

environments where bargaining takes place between the association

representing producers and the proprietary processor, the presence of

competing cooperative processors who wield influence over the association

may result in a price squeeze against the proprietary processor. In the

following quote by Abrahamsen, another conflict scenario is developed:

A commodity bargaining association, for example, may look upon a

fruit or vegetable—processing cooperative in much the same way

that it views any other processor. The result could be an

attempt to bargain with such a cooperative. Since the operating

cooperative already is committed to returning to patrons all

proceeds above operating costs, obviously confrontation with

such a bargaining group could be a very disruptive experience.

It is reported, in one instance, that a bargaining association

‘infiltrated' the board of directors of an operating coopera—

tive in an effort to achieve its price objectives.

Garoyan and Torgerson have also acknowledged the presence of a cooperative

processing sector within the boundaries of farmer bargaining activity.

Garoyan has spoken briefly to interactions between the bargaining associa-

tion and the cooperative processor in bargaining with proprietary

1Helmberger, P. and S. Haas, 1965.

2waiaaams, s.w., l970.

3Knutson, R., l974, p. 904-9l2; Abrahamsen, M.A., l976.

4Abrahamsen, M.A., l976, p. 359.
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processors.1 Torgerson recognized this relationship earlier calling it

a dual structure and noted its presence in the dairy industry and some

California fruit industries. Most recently, Lang has contributed to a

delineation of the boundaries of bargaining activity. In so doing, he

has raised numerous questions about the nature, extent, and importance

of participant interrelations in farmer bargaining. Lang has also given

specific attention to the role of the cooperative processing sector and

its impact on the competing proprietary processing and bargaining associa—

tion sectors. The questions Lang has raised constitute part of the scope

of this study. g

Paralleling the evolution of sensitivity to the boundaries of wt

bargaining reflected in the literature above has been the identification

and discussion of bargaining issues within the framework of the National

Bargaining Conference annual meetings. Dating from as early as l960,

industry contributors, primarily in the fruit and vegetable industries,

have raised questions and made arguments about the nature of participant

relationships in farmer bargaining environments. Sensitivity to

variability in the processing sector has been indicated by extensive

mention of the existence and impact of a cooperative processing sector in

bargaining environments. Numerous conferees have argued interdependencies

between the bargaining association sector and the cooperatively organized

processing sector. Some have contended that such interdependence

 

lGaroyan, L., January l976.

2Torgerson, R., l970. 
3Lang, M., l977.

4National Conference of Bargaining Cooperatives, see Proceedings

of l957-l980.
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strengthens bargaining with proprietary processors.1 Others have noted

the impact of bargaining association activity on decisions of the

cooperative processing sector.2 Recently concern has been expressed

about the possibility of negative impacts on the proprietary processing

sector attributable to close relations between the bargaining association

and the cooperatively organized processing sector. The conference has

also provided a forum for addressing structural change and emerging

trends in the bargaining environment, some of which have been related

to the interrelations suggested above.4

The issues raised by these observations and the perceptions of

students of farmer bargaining argue the need for in—depth study of partici-

pants and their interrelations. In order to respond to the above, this

research will focus on those commodity environments having the richest

experience in farmer bargaining activity, the processing fruits and

vegetable industries, in order to afford the clearest identification of

the structure of participant interrelationships. Notwithstanding this

commodity orientation, much of the conceptualization and findings should

be generalizable to other commodity groups. Generalization is desirable

given the breadth of commodity populations that would be within the

jurisdiction of national bargaining legislation.

 

1Hedlund, F., l963; Whybark, C., l965; Knutson, R., T974.

ZKlozbach, w., 1950; Owen, R., 1973-, Collette, F., 1974.

_ _ 3Goldberg, R., 197l; Bailey, J., l979; Lang, M. and Shaffer, l977;

F1l1ce, 8., l978; Kautz, J., I978.

4Garoyan, L., 1961; Filice, B., l978; Collins, R., T978.
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l.2 Objectives of the Research

First, it is the objective of this research to construct a con-

ceptual framework for addressing the subject matter. The conceptual

basis needs to be sufficiently broad toaccommodatethe boundaries of the

topic and sufficiently rich in scope to maintain its relevancy under

‘application. Moreover, the conceptualization should serve to guide the

inquiry by offering a systematic representation of behavioral expectations.

That is, the logic of action in the conceptualization should provide a

schema with which to organize the empirical observations. Finally, the

conceptual framework should be able to encompass permutations of the subject

matter under analysis. Given the timeliness of this research, catholicity

of argument is important.

Second, this research is an exploratory effort. The objective is to

describe interrelations among the primary participants in farmer bar-

gaining environments. This requires probing the boundaries of participant

interdependencies and exploring the responses of participants to inter-

dependencies. Such exploration will permit the identification of

dynamic elements in farmer bargaining systems. Attention to elements of

change will enhance the study’s descriptive validity and will enrich the

informational basis of ultimate conclusions and specified implications.

The third objective is to organize the discussion of findings by

certain performance issues. These issues may be broadly defined as

coordination, accountability, distribution, and structure. Attention to

the issue of coordination means relating observations to the content of

economic signals produced by bargaining interrelations. Accountability

as a performance issue means identifying which interests are served by

decision making processes. This issue might also be called preference
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articulation.1 The distributional aspect of performance will focus

primarily on the distribution of risk and revenues. Focusing on structure

as a performance issue means identifying the impact of interrelations on

exit decisions and organizational responses such as vertical integration.

These performance issues will be selectively treated in the discussion of

findings. They will also, when warranted, be combined with a time dimen-

sion; some performance discussions will be qualified by short term

versus longer term.

Finally, this research will specify certain policy implications

to aid participants and policy makers in farmer bargaining.

l.3 Research Methods

Among the reasons for the relative neglect of such studies

(organizational decision making) . . . is that they are

extremely costly and time consuming, with a high grist—t0-

grain ratio, the methodology for carrying them out is

primitive, and satisfactory access to decision-making

behavior is hard to secure.

As will be developed in the conceptual framework to be presented

in Chapter Three, the macro unit of observation, the farmer bargaining

environment, can be envisioned as a political system. Furthermore, the

macro system may be segmented into three or more subsystem processes.

Attempting inquiry and analysis at either level is complex and challenging

to realize. The research strategy of this study has nevertheless,

attempted to be comprehensive in scope.

The research began with a literature search. The intent of such a

search was to gather background materials that could offer both a

1Shaffer, James D., “Preference Articulation and Food System

Performance,” in Farris, P., forthcoming.

2Simon, H., 1974, p. 501.
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description of the environment and identify questions of interest. CenSus,

directory data, and various statistical calculuses were reviewed. Further-

more, perceptions of students of bargaining were catalogued and organized

into issue areas. These efforts permitted the initial construction of an

empirically relevant model describing the organizational process of the

subject matter. In light of secondary empirical observations and con—

ceptual formulations, a background was established on which to conduct

primary data collection.

Based on the compiled secondary information, it became evident that

the web of processes and variables contained in the subject matter

warranted a case study approach. Hence it was decided to focus on the

inner workings of the various subsystems comprising farmer bargaining.

This meant looking at the organization and behavior of three participant

subsystems: bargaining associations; cooperative processors; and pro-

prietary processors. The goal of such a focus was to bring detail to

the analysis of decision making processes and thereby provide higher

empirical relevance.1

The process used to collect primary data consisted of conducting

interviews in different farmer bargaining environments with managerial

decision makers from the units of analysis comprising each participant

subsystem. Thus interviews were held with managers of bargaining

associations, cooperative processor organizations, and proprietary

processor organizations. The task in each interview was to obtain a

description of the organization's interrelations with the other two

participant subsystems in farmer bargaining. The content of each

ISalter, L., 1942.
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interview corresponded to hypothesized interdependencies and behaviors

emanating from the conceptual framework. Therefore, there was great

consistency in the interview process conducted within each subsystem.

In light of the focus on interrelations among participant subsystems

there was also a high degree of such consistency among the subsystems.

Thus, a highly similar interview format was used with all units of

analysis with variation being a functiOn of different perspectives on

equivalent subject matter.

The sample was selected on the basis of several criteria. First,

from the researcher's vantage it was important to select bargaining

environments in which the three participant subsystems were present.

Second, environments were selected with varying degrees of bargaining

maturity. The states of California, Oregon, Washington, Michigan,

New York, and Pennsylvania constituted the primary bargaining environ-

ments selected for cross sectional analysis.1 Limited observations were

also made of some participant subsystems in Idaho and Virginia. It was

also deemed desirable to select for variation in units of analysis with-

in each participant subsystem. Thus bargaining associations bargaining

terms of trade for annuals and those bargaining terms of trade for

perennial crops were sampled. Cooperative processing organizations of

numerous varieties were sampled including ones that were single product

or multiple product and used single pool accounting or multiple pool

accounting. In sampling the proprietary processing organizations as the

third participant subsystem, both single state and multiple state

operations were studied. Finally, a concerted effort was made to gain

1See Chapter Two for a description of state environments, both

legal and economic.
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11

a sample of interviews from proprietary organizations engaged in vertical

linkage arrangements, such as joint ventures or participation plans, with

grower interests.

Within each state bargaining environment a sample of bargaining

associations, cooperative processors, and proprietary processors was

selected on the basis of managerial self selection. This is to say that

managers of specific organizations in these participant subsystems were

contacted and the research was briefly explained to them. No bargaining

association or cooperative processor managements denied access to the

researcher. Only a few managers of proprietary processor organizations

refused to meet the researcher. Thus, in general, the researcher was

successful in persuading managers of respective participant organizations

to agree to interviews that averaged one and one—half hours in length.

These interviews were conducted with the understanding that no direct  personal attributions would be made without the express permission of

the individual. Many managers expressed avid interest in the subject

matter of the research and a desire to offer their insights.

In summary, managerial decision makers from T4 bargaining associa—

tions, 25 cooperative processors, and TS proprietary processors comprise

the population studied. For many of the 57 organizations, several

representatives of management were interviewed. Numerous other inter-

views were conducted with individuals having a relationship with or

perspectives on farmer bargaining. This group included grower—processors,

administrators of bargaining rules, other industry interests, and

knowledgeable observers. A total of ll8 different individuals contributed
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interviews to the study.1 The bulk of these interviews took place

during the six month period from December l978 to May l979 and almost

all were recorded on tape cassettes.

Having conducted the interviews according to the issues developed

in the conceptual framework, the aggregate information was similarly

organized. Hypothesized interdependencies and behaviors were grouped

into three areas of inquiry corresponding to the three basic relation-

ships among the participant subsystems:

l) Bargaining Association with Proprietary Processor

2) Bargaining Association with Cooperative Processor

3) Cooperative Processor with Proprietary Processor

Observations on the units of analysis comprising each subsystem are

first presented in aggregate pools. Certain stratifications or segmenting

of pools are then presented. The segmentations are variable and are on

the basis of l) history of experience with bargaining, 2) geography,

3) single versus multiple pool accounting, and 4) single versus multiple

state operations.

Specific observations on the units of analysis were organized by

collapsing information into an attribute. This process constituted the

coding task. Information relevant to certain interdependencies and

behavioral responses was assembled and, according to a tolerance of

variability, assigned a.coded form. SOme of these forms were of the

present or absent, yes or no variety. Others exhibited a scale such as

good to fair to poor. Reporting these coded findings within the context

of the attribute was then done on the basis of numbers of respondents

H

1See Appendix for a full listing.

 



 

indicating a certa

and coding system

findings chapters. ‘

In addition tc

statistical tests w

l‘anufacturers2 and

 

Tndustries.3 These

 

were used to gain 1'

relevant to the res

the beginning of cm

The following 5

research process.
C

the legal and econosn

describes the variou

systems. The chapte:

lrovides an overview

Chapter Three is the

for exploring
the sub

isatheory of behavi

The second is an appl

batter is integrated

\——

lchaTlters Four a1

2Census of Manufa
‘-———____

3The Directory. \

 



   

 

13

indicating a certain reSponse or characteristic. The precise attribute

and coding system for participant characteristics are contained in the

findings chapters.1

In addition to reporting on findings from primary data certain

statistical tests were conducted on secondary data from the Census of

Manufacturers2 and The Directory of the Canning, Freezing, Preserving

Industries.3 These tests were tests of differences between means and

were used to gain indications of structural change in the environments

relevant to the research. The findings from these tests are presented at

the beginning of Chapter Five.

l.4 Overview

The following sequence of chapters corresponds to the actual

research process. Chapter Two is primarily descriptive, emphasizing

the legal and economic environments explored by the study. It also

describes the various economic actors c0mprising the participant sub-

systems. The chapter is based on both secondary and primary data and

provides an overview of the bargaining environments under study.

Chapter Three is the theoretic chapter and offers a conceptual framework

for exploring the subject matter. It consists of two parts. The first

is a theory of behavior with emphasis on the managerial decision process.

The second is an applied conceptualization in which the general subject

matter is integrated with the theoretical construct. Hypotheses about

———_—_—_

1Chapters Four and Five.

2Census of Manufacturers, various years.

3The Directory, various years.
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interdependencies and responses to interdependencies are generated from

this applied conceptualization.

Following the conceptual statement are two chapters of findings and

discussion of findings. The first (Chapter Four) focuses on interrelations

between the bargaining association and the two processing sectors: that

which is proprietarily organized and that which is cooperatively organized.

The second (Chapter Five) addresses issues of structural change in

bargaining environments and the impact of competition between the coopera—

tive and proprietary processing sectors. Each chapter first presents

findings and then offers discussion of the findings according to selectively

advanced performance issues.

Chapters Six and Seven build on the earlier work. Chapter Six, as

the penultimate chapter, presents first an integration of overall dis-

cussion in the form of summary conclusions. Building on this statement

of conclusions is a presentation of policy implications. The final

chapter consists of related research topics that, on the basis of this

inquiry, warrant attention. The appendix consists of supporting materials

not deemed central to the text.
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CHAPTER TWO

DESCRIPTION OF PARTICIPANTS AND ENVIRONMENTS

Introduction

This chapter outlines the major descriptive parameters of the

research subject including the characteristics of the participants

and the environments in which they perform their economic activities.

The chapter will first outline the legal bases of bargaining. The

summary of the legal bases will be succeeded by a description of the

three classes of participants which constitute the population of the

study. This will be followed by a presentation of information indicating

both the economic importance and structural characteristics of bargaining

Such information will be presented first in aggregationsenvironments.

These dimensionsand then stratified by select geographic dimensions.

will be by state or region.

2.1 Legal Bases of Farmer Bargaining

2-1-1 National Basis

The legal basis for bargaining by farmers derives from specific

legislation in the beginning of the 20th century directed towards per—

mitting farmers to act as groups in various market activities. The

varied and numerous organizations collected under the rubric farmer

cooperatives, of which bargaining cooperatives are a variant, stem

from these legislative edicts. The two statutes are the Clayton Act

15
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of 1914 (38 stat., 730, 731, 15 U.S.C.A., 17;) whose section 6 addresses

agricultural organizations and the Capper—Volstead Act of 1922 (42 stat.,

388, 7 U.S.C.A. 291-292). Both statutes provide limited exemptions for

agricultural producer organizations from the antitrust laws contained in

the Sherman Antitrust Act of 1911 (26 stat., 209, 15 U.S C.A.) and else-

where in the Clayton Act of 1914. Various legal challenges to the anti-

trust exemptions accorded agricultural producer organizations in these

acts, especially those exemptions contained in the Capper—Volstead Act

of 1922, have produced case law defining the nature of the exemption and

the type of producer organizations covered. Currently, the Treasure

Valley suit settled in 1974 provides the clearest affirmation that agri—

cultural producer bargaining groups constitute a form of producer

cooperative covered by the jurisdiction of the Capper-Volstead Act.1 For

a fuller enumeration of legal challenges to agricultural producer

cooperatives in general2 and to bargaining—type cooperatives specifically

see the literature cited below.

Though not addressing bargaining type cooperatives directly, the

Agricultural Marketing Agreements Act of 1937 (50 stat. 246, 7 U.S.C.A.,

1937) has relevance for them. Among other things, the Agricultural

Marketing Agreements Act provides for the control of volume of product

 

1Treasure Valley Potato Bargaining Association, et al., vs. Ore—Ida

Foods, Inc. and J.R. Simplot Company, U.S. Court of Appeals for the

Ninth Circuit on Appeal from the U.S. District Court, Idaho, No. 71-2742,

April 11, 1974, p. 9.

ZSee: U.S. Department of Justice, Report of the Task Group on

Antitrust Immunities, January, 1977;

Ibid, The Attorney General's National Committee to Study the

Antitrust Laws, 1955;

Federal Trade Commission, Staff Report on Agricultural Coopera-

tives, prepared by the Bureau of Competition, September 1975.

3Lang, M. 1977. pp. 151-186.
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moving to market. Such control can alter the value of product expected

by producers in their transactions with buyers. Realization of enhanced

values can be attained through collective action to complement supply

controls. As stated by Abrahamsen:

Marketing orders for fruits and vegetables and tree nuts

control the volume marketed through specific provisions

as to quality and size of produce authorized for fresh

in most instances, after the marketingmarkets. . . .

orders and agreements establish a favorable institutional

setting and provide the necessary control and regulatory

tools, cooperatives become the implementing agency of

producers. Thus, the tie-in between market-order programs

and bargaining cooperatives is very close.

Associations of producers utilizing the provisions of this act would

also be exempted from antitrust liability.2

The Agricultural Fair Practices Act of 1967 (Public Law 90-288,

7 U.S.C.A., April 16, 1968) is the next chronological explicit legisla-  tive statement addressing bargaining activities by producer groups.

Its thrusts are to declare illegal certain impediments, specifically

discriminatory policies by buyers against producer members of bargaining— 
type cooperatives, to bargaining activity by cooperatively organized

producer groups. The events leading to the promulgation of this Act have

been detailed at length by ‘Torgerson.3 Succeeding this legisla-

tive effort have been efforts to establish a more detailed national

bargaining bill to remedy the shortcomings of the Agricultural Fair

Practices Act of 1967 in providing adequate delineations and sanctions

for the support of bargaining-type producer cooperatives. The Sisk Bill

(HR 6372), the Ammerman Bill (HR 13869) and the National Agricultural

 

 

lAbrahamsen, M.A., 1976, pp. 219—220.

2United States v. Borden Co., 308 US 188, 198 (1939).

3Torgerson, R., 1970.
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Bargaining Act of the 96th Congress (HR 3535) introduced April 10, 1979

are all highly similar and are directed towards specifying the following:

1) delineating unfair practices; 2) defining bargaining in good faith;

3) specifying procedures for the accreditation of associations of

producers; 4) specifying the assignment of association dues, fees, or

retains; and 5) stipulating provisions for mediation and arbitration,

administration, and enforcement of the act's provisions. The current act

would also repeal the Agricultural Fair Practices Act of 1967.

Paralleling national legislative efforts to promote the establish-

ment of bargaining-type producer cooperatives has been a plethora of

initiatives by individual state legislatures. State laws of varying

specificity exist in the states of California, Colorado, Idaho, Maine,

Michigan, Minnesota, New Jersey, North Dakota, Ohio, Oregon, Washington,

and Wisconsin. Proposed state laws are currently being considered in

the states of New York and Pennsylvania. The following section will briefly

review the state initiatives in the states comprising the study's sample:

California, Oregon, Washington, Idaho, Michigan, New York, and Pennsylvania.

For a fuller review of state initiatives the reader is referred to the

comprehensive enumeration by Lang.1

2.1.2 State Bases

California has a tradition of state support for bargaining activity

2
dating from the California Agricultural Code of 1961. This and the

amendment of 1974 (SB 1941) specify unfair practices, certain respon-

sibilities of the Director of Agriculture and sanctions, and also impose good

 

lLang, M., Sup a.

2California Agricultural Code. Chapter 2, Articles 1-3, 1961.
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faith bargaining stipulations. Under good faith bargaining, it is an

unfair practice for handlers to "refuse to negotiate or bargain for price,

terms of sale, compensation for commodities produced under contract, and

other contract provisions relative to any commodity which a cooperative

bargaining association represents.“1 Handler is defined as processor,

2 Under this law somehandler, distributor or agent of any such person.

bargaining groups, called associations, have developed voluntarily and

have attempted to conduct negotiations with handlers. The absence of

funds with which to enforce the law and the lack of guidelines for enforce—

ment have meant that the effectiveness of the legal basis for bargaining

activity is questionable. However, the history of bargaining activity

in the cling peach and bartlett pear industries indicate that bargaining

efforts can arise without more explicit state support.

Washington, Oregon, and Idaho also have state initiatives. They are,

however, more limited than California's good faith bargaining law. The

Washington State Code3 addresses discriminating practices by handlers to

weaken efforts of bargaining associations to establish terms of trade.

Though the state code is limited in scope, a much more comprehensive

legislative effort is under consideration. The proposed bill, termed

the Washington State Agricultural Marketing and Bargaining Act of 1979,

states that:

the intent of the legislature (is) to establish standards

of fair practices that shall be observed by handlers and

associations of producers in their dealings in agricul-

tural products, to provide standards for the accreditation

 

1California Agricultural Code, Chapter 2, Article 2, Section 54431, (e).

2California Agricultural Code, Chapter 2, Article 2, Section 54432.

3Washington State Cod , Title 20 Commission-Merchants Ag. Products.
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of cooperative associations of producers of agricultural

products for the purpose of bargaining, to define the

mutual obligations of handlers and associations of pro—

ducers to bargain with respect to the production, sales

and marketing of agricultural products, and to provide

for the enforcenent of such obligations.1  
The specific provisions of this act closely reflect the existing Michigan

bargaining law which will be discussed below. The Oregon Code2 provides

some general statements as to unfair practices with respect to bargaining

associations and remedies for such practices. Its impact is, evidently,

negligible.3 The state of Idaho has a law4 providing for the collection

of association revenues but goes little further than existing national

legislation in promoting bargaining activity. Bargaining activity, never- '4

theless, has evolved in the potato industry. Efforts to introduce a more

comprehensive bargaining law have yet to be successful. Provisions being

discussed are as follows:

to provide for unfair practices; to provide for good faith

bargaining; to provide for accreditation of associations of

producers; to provide for final offer selection; to provide

for administration of (the) act; to provide for independent

enforcement authority; to provide for judicial review; to

provide for enforcement; to provide for civil remedies; to

allow the Director of the Department of Agriculture to

have investigative powers; and to provide severability.5

Such state initiatives to promote bargaining association activity go

little beyond national legislation. The result is that the success of

bargaining association activity in conducting bargaining is more a function

 

lProposed Washington State Agricultural and Marketing Act of 1974,

MwSmtmn,Satmn1.

2Oregon State Statutes, 646., 515, 525, 535, 545.

3Lang, M., upra, p. 169.

4

Idaho Code, Chapter 39: 22—3901. 6.

5Proposed Idaho Agricultural Bargaining Bill.
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of factors such as control of raw product supply than legal coercion.

Such bargaining activity might be termed voluntary.

The state of Michigan has enacted and promulgated a comprehensive

bargaining bill to strengthen historical efforts of bargaining. The

Michigan law is termed the Michigan Agricultural Marketing and Bargaining

Act of 1972.1 It is by far the most specific state initiative and goes

far beyond extant national legislation in designing the environment within

which bargaining activity shall take place. The central provisions of the

act are an exclusive agency provision and a compulsory, binding, final

offer arbitration provision. In the former, an 'accredited‘ association ,§

becomes the sole representative of all growers in the designated bargaining L

unit. Fees are paid to the accredited association. The latter provision

stipulates a course of action for ensuring the determination of terms of

trade if neither the accredited association nor the handler elect to

decline to bargain within a specified period. This course of action is

binding arbitration. The act also provides for an administrative body

to oversee the implementation of the act. This board, among other things,

holds hearings to determine accreditation and to define bargaining units.

It also conducts grievance proceedings related to unfair practices and

breaches of good faith bargaining. Such grievance proceedings may

culminate in exercise of the binding arbitration provision of the act.

To date, the accredited associations are all organized within the

Michigan Agricultural Cooperative and Marketing Association (MACMA)

which is an affiliate of the Michigan Farm Bureau. Bargaining units have

been defined for apples, tart cherries, asparagus, cabbage, cucumbers,

plums, and potatoes. Accredited associations have also been recognized

in all the above commodities except for plums and potatoes. Bargaining

________*_____________

lMichigan Act No. 344, Public Acts of 1972.
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under the act currently takes place in cabbage, apples, and asparagus

and has seen one year of activity in tart cherries. Bargaining under the

act in tart cherries and potatoes has been stayed by court action.1

The Appalachian states of New York, Pennsylvania, and Virginia in

the study's sample have no state bargaining legislation and thus activity

there relies on national legislation. However, both New York and Pennsyl—

vania have proposals for state legislation and both proposals are influenced

by Michigan's act. Notwithstanding the absence of state legislation,

New York, Pennsylvania, and to a very limited extent Virginia, are engaging

in what might be termed nascent bargaining efforts. These efforts are,

at best, informational, the purpose being to disseminate information to

members of respective bargaining associations. The Pennsylvania associa—

tion for apple marketing does attempt to address handlers but its efforts

have had very limited impact on determining terms of trade for raw apple

product.

The bargaining environments that constitute the study's sample of

eight states can be grouped into three categories: voluntary, including

California, Washington, Oregon and Idaho; mandatory bargaining in Michigan;

and nascent bargaining in New York, Pennsylvania, and Virginia. It can

also be noted that California and, by close proximity, Washington,

Oregon, and Idaho, have the longest historical experiences with state

bargaining initiatives. Moreover, California bargaining activity pre—

dates its Agricultural Code. Michigan has the most recent state initiative

and the Appalachian states have pending initiatives. Historical experience

 

1Michigan Canners and Freezers, et al., vs. Agricultural Marketing

éfl§_§grg§jning Board and the Michiggn Agricultural Cooperative Marketing

Aééggigtjgg_(Red Tart Cherry Case — Court of Appeals No. 20750).

Bargaining for tart cherries continues outside of the act.
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with bargaining activity may help explain differences in participant

behaviors in the different states in the sample.

All of the extant state initiatives concentrate on the raw product

transaction between associations representing producers and a population

of handlers but fail to delineate the precise role of producer controlled

handlers such as producer cooperatives and grower processors. A partial

exception is the Michigan Act where some mention of cooperative processors

and grower processors is made; under P.A. 344, the Michigan Act, the raw

product volume of cooperative processors and grower processors is ex-

cluded. However, the precise meaning of this exclusion, e.g., does

exclusion in the act pertain only to the determination of volume to be

used for awarding accreditation to an association, is not clearly delin—

eated. Furthermore, the precise obligations and definitions of cooperative

processors and grower processors in the act are not well specified.

Imprecision in regard to these issues has been the basis of current

litigation in Michigan. A major question of concern to administrators of

and participants under the Act is the meaning of the clause "grower-owned-

and-controlled" cooperatives. The presence of a significant handler

organization having components that are cooperatively and proprietarily

organized has forced consideration of the meaning of this clause. Resolu-

tion of this question could contribute to the very basic issue of who

the handlers are in bargaining; that is, what are the characteristics

of the organizations with whom bargaining associations shall bargain

terms of trade? Of interest to this study is the following query: if

not all handler organizations are bargained with, what difference does

it make? Estimates of the relative importance of the cooperative

processing sector, i.e., the sector that competes with the proprietary

 



fi

processing sector

bargained between

states observed i

views in this cha

Extant natio

handlers with any

further reflected

federal. The rese

is essentially sil

processors and grc

exploring this iss

offera taxonomy 0

study and provide

those environments

2.2 I

Farther bargaii

between agricul tura

   
  

  
  

   

   

 

 

in this study, p

representing an ag

tocountervail1 th

Purposes are the en

ducers and the elic

Sectors. Such info

diction and raw pro

tionship in farmer

1eaiorasth. Jo

   



 

  
 

24

processing sector yet which is not formally bound to the terms of trade

bargained between the association and proprietary processors, in the

states observed in this study can be found in the separate regional over-

views in this chapter.

Extant national legislation also fails to address the population of

handlers with any precision. This inattention and indiscrimination is

further reflected in current legislative initiatives, both state and

federal. The result is that the existing and proposed law in this area

is essentially silent on such things as the relationship of cooperative

processors and grower processors to bargaining activity. Before

exploring this issue more at length in Chapter Three, this chapter will

offer a taxonomy of participants in the bargaining environments under

study and provide some indication of the economic characteristics of

those environments.

2.2 Participants in Farmer Bargaining

Farmer bargaining consists of the determination of terms of trade

between agricultural producers and buyers, commonly called handlers or,

in this study, processors. It is a collective effort by such producers

representing an aggregation of raw product. It is a collective effort

to countervaill the economic power of processor buyers. Among the

purposes are the enhancement of economic returns to agricultural pro-

ducers and the eliciting of information from the production and processing

sectors. Such information is needed for planning agricultural pro-

duction and raw product marketing decisions. Thus, the primary rela—

tionship in farmer bargaining environments centers on the transaction

 

lGalbraith, John K., 1952, Chapter 9.
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between processors and producers. This section will first look at these

transacting entities. It will then treat another entity, the cooperative,

and outline its relationship with the primary actors.

2.2.1 Bargaining Associations

The structure used for collective action by agricultural producers

as they address processors in order to determine terms of trade for raw

product is the bargaining association. The bargaining association con-

sists of general grower membership, a directing committee such as a board

composed of grower members, and management. Though the population of

general membership may consist of diverse types of growers, the associa—

tion is typically oriented toward the marketing of a single commodity.

There are cases of bargaining associations that market more than one

commodity though with each commodity being addressed separately. In the

Michigan bargaining environment, for example, the Michigan Agricultural

Cooperative Marketing Association (MACMA) encompasses bargaining activity

in several commodities but each on a separate basis.

In regard to the diverse characteristics of grower membership in

the bargaining association, growers may, for example, market strictly or

partially in cash markets for raw product; that is, growers may be

vertically integrated into processing for all or part of their crop and

still, for various reasons to be addressed later, belong to the bargaining

association. Growers may also be multiple commodity producers or special-

ized in one commodity.

The directing committee, called variously the board, the bargaining

committee, the steering committee, or the executive committee, works with

 

lealbraith, John K., 1952, Chapter 9.
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management of the association to set policy and bargaining strategy.

This group may reflect the diversity of the general grower membership.

Grower membership in bargaining associations is generally voluntary.

The exception is bargaining in the state of Michigan when it takes place

under the state bargaining law. Submission of dues (marketing fees)

which constitute the source of revenue for the operations of the bargaining

association is also generally voluntary. In Michigan, bargaining legis-

lation can oblige the payment of marketing fees by the legally defined

relevant population of growers whether they are members of the bargaining

association or not.

2.2.2 Proprietary Processors

Facing the bargaining association is the processing sector, or more

specifically, the proprietary processing sector. This sector consists of

privately organized processing firms that use raw product as an input in

the production of processed products. Since this inquiry is limited to

bargaining environments in fruits and vegetables, it will constrain its

exploration of proprietary processors to include only those involved in

the processing of fruit and vegetable raw products.

The proprietary processor sector in bargaining environments exhibits

considerable variation in organizational characteristics. One variable

of interest to the study is captured by the term geographic reach.

Some proprietary processors procure and process raw product strictly

within a single state. Many such firms are small manager-owned opera-

tions processing a few fruits and/or vegetables. These single state

firms also tend to sell processed products in private label markets; that

is, they sell in undifferentiated finished markets. Other proprietary

processors may be able to avail themselves of geographic reach; they
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procure and/or process in more than one state and thus may exceed the

geographic boundary of a specific bargaining environment. Many such pro-

prietary processors have differentiated their processed products by

brand identity and sell in brand as well as private label markets.

Typically the manager of the bargaining association and a representa-

tive of management of the proprietary processor meet prior to harvest

(prior to production of annuals) to discuss and come to agreement on terms

of trade, the major component of which is the transfer value. As the

bargaining association tends to bargain terms of trade one on one with

individual proprietary processors, there may be variability in said terms

among the population of proprietary processors. There are no legal

stipulations that uniform terms of trade shall prevail in bargaining

environments.

The bargaining association and the proprietary processor sectors

constitute the primary components of the bargaining environment. However,

other sectors, in particular the vertically integrated grower-processor

sector consisting of cooperative and grower processors, may also be

important to bargaining.

2.2.3 Cooperative Processors

The cooperative processor sector is of interest to the proprietary

processing sector because it competes both for raw product supplies and

for sales of processed products. However, the competing cooperative

processor sector is not bound, as is the proprietary processing sector,

to abide by the terms of trade determined by bargaining. The result,

then, is a difference in raw product input costs sustained by the pro—

prietary processor in comparison with the cooperative processor.
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The cooperative processor sector is important to the bargaining

association for several reasons. One is that because of its competitive

role in processed product markets, cooperative processor behavior may

influence relations between the bargaining association and proprietary

processors. Specifically, proprietary processors‘ uncertainty as to

competitive behavior of cooperative processors may influence the willing-

ness of proprietary processors to bargain terms of trade with the bargaining

association.

The bargaining association may also be sensitive to the cooperative

processor sector because it competes with it for grower member clientele.

Such competition may resolve itself somewhat by virtue of growers who

belong simultaneously to the bargaining association and a cooperative

processor. This group of growers, called dual members, and the motiva-

tions for their existence will be explored at length in Chapter Four.

The cooperative processing sector consists of organizations exhibiting

appreciable variability. However, all the cooperative processor organiza-

tions consist of a general membership, a board of directors, and manage-

ment. The general membership may be comprised of a diverse group of

growers having various size production operations and producing variable

numbers of commodities. Furthermore, grower members may market all their

production through the cooperative or market some in cash markets and

some through the cooperative. Similarly, the cooperative processor

organization may process only member product or a combination of member

and non-member product. The latter mix raises the question of whether

non—member product that is processed by a cooperative organization is

within or beyond the purview of the bargaining association and what

difference it makes to the participants in bargaining.
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The board of directors of the cooperative processor organization

may reflect the diversity of the general membership. Some boards are

organized to ensure that all commodities processed by the cooperatives

are represented. Others base board election on other criteria.

The board typically has ultimate responsibility for the performance

of the cooperative. It thus works closely with management to set policy

and conduct reviews of managerial performance. Some managers are more

independent of the board of directors than others depending on the organ-

ization of the cooperative and the controls available to the board of

directors.

There are two other organizational characteristics of cooperative

processor organization that are of special relevance to this study:

commodity diversity and the accounting system. Some cooperative pro-

cessors are involved in processing only one commodity. Cooperatives

such as SunMaid Cooperative, Lindsay Olive Growers, and Red Cheek, Inc.

are examples of single commodity cooperative processors. Others process

more than one commodity. The result is the possible existence of interest

groups within the cooperative processor organization aligned by commodity

orientation.

The accounting system used by the cooperative processor to determine

allocations is another dimension of cooperative organizations. The

systems of particular interest to this study are multiple pool and single

pool varieties. In multiple pool accounting each commodity is handled

separately, incurring its own processing costs and earning its individual

returns. Such individual treatment poses problems in the allocation of

shared costs and shared returns; when certain costs or earnings are
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not identifiable by commodity, their accurate distribution becomes

difficult.

In partial response to such difficulties, some cooperative processors

utilize a single pool accounting system. In such cooperatives, costs of

processing all commodities are co-mingled as are the various returns to

sales of processed products. Disbursements are then made according to

some accepted decision rule. For example, a raw product value from cash

markets, e.g., the proprietary processor purchase price, may be used to

determine the relative positions of commodities in reference to commodity

returns. A mathematical representation of this particular decision rule

can elucidate the distribution mechanism. Let the raw product price Pr

be the basis for allocating net returns to each commodity then:

TR,._QLPr_i_ .

TRj

1"
M
:

.P . '

QJ r3 J

u
'
M

:
3

HJ

Where Tri is total net returns to commodity i.

Where Qi is total quantity of commodity i delivered.

Where Qj is total quantity 1 . . . n delivered including i.

Where Pri is cash raw value per unit commodity i.

Where Prj is cash raw value per unit commodity i . . . n including i.

Where n is the number of commodities processed including i.

Where TRj is total net returns to each commodity 1 . . . n.

Thus, each commodity's share of net returns will be affected by the cash

raw product value of the other commodities within the single pool as well

as its own cash raw product value. This interdependence extends to pay-

ment of raw product input value as well in that net returns from the

single pool are net of input payments. Thus, as in the above mathematized

representation, Total Product Returns (TPR) to commodity i are as follows:
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TPRi = QiPri + ——§lprl *

ijl‘j

TRj

I
I
.
M

:
:

3=1

2.3 Absolute Economic Importance and

Select Structural Characteristics

This section of the chapter will provide descriptive information on

the absolute and relative economic importance of the farmer bargaining

economy. To do so it will present a series of tables indicating the

incidence and impact of farmer cooperative fruit and vegetable activity

in the national economy. This activity derives from two organizational

varieties: bargaining cooperatives, commonly termed bargaining associa—

tions, and cooperative processors. Their separate and combined incidence

will be documented below. This section will also provide descriptive

information on select structural characteristics of the individual states

that comprise the sample of this study. Accordingly, certain data on

market shares, number of organizations, and concentration ratios will be

presented in a state by state treatment. Not all fruit and vegetable

industries will be addressed; only those industries germane to the study

will be outlined.

2.3.1 National Economic Impact

In order to describe the national economic impact of farmer bar-

gaining activity this section will draw on past compilations as well as

compilations developed by this researcher. In some cases, the tables

presented will be a combination of primary and secondary data. This

will be true for the national information as well as for state informa-

tion.
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A. Bargaining Association Activity

Table 2-1 based on information applicable to the 1971 fiscal year

has been developed from secondary sources. This table records the volume

of product and absolute sales represented by bargaining associations in

a variety of major fruits and vegetables, including sugar beets. In this

table the grand totals for physical volumes and sales volumes equal

27,687,500 tons of product bargained at a sales value of $662,198,200.

These figures represent commodities sold for processing.

From the same secondary source used for Table 2-1 can be derived

the geographic incidence of bargaining associations for the 1971 fiscal

year. Table 2-2 lists the states with bargaining activity broken down

by major commodity groupings of fruits, vegetables, and sugar beets.

There are 53 bargaining associations including 29 American Agricultural

Marketing Association (AAMA) bargaining entities involved in fruit,

vegetable, livestock, or poultry bargaining. Out of these 29 entities

there are 11 fruit associations, B vegetable associations, and 5 sugar

beet associations, for a total of 24. 0f the total 53 bargaining entities

identified in 1971, the 8 states of this study's research sample

(California, Oregon, Washington, Idaho, Michigan, New York, Pennsylvania,

and Virginia) represent 23 or approximately 43 percent of this popula-

tion.

Lang1 conducted a census of bargaining activity in fruits and

vegetables and sugar beets for the year 1976. The following table,

Table 2—3, is presented using information from the Lang study and other

industry sources. Where available, dates have been included to

indicate the year in which bargaining first appeared in that commodity

in that state. Based on identified bargaining activity in 13 states,in

 

lLang, M., Supra.
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Table 2-l

Total Volume and Sales Represented by Bargaining
 

Associations in Major Fruits, Vegetables and

Sugar Beets for Processing: Fiscal Year 1971

Physical Volume

Source: Farmer Cooperative Service, USDA,

Information 90, 1973.

Bargained Commodity ‘000 tons

Asparagus 2l.8

Beans 62.3

Beets l7.l

Cabbage 37.7

Cucumbers 49.8

Peas 70.6

Pop Corn 12.8

Potatoes 2,34l.9

Sweet Corn 205.4

Tomatoes ’ 258.7.

Other 21.9

Subtotal 3,l00.0

Apples 265.4

' Berries _ 3.8

Cherries 44.7

Citrus 283.6

Grapes 310.6

Peaches 402.7

Pears 88.5

Prunes 30.0

Other 7.2

Subtotal l,463.5

Sugar Beets 23,15l.0

Grand Total 27,687.5

Sales Volume

'000 dollars

9,263.6

5,994.8

355.1

657.7

4,750.5

6,766.8

671.8

90,304.0

5,240.6

5,310.6

1,565.6

130,881. .
_
.
J

14,899.

1,771

8,573

16,541

22,921

31,033.

10,146

9,000.

641. \
l
O
O
O
N
U
‘
I
—
‘
O
Q

115,527. .
_
1

415,790.0

662,198.2
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California

hashington

Florida

Oregon

Idaho

Utah

Illinois

Colorado

it Dakoca

Michigan

Texas

Indiana

Ohio

Wisconsin

Pemasylvania

New York

Virginia

New JEFSey

Maine

Other

SUbtotal

Grand local

SOUtte: Farina

7' (Americ.

commodity (fru

2/leen
Uhde

rs ta t9 the



 

  

Table 2-2

States

California 6

Washington 3

Florida 2

Oregon

Idaho

Utah

Illinois

Colorado

N. Dakota

Michigan

Texas

Indiana

Ohio

Wisconsin

Pennsylvania

New York

Virginia

New Jersey

Maine

Other 0

Subtotal 11

Grand Total

Source:

Fruit

34

Geographic Incidence of Bargaining

Associations:

Vegetable

.
_
J
.
_
.
l
.
.
—
J
I
\
)

Information 90, May 1973.

Fiscal Year

Sugar Beet

1

Farmer Cooperative Service, USDA,

l97l

AAMAL/

l

w
-
_
l
-
_
J
-
_
I
_
J
_
l
.
—
l
_
_
l
-
—
l
_
.
l
—
J
.
—
l
—
—
l
—
J

N
—
l

K
0

Total Number of 2

Bargaining Entities

8

6

3

2

2

1

2

2

2

2

2

1

1

1

1

1

1

1

1

31

l/AAMA (American Agricultural Marketing Association) is a multi-

commodity (fruit, vegetables, livestock, poultry) organization.

2-/Given the multi-commodity nature of many AAMA organizations these numbers

understate the total number of bargaining entities.
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Table 2-3 Manoodicy--State Matrix on Current Identification

Bargaining AcciVitv. operative Proocessrng 1ctiv1tv. and Dace or‘

Earliest Bargaining Efforts: Fruits2 Vegetables. Sugar Beets

State C_A Q Q LN 55 fl [111 E 911 9}: UT WA NT

Commodity — — ‘—

Apricots B,CP cp

1974

Cling Peaches 8.CP

1922 CF

Freestone Peaches 3.CP c?

1960

Canning Pears B.CP CP B.CP

1953 1954

Raisins B,CP

1967

Apples C? B.CP C? C?

1961

19751/

Blueberries ‘ 3.CP CP

. 1940

Tart Cherries B.CP CP B.CP

1958

19753/

Grapes CP BEL? B 8,CP

1967- 1960

1963

Filberts BE

Prunes B.CP

1968

Strawberries CP CP BE.CP

Red Raspberries CP 8

Sweet Cherries 5? CP CP C? C?

Sugar Beats 3 B B C? B

Broccoli ' B.CP CF CP

Popcorn 3

Beans 3.5? C? B B.CP CP

Tomatoes 8.,CP 5 CP 3 CP

1974

Bush Beans SE

Kraut Cabbage 3 CP

19367

1974./

Asparagus B.CP 8. CP LCPE

1960 I967 1958

19743/ '

Lima Beans CP 5 GP

Carrots CF 3'“ CP .
1967

Cauliflower 8 CP 5‘”

Cucumbers B a

Potatoes 3 cp a 3.0? a i 3.12? 8 MP
2960

Beets C? C?

Cabbage 3 C?

Peas 3 3 3 LC? 3.5?

. 1960

Sweet C 3 a a B.CP BJLP

°'" 3 1967

Plums CP 8E,CP C? C?

Notati : So rces: Lan . 14.. 1977‘.

on u Ga rgyan. L., andE . Thor.1978;

B : Bargaining Activ
Directory 0 anning..‘reezing. and Preserving

C a Cooperative Processing Activity ("O“Str‘es‘a 197_ 79'

E: End of Accil ty McMillan. W.. 1953.

Industry Sources.

Notes:

1/
- Bargaining since 1975 under Public Law 344.

2
—/Bargaining under Public Law 344 only in 1975.

3

JBargaimng under Public Law 344 since 1974.
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1976 thereiuere33 commodities being bargained. If each state commodity

paring represents a bargaining entity then this population consists of

55 active entities in 1976.

Some recent information on the absolute value of commodities affected

by bargaining activity in fruits and vegetables is presented in Table 2-4.

Table 2—1 above presented absolute values for bargained commodities.

identified in a study of fiscal year 1971. Lang1 has also provided some

indication of the absolute value of commodities sold under bargained

contracts. Table 2-4 is extrapolated from Lang data and other secondary

sources. Based on these findings and the assumptions noted on the table,

there was a 77 percent increase in the value of bargained fruits, vege-

tables, and sugar beets for the period 1971 to 1974.2 Without doing an

updated compilation of such commodity marketings it is difficult to argue

unequivocally that percentage increases represent a continuing trend. An

update is currently being prepared by the cooperative unit of the Economics,

Statistics, and Cooperatives Service.3

An additional indicator of the impact of farmer bargaining activity

may be garnered from a presentation of the relative importance of state

production of bargained commodities compared to total U.S. production

of those commodities. This information is summarized in Table 2—5 and

consists of percentages indicating the percentages of total U.S.

commodities for processing produced by various states in which there is

bargaining activity. The aggregated stated percentages which represent

the total percentage of national product originating in states with

bargaining by commodity are presented in the end column of the table.

Rh“

lLang, M., Supra, Table 3.

2Undeflated values.

3Update in process by Gilbert Biggs, ESCS, USDA.
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Table 2-5 Total State_flduction of annnoditjes for Processed Use as a Percentage of Total U.S.

Production or Commodities. ror Processed Usiror those States Havvn In

Bargaining l\ctiv1ty for [11050 Commodities (Fruit. Vegetao es. Sugar Beets) tor the Year 1978

 

Aggrega te

" U

MI MN no on GR UT M E Production

 

 

State Q E El L" E _ _ __ __ _ _

Commodity

Sugar aeecsl’ 23.4 5.5 8.5 .a 33.1l/

Broccoli 95.3 95.3

Pop Corn N/A

Snap Beans—V 2.3 20.7 N/A 23.013!

Lima Beans NIA N/A

Cabbage N/A N/A N/A

Asparagus 22.6 18.7 49.2 90.5

Carrots 1&1 19.1

Cauliflower 85.1 ”/11 85.19

Cucumber ’ 9.0 N/A 9.0*

Potatoes (Fall)y 2.0 29.1 9.6 2.9 4.0 5.5 8.5 15.9 78.6—11

Beets 42.5 42.5

Peas 18.0 WA ”/11 2.‘ .7 23.6 67.1“

Sweet Corn 6.5 26.4 ll/A 13.2 N//\ 12.7 20.8 79.6+

Tomatoes 83.0 3.1 6.5 92.6

Apricots 97.7 97.7

Cling Peaches 80.1 80.1

Freestone Peaches 12.3 12.3

Canning Pears 63.9 24 7 88.6

Raisins 100 100

Grapes S 7.9 8 4

Blueberries 27.5 27.5

Strawberries 15.6 16.6

Red Raspberries 57.1 57 1

Filberts 97.6 97.6

Prunes (Dried) 100 100

Plums 64.1 64.11/

Tart Cherries 70.9 70.9

Sweet Cherries N/A

Apples 12.1 12.1i/

NotESi/

— ' ' l ' ' .‘Based on 1977 Estimates. Sources. lonci6;3::Ffrir1-J;tst_gnc:u;té1tgfiglgggl jggrgary.

WA Notavailable.

+ : at least
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It is assumed that all of the commodity produced for processing is

influenced directly or indirectly by bargaining. This assumption will

be truer in some market environments than others as a function of the

structure of raw product markets. The percentages are offered, accord—

ingly, not as a precise measure but as an indication of the relative

impact of bargaining in the U.S. fruits, vegetables, and sugar beets for

processing economy.

B. Processing Activity in Fruits and Vegetables

This section will look at the incidence of fruit and vegetable

processing activity in the U.S. economy. It will first review the

incidence of cooperatively organized processing, and second, it will

review certain aspects of the total processing sector with its coopera—

tively and proprietarily organized components.

Cooperative Processing. The data on the incidence of cooperative

processing to be presented here comes from several sources. The 1970—

1971 data comes from an earlier mentioned study1 and the 1976-1977 data

from a combination of sources.2 By paring the 1970-1971 data with the

1976-1977 tabulation in Table 2-6 and acknowledging that both tabulations

enumerate cooperative processors headquartered in that state, estimates

of the extent of cooperative processing organizations can be obtained.

Some information as to the numbers of cooperative processing plants is

also reported. Whereas the total number of cooperative processing

organizations in 1970 and 1971 was 50 and 47 in that order, the

 

lFCS, USDA, Service Report 119, 1970; FCS, USDA, Service Report 123,

1971.

2FCS, USDA, Special Tabulation (B. Swanson), NCFC data, and

researcher's data.
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1976-1977 tabulation identified 67 such organizations. The 1970 and

1971 tabulations are based 0n respondents to questionnaires prepared by

the researchers. Due to nonrespondent errors these numbers are likely

under-estimates. The 1976-1977 data constitutes a census of cooperative

processing organizations in the commodity groups of fruits and vegetables

for processing.

Some indications of the relative aggregate importance of cooperative

processors in specific commodities may be garnered from a 1969 compilation

by Goldberg.1 This table is reproduced here as Table 2-7. For several

processed commodities, the market share accounted for by cooperative

processing exceeds 20 percent of total industry volume. Attention is

called to raisins, prunes, beans, peas, corn, apples, cherries, tomatoes,

peaches, and pears because these commodities are relevant to the sampled

environments of this study.

Total Processing. Table 2-8 shows the distributions of canning

processing organizations in fruits and vegetables based on preliminary

reports of the Census of Manufacturers data for the most recent year

1977 and the earlier census years of 1972 and 1967. Revealed by the data

is a widespread decrease in the number of canning processing establish—

ments by state; in the aggregate there is a 26.2 percent decrease in these

numbers from 1967 to 1977. In the reported states with bargaining

activity this decrease is 24.2 percent and in the reported states with-

out bargaining this decrease is 37.1 percent (see Chapter Five for

statistical testing on this and other data).

 

lGoidberg, R., 1971, p. 16.
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Table 2-7

 

Cooperative Processing Volume as Share

of Total Volume: l969 l/

Commodity

Cottonseed processing

Soybean processing

Dairy processing

Livestock

Frozen

Canned

citrus concentrate

citrus and juice

Dried raisins

Dried prunes

Dried figs

Frozen

Frozen

Frozen

Frozen

green & wax beans

corn

peas

white potatoes

All other frozen vegetables

Frozen

Frozen

Frozen

Frozen

Canned

Canned

Canned

Canned

Canned

apples

cherries

berries

all other fruits

green & wax beans

corn

peas

tomatoes

white potatoes

All other canned vegetables

Canned

Canned

Canned

Canned

Canned

apples

cherries

peaches

pears

grape juice

All other canned fruit

Source:

l/Based upon volume data supplied by cooperatives, total industry

volume, and the personal knowledge of FCS commodity specialists.

Prepared by:

Farmer Cooperative Service, U.S. Department of Agriculture

Goldberg, R., l97l.
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A schematic representation of the distribution of canning and

freezing plants prepared by the National Food Processors Association

based on data in The Directory of the Canning, Freezing, and Preseryipg

offers a very general view of numbers of processed plants byIndustries1

state (Figure 2-1). This schematic representation includes all products

Nevertheless, the

No

canned or frozen, not just fruits and vegetables.

majority of these plants are processors of fruits and vegetables.

attempt is made in this map to indicate relative importance of states

by volume or sales.

C. Simultaneous Presence of Barggining Associations and Cooperative

Processors

Table 2-3 above documents the simultaneous presence of bargaining

association activity and cooperative processing by specific commodities.

Table 2-9 presented below summarizes this data by listing those states

with bargaining activity, those states with cooperative processing

activity, those states with simultaneous activity in one or more commodity,

and the number of simultaneously bargained and cooperatively processed

commodities. Evidenced is widespread simultaneous bargaining association

activity and cooperative processing in the U.S., much of which is

located in the important fruit and vegetable production states of this

study's sample: California, Oregon, Washington, Idaho, Michigan,

New York, Pennsylvania, and Virginia.

 

1The Directory, 1978-1979.
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2.3.2 Structural Characteristics of Select States

The presentation of structural information will be by geographic

area. This section will look first at the California environment before

turning to the Northwest states of Oregon, Washington and Idaho.

Following this will be a focus on Michigan fruit and vegetable industries.

Description of the market structure of the Appalachian states of New York,

Pennsylvania, and Virginia is limited to the apples for processing

industry.

A. California

Statistics describing the structure of California markets for select

fruit and vegetables relevant to the organizations studied in Calfornia

have been organized in Table 2-10. These commodities are apricots, pears,

peaches, tomatoes, grapes (raisins), plums (prunes), olives, and almonds

all sold for processed use. Some statistics on a variety of other

California commodities are presented as well. Table 2-10 indicates that

for the 7 sampled commodities with active bargaining, the total number of

handlers has been decreasing for the period of 1960 to 1978. The market

share accounted for by cooperatives is generally greater than 40 percent,

except in tomatoes, and is increasing except for prunes. In all of these

commodities, except for freestone peaches, the California share of

national production is large and uniformly above 60 percent.

Apricots. Apricots for processing have been bargained by the

Apricot Producers of California since 1974. In 1979, there were 12

canners of which 4 were cooperative processors. The canners dominate

the processing with approximately 60 percent of the utilization in

1977-1978. There were also 6 freezer handlers and 28 drier handlers

including 1 cooperative processor. In total, there were 46 handlers
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of which 5 were cooperative processors. The two dominant proprietary

processors are Del Monte Corporation and Libby, McNeill and Libby, Inc.

The dominant cooperative processors with 45 percent of the state tonnage

are California Canners and Growers and Tri-Valley Growers. Structural

change in the industry is marked by an increase in the cooperative

processor market share and a decrease in the total number of processors.

The association bargains for 40-50 percent of the state's tonnage.

Of the total tonnage that the association represents, 60 percent goes to

cooperative processors and 40 percent goes to proprietary processors.

Hence dual membership volume accounts for 24-30 percent of state tonnage.

Cling Peaches. The California Canning Peach Association has been

bargaining for cling peach terms of trade since 1922. According to its

1978 report there were 13 processors including 4 cooperative processors.

