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ABSTRACT
AN EVALUATION OF THE ECONOMIC POTENTIAL
FOR COORDINATION OF EXPORT MARKETING
BY U.S. FARMER COOPERATIVES

By

Mark D. Newman

This research identifies and evaluates opportunities and methods
for U.S. farmer cooperatives to improve their competitive positions in
international markets through multicooperative and multicommodity
arrangements. As individual cooperatives attempt to profitably increase
their exports, they are often constrained by 1imited export sales volume
and experience, limited financial strength, and Timited product lines.
To the extent that size or scale economies in the performance of
individual export functions can be exploited, these limitations may be
offset through coordination of export marketing activities.

An analytical framework was developed based on a model of the
export process comprised of nine component functions, (1) procurement,
(2) processing, (3) transportation and physical distribution, (4) market
information, (5) sales, (6) financial, (7) documentation, (8) risk
management, and (9) regulatory. Data collected in interviews with
individuals associated with the export process were employed to draw
qualitative, and to the extent possible, quantitative conclusions on the
potential for achieving scale or size economies in the performance of
individual functions. Additionally, the potential for six organizational
arrangements to facilitate cooperative exporting was evaluated.

Data collection involved over 130 personal and telephone interviews

with a purposively selected sample which included management and staff




of cooperatives, corporate exporters, financial institutions, freight
forwarders and export management firms. Diverse geographic and commodity
expertise were included in the sample. Represented were over 35 percent
of all U.S. cooperatives which made direct export sales in 1976, and

more than 55 percent of those with direct sales of more than $10 million.

Research conclusions identified numerous possibilities for coopera-
tives to increase marketing efficiency and competitiveness through
collective action. Similarities in the functional export marketing
requirements for different commodities and cooperatives can permit
achievement of coordinational economies. Coordination can consist of
increased size or sales volume, product extension, diversification of
geographic markets, or harmonization of successive stages in the marketing
process.

The range of commodities for which functional requirements are
similar and the extent to which economies increase with sales volume
varies by function. This may result in advantageous collaboration in
performing single functions. However, interdependence among functions
necessitates that trade-offs in satisfying overall export marketing
requirements of individual cooperatives be evaluated.

Significant opportunities fbr achievement of economies were identified

in the functions listed above. Economies in financial and regulatory

functions can be achieved across the broadest commodity lines. For

other functions, the greatest short and medium term coordinational
advantages may be obtainable within each of two general commodity groups,
(1) bulk commodities, such as grains, soybeans and other feed ingredients,

and (2) perishable, processed or branded products, including fruits, nuts,

vegetables and some meat products.




Evaluation of six types of organizational arrangements led to the
conclusion that the greatest advantages to cooperatives in coordination
of export marketing may be obtained through Cooperative Export Manage-
ment arrangements, Multicommodity Federated Export Cooperatives,

Joint-Ventures, and Webb-Pomerene Associations. Two arrangements found

to have significantly less promise were a Cooperative Trade Information
Service and a Cooperative Brokerage Organization.

The usefulness of each type of organizational arrangement as a
mechanism through which a cooperative can gain access to size economies
or other export marketing advantages through collaborative activity will
depend upon both functional and organizational factors. Functional
economic factors are the necessary conditions for profitable coordination.

A distinction between export market development and sporadic export
sales is useful in categorizing the marketing objectives of an individual
cooperative and its potential contribution to any collaborative exporting
arrangement. Management styles, the distribution of power and control
in a proposed arrangement, participant size and sales volume and the
necessities imposed by the marketing environment in which each coopera-
tive operates must also be considered in establishing sufficient condi-

tions for advantageous coordination of export marketing.




To the Memory of my Grandparents,
Harrison and Rosetta Newman
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CHAPTER I
INTRODUCTION

1.1 Background and Problem Statement

Farmer cooperatives offer important marketing options to U.S. pro-
ducers of diverse agricultural commodities. As the importance of effec-
tive marketing of U.S. agricultural commodities around the world gains
increased recognition, the incentives for increased cooperative atten-
tion to export marketing also grow. This research is directed at the
identification and evaluation of opportunities and methods for U.S.
farmer cooperatives to improve their competitive position in international
markets through multicooperative and multicommodity arrangements.

Agricultural exports contribute significantly to the health of the
U.S. economy. In FY 1979 these exports were valued at $32 billion,
almost one-fifth of total U.S. exports.] As rising prices for imported
01l and the depreciation of the dollar vis-a-vis other currencies con-
tributed to a more than quadrupling of the U.S. import bill between 1970
and 1979, agricultural exports helped to lessen balance of payments
deficits.

As the value of the dollar has fallen on foreign exchange markets,

the price of U.S. goods has become relatively attractive to holders of

]“U.S. Agricultural Exports Total $32 Billion in Fiscal Year 1979,"

Foreign Agricultural Trade of the United States (FATUS), November 1979,
pp. 4-5.
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other currencies. At the same time, the price of imports in dollar
terms, has been increased. In order to eliminate balance of payments
deficits, domestic demand for imports can be decreased, foreign demand
for U.S. exports can be increased, or some combination of these can be
pursued. The current project focuses on the export side of the equation.