The number of processors is decreasing.

In 1978 the association represented approximately 62 percent of the

state crop or about 380,000 tons. Of this 380,000 tons, 150,000 was

cooperative processor member tonnage. Hence, the association actually

bargained with proprietary processors for 230,000 tons or 37 percent

of the state crop and 150,000 tons or 24 percent of the state crop was

dual membership tonnage. The association represents 85 percent of

California Canners and Growers Cooperative‘s cling peach tonnage and

50 percent of Tri-Valley Growers Cooperative's cling peach tonnage.

The two major cooperative processors, California Canners and Growers

and Tri-Valley Growers, accounted for 37.7 percent of the state crop in

1976. The total cooperative processor market share is increasing.

0n the proprietary processor side, Del Monte Corporation purchases

25 percent of the California crOp, making it a substantial if not the
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largest processor of cling peaches in the state. Using this figure, the

three-firm concentration ratio corresponds to 63 percent of the state

crop. Several of the major proprietary processors are part of conglomerates

or multinational firms; Nestle owns Libby, McNeil] and Libby, Inc.;

R.J. Reynolds owns Del Monte, Corp.; Ogden Corporation owns Tillie Lewis

Foods, Inc.; and Sacramento Foods, Inc. is a division of Borden Foods,

Bordon, Inc.

Bartlett Pears. Bartlett pears have been bargained for since 1953.

The current name of the association is the California Canning Pear Asso-

ciation. The association notes that in 1953 there were 26 canner pro—

cessors of which 2 were cooperative processors. In 1979 there were

13 canner processors of which 4 were cooperatively organized. The number

of processors is decreasing. The association represents 63 percent of

the state canning pear crop. Of this 63 percent, 65 percent goes to

cooperative processors. Thus, dual membership accounts for about

40 percent of the state canning crop.

In the cooperative processing sector overall, California Canners

and Growers Cooperative and Tri-Valley Growers Cooperative have approxi-

mately 45 percent of the state tonnage though this varies year to year.

As approximately 60 percent of the state crop moves through cooperative

processor market channels the remaining two pear-processing cooperatives

account for the remaining 15 percent.

On the proprietary processing side, which accounts for 35—40 percent

of the state crop, the big brand packers are Del Monte, Corp., and

Libby, McNeill, and Libby, Inc. Libby accounts for about 15 percent

of the state crop. Tillie Lewis Foods, Inc. as a private label packer

accounts for another 15 percent, with Sacramento Foods of Borden, Inc.
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accounting for 5 percent. Several other proprietary processors make

up the remaining percentage.

Tomatoes. The California Tomato Growers Association (CTGA) has been

bargaining terms of trade for raw product since 1974. Currently, the

association represents 70—72 percent of the California tonnage. Of this

aggregate percentage, approximately 29 percent goes to cooperative pro-

cessors. Hence, the extent of dual membership is about 20 percent of

the state crop of tomatoes for processing. CTGA represents approximately

75 percent of the 800 tomato growers in California and interacts with

27 processors, bargaining formally with the 23 that are proprietary

processors. Table 2-11 presents a breakdown of tonnages processed by I

major processors based on 1978 data. The ownership and characteristics

of some of the major proprietary processors in this list are noted in

Table 2—12. Structural change in the industry is marked by a decrease

in the numbers of processors and the proprietary processing market share.

The percentage of raw product moving through cooperative processor

market channels is increasing.

Raisins. The Raisin Bargaining Association (RBA) has been bargaining

terms of trade for raisins since 1967. There are 18 packers (processors)

of raisins of which 2 are cooperatively organized. The total number of

processors has decreased by 14 percent from 1960 to 1979. RBA represents

42 percent of the state production and none of this goes to cooperative

processors as there is no dual membership. RBA represents 2,000 growers,

each having an average acreage of 35 acres. The RBA share of state

production has been decreasing from 46 percent in 1973 to 42 percent in

1978.
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Table 2-11 1978 Processor Tomato Tonnaggs

Tonnage

flame ggg % Total Crop

Hunt-Wesson Foods 900 16.4

Campbell Soup Co. 500 9.1

California Canners & Growers Co. 490 8.9

H.J. Heinz Co. 480 8.7

Tri-Valley Growers Cooperative 440 8.0

Contadina Foods 420 7.6

Del Monte Corporation 350 6.4

Tillie Lewis Foods 325 5.9

Glorietta Cooperative 300 5.5

Pacific Coast Prod. Coop. (PCP) 125 2.3 v

Sungarten 125 2.3 is

Stanislaus Food Products Co. 120 2.2

Kern Foods 110 2.0

Others 815 14.8

5,500 1001

1Does not sum to 100 due to rounding.

Table 2—12 Processor Characteristics

flame Owned By

Hunt-Wesson Foods Norton Simon

Contadina Foods Carnation Co.

H.J.Heinz Co. H.J. Heinz Co. (multi-national)

Campbeii Soup Co. Campbell Soup Co. (multi-national)

Del Monte Corp. R.J. Reynolds Industries

Tillie-Lewis Foods Ogden Corporation
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According to industry sources, the largest proprietary packers

(processors) are Del Monte Corp., Enoch Packing Co., West Coast Growers

and Packers, Inc. and Bonner Packing Co. The largest cooperative

processor is SunMaid Growers of California with 42 percent of the state's

production up from 34 percent in 1973. The largest proprietary processor

is Bonner Packing Company with about 11 percent of the state's production.

Thus a two-firm concentration ratio corresponds to approximately 53 percent,

and the five-firm concentration ratio for all processors is about 80 per-

cent (SunMaid and the 4 largest proprietary processors). The total

cooperative processor market share is about 42 percent of the state crop.

Prunes, The Prune Bargaining Association (PBA) began bargaining

in 1961 and currently represents between 6 percent and 12 percent of the

state production. It bargains with 11 handlers out of a total of 16

which includes 5 cooperative processors. Recently there have been three

new entrants into the industry: Bonner Packing Co., Tenneco West, and

SunMaid Growers of California. The largest processor is Sunsweet Growers,

Inc., a cooperative with about 43 percent of the state crop. This share

has decreased from 52 percent in 1976 to 43 percent in 1979. The largest

proprietary processor buyers are as follows:

 

Table 2-13 Proprietary Processor Market Shares

Mayfair with 25% of the state crop

Valley View with 16% of the state crop

Del Monte with 8-12% of the state crop

Thus the three-firm concentration ratio for proprietary processors

is about 50 percent and the industry four—firm ratio is about 90-95%.

There are currently no dual members in the Prune Bargaining Association.
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Olives. The California olive industry currently has no bargaining

for terms of trade of raw product and is dominated by a cooperative pro—

cessor, Lindsay Olive Growers. However, there are efforts to organize

a bargaining association. The efforts are being managed by A. Hester

of the Olive Council. This nascent organization claims to have member-

ship representing 20—25 percent of the state crop. Half of this 20-25 percent

is delivered to cooperative processors, primarily to Lindsay Olive Growers.

Lindsay, according to industry sources, has about 40 percent of the state's

production, 25 percent of the California acreage, 425 members, 12,200 acres,

and markets 80 percent of its product under its own brand. Lindsay's

share of the olive tonnage is increasing. There is another cooperative

processor in the industry, Tri-Valley Growers, with approximately

15 percent of the state tonnage. Thus the aggregate cooperative market

share is about 55 percent and increasing. The total number of packers has

decreased from 29 in 1965 to 7 in 1979. Lindsay's major competitors are

Oberti brand of Tri-Valley Growers and Bell-Carter Olive Co. The rest of

the competitors are quite small. The SAMI figures on market shares in

the olive industry provide an indication of Lindsay Olive's relative

position in the national industry:

 

 

Table 2-14 SAMI Market Shares for Period

2/11/78 - 3/9/79

Processor Current National Market Share (%)

Lindsay Olive Growers Cooperative 30.61

Early California 20.18

Oberti of Tri-Valley Growers Coop. 7.04

Libby, McNeill, and Libby, Inc. 1.93

Other 49425

100.00

Private Label 31.53
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Almonds. The major processor in the almond industry is a coopera-

tive, The California Almond Growers Exchange (CAGE). There is no

bargaining in the almond industry. CAGE dominates the industry with

55 percent of the California crop and 30 percent of the world supply.

In the early 19605 CAGE’s share was 70 percent of the California industry.

CAGE's current share of 55 percent represents a larger volume in absolute

terms but a smaller relative share given 300 percent growth in California

production from 79 million pounds in 1965 to 313 million pounds in 1977.

Other processors in the industry worthy of mention are all proprietary

 

processors:

Table 2-15 Almond Processors

Mamg_ Share California Crop (%)

Tenneco West 20

Buchet 5

Pet, Inc. 3

Continental 3

(10 smaller entities) 14

CAGE i

100

The major proprietary processor, Tenneco Nest, owned by Tenneco of

Houston, Texas, has recently embarked on a campaign to increase its

market share of California production. It is doing so by directly

challenging CAGE for growers. The challenge has taken the form of

criticisms of CAGE's cooperative financing and payment mechanisms.

Notwithstanding this criticism, Tenneco West's payment to growers are,

like CAGE, also a function of the organization's performance in
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processing and sales of processed products. Hence growers delivering to

Tenneco West would share in the risk of Tenneco West‘s performance.

B. Northwest: Oregon, Washington, Idaho

The bargaining environments explored in the Northwest states of

Oregon, Washington, and Idaho dealt with vegetables in Oregon and Washing—

ton, pears and asparagus in Washington, and potatoes in Idaho. Table 2-16

.presents a summary of structural findings. In this section each commodity

group studied will be reviewed looking first at Oregon, then Washington,

and then Idaho.

Oregon-Washington Vegetables. Bargaining activity by the Oregon—

Washington Growers Association began in 1960 but has been defunct since

1975. The bargaining by the association was in beans and sweet corn.

Ten years ago they dealt with ten processors. Currently there are only

six processors, of which two are cooperative organizations. The major

proprietary processors with whom the association bargained were Del Monte

Corp., Green Giant Co., Stokely-Van Camp, Inc., Castle and Cooke, Inc.,

and Seabrook Foods, Inc. The two cooperative processors, Agripac and

Stayton Canning Co., however, were the principle packers in these

commodities.

Washington Pears. The Washington Canning Pear Association works

closely with its analogue in California and has been bargaining raw

product terms of trade since 1954. According to association management

they currently represent 50 percent of the total Washington and Oregon

crop and 900 growers. This 50 percent breaks down into bargaining for

67 percent of the crop grown in the Hood River area, 61 percent of the

crop grown in the Winatchee Valley, and 50 percent of the crop produced

in the Yakima Valley. Bargaining takes place with six proprietary
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processors: Del Monte Corp., Libby, McNeill and Libby, Inc., Castle and

Cooke Inc., Truitt Brothers, Inc., Independent Food Processors, and North-

west Packers. Of this group Del Monte Corp. is the big buyer by a ratio

of 4 to 3 and the others, though smaller purchasers, all buy about the

same volumes. Del Monte Corp. bargains for approximately 50 percent of

its area procurement.l In the 19505, the association bargained with

31 processors. Currently there are only nine processors, including

three cooperatives.

The association claims to work closely with the three cooperative

processors, Diamond Fruit, Snokist and Rouge River. It estimates that

about 25 percent of the crop (35,000 tons) moves through the cooperative

processing market channel. Of this, Snokist canned 20,000 tons of pears

in 1978. This represents about 16 percent of the total pear crop.

Though the pear acreage is expanding industry sources feel that market

channels are stable.

Washington Vegetables. The Central Washington Farm Crops Association

has been active in vegetable bargaining since 1966 but in a different

geographic area than the Oregon-Washington Growers Association discussed

above. Most of its activity has been in baby lima beans, carrots, green

peas and sweet corn. The area relevant to the association is the North-

west part of the Columbia Basin and the Kitikass and Yakima Valleys. The

association represents 50—90 percent of the grower deliveries to the

 

1With a total processed tonnage of 126,344 tons in 1978 and the

association representing 50 percent, the approximate percentage purchased

by the major proprietary processor, Del Monte, can be calculated: with

6 proprietary processors and Del Monte Corp. being the largest user by

4 to 3, Del Monte's purchases about 10,000 tons from the association or

about 8 percent of the total pear crop. If the other 50 percent of its

needs are purchased outside of the association then Del Monte Corp.

PEpresents about 16 percent of the Northwest pear crop.
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5 proprietary processors in each of the 4 major commodities. The associa-

tion representation in each of these crops is increasing.

The five proprietary processors that the association bargains with

are Northwest Foods, Libby, McNeill, and Libby, Inc., Del Monte Corp.,

Twin City Foods, and Cedargreen Foods. There are no cooperative processors

in the relevant market area. The structural trend, according to an

industry source, is towards concentration with “big firms buying up the

small firms."

Washington Asparagus. The Washington Asparagus Grower Association

has been bargaining since 1958 and currently represents about 50 percent

of the total state acreage. The association bargains with five proprietary

processors. The number of proprietary processors is increasing as is the

asparagus acreage. Del Monte Corp. and Birds Eye of General Foods Corp.

are the major proprietary processors each taking 20 percent of the associa-

tion's volume and thus each representing 10 percent of the total state

acreage.1 There has been no cooperative processing of asparagus since

approximately 1970.

Idaho Potatoes. The Potato Growers of Idaho (PGI) have been active

as a bargaining association since 1966. The association currently

represents 50 percent of the growers in the state and about 45 percent of

the production. Potatoes are sold for fresh, frozen, and dehydrated uses.

The association represents 85-95 percent of the potatoes sold for

processed use. It deals with 10 proprietary processors out of 15

contract buying processors. The french fry processors consist of

J.R. Simplot Co. and Ore-Ida Foods, Inc. of H.J. Heinz Co., each with

 

1This is assuming 50 percent state acreage = 50 percent volume

produced in the state.
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30 percent, and Lamb Weston of Am Fac, Inc. with 15—20 percent of the

volume purchased for french fry utilization. Fifty-five percent of PGI's

french fry tonnage is sold to J.R. Simplot Co. and Ore-Ida Foods, Inc.

In dehydrated potato utilization American Potato Co. has a 50 percent

market share in the state. The concentration of potato processing has

increased significantly in the last five years. There has been no

cooperative processing in Idaho since 1972.

C. Michigan

Michigan is another bargaining environment explored by this study.

Bargaining is currently active in five commodities but under different

legal systems. Apples, asparagus, and kraut cabbage are being bargained

under the Michigan Agricultural Marketing and Bargaining Act of 1972

(P.A. 344). Bargaining in tart cherries and potatoes for processing is

voluntary and a function of the association‘s control of supply

(periodically facilitated by the use of the Federal Marketing Order) and

the provisions of the federal Agricultural Fair Practices Act of 1967.

Of these commodities this section will concentrate on tart cherries,

asparagus, and apples. Kraut cabbage bargaining since 1967 and under

P.A. 344 since 1974 consists of setting the raw product terms of trade

for 11 growers selling to the 1 processor, a proprietary processor named

Vlasic and owned by H.J. Heinz Co. Potato bargaining consists of

negotiating pre-planting contracts with the major processor, Ore-Ida

Foods Inc. also owned by H.J. Heinz Co. An overview of the structure

of the Michigan industry in these select commodities is afforded by

reference to Table 2—17.

Tart Cherries. Among the Michigan industries explored in this

research the tart cherry industry has the longest history of bargaining
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dating from the initial activities of the Great Lakes Cherry Producers

Marketing Cooperative (1958-1966). In 1967 bargaining under the aegis

of the Michigan Agricultural Cooperative Marketing Association (MACMA)

began and continues to date. Since 1967 bargaining has been conducted

on the basis of federal legislation, the Agricultural Fair Practices Act.

In 1975, and only for that year, bargaining took place under P.A. 344.

Since 1975 a court stay has obviated P.A. 344 bargaining in tart cherries.

The association, called the Tart Cherry Marketing Committee, has returned

to the Agricultural Fair Practices Act as its legal basis.

~
1
2
:
:
w
'
.
‘

Complementing the bargaining efforts of the Tart Cherry Marketing

Committee has been the periodic implementation of the federal marketing

order for the stabilization of supplies. The federal marketing order

has been used by the tart cherry industry two times, 1972-1973 and in

1975-1976. From the standpoint of growers, the use of the federal

marketing order has resulted in stronger raw product prices than would have

been obtained without the use of a storage pool for the control of raw

product supplies being sold to processors.

The tart cherry industry consists of numerous proprietary processors,

cooperative processors, and grower processors as well as combinations of

these organizational forms. The Tart Cherry Marketing Committee bargains

raw product terms of trade with 22 proprietary processors. The pro-

prietary processing sector is estimated to currently process 42 percent

of the tart cherry crop. This percentage has been decreasing from the

estimated 83—88 percent of the crop that was proprietarily processed

in 1970 and is projected to be only 20 percent in the mid 19805.1

 

. lRicks, D. Deparonent of Agricultural Ec0nomics, Michigan State

University.



 

 

The larges

Sflverifil'

The fc

in1979, cc

Foods of Je

equals 21 p

plants in m

Wilderness l

Inc. Smelt;

State preces

The Tar

OfMACMA, cl

However, 50

Processor org

aSSOClation 1

bElOngs t0 gr

associatjo,1 a

C0mpetin

Mocesgjng Set

lnCludjng two

ho Fac C0096i

ina JOint ver

Sun to a four.

IVEF‘Al

lef'Lind

t COurt

for re]

DlStric

2

Michj an
Tart Cherrygl‘lay



 

 

63

The largest proprietary processor volume in 1979 was processed by

Silver Mill Frozen Food.

The four-firm concentration ratio for proprietary processor packs

in 1979, comprised of the packs of Silver Mill Frozen Food, Wilderness

Foods of Jeno‘s, Inc., Smeltzer Orchards, and Traverse City Canning Co.,

equals 21 percent. Of these four firms, Silver Mill Frozen Food with

plants in more than one state has recently filed for bankruptcy1 and

Wilderness Foods has been sold by Jeno‘s Inc. to Cherry Central Co-op

Inc. Smeltzer Orchard and Traverse City Canning Co. remain as single

state processors.

The Tart Cherry Marketing Committee bargaining association, a unit

of MACMA, claims membership representing 60-65 percent of the state crop.

However, 50 percent of this production is delivered to cooperative

processor organizations and is cooperatively processed. Based on  
association figures,2 this means that 30-33 percent of the state crop

belongs to growers who are simultaneously members of the bargaining

association and a cooperative processor organization (dual members).

Competing with the proprietary processing sector is the cooperative

processing sector consisting of nine cooperative processor organizations

including two joint venture cooperatives. Cherry Growers, Inc.,

Pro-Fac Cooperative which is closely aligned with Curtice-Burns Foods

in a joint venture, and the next 2 largest cooperative organizations

sum to a four—firm concentration ratio among just cooperative processor

 

1Silver Mill Frozen Food, Inc. on January 4th, 1980 filed a petition

for relief under Chapter 11 of the Bankruptcy Code in the United States

District Court at Grand Rapids, Michigan.

2Michigan Agricultural Cooperative Marketing Association (MACMA),

Tart Cherry Marketing Committee.
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organizations of 26 percent. The total cooperative processing share of

the tart cherry pack (net of the packs of the 2 joint venture organiza-

tions) has been increasing from 12-15 percent in 1970 to 29 percent in

1979. In the mid 19805 this figure is estimated to be 35 percent.1 The

market share for joint ventures is currently 14 percent and is projected

2 The internal structure of jointto be 25 percent in the mid 19805.

ventures is discussed at length in Chapter Five.

The grower-processor sector, consisting of growers who own their

own processing facilities but are not cooperatively organized, currently

accounts for 15 percent of the tart cherry pack. This figure was

.5 percent in 1970 and is estimated to reach 20 percent in the mid 19805.

This sector competes in processed markets with both proprietarily and

cooperatively organized processors.

Compounding the organizational variety of processing organizations

are cooperative processors who mingle their own production with raw

product production of other growers. Such mingled raw product may be

bought for cash or processed on some participatory basis. The net

result of co—existing and competing varieties of processing organiza-

tions in tart cherries is that a substantial percentage of the pack is

beyond the purview of the bargaining association. In the industry this

is called "excluded" product. The full extent of potentially excluded

product is estimated to be approximately 50 percent of the Michigan

 

1Ricks, Supra.

21pm.

31am.
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tart cherry pack.1 This figure approximates the figures reported in

this section.

A full enumeration of the market channels through which raw product

is processed is presented in Table 2-18. This information, by variety

of processing organizations in 1979, has been compiled by the Cherry

Administrative Board operating under the aegis of the federal marketing

- order.

A large share of the marketing of processed tart cherry products is

performed by a cooperative marketing organization called Cherry Central

CO-OP, Inc. It consists of a group of both cooperatively and proprietarily

organized processors and accounts for more than 25 percent of Michigan's

marketed processed product. Recently this organization purchased the

Wilderness Brand Label from an exiting proprietary processor.2 The two-

firm concentration ratio in the marketing of processed products, both

with access to brands, is now approximately 37 percent. Given that

Michigan production represents about 70 percent of the total U.S. crop,

2 organizations account for 25 percent of national marketings of processed

tart cherry products. The bulk of these marketings currently go to

remanufacturers.3

Asparagus for Processing. The Asparagus Marketing Committee

bargaining association, another unit of MACMA, has been bargaining

raw product terms of trade since 1967 and bargaining under P.A. 344

 

1Moore, Administrator, P.A. 344.

ZJenos.

3For a full description and discussion of tart cherry marketing see

Ricks, D., L. Hamm and C. Chase—Lansdale, The Tart Cherry SUbseCtor of

U.S. Agriculture, North Central 117 Monograph, University of Wisconsin,

Madison, forthcoming.
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since 1974. Of the population of 17 processing organizations, the

association bargains with the 15 that are pr0prietarily organized. The

remaining two processing organizations are the cooperative processor,

Sawyer Fruit and Vegetable CO-OP, and the joint venture cooperative-

proprietary processing organization, Pro-Fac/Curtice-Burns. The

15 organizations constituting the proprietary sector are estimated to

account for 65-75 percent of the processed pack. The 4 largest pro-

prietary processors, Honey Bear Canning, Silver Mill Frozen Food, Chase

Farms, and New Era, account for 35-45 percent of the processed pack.1

The number of proprietary processors has been stable and consists

primarily of family owned processors processing raw product only in the

state of Michigan.

The bargaining association claims to have membership representing

90 percent of the state crop. Of this membership product, 15-20 percent

goes to cooperative processors, principally 'U) Pro-Fac/Curtice-Burns

Foods.2 Dual membership in this crop is thus 14-18 percent of the state

crop.

The cooperative processing sector consists of Pro-Fac/Curtice-Burns

Foods and Sawyer Fruit and Vegetable CO-OP. Thus, approximately

25-35 percent of the Michigan pack is potentially ”excluded" product,

i.e., beyond the purview of the bargaining association. If 1 proprie-

tary processor, Michigan Quality, implements the joint-venture arrange-

ment that it has under consideration, the percentage of potentially

excluded product could reach 35-45 percent.

 

1Moore, T., Supra, and Foster, H., MACMA.

2Industry Source.



 

men

associatic

of trade 5

associatio

tary proce:

in 1970 am

1980s.1 it

owned by Pi

account for

prietary pr

Food, and a

The bar

cent of the

cent is COOp

0|” the state

comprised of

tive and pm;

The tote

Cooperative {3

cent. Cherry

increasy mg I,“



  

 

__ ._l_ ,fiv _. .

 

68

 

Apples for Processing. The Michigan Apple Committee bargaining

association, also a unit of MACMA, has been bargaining raw product terms

of trade since 1961 and bargaining under P.A. 344 since 1975. The

association bargains with 22 proprietary processors. The current proprie-

tary processor share of the pack is 70-75 percent, down from 92-94 percent

in 1970 and is expected to decrease further to 40 percent in the mid

19805.1 The 2 largest proprietary processing organizations, Speas Co.

owned by Pillsbury Co. and Michigan Quality, owned by Quality Brands Inc.,

account for 32-34 percent of the Michigan pack. The four largest pro-

prietary processors are Speas Co., Michigan Quality, Silver Mill Frozen

Food, and Cherry Hill.

The bargaining association claims membership representing 60-65 per-

cent of the Michigan crop for processing. Of this percentage, 20-25 per-

cent is cooperatively processed for a dual membership of about 14 percent

of the state crop.2 The large majority of this dual membership is

comprised of dual members belonging to the Pro-Fac/Curtice-Burns coopera-

tive and proprietary joint venture.

The total percentage of the state pack accounted for by the 5

cooperative processors (not including Pro-Fac/Curtice-Burns) is 12-17 per-

cent. Cherry Growers, Inc., cooperative is the principle contributor to

this share of the state pack. The cooperative processor share has been

increasing from 8 percent in 1970 to 12—17 percent currently and is

1Ricks, D., Supra.

2Butler, T., MACMA, Manager Apple Committee.

3mm.
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expected to rise to 40 percent in the mid 19805.1 The pending bankruptcy

of Silver Mills Frozen Food and the purchase of Wilderness Foods by

Cherry Central CO-OP, Inc. validate expectations of growth in the coopera—

tive processor share.

The grower-processor sector has also seen growth in share of the

pack from a negligible share in 1970 to 5 percent currently and a pro-

jected share of 10 percent in the mid 19805.2 In conjunction with the

cooperative and joint venture sectors, industry sources estimate the

potentially excluded raw product, i.e., that raw product which is beyond

the purview of bargaining under P.A. 344, to be nearly 40 percent.3

Apple raw product being processed by the 27 proprietary and coopera—

tive processors in Michigan is used for producing frozen slices, canned

sauce, or juice. In 1979 there were 20 processors who sliced and 9 who

canned sauce. Both figures have been stable in the last five years,

though noting the recent application for bankruptcy by Silver Mill Frozen

Food. Comprising the juice pack are about 14 processors. _The juice

processing sector is sustaining an increase in numbers of processors,

volume, and processing capacity. Included in this sector of the processing

industry are such firms as Speas Co. owned by Pillsbury Co., Michigan

Quality owned by Quality Brands, Inc., Gerber Products Co., Michigan

Fruit Canners of the Pro-Fac/Curtice-Burns joint venture, Murch Co. of

Coca-Cola Co., and numerous single state processing operations.

 

1Ricks, D., Supra.

21bid.

3Moore, T., Supra.

$
3
3
5
3
:
—



The 4

channels a

the state

20 percent

brokers.

of which t

the cooper.-

cent respec

of the volt

Lem

M

for Process

the New Yorl

has been cor

tive Marketi

New York Far

Censists of

in the 4 C00

The associat-

infomation 1

1947 there we

New YQrk Sta t

were, TESpec t

in New Yolnk S

\

l

HEImberE



 

 

       

 

      

          

 

70

The accompanying Table 2-19 provides a representation of market

channels accounted for by the 16 largest volume processors of apples in

the state of Michigan. These figures are net of the approximately

20 percent of the Michigan crop for processing that is controlled by

brokers. The top 16 volume processors account for 87 percent of tonnage,

of which the proprietary processing sector represents 67 percent, and

the cooperative and joint-venture sectors represent 4 percent and 16 per-

cent respectively. The 4 largest proprietary processors process 35 percent

of the volume.

0. Appalachia: Apple Industries of New York, Pennsylvania, and Virginia

New York Apples for Processing. Bargaining activity in the apples

for processing industry is conducted by an association operating within

the New York Farm Bureau Marketing C00perative. Since 1977 this activity

has been conducted under the aegis of the Michigan Agricultural Coopera-

tive Marketing Association as provided for in its contract with the

New York Farm Bureau Marketing C00perative. The New York association

consists of approximately 270 apple growers or two-thirds of the growers

in the 4 county area of Wayne, Monroe, Orleans, and Niagara Counties.

The association activities are strictly informational, i.e., providing

information to growers, with no current dealings with processors. In

1947 there were 40 plppp§_obtaining raw apple product for processing in

1
New York state. In 1965 and 1978, according to industry sources, there

were, respectively 25 and 20 processors procuring raw product supplies
 

in New York state. The number of processors thus declined by 25 percent

between 1965 and 1978. The 20 current processors include 5 c00peratively

1Helmberger, P. and S. Hoos, 1965, p. 82.
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organized processors purchasing input in New York state. In 1978 the

copperative sector accounted for 24 percent of raw product purchases.

This would represent about 5 percent of national processed production

based on 1977 distribution.1 Within the total processing sector are

two joint venture organizations, each consisting of a cooperatively and

proprietarily organized component. These 2 joint ventures, Pro-Fac/

Curtice-Burns and Seneca/Agco, constitute about 18 percent of New York

purchases and about 74 percent of cooperative processor purchases.

The four-firm concentration ratio of all processors in New York is about

40 percent.

The structural changes in the industry have been marked by a loss

of processors during the 19505 and 19605. Currently, both the cooperative

and preprietary sectors are increasing juice production. Industry sources

expect the c00perative processor market share to continue to increase.

Pennsylvania Apples for Processing. The Pennsylvania Agricultural

Cooperative Marketing Association (PACMA) has been promoting bargaining

activity in apples for processing for several years. This activity is

strictly at the informational stage, with limited success in getting

the major proprietary processors to even discuss market conditions.2

Of the six processors in Pennsylvania, three cooperatively and three pro-

prietarily organized, the PACMA association has only four in its market

area. Two are nationally known proprietary processors, Duffy-Mott Co.,

Inc. and Musselman Fruit Products, and two are nationally known coopera-

tive processors, Knouse Foods Cooperative, Inc. and Red Cheek, Inc.

 

1Non-Citrus Fruits and Nuts, Mid Year Supplement, CRS, USDA.

2PACMA Source.
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According to USDA statistics, in 1977 64 percent of the state crop

went for processed use with Pennsylvania representing ll percent of

national processed production.1 Based on numbers provided by various

industry sources the estimated percentage packed by cooperatives varies

between 60 percent and 70 percent. This leaves a 30-40 percent share

of the processed pack to the proprietary processors. The share of the

pack being processed by c00perative processors is increasing.

Seventy percent of the association‘s membership also belongs to

cooperative processors. This means that dual membership constitutes

2l-25 percent of the state production.2 See Table 2-20.

Virginia Apples for Processing. Bargaining activity in Virginia is

even more undeveloped than in Pennsylvania or New York. In the Winchester,

Virginia area about 20 percent of the crop is represented by the Virginia

Apple Growers' Marketing Association. The association faces four pro-

prietary processors (Bowman, ZerOpack, National Fruit Products Co., Inc.,

and Musselman Fruit Products), and three cooperative processors (Shenandoah

Apple Cooperative, Inc., Knouse Foods Cooperative, Inc., and Red Cheek,

Inc.) purchasing in the area. Shenandoah Apple Couperative, Inc. is the

one Virginia based coooerative processor. The percentage of the Winchester

area crop that is estimated to go through the cooperative processing

market channel is l5 percent and increeasing. Virginia represents about

l2 percent of the Eastern states‘ processing production and about

8 percent of the national processing production.

 

1Non-Citrus Fruits and Nuts, Mid Year Supplement, CRS, USDA.

This assumes that % growers = % production.
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A Greater Appalachian Aggregate. Dione aggregate, the Appalachian

apple industry covers the states of New York, Pennsylvania, Virginia,

Maryland, West Virginia and North Carolina. Based on figures provided

by industry sources,the 3 c00perative processors (Knouse Foods Coopera-

tive, Inc., Shenandoah Apple Cooperative, Inc., and Red Cheek, Inc.)

constituted 37 percent of the volume processed in l978 in this area.

This percentage does not include the volumes processed by the 2 joint

ventures in the Appalachian region.1 Aggregating the cooperative and

joint venture volumes results in 49 percent of Appalachian processed

production being cooperatively processed. These states in l977 repre-

sented 45 percent of national processed utilization.2 Therefore, aggregate

Appalachian c00perative processing, including joint ventures, accounts for

23 percent of national processed utilization. This percentage is said by

industry sources to be increasing.

Concord Grapes. Another crop of interest to this study because of

the importance of the cooperative sector is the concord grape industry.

National Grape Cooperative and its Welch Foods marketing arm has

40-50 percent of the national concord grape business. There are ten

 
other cooperative processors nationally with the major ones being Keystone

in Pennsylvania, Grower‘s Cooperative in Nestfield, New York, and Valley

 
C00perative in Yakima, Washington. In the New York, Pennsylvania, and

Ohio production areas, c00peratives have 80 percent of the production

for processing. The remaining 20 percent is accounted for by three pro-

prietary processors. In Michigan, National Grape Cooperative is the only

IPro-Fac/Curtice-Burns and Seneca/Ag. Co.

ZNon-Citrus Fruits and Nuts, CRS, USDA.

 



c00perati

one other

3 coopera'

Grape, cor

35 perceni

2.3.3

The a

graphic ar

primary as

and the pr

be brieil y

(l

influencin

volume in

(2

diminution

(3

pmpl‘letam

balilained r

itself Conc

Vegetables.

Some 0

Study are t

or the fl‘ui



 

 

76

cooperative processor and controls 45-50 percent of the acreage. The

one other processor is a proprietary processor. In the state of Washington

3 cooperatives, including National Grape, Valley Cooperative, and U.S.

Grape, control 50 percent of the acreage with National Grape alone having

35 percent of the concord grape acreage.

2.3.3 Summary of Economic Setting

The above sketches of conditions of market structure in the geo—

graphic areas constituting the sample of this research indicate several

primary aspects of the organization of grower-first handler transactions

and the processing industry in fruits and vegetables. These aspects will

be briefly summarized here:

(l) Bargaining efforts by grower bargaining associations are

influencing the terms of trade for a significant percentage of raw product

volume in select fruits and vegetables;

(2) The proprietary processing sector is undergoing a widespread

diminution in numbers and a concomittant concentration;

(3) The c00perative processing sector which competes with the

proprietary processing sector yet which is beyond the formal purview of

bargained terms of trade has substantial relative importance, is often

itself concentrated, and is increasing its market share in fruits and

vegetables.

Some of the principle issues to be explored in the analysis of this

study are the relations, if any, gmgflg_these various structural aspects

of the fruits and vegetables for processing industries.
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CHAPTER THREE

A CONCEPTUALIZATION FOR ANALYZING PARTICIPANT

INTERRELATIONS IN FARMER BARGAINING

Introduction

The introduction of farmer bargaining over terms of trade for raw

product suggests a reordering of relationships among participants. To

understand this reordering, a system can be envisioned consisting of bar-

gaining associations, PPOPPletarv'processors, and cooperative processors

interacting with one another as they respond to perceived opportunities

in order to satisfy their various goals. Bargaining associations sell

member raw product to prOprietary processors. Proprietary processors

buy raw product input from associations at fixed terms of trade and

sell processed products. Cooperative processors take raw product

inputs from members at nonfixed terms of trade and sell processed

products in competition with proprietary processors.

A study of participant interrelations in this system might employ

a maximization model with its assumptions of perfectly informed and mono-

lithic decision making; bargaining associations, proprietary processors,

and cooperative processors would all be cast as maximizing entities

responding to a perfectly known market where the market is defined by

a specification of rights of transaction in a context of demand and

supply conditions. However, where the information available for decision

making is imperfect, where the entity contains multiple and conflicting

goals, where the entity is complex in its organization, and where market

conditions may be endogeneous rather than given, the use of a

77
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maximization model to study participant interrelations in farmer bar-

gaining is too unrealistic in its assumptions. It may thereby lead

to inaccurate hypotheses about the issues of interest to this study:

l) the impact of bargaining on the cooperative processor decision

making process; 2) the impact of cooperative processor behavior on

the bargaining transaction between the association and proprietary

processors; and 3) the impact of bargaining on structural change in the

processing industry.

The purpose of presenting an alternative conceptual framework for

analyzing participant interrelations is not to refute the maximizing

of a self-interested objective function as a behavioral argument but,

rather, to expand the argument to accomodate the presence of imperfect

information, conflicting goals, organizational complexity, and endo-

genous market conditions. Accordingly, this chapter will first outline

the major characteristics of the participants that, in light of apriori

study, need to be accomodated by the conceptual framework. It will then

develop that conceptual framework by focusing on decision making pro-

cesses of organizations with emphasis on management.

3.l Subsystems in Farmer Bargaining

3.l.l The Bargaining Association Subsystem

The bargaining association can be envisioned as a political system

with interest groups responding to goals and opportunities in a par-

tially variable environment as they attempt to satisfy their self-

interested objective functions. There are, typically, three major

components to this system and, in one particular case, a fourth com-

ponent consisting of an administrative authority. The three major com-

ponents are association management, the primary decision committee or
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board, and general membership of the bargaining association. Management

tends to be a single individual with personal goals such as maximizing

revenues to the association and organizational goals such as increasing

returns to membership and expanding markets for member product.1

The general membership may also reflect these organizational goals. How-

ever, membership and its primary decision committee, may be disaggregated

into groups which have variable goals. An example may be dual members,

i.e., those that have simultaneous membership in other farm organizations

such as cooperative processors or grower processors. Product specialization

may also delineate certain interests within the membership as may size

of farm operations;

Given diversity of goals, interest groups in the association may

be motivated to influence organizational choice. For example, managers

may promote courses of action to maximize revenues to the association.

Dual members in the association may argue interpretations of market

conditions to enhance their individual position in the cooperative or

to strengthen the cooperative's competitive position. As a result of

variable goals, the influences exerted may be toward competing ends.

The addition of an administrative authority as a fourth component

of the bargaining association subsystem introduces another set of goals

and motivations to respond to opportunities in the bargaining environment.

An administrative authority may be utilized by bargaining association

management to serve bargaining association organization goals or,

equivalently, the administrative authority may respond to opportunities

that it faces by trying to influence the decisions of participants in

 

1See Lang for fuller enumeration of professed goals of management,

l977.
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farmer bargaining. The inspection of characteristics of subsystem

components may be relevant to comprehend certain behaviors in specific

cases. In summary, a delineation of components comprising the bargaining

association subsystem suggests the possibility of conflicting goals and

the attendant behaviors to influence outcomes.

3.l.2 The Proprietary Processor Subsystem

The proprietary processor can also be envisioned as a complex

organization. This study will focus on some select characteristics

which may affect decision making in farmer bargaining.

Management of the processing organization is the organization's

primary decision maker. In light of select market and financial un—

certainties managerial responsibility to maximize expected profits may

yield to satisfying behavior.1 There are also numerous production

characteristics of the proprietary processing firm that may affect

decision making by management. This study will draw on the following:

the diversity of products produced by the firm; the number of geo-

graphic regions in which the firm procures and processes raw product,

i.e., single state or multiple state; and the extent of product

differentiation, i.e., private label sales or branded product sales.

Such characteristics will be addressed insofar as they influence the

responses of participants to the interrelations created by farmer

bargaining. For example, management of multiple product proprietary

processors may find relations among its products affected by the activity

of bargaining associations. Or, management with access to processing

 

1Simon, H., l954. This point will be developed below for the

class of management in general.
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facilities in alternative geographic areas may find that the costs

imposed on it by farmer bargaining may be alleviated by recourse to

 
those alternative resources. Similarly, management may find that the

degree of product differentiation affects both its relationship to

competitors in sales of processed products and its interrelations with

the bargaining association. Along these lines, the possibility for

differential costs of bargaining on a) proprietary processors processing

product in one state as contrasted with b) multiple state processors

is of interest. In summary, these organizational characteristics may

affect the abilities of proprietary processors and other participants

to reSpond to the exposures and opportunities afforded by farmer

bargaining. 
3.l.3 The Cooperative Processor Subsystem

In the vein of the above, the c00perative processor consists of

multiple groups contributing to decision-making as they simultaneously

attempt to satisfy their goals. By focusing on the behaviors exhibited

by these components, indications about control over the decision process

 
and, consequently, which component interests are being served can be

assembled.

As a subsystem, the cooperative processor consists of management,

a board of directors, and general membership. The goal of general membership is multifaceted but tends to be a combination of improving

returns on the crop and having a secure home for raw product. As far

as the incentives facing management are designed to serve the interests

of general membership, management will be constrained to guarantee
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members a home for their raw product and then to maximize the

expected return on the sale of processed products; that is, the degree

to which management behavior conforms to these interests will be a

function of availability and control of evaluative information (sanc-

tions) on the managerial process.

The board of directors typically has closer access to sources of

information relevant to the operation of the organization than does

general membership. As a result, board members potentially have more

influence over management decision-making. This suggests the need for

an inquiry into the composition of the board of directors. Commodity

dominance of multicommodity board or unequal distribution of authority

among the members of the board can lead to policy decisions in favor

of some interests over others. A specification of the interests that

dominate decision making by the board may provide indications as to

control of the cooperative.

Management may have its own goals that diverge from either the

interests of general membership or the board. Pursuit of such divergent

goals as suggested above, will be influenced by the control of eval-

uative information within the organization. For example, the manager who

works to return members only as much as they could earn elsewhere may

control information to persuade the board that market conditions dic-

tated his/her own performance. Equivalently, a board interest group

wanting to maximize the returns to one commodity at the expense of

others may use information to influence management's sales and cost

allocation decisions. Enumeration of select organizational decision

rules, such as those used for accounting, may provide additional insight

into the control of information and whose interests are being served.
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3.2 The Process of Choice: A Look at Management in a Subsystem

Select contributions to a body of theory termed theory of the firm

 

provide insight to the decision-making process of organizations. The

thread that will be pursued at this juncture is decision-making by the

party (ies) that have de facto or de jure control of the organization.

De jure control warrants attention given the potential for its emergence

as de facto decision—maker. This distinction is an allusion to the dis-

cussion in this literature of the separation of ownership and control of

the firm.1 The manager of the firm is the central figure; the process

by which goals are established, strategies of choice developed, and

performance assessed concentrates on the motivation of management and

the context in which decisions are made. The general behavioral con-

dition of management has been summarized as constrained profit max-

imization. However, an assumption of maximizing behavior may be misleading

given the introduction of decisions made over time under conditions of

imperfect information, organizational complexity, conflicting goal

functions, and endogenous market conditions. H. finmn,2 Oliver Williamson3

and other economists have probed the assumption of profit maximization

and have contributed alternative conceptualizations of firm and managerial

decision-making. Simon's important insight was that of management

"satisficing" as it devised goals and strategies to achieve those goals.

The idea of satisficing suggests management discretion in making

decisions, as well as management goal functions which may not align with

1Berle and G. Means, l932.

2Simon, H., 1959.

3Nilliamson, 0., 1975.
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those of maximum profit seekers.

Building on the concept of "satisficing" decision-making and

greatly expanding the understanding of the process is the work of Cyert

and March.1 Cyert and March explored the notion of satisficing, and

the discretion in decision-making that it suggests by, among other things,

developing the idea of standard operating procedures. Standard oper-

ating procedures, commonly referred to as SOPs, are set responses

adopted by management to address certain conditions. The use of SOPs

is a means of addressing the imperatives of choice under conditions

of imperfect information and bounded rationality. Management is, in

this view, less than the all-knowing, profit maximizer.

The satisficing arguments of Simon and Cyert and March contribute

to a notion of organizational looseness: the presence of slack or

opportunity for inserting subgoals into the organization's goal

function. Such slack is the result of two major elements. One is

decision making in an imperfectly known environment. The second is the

existence of conflicting interests within the organization and, hence,

the need to delegate authority in order to reduce decision costs.

However, the delegation of authority under imperfectly known conditions

invites pockets of discretion in decision making and permits management

to have flexibility in making allocative decisions. The results of

this capacity are two:

 

1Cyert and March, 1963.
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l) Management can use slack1 to influence internal organizational

conditions affecting decision-making; and

2) Management can use slack to affect the organization's relation

to conditions external to the organization.2

3.2.l The Origins of Non-Profit Maximizing Behavior

Leibenstein's article of l966 takes the satisficing thread pro-

posed by Simon and builds upon the possibility of less than profit

maximizing behavior in firms.3 He offers an explanation of the con-

ditions under which managementeof a firm may elect to pursue goals and

strategies that result in less than optimal behavior from the point

of view of maximizing a certain goal function such as profits or

revenues.

Leibenstein suggests that the presence of suboptimal allocative

choice is due to environmental conditions which fail to motivate

efficient behavior on the part of management.4 Tight ”motivational

efficiency,” as Leibenstein terms it, means closer attention of management

 

hThe notion of slack bears some similarity to the idea as

developed by Hirschman, l962.

At any point of time, an economy's resources are not to be con-

sidered as rigidly fixed in amount, and more resources or factors

of production will come into play if development is marked by

sectoral imbalances that galvanize private entrepreneurs or

public authorities into action... The crucial, but plausible

assumption here is that there is some 'slack' in the economy;

and that additional investment, hours of work, productivity

and decision-making can be squeezed out of it by pressure

mechanisms.

2It should be noted that some slack can be elemental to the sur-

vival of an organization by allowing it to withstand the costs of some

uncertain events; slack can provide insurance thereby reducing ad-

justment costs in light of unforeseen events.

3Leibenstein, H., l966.

41am. 
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to certain, say organizational, goal functions. Looser motivational

efficiency suggests discretion on the part of management in making its

allocative decisions. The question then becomes how to alter management

allocative discretion. Remedies based upon the Leibenstein conceptual-

ization would derive from adjustment of the environmental conditions

which shape management's discretionary arena.

If a suboptimal disequilibrium exists at any time, then it

would seem reasonable that under proper motivations managers

and workers could bestir themselves to produce closer to op-

timality, and that under other conditions they may be moti-

vated to move farther away from optimality.

The actual definition of those optimal conditions is the more primary

issue that, although unaddressed by Leibenstein, can also be altered

by adjustment of environmental conditions.

3.2.2 Management's Concern for Constraints

In l976, Leibenstein tenders a further contribution to a theory of

organizational decision making.2 In pressing for precision in focus,

he points out that whereas conventional micro theory envisions house-

holds and firms as decision units, that in fact these units can and

should be disaggregated to reveal the actual basic units of a decision

process. Leibenstein summarizes by calling for an atomistic rather than

molecular economics and gives his attention to the situational calculus

of management in a firm context. With this focus, Leibenstein identifies

and argues the possible existence of management choice that does not

maximize the utility of the organizational unit. The possibility for

atomic particle behavior that fails to maximize the utility of the

 

1Leibenstein, H., l968, p. 398.

2Leibenstein, H., T976.
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molecular unit is shaped by four elements which can be readily divided

into three which are internal and one which is external to the or-

ganization. The internal elements are: l) individual motivational

efficiency, 2) nonmarket input efficiency, and 3) intraplant motivational

efficiency. An emphasis on internal factors suggests the role played

by the use of information, insofar as it has authority, within the

organization. The external element that Leibenstein focuses on is

termed external motivational efficiency. For purposes of this essay

the term competition or more generally, regulation, captures the content

of the external element. Thus, there is separation of motivational

factors into those that are internal and those that are external. In

application to the subject matter of this study, the separation will

not always remain so clear nor will it be desirable to maintain such

separation. Internal information flows, for example, can be affected

by changes in external market conditions. Similarly, nonmarket input

valuation can influence competition in the external environment pro-

ducing, for example, change in market structure.

Marc Roberts advances a similar argument in addressing the evolution

of organizational choice processes in comparing the behavior of public

and private companies.1 Roberts divides the factors that influence

individual choice and collective action in companies into the

categories of: l) external environmental variables, 2) organizational

structural variables, 3) control system variables, and 4) individual

1Roberts, May l975. 
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objectives and beliefs.1 Over time, he argues, the latter three

categories of variables change in response to the changes in the external

environment. This study's conceptualization envisions not only the

impact of external factors on internal management behavior but, con-

currently, the possible impact of internal behavior on external factors.

External conditions can become endogeneous to the organization.

How do internal and external elements affect managerial choice?

To answer this, Leibenstein presents his theory of Selective Rationality

which might also be termed a theory of constraint concern. Briefly,

Leibenstein observes the behavior of the decision unit and argues that

the calculatedness or tightness of the decision techniques in achieving

ends given certain means is a function of the pressure contained in

both the internal and external environment. In general, representative

individuals "would like to move toward lower levels of anticipated

pressure and toward more casual (less calculated) decision making."2

Notwithstanding the proclivity of the individual to seek discretionary

decision-making, this can be altered (constraint concern can be enhanced)

by pressure signals from within or without the decision unit. Moreover,

the very goals that management is pressured to respond to can be

similarly altered; environmental variables do more than set the pressure

 

1The identification of individual objectives and beliefs, call them

ideology, can be especially relevant to organizations based on ideological

tenets. All organizationshave ideological foundations and such foun-

dations may be crucial to the functioning of organizations and, in

democratically constructed organizations such as farmer cooperatives, may

plan an important role in determining control of the organization. An

inquiry into the ideological basis of organization may yield insights as

to organizational process and outcomes. Roberts (Ibid) has argued

the value of such inquiry.

ZLeibenstein, H., l976, p. 74.
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levels that Leibenstein restricts his attention to. They also decide

toward what ends the pressure will be applied.

3.2.3 Voice and Information

Hirschman has also developed some arguments about the inner workings

of organizations.1 His emphasis is on certain responses of consumers

to firms, members to organizations, and citizens to states in light

of deterioration of the product, service, or benefits of the organization.

The suggestion of deterioration implies less than perfect information

and less than perfect decision-making in the organization. Hirschman

recognizes the possibility for lapses in management performance or,

more specifically, lapses in maximizing behavior which result in a

deterioration of quality. The questions then are two: l) What are

the responses to deterioration in, say, services from membership in

fan organization or product quality; and 2) What is the comparative

efficiency of the responses as mechanisms of recuperation or, it

might be added, improved performance? The market option, to buy or

not, offered by the presence of competing firms is what Hirschman refers

to as the exit mechanism. Appeal to complaints or filing of grievances
 

is the political option termed the voice mechanism.
 

To resort to voice, rather than exit, is for the customer or

member to make an attempt at changing the practices, policies, and

outputs of the firm from which one buys or of the organization to

which one belongs. Voice is here defined as any attempt to all

to change, rather than escape from, an objectionable. state of

affairs, whether through individual or collective petition to the

management directly in charge, through appeal to a higher authority

with the intention of forcing a change in management, or through

various types of actions and protests... 3  
IHirschman, A.0., l970.

2Ibid., p. 30.
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0f relevance to the efficiency of either mechanism as a motivator of

recuperation is the informational content or the force of the sanction

communicated by the response and the concern of the decision-maker with

this content. Thus, for example, where demand is highly inelastic with

respect to quality demanded, the revenue losses from the practice of

exit will be small and management will receive weak signals.1 In

such cases, the voice mechanism, insofar as it can impose stronger

sanctions, may bea more effective initiator of recuperation than

the market mechanism.

The Leibenstein conceptualization can embrace the Hirschman con-

cept of voice by viewing it as a pressure creating condition. Thus

voice becomes a factor of the internal environment of the decision-

making process. Similarly, exit can be viewed as an external factor

constraining the decision making process.

Voice within the organization can alter management behavior. It

can do so by checking management discretion and challenging operating

procedures. A heightening of voice within the organization can

affect internal motivational efficiencies by presenting sanctions that

make management more concerned for certain constraints or organizational

interests over others. In this Leibenstein and Hirschman integration,

voice becomes a key to the workings and performance of the organization's

decision-making process.

However, voice on the part of membership in an organization may

be misguided. This is to suggest that voice may be powerful and yet

naive. Ignorant voice can do damage to organizational goals by modifying

management discretion in ways that do not enhance the quality of

lIbid. , p. 129
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organizational choice. Ignorant voice may, for example, lead management

to pursue short run ends that defeat longer run goals of the organization

or even of the source of voice.

Furthermore, information may be impacted; management or certain

sub-groups in the organization may control the distribution of information

to their own ends. Control of information is a property right that

will affect internal motivational efficiencies. For example, management

may control information in an organization to shift the risk of poor

marketing choices onto ownership. Similarly, where ownership has an

input identity, some input interest groups may impose costs on other

input interest groups. Using a Leibenstein-Hirschman synthesis, one

can begin to explore means to endow nonmanagement groups with informational

parity with management or with other interest groups in the organization.

Paralleling the intra-organizational distribution of information is

the distribution of information in the external environment: e.g.,

the market. An impacted distribution of information in the market may

offer competitive advantages to some market participants over others.

Responses to impacted information may take several forms. Some, as

noted earlier, may be internally directed such as in the control of

information on managerial performance. Others may be extra-organ—

izationally directed such as in the development of new organizational

forms1 or the exercise of a legal process.

3.2.4 Organizational Complexity

Given the argument of extra-organizational repsonses, it can

be asked how organizational combinations affect the internal and external

IGalbraith, J.K., T967, and o. Williamson, Supra.
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environments facing bgth managements, e.g., what happens to managerial

constraint concern as one organization is combined with another?

Leibenstein offers a conceptualization of agent-agent exchange. This

appellation is a response to the general micro-theory approach which

emphasizes exchange between principals with mutual gain. The Leibenstein

view of management as an agent preferring discretion in responding to

principal interests, suggests that principals may not necessarily

gain from the interaction of organizations. The assumption of prin-

cipal-principal exchange is replaced by a model of agent-agent exchange.1

Leibenstein's model of agent-agent exchange can be further

developed to probe the effects of the interaction of managerial pref-

erence for discretion. Where one agent can influence the pressure

faced by the other agent, i.e., impose sanctions, then the decisions

of one agent may be directed by another. The results of such influence

are at least two: l) any sources of discretion utilized by one agent

can be transferred to the other; and 2) where the environmental pressures

facing one agent are controlled by another, the farmer‘s accountability

to its principal is confounded. These results may be the very goals

of certain organizational combinations.

3.2.5 Summary

In summary, management‘s preference for relief from constraint

concern, the constraint concern enhancing effects of internal voice,

and decision-making under conditions of imperfect information can

combine to form a web of goals and behaviors in the organization. It is

 

1Leibenstein, H., Supra, p. l6l.
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expected that management will behave in ways to increase its discretion

in meeting organizational goals. Management behavior can be modified

by the existence of voice in the organization. Where interests are

not identical, voice may be used to attempt to modify such behavior,

i.e., threaten sanctions, for preferential ends. The collection of

management responses to its organizational environment will reflect

the interaction of competing interests. Areas of inquiry to focus

 on in order to understand this interaction are operational procedures

and responses by the organization and/or its components to external

conditions.

3.3 Areas of Inquiry

This section will reconstruct the tripartite system in farmer

bargaining environments and will draw on the conceptualization developed

in this chapter to probe participant interrelations. It will first look

at interrelations between each pair of participants: Bargaining

Association - Proprietary Processor; Bargaining Association - Cooperative

Processor; C00perative Processor - Proprietary Processor. It will then

devote some discussion to organizational responses involving proprietary-

cooperative linkages. The effort in all these discussions is to identify

the principal interrelations and participant responses to be explored

and analyzed in empirical work.

3.3.l Bargaining Association-Proprietary Processor

Interrelations and Accommodations to these Interrelations

The principal interrelation between the bargaining association and

the proprietary processor is to set prices for raw product transfer.

The total bargaining process, however, embraces terms of trade generally
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and deals with a spectrum of nonprice and price issues of raw product

transfer between growers and processor handlers.

As outlined earlier, the bargaining association consists of

interest groups, of which the executive committee and management are

the most important. The interests of these influence their behavior

in bargaining. Typically the unifying goal is to establish terms of

trade that maximize returns to members in light of an elastic demand

for raw product. A primary uncertainty that association management

faces is in correctly assessing market conditions, including

those in competing markets, and in assessing proprietary claims. A

fear is that terms of trade that are too severe will put proprietary

buyers at a competitive disadvantage. Given these uncertainties, one

should expect to find associations concerned with having sufficient

information with which to participate in the terms of trade decision

process with proprietary processors.

Having noted the existence of interest groups in the association

subsystem with each manifesting an objective function based on self-

interest, a diversity in goals entering the terms of trade decision

process is expected. Association management is concerned not only

with serving membership interests but also in preserving its job security.

Interest groups represented on the association executive committee

may pursue their own goals as they participate in the terms of trade

process. Such competition among interest groups may coalesce around

production and organizational characteristics of the membership. For

example, mono-crop producers may have goals that differ from those of

diversified producers. Similarly producers who are all or in part vertically
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integrated into processing may have different goals than nonvertically

integrated producers. Such differences may manifest themselves in the

decision process that determines raw product terms of trade with pr0prietary

processors.

The proprietary processor organizatnmmsatiSfiCESto certain goals

such as achieving a target in rate of return and/or attaining a level

of control over input and output markets. Uncertainty as to the realization

of goals may motivate the proprietary processor management to attempt

to influence if not control its environment. Insofar as the relation-

ship with the bargaining association is a partial determinant of

the success of the proprietary processor in attaining its goals, the

proprietary processor may be motivated to use means, such as informational

threats, to persuade the bargaining association of market conditions.

Given the variability in the structure of proprietary processors, cer-

tain characteristics, such as whether the processor is a singlecn~

multiple state processor, may affect how information is used and how

persuasive it is. Other differences in proprietary behavior may reveal

themselves as a function of the alternatives that proprietary processors

can use to influence their interrelations with the bargaining association.

3.3.2 Bargaining Association-Cooperative Processor Interrelations

and Accommodations to these Interrelations

The market interrelation between bargaining associations and

cooperative processors that is of most interest is the setting of

price terms of trade. Though the cooperative processor is not formally

involved in pricing of raw product by the bargaining process, the impact

of such pricing may affect the environmental, say market, conditions

that cooperative processors face. The result,then, is an interdependence.
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The cooperative processor, as developed above, consists of self-

interested groups such as management and commodity interests each

having certain goals which may or may not align with the overall or-

ganizational goal of home for raw product and maximized returns to

membership. For example, management may want to maximize the gg§_

returns on sales of processed product. Commodity interest groups may

be willing to affect internal transfers in order to maximize their

individual returns. This suggests focusing on the following: management's

and commodity interest groups' responses to bargaining association

efforts to establish raw product price.

Management is responsible for achieving the organizational goals of

providing a home for raw product and then selling the processed products

so as to maximize returns to membership. To carry out these functions

management, presumably under a degree of guidance from the board of

directors, makes implicit pricing and allocation of cost decisions. When

the information for such decision-making is controlled by management,

management may be afforded a substantial degree of discretion in re-

sponding to organizational goals. Discretion can be used by management

to satisfy personal goals, such as in reducing constraints involved  
in maximizing net returns to the organization. Such discretion may also

be used to respond to select interest groups within the cooperative at the

expense of others.

The external establishment of a raw product value by bargaining

associations can alter the discretion that cooperative management has in

making its implicit pricing and allocative decisions by introducing an

external constraint on management choice. Bargained price discovery

produces information which serves to enhance the informational content

of cooperative members' voice and thus membership's ability to evaluate  
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management performance. That is, membership can use bargained prices

as an indicator of how much of their net return is raw product value

and how much is value added defrayed by the allocation of processing

costs.

Production of this external good can also cause a redistribution

of uncertainty within the cooperative organization. Management may have

to meet the bargained price if not perform somewhat better for the affected

raw products delivered to the cooperative. Such establishment of a

performance indicator alters but does not necessarily eliminate management

discretion. For example, not all raw products delivered to the cooperative

may have attendent bargained prices. Furthermore, cost allocation

rules may still provide management sources of discretion in decision-

 making to satisfy management goals and/or goals of other interest   
groups.

Since bargaining determines input prices and may thereby affect

management's discretion in decision-making, it can be hypothesized

that management will be motivated to respond to an altering of discretion,

in two ways. First,management may respond to the constraint intro-

duced by bargaining association activity through external efforts.

For example, cooperative management may try to persuade the bargaining

association of appropriate raw product price levels. Where cooperative

 
processors are an important segment of the processing industry, the

bargaining association management's own dependence on cooperative 
sector response may produce opportunities for persuasion by cooperative

processor interests. Secondly, cooperative management may respond

l internally to the potential sanctions that bargaining imposes on its

goal function by making accommodations and/or utilizing alternative

sources of discretion.
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Likewise, interest groups, say by commodity, within the cooperative

organization, may have an interdependence with bargaining activity.

Such interdependence would exist if bargained price levels affected

the returns to those groups. If so, one would hypothesize interest

group strategies to influence bargained price levels. One such strategy

is to work through cooperative processor management to try to influence

the bargaining association's pricing decisions. It can also be hypo—

thesized that interests within the cooperative will try to influence

pricing decisions by bargaining associations through means of a direct

channel such as representation within the bargaining association. Such

dual membership could provide commodity interests in the cooperative

processor with voice in both organizations. The motivation for such

dual representation, to restate the above, may be to increase the return

that can be expected from delivering raw product to the cooperative

processor.

Management of the bargaining association faces uncertainty in

the pricing process which can be exacerbated by the response of the

cooperative processor sector. Where cooperative processors respond

negatively, the bargaining association's efforts to establish prices

with proprietary processors is hindered. To mitigate the threat of

negative cooperative processor response, one would expect association

management to try to enlist the support of the cooperative processor

sector. The success which bargaining association management has in

gaining the support of the cooperative processor sector may be confounded,

of course, by the goals and strategies of interest groups in both the

executive board committees of the bargaining association and the executive

board committees of the cooperative processors.
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There is also a financial interrelation between the association

and cooperative processors. Since raw product deliveries to the c00pera—

tive processor are not directly covered by bargaining association

activities, such product is typically not assessed a marketing fee to

defray the operating costs of the bargaining association. Thus, it

might be hypothesized that there will be some movement to cooperative

processor organizations as a haven from bargaining fees.

3.3.3 Cooperative Processor«Proprietary Processor

Interrelations and Accommodationsto these Interrelations

The primary interrelation between cooperative processors and

' proprietary processors is one of competition for raw product input and

  markets for processor product. Both organizations are involved in

producing and selling a processed product, in either or both private

label and brand market channels. Proprietary responses to this competition

may be influenced by product and geographic diversity and extent of vertical

integration of the processing organization. Furthermore, proprietary

responses to this competition may involve changes in organizational

structure. The presentation here will focus on competition in sales

of processed product between cooperative and proprietary- processors,

The primary aspect of market interrelations in this competition is

that bargaining takes place with the proprietary sector,not with the

cooperative sector. Thus, the proprietary processor is constrained

by bargaining to pay a raw product input price and its competitor,

 
the cooperative processor, is not. The degree to which this difference

offers a competitive advantage to cooperatives is partly a function of  
the difference between what quantity of raw product deliveries

cooperative management would accept if it were not constrained to accept

 



dellv:

the Cl

apply

argume

compei

constr

manage

produc

effici

produc

l

COOper

The si

in sup

This s

that i

demons

the pr

level

Produc

Profit

from 3

to S

proces

disapp

DTOCES

bargaj



 

?——‘fi“"‘W— 7

100

delivery of all members' raw product and what quantity, in fact,

the cooperative accepts. Where cooperative processor management can

apply input supply restrictions on membership, a competitive advantage

argument in reference to the proprietary sector is more compelling.

Thus, in pricing processed product, the proprietary processor faces

competition from the cooperative processor which has not been similarly

constrained to pay bargained prices. The ability of cooperative processor

management to undersell its proprietary competitors in processed

product markets will be a function of any differences in operating

efficiencies, such as capital costs, and its ability to value raw

product inputs at a level lower than the bargained price.

The competitive status of proprietary processors with respect to

cooperative processors can be graphically demonstrated (see Figure 3.1).

The situation to be described will be one in which an unexpected increase

in supply of raw product and hence processed product occurs in the industry. 
This situation can be generalized to represent a bargained price level

that is too high to return positive profits to processors. In this

demonstration, processing efficiencies are assumed to be equal between

the proprietary and cooperative organization. Let the bargained price

  level be Rl based on an expected supply of Sr and the expected processed

1

product price level be Pr . Under these conditions, both show positive

1

profits. However, with an unexpected increase in raw product supply

from Sr1 to Sr2 the processed product supply curve moves from Spl

to Sp2 and processed product price Pr1 drops to Prz. With this drop in

processed product price, the proprietary processor‘s margin has

disappeared and the processor sustains a loss. The proprietary

processor's average total cost curve is invariate and reflects a fixed

bargained raw product input cost. The loss sustained by the prOprietary
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processor may be sufficient to put the processor out of business.

The impact of the supply increase on the cooperative processor

is different. Under loss conditions, as Pr1 drops to PrZ, the

cooperative can lower its average total cost curve by adjusting the

value of raw product inputs downward. Similarly, the cooperative

can pass losses onto membership by drawing on member capital. In

the short run, such adjustments may keep the cooperative in business

by drawing on grower resources. In the longer run, the use of

grower resources to support loss operations will encourage grower

exit from the cooperative and perhaps from raw product production.1

Such exit will depend on grower access to information with which

to evaluate the performance of the cooperative and ability to find

alternative market outlets.

The force of these advantages may produce changes in the market

structure of the processing sector. The descriptive information

presented in Chapter Two notes a general decrease in the number of

processing organizations. Such change may have occurred because

the opportunity cost of remaining in processing is too high given

opportunities in other markets.

The consequences of exit decisions by proprietary processors

will be analyzed in this research. If resources are freed by

proprietary organizations, different distributions result. Similarly,

the coordination of supply and demand decisions may be affected by

a diminishing proprietary processing sector; insofar as cash

 

1Under conditions in which processed prices are higher than

expected, cooperative growers will share in the larger margins as

their input deliveries are valued more highly. With invariate input

costs, proprietary processors enjoy higher profits.
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transactions between growers and handlers diminish, the effectiveness

of bargaining as a mechanism for determining terms of trade that

reflect market conditions may be altered.

A. Proprietary Processor Transformations and Linkages

The hypothesis that proprietary processor exit can be explained

by the competitive impact of farmer bargaining and/or cooperative

processor competition is one argument to be studied against alternative

explanations. 0f similar interest to this study is the increase in

the number of cooperative processors and the increase in the cooperative

processor market share of the processed market in fruits and vege—

tables. A hypothesis to explain these trends is that farmer bargaining

is forcing the exit of proprietary processors and obliging the formation

of cooperative processing organizations to replace them. This basic

hypothesis may be advanced as a critical argument against farmer

bargaining as a market institution and thus merits close analysis to

ascertain its validity. To achieve such an analysis several variant

hypotheses for proprietary processor organizational responses in

bargaining environments might be advanced. They will concentrate

on two types of organizational responses, transformations and linkages

as organizational accomodations to the opportunities and exposures

facing proprietary processors.

Transformation of Ownership of Processing Facilities. Propri-

etary processor management behaves, it has been assumed, to satisfy

its profitability requirements. Where proprietary processor oper-

ations are performing poorly, management may make decisions to

exit from processing and pursue investment opportunities elsewhere.
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The national downward trend in numbers of processing establishments

supports such an explanation. The existence of farmer bargaining over

terms of trade may serve to hasten the exit decision. The simul-

taneous increase in the cooperative processor sector may be due

to grower need to maintain an outlet for their raw product. However,

transition of ownership does not guarantee the viability of cooperative

processors. Vertical integration into processing by growers may

just represent a shift of processing costs onto the grower sector

with little renumeration on capital investment.

Transition of ownership may also be motivated by proprietary

processor recognition of the fixed assets of growers that deliver

to it and thus the severity of adjustment costs facing growers. Such

recognition may encourage management of the proprietary organization

to respond to poor performance by forcing its grower suppliers to

buy out management's (or stockholder) investment. An alternative

buyout strategy, it can be hypothesized, is to involve growers in

a dependent relationship by encouraging them to invest in fixed assets,

such as orchards and specialized machinery, and then decrease

returns to growers until growers' marginal value product is below

acquisition price but above salvage price. Such extraction of rent

from grower investments may, depending on alternative

outlets, end in an easily accomplished transfer of ownership.1

In such organizational responses by proprietary processors,

grower capital is replacing proprietary capital to finance the costs

of processing. Insofar as proprietary interests reallocate their freed

1This point has been argued elsewhere by James D. Shaffer,

Ag. Economist, Michigan State University.



investments t

processed fru

be attained b.

now under grox

and yet mainte

offer such men

merchandizers.

of ownership i

Linkages

such as joint

cooperative in

by proprietary

function of th

from bargainin

and risks betw

Based on

Preference for

Will be l'mPelli

external
envirr

between
organiz

available to me

0l‘Elanization ma

cretion in daci

Ctetion
contain

organizationxs.

organiZation
IS

Processor manag



 

 

 

investments to higher return activities such as merchandizing

processed fruits and vegetables, their processed product needs may

be attained by contract specifications with the processing organization

now under grower ownership. The ability to free low return investments

and yet maintain product quality through contract specifications may

offer such merchandizers competitive cost advantages over other

merchandizers. Advantages provide incentives for more transformation

of ownership in the processing industry.

Linkages Between Proprietary and Cooperative Interests. Linkages, 

such as joint ventures or participation plans, between proprietary and

cooperative interests are other varieties of organizational responses

by proprietary processors. Their relevance to this study is a

function of the following: l) their relation to, i.e., motivation

from bargaining; and 2) their consequences for the distribution of costs

and risks between the grower and proprietary sectors.

Based on a model of self—interested management motivated by a

preference for discretion in meeting organizational goals, management

will be impelled to seek out and control sources of discretion in the

external environment. Such control may manifest itself in linkages

between organizations which make the resources of one organization

available to management of the other. For example, proprietary

organization management may be able to advance its desire for dis-

cretion in decision—making by taking advantage of sources of dis—

cretion contained in a cooperative organization. The use of another

organization‘s potential discretion can result if control of that

organization‘s management can be realized. By influencing cooperative

processor management‘s incentives in a linkage agreement,management of
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a proprietary organization may be able to: l) use cooperative grower

member capital at low cost; 2) influence internal transfers within

the cooperative; and 3) benefit from certain legal opportunities

accorded grower organizations.1 The cumulative resources that .

linkage with a cooperative organization can provide to proprietary

interests are lower cost capital and, perhaps, extraction of rent

on that capital, a guaranteed (controlled) supply of raw product

inputs, and the shifting of risk to the grower membership by controlling

the inherent discretion within the cooperative organization. These

competitive advantages over non-linked proprietary processor organizations

may be of sufficient weight themselves to encourage such linkages;

that is, entry barriers may be achieved. The fact that proprietary-

cooperative linkage can also exclude the organization from direct

exposure to farmer bargaining activity may be no more than an additional

dividend.

Institutional lenders such as the Bank for Cooperatives system

can also influence interrelations between proprietary and cooperative

interests. Study of the role of institutionallenders in bargaining

would lend itself to a participant subsystem conceptual-

ization of the type advanced above. However, for the purpose of this

research, their role will be selectively treated and, essentially,

subsumed under the rubric of grower resources.

3.4 Summary

In summary, this chapter has developed a conceptual framework

envisioning participant interrelations and accommodationsto interrelations

~—__.__

1Those accorded Capper-Volstead Cooperatives.
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in farmer bargaining environments. Emphasis has been given to hypo-

thesizing participant responses to various opportunities and exposures

afforded by market and financial conditions in bargaining.

In addressing bargaining association and proprietary processor

responses to interrelations,it was hypothesized that these participant

groups, and perhaps subgroups within, would respond by attempting to

influence the terms of trade decision process to their advantage.

One specific behavior hypothesized was the use of information to in—

fluence the terms of trade determined by bargaining.

In order to address interrelations and accommodations to interrelations

between bargaining associations and cooperative processors and between

cooperative processors and proprietary processors, much use was

made of a conceptualization of managerial behavior. Management was

argued to have a preference for relief from constraint concern and

to seek such relief. It was also argued that management constraint

c0ncern could be influenced by variables that are internal or external

to the organization. Management of cooperative processing organizations

was hypothesized to be both sensitive and responsive to the bargaining

terms of trade determination process. Other interest groups in the

cooperative organization were also hypothesized to be responsive to

this process. The responses of all these groups were hypothesized to

be directed towards seek advantage among the opportunities and exposures

afforded by bargaining. Similarly, interest groups in the bargaining

association were hypothesized to respond to the cooperative processing

sector in ways that would promote their interests.

The treatment of interrelations and accommodations to interrelations

between cooperative processors and proprietary processors focused first

on possible competitive advantages between the sectors. It was
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hypothesized that competitive advantages, i.e., lower costs for

cooperative processors, produced by bargaining and the recognition

by proprietary interests of the rights and resources upon which such

advantages are based could explain various changes in market structure

in bargaining environments. Emphasis was given to hypothesizing a

relationship between proprietary-cooperative organizational linkages

and resource availability in the grower sector.

Having developed the primary interrelations among the three

principal participant subsystems and having hypothesized responses

in light of opportunities and exposures in farmer bargaining, some

variability as a function of institutional differences can be expected. .“

Differences such as history of interrelations, the structure of markets,  
variable bargaining frameworks, and accounting rules may introduce ix

variability in the empirical observations that will constitute the

basis of research findings to be presented and discussed in

Chapters Four and Five. In these succeeding chapters, selective

treatment will be given to such institutional differences. Chapter

FouTwill report on the first two sets of interrelations treated

in this chapter. The third set of interrelations will be reported

on in Chapter FIVE- These three sets of interrelations will each

i be treated as areas of inquiry and will be guided by the major hypo-

l
l

thesized behaviors generated in this chapter.
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CHAPTER FOUR

FINDINGS AND DISCUSSION

Introduction

This chapter will present and discuss findings from the research

which correspond to two of the three areas of inquiry addressed by this

study: I) accommodations to interrelations between bargaining associa-

tions and proprietary processors; and 2) accommodations to interrelations

between bargaining associations and cooperative processors. The presen—

tation of findings within each area of inquiry will relate to the hypo-

thesized behaviors developed in Chapter Three. Furthermore, findings

will be reported first by pooled observations and, when relevant, by

stratified observations in order to identify variability in responses.

Following each presentation of findings by area of inquiry, the study

will discuss the findings by select performance dimensions. Attention

will be given to the following: 1) the flow of information as related

to the coordination and planning of decisions; 2) distributional issues

such as risk, equity, and accountability; and 3) impacts on industry

structure.

The third area of inquiry comprising the study, structural responses

of participants, will be addressed separately and in like fashion in

Chapter Five.

4.1 Accommodations to Interrelations Between

gargaining Associations and Proprietary Processors

As developed in the applied conceptualization in Chapter Three,

the primary interrelation between the bargaining association sector and

109
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the proprietary processor sector is the terms of trade determination

process in which each faces incompatible interests with respect to raw

product price. This incompatibility is complicated by uncertainty as to

supply and demand conditions for finished products thereby providing a

motive, it was proposed, for each sector to persuade the other of the

validity of the asking or offer price. Accordingly, the result of such

incompatibility and uncertainty would be to produce a flow of information

between the sectors. The presence and characteristics of this flow are

the subject of this first section. The section will first address

findings pertaining to uses of information by the bargaining association

sector by reporting on: 1) investment in market intelligence;

2) differentiation in treatment of proprietary processors by the bargaining

association; and 3) association interest group uses of information.

Next, the section will address findings pertaining to uses of information

by the proprietary processor sector by reporting on: I) proprietary

transmittal of information to the bargaining association; 2) proprietary

alternatives in procurement; and 3) proprietary recognitiOn of uniform

terms of trade as a benefit from bargaining. Following these statements

of findings will be an integrative discussion. This discussion will

address the flow of information, uniformity of terms of trade, and

substitutability in procurement.

4.1.1 Responses of the Bargaining Association Sector

A. Investment in Market Intelligence and Scope

Bargaining association management was questioned at length on the

gathering and uses of information by the association in the terms of

trade determination process. All association management reported that

they invested in market intelligence in order to perform their bargaining
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function. In discussing the market level or levels to which attention

was given 8 of the 15 association managers interviewed voluntarily

mentioned that attention was given to processed product market conditions

such as carry-over stocks, consumer preferences, and rate of return on

investment in processing, as well as to raw product market conditions

such as expected production and grade. This finding is largely paralleled

by the 7 of 15 association managers who, in discussing their market

analysis, mentioned the survival of proprietary processors as a relevant

variable to be concerned with. Though more association managers might

have mentioned such concerns if specifically asked to by the researcher,

a certain scope of market analysis that is deemed relevant to association

managers is suggested by these findings.

If this data is stratified by geographic region there is some

variability. In the Northwest data set, only one out of five association

managers interviewed mentioned attention to processed market conditions.

This respondent was one of two perennial associations interviewed in the

Northwest data set and works closely with its commodity analogue in

California. In the California sample, all five associatiOn managers

mentioned market analysis of processed markets and, specifically, concern

with proprietary processor survival, as a relevant variable. The Michigan

sample of three was split with two association managers mentioning

market analysis of processed markets but not mentioning concern with

proprietary processor survival. The remaining association manager reported

the reverse; that is, he mentioned concern with proprietary processor

survival but stated that he did not give attention to analysis of processed

markets. This particular respondent faces significant geographic competi-

tion from nearby states of New York, Pennsylvania, and Virginia.
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As further indication of the quality of information brought to the

bargaining arena by bargaining associations, managers of proprietagy

processors were asked to characterize the quality of this information.
 

The characterizations were evaluated according to a gradient scale of

gggg_to adequate to p993, By stratifying the sample by geographic loca-

tion, variability in proprietary processor characterization was revealed.

Of the California sample of five proprietary processors interviewed,

three characterized the association information as 99 g with two charac—

-terizing it as adeguate. The Michigan sample of 13 proprietary processor

characterizations produced a different distribution: 2 proprietary

processors characterized the association information as 999g, 6 charac-

terized it as adeguate, and the remaining 5 characterized association

information brought to the bargaining arena as p99:, All proprietary

processors Who characterized association interpretation of market informa-

tion indicated that the associations interpreted the information differently

than they did.

B. Differential Treatment of Proprietary Processors

Some specific uses of information by associations that went beyond

market analysis were also mentioned by select respondents. Two of five

bargaining association managers in California and all three bargaining

association managers in Michigan mentioned differentiation in their treat-

ment of proprietary processors. The Michigan associations characterized

their differential treatment of proprietary processors as 'favors' such

as tolerating less than immediate payment of bargained prices at delivery.

In California the differential treatment revealed by one associa-

tion manager was the threat of higher prices to be settled as the
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calendar progressed for late signers of bargaining agreements. Early

signatories were promised most—favored—nation status. Three of the five

California associations either used or were working on negotiating a

price-quantity sliding scale with proprietary processors. One annual

association in California was trying to negotiate an indexed, multiple

year, sliding scale as a basis for setting terms of trade.

C. Interest Group Competition in the Association Sector

Evidence was found of inter-bargaining association competition

along commodity lines. California bargaining association managers of

fruit crops, especially those used for fruit cocktail, were very sensitive

to raw product substitutability. The general perception was that an inter-

dependence existed as a function of proprietary processor budget con-

straints. As stated by an association manager, the manager of the

California Canning Peach Association ”can sell the hell out of me if I

get too high."1

In the Michigan sample the two fruit associations also acknowledged

a substitute relationship and revealed a perception of proprietary pro-

cessors purchasing under a fruit-input budget constraint. However,

although some 90-100 grower members of the Tart Cherry Association also

belonged to the apple association, no,internal competition of interests

by commodity were evident to either association manager. Furthermore,

though all Michigan associations are housed under the same commercial

marketing apparatus, the Michigan Agricultural Cooperative and Marketing

Association (commonly called MACMA), no joint strategizing to deal with

proprietary processors buying multiple raw product inputs was evidenced.

M

lAssociation Manager, California.
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The apple association management, in particular, denied any such joing

strategizing against proprietary processor buyers.1

There is, however, inter—association competition for representation

on the overall administrative board of MACMA. The purpose of such repre-

sentation is, according to one association manager, to prevent the use

of some membership fees to subsidize the needs of other commodity programs.

Managerial desire to be in control of revenues can be served by such

representation. Moreover, there is precedent for influence from the

multi-commodity overall MACMA board on individual commodity groups:

in 1976, according to association management, the association subcommittee

(the steering body) ”got a tremendous amount of pressure from the big

board (as to price offers) but we had no choice but to continue on our

course.”2

4.1.2 Response of the Proprietary Processor Sector

A. Transmittal of Information

The conceptual work on how proprietary processors would respond to

an interdependence with bargaining associations hypothesized the trans-

mittal of information for the purpose of persuasion. It was also

suggested that this response would vary as a function of certain pro-

prietary processor characteristics. In order to establish the presence

or absence of a flow of information from the proprietary processor

sector to the bargaining association sector, proprietary processor

managers were asked whether they transmitted information to the bargaining

1Notwithstanding these findings, the existence of such joint

strategizing is contended by informed sources.

2Industry Source.
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association. No attempt was made to assess the veracity of the informa-

tion contributed; see Table 4—1.

In the total sample of 20 proprietary processor respondents,

11 stated that they did contribute information. Nine stated that they

did not and of these nine, five indicated that it would be useless to do

so. Proprietary processor managers were also asked to characterize the

communication they had with the association(s) with whom they dealt.

These answers were applied against a scale of gaaa,.faia and aaaa. 0f

21 respondents who offered a characterization, 3 characterized the

communication as gaaa, 4 characterized it as faia, and 14 characterized

it as £5531.

Stratifying these 2 sets of responses by geographic regions of

West Coast, Michigan, and Appalachia reveals that 5 out of the 11 pro-

prietary processor managers who contribute information to the associa-

tion(s) operate in West Coast bargaining environments. All West Coast

respondents contributed information. Furthermore, of these five

respondents, three characterized the communication with the association

as gaaa_with the remaining two characterizing it as faia. In the

Michigan smnple the responses were different; of 11 Michigan respondents,

6 responded that they did not contribute information and of these 6,

5 added that they did not contribute information to the association

because it was useless to do so. Two of the respondents in Michigan

who contributed information also felt their contributions were useless.

As to characterization of the communication in the Michigan sample,

none of the 12 respondents characterized it as 999a, 2 characterized

it as faia, and 10 characterized it as 9993- The Appalachian sample

of four respondents, which included three respondents also purchasing
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Table 4—l Proprietary Processor Manager Responses on

Whether or Not They Contributed Market

Information to the Bargaining Association(s)

 

 

 

 

 

Stated That They Stated That They Total

Did Contribute Did Not Contribute Respondents

West Coast 5 0 5

Michigan 5 6 ll

Appalachia _i i _3

Total ll 9 my

Characterization By Proprietary Processor

Managers of Communication With the

Bargaining Association(s)

Good Fair Poor Total Respondents

West Coast 3 2 5

Michigan 0 2 l0 l2

Appalachia g_ 9_ _fl _3

Total 3 4 14 211/

Notes:
1-/Includes 3 proprietary processors

with experience in purchasing raw

product in both Michigan and

Appalachia.



raw product

specific res

relationship

sectors in M

They throw t.

to use the s;

and 4) "Procr

As an ac

information t

asked to com

the coninunica

respondents a

PTOprietary p

information.

the Michigan i

and PennSylva,

0f Communicati

findings above

it as 9% wit

a” five Calif

Sample of thre

one charactefl

Appalad‘m sar

m.
Cdthn as

\

1



  

117

raw product in Michigan, tended to reflect the Michigan responses. Some

specific responses by proprietary processor managers indicated a poor

relationship between the association and the proprietary processor

sectors in Michigan and Appalachia: 1) ”Processors won't communicate.

They throw their hands up and give up;” 2) ”Processors have not tried

to use the system;“ 3) ”The industry has not adapted yet to bargaining;”

and 4) ”Processors underinvest in information.”1

As an additional indicator of the presence or absence of a flow of

information between the sectors, bargaining association managers were

asked to comment on the receipt of information from and to characterize

the communication with the proprietary processing sector. Out of 15

respondents all indicated getting at least some information from the

proprietary processing sector with 4 stating that they received little

information. These four respondents were the Potato Growers of Idaho,

the Michigan Apple Association, and the apple associations in New York

and Pennsylvania. The bargaining association managers' characterizations

of communication with the proprietary processing sector reflect the

findings above; of the five Northwest associations, four characterized

it as gppa with the Potato Growers Association characterizing it as papa;

all five California respondents characterized it as 3999; in the Michigan

sample of three associations, one saw it as papa, one saw it as faia, and

one characterized it as faif_to pap_; the two respondents from the

Appalachian sample, New York and Pennsylvania, characterized the communi—

cation as poor. These findings are summarized in Table 4-2.

M

lIndustry Sources.
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Table 4-2 Bargaining Association Managers‘

Responses on Receipt of Information

From the Proprietary Processing Sector

Recieved Did Not Receive Total

Information Information Respondents

West Coast

Northwest 5 0 5

California 5 O 5

Michigan 3 D 3

Appalachia .2 a _a

Total l5 0 l5

Bargaining Association Managers'

Characterization of Communication

With the Proprietary Processing Sector

Good £2.13 L09: W

West Coast

Northwest 4 O l 5

California 5 O O 5

Michigan 1 l l 3

Appalachia _Jl Q 3. .3

Total l0 l 4 l5
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B. Alternatives in Raw Product Procurement

Data was also gathered on proprietary processor access to alterna-

tive geographic operations, such as plants in other states, and on pro-

prietary processor conglomeration. Of 19 respondents, 15 proprietary

processors managers said that they had access to geographic reach in

procurement of raw product needs or benefited from conglomeration. The

remaining four respondents were single state, single line operations.

Four of the respondents in the total sample of the study were conglomer-

ates according to a recent compilation of statistics on food and

tobacco processing firms by University of Wisconsin economists.1 Almost

all (14 of 15) of the respondents having geographic reach to alternative

sources of raw product stated that they would avail themselves of raw

product procurement in alternative geographic areas in response to

market conditions affecting availability of raw product.

Stratifying this data by geographic region revealed that three out

of four respondents in the West Coast sample stated that they made use _

of geographic reach in procuring raw product. In the Michigan and

Appalachian sample, 11 out of 15 respondents indicated use of geographic

reach. The four respondents who stated that they did not use geographic

reach are characterized as single line privately owned firms operating

solely in Michigan. These four commonly felt that they were at a

competitive disadvantage as compared with multi-state food processors.

The Michigan sample also revealed that numerous firms processing apples

were buying a significant amount of raw product needs outside of the

state because of bargaining in Michigan. Some specific explanations

 

1Directory of the 200 Largest U.S. Food and Tobacco Processing Firms,

.2215, North Central Regional Project 117, SpeCial Report No. 2.
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given by such Michigan proprietary processor managers are as follows:

1) "We want to be able to get along without Michigan supplies;”

2) The New York plant has been geared up to relieve us of Michigan

marketing conditions;" and 3) ”We might buy outside of that state to

weaken the apple association."

C. Price Uniformity as a Benefit

Out of 15 proprietary processor respondents on the issue of price

uniformity, 9 acknowledged that price uniformity was a benefit from

bargaining with the remaining 6 not acknowledging price uniformity as

a benefit. Of the five West Coast respondents representing four different

proprietary processors, all acknowledged price uniformity as a benefit

from bargaining. The Michigan sample of nine respondents contained four

acknowledging and five not acknowledging price uniformity as a benefit

from bargaining. The one respondent from the Appalachian region explained

that in its processing industry price lists of prices paid to growers

were circuiated among processors to encourage parallel pricing. As

stated by this respondent, "We are competitors not enemies.“

Bargaining association managers were also asked if it was their

perception that uniform prices were recognized by proprietary processors

as a benefit from bargaining. All nine respondents to this issue argued

that this was their perception. Furthermore, several association

respondents mentioned that proprietary processors had threatened to use

legal sanctions against the association if uniform prices were not

enforced. According to one manager, a proprietary processor specifically

argued the desirability of uniform prices and said it would "sue the

association if we allowed one proprietary processor to break its contract
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and buy at a lower price.” Such reports by association managers are

paralleled by some responses from proprietary processor managers. One

proprietary processor, in light of a participation plan being implemented

by a competitor in the tomato industry in California, stated that it would

react ”violently and legally“ to any discrimination by the tomato associa-

tion which favored its competitors. This particular proprietary

processor has also worked very closely with the California Tomato

Growers Association to develop an indexed, sliding scale, multiple year

pricing formula to serve as a basis for setting terms of trade on raw

product. The understanding between the two parties was that commitment

to this mechanism was contingent on its acceptability by other large

proprietary processors in the industry. Hence, uniformity of treatment

among processors took priority over the certainties offered by an

alternative terms of trade determination mechanism.

4.1.3 Discussion of Findings

This section will discuss the characteristics of the flows of

information observed and reported above. First it will address the

intersectoral flow of information in general terms with some stratifi-

cation by geographic area. Then it will focus on some of the specific

uses of information observed by both sectors or groups within the two

sectors. Again stratified discussion will be developed where relevant.

A. General Results of the Transmittal of Information

Looking at bargaining associations and proprietary processors as

two groups one can begin by saying that a pooling of information from

both sectors has been observed. Thus information that was previously

unavailable or unorganized is being contributed to the terms of trade
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decision process. The terms of trade produced should be better able to

carry the economic information necessary for coordination and planning

of production, processing, and marketing decisions by the participants

in this process. In summary, a pooling of economic signals can be

expected to move the participants to the bargained transaction closer to

terms of trade that reflect accurate demand and supply conditions.

The general results of the pooling of information addressed above

have been argued, though briefly, in the literature on collective bar-

gaining by producer groups. These results have been grouped by Ladd

under the rubric Opponent-Gain type results.1 Terms with similar

meanings have been coined by others: see, for example, inductive impacts2

and integrative effects.3

Knutson‘s explanation of the term integrative effects captures the

basic thrust of all the above terms. He describes such effects in

welfare economics terminology as movement from-a point off the contract

curve to a point on the contract curve. This movement is contrasted

with motion along the contract curve. Motion along the contract curve

is termed by others as Opponent-Pain4 and Coercive.5 Such aggregated

impacts might also be demonstrated through the theoretical apparatuses

of marketing margin analysis where the supply curve shifts downward,

in consumer surplus analysis with a similar shift in the supply curve,

or in risk analysis. In the latter, for example, one type of risk to

 

1Laaa, 1964.

2Garver, 1964.

3Knutson, 1968.

4Ladd, Supra.

5Garver, Supra.
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both producers and processors is the risk of a change in raw product

price. Prices to producers will be discounted to reflect this risk.

Where the effect of a bargained transaction on risk is to reduce the

possibility for and degree of a price change, the discount factor can

be reduced accordingly to the benefit of both producers and processors.

As to specific integrative impacts identified in bargaining

literature, some are more general than others. The reduction in marketing

1 and diminution of risk of price change2 that can be effected bycosts

collective bargaining are phrases used to capture aggregate impacts.

More current work by Ladd3 and contributions of other students of farmer

collective bargaining offer more precise breakdowns of the integrative

impacts. Mentioned are such effects as the establishment of stable and

dependable supplies and outlets, the standardization, uniformity, and

improvement of product quality, the per unit costs of administering

bargaining, savings from the performance of services by the party with

lowest costs, the potential for pooling the costs of merchanization, cost

savings from improved scheduling, hauling, and routing, and the cost

savings from direct sales.4 These represent more specific examples of

how farmer bargaining can influence cost considerations and investment

plans and, therein, the risks and uncertainties faced by both producers

and handlers in their production and handling decisions.

 

1Ladd, §apfa,

2Dahl and Hammond, 1977.

3Ladd , gum.

4Garver, §apfa3 Roy, 1970; Ladd, 1974.
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Helmberger and H005 in their seminal work of 1965 address themselves

closely to the coordination impacts of bargaining on producers and

handlers involved in bargaining in perennial crops.1 In perennial crop

production and processing, many of the costs are incurred prior to the

negotiation of bargained terms of trade. What bargaining in such crops

can offer are both short run cost effects, as in administrative costs for

the producers and transaction costs for the handlers, as well as longer

run impacts on costs and investment considerations. For example, in the

longer run, reduced procurement costs, guaranteed supplies, and guaranteed

handling can induce cost reducing adjustments in the investment decisions

of both producers and handlers.

In general, the pooling of information process that can result from

bargaining interrelations results in a potential for terms of trade

decision making with a higher informational endowment. As stated by

Helmberger and H005:

A result is that the participants in the market, through the

introduction of cooperative bargaining, are made more aware

of the economic relationships which should be taken into

account in price negotiation and determination. Growers and

processors become acquainted with and more appreciative of

notions of demand, supply, elasticities, substitutes, inter-

regional competition, and so forth, as well as problems facing

both growers and processors, their underlying causes, and

possible solutions. As a result of cooperative bargaining,

the decision making processes which determine the grower price

are based more on analysis of economic-marketing information

and on a greater understanding of relevant economic relation-

ships than would otherwise be the case.2

1Helmberger and H005, 1965.

2Helmberger and Moos, Supra, p. 179.

  



 

am

indicate a (

ment in marl

information

differences

differences

approach ac:

Looking

information

prietary prc

of the com

paralleled t

Contrasted in

proprietary

with the ass

good. The A

tion as poor

The Wes

gaining acti

from an envi

The Appalach

primarily of

spread in ch

by the variai

negative ind

Michigan and

 



 

 

125

Geographic Differences. In aggregate terms this study's findings

indicate a pooling of information in light of both association invest-

ment in market intelligence and proprietary processor transmittal of

information. However, if the results are stratified by geographic region,

differences in the pooling of information are evidenced and, accordingly,

differences in the ability of the terms of trade decision mechanism to

approach accurate market value can be expected.

Looking first at the West Coast data the study found a flow of

information to the bargaining association sector indicated by all pro-

prietary processor respondents. Proprietary processor characterization

of the communication with the association sector as generally good was

paralleled by the association characterization of such communication.

Contrasted with this were the findings in the Michigan sample where the

proprietary sector characterized the communication as adequate to poor

with the association sector characterizing it generally as less than

good. The Appalachian association sector characterized the communica-

tion as poor.

The Western sample is characterized by the longest history of bar-

gaining activity and voluntary bargaining. The Michigan sample comes

from an environment manifesting recently introduced mandatory bargaining.

The Appalachian sample reflects only evolving bargaining efforts

primarily of an information collection and dissemination nature. The

spread in characterizations of communication may largely be explained

by the variability in experience with bargaining. The essentially

negative indicators of communication between the sectors in the

Michigan and Appalachian sample argue less progress in attaining the
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benefits of a good pooling of information discussed above and manifested

by the West Coast sample.

B. Varieties of Informational Sigaaia

The general conclusions stated above can be augmented by discussing

specific attention to and uses of information reported in the findings.

Difference in Scope of Association Analysis. The types of information

generally gathered and analyzed by the bargaining association sector

have been discussed by Lang,1 Garoyan,2 and MacMillan.3 These authors

stress government publications, in-house market research, and handler

information as the resources tapped for conducting terms of trade decision

making. This study‘s findings suggest some evidence of poor association

attention to their system environment. With only half of the bargaining

association manager respondents voluntarily indicating concern with

processed product market conditions and survivability of the proprietary

processors, one c0uld argue inattention to the system environment and

thus, concommitantly, more myopic analyses with insufficient attention

to longer run issues of system viability.

By stratifying these findings, the study found that the only associa-

tion in the Northwest sample voluntarily indicating such system attention

was a perennial association. The higher immobilities of production

inputs associated with perennial production may explain this finding as

well as this association‘s link with its well established predecessor

“._—

1Lang, 1977, p. 105.

2Gar0yan, L., 1976, pp. 13—28.

3MacMillan, w., 1958, p. 32.
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in California. The California associations all evidenced a system

appreciation whereas the Michigan sample indicated some variation in

system attention. Of course, bargaining activity in Michigan is more

recent than that in California. Where associations attend to conditions

beyond the raw product market one can expect to see appreciation of long

run consequences as well as short run consequences. The length of run

stance taken by association management will affect the informational

content and the coordinating impact of the terms of trade decision

process.

Threat of Differentiation in Treatment. The presence of differential

terms of trade bargained with proprietary processors documented in the

findings can have several effects. Insofar as the uncertainty that

accompanies the threat of differential treatment disciplines proprietary

processors to participate in the bargaining process, such behavior can

'thicken'1 the market transaction. However, differential treatment can

also serve to offer selective competitive advantages. This could invite

the legal wrath of proprietary processors in the bargaining process. No

current bargaining legislation, either in the several states with their

own initiatives or in federal legislation (The Agricultural Fair Practices

Act of 1967) contains mention of discriminatory practices. However,

there is sufficient case precedent to argue the interest of the Depart-

ment of Justice on antitrust grounds if sufficiently anticompetitive

discriminatory behavior by cooperative bargaining associations can be

shown: U.S. Associated Milk Producers, Inc. Civ. Nos. SA 72CA49 and

lHurwicz, L., 1969.
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74CV 80-W-1 (4/30/75) and Maryland and Virginia Milk Producers Association

y_gi§ , 362 U.S. 458, (1960).

Desirability of Uniformity in Treatment. The general interest shown

by the total proprietary processor sample in uniformity of raw product

price argues the sensitivity of the proprietary processing sector to

differential treatment by associations. The West Coast sample was

willing to credit the bargaining sector for uniform prices. However, the

Michigan and Appalachian samples were more negative about crediting the

bargaining association sector with producing uniform prices. The more

negative response from this latter sample may largely be explained by

the historical recency of bargaining efforts there. However, structural

differences such as the role of the cooperative processing sector as will

be developed in later areas of inquiry may also provide explanation for

the difference in these findings and the actual extent of price uniformity.

Other authors have also argued a proprietary processor interest

1
in uniform raw product prices. It might be noted that the existenCe

of uniform raw product prices can contribute to a uniformity of pro-

prietary processor behavior. This is to suggest that the presence of

uniform treatment of proprietary processors by bargaining associations

could serve to promote active or tacit collusion of those same proprie-

tary processors in raw and processed product markets.

Substitutability in Input Procurement. The data also document the

existence of substitute inputs as pressures that discipline the bargaining

 

1Shaffer, James D., 1974, p. 87 and L. Garoyan, Supra, p. 24.
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association‘s stance in the terms of trade decision process. These

findings are generally supported by those of Lang.l

The fundamental competitiveness manifested by bargaining associations

in substitute products suggests the alternative of coordinated or joint

productstrategies by the bargaining associations in regards to pro-

prietary processor buyers. Though no internal control or attempts to

control a commodity bargaining association by another commodity were

revealed in the data reported above,2 the potential for joint raw product

bargaining is suggested by virtue of some inter-association relationships.

The canning pear association in California works closely with its counter-

part in the Northwest. In California, the associations, though in close

contact with one another, are administratively separate and quite

competitive. In the apple industries of Michigan and Appalachia, the

bargaining associations are in close contact by virtue of a close working

relationship between the Michigan Apple Committee bargaining association

within MACMA and the evolving bargaining associations in New York and

Pennsylvania. Conceivably such administrative unity could be utilized

to develop multiple product bargaining strategies with proprietary

processors buying multiple inputs.

The suggestion of bargaining raw product inputs as joint bundles is

not new. Hoos, Torgerson, and Roy have all advanced the idea of coor-

dinated commodity bargaining rather than product by product bargaining.3

 

lLang, M., Supra, p. 107.

2The presence of such internal influence as a result of bargaining

association and cooperative processor linkages will be reported and dis-

cussed in the second area of inquiry.

3Hoos, s., 1962, p. 23; Torgerson, R., 1970; Roy, E., 1970,

pp. 99-100.
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A Bundle approach would reduce competition among bargaining associations.

Furthermore, it would necessitate a redefinition of commodity authority;

its potential for creating inter-commodity transfers means that an

allocative decision rule would have to be formulated and current associa-

tion managers would have to relinquish absolute commodity control in

light of new boundaries of the raw product community. Such a bundle

approach might also consider differentiating the treatment of proprietary

processors with multi-state alternatives in procurement from those that

are single-state Operations. Under uniform treatment the latter would

face more pressure on profit margins than the former as a function of

nonuniform input procurement alternatives.

The Influence of Geographic Reach. A further disciplining pressure

on the bargaining association sector reported on in the findings is the

issue of geographic reach, i.e., alternatives for raw product procurement

by proprietary processors. The widespread willingness and ability of

pr0prietary processors to use geographic reach and the indicated associa-

tion sensitivity to such reach is a general characteristic of the total

proprietary processor and bargaining association samples. Much of the

present use of geographic reach, especially as evidenced by the Michigan

sample of preprietary processors, was in response to the competitive

threat felt by those processors procuring product in the Michigan apple

markets when competitors were processing in Appalachian apple markets.

Geographic reach in procurement can also serve other ends. Access

to geographic reach beyond the jurisdiction of a given bargaining associa-

tion can serve to impede the utilization of a bargaining terms of trade

decision mechanism. As stated by Jackson in his studies of the sugar

beet industry:
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Bargaining strength of the parties to a sugar beet contract

varies widely, and depends primarily on the alternatives

available to each party . . . A regional bargaining associa-

tion probably is in its strongest bargaining role when

negotiating with a single-plant company which competes

with other single plant companies in its territory. It is

weakest when negotiating with a multiplant company having

factories located in an area where there is no competition

with other companies, or with a multiplant company with

factories both inside and outside the association's

territory, so that the processor can substitute acreage in

one area for that in another.1

Helmberger and H005 make the same argument in noting the difference in

impacts of bargaining deadlocks between large national and regional canners

producing a variety of goods in numerous plants around the country and

those that are essentially small processors specialized in crops and

area. 2  
The existence of thin cash markets as documented in the descriptive

statistics on West Coast states presented in Chapter TWO may invite use

of geographic reach to influence the bargaining process and thereby

wreak damage on competitors; that is, thin cash markets may make it

possible for a proprietary processor with geographic reach to pay high

prices for a small percentage of its raw product needs in one area, there-

by raising input costs to competitors in that area who do not enjoy

commensurate alternatives in procurement. That such geographic reach

can be used to influence bargained terms of trade to this end has been

argued by students of western bargaining environments.3 Geographic

reach is clearly playing a role in the Michigan apple market, both as

shown by cross hauling and increased out-of-state processing.

 

lJackson, D., 1962, p. 6.

2Helmberger and H005, Supra, p. 71.

3Filice, B., 1978; L. Garoyan, 1976, p. 25; and other industry sources.
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As argued above and indicated by the data, proprietary processor

access to geographic reach is not uniformly present. Four proprietary

processor respondents indicated that they did not use geographic reach

and argued that they were at a competitive disadvantage in comparison

with proprietary processor competitors who could purchase raw product

elsewhere at lower cost. Insofar as these competitive advantages obtain,

one should expect to see this sector sustain losses in numbers of

operations at a greater rate than the multi-state Operations.

C. Summary_

In the discussion Of responses tO interrelations between bargaining

associations and proprietary processors, the pooling of information that

may result and the impacts on coordination and planning were emphasized.

Attention was also given to variability in such pooling behaviors with

differences between the West Coast and Michigan samples being most

prominent. It was suggested that differences in bargaining experience

may explain much of the variation.

Specific types and uses of information revealed by bargaining associa-

tions and prOprietary processors were also addressed. It was argued that

the scope of system analysis used by the association sector would have

different consequences in the short run versus the longer run. Again,

geographic differences seemed to correlate with historical experience.

Disciplining pressures from recognition of raw product input substi-

tutability and access to geographic flexibility in procurement were

discussed. Findings tended to parallel other student's discussion of

these issues. Emphasis in discussion was given to the differences

between single-state and multiple-state processing operations. Certain

pressures for structural change were also indicated.
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In conclusion, findings support the general argument that partici-

pants in the bargaining environment would respond to opportunities

offered therein through the transmittal of information with persuasive

intent. The bargaining association and proprietary processor partici-

pants are not passive respondents to conditions in their market environ-

ment. Rather, depending on the evolved state of the bargaining relation-

ship, they will attempt tO modify such conditions in various ways, some

Of which serve the informational and participative needs of bargaining.

4.2 Accommodations tO Interrelations Between

Bargaining Associations and Cooperative Processors

As developed in the applied conceptual work in Chapter Three, there

are potential areas Of interdependence between the bargaining associa-

tion and cooperative processor sectors. This section will first focus

on evidence Of the impact of the terms of trade determination function

of bargaining associations on the goals of the cooperative processing

sector. In order to do so, it will look at cooperative processor manage—

ment responses tO the terms of trade decision process. This will entail

identifying both external (toward the extra-organizational environment)

and internal (within the cooperative organization) responses of manage-

ment. This section will also explore other cooperative interest group

responses to the existence of a bargaining association-influenced terms

of trade decision process. Some attention will also be given to the role

Of the grower-processor sector.

Second, this section will focus on responses of the bargaining

association sector to perceived interdependencies with cooperative

processors. Principally it will look for evidence of association

management responses to the cooperative processor sector such as efforts
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to enlist cooperative processor support or to enjoin certain cooperative

processor behaviors.

Given the presence of some linkages between the two sectors, the

motives of responses and the interests being served become complex.

This area of inquiry will attempt to sort out the primary responses

being manifested, to explain their impetus(es), and finally, in the

discussion section, to comment on their various meanings for such per-

formance issues as coordination of decisions, distribution, and structural

change in agricultural markets. As in the previous area Of inquiry .

treatment in this section will first report findings in aggregated pools

and then, where relevant, by stratifications.

4.2.1 Responses of the Cooperative Processor Sector

A. Sensitivity Of Cogperative Processor Management

Questions were addressed to a sample Of cooperative processor

managers in order to ascertain the meaning for them of bargaining associa-

tion activity and the nature Of their responses, if any, to such activity.

The underlying argument guiding the inquiry was that management would

respond to external factors that altered its discretion in meeting its

goals with both external and internal responses; that is, management

would respond extra-organizationally and/or within the organization to

relieve itself of challenges to discretion.

Cooperative Management Goal Function. In order to ascertain the

sensitivity Of cooperative processor management to bargained raw product

prices, cooperative processor managers were asked to state their goal

function as managers. All 24 cooperative processor respondents including

8 without past or current bargaining activity in their area stated that

their performance was evaluated in reference to the raw product cash
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price and indicated that their goal was to maximize the percentage return

over raw product cash price. This response means that the difference or

margin between raw product cash value and the final returns to growers

was a primary indicator of management performance in serving the interests

Of the COOperative processor organization. Moreover, when cooperative

processor management having experience with bargaining activity was

asked whether there was a basis for conflict with the pricing decisions

emanating from the bargaining association sector, all 16 respondents

indicated that such a basis did exist.

Several respondents demonstrated candor by explaining the existence

Of a perfonnance illusion; they noted that management performance could

show relative improvement but absolute decline from year to year. For

example, in year one the cooperative processor might return to growers

returns totalling 120 percent Of the cash market raw product price with

a raw product price Of $50 per ton. In the next year the cooperative

processor may return only 110 percent based on a raw product price Of

$60 per ton. Using percentages as an indicator shows poorer relative

performance in year two than in year one while absolute returns in year

two are higher. The possibility of cooperative management performance

looking good as regards a relative percentage but simultaneously

returning poor or inadequate returns to grower members was raised by manage-

ment of one mono-commodity cooperative processor, Lindsay Olive, which

has recently seen very low cash market prices being Offered. This

commodity, incidentally, does not have a coexisting bargaining associa-

1
tion though one is being organized. Two other mono—commodity cooperative

processors in the sample, the California Almond Exchange and the National

—_‘_1

1Refer to Chapter Two: California Olives.
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Grape Cooperative, also face a non-bargained raw product cash price

reference for calculating management performance. These three organiza-

tions are interesting to analyze by virtue of their use of cash prices

derived from commercially thin non-bargained cash markets. Some of their

responses to the movement of such reference prices will be discussed

below.

i. Bargaining Association Corroboration. Bargaining Association

management was also questioned in order to determine sensitivity of the

cooperative processing sector to bargaining association impacts on

cooperative terms of trade for raw product. All 11 respondents covering

samples from the Northwest, California, and Michigan contended that

cooperative processor management was sensitive to raw product cash prices.

In order to corroborate the validity of relating such sensitivity to

bargaining associations activity, these association managers were asked

to characterize the cooperative processor management's view of bargaining

activity. These characterizations are presented in Table 4-3.

Six association respondents characterized the view as perceiving

a threat to cooperative processor management performance. Of those

respondents, three noted that bargained activity was initially viewed as

a threat to cooperative processor management performance but that this

view evolved to a more positive one for most of the cooperative prO-

cessor managers with whom they dealt. These three respondents are located

in the Northwest sample which has had some past bargaining activity in

vegetables as well as current bargaining activity in pears and asparagus.

The three other respondents constitute the Michigan sample. They

characterized the view as perceiving a current threat to performance.