Export markets have often been used to get rid of excess supplies
of farm products with 1ittle attempt to develop exports as an integral
part of the production and marketing program. While producers may be
better off in the short run by using export markets for adjustment pur-
poses, longer run access to foreign markets may require a more serious
commitment to foreign market development.

Farmer cooperatives will not develop export markets if it is not
profitable to do so. This research examines economies in marketing
which sometimes make irregular or small scale export marketing Tess
profitable and more risky than necessary. An understanding of conditions
conducive to decreased risk and more profitable export marketing will
usefully contribute to evaluation of marketing opportunities at home
and abroad.

The Foreign Agricultural Service (FAS) of USDA and its agricultural
attaches overseas receive regular inquiries from foreign buyers indicating
an interest in dealing directly with agricultural cooperatives. This is
the result of a combination of factors, including the reputation of
cooperatives for providing high quality products; the belief that costs
of buying directly from producers will be lower; and an apparent
ideological preference for dealing with producer organizations rather

than other marketing intermediaries.
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Many U.S. cooperatives have products available for the export
market. Much of the produce of cooperative members which ultimately
reaches foreign buyers is exported indirectly. It passes through inter-
mediaries such as international trading firms, U.S. export agents, and
others who purchase commodities for sale abroad from many sources, U.S.
and foreign, cooperative and non-cooperative. The contingencies of
reinforcement are such that these firms or agents will generally be
interested in selling those products which offer them the greatest profit
margins, regardless of their origin, rather than selling the products of
U.S. cooperatives. Direct exports, where buyers and sellers deal directly
with each other or their representatives, may permit cooperatives to
increase returns to their members, as well as contributing to increased
exports of U.S. produced commodities.

However, as cooperatives attempt to increase their direct exports,
several problems become evident:

- The volume of exports by single commodity cooperatives may

be insufficient to compete effectively with large multi-

commodity private trading firms and state trading firms

operating in international markets. Building up foreign
markets often requires the ability to bid regularly on
tenders from buyers.

- The financial strength of many individual cooperatives may
be inadequate to assume the risks of international trade.
With lTow volume, the spreading of those risks is difficult.
This places cooperatives with small export programs at a

competitive disadvantage.
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- The range of products offered by most individual cooperatives
is limited. Foreign buyers may prefer "single source"
suppliers. This decreases the transaction costs involved in
purchases of multiple products.

- Single product cooperatives may have limited ability to
cover the large fixed costs of becoming established in foreign
markets--hiring necessary marketing expertise, developing
market intelligence, maintaining foreign sales representation,

etc.

These considerations suggest that if predominately single-product
cooperatives can combine their efforts, the barriers to entry into
exporting for individual cooperatives may be reduced.

This research has been conducted under a cooperative research
agreement between the Michigan State University Department of Agricul-
tural Economics and the Cooperative Marketing and Purchasing Division
(CMPD) of the Cooperatives Program; Economics, Statistics, and Coopera-
tives Service (ESCS); U.S. Department of Agriculture (USDA). It is
part of a larger research program being undertaken by CMPD directed at
broadening the informational base of cooperative decision makers with

respect to the development of effective export marketing programs by

cooperatives.
The CMPD research program has included studies on export marketing

techniques,l evaluations of cooperative grain exporting and possibilities

]Dona1d E. Hirsch, Export Marketing Guide for Cooperatives (FCS
Marketing Research Report 1074; Washington: USDA, March 1977).




5

for its improvement,] and surveys of the export activities of farmer
co<>per'atives.2 Additionally, studies are presently being conducted on
the possibilities for multinational cooperative coordination in the
grain trade3 and the prospects for cooperative ocean freight chartem’ng.4

The present study is directed at examination of the potential for
coordination of export marketing activities among U.S cooperatives
handling a variety of different commodities and products. At the behest
of CMPD, the commodity emphasis of this study has remained extremely
broad. Accommodation of this breadth of focus has been accomplished
through emphasis on the functional components of export marketing and
similarities in the process which cross commodity lines. Although this
wide commodity coverage has necessitated some trade-offs in terms of
the analytical depth with which the export of individual commodities
could be treated, many tentative conclusions which may be of use to
handlers of specific commodities have been developed. The results may
be considered a "pre-feasibility study" that sorts out a wide range of
options for collaboration among cooperative exporters but does not

evaluate specific combinations of cooperatives or commodities.

h 1Stan1ey K. Thurston, Michael J. Phillips, James E. Haskell and
David Volkin, Improving the Export Capability of Grain Cooperatives
(FCS Research Report 34; Washington, D.C.: USDA, June 1976).

2Dona1d E. Hirsch, Agricultural Exports by Cooperatives (Farmer
Cooperative Research Report 5; Washington, D.C.: USDA/ESCS, August 1979).