The remaining five respondents, all from California associations,
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characterized the view as positive. Given the strictly informational

nature Of bargaining activity in the Appalachian sample, cooperative

processor management sensitivity to bargaining activity was not antici-

pated. Nevertheless, indications of such sensitivity were found in

cooperative processor managements’ external responses to their environment.

Externally Directed Behaviors of Manggement. In order tO ascertain

the validity of hypothesized externally directed behaviors as developed

in the conceptual chapter, cooperative processor managers were questioned

at length about their responses to bargaining association activity.

i. Direct Management to Management Communication. In response to

being asked whether they communicated directly with bargaining association

levels, being determined by the bargaining process, 13 out Of 21

 
respondents indicated that they did. Some comments by these respondents

characterize the nature Of this type of communication: "We have close

contact with association management" (a Northwest Cooperative); "We

definitely have an influence on the association” (a major California

Cooperative); and ”I'll get on the phone and scream at the association“

(a Michigan Cooperative); ”We communicate closely with MACMA, the N.Y.

Association, and PACMA” (an Appalachian cooperative).

If this sample Of respondents is stratified by geographic region,

variability is revealed. Two out of three Northwest respondents indicated

that they communicated directly. The One negative respondent related a

very critical view of bargaining association activity. This particular

cooperative was characterized by the relevant bargaining association

as being tightly run by a dominant producer interest and consistently

negative towards the association. In the California sample Of multi-

commodity cooperative processors, all four managers indicated direct
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contact with the association management. The two larger cooperative

organizations acknowledged their potential influence on association

decisions while the two smaller organizations questioned the strength

of their influence. In the aggregate, six out of seven Northwest and

California multi-commodity cooperative processor manager respondents

communicateddirectly with the relevant bargaining association managers.

The two California single-commodity cooperative processor managers indi-

cated no direct communication, with one revealing significant antipathy,

and the other citing communication through the marketing order.

In the Michigan sample, five out of seven cooperative processor

manager respondents indicated that they communicated directly with associa-

tion management. Several of the cooperative processor managers also indi-

cated having played influential roles in promoting bargaining activity

in that state. The two respondents who indicated that they did not

communicate directly with the association management are essentially

single—crop cooperatives processing tart cherries. However, given the

relative stature Of the managers of these cooperative organizations in

the Michigan Tart Cherry industry, it is hard to believe that no communi-

cation flows between them and association management. Though there may

not be direct communication there does exist, as will be seen below,

other conduits Of communication between these two respondents and the

association sector. Of the Appalachian respondents, one out Of four

indicated direct communication with association management. One of the

larger respondents was emphatic about not having direct communication.

In an attempt to corroborate the presence of direct management to

management communication between the two sectors, bargaining associa-

tion management was asked to report on such direct communication. All
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associations with bargaining experience in markets having cooperative

processing activity cited at least some direct communication. Two of

these respondents indicated an evolution to positive management to

management communication. The four California associations dealing in

markets with multi-commodity cooperative processing activity indicated

a great deal Of management to management communication between the

sectors: "The relationship with the cooperatives was very good; they

provided the association with insights as to their costs and market

complications;” ”We sit down with co-op management and they give us

valuable information on costs, expected movements, and finished prices.

CO-Op management sends the association information to influence our

pricing expectations;” ”Bob Gibson will also just call me on the phone;“

and ”The management of cooperatives is motivated to provide information

to the association and to be concerned with what the association is

doing." In Michigan, though all three association managers indicated

some direct communication from cooperative processor management,

two association respondents indicated that such communication was light.

The two Appalachian apple association respondents, both of which work

closely with the Michigan apple association, also indicated some direct

communication from management in the cooperative processing sector.

ii. Indirect Management to Management Communication. Cooperative

processor management was also asked to specify the existence and use of

other conduits Of communication through which they could communicate

with the bargaining association sector. Several respondents, notably

in California and Michigan, noted that they could communicate with

association management through their members which also belong to the

association. Such members are commonly called dual members and may be
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Of two types: either they are simple simultaneous members in both a

cooperative processing organization and a bargaining association, or

they are simultaneous members who also hold a position of influence in

either or both Of the organizations. This latter type of dual member

shall be characterized as a principal dual member meaning that the

grower is a member of the board of directors in at least one of the

organizations. The three California cooperative processor manager

respondents on this issue indicated that dual members did serve as a

conduit. Three out of four cooperative processor manager respondents

in Michigan indicated similar use Of dual members.

Again, for an indication of corroboration Of inter-sector flow Of

information, bargaining association management was asked to indicate

other sources of communication than direct manager to manager communication.

All relevant Northwest, California, and Michigan association managers

specified the receipt Of information about cooperative processor market

analyses from dual members. The most activeAppalachian bargaining

association, PACMA, likewise indicated such receipt of information

though essentially only from the one cooperative processor in the region

who is willing to communicate with the association.

The nature Of such inter—sector communication by means Of the dual

member conduit is exemplified by the comments Of a dual member with both

the California Canners and Growers Cooperative (Cal Can) and the California

Tomato Growers Association (CTGA). As to interacting with the association:

Legally, Cal Can sits back and takes it. But in practice,

Cal Can becomes a two-way pipeline. Cal Can has a sort of

neutral position yet CTGA has direct access to Cal Can via

me, and thus Cal Can has an input into the bargaining pro-

cess far beyond what you can measure. Cal Can will respond

as quickly as proprietary processors to schemes by the asso-

ciation. If we tried to get too high a price, Cal Can would

respond.
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Another example of use of dual membership by cooperative processor

management to influence a bargaining association's decisions is a

letter campaign used by a multi-commodity, multi-state cooperative

processor Operating in Michigan, Pro-Fac Cooperative. Management of

the apple bargaining association within MACMA reported receipt Of letters

from members of Pro-Fac Cooperative "telling us to be cautious about

bargaining. The letter asks us to be responsible. This letter from

80 growers is a means Of Pro-Fac management to communicate with MACMA

"1 (The letter and management's cover letter appearthrough its growers.

in the appendix.)

Pro-Fac management readily admitted its interest in and use of

dual members to communicate with respective Michigan associations: "We

try to make these dual members aware of the market situation. They can

serve as a voice-piece for Pro-Fac to MACMA as well as from MACMA to

Pro-Fac.” Pro-Fac management stated that it paid particular attention

to the ”MACMA commodity committeemen in Pro-Fac,” or what this section

has referred to as principal dual members, arguing that it is in

Pro-Fac's self-interest to have its views represented in MACMA. On the

topic of the letter campaign, Pro-Fac management indicated that it was

organized to communicate Pro-Fac's concern with apple market conditions

to the apple association.

iii. The Incidence of Dual Membership. In order to more precisely

document the importance of dual members as a potential conduit of

communication between the cooperative processing and bargaining association

sectors in the total national sample, the following chart, Table 4-4, has

 

. 1Source on the Michigan Apple Committee, the bargaining associa-

tion for apples within the MACMA structure.
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been assembled. The indications of presence or absence of dual members

and of what variety, simple or principal, are based on data gathered in

both sectors.

As Table 4—4 reports, dual membership is widespread in the Northwest,

California, and Michigan samples. Some dual membership is also present

in the nascent bargaining environment Of Pennsylvania in the Appalachian

sample. Documentation of principal duality is also evident in California

and Michigan. Moreover, in two large California cooperative processors

and in two Michigan cooperative processors there are principal dual

members, i.e., dual members who hold board positions in the association

and cooperative processor simultaneously. In California there are dual

members in all bargained commodities processed by the four multiple

commodity cooperative processors. California Canners and Growers

cooperative as the largest California cooperative processor states that

40-45 percent Of its members are dual.

The documentation is not presented as exhaustive identification of

the presence of duality and principal duality. However, it does reveal

the extent of duality between cooperative processors and the bargaining

associations in the various geographic samples. The presence Of both

simple and principal duality is, based on these findings, quite wide-

spread and represents non—trivial conduits of communication between the

cooperative processing and bargaining association sectors. Estimations

of the percentage of volume belonging to bargaining association members

that are cooperatively processed as opposed to being cash sales have

also been gathered and organized in Table 4-5. These percentages are

another indication Of the extent of dual member volume and thus the

linkage between the bargaining and cooperative sectors.
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Table 4-5 Select Percentages of Bargaining Association

Member Volume That is Cooperatively

Processed: 1978/l979

 

Bargaining Association Name

California Canning Peach Association

California Canning Pear Association

Apricot Producers of California

California Tomato Growers Association

Michigan Asparagus Committee

Michigan Tart Cherry Committee

Michigan Apple Committee

PACMA Apple Committee

%

25-30

65

60

29

l5-20

50

20-25

70
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iv. Price Squeeze Strategies Against Proprietary Competitors. Select

cooperative processor managers were asked whether they recognized the

feasibility of a price squeeze orchestrated by the cooperative processor

sector against the proprietary processor sector by means of influence

exerted through the bargaining association. Such a squeeze would work by

applying price increasing pressure on the association in order to raise

proprietary processor raw product input costs above those that the

cooperative processor would pay for its inputs. Of the five multiple

commodity cooperative respondents, with two each for the Northwest and

California and one from Michigan, only one felt the strategy was possible.

The other four respondents argued that:

We would not be able to perform in the pools; A price

strategy is difficult to pull Off. I can try to influence

low input prices and hence make good returns on processing

and distribute this to members. This makes the co-op look

good but would be a difficult strategy to implement.

and we would see a greater tonnage in co-ops (moving from

cash outlets to co-op outlet). Or we would pay as high a

price as possible and force Del Monte's input price up,

thus dissatisfying its stockholders with low returns. But

then my financial institutions would be on my back for not

generating sufficient profits for capital improvements.

SO I have restraints both ways. As to increasing (your)

market share by such a strategy I might make short run

gains but not in the long run. Everyone is very jealous of

their market share and making inroads is very expensive.

And there would be retaliation: At firm X we retaliated

against firm Y by cutting price in deep brown beans, which

was important to them but not to us, when firm Y tried to

take our fruit cocktail market away. This taught them a

lesson about pricing in fruit cocktail; and (That in the

multiple commodity single pool cooperatives) there is too

much (inter-commodity) competition to get participation in

a conspiracy.1

These findings argue the presence of disciplining pressures both

internal and external to the cooperative processor organization that

mitigate the potential for price squeeze strategies. However, some

H.—

1Industry Sources.
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proprietary processor managers revealed sensitivity to the potential.

The proprietary processor manager respondents from California argued

as follows:

I am suspicious that dual directorship (principal duals)

are resulting in price inflating pressure that will put pro-

prietary processors like (us) at a competitive disadvantage;

and, A big problem is dual members because this translates

into dual board positions as well. . . . Due to dues paid by

cooperatives, association management becomes a client of the

cooperative interests. The Association may face pressure to

satisfy cooperative interests rather than proprietary pro-

cessors. This (becomes) truer as the cooperative channel

increases.

These concerns were also reflected by proprietary processor manager

respondents from the Michigan and Appalachian samples.

Bargaining association managers essentially felt that such influences

were as follows: unlikely or impossible in the California sample, and

possible in the Michigan and Appalachian sample. The California associa-

tion manager respondents argued that the need for competitive performance

by cooperative processors disciplines management against such strategies.

One Michigan respondent stated that: "Cooperatives can help make a

market without committing themselves legally to a price.”2 The two

Appalachian associations in apples conceded the possibility of such

strategies.

Internally Directed Behaviors of Management. Earlier conceptual

work suggested that cooperative processor management would respond to

the imposition of external constraints on its goal functions by internally

directed behaviors. One type of behavior, it was mentioned, was to accommodate the external constraint. Accommodation would be exemplified

 

lIndustry Sources.

2Industry Source.
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by the acceptance or integration of the constraint as the basis for a

decision rule in the organization. An alternative type of behavior

in light of such challenge to managerial discretion is for management

to exercise other sources of discretion in order to relieve itself of

the pressure from external constraints. The findings above present

evidence of both types of internal responses to external constraints.

As reported earlier, all cooperative manager respondents indicated

that their performance was assessed by reference to the cash market

price for raw product. Where such cash prices are produced by bargaining,

a focus on bargained prices as the performance reference obtains. The

great majority (14 out of 16) of respondents in the California and

Michigan samples indicated acceptance of the bargained price levels as

performance references. However, many of these accommodating respondents

also enumerated sources of internal discretion utilized by management to

respond to bargained prices. Before reporting these, an organizational

characteristic of the cooperative processors in the sample needs to be

noted: multiple versus single pool accounting.

i. Choice of Accounting Rule. In multiple Eool accounting the

cooperative attempts to maintain cost and return accounting commodity

by commodity. In single pool accounting, on the other hand, costs and

returns are co-mingled. What is of most interest to the findings and

later discussion is the allocation of returns under the two accounting

systems. In the former, commodity costs and returns have been accounted

separately and, hence, are allocated according to commodity accounts.

In the latter, costs have been aggregated and returns have been aggregated.

Allocation is then based on some decision rule such as a percentage basis

where the percentage is a function of raw product values as each commodity
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is introduced to the pool. All multi-commodity_single_pool cooperatives

in the study allocated returns according to the entry value of raw product:

for example, if apples represent 50 percent of the value of all raw

products delivered to the cooperative processor based on estimates of

cash prices, then apples will be allocated 50 percent of the total net

returns of the organization.1 Where the raw product values are determined

by bargaining, then each commodity‘s total returns (raw product input

value and share of net return) will be partially a function of bargained

price levels.

ii. Alternative Sources of Discretion. Several managers of

processing cooperatives, namely those in the California sample, indicated

the desirability of having.easily identifiable raw product cash values,

such as those produced by bargaining, in order to avoid what was termed

the ”political mess” that would otherwise result as competing commodities

tried to influence the allocation of costs and returns in the cooperative.

Embracing bargained.prices as the decision rule could serve to relieve

managers, it was argued, of otherwise difficult allocative decisions in

single pool multi-commodity organizations. Notwithstanding this argument,

the widespread accommodation to bargained prices as performance and

allocative reference points was accompanied by mention of access to

alternative sources of internal discretion with could relieve the per-

formance pressure attendant to such accommodation.

In order to identify the internal sources of discretion which

management might avail itself of in responding to an externally imposed

performance constraint, cooperative processor management was asked to

 

. 1The study's data set contains observations on nine multi-commodity

Single pool cooperatives and five multi-commodity multiple pool coopera-

tives.
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specify what recourse it had if it felt bargained prices were too high.

In the total sample, numerous sources of internal discretion were mentioned.

Some management argued that it could educate the board as to the validity

of cash prices. This finding was prominent in the Northwest, Michigan,

and Appalachian samples but not in the California sample. Management

also mentioned that it could adjust ex-ante raw product values after ex-

post conditions were known: “We can adjust ex-post to cover mistakes in

management estimates."1 The mention of ex-post adjustment of the raw

product values used by cooperative organizations as a performance and/or

allocative basis was most apparent in the Northwest sample where four out

of four managers responded accordingly. No mention of such ex-post

adjustment was made by managers of the four California multiple commodity

cooperative processors in the sample, although the most recently formed

of these four was organized with explicitly low performance expectations

in reference to bargained price levels.2 Several respondents in the

Michigan and Appalachian samples also mentioned ex-post adjustment of

raw product values or use of alternative sources of flexibility. Noted

by several of these respondents was use of a reserve fund financed by

retained earnings which enabled cooperative processor management to meet

its performance reference points. Three of the four Appalachian respon-

dents mentioned current use of such a fund, called a reserve, contingency,

or stabilization fund. One cooperative processor manager in the

Michigan sample mentioned that if it were too constrained to abide by

 

IIndustry Source.

2Glorietta, see formal statement of intent in prospectus, appendix.
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bargained price levels it would create a reserve fund. Subsequently,

a reserve fund has been instituted in this cooperative.1

Cooperative management was also asked to comment on whether it had

access to supply controls. Answers revealed that both quantity and

quality limitations were widespread throughout the cooperative processor

sample. This finding contrasts with the common presumption that coopera-

tive processors guarantee acceptance of all member product.

Other sources of managerial flexibility were also manifest in the

responses of cooperative management. Management of multiple commodity

single pool California cooperatives was asked whether the existence of

bargaining served to focus its attention on bargained commodities over

non—bargained ones. The three respondents representing the three major

cooperatives provided indications that they did give primary attention  to the bargained commodities in the cooperative; however, the bargained

commodities also tended to be the most important commodities by volume

in the cooperative. Finally, certain cooperative processor managers

indicated pressure from institutional lenders and the possible impact of

this pressure on meeting performance references.

8. Sensitivity of Other Cooperative Processor Interest Groups

It was hypothesized that cooperative processor interest groups'

interdependence with bargaining association activity would motivate them

to respond according to their individual interests. The responses

suggested were externally directed ones as well as internal ones.

Accordingly, cooperative processor management was questioned as to:

l) grower member interest group interdependence with association activity

 

lIndustry Sources.
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and 2) grower member interest group responses in light of such inter-

dependence.

Grower Member Interest Group Interdependence with Bargaining, The

sensitivity of cooperative processor members to bargaining activity is a

function of the impact of this activity on their interests. Earlier,

the sensitivity of cooperative processor management to bargained price

levels was documented. Insofar as grower members make use of bargained

prices to measure management performance, they also have an interest in

their levels. Such interest offers partial explanation for the,extensive

dual membership found in all geographic samples. That is, some grower

members, as revealed by this dual membership, appreciate the performance

pressure on cooperative management that can be produced by an autonomous

decision process.

The presence of and motivation for dual membership should also be a

partial function of the relationship between copperative member returns

and bargained price levels. Where, as reported earlier, bargained prices

are embraced as the allocative basis in multi-commodity single pool

cooperatives such a relationship is clear. The existence of grower member

interdependence with bargaining provides motivation for the use of dual

membership as a conduit of influence.
 

i. Impact of Dual Members on Bargained Prices. In an attempt to

ascertain the impact of c00perative commodity interest group influence on

the bargaining association sector, managers of bargaining associations

were asked to characterize the direction of price pressure communicated

from such interest groups. The three California bargaining association

respondents indicated neutral or upwards pressure on price from dual

members:
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1) Dual members are on the high side; 2) The difference is fine;

and 3) Influence from the cooperatives comes due to grower dual

member interest and appreciation of need for a strong bar-

gaining association. This makes the co-op grower even more

aggressively in support of the association than cash growers.

An upwards pressure from dual membership on raw product pricing was

stated by managers of all three Michigan bargaining associations.

Further insights into the origins and impacts of influence from

dual membership are provided in the following quotes by growers who have

had personal experience in exercising such dual membership:

1) I think I am different than a cash grower due to Cal Can

(cooperative) being my home. But this is good; the pro-

cessor can't threaten to withdraw my acreage. Because I

am a Cal Can grower I can't be unduly pressured . . . I can

be a little above the battle because I grow for a co-op;

2) I have also been on the asparagus MACMA committee

(bargaining association) and at the same time a (cooperative)

grower. I honestly think there is a conflict of interest.

A person belonging to a bargaining committee who sits on a

co-op board is going to view the pressure he puts on the

market place stronger (sic) than a non co-op member because

the very nature of a co-op allows that person to push the

market high, and even if the co-op doesn't meet that

expectation that year he really hasn't hurt himself or his

company that bad (sic). I think it is an unfair advantage

and I have served in that capacity in Michigan; and

3) Some of our members are on the MACMA committees. There

is an influence as to price level. We channel our

marketing knowledge to the price discovery process. We

tend to have a position between cash growers and pro-

prietary processors.

ii. Commodity Interest Group Competition Within the Cooperative.

Further evidence of grower member sensitivity to bargained prices is

evidenced in the pervasive documentation by managers of single pool
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multi-commodity cooperative processors of internal conflict over issues

of commodity returns.1 One way that internal interest group competition

manifested itself was through interest group pressure on cooperative

management to respond to the external environment. Numerous managerial

respondents, notably those of the two largest California cooperative

processors and those of several of the major Michigan cooperative pro-

cessors, indicated the presence of commodity interest group pressure to

get management to address bargaining associations directly either to

support one association's pricing efforts or to control another's.

Several quotes from cooperative managers are illustrative:

l) Commodity groups in the cooperative definitely try to

get management to refrain aggressive commodities since it

affects the allocation of the pool. And association

management would like to be responsive to us but it has

its own closer pressure from its membership; 2) Due to

the single pool, commodity groups want to exert influence

on cooperative management to influence the association;

 

1Internal conflict or competition among commodity interest groups

can also occur in multiple pool cooperatives as a result of the basis

used for allocating costs. Where the basis provides for managerial

flexibility in allocating costs, commodity groups may be motivated to

encourage selectively advantageous assignment of cost. As reported

by one board member of a large Michigan cooperative processor in

speaking of his past experience, internal transfers did occur:

Say ybu have $500,000 worth of overhead to spread on cherries,

prunes, apples, and juice. You start out in the spring with

$350,000 allocated to cherries, $100,000 to apples, and

$50,000 to something else. You get to the end of the year

and find that doesn't work. You find your apple deal could

take $150,000 and prunes cost you $50,000 so you switch over.

You have a bottom figure at the end of the year. You make

it come out right by making the necessary changes .

99% of the growers had no idea what was going on inside the

coooerative. That would have opened up a can of worms.

Such flexibility in allocating costs can be a source of discretion not

only for management but also for select interest groups in the coopera-

tive who can influence the internal decision process.
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and in Michigan, 3) I get pressure to support the MACMA

price from strong MACMA growers in the cooperative.

The only cooperative processor in the Appalachian sample which works with

the nascent bargaining association there did not evince interest group

pressure on management to support the association. This cooperative

processor does, however, have a significant number of dual members.

C. Interdependence Between Bargaining Associations and Grower Processors
 

Grower processors, or growers who are vertically integrated into

processing without using a cooperative structure, also have an inter-

dependence with bargaining activity. This interdependence is due to the

impact of bargained prices on expectations of returns in processed product

markets. These grower processors are in competition with proprietary

and cooperative processors. Yet, like cooperatives, grower processors

are beyond the jurisdiction of bargaining associations for valuation of

their own raw product production.. They thus have the flexibility to

value their raw product input at whatever level they care to in order to

meet the competition in processed markets.

Some of these grower processors maintain membership in bargaining

associations. In the California tomato industry and the Michigan tart

cherry and apple industries there is grower processor dual membership.

Currently, grower processing in Michigan accounts for 15 percent of

tart cherry processing volume and 5 percent of apple processing volume.

These figures are estimated to increase to 20 percent and 10 percent

in the next 5—10 years.1

 

lDonald Ricks, Agricultural Economist, Michigan State University.
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4.2.2 Responses of the Bargaining Association Sector

A. Attempts to Enlist Cooperative Processor Support for Bargaining
 

In the conceptual work it was suggested that bargaining association

management would be motivated to enlist the support of the cooperative

processing sector in its bargaining efforts. To explore the presence

of such a response, association managers were asked to describe their

relations with the c00perative processor sector. All associations

co-existing with cooperative processors, except for the raisin associa-

tion in California which works with cooperatives through the marketing

order, said that they solicited information from cooperatives to help

them establish price levels. This sample included the four relevant

Northwest associations, five California associations, three Michigan

associations, and the two nascent Appalachian associations. The

asparagus association in Michigan explained little activity in this regard

due to minimal cooperative processing of asparagus.

When association managers were asked to characterize the extent of

cooperative management support for bargained prices, the findings, applied

against a scale of good, some, pgor, were variable: see Table 4-6. These
 

findings indicate generally mixed support in the Northwest, good support

in California, and moderate support in Michigan and Appalachia. The

characterizations tended to correspond to those association manager

respondents who mentioned free riders in regards to payment of marketing

fees to the association; mixed mention in the Northwest, little mention

1
in California, and general mention in Michigan. In California, the

 

lFree rider here means benefiting from the terms of trade decision

process conducted by the bargaining association without sharing in the

administrative costs of that process.
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Table 4-6 Bargaining Association Characterization

of Extent of Cooperative Processor

Support for Bargained Prices

Good Some Poor Total Respondents

West Coast

Northwest l 2 l 4

California 5 0 O 5

Michigan 0 l l 2

Appalachia g _l_ _l_ __2_

Total 6 4 3 l3
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largest cooperative processor pays the marketing fees. All other

cooperative processor manager respondents indicated that payment of

marketing fees was a voluntary decision of the dual membership.

Efforts to Enjoin the Use of Cooperative Processors as a Haven.

Earlier work hypothesized that the use of a cooperative structure to

avoid bargaining would elicit some response from the association sector.

Select evidence of such use and response was found in the data.

In California, a suit by an association to challenge the use of

a cooperative-type structure to avoid bargaining is currently being

played out between the California Tomato Growers Association and a pro-

prietary interest named Tillie Lewis Foods. Tillie Lewis Foods has

implemented a partial payment participation plan with growers as an

alternative to guaranteeing bargained raw product payments.

In Michigan, the Michigan Agricultural Cooperative and Marketing

Association (MACMA) entered itself as a co-defendant with the Michigan

Agricultural Marketing and Bargaining Board in a suit by Pro-Fac coopera-

tive against the Board for denying it cooperative status and thereby

denying it freedom from bargaining obligations under that state's

bargaining law. Central to the original denial of cooperative status

under the Michigan bargaining law and to the defense of this administra-

tive judgement in the ensuing court case was the argument that Pro-Fac

cooperative is not a producer owned and controlled cooperative. Rather,

as was argued, it is controlled by a proprietary interest, Curtice-

Burns, Inc.

MACMA, as the bargaining association for cr0ps processed by Pro-

Fac cooperative, stood to lose claim to marketing fee revenues if the

suit succeeded. Thus, MACMA's participation was largely motivated by

 



 

its interl

associatil

from the '

non-payme

process c

was agree

payment 0

4.2.3

Disc

between t

will stre

sources 0

used in r

Processor

responses

tion res;

all findi

within ti

we

The

Challenge

In that .

0V9? whic

\

1s e:



 

 

 

159

its interest in maximizing marketing fee receipts by the bargaining

associations operating within it. Insofar as Pro-Fac membership benefited

from the terms of trade process conducted by MACMA bargaining associations,

non—payment of marketing fees that would help defray the cost of that

process constituted free riding. Recently an out—of-court settlement

was agreed to in which legal action was dropped and MACMA settled for

payment of claimed marketing fees.1

4.2.3 Discussion of Findings

Discussion of the inquiry into accommodations to interrelations

between the bargaining association and cooperative processing sectors

will stress the impacts on coordination of decisions, distribution, and

sources of structural change in markets. Corresponding to the sequence

used in reporting findings, the discussion will first address c00perative

processor management responses, thenwcooperative commodity interest group

responses, grower processor presence, and, finally, bargaining associa-

tion responses. Each section will discuss the significance of the over-

all findings and, where relevant, will stratify by certain characteristics

within the sample.

A. Cooperative Processor Management

The earlier conceptual work on general managerial behavior in the

firm hypothesized that management would be sensitive to factors that

challenge its discretion in meeting organizational and personal goals.

In that the existence of bargained prices offer a performance indicator

over which cooperative management may have little control, it was argued

1
See Chapter Five, Re§ponses to Bapgaining.
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that such a challenge to managerial discretion would be felt by manage-

ment. The implicit suggestion is that without external performance

information, management will control information on performance to serve

its interest in preserving discretion and relieving constraint concern.

Such behavior has recently been addressed by Salamon in an aptly entitled

article: “Corporate Control and Management Misrepresentation of Firm

Performance.”1 Salamon's purpose in conducting such research was to test

the hypothesis that management controlled firms attempt to exert control

over information contained in annual accounting reports so as to mis-

represent firm performance. Salamon's results support his hypothesis.

Altering Managerial Discretion. This study‘s results document

cooperative management sensitivity to bargained prices as a performance

 
indicator. The findings also indicated variability in the degree of  
perceived threat that bargained prices pose to cooperative management

performance. This variability showed the California sample of coopera-

tive processor managers being the most accommodating in their responses

to the perfonmance threat, the Northwest sample mixed in its accommoda-

tion, and the Michigan sample being the least accommodating to the

performance threat of bargained prices. Such variability may indicate

an evolution in bargaining association and cooperative processor relations

‘ in that California has the longest history of bargaining and Michigan

the shortest. In California, the bargaining association framework also

preceded the cooperative processing framework whereas in Michigan

cooperative processing preceded the current form of bargaining activity.

 

l
Salamon, G.L., 1979.
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The presence of an autonomous performance indicator serves to

redistribute information within the cooperative processing organization.

One result of such a redistribution is to shift more performance risk

(cost of performance) from c00perative membership onto management. As

noted by a student of bargaining association and cooperative processor

relations, the presence of bargaining can induce a reorientation of

1 The sensitivity of management noted in this study'smanagerial goals.

findings and recognized by others elsewhere2 supports the conclusion that

managerial discretion is being altered by bargaining association activity.

The total sample of cooperative processors also includes three single

crop cooperative processors operating in the absence of any bargaining

activity. It can be argued that the absence of an external performance

indicator affords management considerably more discretion in valuation

of raw product and maximizing the margin between raw product value and

processed prices. Current activity to form a bargaining association in

California olives offers evidence that cooperative processor members

recognize the costs to them of such discretion.

The presence of bargained prices was, in some cases, extremely

desirable to cooperative management; As documented by observations of

single pool multiple commodity cooperatives, especially in California,

though also in the Northwest and Michigan, raw product valuation which

is external to the cooperative processor freed management from inter-

commodity conflicts within the cooperative. In such organizations the

threat to discretion from external constraints was preferable to threat

 

1Stuckman, N., 1974.

2Ebert, H., 1974.
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to discretion from internal conflict. Based on these findings it can

be concluded that cooperative processors having single pool and multiple

commodity organizational characteristics will be supportive of bargaining.

Cooperative processors with multiple pool accounting do not have the

same grounds for inter-commodity competition as single pool operations.

Hence, management there will be less in need of external raw product

valuation and thus will be less receptive to bargaining.

Modification of Constraints Through Use of Influence.

i. Externally Directed Protective Behavior Produces an Information

Flow. The findings document that cooperative processor management does

respond both directly and indirectly to bargaining associations. In

terms of responding directly to bargaining association management, all

multiple commodity California cooperative managers and some of the North-

west cooperative managers did so. In the Michigan sample, most and in

the Appalachian sample, only one out of four communicated directly.

Such direct channels of communication have been reported by others.1

The documented responses of management on whether and how they responded

to bargaining associations also indicated use of indirect channels of

communication, e.g., use of dual members. Managerial respondents from

California and Michigan were most explicit in their use of duality as a

conduit. The extent of dual membership documented indicates widespread

incidence and, potentially, widespread use of such a conduit.

The importance of both direct and indirect communication between

cooperative processor management and a bargaining association is similar

to that noted in the earlier discussion of communi cation between

lLang, M., 1977, pp. 42-44; L. Garoyan, 1976; R. Knutson, 1974.
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bargaining associations and proprietary processors: information is

flowing. In the aggregate, cooperative processor sector information

flows to the bargaining association sector thereby increasing the

informational endowment from which bargained terms of trade originate.

The following version summarizes one view of the process:

Bargaining and marketing cooperatives1 will sit down together

prior to the bargaining season to analyze market situation and

outlook. Bargaining between the bargaining association and

proprietary processor determines a base price. This base price

becomes the market price as long as the operating experience

of the marketing cooperative demonstrates that the bargained

price was neither too high nor too low. If this is demonstrated,

the marketing cooperative becomes an active price force in the

market by raising or even lowering the price to its producers.

If the price is raised, the proprietary processor will be forced

to raise the price to the bargaining association and indepen-

dent producers to retain its volume the following year. If

the price is lowered, the bargaining association makes an

agreement with the marketing cooperative about the appropriate

price reduction.
 

It can be argued that the information communicated by cooperative

processor management will be self-serving information rather than that

which serves to move the bargaining process towards terms of trade

that are representative of demand and supply conditions. Where coopera-

tive processor influence is heavy by virtue of significant informational

input, movement toward the representative market value ideal may be

impeded. This point will be developed more at length below.

In summary, the self interest of cooperative management in pro-

tecting its performance discretion serves to elicit a flow of informa-

tion from the cooperative sector to the bargaining association sector.

The incentives that induce a flow of information from all sectors

result in a higher informational endowment with which to produce terms

lMarketing Cooperative is a cooperative processor.

2Knutson, W.J., 1960.
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of trade decisions. As noted by one observer of the process, “each

group . . . can serve as a check and balance on the other and insure

for the producer as nearly as possible that he will receive the true

”1 Such aggregations can also 'thickenl2 otherwisevalue of his crop.

thin market terms of trade decisions. Where cooperative managers are

not responsive either directly or indirectly to the bargaining sector

one should expect a commensurately poorer informational endowment for

bargaining.

1i, Internally Directed Protective Behavior Redistributes Performance

Risk. In addition to hypothesizing externally directed responses in

light of perfonmance interdependencies, the study also argued the

possibility of internally directed responses to preserve managerial

discretion. Such behaviors would have the result of spreading or

redistributing performance risk from cooperative management to coopera-

tive membership. As noted by one student of cooperative processor

management behavior: ”The proprietary company . . . has a sense of

urgency to make a profit as opposed to a cooperative that feels it

always has an available relief valve by turning to its members to off-

set its losses."3

Numerous and widespread sources of management discretion, some of

which were used by management explicitly in response to bargaining as

an external constraint, were revealed by the data. All geographic

samples indicated sources of discretion that management could make use

lKlotzbach, w.a., 1960.

ZHurwicz, L., 1969.

3
York, J.C., 1973.
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of. The Northwest and Michigan respondents, as samples having shorter

histories of bargaining and less aggregate cooperative processing activity

than California, argued that they can counter bargaining information

with their own information and, if necessary, adjust input values. Such

ability to defuse threats to discretion indicates management rather than

member control of the cooperative organization. The priority given by

California cooperative management to the performance of bargained

commodities suggests another impact: constrained discretion in treatment

of some commodities may be relieved by exercising discretion in other

commodities. The result can be a redistribution of performance risk onto

nonbargained commodities in the multi-commodity cooperative.

Though exercise of sources of managerial discretion has not

necessarily been linked to performance pressures emanating from bargaining,

it can serve to shift performance risk from management to membership and/

or from some membership groups onto others. The aggregate result is to

reduce the accountability of management to membership goals. Nevertheless,

sources of managerial discretion existing in the absence of external

performance pressure such as that produced by bargaining would mean even

less accountability. Thus, it can be argued, external performance

reference points are desirable insofar as they reduce managerial discre—

tion, redistribute the risk of performance, and mitigate the separation

of ownership and control of the cooperative processor. These constitute

arguments for cooperative processor members' support of bargaining so

as to enhance member control over performance of the cooperative.

iii. Price Squeeze Strategies. Another hypothesized behavior of

cooperative processor management was use of influence to prodUCe

competitive advantages. Envisioned were attempts by c00perative
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management to influence raw product price levels to the disadvantage of

proprietary processor competitors. The origin of this notion can be

traced to various reports of pricing strategies in the dairy industry.

1
Such strategies, as documented by Boynton and Williams involve use of

reblending rights which result in either proprietary competitors paying

more for raw product than cooperatives or internal transfers between

types of cooperative producer members resulting in cooperatives under-

bidding proprietary competitors:

A rather unique type of behavior is sometimes found within

markets in the region in areas of very dense milksupplies.

The practice involves coops with both Grade A and Grade B

intakes which serve both as manufacturing coops and as fluid

milk suppliers. The particular conduct is based on the co-

operative's ability to shift revenues among Grade A and

Grade B producers. Several possibilities exist. Where pool

plant requirements are sufficiently low, a cooperative can

'ride the pool' by shipping only enough milk to handlers to

participate in the distribution of monies out of the equili-

zation fund. This increases the price the cooperative can

pay for milk even though most of it is manufactured. This

practice involves a transfer of funds from regular fluid

suppliers to producers who primarily are supplying milk for

manufacturing use. Another possible practice is that of

'robbing B to pay A.l Through repooling receipts, the

cooperative can enhance payments to Grade A shippers at the

expense of Grade B shippers. This practice has been em-

ployed to attract and keep large shippers, by encouraging

them to convert to Grade A even though Grade A suppliers

are not needed. A cooperative doing this could offer milk

to bottlers at lower prices than competitors and still pro-

vide Grade A shippers a competitive net return.2

As summarized by Boynton, because of reblending rights "cooperatives

need not return the order blend price to their members, while pro-

prietary handlers must pay independent producers or c00peratives

through the order pooling procedures the equivalent of the order blend

 

1Boynton, R., 1978; s.w. Williams, et al., 1970.

2Williams, S.W., et al., Supra, p. 80.
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1
price." R. Knutson has referred to such pricing strategies as an

”Alcoa Case“2 price squeeze.

The study's findings did not reveal intentional price squeeze

strategies. Nevertheless, the presence of significant infusions of

information from the cooperative sector throughout the national sample

provides a means to introduce price enhancing signals to the bargaining

process. Proprietary processor sensitivity to this issue was most evident

in the California and Appalachian samples. This can be partially

explained by the high degree of dual membership in fruit and vegetable

industries of these regions. Moreover, in both regions, as opposed to

the Northwest and Michigan, the cooperative processing sectors have

dominant market shares in most processed products.3

B. Other Interest Group Influences

Dual Membership: Motives, Results. There are two factors that

motivate dual membership of cooperative growers and both are interrelated

though not extant for all cooperative processors in the national sample.

The first is that cooperative members perceive a beneficial inter-

dependence between bargaining and their returns from the cooperative.

Strong cash prices affect the opportunities the cooperative organization

faces in processed markets in that competitor's input costs are affected.

As argued by an observer of the Michigan industry:

 

1Boynton, R., Supra, p. 263.

2Knutson, R., 1974. The Alcoa Price Squeeze refers to the ability

of vertically integrated firms to implement a price squeeze against non-

vertically integrated competitors. This is accomplished by increasing

input costs to the competitor and then cutting price in finished markets.

3Refer to Chapter Two: Economic Impacts.
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Members of processing cooperatives generally believe that

(the bargaining association's) role in establishing realistic

raw product values works to the advantage of their processing

cooperative and that they receive a higher return from joint

activities of the two organizations. The raw product price

established sets a floor for the industry.

Second, for single pool multi—commodity cooperatives using bargained

prices as a basis for allocation of returns, access to a bargaining

association is a means of competing with other commodity interest groups

to determine shares of cooperative proceeds. In fact, the motivation

for dual membership by members of single pool cooperatives has two parts:

first, the higher the bargained price of x in relation to the other input

values, the larger percentage of net returns that will be allocated to

x; and, more importantly given the relative size of raw product value

a
s
"

4
-
<
'
.
M
‘
A
-
.
.

compared to net returns, is that net returns are pooled and thus provide

intercommodity guarantees that bargained prices will be paid. Study of

the algorithm representing total returns to a commodity in a single

pool cooperative reveals that there exist two sources of income and thus

two motivations to support bargaining activity:

TPRi = QiPri +4491— * gong — ngPrj —9

j=l j=l

QJ'PrJ'

1

I
I
'
M
:

J

Where TPRi isTotal Product Returns to Commodity i.

Where Qi is total quantity of commodity i delivered.

Where Oj is total quantity 1 . . . n delivered including i.

Where Pri is cash raw value per unit commodity i.

Where Prj is cash raw value per unit commodity 1 . . . n including i.

-——~—.___  1Stuckman, N., Supra, p. 20.
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Where n is the number of commodities processed including i.

Where Grj isgross returns from sales of processed commodities 1 .

including i.

Where C isother costs.

n n

Thus gross returns ( z GRj) will be diminished by z QjPrj before the

i=1 i=1

net is distributed. This means that if commodity i's raw valuation

increases, say through higher bargained prices, all other commodities'

returns are diminished to pay off QiPri before any net returns are

allocated. Each commodity thus finds itself competing to drain off the

entire net returns from sales of processed products. As documented,

such competition leads to externally directed behaviors through both dual

membership and internal pressure on cooperative processor management to

respond to other commodity bargaining associations in order to restrain

them. Inter—commodity competition also serves to strengthen the commit-

ment of the cooperative organization to value its raw product inputs at

bargained price levels.

Some association managers reported that the direction of pressure

brought to bear on raw product price by the population of dual members

tended to be upwards. These findings come principally from interviews

with association managers in California and Michigan. In order to under-

stand the source of such pressure on raw product price, the difference

in incentives facing the cash grower population as opposed to the

cooperative grower population needs to be delineated. In the former,

growers are dependent on cash demand. If prices move upwards quantity

demanded by proprietary processors is likely to decrease unless there

has been a commensurate shifting in demand. Growers belonging to
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cooperative processors do not share this interdependency with proprietary

processors. C00perative growers, rather, have an assured home in their

c00perative organization insofar as management does not impose delivery

restrictions. Moreover, cooperative growers expect returns that are a

function of value added in processing as well as raw product value. As

noted above, the cooperative grower's calculus may be further influenced

by the accounting system used for allocating costs and returns among

commodities in multiple commodity cooperatives.

The result of dual membership, then, is to send economic signals

based on incentives that differ from those facing cash growers to the

bargaining association. Such combination of economic calculuses can

confound economic signals to the advantage of some groups and to the

disadvantage of others. The consequence of this combination may be to

move the terms of trade produced by bargaining away from those warranted

by demand and supply conditions.

Moreover, mixing the incentives of cash and cooperative growers can

impact on the structure of raw product production and processing industries.

First, proprietary processors will respond to higher input prices by

reducing purchases. Producers selling to proprietary processors thereby

lose volume. These producers may try to protect their outlets by

vertically integrating into processing. Second, insofar as cooperative

processors are not pressured to value their raw product inputs at bar-

gained price levels, cooperative processors may price lower than pro-

prietary competitors in sales of processed products. Under bidding can

result in, as Goldberg has suggested, reallocation of market shares between

the proprietary and cooperative processing sectors.1 Such reallocation

 

lGoldberg, Ray, 1971, p. 18.
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means increased volumes for members of the cooperative processor and, in

the longer run, concentration of production and processing in the coopera-

tively organized sector.

Reallocation can also serve the interests of those who wish to exploit

economies of scale in both production and processing. As argued by Thor,1

the pursuit of efficiencies in production and processing is a driving

force behind the participation of cooperative processor growers in bar-

gaining associations. The long run result of such participation will be,

according to Thor, the alignment of economies of scale in production and

processing.

Considering for a moment the response of the proprietary processing

sector to the structural forces suggested above, one can expect a

difference in the length of run, though not necessarily the ultimate out-

come, for single state versus multi—state processors. As argued in the

discussion of interrelations between the bargaining association and pro-

prietary processing sectors,a lesser ability to subsidize internally

between markets or to find substitutes in procurement by single state

processors in comparison with multi-state processors should mean more

competitive pressure from dual membership on the former than the latter.

Hence, the single state processing sector should manifest a faster

surrendering of market share than multi-state proprietary processors.

Notwithstanding the tendency of dual membership to promote such

structural changes, there are other factors that may compete with

pressures from dual membership. One of these is that the bargaining

association receives conservative pricing pressure from management of

 

1Eric Thor, Agricultural Economist, University of California,

Personal Interview.
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cooperative processors. This is especially true where the cooperative

uses a single pool to account for multiple commodities; the existence of

intercommodity competition produces disciplining pressures both internally

and externally. In cooperatives organized according to multiple pool

accounting, such commodity discipline does not obtain. Arguing thus, one

can expect the economic signals coming from management of single pool

multiple commodity cooperatives to contain information that more closely

reflects accurate denand and supply conditions.

Another factor that competes with dual member influence: toward

structural change is the role of dual membership in adhering the coopera-

tive processor to bargained prices. Dual membership between the bargaining

association and cooperative processing sectors strengthens grower member

voice1 and enhances the pressure on cooperative management to value raw

product inputs at bargained price levels. The production of such

adherence, as is especially true for cooperatives with single pool

accounting, mitigates the possibility of cooperative processor management

underselling proprietary processors and thereby increasing its market

share.

Grower Processors and Structural Changes. The role of grower

processors in bargaining is influenced by their economic interest in

achieving economies of scale in production and processing. Satisfaction

of this interest under current market conditions requires grower

processors to increase their market share of processed product. One way

to achieve such an increase is to use dual membership to influence high

 

1In conjunction with the impact of strengthened member voice is the

threat of member exit. Dual membership, however, is an alternative to

ex1t as a system of grower control.
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bargained prices. When cash producers lose their volumes as proprietary

processors decrease their purchases in response to high raw product prices,

grower processors can increase their own production and undersell pro-

prietary processor competitors. A combining of scale economies in produc-

tion and processing permits lower raw product values and/or processing

margins to be recouped in lower production and/or processing Costs. In

summary, grower processors have an economic interest in stimulating a

redistribution of production and processing market shares to themselves.

C. Bargaining Association Interdependencies

Revenues from the Cooperative Sector. Characterizations from the

California sample of bargaining association managers indicate that

California cooperative processors value the terms of trade determination

process conducted by bargaining associations. Nevertheless, where the

value of this determination process is enjoyed but not supported

monetarily by cooperative processors, these cooperatives are free riding

on those who do pay for the products of bargaining activity.

Lang, in his exhaustive research into the characteristics of bar-

gaining associations, discusses free rider issues drawing on the concep-

tual work at Olson's inclusive and exclusive goods.1 Lang focuses on

the use of exclusive informational goods as one factor mitigating free

2
ridership. This study has revealed cooperative grower cognizance of

 

and response to interdependencies with bargaining activity which can also

mitigate free ridership. This cognizance seems especially acute, as

 

1Lang, M., 1977; M. Olson, 1965.

21bid., pp. 40-42.
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evidenced by the extent of dual membership, in multi-commodity coopera-

tive processors using single pool accounting.

Where bargaining associations are supported monetarily by the

cooperative processing sector, the costs of the terms of trade decision

process are spread over a larger population of growers. Where such costs

are not spread, then one sector bears all the costs of producing the

terms of trade products while the other sector can still enjoy the

products without defraying the costs. In the long run, such differentials

in costs may translate into competitive advantages between sectors.

i. Challenges to Association Jurisdiction. Bargaining association

managers in select environments were also revealed to avail themselves

of legal sanctions to modify responses to bargaining. Suggested by Lang

and briefly probed in this research was the possibility that raw product

might be channeled into the cooperative processing sector in order to

avoid the constraints of bargaining.1 Forms of such diversion have been

identified in the sample observations from California and Michigan. In

both states legal sanctions have been advanced to serve the bargaining

associations’ interest in preserving jurisdictional authority over trans-

actions between growers selling to proprietary interests. Where such

transactions can be subsumed under a cooperative organization or, as

in California under a participation plan, the authority of the bargaining

association may be diminished. This is because bargaining explicitly

applies only to transactions between growers and proprietary interests

and not to transactions between growers and cooperatively organized

processing organizations or between proprietary interests and growers

lIbid., p. 41.
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organized under participation plans. The willingness of bargaining

associations to invite legal sanctions in order to preserve their juris-

diction can contribute to a reduction of the rights of former free riders

as the opportunities for avoiding the constraints of bargaining are

foreclosed.1

D. Summary

Discussion of findings on the accommodations to interrelations between

bargaining associations and cooperative processors has developed the

ramifications of participation of cooperative interest groups in the

bargaining process. It has also given central emphasis to the co-existence

and conflicts of interest of different grower interest groups in bargaining.

Some general conclusions were suggested:

1) The simultaneous membership of growers in a bargaining association

and a cooperative processor can serve to integrate and commit the coopera-

tive processor to bargained terms of trade;

2) The choice of accounting system, i.e., multiple pools or single

pool, for multi—commodity cooperative processors produces variable

incentives for cooperative grower members and their managements to

communicate with bargaining associations;

3) The combination of economic incentives facing vertically inte-

grated grower groups (cooperative processor growers and grower processors)

with those of growers selling raw product through the bargaining associa-

tion to proprietary processors can produce confounded economic signals

in the bargaining process and pressure for structural change. These

1The performance ramifications of some organizational forms will

be addressed in the following chapter.
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results are magnified according to the relative importance of the

vertically integrated grower sector in markets where bargaining takes

place and the extent of communication between this sector and the bar-

gaining association; and

4) Bargaining associations solicit support from the cooperative

processors, have problems with free riders in the cooperative processing

sector, and may solicit legal sanctions to deter the use of cooperative

organizational forms when used to circumvent the jurisdiction of bargaining

associations. These association behaviors mean that the association is.

open to influence from the cooperative sector, that some cooperative

processors enjoy cost advantages over parties to bargained cash trans-

actions by virtue of free riding, and that certain uses of cooperative

organizational forms invite the costs of legal challenge.
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CHAPTER FIVE

STRUCTURAL RESPONSES OF PARTICIPANTS:

FINDINGS AND DISCUSSION  

Introduction

This chapter will concentrate on the interrelations between

cooperative processors and proprietary processors and the identification

and explanation of responses by these organizations to their interrelations

suggested in the applied conceptual work. Accordingly, it will attempt

to explain structural responses by these participants in farmer bar-

gaining. The structural responses of interest are proprietary pro-

cessor exit from fruit and vegetable processing and a rise in the

percentage of raw product moving through cooperatively organized

market channels. The chapter will first look at reasons for proprietary

processor exit from fruit and vegetable processing as recorded by

prOprietary processors. Following this, the chapter will look at

 another type of structural response termed "organizational responses”

 in the conceptual work. The reporting of these findings will be

directed towards addressing both the transition of proprietary pro-

cessors to cooperative ownership and the development of organizational

linkages. The latter area will emphasize the case of joint ventures

of variable forms where, essentially, the risks of price movement of

processed product are spread onto the grower population involved in

the linkage.
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Following the presentation of findings will be a discussion or-

ganized around performance issues of distribution, coordination, and

structural organization of markets. The intent of this discussion,

as in the prior two areas of inquiry, will be to highlight conclusions

 

and set the stage for an integrative concluding chapter and

enumeration of select policy implications.

5.1.1 Motivation For Proprietary Processor Exit

One of the hypotheses guiding this research was that the ob-

served reduction in numbers of processing establishments in the fruit and

vegetable industries could be partially explained by the pressure on

processor margins attributable to farmer bargaining. In order to

 

explore this hypothesis, data was compiled from both secondary and primary

sources. The secondary data was used to test two null hypotheses:

l) there is no difference in the rates of processor exit between

states with bargaining and states without bargaining; and 2) there is

no difference in the rates of processor exit between crops with bar-

gaining and crops without bargaining in the same state. The primary

data was compiled to document proprietary processor explanations for

exit from processing.

A. Secondary Data

Two tests of hypotheses were performed to explore a causal  relationship between farmer bargaining and diminuation of numbers of

 processing establishments in fruits and vegetable industries. In the

first, data from the Census of Manufacturers was compiled for the years
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l967, l972,and l977.1 Percentage change in total number of processing

establishments for Canned Fruits and Vegetables (SIC 2033) was calculated

for each state listed. These percentages were stratified into two

groups, one of states manifesting bargaining partially or wholly during

the period in any fruit or vegetable as identified by Lang,2 and the

other of states not evincing any bargaining activity. Using the Student

T test of differences in means of percentage change, tests were con-

ducted to test for significant difference in means between those states

with some bargaining activity for the period and those without.

Test results indicated the inability to reject the null hypothesis

for the periods l967-l977 and l972-l977 at the .Ol level of significance

that there is no difference in rates of processor exit between those

states with bargaining and those states without bargaining. Furthermore,

a test with the percentage change weighted by a factor of two from

l967-l977 in states with bargaining compared to unweighted percentage

change for those states without bargaining also resulted in inability to

reject the null hypothesis at the .Ol level of significance.3

 

1Census of Manufacturers, 2033 SIC, l967, l972, l977 preliminary.

2Lang, M., 1977.
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Sample Parameters

l967-l977 l967-l977 l972-l977
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For the period l967-l977, the Census of Manufacturers shows a

national percentage change in numbers of canned fruit and vegetables

processing establishments of -26 percent. For those states with

bargaining activity during this period, the percentage change is -l9

percent. For those states listed without bargaining activity the per-

centage change is -32 percent.

Tests performed with data from The Directory_of Canners, Freezigg,

and Preserving Industries were similarly structured and compared samples

of commodities with and without bargaining activity in the same state.1

Data were sufficient to perform such tests for the states of California,

Michigan, Oregon, Washington, and Wisconsin. For each of these states,

the researcher was unable to reject the null hypothesis at a .Ol

level of significance that for the period l968-l978, there was no

difference in the percentage change in numbers of firms processing

bargained commodities versus those processing non-bargained commodities.

 

1The Directory of Canning, Freezing, and Preserving Industries,

l968-l969, l978-l979. .

2See following page.
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There are certain limitations affecting the use of this data, however,

that may challenge the meaningfulness of any findings.1

In summary, using data from the Census of Manufacturers and The_

Directory of CanningggFreezing, and Preserving Industries, the study

found that: l) there is no evidence that the rate of processor exit

in a sample of states with bargaining was greater than the rate of

processor exit in a sample of states without bargaining; and 2) there is

no significant difference in rates of processor exit from a sample of

bargained crops compared with a sample of nonbargained crops in the

same states.

B. Primary Data Explanations

Primary data was generated in an attempt to provide more precise

findings than those contained in secondary sources. Proprietary processors

in all geographic regions studied were asked to cite reasons for proprietary

exit from processing in their raw product procurement area. The method

for soliciting explanations for proprietary processor exit was to ask

the following open question: ”How do you explain the exit of proprietary

processors from fruit and vegetable processing?" Several reasons were

cited, of which two interrelated ones are displayed in Table 5-l.

 

1When the directory identifies a firm by state in its commodity

listing, this does not necessarily mean that the firm processes that

commodity in that state. The directory does not provide a listing of

commodities processed by firms by states. Thus in using this data one

is assuming for major commodities that the firms listed by state under

that commodity do in fact process that commodity in that state. Though

this assumption can lead to certain mis-estimates of the numbers of firms

by commodity by state, these mis-estimates are likely evenly distributed

between the segmented populations of firms.
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Cogperative Advantgges. Out of 23 proprietary processors inter-

viewed (including 2 processors recently transformed to cooperative

ownership),1 l3 cited cooperative processor competitive advantages with

l2 of these l3 stating that these competitive advantages consisted

of or included lower raw product input costs. Of this population of 23

proprietary processors,3 out of 4 California processors cited these

advantages and 8 out of l6 total processors with experience in Michigan

cited these advantages.

The Appalachian sample of 7 proprietary processors included 5

which had experience in the Michigan bargaining environment as well.

Of these 5, only 2 cited cooperative competitive advantages as a

reason for proprietary processor exit decisions. Within this Appa-

lachian sample of 7, 3 had themselves exited from processing in the

state of Michigan. And of these 3, only l cited cooperative competitive

advantages as a reason for exit. Furthermore, only 1 of these 3

specifically cited bargaining as the reason for its exit.2 The

other 2 argued that bargaining was only a partial explanation.3

Notwithstanding the large percentage of proprietary processors

who argued the competitive advantage of cooperative processors as a

reason for proprietary processor exit, when asked whether cooperatives

were the responsible party for price cutting in finished sales, the

majority of respondents (9 out of ll) indicated that the cooperative

processor sector is no more responsible for price cutting in sales of

 

1Bay View Orchards, Sawyer Fruit and Vegetable Cooperative.

2Seneca.

3
Duffy Mott, Musselman.
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finished processed products than were proprietary processors.

Bargaining Pressure. The other principle reason cited by proprietary

processors to explain exit was bargaining. Of 23 possible respondents

(counting the 2 firms that used to be proprietary but who have recently

transformed to cooperative ownership),1 l8 cited bargaining as an

explanation for processor exit. Responses as to the importance of

bargaining were variable. Hence, an attempt was made to enumerate these

responses according to a gradient in order to provide a more accurate

assessment of proprietary processor observations. The gradient used

was yes, partial, uncertain, and did not cite. These terms approximately
 

correspond to the answers of respondents. This gradient was used to

develop Table 5-2. In the California sample of 4 proprietary processors,

only 2 cited bargaining as a possible explanation and both indicated that

they were uncertain as to its explanatory force. Turning to the

sample of l6 proprietary processors with processing experience in

Michigan, 4 out of 16 indicated that, yes, bargaining did constitute

the explanation for processor exit. Of these 4, 3 were single state

operations and 3 have transformed themselves to partial or total

cooperative status. Eleven out of 16 possible respondents from this

Michigan sample indicated that bargaining was a partial explanation.

Of those indicating partial, 8 are multi-state operations. Thus out

of the total Michigan sample, only T proprietary processor failed

to present bargaining as an explanation of processor exit.

 

Bay View Orchards, Sawyer Fruit and Vegetable Cooperative.
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Combined findings as to reasons for processor exit from Table

5-l and 5-2 indicate that though the California sample either did 393

git§_or cited with uncertainty the role of bargaining, that 3 out of

4 California respondents cited cooperative advantages due to lower

input costs. In the Michigan sample where the attribution of exit to

bargaining was more apparent, 8 out of T6 respondents cited cooperative

advantages, and 8 out of T6 cited both explanations simultaneously.

Other Reasons. Various processors also cited the existence of

alternative explanations for proprietary exit from fruit and vegetable

processing. Of the 23 total processors in the sample with proprietary

processing experience, l4 mentioned that there were other reasons than

bargaining or Cooperative competition which could explain decisions

by proprietary processors to exit from the industry. Of these l4,

2 were from the California sample of 4 and l2 were from the Mich-

igan sample of T6. Some of the alternative explanations offered were

environmental regulations in disposal of waste, managerial problems,

estate planning, desire to consolidate operations closer to certain

markets, unacceptable variance in rates of return in fruit and vegetable

processing, and high opportunity costs of capital investments. Of

course, these latter two explanations may be influenced by interrelations

with bargaining associations and cooperative processors. Several pro-

cessors specifically mentioned the unacceptable distribution of risks

in bargaining: "when push comes to shove," cooperative processors

will value inputs at lower levels than proprietary competitors thus

shedding the risk of too high input prices.1 Other processors made

 

1Industry Sources: California, Michigan.
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certain positive statements such as: "Michigan is a good place to do

business;” "We may come back to Michigan," (this comment was by a processor

who had exited from Michigan citing bargaining and competitive advantages

of cooperatives as partial explanations but also noting that raw

product value represents a small percentage of final value of processed

sales); and ”I don't think any processor has exited due to bargaining.

There are other cost reasons. If processors do respond this way it means

they haven't used the bargaining tool they have. If Duffy Mott left

because of bargaining why didn't they try to use bargaining more than

they did? Processors just roll over and play dead. There are other

reasons for exit. Musselman was faced with management problems. That

is why they left (from Michigan). It was a corporate decision in

St. Louis and Musselman wasn't entirely happy with the decision.”'

These findings provide varied indications of the impact of bargaining

and cooperative competition on proprietary processor exit.

As an addendum it might be noted that many processors in the sample

(9 out of 23) cited inadequate rates of return as the exit decision

variable. Low rates of return in fruit and vegetable processing are

well documented by Touche and Ross accounting reports.2 Of these

9 respondents, all were multi-state operations. No single-state pro-

prietary processing operations developed the rate of return explanation

explicitly.

5.l.2 Transition in Ownership of Processing Facilities

This section will report some findings on the process of transition

'Industry Sources.

2See Touche and Ross, Appendix.
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from proprietary ownership to cooperative ownership of processing capacity.

The intent is to present findings that can illuminate the forces behind

the increasing cooperative processing market share being evinced in

several bargaining environments.' The suggested argument is that

transition of ownership may be partially explained by proprietary

processor perception of and responses to illiquid grower investments in

fruit and vegetable production which make growers reluctant to tenninate

production.

A. Proprietarngerception of Resource Availability

Proprietary processors were asked to cite reasons for the transition

of processing to cooperative ownership upon proprietary processor exit

from processing. The responses from the proprietary processor sample

indicated sensitivity to the adjustment costs of growers. Fifteen

out of 20 proprietary processors from the combined samples of California

and Michigan acknowledged that: l) the transition was a function of

attempts by proprietary interests to utilize grower resources including

shifting risk onto growers; and/or 2) the transition was partially

explained by proprietary interest recognition of the adjustment costs

of grower production investments. The first explanation was cited by

ll out of a sample of 20, breaking down to 2 out of 5 addressing the

California experience and 8 out of TS addressing the Michigan ex-

perience. Of the Michigan sample, 4 single state operations and

. 2
4 multi-state operations constitute the 8 respondents.

 

'See Chapter Two: Economic Impact.

The Michigan respondents included 4 organizations that also

Operate in Appalachia.
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The second and closely related explanation was cited by ll out of

20 proprietary processors. The breakdown was 4 out of 5 from California

and 7 out of TS from Michigan. Combining the explanations indicates

that 15 out of 20 proprietary processors were sensitive to the existence

of resources located in the grower sector. The breakdown was 5 for 5 in

California and 10 for 15 from the Michigan sample. Single state and

multi-state processors both showed sensitivity to the grower

sector resources: in Michigan, 2 out of 5 single state processors

with proprietary processing experience and 6 out of To multi-state

operations revealed such sensitivity.

Proprietary processor perception of accessible grower resources

is suggested by various comments from this sample of proprietary in-

terests. Many respondents, l4 out of 20, made explicit comments

indicating their perception that going cooperative, i.e., effecting

a transformation of ownership, was a readily available alternative.

All 5 processors in the California sample and 9 out of TS in the Michigan

sample made comments to this effect. Examples of such comments are as

follows: T) "We could get bailed out by growers;" 2) ”A buy

out of growers is a feasible strateQY;" 3) "We are thinking of going

joint venture;" 4) "We are considering imitating cooperativesg”

5) "We may have to respond;” (to the use of competitive advantages or

entry barriers).' The public comments of the chairman of the board of one

large national proprietary processor in response to a question also

manifest sensitivity to accessible grower resources:

Question: These marginal areas are areas that you would just

 

'Industry Sources.
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as soon dump, can you unload them on somebody, or do you just

let them go? Who's going to take something that's not very

profitable?

Chairman: I think for the business we're in, we've set some

fairly ambitious goals. There are alot of others in the in-

dustry that don't have, perhaps, the same number of requirements

on return on investment that we have. I think one example

is cooperatives, that enjoy certain financial relationships

and certain packaging relationships that make our numbers

attractive to them. Cooperatives are certainly an area that we

would look to in the disposal of1assets, or whatever it is that

doesn‘t fit into our guidelines.

This particular processor has recently disposed of some of its California

processing facilities to a grower cooperative organization called

Pacific Coast Producers.

The responses from the proprietary processor sector indicate an

appreciation of grower resources in the form of cooperative organizations.

Some of the comments are more explicit than others in stating how these

resources might be used. In order to gain more insight into how grower

resources might be utilized by the proprietary sector, interests who

have been involved in transition of processing facility ownership were

sampled to ascertain reasons for such transition. These findings follow.

B. Cooperative Management Perspective

Cooperative Processor Management was asked to cite reasons for

the transition of the processing sector to cooperative ownership.

Their responses essentially reflected grower distress and the need

to protect grower investments. All 4 multiple commodity cooperative

processor managements in California and 5 out of a sample of 7 cooperative

processor managements in Michigan indicated the illiquidity of grower

 

1Alfred J. Stokely, Chairman of Stokely-Van Camp.
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investments, which results in the reluctance of growers to terminate

production, as being an explanation for the transformation of ownership.

A number of cooperative processor managers also perceived the

transformation of ownership to be motivated, at least in part, by

prOprietary interest in gaining access to grower resources. This was the

perception of 3 out of the 4 multiple commodity California cooperative

processors and 5 out of the 7 Michigan cooperative processors. Several

cooperative processor managers who were previously managers of the

facilities under proprietary ownership provided some interesting comments

on the transformation process:

l) The growers in Glorietta had no choice but to pick up the

processing costs... Tillie Lewis (a proprietary processor) is

spreading the risk onto growers. When you can't be sure of

profitability, you take growers in to share in the risk...

This offers Tillie Lewis competitive advantages that others

will study;

2) The sale of Elk Rapids Packing Company to growers was a forced

buy out with old management running it. This was a grower

mistake having put themselves in a dependent position;

3) The trend in the fruit industry is that one day the processor

tells the grower to either buy them out or the plant will be

closed down. Bargaining isn't the reason at all. This is

just a transfer strategy to get growers to pick up the costs;

4) We went coop in l974 because we felt the risk of doing business

as a proprietary processor (in Michigan) was too great. We

felt (that) risk needed to be spread back to the grower if

he'd accept it. We also wanted to avail ourselves of farm credit.

30 growers now bear all the risk and growers share in all

the potential gain. My growers'also had no alternative but

to accept the c00perative transformation.

In summary, the immobilities of grower investment in production

appear to be an important explanation for the transformation of ownership

in the processing sector. The proprietary processor sensitivity to

 

1Industry Sources.
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opportunities, i.e., resource availability, as a function of these

immobilities has elicited strategic responses by the proprietary

sector. These responses are similarly apparent in the findings on

motivations for organizational linkages to be explored next. Indeed,

transition of ownership and linkages between the sectors seem to be

motivated largely by appreciation of accessible resources in the grower

sector.

5.l.3 Proprietary Linkages With Growers

Developed in the conceptual work was the idea that proprietary

interests would respond to market and financial conditions by seeking out

sources of discretion. Envisioned were behaviors to merge the resources

contained in both the proprietary and grower sectors. The findings

presented here explore the incorporation of grower resources.

In discussing the motivations for the transformation of proprietary

organizations to cooperative ownership reported on above, many proprietary

processors were also addressing the motivations for linkages between

the two sectors. The explanation for linkages generally cited by proprietary

processors was the desire to utilize resources in the grower sector.

Resources mentioned were the availability of grower capital, the ability

to spread risk onto growers, and the institutional resources available

to cooperatively organized producers. By looking at the motivations

cited for both the transition and linkage of sectors, the study has

identified a widespread, almost unanimous proprietary appreciation of

resource availability in the grower sector.

It has been suggested by students of structural change in the

processing industry that other proprietary motivations for linkages
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(integration) with grower interests are the ability to ensure availability

 of raw product input supplies and the ability to control quality of

raw product in order to conform raw product input characteristics with

marketing needs. Insofar as these motivations are realized through

linkages, the planning uncertainties faced by both the grower and pro-

prietary interests may be alleviated, and reduced risks and lower

costs may be obtained. Nevertheless, the distributions attendant

to such integration remains a fundamental aspect of linkage arrangements.

Managers of proprietary interests are expected to desire a risk dis-

tribution that enhances their discretion in managing.

Extensive interviews were held with 3 organizations currently in-

volved in linkage arrangements with growers. One was a so-called

”participation plan" organized and currently being implemented by

the Tillie Lewis Foods, Inc. division of Ogden Corporation. Two

other linkage arrangements studied are so—called ”joint ventures”

between a proprietary interest and cooperatively organized growers:

Pro-Fac/Curtice-Burns and Seneca/Ag Co. The general interest being

manifested by the proprietary processing sectors in organizational

linkages suggests some structural as well as distributional

impacts. As argued by management in one major California proprietary

processor:

To us the Tillie Lewis plan means that Tillie Lewis is

getting product cheaper. This will eventually challenge our market

share. So I tell the association (California Tomato Growers

Association) not to let their barrier down. Don't ever agree

to it! If CTGA agrees to Tillie then we‘d have to drop our own

plan...We can play this game of promising a lot and never

delivering also.

The fact that several proprietary processors stated that they had studied
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l
such linkages also portends structural trends. Management of one

major processor in the Michigan sample says it is just waiting for the

right moment to implement its own joint venture. In an attempt

to trace specific motivations for linkages of the above varieties, the

next sections will look at findings concerning participation plans and

joint venture organizations.

A. Participation Plans

Comments by a processing organization operating in the

apple industry indicate that a participation plan can substitute for

fixed inputs costs and therein more closely resemble some of the poten—

tial discretion afforded management in cooperative processor organizations:

On our participation plan the Open pricing clause gives me

full flexibility in allocating costs and deciding how pro-

fit will be shared. The growers have to trust me. I put a

clause into the contract to ensure myself Capital payments.

Nothing protects the growers but me. Growers sign because

they need a home for product.

Comments by management of Tillie Lewis Foods, Inc. show a similar intent

to those quoted above:

In our tomato participation plan, the growers put up the tomatoes

at the going price and we put up the other costs. If we

cover costs plus we split the profit according to grower

share in total costs of producing and selling the product ...

As to equalizing our status in competing with cooperatives,

the coops can lay lOO% of profit or less on growers and we can

lay only 25% which is (approximately) the grower contribution to

full costs...we are after a smoothing effect in returns. .

Samples of the agreements on which such pflans are based can be found

in the appendix to this study.

These two participation plans are seeking to utilize growers as a

resource for spreading risks involved in the processing industry.

 

1Silver Mill, Michigan Quality Foods, National Fruit Products.
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Both plans present a cooperative type relationship between growers

and the processing organization. However, the control of the organization

is, unlike the cooperative analogue, firmly held by proprietary interests.

Though relief from bargaining may not be the specific target of

such plans, bargaining is, arguably, a relevant factor insofar as it

coerces proprietary processors to sustain fixed raw product input costs

while competing cooperative processors may exercise raw product input

cost flexibility. As argued by the president of Tillie Lewis Foods,

Inc., Tillie Lewis is trying to match perceived competitive advantages of

the competing cooperative processor sector.

In summary, participation plans are motivated by managerial in-

terests in increasing their discretion in meeting performance goals.

This desire has impelled proprietary management to seek out the avail-

able resources and such resources have been located in the grower

sector. The major resources being utilized in such participation plans

are as follows: l) use of grower capital by means of deferred payment

for raw product inputs; 2) input price flexibility by not guaranteeing

meeting cash market value being paid in the surrounding market; and

3) discretion in the sharing of profits and losses by means of

proprietary-controlled allocative decision-making. These resources

provide potential input price flexibility and a spreading of risks

of processing and marketing. The demonstrated willingness of growers to

1Though the Tillie Lewis plan is seeking to achieve a c0mpetitive

basis with cooperative processors in California as stated by George

Visgilio, President of Tillie Lewis Foods, Inc., the decision processes

that will define and allocate costs and determine management performance

are controlled by the proprietary interest. See Appendix for transcript

of comments.

21bid.
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accept such linkages attests to either a grower desire to bear the risk

of proprietary discretion in decision making or to limited alternatives

1 It is the perception of the Californiafor marketing raw product.

Tomato Grower Association that growers sign up under the Tillie

Lewis participation plan in order to protect a home for their raw product

and, therefore, to protect on-farm production investments. The Association

also noted that the transition to participation plan transactions de—

creases the volume of raw product that is bargained. Faced with a threat

to its jurisdiction, the California Tomato Growers Association has

attempted to enjoin such behavior in the proprietary processing sector

by both amending the state bargaining statute and bring suit against

Tillie Lewis Foods, Inc. under the California bargaining statute,

citing interference with membership of an association.2 The legis-

lative effort was unsuccessful and the litigation remains unsettled.

B. Joint Venture Case Study

The joint venture is a variant of organizational linkages between

proprietary interests and the grower sector. Earlier in this study, it

was argued that a joint venture organization was a means of subordinating

grower resources to proprietary use. The findings to be presented

below, will explore this argument by focusing on a case study of two

joint venture organizations. Inasmuch as both of the joint ventures are

significantly identical, the section will not treat each separately

1In growth markets, like apple juice currently, participation plans

offer growers an opportunity to share in value added in processing and

marketing without making investments in processing facilities.

2

Inc.

Bill Thomas, Counsel CTGA., Exec. V.P., California Food Producers,
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other than to draw on the pool of managerial responses. Given that one

of the joint ventures is modeled on the other and that many other joint

venture plans present in the processing industry are similarly modeled,

this section will use one organization as the principal paradigm for

this merging of proprietary and grower resources.

The joint venture addressed here is an organization comprised of

a grower interest (Pro-Fac Cooperative) and a proprietary public stock

interest (Curtice—Burns Foods). The grower interest

is a farmer cooperative vertically integrated into processing and the

proprietary interest provides the management and marketing expertise.

The cooperative owns the processing facilities, rents them to the

proprietary arm, and supplies, according to well specified agreements,

raw-product to be processed and marketed by the proprietary firm.

The growers' relationship with the organization is to supply the cooperative

element with a specified volume of product according to contracted

tonnages which, in turn, are a function of the marketing needs of the

proprietary firm. The growers are represented in their cooperative

by an elected board of directors which works closely with the board of

directors of the proprietary organization.1

1Agway, a farmer cooperative directly engaged in product manufacturing,

processing, distribution, wholesale purchasing, and marketing for its far-

mer-members, owns approximately 33% of the combined shares of both classes

of stock of Curtice-Burns. It also owns 96% of Curtice-Burns' outstanding

class B shares which have the exclusive right to vote for the election

of 70% of the directors of Curtice-Burns. Agway. by virture of Pro—

Fac by-laws, also is entitled to nominate one of the directors of Pro—

Fac Cooperative. Neither Pro-Fac nor all Pro—Fac growers belong to

Agway. However, if all Pro—Fac growers did belong, they would constitute

less than l% of the over l22,000 members of Agway. (See Prospectus,

Pro-Fac Cooperative, Inc., p. 102).
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The terms of trade between the two organizations are specified in a

series of four agreements: a lease, a loan agreement, a management

agreement, and a marketing agreement. Specifically, there is a guaranteed

transfer value of raw product, called Commercial Market Value, which

is defined as ”the weighted average of the prices paid by other commercial

processors for similar crops sold under pre-season contracts and in the

1
open market in the same or competing market area." Inasmuch as the

cooperative is a single pool multi-commodity organization which procures

and processes raw product in 6 states including New York and Pennsylvania

with their nascent bargaining efforts and in Michigan with ongoing farmer

bargaining, there exist numerous interdependencies among regional

and commodity interest groups. Profits or losses on sales of finished

Pro-Fac Cooperative products are split 70%/30% with 30 percent

representing the commission to the proprietary arm for its processing

and marketing services.2 The proprietary arm pays a rent to the cooper-

ative for the use of the plant and equipment.3 The proprietary interest

also has the right to defer payments to the cooperative and to utilize

cooperative capital sources. Given that the joint venture agreement

may produce sources of managerial discretion in performance, the next

section will review certain components of the aggregate terms of

trade that link the two organizations.

Terms of Trade Determination. Of perhaps central interest is

 

11am, p. 9-10.

Ibid., p. 69.

3Rent equals Pro-Fac's depreciation, interest and other costs which

are associated with the operation of the facilities and, since l977,

an adjustment (which may be positive or negative) based on profitability

of all products sold by Curtice-Burns. Ibid., p. 27.

2
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the process for determining the raw product transfer value, termed commer-

cial market value or CMV, between Pro-Fac and Curtice-Burns. As stated

in the joint venture prospectus, CMV is determined by the joint CMV

committee, consisting of representatives from Pro-Fac and Curtice—Burns.1

In making the CMV determination, ”the joint CMV committee acts on the

basis of data supplied primarily by Curtice-Burns concerning open market

. . 2 . . .

prices for various crops." Though market information is also

solicited from commodity committees in Pro-Fac, decisions as to CMV are,

as reflected in the following comments by a past member of one of the

commodity committees, primarily a function of market analysis performed

by Curtice-Burns:

Curtice—Burns management has control of information. This

was evident when I worked on the commodity committee for

the tomato growers. A big part of the committee's work

was to establish CMV. But we were dependent on Curtice-

Burns management to collect information. It was difficult

for us to refute their argument. We had no independent

resources to assess management information. This is still

true today. When the company is so large that it has a

substantial percentage of the market, the CMV has little

meaning.

Another aspect of the CMV price determination process is its

timing; CMV is established ex post. This price following stance was

noted by the Pro-Fac grower quoted above:

Curtice-Burns plays no role in establishing CMV. It just responds.

CMV is established after the fact so it is safe for management...

My gripe with the CMV is that it doesn't put the monkey on

management's back. Management won't have to work very hard to

make CMV back to Pro-Fac.

 

_ 1The joint CMV committee consists of two members appointed by the

chairman of Curtice-Burns, two members appointed by the president of

Pro-Fac, and a fifth member appointed by the other four.

2Ibid., p. 52.
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In the Seneca/Ag Co. joint venture, a similar process takes place.

The simultaneous president of Seneca, the proprietary arm, and general

manager ong Co., the cooperative arm, candidly admits his control

over the CMV decision process and his ex post stance as regards raw

product valuation:

Growers aren't able to collect information themselves; they

don't have resources. If there is disagreement about CMV the

Ag Co. board has final say though they ask me for my recom-

mendations. When I disagree with the commodity committee on

CMV, I just ask them to prove their position. I don't have

veto power but in the management agreement I am manager of Ag

Co. and this gives me a lot of flexibility...Growers are

negative about the fact that we merely reflect cash1price and

thus do not help strengthen it. We do just follow.

Related to the CMV process, it can be argued, is the influence of

supply controls that may be implemented in the joint venture organization.

In both joint ventures, the proprietary arm has the right to dictate

supply cutbacks. In Seneca/Ag Co., management has the right to dictate

a 20% cutback with 60 days notice which is less than an annual crop's

growing period. In the Pro-Fac/Curtice-Burns organization, cutbacks

of up to lOO% may be effected with one year's notice and are accompanied

by stock repurchases by the Pro—Fac organization if the cutback is a

permanent one.2 As stated by an individual who is simultaneously vice

president of Curtice-Burns and general manager of Pro-Fac:

If we have a consistent loser, Curtice-Burns is the one who

says ‘we don't want to continue running peas if we aren't

making any money.‘

In response to the question of whether any cutbacks had been challenged

1Don Naeye, Seneca/Ag Co., Interview.

2Pro—Fac Cooperative Prospectus, p. 50.

3Hugh Hill, Pro-Fac/Curtice-Burns, Interview.
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by the cooperative, this individual said that such challenges had

been made but that no Curtice—Burns recommendation for a supply cut—

 
back had ever been denied. It was also noted that the one year

waiting period may be waived by Pro-Fac to let Curtice—Burns adjust '1

even more quickly. It might be suspected that the power to dictate

such supply controls would mitigate any upwards CMV price pressure

advanced by the cooperative interest in the joint venture.

Though the joint venture agreement guarantees that Curtice-Burns

shall pay the CMV to the cooperative organization, the concommitant

ability to share profits or losses with the cooperative

organization lessens the risk of such a guarantee. Moreover, the

l

-
;

~
_
_
a
.
;
.
i
«
;
}
.
.
e
—
:

’

emphasis on a guaranteed CMV does not, as explained in the prospectus,

mean that grower members will receive CMV from the cooperative. Rather,

losses incurred by Curtice-Burns will be spread onto Pro-Fac thus reducing

the proceeds available for distribution. In response to this possibility,

an insurance mechanism called the CMV stabilization fund has been im-

plemented in Pro-Fac to, in effect, put away some of the allocable

proceeds above CMV in 'fat' years in order to make up deficient allocable

proceeds, i.e., below CMV, in 'lean' years. The primary result is

to preserve the integrity of the guarantee on CMV.2 Comments by a

board member of the joint venture indicate that the purpose of the

stabilization program is to allow Curtice-Burns management to still  
look competitive in poor profit years.

1Pro-Fac Cooperative Prospectus, p. 56.

2Since l978, the stabilization fund has been amended but still

serves the same function. Ibid., p. 55-56.
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The joint venture arrangement also gives Curtice-Burns access

to cooperative sources of capital through loans from the Bank for

Cooperatives system. Hence, the cooperative organization serves as a

conduit for cooperative funds to reach proprietary uses. These

funds are loaned by Pro-Fac to Curtice—Burns at essentially the

same rate of interest at which the monies were loaned by the Bank

for Cooperatives to the Pro-Fac organization.

The cooperative arm is organized“ on a single pool basis with

allocations to commodity groups made on the basis of CMV. The result

of single pool accounting for multiple commodity Organizations

affords, as described in chapter four, opportunities for internal

transfers, the degree of which is probably unclear and difficult to cal-

culate.1 However, the possibilities for transfers in a 6-state, l5-

crop organization are numerous and mean that crop performances in

terms of patronage to growers are interdependent. In spite of these

interdependencies, Pro-Fac members do not tend to be aware, according

to management, of relative crop performance. Management's explanation

for such ignorance was that management purposely does not disseminate

relative profit and loss performance information in order to avoid con-

flict among commodity and/or regional groups. As argued by a board mem-

ber 0f the jOTntventure, controlling such information makes for a smoother

running of the joint venture:

I agree that growers would like to know such comparative per-

formance information but we don't have near as homogeneous a

group of people as when they aren't informed. As long as the

1Proprietary processors accounting for multiple crops also results

in internal transfers in the same sense as described here for cooperative

processors.

 

 



 

at.
’2‘:

_—

 

   

tot

Such pat

performa

conseque

has been

pools in

organizer

An 2

proprieta

grower se

organizat

Cooperati

because ti

ognizes tl

management

mobility 1

structure.

Pro-Fac ma

reduced ri

these 903]

dranng on

management

taneously n

Should be r

maintain SL

ment costs

\

1

Based



 

204

totals are right we aren't concerned with the above.

Such paternalism serves to protect the insurance benefits of pooled

performance but can also be expected to conceal the distributive

consequences. Curtice-Burn's preference for single pool accounting

has been reaffirmed by its refusal to accept grower demands for separate

pools in the recent purchase of Comstock Foods which has also been

organized on a cooperative basis.

An additional aspect of the joint venture which may impact on

proprietary management discretion as it taps the resources of the

grower sector are issues of control over management of the cooperative

organization. In the Pro-Fac/Curtice-Burns joint venture, the Pro-Fac

Cooperative management serves at the behest of Curtice-Burns. This is

because the management team which constitutes Pro-Fac management rec-

ognizes that its career lies with the proprietary organization. The

management structure of Pro-Fac Cooperative is limited and upward

mobility is perceived to lie within the Curtice-Burns management

structure.1 This perception can impact on the responsiveness of

Pro—Fac management to select Curtice-Burns management goals such as

reduced risk, stable rate of return, and less constraint concern. As

these goals are served by shifting risk onto the Pro-Fac organization and

drawing on the resources of grower membership, the obligation of Pro-Fac

management to serve grower interests and proprietary interests simul-

taneously may be contradictory. In the long run, Pro-Fac management

should be rendered accountable to its grower membership by the need to

maintain supplies of raw product. However, in the short run, the adjust—

ment costs faced by growers and the lack of information on which to

 

1Based on interview with Pro-Fac Management.
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evaluate management's performance impede mobility of resources and

the concimitant discipline on management.

The original motivations for the two joint ventures in this

case study are also illuminating. As recounted by a director of

Pro-Fac, Agway Cooperative in the early l960's was concerned with the

deterioration of the canning industry because it meant a deterioration

of Agway's market as a supply cooperative. To protect outlets for both

Agway and growers, a joint venture concept was developed wherein

growers would contribute capital and a proprietary organization would

contribute the management expertise. The desire to have the proprietary

T
V
i
k
i
-
m
1

arm in control of the organization is attested to by another director when

he argued that part of the original intent was to control selfish

commodity interest groups; ”We wanted management (Curtice-Burns

management) to be a disciplining force.“

The president of Seneca-Marion Foods and general manager of

A9 C0. cooperative is candid in articulating both the intent of his joint

venture and the reluctance of the grower members to join:

Being a joint venture offers consistent supply, better financing,

and low cost capital...our motive for going joint venture was a

desire to expand and that we saw bargaining hurting the little

guy...honestly, 50% of the growers accepted the joint venture

reluctantly...we knew growers wouldn't have a real choice about

going (with a) joint venture cooperative. We felt that we had to

protect our stockholders, including myself as the third largest

stockholder in S. . Pierce, the parent company, from state by

state bargaining.  
In summary, the benefits to the proprietary arm of the joint

venture organization center around control of raw product prices

and supplies and access to low cost grower capital through grower

1Don Naeye, Personal Interview.

  



 

investmi

been ex;

Officer

Poi

venture

   warrant

guarante

to manag

from mar

however,

presenter

Egg;

findings,

and joint

Seneca Fo

with Ag C

to the in

terms of -

bargained

as itsei

arrangemer

if bargain

The P

I'htroducti

\

1See l

Ibid

 



 

206

investments and Bank for Cooperative capital. These benefits have

been explicitly touted by Hugh Cummings, President and Chief Executive

Officer of Curtice-Burns.1

Potential benefits accruing to grower membership in a joint

venture organization of the Pro-Fac/Curtice-Burns variety also

warrant enumeration. As noted by Hugh Cummings, growers enjoy a

guaranteed outlet for their raw product production, they have access

to managing and marketing expertise, and share in pre-tax earnings

from marketings of products with brand identities.2 These benefits,

however, need to be qualified by the issues raised in the findings

presented above.

Responses To Bargaining. Before turning to a discussion of these

findings, some observations on the relationship between bargaining activity

and joint venture organizations will be noted. As mentioned above,

Seneca Foods, a proprietary processor before it devised a joint venture

with Ag Co. cooperative, maintained that it left Michigan in response

to the introduction of bargaining over raw product

terms of trade. Management stated that it feared the constraints that

bargained terms of trade would impose on small proprietary processors such

as itself. In addition, management explicitly saw a joint venture

arrangement offering protection from the constraints of bargaining

if bargaining were to be introduced in New York state.

The Pro-Fac/Curtice-Burns joint venture has responded to the

introduction of bargaining in the state of Michigan by claiming

1See H. Cummings Speech in Appendix.

2
Ibid.
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cooperative status for Pro-Fac Cooperative, Inc. under the Michigan

bargaining law, P.A. 344. Such status frees cooperatives from the

obligation of paying marketing fees to the bargaining association.

It also frees them from handler status and the obligation to bargain terms

of trade for raw product with a properly accredited bargaining association.

An Assistant Attorney General of Michigan, however, decided in August,

l975 against the request of Pro-Fac Cooperative for exclusion from P.A.

344. The Michigan Agricultural Marketing and Bargaining Board which

is the authority for administering the act, accepted the decision of

the Assistant Attorney General and denied Pro-Fac Cooperative, Inc.

exempted status under P.A. 344. The basis of the denial was that Pro-

Fac Cooperative, Inc. was not a cooperative owned and controlled by

producers in the jurisdiction relevant to the bargaining law, i.e.,

in the bargaining unit. In response, Pro-Fac Cooperative, Inc. filed

suit against this administrative authority, citing that Pro—Fac

Cooperative, Inc.was a cooperative association as defined under the

Michigan bargaining law and thus qualified for exempted status.

Additional issues, including Constitutional questions, are also raised

in the suit.1

Recently, an out of court agreement has been reached between

Pro-Fac Cooperative, Inc. and an intervening defendent, the Michigan

Agricultural Cooperative Marketing Association (MACMA),2 whereby

Pro-Fac Cooperative, Inc. will remit its delinquent marketing fees

to MACMA and MACMA will accept the Pro—Fac organization as a Cooperative

1Case No. 75-28l9—CZ, Circuit Court for the County of Berrien.

2MACMA is the bargaining association for Tart Cherries, Apples,

Kraut Cabbage, Asparagus, and Potatoes under Michigan's bargaining

law, P.A. 344.
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organization. The agreement does not argue that Pro—Fac Cooperative,

Inc. is a grower owned and controlled cooperative, merely that it is

a cooperative organization. Relevant to this study are issues raised

by this suit in regards to the use of joint venture organizations as

a means of incorporating the cooperative institution and its resources.

The results of such incorporation, if it obtains, will be discussed

below.

5.2 Discussion

The following discussion will amplify the above findings by

exploring some ramifications of structural responses. The discussion  
will begin by focusing on simple exit responses of proprietary pro-

cessors. This will be succeeded by discussion of transformation of

ownership in the processing industry. Transformation will be treated  
in essentially two parts: I) simple substitution of grower ownership

for proprietary ownership; and 2) organizational linkages between

grower and proprietary interests.

5.2.l Proprietary Exit Responses

The findings reported above indicate that there are multiple

explanations for decisions by proprietary processors to exit from fruit

and vegetable processing. The secondary statistical analysis found

no evidence that bargaining influenced rates of exit. Notwithstanding

these findings, proprietary processors generally argued that bargaining

was a relevant variable influencing exit decisions. The marked un-

certainty of California respondents as to the importance of bargaining

contrasted with Michigan respondents where both multiple and single

state operations argued generally that bargaining was at least a partial
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explanation. The difference in sensitivitybetween the two major

bargaining environments in the study's sample suggests a difference

in adaptation to bargained terms of trade. The historical recency of

bargaining in Michigan has been developed elsewhere in this study.

Among the sample of three real 'exitees' from the Michigan en-

vironment,only one argued that bargaining was the primary constraint

that drove them from the state. The other two presented bargaining

as only a partial explantion with one of these two saying it was

considering returning to Michigan. The variation in emphasis given to

bargaining as the impetus behind exit responses suggests other ex-  planations. Indeed, the great majority of the sampled population

in both California and Michigan cited competitive advantages of com-

peting cooperative processors. These respondents tended to focus on  
advantages in input costs arguing that those of cooperatives were lower.

The perception that cooperatives have competitive advantages

was prevalent in California even though the California multi-

commodity cooperatives evidenced single pool accounting and used bar-

gained price levels as the allocative basis. Their are some ex-

planations for this emphasis. First, proprietary processor management

is failing to appreciate the impact on cooperative management of:

l) single pool inter-commodity competition; and 2) the widespread

dual membership between the cooperative processing and bargaining

association sectors. These factors, as documented in the data

presented in chapter four, can reduce if not negate cooperative manage-

ment‘s ability to exercise competitive advantages over proprietary

processors by valuation of raw product inputs below bargained price levels.

Second, it can be argued that proprietary sensitivity to cooperative
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flexibility in input valuation is not due to a perception of ygggiy

subvaluation but to the ability of cooperative management to shed

periodic price risks onto the grower population. The potential

ability of cooperative processors to be free of certain price risks

can offer them competitive advantages over proprietary processors who

are constrained to honor bargained input prices without recourse to

reduced or delayed payments to growers. However, such competitive

advantages should be less available to cooperatives that are multiple

commodity in composition and use single pool accounting. In Michigan

where single pool accounting and the use of bargained price levels

as a basis of decision making have lesser incidence, the competitive  
advantages of the cooperative sector over the proprietary sector should

be greater. This helps explain the apparent heightened sensitivity  of Michigan proprietary processors to the constraints imposed by

bargaining than is demonstrated by the proprietary processor sample

from California.

Sensitivity to competition from cooperative processors in both

environments is exacerbated by the relative importance of the cooperative

processing sector. Where as in California and in select commodities

in Michigan, the cooperative processing market share is large, decisions

by the cooperative sector have accordingly larger impact on the pro~

prietary processors. Furthermore, single state proprietary processors

who lack the alternatives in procurement enjoyed by multiple state

proprietary processors should be commensurately more impinged upon by

competition from the cooperative processing sector.

The enumeration of other arguments for proprietary exit from

processing compound the explanation of structural change in bargaining
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environments. Some respondents emphasized that rates of return in

processing were inferior to rates of return in marketing and that

exit from processing was a function of reallocation of resources to

more profitable areas. Garoyan and Thor in a recent study of structural

change in the California bargaining environment also offered several

explanations:

We must be careful not to attribute structural changes in the

number of producers and their scales of operations, and of changes

in processing and marketing firms directly or entirely to

activities of bargaining cooperatives. There are many economic

and technological variables at work which impact on industrial

organization.l

In summary, the presence of multiple forces eliciting structual

change in bargaining environments have been argued by proprietary

respondents in the sample. It can be concluded that factors attributable

to bargaining are contributing to exit by proprietary processors; some

of this exit may be because marginal investments in processing are being

reallocated elsewhere. The emphasis given by the industry to

competitive advantages of the cooperative processing sector, where

cooperative management is disciplined to embrace bargained prices for

valuation of raw product, is unwarranted. However, the widespread

attention given to competition from the cooperative sector argues for

focusing more closely on use of grower resources in this sector. Above

mentiOn was made of the ability of cooperative processor organizations

to shed periodic price risk onto growers. This and other resources, as.

will be developed below, can constitute sufficient competitive

advantage regardless of bargaining to elicit proprietary exit from

processing.

 

1Garoyan, L., and E. Thor, l978, p. l43.
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5.2.2 Transition in Ownership of Processing Facilities

The discussion above developed explanations for discrete exit

responses by proprietary processors. However, exit by proprietary

processors may, as has been shown, also involve changes in ownership

of processing facilities.

The findings document proprietary processor cognizance of available

grower resources whether as a client to buy out the processing investment

or as a resource over which to spread certain risks of processing.

This cognizance was manifested by proprietary processors in both the

California and Michigan environments and, in Michigan by both single

and multi-state operations. Thus, proprietary processor structural

responses to opportunities and exposures in markets with bargaining is

 partially explained by a motivation to capture resources located in the  grower sector. Such responses can be motivated regardless of bargaining.

The willingness of growers to use their resources to vertically

integrate into processing is an indication of the immobilities of on—

farm production investments. Short run immobilities of production

investments encourages the grower sector, when faced with loss of market

outlets, to integrate into processing and thus assume the costs, risks,

and low returns to capital invested in processing. This is to the

advantage of owners of processing facilities or to marketing firms who

want to reallocate capital to its most valuéd use.

Grower immobilities can, in the short run, serve to maintain

excess capacity in the processing industry. Moreover, with grower

control of processing facilities, volumes processed may be increased

in pursuit of combined scale economies of production and processing.

Evidence of such behavior is offered by recent vertical integration of
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tomato processors in California. These behaviors can be expected to

contribute to a reallocation of production and processing market

shares.

In summary, there is evidence that structural responses by

proprietary interests are motivated by access to resources in the

grower sector. Several results of the transformation of ownership of

processing have been mentioned. First, the costs of processing are

being redistributed to the grower sector. Second, grower immobilities

serve to discount the economic signals carried by low rates of return

in processing. Moreover, the vertical integration of production and

processing introduces a new scale economy calculus. In the short run,

these results mean a preservation of processing capacity but now under

grower ownership and control. In the longer run, this ownership and

control will contribute to a redistribution of market shares of pro-  
duction and processing. Such results are, arguably, somewhat variable

by annual versus perennial crops. This would be true insofar as crop

production investments are less immobile in annuals like tomatoes than

in perennial crops like peaches or apples.

5.2.3 Proprietary Participative Linkages With Growers

The incorporation of growers' resources in the proprietary realm

was further explored by studying participation plans and joint ventures.

Several students of participation plans have previously noted that the

motive for such linkages is to spread the risks of processing and mar—

keting onto the grower sector.1 For example, by basing returns to

 

l

Jackson, D. l962; M.A. Blum, l964; E.P. Roy, l970; Roy A.

Goldberg, l97l; E.H. Squire, l973.
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growers on returns to sales of processed products, the risk of price

change is spread among both the grower sector and the proprietary

sector according to the allocative rule. In participation plans in the

sugar beet industry of the l950's, as studied by Jackson, the grower

share was approximately 58% of the net while they bore 75% of the risk.1

This distribution reflects the ability of the proprietary interest

to allocate the distribution of risk to its advantage. Other participation

plans, such as those of the Florida citrus industry, may be designed

to assure the proprietary processor that its cost and commission are

covered before a net is allocated to producers.2 In participation

plans generally, grower returns are a function of returns to sale of

processed products less whatever costs the proprietary interest

assesses against total returns. Such guaranteed coverage of costs

provides little or no incentive for proprietary processors to increase

their efficiency in processing and marketing.3

The motives for organizing participation plans suggested by

others are reflected in this study's inquiry into participation

plans; by engaging a grower population in a participating linkage, pro-

prietary interests can shed risks of processing, marketing, and it

should be emphasized, raw product valuation. The aggregate result is

to afford proprietary interests discretion in performing their pro-

cessing and marketing function. Such discretion may reSult in less

than efficient processing and marketing decisions thereby reducing

potential returns to the grower participants. Growers often have

1Jackson, D. l962, pp. 12-l5.

2Blum, M.A., l964.

3Jackson, D., l962, p. l5.
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little means other than exit to discipline the proprietary interest.

Indeed, replacing a fixed terms of trade transaction with a cost—plus-

commission guarantee to the proprietary interest can be expected to

result in exercise of sources of discretion. The result of the redis-

tribution of risks under participation plans will be to reduce grower

returns to the extent that managerial exercise of discretion produces:-

l) behaviors that increase costs applied against total returns; and 2) be-

haviors that reduce the absolute value of total returns.

A. Joint Venture Case Study 

As documented in the study of Pro-Fac/Curtice-Burns and Seneca/

Ag Co., joint ventures between cooperatives and proprietary interests

arise as a means of gaining access to and controlling grower resources.

By sharing losses as well as profits, the risks of price change and

poor managerial performance are shared by the grower partner. Moreover,

by having control of delivery levels, the proprietary arm can influence

internal terms of trade such as the valuation (commercial market value)

of raw product inputs. Grower dependence on proprietary information

strengthens such influence. If grower resources are immobile, this

further enhances the ability of the proprietary management to exercise

areas of discretion in its transaction with the cooperative arm. In

summary, the ability to spread risk over an additional set of resources .

reduces the risks of conducting processing and marketing operations for

proprietary management.

Managerial Performance. Proprietary management‘s behavior in a

joint venture is influenced by its obligation to achieve a satisfactory

rate of return. This obligation produces the following results. First,
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costs will be minimized where possible in order to increase the margin

 
of profit. Cost minimization puts the proprietary arm in direct

conflict with the c00perative arm which, corresponding to its goal

function, wants the raw product input value (the commercial market

value) to be as high as possible. The pressureon this margin, for

reasons listed above, is clearly in favor of the proprietary interest.

Second, insofar as management is either evaluated on the basis of stock

performance or itself owns stock, it will have an interest in reducing

rate of return variability. This is because stock performance re-

flects not only the absolute rate of return but also its variability

from year to year. A joint venture affords the proprietary arm the

ability to shed price and cost risk onto growers and thereby mitigate

variability in stock performance. The effects of a joint venture on

management, then, are as follows: l) proprietary management can pro—

tect its performance by exerting downward pressure on input costs;

2) the ability to shed risk onto the cooperative partner can enhance

the wealth of stockholders; and 3) insofar as the joint venture increases

managerial discretion, certain inefficiencies in management may result

reducing the potential returns to participants in the joint venture.

Use of Grower Capital. The joint venture also serves to channel
 

growers' capital resources to the proprietary partner. The means are

several. First, growers may be making low or no cost loans to the

proprietary partner by virture of deferred payments for raw product.

Second, the existence of a stabilization fund can be used to construct

an illusion about managerial performance; it can create the illusion

that growers are always doing as well in the joint venture as they

would be selling in cash markets. Such a fund may constitute an
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intergenerational loan among growers as well. Third, capital resources

of growers are being tapped to pay for investments in processing thereby

allowing proprietary capital to seek higher valued use. Finally,

grower access to capital resources through their c00perative status

means prOprietary access to the same resources.

Structural Consequences. Joint ventures,or participative linkages
 

generally,have implications for the structure of the processing in-

dustry. The incorporation of grower resources can provide competitive

advantages in input costs, capital costs, and performance risk. Such

advantages have variable impact on the p0pulation of competing processors.

For those processors unable to mimick these competitive advantages,

the competitive pressure will result in exit. Those competitors who

survive the competitive pressure will be those who respond in kind. Thus,

the competitive advantages attendent to participative plans induce

not only concentration of the processing industry but also the

proliferation of this variety of organizational structure.

Some recent actions by proprietary processors in the California

tomato industry are bearing out the prediction that these sources of

competitive advantage will be responded to in kind. Hunt-Wesson Foods,

Inc“ the largest purchaser of tomatoes for processing with an estimated

l6.4% of the l978 state crop and Contadina Foods, Inc. with 8% of

the l978 state crop have both announced new raw product procurement

bases explicitly directed at mimicking the procurement basis of

cooperative processors and proprietary processors with participating

contracts. As stated by Hunt Wesson Foods, Inc. of Norton Simon Company:
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To protect Hunt-Wesson and our growers for the long term, we

must purchase tomatoes on some form of participation in growing

profits as well as processing profits, which will reduce the

CO-OP and "participating contract" cannners' advantage of being

able to pay less than the full raw product price, to make deferred

payments, and negotiate for high raw product prices to give them

flexibility in finished product selling prices. The alternative

to such a concept might be joint ventures with growers, or selected

company farming ventures.)

And as noted by the president of Contadina Foods in a letter to the

executive vice president of the California Tomato Growers Association:

It has now become apparent to us at Contadina that we have

to be competitive with the other proprietary members of the

industry as well as with the CO—OPs. We sell a significant

amount of our tonnage in competition with CO-OpS and smaller

canners who we anticipate will be offering participative types

of contracts providing protectionzto them should the industry

continue to have excess supplies.

Using the T978 crop percentages, and including the 5.9% of the crop

procured by Tillie Lewis Foods on a participation plan basis and the

24.7% of the crop that was processed in the cooperative processing

market channel in l978, a total of 55% of the California tomato croo

could be processed on a non-cash basis. These actions to substitute

participation plans for bargained terms of trade portend further re-

ductions in the cash market channel and further concentration of processing

and marketing of fruit and vegetable products.

Information Impaction. Participative plans and joint ventures also
 

impact on the ability of decision processes to communicate information.

This is true for both the organizational decision process and the market

decision process. In the participative organization, proprietary management

can spread the risk of performance in processing and marketing onto

 

1See appendix for full text: Hunt-Wesson: "Index Pricing," Cali-

fornia Tomatoes, l2/l2/79.

2See appendix for full text, Contadina Foods, Inc. l2/l8/79.
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the growers. Thus proprietary management, though it may bear control

of the organizational decision process, does not bear full cost of

inefficient behaviors. The growers on the other hand, bear a portion

of the cost of managerial performance inefficiencies but have little

ability to exert control over the decision process. The result is as

follows: by failing to conform to the distribution of risk, the dis-

tribution of control in participation plans and joint ventures is

unable to provide the informational feedback that corrects managerial

inefficiencies; growers bear the cost of managerial discretion.1

In relation to the greater market decision process, the standard

procedure of participative linkages such as joint ventures is to conduct

raw product input valuation after competitors have valued their inputs.2

This lag in valuation removes proprietary management‘s information from

the cash terms of trade determination process; that is, by responding

to raw product valuation ex post rather than ex ante, the economic

content of price signals produced in cash markets has a thinner basis.

Moreover, the absence of managerial informational inputs to the cash

terms of trade determination process can result in cash values that

diverge from those actually warranted.3 In the context of bargaining,

ex post valuation has two primary effects. First, the economic

signals carried by bargained terms of trade are thinned, and to the

extent that this biases the economic signals, their ability to reduce

1See Marion, B.W., l976, for an attempt to chart distributions of

risk in joint ventures.

2This is also the input valuation procedure generally used by

cooperatives.

3For a discussion of issues related to thin market price determination,

see N.C. Project ll7, Monograph # 7, University of Wisconsin, Madison,

February, l979.
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the risk in production, processing, and marketing decisions is hindered.

Second, by adopting bargained prices ex post, any source of bias in

economic signals is reaffirmed rather than corrected. Under con-

ditions of bias, reaffirmation can exacerbate the bias. As participation

linkages proliferate, these tendencies are magnified increasing the

risks to the residual participants in cash markets.

5.2.4
Summary

This examination of structural responses by proprietary processors

in bargaining environemnts began with a focus on simple exit decisions

and ended with a study of close alliances between grower and proprietary

organizations. It was found that structural change in farmer bar—

gaining environments is motivated by multiple factors, one of which

is bargaining. However, more important than bargaining it was revealed,

is the competitive coexistence with cooperative processors. The ability

of cooperative organizations to draw on grower resources was perceived

to offer significant competitive advantages. Such advantages, though,

are less forceful where the cooperative organization uses single pool

accounting with multiple commodities and thereby becomescommitted to

bargained terms of trade. Nevertheless, the ability of cooperative

organizations to spread performance risk onto growers and to draw on

other grower resources united to elicit an imitative response by the

proprietary sector. The first response studied was a transformation

of ownership whereby proprietary investments are made liquid and flow

elsewhere while growers assume the costs of processing. The next

responses studied were participative linkages between proprietary

and grower interests whereby grower resources could be incorporated

while proprietary control was maintained. Grower willingness to
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accept the consequences of such structural responses by the proprietary

sector is explained largely by immobilities of grower resources.

Several performance issues were raised regarding aspects of dis-

tribution of risk and returns, structural changes in bargaining

environments, and the coordinating impact of economic signals. The

grower sector was seen to be sustaining increased costs and risks as

compensation for channeling its resources to prOprietary utilization.

Incorporation of such resources was argued to be affording competitive

advantages and inviting other proprietary interests to respond in

kind. Finally, the economic information present in proprietary-grower

linkages was said to be impacted and thereby jeopardizing the accuracy

of production, processing, and marketing decisions.
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CHAPTER SIX

CONCLUSIONS AND POLICY IMPLICATIONS

Summar

This research analyzes the market interrelations created by the

imposition of farmer bargaining. It does so by focusing not only on  
market interrelations between bargaining associations and proprietary

processors but also on the market interrelations between these two

participants and cooperative processors.

Chapter Two offered a descriptive overview of all states with

 
farmer bargaining with special attention given to the states of California,

Oregon, Washington, Idaho, Michigan, New York, Pennsylvania and Virginia.

The compiled structural data in Chapter Two indicated a 26.2 percent

decrease nationally in the number of canning processing establishments

in fruits and vegetables between 1967 and 1977. Statistical tests

showed, however, no evidence of a higher rate of decrease in states with

 farmer bargaining than in states without farmer bargaining. Data also

revealed the market share of the cooperative processing sector in farmer

bargaining to be above 40 percent in many industries and increasing.

In conjunction, these data indicated a decreasing and often low percentage

of raw product moving through cash market channels. These structural

findings presented many issues to explore in the research, the major

one being causality between interrelations in farmer bargaining and change

in market structure.
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The description information on the legal and economic characteristics

of the subject matter presented in Chapter Two was followed in Chapter

Three by the presentation of a conceptual framework for studying inter—

relations in farmer bargaining. The conceptual framework was designed

to offer a systematic representation of participant behaviors. It used

a model of organizational behavior stressing the notions of managerial

preference for discretion, organizational slack, endogenous market

conditions, and interest group competition.

Using this framework, Chapters Four and Five analyzed interrelations

among the participants in farmer bargaining. Chapter Six will summarize

the conclusions developed in the discussion sections of previous chapters

and will specify certain policy implications.

 
6.1 Conclusions  

6.1.1 Area of Inquiry: Bargaining Association—

Proprietary Processor Interrelations and

Accommodations to Interrelations

This area of inquiry was based on the proposition that bargaining

associations and proprietary processors would respond to the opportunities

and exposures created by farmer bargaining by using infOrmation to

 
influence terms of trade to their individual advantage. The aggregate

national sample of bargaining associations and proprietary processors

exhibited this response. The result is a pooling of information on

market conditions. It can be argued that this aggregation of informa-

tion provides the potential for generating terms of trade with a

different informational content and, accordingly, closer affinity with

terms of trade that reflect demand and supply conditions than would be

determined in the absence of farmer bargaining.
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Stratification of the sample by geographic location suggested varia—

tion in the pooling behavior outlined above; areas with a longer history

of bargaining activity, such as the West Coast, revealed better charac-

terizations of communication between the bargaining association and pro-

prietary processor sectors than Michigan and Appalachia with their more

limited histories. Insofar as historical experience is an explanation

of such variation, bargaining environments can be expected to manifest

an evolutionary process in moving from weak to strong intersectoral

communication.

A. Specific Uses of Information

The findings also indicated some specific varieties of intersectoral

communication related to content and strategic use of information.

Bargaining associations generally manifested limited attention to market

conditions beyond raw product markets: only 50 percent voluntarily
 

indicated concern with processed product market conditions. This finding

suggests a narrow and short run focus that may not serve the longer run

interests of bargaining association members and prOprietary processors.

Stratification by location showed California associations to evince a

more complete system view than other associations in other states. Again,

this variation can be explained by historical experience. It can also

be explained by the existence of close working relationships between

California cooperative processors and the respective bargaining associa-

tions. This relationship channels processor concerns, e.g., concerns

with processed product and consumer markets, to the bargaining associa-

tion.

As to strategic use of information, the existence of differential

terms of trade bargained between an association and the respective
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proprietary processors was revealed to have widespread national incidence.

On the one hand, differentiation in treatment can encourage participation

in bargaining by proprietary processors insofar as differentiation is

used as a threat to late signers. However, it can also produce select

competitive advantages and may invite legal challenges.

Related to differential treatment by associations is the general

interest shown by proprietary processors in uniformity of raw product

terms of trade. Stratification by location revealed that West Coast

proprietary processors perceived input price uniformity to be a benefit

from bargaining while Michigan and Appalachian proprietary processors

would not credit bargaining with producing price uniformity. This

difference can be a function of historical experience. It can also be

a function of the difference in the extent of involvement of the coopera-

tive processing sector in bargaining. For example, California

cooperative processors are generally more closely aligned with bargaining

associations and, accordingly, more committed to bargained terms of

trade, than are cooperative processors in Michigan and Appalachia. Such

alignment serves to produce input price uniformity among processors.

Where uniformity in raw product terms of trade does not obtain through‘

out the processing sector, bargaining may not be capturing the potential

reduction in procurement risk to participating processors.

The data also revealed that bargaining associations were sensitive

to disciplining economic pressures. For example, the national sample

provided evidence of the disciplining impact of input substitutability

on association behavior. Such association sensitivity dilutes the

argument that bargaining offers associations the opportunity to dictate

terms of trade with impunity.
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Related to the disciplining force of substitute opportunities on

association behavior in advancing terms of trade is the varying ability

of proprietary processors to avail themselves of such competitive force.

Information presented in the findings and in Chapter Two indicates that

in several states, especially in California and Michigan, there was

variation by ownership, i.e., conglomerateness, and by geographic reach,

i.e., multiple versus single state operations, among the proprietary

processing population. Consequently, uniformity.of treatment of pro-

 
prietary processors by bargaining associations can exacerbate inequality

among proprietary organizations; that is, uniform terms of trade can be

expected to afford some proprietary processor organizations competitive  
advantages over others with concomitant structural impact.

6.1.2 Area of Inquiry: Bargaining Association-

Cooperative ProceSsor Interrelations and

Accommodations to Interrelations

The primary proposition in this area of inquiry was that interest

groups in the cooperative processor and bargaining association sectors

share interdependencies and would respond to them.

A. Cooperative Management

 Focus on cooperative processor management as one interest group in

the cooperative sector showed management to be sensitive to bargaining

activity. However, within the total sample management showed variable

willingness to be constrained by this sensitivity, i.e., to recognize  
bargained terms of trade as a performance goal. Management in California

was the most willing, with that in the Northwest mixed in its willing-

ness, and that in Michigan being the least willing. Again, experience  
with bargaining activity appears to be an important explanatory variable.
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However, the predating of cooperative processing by bargaining associa-

tion activity in California can also help explain the more accommodating

adaptation there. Moreover, the general use of single pool accounting

by multiple commodity cooperative processors in California tended, as

will be more fully addressed below, to render cooperative management

accountable to bargained prices as a performance reference. The samples

from Michigan and Appalachia showed less incidence of single pool

accounting for multiple products than the California sample.

The import of such sensitivity on the part of cooperative processor

management is that it reflects a redistribution of information within

the organization; that is, bargaining produces performance indicators,

alters managerial discretion, and serves to redistribute risk of perfor-

mance to management. However, the process of managerial accommodation

to a lessening of discretion does not necessarily end with a redistribu-

tion of risk and the accompanying heightening of performance pressures

on management. Rather, management, it was posited, responds further in

order to relieve itself of performance pressures through externally and

internally directed responses.

The findings first revealed externally directed responses, especially

in the sample from California and Michigan. The responses assumed the 
character of direct, i.e., cooperative processor management to bargaining

association management, and indirect, i.e., cooperative processor manage-

ment via dual membership growers to bargaining association management,

types of communication. (Dual membership consists of growers belonging

simultaneously to a cooperative processor and bargaining association.)

Such communication produces a flow of information from the cooperative

processing sector to the bargaining association sector. This can
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enhance the infOrmational endowment of bargained terms of trade. Where

such flows of information are less apparent, as in the Northwest and

Appalachian samples, a lesser informational endowment is expected.

Furthermore, where the cooperative processing sector is prominent in its

market share of raw product processing, as was the case in all bargaining

environments sampled, the informational pool used by the bargaining

association to bargain terms of trade can be biased toward cooperative

processor interests.

Cooperative management in the sample also, it was revealed, had

access to internal responses by which to shift performance risk back to

cooperative membership. Widespread access to supply controls, internal

insurance reserves, and selective treatment of commodities in multiple

commodity organizations offers management the means by which to partially

counter performance pressures. The result is not only to shift risk of

performance back to membership, and not necessarily uniformly among

interest groups, but also to reduce managerial accountability to member-

ship. It can be suspected, however, that such ability to shift risk and

reduce accountability is less where bargaining is present as an external

performance reference point than where it is absent.

It was also posited that cooperative management might try to influence

bargained terms of trade in order to win competitive advantages over pro-

prietary competitors. No explicit evidence of such behavior was found

in the sample of association and cooperative processor respondents.

Various disciplining factors such as single pool accounting, the threat

of new entrants, and retaliation were mentioned as deterring such behavior.

Nevertheless, arguments can be advanced to question whether or not the

economic signals communicated by the cooperative processing sector serve
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to promote cash grower or cooperative grower interests and thereby

enhance or distort the ability of bargaining to accurately coordinate

production, processing, and marketing decisions.

8. Cooperative Members
 

Other cooperative processor interest groups, e.g., by commodity

lines, were also postulated to respond to interdependencies with the bar-

gaining association. Responses were argued to be motivated by grower

sensitivity to the impact of bargaining on 1) total returns to the

cooperative, 2) member returns from the pool for single pool multiple

commodity cooperatives, 3) member or commodity representation within the

cooperative organization, and 4) competition. Commodity interest groups

in cooperative processor organizations were revealed to respond by

exercising dual representation and/or by prodding cooperative management

to be supportive of their bargaining association and, in some cases, to

restrain other commodity bargaining associations. This latter behavior

was a conmon characteristic of the California sample with its single pool

multiple commodity cooperative organizations.

Some Consequences of Dual Membership. Dual membership and pressure

on cooperative management to act as agent in relation to bargaining

associations contribute to further the flow of information between the

sectors. This communication can mean cooperative support for and

commitment to bargained terms of trade; with the bargaining association

providing content for cooperative member voice, cooperative management

is pressured to respect bargained terms of trade as performance reference

points. For multiple commodity c00peratives, the presence of bargaining

activity can also provide a basis for allocating returns. This is
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especially desirable for c00peratives utilizing a single pool accounting

method rather than a multiple pool accounting method. Once this allocative

basis is accepted, the inducement to flows of information between the

sectors is stronger. It should also be noted that where not all commodities

in the cooperative have bargaining voice, i.e., a bargaining analogue,

there may be distributional consequences as cooperative management responds

to a diminution of discretion in servicing some commodities by exercising

more discretion in servicing others.

An additional issue to raise in summarizing cooperative member

responses to bargaining associations is to ask what the impact of this

behavior is on raw product price levels. The pressure on price from

cooperative members is upwards. This is explainable by recognizing

a difference in source of revenues facing cash versus cooperative growers,  especially for those cooperative growers belonging to a single pool

multiple commodity organization. A difference in source of revenues

suggests different goals and thus divergent economic signals entering

the bargaining arena. Divergence has import for the association‘s ability

to determine terms of trade with coordinating force, i.e., which reflect

demand and supply conditions. An upwards pressure on raw product price

will reduce proprietary processor purchases and, over the long run,

reallocate production and processing market shares to the cooperative

sector as l) cooperative members expand production to replace that lost

by cash growers and/or 2) cooperatives are formed to replace existing

proprietary processors. Moreover, such pressure will have different

impact on single state proprietary processors and their producer suppliers

than on multiple state proprietary processors. The fruit industries of

Michigan and Appalachia are especially characterized by such geographic

diversity of proprietary processing organizations.
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Moderating these impacts are other factors. The bargaining associa-

tion may have its own source of information independent of the cooperative

processing sector. Moreover, in single pool multiple commodity coopera-

tives, at least, upwards pressure on raw product price from dual members

is disciplined by the influence of cooperative management as agent of

other commodities competing for the guarantees afforded by the pool.

Such inter-commodity discipline does not occur in multiple pool multiple

commodity organizations nor, ipso facto, in single commodity organizations.

C. Grower Processors
 

Related to the impact of cooperative member behavior as a function

of incentives that vary from those of cash growers is the role of grower

processors. Grower processors were also revealed by the study to share

dual membership with the bargaining association of their interest. Given  
the incentives of these growers as, primarily, a function of matching

scale economies in production and processing and combining profit centers,

it is in their interest to induce a reallocation of production and

processing market shares to themselves. Accordingly, economic signals

to the bargaining association from grower processors will reflect this

interest. As with cooperative dual members, variable goals among

grower groups will produce divergent interests within the association

membership.

D. Association Management

The conceptual work also argued that management of the bargaining

association would respond to interdependencies with the cooperative

processing sector by trying to enlist support from that sector for

bargained terms of trade. All association management in the sample
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solicited information from the cooperative processing sector. However,

not all cooperatives were responsive; stratification by location indicated

that the responsiveness of the copperative processing sector to solicita-

tion, as characterized by association management, was gggg_in California,

mixgg_in the Northwest, and moderate in Michigan and Appalachia.

Variability in responsiveness can be explained by historical experience

and/or whether bargaining or cooperative processing came first. The

incidence of single pool accounting in California contributes significantly

to the quality of responsiveness there.

6.1.3 Area of Inquiry: Structural Responses

of Participants and the Case of

Cooperative-Proprietary Linkages

The inquiry into structural responses of participants explored

various reasons for and varieties of structural change in the processing

sector in farmer bargaining. Specifically, it looked at 1) simple

proprietary exit, 2) the transition of ownership from proprietary to

cooperative interests, and 3) select organizational linkages between

proprietary and cooperative interests. It was hypothesized that competi-

tive pressures and proprietary recognition of resource availability were

forces influencing structural change. Both elements were found to have

explanatory validity.

A. Proprietary Exit

It was postulated that the constraints imposed by bargaining for

terms of trade for raw product could explain decisions by proprietary

processors to exit from processing. Proprietary processor respondents

generally identified bargaining as one variable explaining exit responses.

However, when stratified by geographic location the causality attributed
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to bargaining was less clear. In the California sample, respondents

were equivocal about the relation between bargaining and prOprietary

processor exit. In Michigan, respondents argued that bargaining was a

partial explanation. Generally, more emphasis was given to competition

from cooperatives; competition from the cooperatives was noted through-

out the national sample, especially in California and Michigan, as an

important cause of proprietary processor exit. The argument generally

advanced was the ability of cooperative processors to value inputs at

lower levels by virtue of their freedom from fixed input prices such as

those set by bargaining for raw product.

It can be concluded that the pressures contained in bargaining,

including competition from the cooperative processing sector, contribute

to the forces inviting proprietary processor exit. However, these

pressures should be less important in areas like California where, as a

function of heavy dual membership and single pool multiple commodity

accounting, cooperative management finds itself pressured to value its

raw product inputs at the same bargained prices that proprietary pro-

cessors pay. Notwithstanding this pressure, the cooperative organization

still has the ability to shift risk of price changes and performance

onto its grower membership by adjusting transfer prices. This risk

absorbing resource likely constitutes the real competitive threat that

proprietary processors, who face fixed raw product transfer prices

(bargained terms of trade), are so sensitive to. (It is worth noting

that part oferemotivation for collective bargaining by growers has been

to keep proprietary processors from shifting this risk onto growers.)

In the bargaining environments studied in this research, the cooperative

processing share is substantial. Insofar as cooperative processor
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organizations shift risk onto growers, the competitive impact on the

residual proprietary processing sector may be substantial enough to

elicit exit.

8. Transition in Ownership
 

This area of inquiry also explored the proposition that grower and

cooperative organization resource availability was contributing to an

increase in the cooperatively organized market share of raw product

processing. It was hypothesized that this increase was a function of

proprietary responsiveness to opportunities in its environment, i.e.,

proprietary responsiveness to usable grower and cooperative resources.

The study's sample of proprietary processor management revealed a wide-

spread recognition of and desire to utilize such resources. Where

transition of ownership of processing facilities occurs as a result of

such desire, the costs of processing are shifted onto the grower sector

and proprietary investments are freed for allocation elsewhere. The

willingness of growers to accept these costs tends to be a function of

their need to protect outlets for the products of on-farm investments.

The results of transition of ownership of processing facilities can

be listed. First of all, the grower-need to protect outlets results in

the retention of processing capacity at grower expense. Second, insofar

as this transition in ownership occurs, growers will be inclined to

expand production in order to coordinate the scale economics in produc-

tion with those of processing. Over the longer run, this coordination

can reallocate raw product production and processing market shares to

the vertically integrated grower sector. In summary, proprietary

recognition of available resources invites transition of ownership of
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processing facilities and can lead to concentration of raw product

production and processing in the vertically integrated grower sector.

C. Linkage Arrangements

Related to the hypothesized responsiveness of the proprietary sector

to grower resources was an exploration of select linkage arrangements

between proprietary and cooperative interests. The underlying proposition

being tested was that such linkages were a manifestation of proprietary

management efforts to relieve itself of constraint concern (expand its

sources of discretion). Upon examination, linkage arrangements such as

participation plans and especially joint ventures, showed proprietary

interests seeking sources of discretion. The results of such linkages

are numerous. First, certain redistributions are affected by virtue of

proprietary-cooperative linkages; this is because 1) performance risk can

be spread onto the grower population; 2) the goal functions of the proprie-

tary and cooperative parties to the linkage may be antithetical; and

3) grower resources are channeled to proprietary utilization. The net

consequence of redistributions is to offer competitive advantages that

constitute entry barriers to non-linked proprietary and grower interests.

Raising entry barriers invites concentration of markets in the hands of

joint ventures and participation plans.

- Second, certain aspects of coordination are affected by the linkage

arrangements examined above. The distribution of risk appears separated

from the distribution of control inviting distortions in economic

incentives; that is, the proprietary interest may not bear the full cost

of inefficient behavior. Moreover, the ex-post input valuation as a

standard operating procedure characterizing these linkages removes market

information from cash transactions. In light of bargaining activity, 
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such removal deteriorates the economic information contributed to the

bargaining process and impedes this process’ ability to produce economic

signals that accurately reflect demand and supply conditions.

Third, the removal of market information from bargaining environ-

ments serves to thin the bargained transaction and increase the risks of

the residual prOprietary processing and cash grower markets. That bar-

gained transactions are already thin or thinning is attested to by the

market structure statistics presented in Chapter Two. In the longer run,

increased risk will invite further attempts to shed risk.

6.2 Policy Implications

6.2.1 The Bargaining Process

This research has explored the responses of bargaining associations

and cooperative and proprietary processors to interdependencies in farmer  
bargaining. Farmer bargaining has been shown to elicit the aggregation

of market information from these participants. Accordingly, farmer bar-

gaining provides a means for determining terms of trade that reflect

demand and supply conditions.

The consequences, then, of bargaining as a process for determining

terms of trade are several. Inasmuch as growers and processors partici-

page in the process, bargaining provides a means for modifying the

distributive outcomes which would exist in the absence of bargaining.

Furthermore, by providing a framework for organizing arguments about

market conditions, bargaining can coordinate economic signals. It can

do so by assimilating the aggregate signals contributed to the process

and summarizing that information in the terms of trade produced.

Additionally, and related to the ability of bargaining to coordinate

economic signals, is its ability to respond to dynamic market conditions
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by providing a basis for articulating and arguing the ramifications of

change. The findings of this research suggest some means by which to

enhance farmer bargaining's ability to produce these consequences. These

means will be outlined below.

A;

Processor participation in the information pooling process of bar—

gaining can be expected to evolve over time as participants come to

understand their interdependencies in bargaining and how these can be

modified by use of bargaining. Certain actions taken by the bargaining

association can promote the development of such understanding on the part

of proprietary and cooperative processors.

Education. Bargaining associations can promote the participation

of relevant groups in bargaining by providing educational products that

specify interdependencies and demonstrate ways the bargaining process may

be used to respond to these interdependencies. For example, associations

can induce participation from cooperatives by providing to cooperative

members comparative information on the past performance of alternative

marketing channels, e.g., raw product marketing through proprietary

versus cooperative channels. Similarly, bargaining associations can

promote the participation of the proprietary processing sector by

exploring and explaining the full range of terms of trade determination

processes that can be accommodated by bargaining. Such processes need

not be limited to price and quantity but may also address the innumerable

handling, quality, and timing considerations attendant to raw product

transactions. Moreover, adjustments for future contingencies and formula

pricing can be incorporated in bargaining to reduce sources of risk to
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proprietary processors. Presentation of the broad range of decision

variables and processes that bargaining may be used to address would

serve to more fully inform relevant groups about bargaining opportunities.

Instrumental Differentiation in Bargained Terms of Trade. Bargaining

associations can bargain differential terms of trade with proprietary

processors in order to induce their participation. For example, most-

favored-nation treatment can be accorded early signatories of bargained

contracts. Such treatment imposes the threat of higher input costs on

late signatories. Participation can also be induced by bargaining

differential terms of trade which negate or at least diminish competitive

advantages attributable to geographic reach and brand finished product

differentiation. For example, single state processing operations could

be offered discounted raw product prices to remove the competitive

advantage to those processors who have processing operations in alterna-

tive raw product production areas. Such equalization of raw product

input costs reduces the incentive for multiple state operations to

procure raw product beyond the purview of bargaining. Similarly, equalizing

discounts could be offered to those proprietary processors who do not have

access to value added through product differentiation. This would

relieve the competitive pressure on private label packers and encourage

their continuation as processors. In short, the instrumental differentia-

tion in terms of trade bargained with proprietary processors can reduce

not only competitive advantages attendant to nonparticipation but can

help stem the exit of proprietary processors without geographic reach

and/or brand product differentiation. Stemming such exit is fundamental

to participation in bargaining.
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Input Substitutability, Input substitutability has been shown to be

a factor affecting the willingness of proprietary processors to partici-

page in bargaining. Where raw product inputs being bargained have sub-

stitutes in other raw products or in other regions, proprietary processors

can attenuate their need to utilize the bargaining process for input

procurement by drawing on the substitute. Accordingly, a strategy to

counter such substitution would be to define the boundary of raw product(s)

being bargained so as to negate the incentive for substitution in procure-

ment. For example, raw product x and its substitute, raw product y,

could be marketed under the aegis of a bargaining association as an input

bungle_rather than marketed in competition with one another. Equivalently,

a bargaining association in product x could expand its membership to

bring substitute production areas in x into the association. Some

difficulties in implementing this suggestion lie in overcoming the

incentive to free ride on bargaining, i.e., enjoy the substitute price

response without defraying the costs, and in subordinating individual

goals to group goals. Moreover, the larger the number of interests

included in the association the more difficult it becomes to find an

acceptable common denominator. These difficulties may not be overcome

without recourse to changes in the distribution of rights to participate

or not to participate.

B;_

Bargaining associations can promote the production of terms of

trade which accurately reflect both present and future demand and supply

conditions by investing in market information that goes beyond raw

product markets.
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Informational Initiatives. The assessment of economic signals

involves consideration of conditions in institutional and retail and

final consumer markets as well as conditions in raw product markets. All

factors which impact on the profitability and, hence, survivability of the

processing sector are relevant to the bargaining process and warrant

attention by bargaining associations. To further promote the consideration

of such factors, bargaining associations could jointly sponsor outlook

seminars with processing, institutional, and retail market groups to

facilitate a two-way informational exchange as a means of identifying

market issues and eliciting responses from the groups impacted by those

issues. Those bargaining associations which restrict their analysis to

raw product market conditions may fail to exploit the coordinating

opportunities afforded by the interdependencies created by farmer bar-

gaining.

6.2.2 Bargaining and Cooperative Processors

This research has documented conditions under which c00perative

processors are pressured to use bargained prices as their values for raw

product deliveries of members. Such pressure can serve to commit coopera-

tive management to bargained prices as a performance reference. The

consequences of this commitment have import for both the distribution

of patronage returns and competition between proprietary and cooperative

processors. Several strategies for creating cooperative processor

commitment to bargained price levels as both raw product input values

and performance references are suggested by the research.

A. Dual Membership

Simultaneous membership by growers in a bargaining association and

cooperative processor creates linkages between the organizations. Such
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linkages provide for a two-way flow of information and hence communication

of performance concerns between the organizations. Moreover, dual member-

ship offers cooperative processor members the means to construct

performance references that are beyond the direct control of cooperative

processor management. To the extent that cooperative processor management's

attention can be focused on bargained price levels as a performance

reference, bargaining can offer cooperative members a means of rendering

the managerial process more accountable to member interests.

Though dual membership serves to elicit cooperative processor commit—

ment to the terms of trade incumbent on the proprietary sector, it also

faces association management with the task of sorting out price demands

that originate from different economic calculuses. As argued in the  research, bargained raw product prices based on the cooperative processor  
members' economic calculus can promote a contraction of the proprietary

processing sector and an expansion of the cooperative processing sector.

A similar result is signaled by the economic calculus of grower processors

who also belong to the bargaining association.

To modify pressure toward structural change yet also produce an

association-cooperative processor alliance that commits the cooperative

processor to bargained prices, association management could cultivate

dual membership yet control its influence. One means of control is to

restrict dual members from holding influential positions in the bargaining

association or in the cooperative processor such as board positions.

 Insofar as board positions offer incumbents more influence over bargained

terms of trade, it is desirable that these influences accurately

represent demand and supply conditions in the bargained commodity. Such

accurate representation can be confused by the mingling of grower
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interests. However, the ability of the mingling to jeopardize the

bargaining of terms of trade which accurately reflect demand and supply

conditions can be reduced by excluding cooperative processor growers from

board positions in the association.

While dual membership has developed spontaneously in the various

bargaining situations studied in this research, there is not complete

dual membership between cooperative members and respective bargaining

associations. Thus, not all growers are supporting the administrative

costs of bargaining. One means of spreading these costs to growers who

have not voluntarily shared in them is to use public policy to bestow on

all growers the obligation of membership in the bargaining association.

Such a rule, of course, imposes unwanted costs on a segment of growers.

In the absence of such a rule, however, some growers benefit from the

products of bargaining without sharing in their production cost.

B. Accounting Rules

An alternative means of producing cooperative processor commitment

to bargained prices is for cooperative processors to use an accounting

system which, by virtue of its need for an allocative decision basis,

impels the c00perative to adopt bargained prices. This research has

explored the comparative inducements of cooperative processors using

single pool or multiple pool accounting to embrace cash raw product

prices as the allocative decision basis. Cooperatives using single

pool accounting for multiple commodities are more likely to adopt bar-

gained prices. This likelihood derives from the structure of inter-

commodity competition which results when costs and returns are_pooled.

In summary, cooperative processor commitment to bargained prices can be
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produced by structuring cooperative organizations to be multiple commodity

and to use single pool accounting.

C. Bargaining with Cooperatives
 

A third means of eliciting cooperative commitment to bargained

prices and thereby increase managerial performance accountability and

competitive equality between the cooperative and proprietary processing

sectors in regards to raw product input valuation is to expand bargaining

to cover grower transactions with cooperative processors. Bargaining with

cooperatives would be a more direct means of achieving cooperative

commitment than efforts to expand dual membership and introduce single

pool, multiple commodity accounting. Moreover, bargaining with coopera-

 tives is consistent with dual membership and single pool, multiple  commodity accounting.

Bargaining with cooperative processors serves the interests of

cooperative growers by strengthening management accountability to competi-

tive performance indicators. It serves the interests of association

growers by inducing the cooperative sector to contribute market informa—

tion to and compete for raw product at definite prices in the bargaining

process. It serves the interests of proprietary processors by putting

cooperative competitors on an equal basis regarding per unit input costs.

Bargaining with cooperatives does, however, impose more constraints on

c00perative management thereby limiting managerial discretion in decision

making. Under the imposition of such constraints, cooperative management

 would be expected to exercise alternative sources of discretion such as

contingency reserve funds, supply controls on member deliveries, and

 co-mingled costs and returns to facilitate internal transfers.

Utilization of these sources of discretion would not necessarily be in
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conflict with the interests of cooperative or association membership.

This will depend, of course, on whether management avails itself of such

sources to serve its own goals, to serve selectively advantageous goals

of membership groups, or to serve general membership goals.

Under conditions whereby cooperative processors bargain with an

association to establish the transfer value of raw product, managerial

performance becomes referenced to bargained prices. Accordingly, the

efficiency of managerial performance is evaluated more in light of a

bargained price rather than on the basis of some managerially controlled

performance criterion. The net result of bargaining with cooperatives is

to accord members more control over their cooperative organization.

Notwithstanding the above, bargaining with cooperatives does not

guarantee successful operations; the cooperative processor can still

sustain losses due to uncontrollable market outcomes and these will be

passed onto membership. Even the most efficient processor management

will fall short of desired performance under some market conditions.

This is true for proprietary as well as cooperative management. However,

bargaining with cooperatives puts c00perative processor management on a

basis that is more comparable to that of proprietary processors; the

performance of both varieties of processing organizations would then be

constrained by fixed (bargained) raw product costs. Hence, a source of

competitive advantage is attenuated.

6.2.3 Bargaining and Structural Change

in the Processing Sector

This research has revealed both structural change and forces inducing

structural change in the fruits and vegetables for processing industries.

Bargaining as a source of input price pressure and cooperative processing
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as a source of competition in sales of processed products are among the

forces causing structural change in these processing industries. Also

explored by the research were structural changes in the form of coopera-

tive-proprietary linkages that are, in part, the result of proprietary

motivations to incorporate grower resources in order to share risks and

utilize sources of discretion. Questions as to whose interests these

changes serve have been variously addressed in earlier discussions. The

role of bargaining given these structural changes is the issue here.

A. Cooperative Saturation

All of the states studied in this research evidenced substantial

and often times increasing market shares under control of cooperatively

organized processors. When cash transactions, i.e., raw product sales

to proprietary buyers, represent a small fraction of deliveries, the

effectiveness of raw product bargaining in producing terms of trade

that accurately reflect demand and supply conditions can be questioned.

However, such structural change does not negate the need for a process

by which transfer values are established. Accordingly, bargaining, even

in markets saturated by cooperative control, can still play a role.

One means of utilizing bargaining to produce transfer values under

conditions of cooperative saturation is, as presented earlier, to

introduce bargaining between cooperatives and the association.. Bargaining

with cooperatives can thicken otherwise thinning raw product transactions.

Bargaining with cooperatives is also a means of stemming the trend

towards a decreasing proprietary market share insofar as competitive

advantages for cooperatives are thereby attenuated. An alternative to

this suggestion would be to offer proprietary processors the same

competitive advantages. An example would be to let proprietary
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processors defer payments to growers as is done by cooperative processors.

In addition, bargained terms of trade could be made contingent on the

performance of the cooperative processing sector. For example, if the

cooperative processing sector returned less than 100 percent of the bar—

gained price to cooperative growers, final payments by proprietary

processors to growers could be discounted to reflect this shortfall.

Another possibility is to use the bargaining process to establish

transfer values at the processed level. Such bargaining for processed

products would raise numerous issues related to the definition of buyers

with whom bargaining would take place, the allocation of joint returns

to commodity groups, and the responses of groups having interrelations

with bargained transactions for processed products. One possible result

of processed product bargaining would parallel the current structural

change in ownership of processing capacity by inducing further vertical

integration into remanufacturing and marketing of fruits and vegetables

by growers using either a c00perative or noncooperative organizational

framework.

B. Participative Plans and Joint Ventures
 

This research has also explored the bases for and noted the as yet

small but increasing incidence of participation plans and joint ventures

in the fruits and vegetables-for-processing industries. It has concluded

that these linkages are largely motivated by a desire of proprietary

processors to utilize grower resources. This research has further

argued that these methods for bringing grower resources under proprietary

control raise entry barriers, offer competitive advantages to those who

use these methods, invite concentration of the processing industry in

the hands of joint ventures and participation plans, and reduce the
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amount of market information available for bargaining. These results

can be partially alleviated by keeping the raw product transfer valuation

process in participation plans and joint ventures within the purview of

bargaining by obliging managements in such linkages to bargain. In the

absence of bargaining to determine valuation in these linkages, the

allocation of returns will be a function of management agreements between

the grower and proprietary interests. Where such agreements produce

proprietary dominance, grower resources are likely to be transferred away

from growers. For some organizations claiming the right to exercise

cooperative property rights, transfer of control contravenes the legal

bases of those rights. For example, to the extent that grower control

does not exist in joint ventures between cooperative and proprietary

interests, utilization of Bank for Cooperative financing and antitrust

exemption can be challenged. Such challenges may produce case law

attenuating the motivation for joint venture organizations.

C. Grower Processors

In certain fruit and vegetable industries studied in this research,

the non-cooperative grower processor sector is increasing. This sector

is beyond the jurisdiction of bargaining but enjoys the benefits of a

processed price umbrella which results from having proprietary competi-

tors committed to a fixed raw product input value. The inducement for

grower processors to undersell this umbrella in order to increase their

volume is facilitated by the combination of profit centers and the

vertical integration of scale economies. The result may be not only an

enlarging of market shares of production and processing under the

control of grower processors but also the production of lower cost

processed product.
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Some grower processors process the raw product of other growers on

a participation plan basis. The results noted above in reference to

participation plans also apply here: growers delivering to grower pro-

cessors on a participative basis may have little control over the

spreading of performance risks and the disposition of returns from sales

of processed product; and, such processing organizations, though

disciplined in the short run by the threat of exit of grower raw product,

have competitive advantages which raise entry barriers and contribute

to concentration of the processing industry. These results are likely

to vary according to the makeup of the participating population. Where

only neighbors are involved, positive rewards to participating growers

may be produced because of the person to person relationships between

the manager and growers. However, where the participating population is

more anonymous, the grower processor is likely to resemble the pro-

prietary participation plan.

6.3 Final Summary

This research has examined the interrelations among bargaining

associations and processors that are produced by the imposition of

bargaining over terms of trade for raw product. To do so, it has gone

beyond an inquiry into interrelations between bargaining associations

and proprietary processors to include an analysis of interrelations

between both of these groups and cooperative processors. What has been

revealed is an intricate web of interrelations and responses to inter-

relations which have import for 1) the ability of bargaining to produce

terms of trade which accurately reflect demand and SUpply conditions,

2) the ability of cooperative processor members to control their
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cooperative organization, and 3) the structure of the processing industry.

Specifically, the research showed that:

I) farmer bargaining elicited market information about demand and

supply conditions from all three participant groups. Bargaining associa-

tions can promote this aggregation of information and the subsequent

improved coordination of production, processing, and marketing decisions

by conducting industry seminars, disseminating comparative information

on past performance of alternative marketing channels, and bargaining

differential terms of trade with a nonuniform population of proprietary

processors;

2) numerous cooperative processors actively participate in

farmer bargaining and as a result, become obliged to value raw product

inputs at the same price as their proprietary processor competitors.  
Such obligation can serve c00perative processor member interests by

strengthening the accountability of the cooperative organization to its

members. It also serves the interests of proprietary processors by

putting cooperative processors on a more similar competitive basis

regarding input costs. Commitment of cooperative processors to farmer

bargaining can be enhanced by: a) encouraging cooperative processor

members also to belong to the bargaining association representing their

commodity interest(s); b) introducing single pool multiple commodity

accounting in cooperatives; and c) bargaining formally with cooperative

processors as is currently done with proprietary processors; and

3) market interrelations, primarily that of competition between

proprietary and cooperative processors in farmer bargaining, are con-

tributing to the decline of the numbers of proprietary processors, the

increase in the market share of the cooperative processing sector, and
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organizational linkages between proprietary and grower interests such

as joint ventures and participation plans. These structural changes can

be attenuated by: a) expanding the formal purview of bargaining to

include all processors; b) in the absence of a), bargaining terms of

trade that are contingent on the performance of nonbargaining processors;

and c) insofar as these structural changes are transferring grower resources

to proprietary control, challenging their existence on legal and public

policy grounds.

By more fully probing the impact of bargaining, this research has

been able to identify sources of change and sources of control in the

fruits and vegetables-for-processing economy. Many of these identified

sources are likely generalizable to other commodity economies and other

agricultural organizations. It is hoped that these findings contribute   to future initiatives by participants and policy makers in agriculture.
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CHAPTER SEVEN

FUTURE RESEARCH SUGGESTIONS

Introduction

This section will consist of two parts. The first will address

research which would be useful to the policy implications listed in

Chapter Six. The second will speak to broader research issues that, on

the basis of this study, warrant further inquiry.

7.l Research to Complement Policy Implications
 

7.l.l

To assist bargaining associations in making decisions that are based

on knowledge of system ramifications beyond the immediate grower-first

handler transaction, research should be conducted to identify extant and

potential sources of relevant market information. Some studies have been

done on the secondary informational sources used by existing bargaining

associations.1 However, in light of partial analyses conducted by

bargaining associations and potential growth in the incidence of bar-

gaining interrelations, research to identify the extent of the available

informational infrastructure is warranted. Such research may ascertain

that the incentives to pool information as documented by this study

provide a sufficient informational basis for decision making. Research

may find, alternatively, that this informational pool is insufficient

and/or needs to be augmented by other informational sources.

1Lang, M., l977.
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7.l.2

 

In light of documentation that bargaining associations apply differ-

ential terms of trade to a variable proprietary processing sector, research

needs to be conducted to estimate: l) raw product procurement costs for

single versus multiple state operations; and 2) revenues from sales of

private label processed products versus brand processed products. These

estimates could then be used to construct a systematic pricing structure

for differentiating the terms of trade bargained with a nonuniform pro-

prietary processing sector.

7.l.3

To implement bargaining for groups of raw product inputs, algorithms

have to be developed as bases for pricing strategies and the allocation

of revenues among the various inputs. Utilization of such algorithms

will necessitate estimates of own and cross price elasticities of demand.

Research on both the construction and,utilization of such algorithms is

central to implementation of group bargaining strategies.

Related to developing algorithms for group bargaining strategies is

the use of indexed bargaining, multi-year bargaining, sliding scale

bargaining, and combinations thereof. The interest of the proprietary

processing sector in these bargaining methods is not well known. However,

efforts by select industries in California to implement such methods

argue a need to evaluate the interest and, if warranted, to develop means

to satisfy the interest. Current efforts by the cling peach, bartlett

pear, apricot and tomato industries to bargain deterministic algorithms

for defining some terms of trade would provide a starting point for

research into the desirability, feasibility, and performance ramifications

of utilizing such algorithms.
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7.l.4

Research on comparative performance of competing processing organi‘

zations, both cooperatively and proprietarily organized, would be useful

to bargaining associations to help them compile and disseminate performance

profile information for cash and cooperative growers. A research group

at Purdue University is currently attempting to develop comparative

bases for evaluating cooperative organizations against proprietarily

organized analogues in select industries.1 In conducting research on the

performance of cooperative organizations, attention has to be given not

only to final returns to growers but also to the distribution of risk,

and, more fundamentally, interest group control within the organization.

7.2 Related Research Issues

7.2.l

The relation between rules for allocating shared costs and patron

transfer prices is an area of interest to students of and participants

in the cooperative economy. It is suggested that the accounting methods

for allocating such costs have impacts on: T) production, processing,

and marketing efficiencies; 2) the distribution of returns and risks in

the cooperative; and 3) the cooperative's competitive position in input

and finished product markets. Such impacts could be studied by analyzing

the various allocative rules in use according to their impact on patron

returns and the reSponses they elicit from patrons and management. Another

dimension of this relationship to explore would be its import for the bar-

. . . . 2

gaining assoc1ation sector.

1Department of Agricultural Economics, Purdue University, Lafayette.

2Chase-Lansdale, C., ”Allocation of Shared Costs and Transfer Prices,”

Department of Agricultural Economics, Michigan State Unrversrty,

East Lansing, forthcoming.
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7.2.2

The spreading incidence of participative arrangements (called link-

ages in this study) between proprietary and grower interests argues for

more case study research into their performance ramifications. The

conceptual model of managerial behavior utilized in this study could

provide the necessary theoretical construct for organizing observations.

Attention should be given not only to the distributive impacts of such

arrangements but also to their impact on competitive conditions and market

structure. In addition to an economic inquiry, a legal inquiry into the

status of such arrangements within the Sherman Act, Clayton Act, and

Capper-Volstead Act should be undertaken.

7.2.3

Institutional lenders often play a central role in influencing the

decisions of cooperative organizations. Though not reported at length,

this study found evidence of institutional lender influence on the

decisions of both bargaining associations and cooperative processors.

For example, the imputed values which serve as a basis for pre—production

or pre-harvest loans may set a floor value for bargained raw product.

Similarly, lenders may apply certain demands, such as the creation of a

reserve-insurance fund, or influence retain policies and thereby alter

managerial performance in cooperative processors. These sorts of impacts

need to be better understood; their significance for the performance of

c00perative organizations warrants delineation. Furthermore, influence

from institutional lenders may extend beyond a specific organization to

affect interrelations among organizations. Such impact is exemplified by

the motives of proprietary interests documented in this study for entering
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into linkage arrangements with growers. Research on this topic is

warranted in order to understand the relation between institutional lender

behavior and participant interrelations and hence performance in farmer bar-

gaining. The conceptualization developed in this study provides an organ-

izational, behavioral, and performance scheme that could serve such a

research effort.

7.2.4

Complementary to a behavioral construct for studying cooperative

organizations as developed in this study would be the addition of internal

organizational ideolggy as a variable affecting decision making. Ideology

is relevant insofar as its characteristics impact on the performance of

the organization. Roberts has produced evidence of a relationship between

organizational ideology and control and decision costs in publicly

regulated industries.1 An 'ideology variable' could be applied to

cooperative organizations in order to test the hypothesis of a relation

between it and certain dimensions of performance. Moreover, insofar as

an ‘ideology variable' has explanatory power for organizational performance,

exploration of its role could contribute to comparisons of alternative

organizational forms for producing select outputs, e.g., cooperative 
versus proprietary.

7.2.5

A recent GAO report2 and numerous participants in the sample of this

study have expressed interest in the liquidity of member investments in

 

1Roberts, M., r975.

ZFamily Farmers Need Cooperatives--But Some Issues Need to be

Resolved, GAO Report to the Congress of the U.S., CED-79-l06, July 26, l979.
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c00perative organizations. A research program to explore the status of

liquidity, the feasibility of liquidity, and the impact of liquidity on

such organizations is warranted. This issue could be addressed within

the conceptual framework developed in this study. In conducting such

research, attention should be directed towards exploring the impact of

liquidity on managerial decision making and, ultimately, the performance

of the organization. It is tentatively suggested that illiquidity of

member investments relieves management of the disciplining pressure of

mobile resources. It may also result in intergenerational transfers.

Related to a focus on liquidity of member investments as a variable

affecting managerial decision making would be a more general identification

of internal organizational variables affecting management choice and,

hence, the performance of the cooperative. Such variables as quantity and

quality controls on member deliveries, retain policies, and reserve funds

can alter managerial performance as has been argued in this study by

providing sources of discretion. Organizational variables of this variety

do not necessarily work to the detriment of cooperative performance by

virtue of the slack in decision making that they afford; sources of slack

can serve to permit adjustment to unexpected costs and changes in market

conditions. On the other hand, these variables may serve interests other

than general cooperative membership. Accordingly, research is invited to

catalogue the various sources of managerial discretion existing in

cooperative organizations and to explore their function and, ultimately,

their impacts on general performance issues of distribution, account-

ability, coordination, and structural change.
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7.2.6

This study has raised the issue of deteriorating economic signals

(thinning markets) taking place in bargaining environments: an expanding

vertically integrated grower sector with a concurrent contraction of

the cash sector. Within such environments, market infbrmation is becoming

more and more impacted. Research attention needs to be given to devising

means of dislodging impacted market information necessary for the coordina-

tion of production, processing, and marketing decisions. Expanding the

bargaining decision process to include new and currently excluded partici-

pants could induce a dislodging of such information. The task for the

researcher is to decide what participants to include and how to include

them in a process that will elicit a pooling rather than thinning of market

information. This research suggestion is a function of recognition of

the evolving structure of interrelations in farmer bargaining environments.

'Others have also recognized this evolution and have called for alternative

pricing mechanisms including bargaining directly with large food retail

firms.‘

Thinning market conditions argue for research on alternative transfer

pricing methods. One mechanism that may offer some remedy to the problems

of valuation and coordination in thin and/or thinning markets is a forward

deliverable contract market system incorporating desirable contingency

provisions. This system could be used by cooperative processors to

establish transfer values with buyers such as merchandizers. It could

also be used by bargaining associations to establish transfer values

with the proprietary processors and/or with merchandizers. Forward

 

l
Garoyan, L., l970; p. l0; and Garoyan, L. and E. Thor, l977.
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deliverable contracts between bargaining associations and merchandizers

could further involve custom packing contracts between bargaining

associations and processors, of either the proprietary or c00perative

variety, in order to meet the processed product requirements of merchan-

dizers.

Some advantages of a system of forward deliverable contracts are as

follows: l) they can elicit information about future market conditions,

thereby serving coordination and valuation needs of all participants;

2) they are a mechanism for bargaining the allocation of risk among market

participants in the vertical market sector and could be implemented under

the auspices of a bargaining association; and 3) they can accommodate

both sales of processed and raw products, e.g., the bargaining association

could have as clients cash growers as well as cooperative processors as it

bargains forward deliverable contracts.



 

 

APPENDIX A

GLORIETTA FOODS



 

 



 

 

CLORIET’I‘A FOODS

Glorietta was incorporated in California on November ‘23. 1977 as an agricultural marketing

maperaiive. Its temporary address is P. O. Box 50040. San Jose, California (Zip Code: 95150).

Glorietta intends to acquire certain assets of NCC Food Corporation. a California corporation ("NCC

Food'). If this transaction is consummated. Glorietta intends to continue the fruit and vegetable

canning business of NCC Food on a cooperative basrs.

Membership is limited to bona fidc residents of California actively engaged in the growing of

agricultural products which arc to be marketed through Glorietta. The initial offer of membership and

marketing agreements is being made primarily to growers Who sold products to NCC Food in 1 7.“.

Purchase of the assets and operation of the processing and marketing business would be financed

by a combination of capital supplied by growers. long- and short-(em bank financing (possible

combination of long-term bank and other lender financing). a long-term purchase obligation to .\'CC

Food and certain initial short-term financing available from National Can Corporation (“National

Can") in connection with can purchases.

The principal crops to be processed and marketed include tomatoes. Cling peaches. pears. apricots.

grapes, freesione peaches. asparagus and spinach. These products are highly seasonal. Partly for this

reason. Glorietta prescntlv intends to continue to pack and market dry beans and to market ovcucas

its own and a variety of other food products.

Glorietta Would continue to manufacture a variety of canned fruit and vegetable products from the

crops received. These products would be distributed to various consumer markets throughout the

United States and to a limited extent overseas. Distribution would be primarily under its customers'

brands and also under brands to be acquired from NCC Food.

The growers initially being offered membership and marketing agreements supplied approximately

80”} of the raw agricultural products used by NCC Food in its fruit and vegetable canning

operations in 1977.

As a condition of becoming a member of Glorietta. a grower must agree to enter into an agree-

ment to market through the Cooperative specified products for at least fivc crop years. commencing in

1978. In addition. the grower must make an initial contribution equal to 1557 of the estimated

established'value (based on 1977 commercial prices) of products to be marketed through (he

Cooperative in 1978. Thereafter the grower must continue to make annual additional contributions

by retains from amounts othemise payable to him.

The amount members will receive for products they deliver will depend on the net proceeds

realized by Glorietta from all agricultural products delivered by patrons under cooperative marketing

agreements. The total net proceeds will be combined in a single pool and apportioned among patrons in

proportion to the established value of the products each delivered. From the amount so determined.

Glorietta will initially retain 1091457? of the established value and 50‘1— of the net proceeds in

excess of established value. if any. These retains will be allocated to members but not paid in cash

until the board of directors determines that the Cooperative is financially able to do so.

SPECIAL RISK FACTORS TO BE CONSIDERED

Mcmbcrs' Share Of Proceeds Less Than Commercial Market Value

The purchase price for raw products to be paid by Glorietta is based on the overall rcsulis of

operations of the Cooperative from bGsincss With patrons on a cooperative basis. There can be no

assurance that payment to a member for his crops from the net margins of Glorietta will be

equal to or greater than the price he could have received had he sold his crops under prc-season

contract to another processor or in the open market.
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NCC Food's Canning Business operated at a loss in 1975. 1.976 and the first nine months of 1977.

See pages ”ZS-33. including in particular Note A. There is no assurance that such losses will not

continue. Moreover. Glorietta will have substantially higher interest expense and somewhat higher

depreciation expense than reflected in the Statement of Operations of NCC Food. See page 9.

THERE IS A SUBSTANTIAL RISK THAT THE TOTAL AMOUNTS TO BE PAID TO

MEMBERS FOR THEIR RAW AGRICULTURAL PRODUCTS (IN CASH AND RETAIN ALLO-

CATIONS) WILL BE LESS THAN ESTABLISHED VALUE (COMMERCIAL MARKET VAI UI-I).

Retention of Proceeds by Glorietta

In addition to the risk that the member's share of total net proceeds will be less than established

value of the products he delivers. from this share not less than 10“? of established value must

be retained each year. (See pages 7.1-13 for description of commitment to retain and limits on rt‘tJllls.)

Glorietta would initially need to realize net proceeds of at least 120”} oi established value of

the agricultural products delivered before the member could receive cash proceeds tprior to redemption

of allocated credits) equal to established value of his crops. Thus. there is a high risk that a member

will not. receive cash payments equal to established value at least until Glorietta builds up member

contributions equivalent to a mature cooperative.

BECAUSE OF THIS HIGH RISK. A CROWER SHOULD NOT APPLY FOR MEMBERSHIP

UNLESS PREPARED TO RECEIVE CASH PAYMENTS OF LESS THAN ESTABLISHED \'ALL'E

FOR AT LEAST THE FIRST FIVE YEARS.

 
Inclusion of Proceeds in Taxable Income

Each member of Glorietta must include in taxable income for federal income tax purposes his

entire share of the net proceeds of Glorietta. whether paid to him in cash or retained and allocated

to his account. For example. if Glorietta realized net proceeds equal to 100?} of commercial

market value. the member would receive not more than 90F} of established value in cash {prior to

redemption of allocated credits) but would include in his tavable income the full 100?} of established

value.

 Advantages of Competitors

Glorietta will be committed to purchase not less than 65"} of its can requirements from National

Can for at least three years. These cans will be purchased at prices and on terms competitive with

those available to other canners in Northern California who buy on term contracts from the four

major can manufacturers. HOWever. a number of competitors of Clonetta have their own can

manufacturing facilities or other arrangements for acquiring cans on terms that are believed to be

materially more favorable than those which Glorietta will initially receive.

 
The proposed initial capital of Glorietta (approximately 34 million) is substantially smaller as

a percentage of sales (4'7; of 1976 sales of $100 million) than that of most of its competitors. The

additional working capital required must be supplied by borrowed funds. Such borrowings will

increase interest costs to Glorietta. This increased expense will adversely affect the returns of

Glorietta to growers in comparison with mature competing e00peratives.

Additionally. certain data available to the Growers Committee. although subject to diiierinu

interpretations. suggests that in recent years a trend has (lL'VelOde that certain maior cooper-attic

competitors of NCC Food may have been able to reduce the financial impact of adverse economic

conditions in the industry more effectively than NCC Food. See page '
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Transferabilit)’ of Membership and Retains

Membership and allocated credits arising from retains may only be transferred with the written

consent of Glorietta. Transfer will be strictly limited. The consent of Glorietta is also required for

the transfer of retains. This consent will also be limited. See pages 213-24.

Thus, there is not and cannot be any market for sale of memberships or retains.

Possible Discontinuance or Reduction of Marketing Entitlement

Glorietta intends to continuallv review the ability of its members to produce a high-quality crop

and the abilitv of the Cooperative to eil'ectixeh market the products therefrom. if Glorietta determines

to cease marketing all or a portion of a particular crop the Cooperative ma\ reduce or eliminate its

rivht and obligation to market specified products on written notice to members during .\overnber ot

an) iear enective as to all following crop years. (See B}Ians Section"JD-ill)

Uncertainties Regarding Closing and Terms of Acquisition

The letter of intent to acquire .\'CC Food's Canning Business is not binding. The full terms of

loans necessary to the proposed acquisition and operations are not presently known. For these and

other reasons. material terms of the proposed acquisition may be changed or added.

The transaction may not close if the parties are unable to agree on definitive agreements or if

satisfactorv financing is not available. in addition. it will not close unless. prior to closing. \‘arinuv

factual assumptions are warranted or verified and othtr conditions of closing are Fulfilled to the

satisfaction of the board of directors of Glorietta.

B\ applving for membership. each member delegates to the board of directors of Glorietta

discretion to agree to additional or different terms. to deCide whether or not to execute binding

agreements and to decide whether or not to conclude the proposed acquisition.

If the transaction is not concluded. the member will not be entitled or obligated to market products

through Clonetta. Even though the transaction is not concluded. the deposit accompanying the

Application Will be used to defray expenses of Glorietta. including prc-incorporation expenses.

See page 20.

ADVANTAGES 0F MEMBERSHIP

Possibie advantages of membership include the following:

I rimarv advantage is that the member obtains a market for the specified pomon oi his

products in advance of the crop season.

'2. A member can participate in some benefits of crop and geographical diversity through the

single pool concept. though under this concept the member also shares in certain risks related to

commodities other than those he delivers.

3. Should Glorietta determine after completion of the initial membership signup that it can

ellectively process and market additional products. it is contemplated that members would be

given the first opportunity to prOVide these products.

4. if the overall cooperative marketing operations are successful. he may receive more than

commercial field price for his products. though as previously discussed there is a substantial risk.

particularly in initial years. that he may receive less than such value. See page 2.
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FINANCIAL PLANNING FOR COOPERATIVES

Gail N. Brown

Touche Ross 6r Co.

San Francisco

At the annual meeting of the Council a few years ago in Freeport, The

Bahamas, I spoke to the Legal, Tax and Accounting Committee of the Council on

the subject of the importance of adequate financial reporting to cooperative

members and the responsibility of the Board of Directors for that reporting.

In preparation for that presentation and with the cooperation of the

Council's staff, a study of 14:5 large cooperatives, representing 57 percent of total

U.S. cooperative volume, was made of how they reported to members on their

financial affairs. The study indicated that 14 of the cooperatives did not publish an

annual report to their members. Further, 53 did not include in any type of report

to their members a complete set of financial statements, including an opinion of

independent public accountants. Seven of the 57 largest companies did not give

their membership the complete set of financial statements. Subsequent to that

study, although no formal survey has been made, based on personal knowledge, the

situation has improved somewhat.

Although there appears to be improvement in the reporting of financial

matters, it has become increasingly apparent that cooperative members want, and

indeed expect, improved reporting of the financial affairs of their cooperative. In

fact, surveys made on a national basis by the American Institute of Cooperation

and in California, under the auspices of the Far Western chapter of the National

Society of Accountants for Cooperatives, indicated that inadequate communication

of financial matters was among the greatest concerns of cooperative members.

Why are members of agriculture cooperatives becoming so concerned

about the financial affairs of their cooperative? increasingly, farmers are a vital

and closely integrated part of a highly organized food production-processing-

distribution system. This trend has particular financial management implications

for two reasons.

First, as farmers get more involved in the total marketing process, they

must invest in marketing facilities and processed product inventories. As an

indication of what is happening, investments per farm in cooperatives by farmers

increased over l,000 percent between l950 and l976. This represents some $3.5

billion that had to come out of cash flows of the members of these cooperatives.

Second, in this change in marketing and distribution beyond the farm '.'

whether through cooperatives or not - the farmer has to continue to finance his

inventories with payment being received over a longer period or time.

 

  



 

 

. This creates liquidity problems that must be understood by all - the
farmer, his cooperative, and the distributor, as well as financing agencies that must

deSign new and different financing methods for all three.

Financial Problems of Cooperatives

Cooperatives also have financial and liquidity problems fueled both by

real growth and inflation. The American business system is a capitalistic system.

Cooperatives are definitely part of that system, and a capitalist without capital is
-in trouble. Business needs substantial funds, a illustrated in the follmving
statistics:

- Business used 1.6 trillion dollars in capital between 1965 and 1974.

- in the next decade, it is estimated that over 4.5 trillion dollars in new

capital funds will be needed. This will have to come from personal

savings and profits of business.

- This need for capital means that we must raise capital at a compound

rate of nearly 9 percent annually as compared with a rate of 6.7 percent

during the last ten years.

- Debt to equity ratios have been deteriorating. In 1965, business had

$.91 in total liabilities for every dollar of equity. In 1974, the $.91 had

doubled to $1.39.

- Debt provided 38 percent of new capital obtained in 1965; in 1974, it

provided 53 percent.

- American business investment in property, plant and equipment, as a

share of national output, is one of the lowest of the western bloc

countries.

- All this indicates a slippage in the rate of real growth of American

business.

What, then, is the situation for agricultural cooperatives? The capital

situation for agricultural cooperatives is no better and, in fact, may be worse than

for business in general. Exhibits 1 through VI compare financial statistics and

percentage ratios for a group of food processing corporations With marketing and

other types of cooperatives. The information has been extracted from‘annual

published reports. Generally, the statistics for 1973 are for fiscal years ending. Just

before or subsequent to December 31, 1977. Most of the organizations had fiscal

years ending after December 31, 1977. Data is also shown for 1977 for the same

companies.

The first chart, Exhibit 1, shows data for 20 food processing

corporations. The groupings are based on sales volume.

 



 

 

Average Sales (000)

Percent of Sales:

Earnings before

Working capital

Fixed assets, net

Total assets

employed

Long~term debt

Equity

Other Ratios:

Earnings, before

taxes, .

Ass ts employed

Equity

Long-t rm debt to

equity

Equity to assets

employed

Equity, plus long~

term debt, to

assets employed

- 1977

$895,000

72.1

 

Exhibit I

20 FOOD PROCESSING COMPANIES

1978

$959,500
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ere has been little change in the percentage ratios from 1977 to 1978.Th

Further, the percentages are about the same for large companies as for the smaller

companies.

Exhibit 11 shows statistics for 20 processing and marketing cooperatives

with operations similar to the corporations shown in Exhibit I.

operate on a pooling of proceeds basis.

Tri/Valley Growers, California Canners and Growers, Ocean Spray, Welch, etc.

Most of them

They include such organizations as
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Exhibit II

20 MARKETING COOPERATIVES

 

8 12

Above Below

1977 1978 Mean Mean

Average Sales (000) $104,300 $121,000 $221,500 $54,000

Percent of Sales:

Working capital 6.7% 6.196 6.396 5.59’

Fixed assets, net 17.3 15.4 13.9. 19.4

Total assets

employed 56.3 52.2 49.2 60 4

Long—term debt 9.9 8.8 8.4 9 9

Equity 16.6 15.1 14.1 17 8

Other Ratios:

Long-term debt to

equi y 59 9 58.3 59.4 55 9

Equity to assets

employed 29.5 28.9 28.6 29.4

Equity, plus

long-term debt,

to assets

employed 47.1 45.7 45.6 45.9

 
The most significant change from 1977 to 1978 has been the decrease in

fixed assets measured as a percentage of sales. The smaller cooperatives have

more invested in total assets employed, including fixed assets. Earnings data is not

shown because many of the cooperatives do not charge members' deliveries of raw

product to cost of production. Consequently, net proceeds for those cooperatives

are much higher than would be the case if members' raw product had been recorded

as .3 C051.

Exhibit III compares the 20 corporations with the 20 cooperatives.
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Average Sales (000)

Percent of Sales:

Working capital

Fixed assets, net

Total assets employed

Long-term debt

Equity

Other Ratios:

Long-term debt to equity

Equity to assets employed

Equity, plus long-term debt

to assets employed

Exhibit 111

 

w

Corporations Cooperatives

$959,500 $121,000

17.996 6.1%

17.3 15.4

54.3 52.2

10.4 8.8

27.6 15.1

37.7 58.3

50.9 28.9

70.1 45.7

There are some striking differences between the corporations and

cooperatives. The cooperatives are more highly leveraged with much less equity

The marketing cooperatives are able to

operate under these circumstances, in part, because of deferred payments to

and substantially less working capital.

growers for raw product.

Exhibit IV shows data for 18 dairy cooperatives. It was not practical to

compare this data with dairy corporations.  
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Exhibit W

18 DAIRY COOPERATIVES

5 13

Above Below

1977 1978 Mean Mean

Average Sales (000) $329,500 $347,500 $954,000 $114,000

Percent of Sales:

Earnings before

taxes .696 .896 .596 1.696

Working capital 2.8 2.7 2.8 2.4

Fixed assets, net 5.2 5.2 5.2 5.2

Total assets employed 20.3 19.7 19.8 19.6

Long-term debt 3.1 2.9 ' 3.2 2.3

Equity 7.4 7.4 7.2 8.0

Other Ratios:

Earnings, before

taxes, on:

Assets employed 3.1 3.8 2.5 3 1

Equity 8.5 10.3 6.9 19.9

Long-term debt to

equity 42.7 40.0 44.0 28.6

Equity to assets

employed 36.3 37.3 36.3 40.6

Equity, plus long-

term debt, to

assets employed 51.8 52.2 52.2 52.3

It is interesting to note that the smaller dairy cooperatives had greater

earnings than the large cooperatives. Further, there was little change in the data

from 1977 to 1978.

A group of cooperatives, as listed in Exhibit V, which furnish supplies

and services to their members, have been classified as supply cooperatives, even

though some of these organizations market various products for their members.

Actually there were 22 cooperatives included in the 1977 study, but two of the

cooperatives merged, leaving 21 in 1973.
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21 SUPPLY COOPERATIVES

6 15

Above Below

1977 1978 Mean Mcan

Average Sales (000) $580,000 $541,000 $1,412,000 $332,500

Percent of Sales:

Earnings before

taxes 2.896 2.496 2.296 2.6%

Working capital 7.0 6.9 7.1 6.6

Fixed assets, net 19.3 19.0 15.6 24.8

Total assets em- '

ployed 49.2 49.2 ‘ 43.5 58.7

Long-term debt 15.5 15.8 12.9 20.7

Equity 17.3 16.7 14.4 20.4

Other Ratios:

Earnings, before

taxe, on:

Assets employed 5.6 4.8 5.0 4.5

Equity 16.1 14.1 15.2 12.9

Long-term debt to

equity 89.9 94.8 89.2 101.4

Equity to assets

employed 35.1 33.9 33.2 34.3

Equity, plus long-

term debt to

assets employed 66.6 66.0 62.7 70.1

Total assets employed, including fixed assets, were greater, measured

as a percentage of sales, for the smaller c00peratives than for the larger

cooperatives. The smaller cooperatives also have more long-term debt and equity

to support the total assets employed.

Exhibit VI summarizes the data for 1978 for each of the four groups:
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Exhibit VI

1978 FINANCIAL RATIOS

Food

Processing Marketing Dairy Supply

Corporations Cooperatives Cooperatives C00peratives

Average Sales (000) $959,500 $121,000 $347,500 $641,000

Percent of Sales:

Earnings before

 

taxes 6.896 -- .896 2.4%

Working capital 17.9 6.196 2.7 6.9

Fixed assets, net 17.3 15.4 5.2 19.0

Total assets employed 54.3 52.2 19.7 49.2

Long-term debt 10.4 8 8 2.9 15.8

Equity 27.6 15.1 7.4 16.7

Other Ratios:

Earnings, before

taxes, on:

Assets employed 12.5 - 3.8 4.8

Equity 24.6 - 10.3 14.1

Long-term debt to

equity 37.7 58.3 40.0 94.8

Equity to assets

employed 50.9 28.9 37.3 33.9

Equity, plus long-

term debt, to

assets employed 70.1 45.7 52.2 66.0

There are a number of significant conclusions which can be drawn from

this data:

- There was not a significant change in the percentage ratios from 1977

to 1973. Further, the ratios are generally the same for large and small

organizations. -

- Some of the 59 cooperatives included in this study are large

organizations. In the last survey of the largest 500 industrial companies

made by FORTUNE, eight cooperatives were included. Based on the

sales volume of only the cooperatives included in this study, at least 10

additional cooperatives should also have been listed. Even so, the

cooperatives tend to be much smaller than their corporate counterparts.
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-' The cooperatives tend to be much more highly leveraged than the

corporations, with resultant lower working capital and greater long-

term debt. A study made by Nelda Griffin, an economist with the

Economics, Statistics and Cooperative Service, USDA, shows that

equity interest for the largest 100 U.S. cooperatives has been

decreasing steadily. Equity measured as a percentage of assets

employed dropped from 52 percent in 1962 to 39 percent in 1970 and to

34 percent in 1976, very close to the percentages shown in the

preceding Exhibits.

- The financial ratios for the dairy cooperatives are significantly

different from the other groups. This is largely due, in part, to the fact

that a high percentage of milk delivered by members is sold in bulk

without further processing.

- in the case of marketing cooperatives, investment in fixed assets is less

than the corporations. I suspect the same comparison would be true for

dairy and supply cooperatives. Further,. for both food processing

corporations and marketing coorperatives, the percentage of fixed

assets to sales has declined in recent years. Because of inflation,

investment in fixed assets has not kept pace with sales. Further, much

of the recent investment in fixed assets has been in non-productive

facilities required by OSHA and EPA.

The whole business and financial system of cooperatives, which has been

developed ontthe assumption of reasonable price stability, is dangerously vulnerable

to the uncertainties resulting from significant inflation. Inflation has created a

serious situation for even the strongest cooperatives. Efforts to meet these

extraordinary demands for capital have forced some cooperatives into over-

extended debt situations. This liquidity crisis and the cost of capital has resulted in

some cooperatives having excessive short-term borrowings with attendant high

interest costs and increasingly restrictive covenants.

What can cooperatives do to improve their financial positions?

Sale of Securities:

While some cooperatives have issued stock, usually preferred stock, on a

patronage basis, a few cooperatives have sold stock on a non-patronage basis. I

would expect that more cooperatives will look to the sale of preferred stock to

raise capital.

This usually will require registration of that stock with the Securities

and Exchange Commission. Only a handful of cooperatives now register securities

with the SEC. Cooperative board members should be aware that a new Securities

Code, prepared under the sponsorship to the American Law institute, is now being

reviewed by the SEC. Upon conclusion of that review, it is expected that the new

Code, as amended by the SEC, will be given to Congress for legislative action.

Basically, the Code now provides that securities used as a patronage refund or as a

condition of membership, and which cannot be traded except among members to

meet membership requirements, will not require registration. It is expected that
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the progress of the new legislation to enactment in final form will take several

years. In the meantime, the matter will be closely monitored by the Council's staff

and members of the Legal, Tax and Accounting Committee.

Debt Financing:

Debt financing can take many forms:

- Cooperative bank financing

Cooperative banks have generally provided the bulk of cooperative

debt financing. There are several significant developments in this

area. The banks for cooperatives are working more with

commercial banks to provide the increased debt financing required

by cooperatives. Limitations in lending limits, which are tied to

the capital base of the cooperative banks, has accelerated this

development. Other developments include a program of risk

sharing among the district banks and the Central Bank. Along

with this risk sharing will come more uniform credit granting

standards and closer monitoring of loans by the banks. In any

event, it is my opinion that the cooperative banks will continue to

provide the major debt financing for cooperatives.

- Other than cooperative banks

We are now seeing a much greater interest on the part of

commerical banks, investment banks and insurance companies in

financing cooperatives. For example, such companies as Goldman

dc Sachs are very active in this area, and a major marketing

cooperative has just announced a long-term financing arrangement

with a large insurance company.

- Project financing

This involves long-term financing of a new facility built for the

purpose of supplying a major customer under a long-term

contract. The long—term supply contract, as well as the facility

itself, is used as collateral for the loan. Several cooperatives

have built new facilities financed under this arrangement.

- Sale of cooperative's own paper

Cooperatives with a very good credit rating may find it possible to

sell their own paper with lower interest rates than available under

short-term loans from banks. Several cooperatives, including

Land O'Lakes and, more recently, SunKist, are now selling their

own paper.
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- Leasing

Leasing, including leveraged leasing, has been, and continues to

be, an important means of financing new capital additions.

Cooperatives have used this method because investment tax

credits, until recently, were not available in full to most

cooperatives. The lessor usually passed the investment credit

back to the cooperatives in lower lease rates. However, the

Revenue Act of 1978 has made the investment credit available in

full to cooperatives and, therefore, leasing may ot be as

attractive to cooperatives as in the past. However, it will still

provide a means of financing capital additions when other

financing methods may not be as available or attractive as

leasing. It should be pointed out that recent pronouncements of

The Financial Accounting Standards Board now require that many

leases previously treated as operating leases now be set up on the

books as an addition to fixed assets and a corresponding liability

recorded.

- Other debt financing methods

These include industrial revenue bonds, port facility bonds, etc.

They offer an excellent means of providing new facilities,

particularly in communities where the facilities are desired to

help bolster the economy of the area.

There are a number of problems that arise with providing capital with

increased debt financing. If such financing is too readily available it sometimes

leads to over-expansion. The resulting heavy debt service load, in the form of high

interest expense and debt retirement, overtax the earnings power and working

capital generation capacity of the cooperative. Just as important, excessive

restrictions are often placed on the borrower by the lender.

Cooperative Arrangements with Corporations:

There are several examples of a cooperative making an operating

arrangement with a corporation already in existence or with a corporation formed

by a cooperative. i believe we may see more cooperatives spinning off a division,

forming a corporation and selling participating common stock to the public but still

retaining control of the voting stock.

There are several well-known examples of this kind of an arrangement,

such as Curtice-Burns/Pro Fac, and S. S. Piercee/AgCo. in New York State.

However, another arrangement, Allied/United Vintners/Heublein, in California, has

been recently terminated. There are some pitfalls to be considered. There is a loss

by cooperative members of a share of the earnings. The objectives of the

corporation are often not the same as the cooperative, as in the Allied/United

Vintners/Heublein arrangement. If too much of the equity is provided by non-

members, members, because of their reduced investment, may find it easier not to

support the cooperative, or leave it entirely.
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Retained Earnings

In the long run, the basic equity must be provided by the membership of

the cooperative, either through retention of patronage refunds, per unit retains or

in capital assessments based on patronage. This may mean longer revolving periods

for equities. To stabilize capital, some cooperatives have adopted base capital

plans where capital required from each member is based on patronage, increasing

or decreasing on a scheduled basis as the patronage increases or decreases.

Cooperatives should look to tax-paid earnings as a basis for raising

capital. For eXample, tax exempt cooperatives could retain gains on sale of fixed

assets, net of taxes, without allocation to members. Taxable cooperatives could

retain all non-patronage net earnings.

One of the most significant tax developments which should facilitate

the buildup of unallocated net earnings is contained in the Revenue Act of 1978,

which became effecfive for fiscal years beginning after October 31, 1978. Through

the efforts of the Council staff and members of the, Legal, Tax and Accounting

Committee, the Act included a provision which removed the limitation on various

credits for cooperatives, such as Investment Tax Credit, Energy Credits and Job

Credits. Formerly, these credits were only available to cooperatives in the relation

of taxable income to non-taxable income. The new Act, which applies to all

Subchapter T cooperatives, allows coOperatives to use all of the credits. While no

carryover or carryback is allowed to the cooperative, allocation of the credits to

patrons is permitted when not used by the cooperative. The members may

carryback and carryover the credits.

While there are many questions yet to be answered as to tax planning

opportunities, it appears that at least $35,000,000 a year will be available to

cooperatives to shelter taxable income or to be passed to members. Management

and Boards of Directors will need to study the implications of the Act and its

effect on financial planning for their cooperative.

Both short- and long-range financial planning for cooperatives has

become increasingly important. Boards of Directors, as well as management, must

understand what the needs of cooperatives are, and they must be involved in

determining financial planning policies. Finally, they must understand what their

responsibilities are, and that these responsibilities are much greater than a few

years ago. In fact, lack of attention to these responsibilities could lead to legal

action against Board members. Finally, it should be emphasized that the basic

equity of cooperatives must be provided by members. All other methods of.

increasing capital depend, in large measure, on a strong member equity base.

Prepared for presentation

at the Annual Meeting of the

National Council of Farmer

Cooperatives, Las Vegas, Nevada,

January ll, l979
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M2z//7f

SIMPLIFIED EXPLANATION OF TLF TOMATO GROHER PARTICIPATION PROCRAM

TILLIE LEWIS FOODS. INC.

hHUWtR AND CANNER SHARE THE ACTUAL NET SALES REVENUE RECEIVED

iUR THE TOMATO PACK.

NET SALES REVENUE IS SHARED BETWEEN GROHER AND CANNER IN THE

SAME PERCENTAGE THAT EACH CONTRIBUTES TO THE TOTAL COST OF

PRODUCING AND SELLING THE PACK.

GROWER'S CONTRIBUTION IS THE BASE PRICE OF TOMATOES PLUS

APPLICABLE INCENTIVES. CANNER'S CONTRIBUTION IS OUTLINED ON

THE APPROXIMATE CONTRIBUTION PERCENTAGES WOULD BE THOSE SHOWN

BELOW HAD THE PROGRAM BEEN IN EFFECT THE LAST 5 YEARS.

1212421 my!» lap: 25176 26472 77

snow-:1: 2a.”: 25.39% 33.85% 28.13% 22.07‘; 490570

CANNER 75.57% 711.11% 55.15% 71.3“ 77.95,. 72.07

THE TOTAL PER TON CONTRIBUTION OF GROHER AND CANNER IS

TERHED PARITY REVENUE IN OUR PRICING FORMULA.

FINAL SELLING PRICES HIGHER THAN PARITY REVENUE WOULD ADD

INCREMENTAL PROFITS TO BOTH THE GROHER AND CANNER.

FINAL SELLING PRICES LOWER THAN PARITY REVENUE WOULD CAUSE

INCREHENTAL REDUCTIONS IN BOTH THE GROHER AND CANNER PROFITS.

THE GROHER NEVER RECEIVES LESS THAN 35% OF THE GOING PRICE

PER TON (THE INITIAL AMOUNT PAID WEEKLY).

THE GROHER RECEIVES INTEREST ON ANY ADDITIONAL AMOUNT DUE.

Figures adjusted to discount effect of expired paste term contract.
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CANNER CONTRIBUTION TO THE TOTAL COST OF THE PACK INCLUDES:

1. DIRECT OPERATING COSTS

A. DIRECT LAaOR AND BENEFITS

a. CONTAINERS (GLASS, CANS, DRUMS)

C. INGREDIENTS

D. PEELING AGENTS

E. ROYALTIES (I.E. TOMATO PEELERS, PEEL

RENOVERS, UASNER SYSTEM)

F. FUEL, PONER, HATER

G. NAREHOUSE EXPENSE (COST TO PUT THE PACK

AUAY, LABELING, CASING, AND SHIPPING)

H. FIELD DEPARTMENT EXPENSE

l. HAULING AND RECEIVING COSTS

J. SUPERINTENDENT AND INDIRECT (CANNERY

SALARIED SUPERVISION PLUS INDIRECT  
HOURLY LAaOR)

x. FACTORY aURDEN (INCLUDES N s R, RENT,

DEPRECIATION, PROPERTY TAXES,

INSURANCE, SENER, OPERATING

SUPPLIES, REFUSE DISPOSAL, ETC.)

L. FIBRE

H. LABELS
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II. SELLING EXPENSES

A. CONSUMER ADVERTISING

8. OTHER DIVISION SELLING EXPENSE (SALARIES,

PROMOTION, TRAVEL)

c. SALES ADMIN. EXPENSE (SALARIES, TRAVEL,

FORNARD NNSE. EXPENSE)

D. BROKERAGE

III. ADMINISTRATIVE EXPENSES

A. HEADQUARTERS DEPARTMENTS ELENENTS OF EXPENSE -

SALARIES, TRAVEL, RENT, DUES, TELEPHONE,

SUPPLIES, HOME OFFICE EXPENSE.

CONTRACT SERVICES, LEGAL, INVENTORY AND AOHIN-

ISTRATIVE INSURANCE.

RESEARCH AND DEVELOPMENT

OEPRECIATION - OFFICE

INVENTORY TAX

IV. INTEREST EXPENSES
 

V. CALIFORNIA STATE INCOME TAX

VT. FEDERAL INCOME TAX

VII. NORMAL PROFIT
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CANNERS DIRECT OPERATING COSTS OUTLINED UNDER HEADING I

CAN BE ACCURATELY APPLIED TO THE TOMATO OPERATION BY DETAILED

ACCOUNTING.

THE SELLING EXPENSES, ADMINISTRATIVE EXPENSES, INTEREST

EXPENSES AND TAXES OUTLINED UNDER HEADINGS II THROUGH VI CANNOT

BE READILY SEPARATED TO APPLY TO TOMATOES, SINCE TOTALS OF THESE

COSTS TO TLF COVER ALL OF THE COMMODITIES PACKED. THUS A PRORATION

IS MADE OF THESE COSTS PLUS NORMAL PROFIT TO APPLY TO TOMATOES

AS A PERCENTAGE PROPORTION OF THE TOTAL COST OF GOODS SOLD. THIS

PROPORTION IS REFERRED TO AS BUYER'S PERCENTAGE. FOR THE I977-73

CONTRACT YEAR BUYER'S PERCENTAGE HAS I7.“%.
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RIDER TO CONTRACT NUMBER

Buyer and Seller agree as follows:

1. Ethephon (Ethrel or Cepha) shall only be applied to the tomato

crop upon mutual written agreement between Buyer and Seller. Due to its

often undesirable effect on fruit quality, Ethephon shall he used only on

fields where there is a distinct advantage to the grower and where canning

quality will not suffer, and its use must be considered in relation to Seller's

harvest schedule and Buyer‘s production capacity.

2. Seller will harvest his crop in a careful manner and will avoid

excessive speed of the harvester or of the discharge elevator in order to

eliminate cracks or breaks in the tomatoes. Care will be given to the

elevation of the discharge elevator to minimize fall of the tomatoes from

the elevator to the bin or gondola. Seller agrees to endeavor to fill Buyer's

double sets of gondola trailers to 48,000 pounds of tomatoes and/or Buyer‘s

bin containers to 950 pounds of tomatoes. Buyer will not be obligated to pay

for that portion of any load of tomatoes exceeding 54, 000 pounds per double

set of gondola trailers, or for that portion of any bin load of tomatoes

. averaging over I, 100 pounds of tomatoes per bin, or Buyer may, at its

option, reject any. load of tomatoes exceeding 54,000 pounds of tomatoes

per double set of gondola trailers or any bin load of tomatoes averaging

over 1,100 pounds of tomatoes per bin.

. 3. Excepting the last load from a field, Seller agrees to compensate

trucker in the amount of the established hauling rate between Seller‘s field.

and Buyer‘s plant for any shortage below 42, 000 pounds of tomatoes in a

double set of gondola trailers. The rate charged shall not exceed eight dollars

($8. 00) per ton of shortage.

4. Payment Tolerances, Rejection Levels, and Delivery Limitations

for each Contract Year shall be the same as those at which Buyer contracts

for similar tomatoes in similar regions.

5. For the purpose of regulating the timely maturing of machinable

tomato varieties, the following mutually agreeable planting schedule sets

forth the terms and conditions governing the planting of the mutually agreeable

machinable tomato varieties.

The firstlanting shall not be made until March 15 or later except by

mutual agreement between Buyer and Seller. Its acreage shall be limited to

not more than 30% of the total contracted acreage.

The last planti_ng acreage shall be governed by the following:
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Pe rcentage of total ac reage Earliest allowable planting date

  

20% to 21% May 12th

Over 21% to 23% May llth

Over 23% to 25% May 10th

Over 25% to 27% May 9th

Over 27% to 29% May 8th

Over 29% May 7th

Intermediate Planting; shall not be made until the previous planting

is in the third leaf stage (the third leaf is- the leaf which emerges after the

two cotyledons). The only exception will, be when a pear shaped variety

(VF 131., VI? 13 L-34, or Peto 13) makes up all of a planting.

6. The term of this Contract shall be for ( ) years commencing

July 1, 19 78 and ending June 30, 19 . Each Contract Year shall commence

on July I and end June 30 of the follOTv-ing year.

7. The following definitions shall apply in determining the price per

net III ton of tomatoes under the pricing formula set forth below:

Base Price - The price per net #1 ton of tomatoes negotiated by the

Buyer and The California Tomato Growers Association ("CTGA") for EECh

Contract Y-Ear.

Incentives - The schedule of bonuses and premiums negotiated by the

Buyer and the CTGA for each Contract Year.

Deductions - The fees charged to the Seller pursuant to CTGA require-

ments, or government or other regulations including but no: limited to such

fees as market order, inspection, curly top virus control and association fees.

Initial Price - 85% of the Base Price, plus 85% of the applicable In-
 

centives.

Final Price - The Initial Price plus an additional payment, if any, as

calculated in Paragraph 8)b) below.

Tomato Products - All such products produced by Buyer from tomatoes

during the Contract Year.

I_\I_et Sales Price - The market price from third party customers of'Buyer

for Tomato Products less sales returns, sales allowances, sales discounts

 

and freight.

Net Sales Revenue - The quantity of Tomato Products sold times the

Net Sales Price.

Cost Of Goods Sold - The full manufactured cost to produce Tomato

Products plus the full cost of labeling, ca Ting and shipping, including ware-

housing. The Cost of Goods Sold shall include the cost of all tomatoes

processed at Ihe Base Price plus applicable Incentiw’es. Cost of Goods Sold

as defined will be consistent with Cost of Goods Snlv. of past periods.
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Contract Year Revenue - The Net Sales Revenue for Tomato Products

sold during the current Contract Year.

Carryover Pack Revenue - The Net Sales Revenue for Tomato Products

remaining in inventory at the end of each Contract Year which will be dete r-

mined by using the Net Sales Price for each item as of June 30 Of the Contract

Year and multiplying it times the quantity of such item remaining in inventory.

Prior Pack Revenue - The Net Sales Revenue for Tomato Products

remaining in inventory at the commencement of each Contract Year which

will be determined by using the Net Sales Price for each item as of June 30

of the prior Contract Year and multiplying it times the quantity of such item

remaining in inventory.

8. Buyer and Seller agree to the method of computing prices per net

#1 ton Of tomatoes ("The Tomatoes”) as follows:

a) The Initial Price less any Deductions shall be paid upon delivery

of The Tomatoes in accordance with the standard te rms of this con-

tract.

b) The Final Price of The Tomatoes delivered hereunder to Buyer

shall be computed as follows: .

i) Determination of Parity Revenue:

At the end Of each Contract Year, Buyer shall determine the

Cost of Goods Sold for Tomato Products. The Cost of Goods

Sold shall be increased by using. as shown below. an appropriate

percentage ("Buyer's Percentage") each Contract Year to calcu-

late the total Net Sales Revenue which Buyer requires in order

to cover all selling expenses. administrative expenses, interest

expenses, and income taxes and allow for a normal profit to the

Buyer after all such income taxes and expenses. The Buyer's

Percentage for the first Contract Year shall be 17. 4% and the

Buyer’s Percentage each subsequent Contract Year shall be deter-

mined in the same manner by Buyer by February 15 preceding the

Contract Year.

 
The total Net Sales Revenue for Tomato Products required by

Buyer for that Contract Year shall be divided by the total net

#1 tons of tomatoes processed by Buyer during the tomato

packing season of that Contract Year and the resultant figure

will be Parity Net Sales Revenue per net #1 ton ("Parity

Revenue”).

Parity Revenue = (Cost of Goods Sold) 3‘- L100% - Buyer's Percentage)

Net #1 Tons Tomatoes Processed

Within forty-five (45) days after the end of each Contract Year,

Buyer shall determine Parity-Revenue as described above.
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ii) Dete. ' ' of Actual Revenue

The Actual Net Sales Revenue for Tomato Products for each‘

Contract Year shall be the sum of Contract Year Revenue plus

Carryover Pack Revenue less Prior Pack Revenue.

Actual Net Sales Revenue shall be divided by total net #1 tons of

tomatoes processed by Buyer during the tomato packing season

and the resultant per ton figure will be Actual Net Sales Revenue

' per net All ton ("Actual Revenue") for that Contract Year.

Within forty-five (45) days after the end of each Contract Year

Buyer shall determine Actual Revenue as described above.

iii) Dete. ' " of Final Price and Add” -1 Payment to

Seller

The Final Price of The Tomatoes payable to Seller shall be a fixed

percentage ("Seller‘s Percentage") of Buyer's Actual Revenue each

Contract Year.

The Seller's Percentage shall be determined by dividing the Base

Price plus applicable Incentives by Parity Revenue as determined

in subparagraph b)i) of this Paragraph 8.

Base Price plus Incentives = Seller‘s Percentage

Parity Revenue

Seller‘s Percentage x Actual Revenue = Final Price

If the Final Price as determined above exceeds the Initial Price,

Seller shall be entitled to that Final Price. In no event shall the

Final Price be less than the Initial Price as defined in Paragraph

.,

I.

Any additional payment due to Seller over and above the Initial

Price shall be paid to Seller Within 15 days of receipt by Buyer

of the report required by Paragraph 9. Such additional pay-

ment shall bear interest at the average prime rate of interest

of the Chase Manhattan Bank for the period November 1 of the

Contract Year through the time of payment to Seller.
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c) Examples of the above computations and calculations are as follows:

.
.

v

n)

iii)

Initial Price and Payment to Seller Upon Delivery:

Assume: Base Price Per Net #1 Ton

Incentives Per Net Ill Ton

Deductions Per Net #1 Ton

Then: Base Price x 85%

Plus: Incentives x 85%

Initial Price

Less: Deductions at 100%

Payment to Seller Upon

Delivery

Parity Revenue:

I
I

 

Parity Revenue = {Cost of Goods Sold) -'r {1007" Buyer's Percentage!

Net IH Tons of Tomatoes Processed

Assume: Cost of Goods Sold

Net Ill Tons

Buyer‘s Percentage

Then: Parity Revenue

Parity Revenue

Actual Revenue:

Assume: Contract Year Revenue

Carryover Pack Revenue

Prior Pack Revenue

Then: Contract Year Revenue

Plus: Csrryover Pack Revenue

Less: Prior Pack Revenue

Actual Net Sales Revenue

Divided by: Net Ill Tons

Processed by Buyer

Actual Revenue

($99, 000, 000 + 450,000)

Seller's Percentage:

Seller's Percentage =

Ba se Price plus

Incentives per 8)c)i) $52. 50

Parity Revenue pe r

3)c)1i 215. 23

Seller‘s Percentage

($52. 50 —:- $215. 23)

Final Price:

I
I

I
I

= £8020°°| 000 -‘r- 82. 67a

5

S

5

S

S

30, 000, 000

450, 000

I7. 4%

450,000

215. 23

105,000,000

5,000,000

11,000,000

105,000,000

5,000,000

‘11 IOOOIOOO).

5 99.000.000

Final Price = Seller's Percentage x Actual Revenue

Seller's Percentage per

8)c)iv) 24. 39%

Actual Revenue per

8)c)iii) $220. 00

Final Price

(24. 39% x $220. 00)

Additional Payment to Seller:

Additional Payment = Final Price - Initial Price

Final Price per

B)c)v) $53. 66

Le 53: Initial PriCe

Per 8)c)i) 44. 63

Additional Paymr-nt to

Seller (plus interest)

 

450,000

220. 00

Base Price Plus Incentive + Parity Revenue

:4. 390717

53.66

 

 



   l
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9. Within forty-five (45) days after the end of the Contract Year an

independent Certified Public Accounting firm, selected by the Buyer, shall

examine Cost of Goods Sold, Parity Revenue, Actual Revenue, Seller's

Percentage and Final Price in accordance with procedures outlined below

and issue a report to Buyer and Seller stating that all such procedures have

been performed and that no adjustments were required as a result of the exam-

ination; such examination to be conclusive.

Procedures to be followed by the Certified Public Accounting firm:

a) Cost of Goods Sold:

i) Review the schedule of Cost of Goods Sold and determine

that cost elements included are consistent with those in-

cluded in prior years. -

ii) Determine that indirect costs have been allocated to

Tomato Products on a basis consistent with prior

years,

iii) Reconcile amounts included in the schedule of Cost of

Goods Sold to the gneral ledger:

iv) Verify mathematical accuracy of allocations and compu-

tation of costs.

b) Parity Revenue: Verify mathematical accuracy of the Parity

Revenue computation.

c) A ctual Revenue:

i) Agree Contract Year Revenue to general ledger.  ii) Agree inventory at beginning and end of year to perpetual

inventory records.

iii) Agree June 30 market price to Buyer's computer summari-

zation of sales orders as of June 30.

iv) Verify mathematical accuracy of Net Sales Price computations.

v) Verify mathematical accuracy of computations yielding Actual

Revenue.

vi) Agree total net #1 tons of tomatoes processed to production

records.

d) Final Price: Verify mathematical accuracy of Final Price compu-

tation.
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No. 9 (Cont'd)

e) Seller‘s Percentage: Verify mathematical accuracy of Seller’s

Percentage.

10. If for any reason the Base Price cannot be determined in accordance

with Paragraph 7 above, Buyer shall use as the Base Price the average price

per net #1 ton, exclusive of Incentives, at which it purchased similar tomatoes

in similar regions and quantities from other sellers who did not select this pricing

formula. If for any reason the Incentives cannot be determined in accordance with

Paragraph 7 above, Buyer shall use as the Incentives the average schedule of

bonuses and premiums per net #1 ton at which it. purchased similar tomatoes in

similar regions and quantities from other sellers who did not select this pricing

fo rmula.

' 11. In the event that Buyer shall increase the Buyer's Percentage for

any subsequent Contract Year by more than 0. 5 percentage points, Seller shall

have the right to terminate, without cause, the pricing formula under Paragraph

7 and 8 above for subsequent Contract Years by giving written notice of termina-

tion to Buyer not later than fifteen (15) days after receipt of notification from

Buyer of such increase. If Seller terminates the pricing formula as provided

above. Buyer shall have the option to purchase the Tomatoes from Seller for

the subsequent Contract Years of this Contract under Buyer’s regular pricing

terms in effect for sellers not selecting this pricing formula. Such option may

be exercised by Buyer giving written notice of such election to Seller within

fifteen (15) days after receipt of such notification of termination from Seller.

In the event that Buyer does not elect to exercise this option, this Contract

shall terminate at the expiration of the then existing Contract Year without

further notice to Seller.

12. Buyer shall have the right to terminate, without cause, the pricing

formula for subsequent Contract Years by giving written notice of termination

to Seller not later than December 31 of any Contract Year. In the event Buyer

terminates this pricing formula as provided above, Seller shall have the option

to sell the Tomatoes to Buyer under Buyer‘s regular pricing terms for the

subsequent Contract Years of this Contract provided that Seller is not in de-

fault under the terms of this Contract. Such option may be exercised by Seller

giving written notice to Buyer of the electioh of such option within fifteen (15)

days after receipt of such notification of termination from Buyer. In the event

that Seller does not elect to exercise this option, this Contract shall terminate

at the expiration of the then existing Contract Year without further notice to Buyer.

13. Buyer shall have the right to terminate the pricing formula by written

notice to Seller in the event that actions, regulations, or decisions of federal.

state or local governments, or governmental agencies, or Other third parties

threaten or otherwise interfere with the administration of the pricing formula

or render such administration unfeasible or impractical in Buyer’s sole judgment.

In the event Buyer so terminates the pricing formula, Buyer shall offer to

purchase the Tomatoes from Seller for the then existing Contract Year under

Buyer’s regular pricing and payment terms in effect for sellers not selecting
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No. 13 {Cont‘d)

the pricing formula in that Contract Year and Seller shall have the option to

sell the Tomatoes to Buyer under Buyer’s regular pricing terms for the

subsequent Contract Years of this Contract provided that Seller is not in

default under the terms of this Contract. Such option may be exercised by

Seller giving written notice to Buyer of the election of such option within fifteen

(15) days after receipt of such notification of termination from Buyer.

DATE:

 

TILLIE LEWIS FOODS, INC. , BUYER , SELLER

BY BY

 

 



 

APPENDIX D

CHERRY HILL ORCHARDS, INC.

 

  



  



 

,«Wélf—‘Flll
'la) ‘ FRUIT PURCHASE CONTRACT

—a.-mL——s sOfiCYMQDS INC, Contingent on a. contract between Cherry

sum.mouw a: Hill Orchards, Inc. and Tree Top, Inc.,

of Selab, Washington -

 

fTHIS AGREED-315‘ is nmie by and between

Suupplier, and Cherry Hill Orchards, Inc. , a Michigan Corp.

(herein referred to as Cherry Hill), upon the following t:em:s

 

l. The supplier agrees to deliver to Cherry Hill, and Cherry Hill agrees to accept at the

times and under the conditions set forth herein, all of the juice grades and varieties of

apples as herein defined which supplier grows or isagent for grower with power to sell, dur—

ing the season and year to year thereafter, unless terminated in writing by either

party by June 1st of each year. The written notice terminating this contract shall be deemed

given when actually delivered or when deposited in the United States mail as certified mail,

return receipt requested, addressedtto the parties to receive notice at the recipient' 5 last

known address or to the address g1ven below, by June lst of the season in which the Contract

is to be terminated.

The apples sold hereunder shall be 100% of the Supplier‘s juice grades and varieties of

apples. For the purpose this contract "juice grades dvarieties of apples‘ is defined to

wean all apples of all varieties that are not packed and/or shipped for the fresh apples rm:-

ket, or intended for other types of processing than juice. Apples which are infected or are

uiusable for juice becauseof condition or other defects and which do not comply with State

and/or Federal laws und/or regulations governing the use thereof by Cherry Hill shall not be

included, and losses and addit1onz~l expense caused by delivery of unusable apples my be

charged to the Supplier. .

3. It is the stated pummecfmerryJ-lll to achieve the highest net returns for its growers

on a cooperative basis for all ju:.ce grades and varieties of apples. To this end Cherry H111

shall:

(3.) Establish mandards of Inturity, condition and handling of juice apples to Cherry Hill.

(‘0) Establish one or more pools consistent with returning the equitable share of net re-

turn from the grade, variety and sizes of apples furnished by each Supplier.

(c) Suintain accurate records of apples furnished by Supplier and the resulting net: re-

turns received therefor in accordance with the foregoing.

4. The apples shall be delivered to Cherry Hill at the time and place designated by Cherry

Hill, at w'n1ch time Cherry Hill snail accept title to said apples.

5. Within thirty (30) days of taking delivery of apples, Cherry Hill shall make an advance

for apples received into each pool 1n an amount determined by the Board of Directors for each

pool but not less than 3 per ton In addittion 0the advance payment, Supplier shall

be paid his prorata share of net returns for apples supplied by him :11: such time as detemuned

by d1rection of the Board of Directors of Cherry H111. ‘Iet returns is defined to mean the

balance ram1n1ng of all proceeds from juicing and mketing the apples received by Cherry

Hill after deducting all costs of doing business, plus a. i’o of profit determined annually by

the Board of Directors of Cherry Hill.

. Timely furnishing of apples is the essence hereof. If Supplier fails to furnish apples

to Cherry Hill as herein provided, it is reccgniz1zed that Cherry H111 would be hindered in its

operation, but the exact damage to Cherry Hill would be difficult to asceertsun Therefore,

Supplier and Cherry Hill estimate and agree that succh damages will be the sum of $10. 00 per

ton which sum shall be liquidated damages immediately due and payable to Cherry Hill upon

occurrence of such breach

7. It is the purpose of Cherry Hill to conmence processing of apples to be received under

this and similar contracts as early in the season as suffic1ent apples of established stand-

ards are received to operate eoonarucally and to continue such processing each season as long

as it is economical to do 50. Cherry Hill shall notify the Supplier not less than 1 days

before terminatinmg the juice operation eachyear. Cherry Hill shall have no oblication or

liabilitv to take apples from the Supplier after the closing of such iu1ce operation.

8. If Supplier does not pack or warehouse his own apples he shall authorize and direct

the person, corporration, or organization packing, .mrcmusing or having possession of such to

comply with the terms hereo

 



  r
._..__. ,-__-.- 1-....-fi.-- ..
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STATEMENT OF GEORGE VISGILIO,

PRESIDENT, TILLIE LEWIS FOODS, INC.
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STATEMENT OF MR. GEORGE VISGILIO,

PRESIDENT, TILLIE LEWIS FOODS, INC., BEFORE THE

CALIFORNIA ASSEMBLY COMMITTEE ON AGRICULTURE

MAY 3, 1978

The reason for my appearance here today is to urge this Committee not to hastily

amend the language of the bargaining law that was carefully considered and constructed

just a few short years ago, and which has adequately served the purpose for which it

was intended. From the wording of the proposed amendment, I can only conclude that it

has been tailored specifically to legislate against the Price Participation Plan

which Tillie Lewis Foods initiated on a small scale.in 1977, and which has been

expanded to cover over 501 of our tomato purchases for the 1978 season.

Tillie Lewis Foods today is a combination of three successful processors -Iillie

Lewis Foods, Frank M. Wilson Company, and Western California Canners —-that were joined

between 1967 and 1970 under the Tillie Lewis name and management. Jointly these

companies comprised over 10% of California tomato production, and remained in that

position through 1973.

Tillie Lewis Foods is primarily a packet for the private label and institutional

trades. As such, our largest competitors are the processing cooperatives. The past

twenty years has seen many California canners sell their assets to Zrowers and become

cooperatives. California Canners and Growers is comprised of previously private firms.

Pacific Coast Producers' two plants were purchased by growers from Stokely-Van Camp.

In recent weeks, NCC Food Corporation, comprised of five formerly smaller processors,

 

had completed transition to a grower-owned cooperative, and Hickmott Foods, a small

private label tomato canner, has gone into receivership while heavily in debt to growers

for the 1977 tomato crop.

These recent events are primarily the result of intense competition for the private

label and institutional markets and expansion pressure by the major cooperatives to gait

a larger portion of the market and resultant larger acreages for their grower owners,

even at the expensa of returning lower than cemmercial raw product prices to those

grower owners.

Tillie Lewis is today the only remaining major private label canner that has not

Continued...
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either been forced out of business or become a cooperatiVe. The amendments being

considered today have been requested by a cooperative bargaining association and, in

a great number of instances, management of the cooperative processors and cooperative

bargaining associations are identical. It is thus not surprising that our largest

competitors are attempting to prohibit a Tillie Lewis plan which puts our company on

more nearly competitive footing with their companies. Further concentration in the  
canning industry is inevitable if companies are precluded from competing on an equal }

basis. As this concentration occurs, the total employment by the canning industry

will continue to decline, regardless of whether the surviving processors are cooperatives

or proprietary companies.

The canning business in California and particularly the tomato processing business

has shown extreme cyclicality of production and, as a result, the price for finished

produCts has varied dramatically from year to year. This cyclicality has led to

lifficulty for both the canner and the grower. Growers have sought to solve these

problems, or at least to minimize them, by the formation of the California Tomato

Growers Association (CTGA). Tillie Lewis Foods, maintaining its policy with regards to

grower associations, has negotiated, bargained, and worked with the CTGA from its

inception.

Much as the growers have attempted to mitigate the problems of cyclicality by the

formation of the CTGA, Tillie Lewis Foods management has endeavored to define a program

which would counter the adverse impact that this cyclicality has on the company and

on the growers. The current Participation Plan is the result of almost two years of

work and countless meetings with growers and CTGA members and directors. This process

began in 1976 and eventually the Participation Plan, which was firsr presented in the

fall of 1976, was evolved.

The Participation Plan is very similar to price plans which have been put into

effect in other first stage food processing industries. The Plan, for instance, is

very similar in concept to one which is in operation in California in the sugar beet

industry. It is an attempt to smooth out the profit cycles for both canner and grower

Continued...

 

 



 

 

_mwefim. _

W
.. _. ... a .- . -

290

and to make the price more reactive to the long-term market instead of reactive to

short-term influences resulting in yearly peaks and valleys.

The Tillie Lewis Plan has been the subject of some controversy generated almost

entirely by confusion as to how it actually operates. Over the last two years we have

engaged in a continual process of eXplaining the Plan to growers and the grower

association. In this process we have modified the Plan in several areas as requesced

by growers and the final version of the Plan has been reviewed and approved by a consul:ant

retained specifically by the tomato grower association. DeSpite this, our Plan has

been under conscant attack by the leadership of this association. Recently this

association filed a complaint with the Department of Agriculture that alleged that

our Plan discriminated against their members. This complaint was thoroughly examined

by the Department and these charges have not been substantiated.

The Plan was offered for the 1977 production season in three districts. After

several meetings to explain and discuss it, the Plan was rejected by the Tomato

Growers Association for its members and was in fact actively opposed by the Association;

the Association forbidding any of its members to sell within the Plan. In Spite of

this opposition, approximately 9.5% of Tillie Lewis' purchases in 1977 were on the

basis of the Participating Pricing Plan, and represented over 20% of the acreage in the

discricts north of Sacramento where they were signed. The participation contracts were

signed in May and June purely on a voluntary basis with growers who were enthusiastic

about the program. They provided no additional acreage to these growers for 1977, but

replaced the pricing provisions they had signed with us earlier.

For the 1978 season, Tillie Lewis Foods is offering to purchase on the basis of

its Participation Plan and set a goal of 60% of its total purchases to be made on

this basis. To achieve this result, Tillie Lewis Foods advised its growers of this goal

and has endeavored to purchase tomatoes for the 1978 season on a basis of at leasr

50% of a grower's l978 seasonal allocation within the Plan. Growers who did not wish

to participate would Still receive 502 of their allocation. The company naturally

realized that it was in its best interest to secure CTGA approval of the Plan so that

Continued...
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achievement of the company's goal for 1978 would be facilitated. In this regard, the

company negotiated for many months with the association in the hopes of securing their

approval of the Plan. At several meetings with CTGA officials, Tillie Lewis Foods

explained its Plan, its position, and its intentions for 1978 in detail. Several

concessions were made by Tillie Lewis Foods in this process and Tillie Lewis Foods feels

that it went out of its way to meet any requests from the association that were

reasonable and which would not completely neutralize the profit smoothing objective.

Despite these various concessions which were made by the company in good faith, and in

the belief that CTGA acceptance of the Plan could be secured, the CTGA flatly refused

to allow any of its members to join the Plan for 1978.

It should be noted here that the CTGA has seen fit to make this decision on

behalf of all of its members and has not allowed individual growers to decide for

themselves whether or not they wish to join the Plan.

Existing law clearly prohibits a processor from discriminating against grower

members of a cooperative bargaining association. The proposed amendments would totally

confuse the issue of discrimination and would inevitably lead to a rash of litigation

aimed at ascertaining the intent of the law. Confusing the existing, clear language

concerning discrimination is in the interest of neither processors nor growers. It

would particularly bring into serious question similar revenue sharing plans which have

been established for many years in the sugar beet industry, and probably have an

impact on cooperative processors dealing with non-member growers. Additionally, the

amendments would very likely preclude a processor from entering into revenue sharing

programs with other grower groups, even those that desired and specifically requested a

similar plan.

Our company has always supported the non-discrimination sections of the existing

law and we are thoroughly opposed to these amendments which will be inadvertently

anti-competitive in their impact and which will require exhaustive litigation to clarify

intent.
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l‘Rl'BI'ZNTA'I'ION

BEFORE THE

' NEW YORK SOCIETY OI"

SECURITY ANALYSTS

by

Hugh Ii. Cumming

President

Theodore J. Holmgrcn

Vice President-Mame: ng

and Secretary

Robert L. Hutchinson

Executive Vice President

llL'Gll CUMMINU: Thank you .\11'. Chairman. \"1 have

looked forward to making this prev: on on Cu:‘.1::-

Bums cvcr sin: 1- our F1151 op,oriu11u 1130111 1111:: years

ago. I smpcct the lunch you 1111: 1:31:11 '

what all 01' you normally 1‘31 .1. noon. :1 v- as cssc1’"‘~

Curtitc-Bun: s prcduc1s and 11 1 :11311117'.:5 on: say-.211 1.11111;

you about our bounces.

Our prcscnmuon 10 you \1'111'0: made by 111121: 01‘ us. I'd

like 10 511mb) prox'.dlng :1 b1111:’rcv1cw of our int; n \c:-r

history. a liul: aboul 111: 2011'1 wt- have SCI. :11: our: es,

and a discussion 121' why we 1.51111: our company/15 unmur.

We know of no o1hcr public car;011111;. 11 111 :11 he: :1 1:1:n1tr

cooperative as a companion ( rranizuuon. '11 h'.15 be: 11 and

will continue to be instmmtnlal in our su::1::'..'1"1:d

Holmgrcn our vice prcs1dcn1ol' 171215111113 end ttrnnmc

statuary, will describe our approach [0 manzczlur; cur

roducls. Th: 11 [Job Huxc'.:.nscn an 1:..:t1'. 1121: vice

presidcm of 111: company. 111-1:1 1:111; show :11: succt-zscs 01

our indixiduul divisions and 1 1.1111 mm0111p by compuing

our financial performance with (ha: 11:1: 1:1:1'1zlry 1n

gcucru.

Curlic: Burns be:'.‘.n its lift :imou srvcnlrcn yzrre 11o

in Rochester. Ntx York. 011.- SileS 31': 111..' 11-:

about ‘3 m1ll1111 :1..1‘ “tr..- 1111311111.» 11: .1.11 ..:1

New Yo1k c311: "11.“.11' canni: 1 «7:161:11:-11s 1". '-1 ‘. '

start the mm; In 1'1ri:.1.-'u:"':, can 1101111.

staph: 1111111. 1111' 1-.1.n11-.-1. {1:13. hcznz, to; n. r

ilcms 11:1: oil-n sold un1.':-r 1111- 1:11'.1o'.1.1.'1 t1

and 1l11; 11:15 1' 11- 111. .1 11 n 1n our cu".'01:11".

sold manly 111:..1r (111:1:1rgc c' 1.1111 11(.1t1' . . ls.

Early 111 1hc game we cs1..bli~.l1c1l <11mc1'nulx for 1-11r

buxinc.‘ in [111111 of divcrxuicnlinu and we haw: 111111

lollnu1ng111c111txur 31111:: If anyone 111.1l (old 11 1: 11 11 I)-

punuin.‘ lhuv: goals 11111 111.5 in W1".1 would (211.111 11

1111111111 111.1 1111111111 dollars .1: they 111ml 11.11.1111. y .1111 111

lhc (11111111 \'1.'.1r I “111111.! h...c 1.1111 11' \' pit- in 111.: '-'1V.

ll.1\1111- 111111.1111111 “1.- t:111\c: no mmm 111.11 11 111111 1 I11:

tqu.1.ly .Is \111‘1rxxful1u lllc 1'. Hum.

   

  

  

 

   

      

 



 

lwould1 e the first to .11-rce1h11tsales doll.us alone are

not the 1:111' “c 0ft 1:: 1'amc. 11' 5 r1111: 11 t1 n 1m:1111mm

.e they a1e11111.t.",',r.:l partnfone

owe-rate goals: that is. to become :1

od PEOCL‘Vu". \Ve'1c tried to

ui\'1:':-ify i" .1y:5 gent :1p1111'rlly. hy hr” 11d diver-

sificatten andby product ditetsitre... ion. Let me describe

each one}.

We now have 21 r'rocessing plants and three distribution

centers .1:,1'e1'd from coast to coast. and rec-ntly into

Vancoatcr, ".ritiu'1 Columbia. We 111:. :ket products in all

50 stat-1s and Western Canada. ..oine of this expansion 11' is

come about through internal ;',t"J\‘-l'tl. Our .11111 is fi' e per

cent int:rnal unit expansion 11 year. A lot of the

1;: grit-hical espaasion has ceine about through acquisi-

tions. Curtice-Burns not» has eight .:uto:1.‘111:11111.ly managed

divisions across the country and 1111 but 1111' onyinating

dit’isioas have been acquired since that first year. .\lmt of

those acquisitions were made possible because 01' Curtice-

Burns’ relationshipto its companion Organization. P11) Fae

Cooperatite. ‘.ut I'll 5:1 ahead of my story if I delte into

that part of our story just yet.

A second form of diversification is that of brand name.

Our 211111 is tol’tJVC regional brands with hieh niarsc1 share

in those select: :1 regions. ‘l ed Holm,ren wili twp-and on this

concept. in brief. 11: believe it is the most etfi 1:'.'ent way to

market our products and we have no intention of ex-

panding our producis into major national distribution.

We have set as a goal that 65 per cent ot'our sales should be

distributed 1:..d:.' our own controlle 1 brand name. About

60 per cent 01'1:"r 5?. !es are now made under our own

brands, so we are f::' in; there. l1' s a long: way up from 1111:

three or four per cent that we started with 17 years are.

I suppose it is noxious that we are shooting for 35 per

cent of our sales under our customers’ brands and you

might well ask why do we “ant any. We look at 11 as

another form of dixersification. but I sitOuld quickly add

that thi; commodity business done under customers‘

brands does have on: problem. Like an" other commodity

our sales r rices are subject to die national supply of 111:

specific co'rr'tmoditylV-11en national supplies are down. the

commodities are extremely profitable. n11rt.eul.'1rly if they

are marketed undert..c chain stores' labe'= 1.1: y can and

are unprofitable too. but oser the \«hoie cycle 01' 51.. 1o

eight years, the averare earnings are pretty:111od. To citecan

example right now our fr1‘.::n conmmdrty foods are the

most profitable type of food in which Curllec- Burns is

im\ve'ol

l Won't get into the detailed figures but if you were to

trace the earnings history of our company you uoutd sec

that Ls». ' .rsified over the years. the effect of the

commod-1y:e: .r. cycle on our earnincs 11.11.- 111e11

tedu:ed ‘very mat:rtany. Those close to cannedcommodity

statistics Lnaw t.'. at 111._ mar11 n. 1110113] supplies Were large

in l976, .nd companies oriented to "113 tyne 111 business

had reduced earnings. Curtuc ilurns’ eartnnns continued

to increase. [‘15 a matter of fact. our net income has

increased in each of the lad etitht years. A part of the

answer 1113111111: fact that Only 21 per cent 111' our sales 1.131

)‘tfir renieinr d 111 canned and frozen eunnnudrty veyrtahles.

I referred to three ink"; (11' tiivcrsilicnlton. the third one

being, d11.11.'1'1.'.'1:1...1 nl' proluct. We .1re now Clh‘Jy'L'tl 111

sc\'cn broad type; of prnccvm-l food. The e11111111111'111es l

have already tlvtcllt'd on. llier'titcrs .ttt'e11nttcd 111c.1l’. and

salads, 111:1111111111'1, 01111111110111. Various l)’|‘t‘\ of chili pru-

dut'ts. canned desserts and ftuns, 111111 l'111.1ll)' prices and

.
.
.

   

  

      

   

soft drinks. For the most part. they are value added pro-

ducts. or convenience foods. We visual1:e our market 51';-

ment as reason 1th priced, reasonably cou'. 'uicnt 101111.

A minute ago 1 said that our earr1in-". 111111: increawd fur

cit'ltt ye11r~ in a row, Snrne of you 11111'111 1:111: some c\.'cp-

111.111 to thei. since out earnings per '.l'..-.re11‘1l drop irr our

1976 fiscal year as a rcxult of our second public offering.

and the immediate diluttcn in L‘JHHIH‘S 1:»1 r 1111111. We

1001: ed at 111.11 public otr'eting 21$ our lll‘Ciih 1:111 in the fu-

titre We now have about $00.".‘11rcs 111' our (1t

stocl: ate. lahle for traditm. Prior0to tliztt 1.11 t offerrr

justdidu' thanur'eeno ' 111ckinthctt.blic'sl1.- ' ,1_

tea 1111.ml: 111.1rl.et.l it: 1‘)? 5011erin'1 p. 1)du:1...l' rcr cent

dilution, hut 1111111: '\\11)'1:.1rs since it took place. ear in-

crease in 1.1ruir1gs has ..bout 1c:meretl 1111: 1111'. in c.11'n1111135

per share.

512111.123 of earnings. I should at least make son1::et'er-

enec to our curret'1 p1.r.orr'1ancc I‘ ll <pend very 1.1111: 1:111

on 1ast 11'._ ures since the June l977 f'"'1).'111'. “en docu-

meritedin our annual st..te:nent 211111 01: r first 11u. 'r 1:: 11.1-

quttrterly report to shareholders. Suitice it to saythr:1e:rn-

11151 per share for the 11:51 fiscal year were up 12.6 t‘er cent

and for the first quarter 13.1 per cent. The second quarter

of or.'r current year ended December 23. 977. and we a1:-

tually don t have the actual figures. 'Nexertheiess. I

couldn't tool: anxone in the eye and say I didn't hate a

man to 1d idea of “11:11 they Will1.:. It looks to us as

though fer the second 1.1-.111 '.'.'r, sales should be up in c\cr:>s

125 percent and earmags per share up 23 ','er cent to _‘5

per cent.1'orthc entire six montherzod ',"'"' an

an increase in per share earnings 0..

cent. Our eernings $1. z'fercd'in the l.r='. peric.

the second froma 31': week strike a: the ‘l‘acorn

lnlelt p! :nt of our 1:. 51:11 division. .\_il1'y'=. but the 1111-1-

sion's canings seem :11 be back on the rack now, This

DCL‘embc‘ 1111's the best 10. 1:: month 111 11". e (111.111.1111 21111.)-

rv and rrobabiv wille t1'.e tCSlC;‘1‘nlt‘.‘:S 1110.11.1115 ueli.

l'te already rctetrcd twice to Cut-:1.:- 111.1115. comperzmn

organization. Pro- Fae Ccopera‘. He. 11 11.111115 .1 major cort-

tribution to the success of each of our operatic; cinisions.

The COQHIL‘tSVC and its relationship to Eunice-Bu. ; is

cor plic21ed. lt's itr‘por‘tant 111.11 you understand it if you

are to aepreciate our overall ore::11: tion.

l’-ro F.: is a pure farme: coo ..1tise. Second 0..

good manaucmcnt' ll nrovtdes cur greet. 1:11 517:?

11111“ of..0 other fee-.1 processor “1101111. 3

mention. :’ro—Fac' s 1111 r1: embers acres. time11:11:11,

each of cur disisions “ah most of'11-: r21“ iruiL. ..-11J

tables V~i.. ch they pro 2:1.-1. “. ' a Linn-.'r join:

our com“ :.rattve he 21': :5 101.'f.1\c.' a. irr; 21': 111'

accrtazn 1111.1:115' ofr.w prod..1:1 for a 511.11: y:

assured s'iurcect raw mat :11:d is an ad\'. .. 1.11_'e “1.1.11 1113!

few food procescors hate.

Secondly. (.‘tirtice 1.2111115 owns very few: 1

l'Jc (.'ooecrzitite 1w» ns the plants and cnuip;

11::tsed 11.- Curticc- ‘..u:r'.s :11 very :‘atortl'le ten:

Specific: My. the re: ...! is equal to 11:: actual derm" '11111

ph.' the interest chin-_rs which I‘m-1's. .nc-irs to c.111v the

invz'estni 1'11.\.'1it onlj‘dues that prod1:'_a rental 1'11.1'1'e f11r

loner th_n any commercial firm would 11'. '.l1u l."1:"'. 11r

cquir‘nte"tto(.'urlicc ”111115. 111:1 C“L‘l|ll1'. 11111 1.2: 11~-.-d

auets “llCh (unite-11111:“ uses atel.r'..1111.. in th -r “1131.

Again. it is a rather 11'1”un arranyement. hut hir'hl',’ 1.11.1'1-

111111'111 CutliCC-llttrus. ‘

l.r.~tl_\. I‘m-1111' might be called ('itttit'e-l‘u'tns' l‘.l!lle.

lluec itu.111c1s til (.'ntlicc llurns' \|'.'.\Il!l-ll 111111 11'1111 1'11:-
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rowing is made by l‘ro-l-‘ne Cooperative through the Farm

Credit System at rates that average a quarter of a per cent

tinder prime. The t-tltt r 25 per cent of our lmrrm'viltt: COWCS

from he entrant-.'rrial bank: at prime. In any case. it is the

term l.-r-rrowin'_ from tlt: "amt Credit limit: that has made

it possible for our cruulrined orpantration to expand over

the stteriteen years of our existence.

The cooperative provides a banking function in other

Wigs. Mast food processors must pay farmers for their

produce 1’) days after it is delivered. The payments from

Curticc-lhtrns to Pro-line and from Pro-l’a: to its prowcr

members are spread out over a twelve month period after

the cootisratise member deliver: his raw product for pro-

cessing. In effect. the cooperative is providing subsrnntial

'vzorltz'ng capitf-l free to Curtice-lhrrns.

You i'.$i( why are itirttters willing to do this? It is partly

be:ause they are provided with an assured home for what

they grow. and iii par" because they share in Curtice-lhtrus’

prc-tax er. tings. Qiilj 20 per cent to 30 per cent of the

farmer’s share of tie earnings is returned to him in cash.

with the remainder retained as crieity in Pro-Fae for use in

the con Tsir‘d Curtieeoliurns/l’ro-Fac organization.

Prod r.c's success in the eye: of the farmer is evidenced

by the fact that there are waiting lists of faru.ers Who want

to join.

In summary. Pro-”ac provides two principal services for

Curtice-Burns. lt pr witles the corporation with an assured

source of lzirh quality raw material. Last year that amount—

ed to a'iout 300 million pounds. Secondly. the cOOperatis-e

suppliastinancial support in ways which are invaluable to

Curtice-Burns.

l'd like now to turn the meeting over to Ted iloltngren.

Ted has spent his working; career in the food industry. lie

has been a part of CurticesBurns for ten years and prior to

that time. was a senior product manager at General Foods.

TED ilOIMGREN: Good afternoon. ladies and gentle-

men. Today. 1 have the assignment of talking about Cur-

ticc-Burns' approach to marketing. Marketing is. of

course. very different from. say. procuetion or accounting.

or purchasing. bee; use marketing thrives in the world of

imagination. innovation. uniqueness. and the providing of

consumer benefits.

Marketing at Curtice-Burns is somewhat different from

many food companies. aarticuiarly the large national food

marketers. We are regional marketers. And while we have

nine major brands in the rnarkreplace. each operates in a

well defined marketing area. Nailey's brand pickles. salad

dressing. canned meats and snacks operates in the Pacific

Northwesr. Thank You hrand .uds‘ing sales are concentrat- .

ed in the mideen. dive Boy brand venetables are larrely

marketed in upstate New York. And so forth

What is unique is that in those areas where our brands

are sold. we are frequently the dominant brand. For exam.

plc. the best selling veeetables in Buffalo are not Del

Monte. nor (ire-en Giant. but our Blue Boy brand. The best

Selling snacks in Pittsburgh are not \‘v’ise's or l’rito-lav but

our Synder's brand The best selling chili beans in Saint

Louis. Chicago a: Grand Rapids are our llronks brand.

The best selling chili in the Pacific Northwest is not Ameri-

can Home lioosls’ Dennison brand but Nallcy's. 1 here are

many other csamplts that I could l‘hr' you but the point I

want to make is the. because a brand is reviunal does not

mean that it is mine» . licnitirial brands. mrr specialty. can

be more solid and more important in their areas than

nationally known brands.

  

You might well ask why the success of the renional

brands? Well. first of all. like rteitthliors.‘tliey Operate in

their own bttkcynrd. ‘lhey've been around a lone, time.

Their nunes are well known. Their reliability 's trusted and

they are local folks and many consumers inst plain like to

buy from people they know and trust. -

The second reason. l think.’is that in our i31!‘ ertisino and

promotion we don‘t solely rely on the cut.- and the clever.

We frequently try to emphasize our repiotinlity. l-‘or e\atn-

plc. our Brooks Division sponsored a contest wlierehy con-

sumers could win college scholarships in the cities and

towns where they Iixcci. Blue Boy hrtutd just completed Inst

month what we called our "good neighbor" promotion,

where the brand contribUted to local churches and charities

five cents for exery label sent in and the response was tre-

mendous. People really do want to be good neighbors and i

think this promotion served to prove that man does not live

on beer and Ruicks alone.

A third reason for the success of the regional brand is

that. as a company. we act with great prudence. We're

careful of our prodUCts and proud how we make and sell

them. However. in a dynamic world. prudence does not

mean inacrion. Otir division sales and titarketing depart-

ments Operate with a sense of urgency and this sense of

urgency is a very real strength. We can and do mme fan. to

meet a competitive situation or to smell out and act on a

new sales opportunity. For example. in this past year. view-

int; consutners’ interest in natural foods—foods with no

additives or preservatives. our two snaclt food divisions-

Synder's in the East and .\’alley's in the \Vest—ccnciuded

there could be a market in their regions for it?) per cent

natural poato chips. From the time the decision was mate

to move ahead. the product was formulate . the package

was design-3d and prod.t:ed. advertisine was create . media

bought an.l the prod-tier itself was launched into regional

diSll’lbUli‘tfl. all in a period of but eight werits. This sense

of urgency. and ability to move fas . is sons-asshrtt unit ue.

The large food companies with their layers of management

approvals hate proven no real threat to us. In fact. thei:

very strct tire gives us a competitive advantage.

A fourth reason for the success of the regional brand is

perhaps our position. We don't strive to be the Cadillac at

one end or the \‘olkswagon at the other end of our indus-

try. As Hugh said earlier. we visualize our market segment

as reasonably priced reasonably convenient (Owl and

convenience is a very. very important attribute in the suc-

cessful marketing of food products. At least it certainty is

in my house. My wife is constantly telling he that kitchens

are fire hazards and as little time as possible should be

spent in th:m.

At this i oint you might well say. "so far, so mod" but

how are you going to get your marketing growth fur the

future? I think it will be in three areas-mew companies.

new markets and new products. Today I would like to

share with you some of our thoughts and plans on it..v pro-

ducts. Until recently Curticc-Burns secured its new pro-

ducts by acquiring new companies and the reason this

method was adopted was that it involved lets risk. in it-.

early days. Curtice-llurns could not afford a heavy Ime-

which is an inherent h.t.'ard in any major new product «le-

velnpmettt program. TOJny things are different. The crun-

ptmy is more mature and mil-{e and it can afford to branch

out in'i new areas and seek new products. Crystal hall

garters in marge of thinrs to conte predict an all time hit-h

in the number of new products to he introduce“ this year.

  



 

 

Should this prediction come true. rite can expect an all time

highIII new product flops. The flop ratio in new grocery

product introductionsIs reported to be eight or nine to tine

new product suecets. and so the ris'rs are still there but

lnow we can afford to take them. ln uritiri" about new pro

ducts. the ecrnomi'.I and -I\nibissador. John Kenneth

Galbrai'h observed. “1lie man who (leVIses a II0'.trIiIii fur a

tent tl':.'d anrl lhen successfully promotes huh. be-

 

ti

comes one of nature I noblenren." Sonretiiiies Galbraith

Writes far too utll for What he has to say.

ln the new products area—producrs which will till .I real

consumer need—have the best chance for success. And this

afternoon 1 would like to I ll you a‘ mi some ot' the new

product work I.sari coiis on at Cu: Iiee- llIIr: Is. ()I: I. on the

West Craft. '

.i-I

  Ii.'-all'.,' 2 is now intro‘ IrI Blend

sal .ldrtssr. ' lt is positioned directly arain"

.i.p .ft sells some El 7!) mil lion worth

.p esery scar and if Nailey s c0nld secure

only a shill portion efthmis business.It could be \ery profit.

able. Mag: [3ends pri mary Cl’ilnS are. that it notes as

good as .\tiraclc \Vhip but it costs less and has fewer calo-

    

clsn the Mid-‘Vest Michi.:rn Fruit Canners is lllO\ln\_{ into

broad distribution ofits Hench Orion .ind Taco Dip for

chips. These shelt--ts ..nle prot. ucts require no retrigerataon.

. This is a unique fe.ture. as they can be displayed right in

the snack section Where they become an impulse purchase.

The product is beir g very well ICCL‘lYCd and it looks like a

. winne.

Another new prnd.;rin the snack ca tenory is Crunchios.

An extrud: ct potato—base ring. [I Is another munch with

crunch from the berth at Nally's. The jury is still out on

this product but anotl. er month “Ill tell us if “c has: a

good. solid and lo: al consumer fol'iohlllg.

Fit-e years ago..‘»li:hi:an F l'UltC4..nets brought out a line

crasceptieally c:.n-d puddings. Las t year Ike put some

heavy adiert.sir. and p.emotional cm:thasis behind them

and they respond-:3. very. very well. Later this year a new

line extensiOn will Ls: launched—egg custard. The market re-

search studies l't‘:.- proyen to be most encou:aning and

Michig. .In Frutt lo:-'6 fcmard to anoth-r successtul entry

in its inrge and prcuirc d. ssert category.

Andn w.for a t Ilure. Lets ofconIpanes have new pro-

duct failures but they are wept under the rug in hushed si-

'let'tce. That's not very enod way to learn and “e believe

We can learn from our mistakes. «.\letcus-Xally Pickles. the

new. old-fashioned pickles. This was suiipoml l-) he a pre-

mium quality pickle that would sell for a premium price;

however. to the “neaJl‘zne in this advertising. "Are you sat-

isfied with your current pickle)". literally thousands of

Americans said. “Yes!" Pickles are pretty much pickles.

111ese pickles lIzJ rteat uniformity of size and this urns ex-

pensiye for us but “c round out In at consuii: er-I Jon 'I Care

about uniform s- zr i.I pikles. They “ant pickles th II taste

good and as nio.t other hr.:nds ot pclles (l0 taste good,

who needs antithrr p;c'Ile. We had devised .'l nn‘lfill‘ll for a

non-existent need V-‘llh resultant eonsurrzi-r lt'ch‘liI‘Ill.

Our next piorlIIIt. “lilic not ness. could lie Hernstcin's

100% natur;.t -..tl Id dressinxs. ’l here’s .1 'lClHClltiillh ultl'C

of consumer intr:e'-t in the pure and the natural and appre-

hension and lll‘ll’U‘l IanIIds PlC‘CYVi‘JlH'H IIIId elieiiirizttl

additives In fund. H. rnsrezii's ltrJW iI.IIui:il cJIilIl he -I Plo-

ducl \thI'I'Ic time h. cIiIiie .IIIIl sent-try cIIIi-iIleiIitiIiti i\ LII:-

 

ing given to mming the distribution and sIt.- of It:use dress-

 

itll',s beyond their current limited area in California and

adincctil states.

1 here llfC other productsIn the earlier stat-es of tleielop.

nIIrit but “I: IlIIII' I want It) tip our hand by prematurely

talking. about the:n. This. howeitr. slititilil pint )IIti sonic

feeling for the direction \sc 'rc (tilting: in the new products

area. We will lune out failures but i think we 'll it; It: our

sticc exses too.

in conclusion. l'd like to eniphasi7e the point th. It our

corporate marieting olijeetiies are not mandates fror

manllt'cnlcnl. Our (.i\ .'.I ens are atitorion Ious. lIlIitilt e»ery

corporateotfieer inCurIIc c- Burris really l: .'e yer. tlitit nta. -

agement is frt"less ifit rules \iithout lell iIi ; or comnrtu IIls

without lear" And so our task Is to help tind to lead. To

help and to le..d our 0“” trtttidcd products and marketing

people into those exciting year; just ahead.

It is now my p!-:a.urc to introduce to you Executiie Vice

President, Bob Hutchinson.

lltlll lll.’ l'ClllNEUM Thank you Ted. lt is surely a ole-n.-

sure for me to be here today. There are in1t a few observa-

tions l'd like to make about our business. Then I \\ ill :‘ll

you a little bit about the recent performance by SOHtL’Of our

divisions and \xlIy kc think they are doing so \\ ell and final-

ly l smut to briefly tell you about our planning: process.

lirst. exery dixision..as excellent ma nareirieiit. fIIll\ Ix-

perienced and capable of operating efficiently under our

decentralized system.

Second. our plants are in good condition. Unless the

Government changes the rules. the large expenditures for

pollution control equirine.t are behind us. Wemmust srettd

more ll‘I oney for aest es in food pltrits. lor er.

vie' re hayir. g to use s. Inlcss steel Where rain: cd Iiiet:Juscd

to be satisfactor) and that son at thing. But we don't

any crash rirograms that are needed and compliance unit

the requirements “ill .ot take a significant amount of

money in relation to the total we will spend for capital im-

pros'ciiierits in the future.

Third. all divisions have. in varying degrees. year-rout:

operations that mitigate the problem of ion inventor-,- turn-

over and unused capacity that plagues seasonal processin

businesses.

Fourth e\ery disisinn is operating protitably.

Fifth. \I-e haVe excellent research and deve lopment cap-

ahilitiesin our lart‘cr di\isions and thc ir services are mail—

able to the smaller div: siuns when ntwe

We hav: previousl, stated that. on the record. corn~

panics have improvtci their profitsin the years immediate-”I

after they fain us ard l Iliappyto te'l you that our new

est commit). Comstock Foods. purclia e.l recently fzotn

the Burden Company. is following the pattern. ‘l'lieir earn-

inps the first six months and their protection for the hul-

ant'e of the year indicates they Will exec-ed our original ex-

peetatioas.

Our .\'Itllcy's Division. purchased from \V.R. Grace in-

creased operating earriinesfiGV'o iii l')7(i-Ihel1ist year I'.I.I

men with us and then another ~5' in l‘)77. 1h. it Illl'H.’ \\||l

fltitteii this year because of the costs associated \Iith l'

prndIIIt lllltt!\.ill\'lll)l\\ Which Tctl has In” \‘Hll about.

Our .\ilL'lllI'IIH l'ruit (farmer’s Ul\l\lU|l. purchased l'riuii

Consolidated l'nuds Corportitun. is llt)\\' iii its fourth si'II!

with us. lit the tint you their tilllllll.'\ IlIIII-Ivl. iiie

.\ct‘tIiIJ _\'I'.ir. hm\e\ er. they lflCttlhcd 22')""I and the thiril

year ' (l"'. l'l77 \I.is an Iiil tirnc tecutrl enrnirii' year for :lm

di\i\tl'|ll. The record “ill likely be broken I11. Inn in thi. lI-~

cal Ye
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Snyder's of Berlin was flat in l973 and 1974. tlte first two

years after they joined us. Then the pattern trtrfrtldctl."l'hey

managed a l7l‘1'u increase in 1975. A (23% incrca- e itt l976.

A 44% increase irt 1977 and another record will be made in

Fiscal 1978.

Why does this happen? We think it is because of several

things.

in some instances it is the fruition of developments that

were started before the divisions joined us. One of our cri-

teria for an acquisition is that trianat-emetu must be cap~

able. must be willing to stay with the company and must

feel comfortable Operating under our decentralized system.

When theyjoin us they are allowed to bring to full develop-

ment the good projects and plans that they've already

made.

Hugh has told .'ou about the contribution Pro-Fae

makes to the overall corporation. it makes a very real con-

, tribution at the division level. Working Wltit grower-urem-

bcrs ofthe co-operativc is a new experience for most of the

managers. They like the improved return on capital em-

ployed they enjoy because of the extended payment ar-

rangements they have with the co-operatives. They like the

better communication they have with growers through the

. Pro-Fae organization of commodity committees and re-

' gional directors. improvements itt rasv product quality and

the resulting manuacturing cost savings that come from

. this are subtle but real. To some. talk about free form or

decentralized management is discredited. it doesn’t work

for everyone or for every company at every stage of its de-

velopment. For us now it works. lt works because we are

made up of regional businesses whose management must

have flexibility to deal with the problems and opportunities

in their regions. A pride of accomplishment and nrorivation

to do more results. it works because of direct and short

communication lines with the corporate office. it works

because of a somewhat unique management incentive pro-

gram that reaches deep into the ranks of the division.

Though the awards are Spread on the basis of individual

merit and job responsibility. t .e division as an entity is not

penalized if it happens to be in the down cycle. We think

this pronrores co-operation between the divisions and the

desire to do the thatg that will enhance tor-.rl corporate re-

sults. With all this. the division managements are held to a

standard and that is where pthtltlnt’. comes in.

lwant to take about three minutes to talk about a subjcct

that many three day seminars have been built around. We '

plan. Each division annually draws up a detailed. one year

:plan and it is scrutinized carefully by corporate manage-

Emcnt. When the goals are jointly agreed to they are prescnt~

,led to the Curtica-liurns and l’ro—l’ac Boards of Directors.

This then becomes the standard to which the divisions are

; held. Because most divisions are dependent upon crops that

. cannot be accurately fonjcast. we perform a mid-year

3 rcvrew ultich then becomes a road map for the balance of

ltl'tc year. As analysts and security sales people. you are

vrtally interested in what plans we have for continued

growth. lcart't derail those plans. but I can tell you how we

look at. the present and the future stance ot the corpora-

tion. First. as Much has told you, we expect to continue an

asture and effective acquisition prot-raur. We hase been

selective in the past. bovine Companies at bars-airs prices
and helping them grow and [doom. .

ilfltls‘f our tnanatzenteut

organization. A testimonial to our sttc‘c'css is, i think, that
only one drsision. l’J. Rittcr, has been closed. That was

productton declined rapidly irt New
because asparagus

 

. . t _- - .
- m“Ui- . rv ‘ ’2- _1-....,. ..

Jersey and not because of management failure. The Ritrer

lltnrtd on asparagus and other items is still available in the

liast sutiplicd byour Michigan Fruit Canners and our (LB.

Foods tlisisiotts. ,

While we plan to continue the acquisition program. \se

recotgni/c that we must grow internally as we”. fit. ‘1 disi-

sion is deeply involved in business planning for trrouth,

The plans extend out for five years. They are revieued and

updated annually and are reported in detail to the senior

management of the corporation.

Our seven production divisions are strategically iotared

in farming areas adjacent to large pOpulation centers

throughout the nation. liugh has explained our regional

brand concept. That does nor preclude any division with a

unique product or a unique product source from rolling: out

and we encourage them to do so v. here it is practical. For

example. a unique product might be our aseptically canned

puddings front Michigan Fruit Canners or the big chunk

meat stews front Nally's. An example of a unique raw . 1

product source is red tart cherries. grown primarily in the 2

States ofhlichigan and New York. There aren’t very many

places in the United States where this crop can be grown

profitably and those two States will be the production .

centers for the foreseeable future.
,

We have fruit processing divisions located in the cherry ' Li

producing areas itt New York and Michigan and we have i

growers eager to become a part of l’ro-Fac.

7 We see 1 source of future internal growth to be our abil-

ity to expioit our strategic plant location". thus broadening

marketing operations for uniQUe products. Anorher area

from which future growth can come will be the develop-

ment of new prOdUCtS and line extensions for retail art

food sers ice markets. As i mentioned earlier. our large dio ;

visions have considerable research and development capa- :

bilities.

To sum up. we plan to continue our growrh in sales and '

earnings through a continuation of our acquisiton pro-

gram, through utilizing; the strength of our management

strucrure, our strategic locations. our unique products. our ‘

R 6: D capabilities and our flexibility to follow the market

to where the profits are.

Thank you and now 1‘" turn this back to you. liuqh.

llL'lill CUMMIXC: Thank you Ted and Bob. Let me

conclude with a few comments on how Curtice‘flurns'

financial performance compares with other food proces-

sors.
'

We have become a major factor tn the processed food in-

dustr y. We are now involved in seven broad classes of food

and it is our intention to continue to expand both intern..llv

and through acquisition into Other types of processed food.

Our expertise is in food processing and marketing. We are

considering such areas as frozen fish products. proces-red

meats. processed dairy producrs. wine. and other Snack

foods. but we will stick to foods. l

With this pattern in mind. we aren’t clear with whom in

the industry we should compare our performance. The most

recent Standard & l’trur°s Food Processing industry Suttcv

classrlics (.'urticc-liurns as one of the eitoht Lug-est publicly

owned canners in the country. The others are Crawl...”

.\nup. Castle ti; Cook. Del Monte. Green Giant. llcirt/

Srnucker. and Stokely. The most recent earnintts per .hare

reported for the seven orders—they are mostly quarterly

flotilla. but one is fur six months and one is a year-end ti"-

ure—have increased on the averatte 5.4 per cent ou-r tile
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comparable previous period. Cunice-Burns' most recent

per share earnint's has more than doubled that increase at

”J per cent. 'lire rrune seven companies' price earnings

ratio average it.) {at cent. while Curtice-tturus' is shown as

5.0 per cent. T't-ir yield avenged 5.2 per cent. Curtice-

Burns' yield is 6.!) per cent.

Some analysts with whom we talk say ue have become

more diversified than this group of to-ealled “canners“

and we should be compared to the orhcr more diversified

food processors. If so. and there is some truth to this posi-

tion. l’d like to compare our performance “till a group of

H larye diversified lood processors in a November 1977

food industry study made by one of the large New York

City firms. Without naming all of the companies in the

study. typical are lreatrice. Kellogg, or Standard Brands.

One comparison made is return on equity. The return on

average equity of the M companies for the most recent

three years. is [5.6 per cent. Curtiec-llurns' return on aver-

age equity for the same period has aseraged 19.4 per cent.

These 14 firms hate an average Pit? of 10.5 per cent as

compared to Curticevtlurus' 5.0 per cent. Their yield is H

per cent, while Curtice-Burns- is 6.0 per cent. The ratios

have all changed a little since mid .\'ovemher when the two

reports were published. (Eunice-Burns “as shown at lS-l/S

and it is now l6. but i do think the figures speak for them-

selves and the message is clear.

\. Well. the past is not the future and that is uhat we are all

tnterested in. l thir k Curtice-Burns is what you peeple deo

scribe as an emergi rg or threshold company. We are grow-

ing. as a result of an unusual and somewhat imaginative

plan. It has permitted geographical c'isersifieation across

'the country and the acquisition of strong regional brand

' names while still retaining our expertise in providing

products for the supermarkets’ our. chain store labels. We

~ have diversified our product line t0'tl great runny value ad-

ded products. salad dressings. JCS>CYRS and snacks being

examples. Needless to say, there is plenty of room for fur-

ther diversification. A very large part ot‘all of this has been

made possible by the keystone in our arch. l’ro-Fac

C0~0perative.

We think these concepts differentiate ttS front our com-

petition. lf they have worked in the past. they will work in

the future. and we intend to follow the same pattern. That

involves internal growth. along \\ uh acquisitions in diversio

lied processed foods. We have never made specific proiec~

tions on earnings. but those of you xx ho have followed our

general projections in the past wrtl agree our track record is

pretty good. Needless to say. we're Optimistic about the

future. i think l Speak for all four of the Curticellurns

peOple in the room today in say inc we find our business fun

to be in and we intend to keep it that way. Thank you.

('ll-HRHAN: At this point we have a few minutes left for

questions and ifyou'll direct your question to the individu-

al you'd like the answer from. ue'll Open it up for ques-

tions now.

i

Ql'lLS “UN: Regarding your ucqui~itiun policies, “hut are

your criteria and him do you tit-cute on price?

lll (ill ('t-MMlMiz We hate .r Mitten statement on ac.

quisition policies and l vmu't try to repeat all of it. Some of

those prerequisites are thirty-s hie rt..- cotttptuty must have

road manzuterueut that intends to stay unit the husiness.

As i said. we hate specific types til {'tttc“ ‘Cci fuml that we

“not to diversify into. lt doc n't lll'.'.ttt our acquisitions

necessarily will he the ones that l tttcttttt-ttc'sl, but it indi-

cates our general thinking. A very clear prerequisite is that '

the company must increase the earning"; per share of (fur- ’

tice-lturns. l think that factor in itsell laritely determines-

the price that ttc’re willing to pay. lf it isn't going. to in-

crease the : eturn to Cut tree-limos, use aren't rtttinr; to pursue:

it. We have a very clear policy that we aren't rgorng to buy

companie. with the idea that we can turn them aroundJ

They have to have a history of carninr's and. as a owner of-

fact. we have a procedure that vse go through in uorkiupt

with potential acquisitions in uhieh use build up a pro~-

forrna balance sheet and income statement based on the'

previous three years’ earnings. If the previous three years'

earnings don‘t come out at a reasonable purchase price, we

don‘t get very far in the negotiation. The company must :-

hrtvc good earnings in the past and we intend to tnc.c:tsc ‘

their earnings in the future.

Let rue talk a little bit about Comstock which we acquired

last May. Obviously, you diclter on price but we tool: th

past earnings of Comstock. put them into a pro-fornia

Statement with Curtice-llurns and saw that they would in-

crease the earnings of Curtice-Burns sufticrently to justify

the price.

()L'l—‘bf'l It).\': .\lr. Cumming. prtnide Us with a ltrcalultmn

ot' the sales contribution by operating- gruup h} hrnzrrl pro-

duct category if you “ill? l Wonder tl' _s‘mt entrltl gise us

Some indication as to What the earnings contribution is

either in relntim dimensions or how e\ er you feel most emu-

fortuhlc.

lil'fill ('l'.\l.\tt\'(i; The quesrion involved the relative

contribution to earnings of our various divisions and are

haxe carefully avoided being specifi: ..bout that. i think at

the present the diusions that are making the iargesr contri-

bution (discounting Coms‘cck. since it was acquired only

six month; ago) are the largest dixisrons acquirJ. recently.

Consequently, their earnings ought to be large. Tl.ey hate

also increased their earnings more rapidly than the original

divisions in our business. So I thinlf‘l uoulu say that if you

look at earnings in relations to the price we paid or to the

equity involved in them. you would say tltrtt .\iiehit-an i-‘ruit

Canners. Nailey's and Synder's. probably are the targest

contributors to earnings-

QL'i-..\TlO.\': Of those three parts of the husinesc. uhnt

percentage mould the} entail. approximntel)?

ltt‘t-‘ll CL‘MMI.\(.’: Somewhere around half.

Ql‘l'..\'il(".\': The question had to do with Syntler's emf

liernsteiu's being: mounted into contiguous ttturiaeh 23“”

huts dot". :ltis‘ coincide With your other stated littlit'ic‘?

1'l-Il)l|()l.\t(§l(l‘..\: I think Bob Hutchinson mentioned in

his talk that he was not precluding the possibility that n‘ ue

had a suft‘ciently uniQue prodUCt, we would expand into

broad geographical areas. Synder's and Bernstein's are

borh extremely unique products so they would he the err-

Ceptions to he rule.

Ql'liSTlUN: lsn't your business intensisels Cnmr‘mtitiv'

and-u low margin one because of all the rtrlu-rti~tr:_ t-m

haw tn tlo?

'll-.l) tltlt .\ttittll\: l feel you are right to a certain event

but. on the other hand. Curticc-Burtts has always hml .t it'-

putation in its adtcrtising and ptor'mttntts for tit.'i~.ttt}'_ a

little luuk lilu: .1 lot. “'6 do :1 you tlc.tl 0f :ttltr'tti' turf Hl'

self-liquidators Much is very itu-xgu'ttsim. llut this kind Hi

advertising senes to get US display in the \llt't‘llttutht'l‘.
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POST OFFICE BOX 38

BENTON HARBOR. MICHIGAN 49022

PHONE: (616) 927-4411

March 9, l979

Mr. Howard Gilmer, Chairman

Michigan Processing Apple Growers

MarkeTlng CommiTTee

RouTe l, Box l45

AugusTa, Ml 490l2

Dear Mr. Giluer:

As you may know, Pro-Fae CooperaTlve has for some Time been communicaTing wiT

lTs Michigan apple members over The uncerTain fuTure Tor peeling apple markeTs.

,Several weeks ago, Pro-Fac apple members in Michigan held a meeTing To fully

discuss This problem. :

One of The facTs discussed was ThaT The markeT for peeling apples is comprised

of Two segmenTs; canning and freezing, and ThaT These Two segmenTs frequenle are

noT in The same supply and demand cycle. Consequenle The price floor esTabllshed

' Through The bargaining process always reflecTs The price ThaT The sTrongesT seg‘

menT will bear aT The Time.

 
If, because of The single price approach, eiTher The canning or freezing pro-

cessors conTlnue To be deprived of profiT opporTuniTies, we believe ThaT Michigan

growers will suffer a loss of peeling apple markeTs and ThaT producTion capaclTy

will move To oTher areas of The counTry offering a more consisTenT opporTuniTy

for adequaTe reTurn on capiTal. '

A possible soluTion To This problem may be To negoTlaTe The price of apples

separaTely for canning and freezing. Many of Pro-Fae Michigan apple members

endorsed This approach and feel ThaT Their views should be known. A leTTer des-

cribing This posiTion was given To each of our Michigan apple members. They

were asked To sign iT if They were in agreemenT, oppose iT if They saw fiT or

To add Their own commenTs. All of The responses are enclosed. in addiTion To

The 68 enclosed leTTers, l2 members gave verbal responses. We believe iT is

slgniflcanT ThaT 78.7% of The responses are in supporT of This proposal.

While The leTTers signed by Pro-Fac members are addressed To MACMA, we now feel

[T is mere appropriaTe To send Them To you for consideraTlon by The Processing

Apple Growers MarkeTing CommiTTee. Please noTe ThaT coples of This leTTer are

direcTed To The MACMA general manager and To The manager of iTs processing

apple growers division. '
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Mr. Howard Gilmer

Page 2

March 9, I979

we believe ThaT The ieTTers speak for Themselves and ThaT They warranT serious

consideraTion. We would appreciate being advised of The commiTTee's aTTiTude

Toward This proposal afTer if has had an opporTuniTy To review iT.

Sincerely,

é/ze/
Thomas R. Kalchik

Area Manager Member RelaTions

TRK/Jw

cc: Mr. Noel STuckman

Mr. Thomas BuTler

AgriculTural MarkeTlng & Bargaining

Board
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January 26, l979

Michigan AgriculTural CooperaTive MarkeTing AssociaTion

POST Office Box 960

Lansing, Michigan 48904

GenTlemen:

As a Michigan apple grower and member of Pro~Fac OooperaTive, inc.,'l am

wrlTing To express my concern over whaT I consider To be The poor prospecT for

mainTaining exisTing markeTs for processing apples. The basis for This concern,

in large parT, is The conTinued esTablishmenT of non-compeTiTive prices for

processing apples in Michigan, wiThouT regard for prices paid in ccmpeTing areas.

lT is a difficulT Thing for commercial growers To advocaTe lower prices and ThaT

is noT The purpose of This IeTTer. lnsTead, i am urging you To consider our

need To proTecT The reliable markeTs ThaT we have developed for our crops.

Processing apples in Michigan go To canners or freezers. They are differenT

markeTs and There is no consTanT value relaTionship from one To The oTher. The

severlTy of This problem varies according To uTilizaTion and apple sauce is under

greaTer sTress Than oTher processed apple preducTs. However, The negoTlaTlng

process To daTe has resulTed in esTablishing prices for processing apples,

wlThouT regard for uTllizaTlon.

LasT year, an apple sTudy was sponsored by Pro-Fae and CurTice-Burns, under

The dlrecTion of faculTy members aT Michigan STaTe UniverslTy. lTs purpose was

'To deTermine fuTure producTion Trends of apples in Michigan and To idenTify

changes necessary To allow maximum profiTabiliTy from apple operaTions, boTh for

The members of The CooperaTive and for The shareholders of CurTice-Burns. The

sTudy concluded wiTh recommendaTions in markeTing, research and developmenT,

acquisiTion and handiing, raw producT producTion and obTaining compeTiTive raw

producT cosTs. The presenT sTaTus is ThaT progress has been made in all of These

areas excepT The lasT.

One immediaTe resulT ls ThaT The Pro-Fac pudgeT for apple receist in [979

has been reduced from previous requiremenTs. AnoTher is ThaT Pro-Fae is faced

wlTh The néed To approorlaTe subsTanTial capiTal invesTmenTs in planT and

equipmenT if producTion of The exisTing volume and apple producT groups is To be

conTlnued in The fuTure. I am informed ThaT presenT margins do noT jusTify These

caplTal invesTmenTs in Michigan.

i believe ThaT The muTual long-range inTeresTs of growers and processors

mighT be served if negoTlaTlng procedures were changed To esTablish prices

separaTely for canning and freezing apples. The managemenT of CurTice-Burns
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Michigan AgriculTural CooperaTlve MarkeTlng AssociaTion

Page 2

January 26, l979

agrees ThaT This change may offer some possibiliTy for conTinuéd operaTions aT'

previous volume levels. As a member of Pro-Fac, I join in urging your favorable

consideraTion of This requesT.

Sincerely,

cc: AgriculTural MarkeTing and

Bargaining Board
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’ ' A

% HUNT-WESSON FOOOs L'c'o'owwm'm “0

Hunt-Wesson Foods. Inc.

1545 West Valencia Drive

Zulloge‘nizgggiania 92634
'

DECEMBER 12. 1979

"INDEX PRICING"

CALIFORNIA TOMATOES

THE PROBLEM:

IT IS OBVIOUS TO EVEN THE CASUAL OBSERVER THAT OUR CALIFORNIA

~TOHATO INDUSTRY HAS SERIOUS PROBLEMS. THE LARGE 1979 CROP HAS

PERPETUATED AN OVER-SUPPLY CONDITION; NHILE THIS OVERSUPPLY HAY

NOT BE LARGE ON A PERCENTAGE BASIS, IT HAS BROUGHT DISPROPORTIONATE

PRESSURE ON MANY CANNERS T0 DISPOSE OF INVENTORIES AT LESS THAN

ECONOMICALLY-REALISTIC PRICES. SOME ”PRIVATE LABEL" CANNERS ARE

SEEMINGLY wILLING TO GIVE UP FINISHED PRODUCT PROFITABILITY AND

SELL BELOH COST IN ORDER TO MOVE INVENTORIES OR To INCREASE

THEIR SHARE OF MARKET. SUCH PRICING STRATEGIES TEND TO LowER

THE FLOOR FOR THE REST OF THE INDUSTRY. POTENTIAL BANKRUPTCIES:

PLANT CLOSINGS. owNERSHIP CHANGES ARE INDICATIONS OF THE INDUSTRY

TURHOIL. PROBLEMS ARE FURTHER AGGRAVATED BY INFLATION AND HIGH

INTEREST RATES.

 

AN EXPECTED SOLUTION IS TO DRAMATICALLY CUT RAH PRODUCT

PRICES AND SEVERELY REDUCE THE 1980 ACREAGE, THEREBY REDUCING

INVENTORIES AND ALLOHING A RETURN TO PROFITABILITV. WHILE wE ~ .

AGREE THAT THESE PROCEDURES MAY wELL BE NECESSARY. wE BELIEVE

THAT HUNT-WESSON AND HUNT-WESSON GRowERs STILL FACE A SERIOUS,

LONGER TERM PROBLEM.

THE PRESSURE FOR HIGH RAw PRODUCT PRICES BY CTGA. wITH ITS

LEADERSHIP STRONGLY INFLUENCED BY co-OPS. HAS FACILITATED THE

GRADUAL INCREASE OF COOPERATIVES AT THE EXPENSE OF PROPRIETARY
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CANNERS. NE ESTIMATE THAT THE CO-OP‘AND "PARTICIPATING CONTRACT”

CANNERS' SHARE OF THE CALIFORNIA MARKET HAS INCREASED FROM

APPROXIMATELY % IN 1971 TO APPROXIMATELY 38% IN 1979, HITH

A CORRESPONDING DECREASE TO PROPRIETARY CANNERS BEE THEIR GROHERS.

THE RAH PRODUCT COMPETITIVE ADVANTAGE ENJOYED BY COOPERATIVES

REFLECTS THE FACT THAT: THE CO-OP GROHER HAS :Hg_OPPORTUNITIES

FOR A PROFIT: (1) THE RAH PRODUCT PRICE. AND (2) THE PROFITABILITY

OF FINISHED GOODS. UNDER THE HIGH RAH PRODUCT PRICES HE’VE HAD

THE LAST FEH YEARS, THE co-OP GNOHER HAS BEEN SATISFIED HITH HIS

RAH PRODUCT PRICES ALONE AND HAS BEEN HILLING TO SACRIFICE

FINISHED PRODUCT PROFITABILITY IN FAVOR OF THE PRESUMED LONG-

TERM OPPORTUNITIES FROM INCREASID SHARE OF MARKET. 0F PARTICULAR

SIGNIFICANCE IS THE FACT THAT HIGH "UP-FRONT” PRICES PAID BY

PROPRIETARY CANNERS HAVE ACTUALLY SUBSIDIZED co-OP AND PARTICPATING

CONTRACT GROHERS HHO HAVE BEEN RECEIVING LOHER RAH PRODUCT RETURNS.

IT IS OUR OPINION THAT PEACH co-OP GROHERS HAVE FOLLOHED A SIMILAR

STRATEGY OF CLING PEACH PRICING AND POLICY UNTIL MOST OF THE

PROPRIETARY PEACH CANNERS AND THEIR GROHERS HERE FORCED OUT OF

BUSINESS. '

TO PROTECT HUNT-WESSON AND OUR GROHERS FOR THE LONG TERM.

HE MUST PURCHASE TOMATOES ON SOME FORM OF PARTICIPATION IN

GROHING PROFITS AS HELL AS PROCLSSING PROFITS, HHICH HILL

REDUCE THE co-OP AND "PARTICIPATING CONTRACT” CANNERS' ADVANTAGE

OF BEING ABLE TO PAY LESS THAN THE FULL RAH PRODUCT PRICE. TO

MAKE DEFERRED PAYMENTS, AND NEUOTIATE FOR HIGH RAH PRODUCT

PRICES To GIVE THEM FLEXIBILITY IN FINISHED PRODUCT SELLING

PRICES. THE ALTERNATIVE To SUCH A CONCEPT MIGHT BE JOINT VENTURES

HITH GROHERS. OR SELECTED COMPANY FARMING VENTURES.

HOW TO RESOLVE THE PROBLEM:

HUNT-WESSON HAS DEVELOPED.AN iNDEX To DETERMINE RAH PRODUCT

PRICE BASED ON THE SELLING PRICIS AND CALCULATED PROFITABILITY

OF CALIFORNIA ”PRIVATE LABEL" TOMATO_PRODUCTS.
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THE INDEX ASSUMES THAT RAH PRODUCT PRICE SHOULD BE A FUNCTION

OF FINISHED PRODUCT SELLING PRICES AND MOVEMENT IN THE CURRENT CROP

YEAR. THE INDEX RECOGNIZES A HEIGHTED PRODUCT MIX OF SIGNIFICANT

AND REPRESENTATIVE "PRIVATE LABEL“ PRODUCTS. REPRESENTATIVE

PRODUCT COSTS. TOGETHER HITH MONTHLY HEIGHTED AVERAGE SELLING

PRICES HILL BE USED TO CALCULATE RESULTANT PROFITABILITY. EACH

YEAR HE HILL HAVE HASKINS AND SELLS, OR ANOTHER NATIONALLY

RECOGNIZED ACCOUNTING FIRM VERIFY THAT THE DATA UTILIZED To

DETERMINE THE INDEX NUMBER FAIRLY REFLECTS INDUSTRY CONDITIONS

AND IS USED IN A CONSISTENT MANNER.

HOW "INDEX PRICING” WORKS:

THE FOLLOHING IS THE INDEX/PRICE SCHEDULE FOR THE 1980 SEASON:

RAN PRODUCT PRICE

  INDEX PER PAID-FOR TON

120 S 60 (MAXIMUM)

118 S9

116 58

11A 57

112 56

110 SS

108 SA

106 53

10A . 52

102 51

100 SD

98 A9

96 A8

94 A7 (MINIMUM)

A MINIMUM ”DOHNSIDE” PRICE IS NECESSARY To PROTECT GROHERS

AGAINST "DISASTER” CONDITIONS IN THE MARKETPLACE IN ANY GIVEN YEAR.

FOR HUNT-WESSON To ACCEPT THE RISK OF A GUARANTEED MINIMUM PRICE,

THERE IS AN ”UPSIDE”MAXIMUM PRICE HHICH HOULD BENEFIT HUNT-WESSON
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JNDER VERY FAVORABLE MARKET CONDITIONS. THE OPPORTUNITY FOR HUNT-

WESSON TO REALIZE PROFITS IN EXCESS OF THE MAXIMUM PRICE PROVIDES

AN OBVIOUS INCENTIVE FOR HUNT-WESSON TO MAXIMIZE HUNT-NESSON'S

PROFITABILITY. THE INDEX, AND THEREFORE, THE GROHER’S PRICE.

THE FOLLOHING SCHEDULE SHOHS HOH RAH PRODUCT PRICES HOULD HAVE

VARIED SINCE 1974 UNDER THE 1980 INDEX CONCEPT HITH THE INDEX OF

100 EUOALING $50 IN EACH YEAR. THE NATIONAL ACCOUNTING FIRM HILL

VERIFY THAT HUNT-WESSON HAS BEEN CONSISTENT IN THE USE OF THE

DATA ON HHICH THIS CHART IS BASED.

  
  

 

ACTUAL RAW CALIFORNIA

PRODUCT PRICE IND X INDEX PRICE NM TONS

1974 55.00 143 . 7 $60.00 (NAX.) 5 . 8148

1975 53.50 109.7 54.83 7.271

1976 47.00 99.2 A9.S9 5.066

1977 55.00 102.0 50.99 5.290

1978 54.00 96.5 48.26 5.290

1979 (EST.) 56.50 66.1 A7.00(PNN.) 6.380

FOR LONG‘TERM EQUITY AND STABILITY. HUNT‘WESSON WILL PURCHASE A

PORTION OF ITS REQUIREMENTS UNDER TERM CONTRACTS.

THE INDEX IS DESIGNED TO BE AUTOMATICALLY RESPONSIVE TO CHANGING

CONDITIONS, BUT IF INFLATION, INTEREST RATES. COMPETITIVE CROPS, OR

FURTHER EXPERIENCE HITH THE INDEX NECESSITATES A CHANGE IN THE BASIC

PROFITABILITY RATIOS OF THE INDEX FOR EITHER HUNT-WESSON OR OUR

GROHERS. HUNT-WESSON MAY ISSUE A NEH INDEX/PRICE SCHEDULE BY JANUARY 1

FOR THE NEXT CROP YEAR. IF THE INDEX/PRICE SCHEDULE CHANGES. A NEH

TABLE HILL BE PREPARED. COMPARING THE EXPERIENCE OF RECENT YEARS

To HHAT IT HOULD HAVE BEEN HITH THE CHANGE. WITHIN 15 DAYS AFTER

SUCH HUNT-WESSON CHANGE. GROHERS HAY ELECT To NOT ACCEPT THE CHANGE

AND CANCEL THEIR CONTRACT FOR THE REMAINING YEARS.

ANNUALLY, THE ESTABLISHED MINIMUM PRICE HILL BE PAID AT HARVEST

TIME. THE INDEX HILL BE CALCULATED AND REVIEHED BY THE

NATIONAL ACCOUNTING FIRM BY JUNE 30 EACH YEAR AND FINAL
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PAYMENT HILL BE MADE BY JULY 15. FOLLOHING THE CROP YEAR.

INTERIM PAYMENT(S) HILL BE MADE. CONSISTENT HITH MARKET CONDITIONS.

IN THAT THE INDEX LEVEL HILL OBVIOUSLY RELATE To "PRIVATE

LABEL” MARKET CONDITIONS, GROHERS CAN OUITE EASILY HATCH SUCH

PRICES FOR DIRECTIONAL MOVEMENT OF THE INDEX NUMBER.

SUMMARY:

THE INDEX PRICE CONCEPT HILL REOUIRE OUR GROHERS TO LOOK

AT PRICES ON MORE THAN A ONE-YEAR BASIS. WE ANTICIPATE THAT

IT HILL ELIMINATE A COMPETITIVE ADVANTAGE ENJOYED BY ”PRIVATE

LABEL" C0-OPS AND "PARTICIPATING CONTRACT” CANNERS.

INDEX PRICING TRULY RESPOHDS T0 ANNUAL (1) FINISHED PRODUCT

MARKET CONDITIONS. (2) ECONOMICS OF COMPETING CROP CHOICES, AND

(3) GROHERS' DEMAND FOR CONTRACT ACREAGE.

- END -

MBzeMG

 

  



 

  



 

—

:

v . c.‘13“ 771;.“W' .- _— ‘f’r._fl_ , _E. a . v i

APPENDIX I
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Contadina Foods, Inc.

A Subsidiary of Carnation Company

GENERAL oFFTCE: CARNATION BLDG. . seas wILSHIRE BLvo. . Les ANGELES.CALIF. . Telephonc:i213)931-1911

December 18, 1979

Mr. Robert F. Holt

Executive Vice President

CALIFORNIA TOMATO GROWERS ASSN., INC.

9036 Thornton Road

Stockton, California 95207

Dear Bob:

Following is the proposal by Contadina Foods, Inc. for the

purchase of tomatoes from the 1980 crop in California:

PRICE:

Due to the depressed nature of the industry with its chronic

oversupply since the 1975 season. we feel it is mandatory that

the growing and processing of tomatoes be dramatically reduced

from the 1979 level of 6,380,000 tons. Whereas earlier we felt

the minimum reduction should be about 15% and preferably 20‘,

we now strongly believe that the goal of the industry has to be

a 20‘ reduction. If this can be achieved with the planting

intentions released in March, there is a strong likelihood that

pricing of finished goods will improve prior to and during the

harvest period in 1980.

If this is not achieved and the intended acreage and translated

tons exceed 5.3 million or more. the reaction by the trade is

going to be that the final harvest figure for the pack will be

higher, that inventories will be ample through the 1980/81

season, and -- particularly in view of the situation with weak

sellers -- there will be a continuation of lower pricing almost

all the way through 1980, if not into l98l. With this in mind

and as we have discussed in our previous meetings, we firmly

believe that a sliding scale which provides incentive to reduce

the tonnage is required.

On the other hand, it has now become apparent to us at Contadina

that we have to be competitive with the other prOprietary members

of the industry as well as with the co-ops. We sell a significant

amount of our tonnage in competition with the co-ops and smaller

canners who we anticipate will be offering participative types of

contracts providing protection to them should the industry continue
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Robert F. Holt

December 18, 1979

to have excess supplies. On this issue, basis the Hunt contract,

assuming a base price of $47.00 and the possibility of a single-

price field contract by one or more of the other major processors,

an 85% payment will translate to approximately $40.00.

Our schedule provides a base of $48.00 assuming a range of 5.0

to 5.2 million tons. More importantly, it does.provide a $50.00

price should the industry be able to reduce the pack to under

5 million tons, which we really feel is a threshhold level in

terms of balancing supplies and which would have a very positive

effect on the pricing of finished goods.

Under the Hunt proposal, which is predicated upon an index system

applying these factors to the private label segment, except for

the 1974 season -- which profited by the rather sustained period

of insufficient supplies -- the maximum payable has been 104%.

In view of the increased costs of processing tomatoes expected

in the 1980 season, including a minimum of 50% in energy, 10% in

cans, 10% in labor, a probable continuation of high interest

rates and a rather significant increase in overhead due to in-

flation and a reduction in the pack, a rather dramatic increase

would have to take place in the pricing of finished goods by the

private label segment to achieve a 1048 payment: and certainly a

payment above that amount would seem quite remote in the coming

season of 1980/81.

In that it is mandatory that we be competitive with Hunt and the

possibility of a low single price from another major competitor,

the $52.00 price for tonnage under 4.8 million has to be our

maximum.

PAYMENT

In an effort to control the speculation in growing tomatoes as

well as the likelihood that some of the smaller canners and the

co-Ops will pay only approximately 60% of the price at time of

harvest, our pricing is predicated upon a payment of 65% at time

of harvest, 20% on January 31, 1981, and the remainder on June 30,

1981. This payment schedule tends to be a one-time adjustment.

TERM CONTRACTS

Basis our offer, we will enter into multi-year contracts commenc-

ing in 1980 varying in length from two to five years, such

contracts in 1980 to account for a minimum of 50% of our purchase

requirements with an objective of increasing this to 70-75% within

three to five years.
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Robert F. Holt

December 18, 1979

QUALITATIVE BUYING FACTORS

.

We are definitely interested in developing a payment schedule

which compensates the grower and, therefore. provides incentive

for the grower to produce tomatoes having above average quality.

Our interest has centerEd on solids and the relationship of limited

use. We are not prEpared to offer a pregram on a broad basis in

the 1980 season, but it is our plan to test a proposed program

with a few selected growers in representative growing districts

on varieties which we feel have a meaningful contribution to our

plant performance.

In regard to limited use, we feel that the dockage program in

the 1979 season demonstrated to the growers the need to improve

their performance and reduce the limited use. Based on the

extent of dockage in 1979, we anticipate a substantial improve-

ment by the growers in the 1980 season. This performance should'

more realistically determine the basis of a payment of premiums

for lower levels of limited use in subsequent years.

In regard to a term contract with the Tomato Growers Association,

the basis of this contract offers little continuity in terms of

future contracts. It is not feasible, therefore, to incorporate

a pricing mechanism at this time for subsequent years. With no

pricing mechanism, there is really not much substance on which to

base a multi-year contract.

The above provisions cover the substantive issues of a final

proposed contract for the 1980 season. Reaching agreement on

the language provisions in finalizing a contract should pose no

serious obstacles, in that changes would at most be minor. From

a timing standpoint, we feel that if we are to reach our objective

of reducing the pack, it is mandatory that the pricing and terms

for the 1980 season be established immediately. We are hoping.

therefore, to reach agreement now for the 1980 contract, so that

effective planning by your members can commence on a knowledgeable

basis in regard to the economic considerations that will prevail

with the 1980 crop.

Both processors and growers should recognize the fact that the

most adverse situation resulting from our negotiations and the

volume of the 1980 harvest is a continuation of admittedly low

prices to the grower and losses to the canner. We should

collectively be able to correct this situation in the near term

and look forward to an efficient and profitable industry in the
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Robert F. Holt

December 18, 1979

1980's. Obviously, these who will be participating -- growers

and canners -- will be the most efficient, because the market

demand for the finished product is substantially less than our

capacities in the industry to grow and process tomatoes.

/%~,s7;m
Glen R. Mitchell, President

CONTADINA FOODS, INC.

Gafizbjh
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CONTADINA FOODS, INC.

PRICE PROPOSAL FOR RAW TOMATOES

1980 SEASON

 

TONNAGE RANGE PRICE/TON

Under 4.8 million $ 52.00

4.8 to 4.9 51.00

4.9 to 5.0 50.00

5.0 to 5.1 48.00

5.1 to 5.2 48.00

5.2 to 5.3 - 47.00

5.3 to 5.4 46.00

5.4 to 5.5 45.00

5.5 and over 43.00   
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