3Rona1d D. Knutson, Michael Cook and Thomas L. Sporleder, International
Cooperative Coordination in World Grain Trade (College Station:  Texas A&M
University, 1978).

4Dopa1d E. Hirsch, Ship Chartering Alternatives by Grain Exporting
Cooperatives (Washington, D.C.: USDA/ESCS, forthcoming).
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The research problem has been framed in the broad context of
evaluating opportunities to coordinate export marketing activities of
U.S. farmer cooperatives. Such an approach has been judged preferable
to a more restrictive examination of the merits of a single multi-commodity
cooperative export sales organization. The broader perspective adopted
here permits analysis of a wide range of functional and institutional
factors which affect possible advantages and disadvantages to individual
cooperatives considering collaboration in exporting.

The central research question is whether coordination of export
marketing can offer access to advantages to cooperatives through
increased efficiency and improvement of their competitive positions in
international markets. Two fundamental concerns are:

1. whether similarities in product attributes and export

marketing requirements permit the achievement of economies
of size or scale through coordination of export marketing
by U.S. farmer cooperatives; and

2. whether export marketing coordination by cooperatives could

lead to advantages, such as spreading of risk, which could
enhance their ability to compete with multi-national firms,
state trading companies and marketing boards in inter-

national trade.

1.2 Research Objectives

A central goal of this research is to provide useful information
to management of regional cooperatives of diverse size, interest and
product emphasis. This necessitates that it be both descriptive and

analytical. The four principle research objectives were to:
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1. Review the role of exports in U.S. agriculture, with special
emphasis on the importance of exports to farmer cooperatives.
This included identification of structural characteristics of
export markets and marketing which make consideration of
cooperative export coordination important.

2. Develop an analytical framework for evaluation of the poten-
tial for coordination of export marketing. This includes
identification of functional components of the export process,
and methods for their analysis which would reflect export
marketing requirements for different agricultural commodities.

3. Identify and evaluate factors which might be conducive to
export coordination by cooperatives. This included identifica-
tion and evaluation of functional similarities in commodity
marketing and trade characteristics, and economic factors
influencing coordination potential.

4. Identify organizational arrangements which might serve the
needs of U.S. cooperative exporters and describe and analyze

economic considerations which would influence their success.

1.3 Procedures

The research procedures employed can be divided into seven
steps:

1. Literature review and interviews with USDA and trade personnel
to develop an understanding of the export process and marketing
requirements of specific agricultural commodities.

Development of an analytical framework for evaluation of the
economic potential for export coordination by cooperatives,

including a functional model of the export process.
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3. Development of a research issues outline for use as the survey
instrument in the interview process.

4. Interviews with cooperative leaders to develop an understanding
of cooperative experience, potential and interest in exporting
and export coordination, and to identify some of the trade-offs
involved in coordinated export marketing.

5. Interviews with individuals associated with the export process
in order to identify some of the costs and risks associated
with individual export functions and to develop a qualitative,
and to the extent possible, quantitative, view of the potential
for achieving scale and size economies in the performance of
those functions.

6. Use of the functional analytical framework and interview data
to evaluate functional factors and the opportunities that
they provide for export coordination by cooperatives.

7. Use of interview data and information from the above sources
and others to evaluate the potential for six organizational
arrangements to facilitate cooperative exporting.

A research issues outline was used as a survey instrument in the
interview process. It was developed in consultation with researchers
specializing in marketing and international trade at Michigan State
University and in USDA. It was then tested and evaluated in interviews
with several cooperative leaders and revised to reflect the findings
developed there.

Interview data were collected in five subject areas:

1) physical factors related to commodities exported and their

handling,
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2) institutional factors related to experience in exporting and

those involved in facilitating exports,

3) Tlonger range impressions of cooperatives and their potential

as exporters,

4) experience with various organizational arrangements related

to exporting, and

5) potential advantages and disadvantages to individual coordinated

exporting arrangements.‘

Much of the data collected in this research were qualitative in
nature. Where quantitative data were available, they generally took
the form of case study examples. Analysis of such evidence has been
used here to draw indicative conclusions. However, it is not possible
to test hypotheses in a strict statistical sense on the basis of such
data. This factor should be considered in evaluating the findings of

this research.

1.4 Sampling Procedures

The data collection process involved personal and telephone inter-

views with 130 people during the period September 1978 through August
1979. Those interviewed included: cooperative management and export
staff; corporate exporters; management and staff of financial institu-
tions; freight forwarders; export management firms; university researchers;
personnel of the USDA and other government agencies; and others. A
breakdown of the sample by institutional affiliation is presented in

Table 1.1.

1The research issues outline is included as the Appendix.
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TABLE 1.1. INTERVIEW SUBJECTS: NUMBER AND INSTITUTIONAL AFFILIATION

Type of Institution/Enterprise Number Number of People
Interviewed

Cooperative 30 57
National Cooperative Organization 2 2
Corporate Exporters and Expert 2 7
Managers
Trade Promotion Organizations Regional: U.S. -1
Foreign 2
Country =1
International Transportation
Specialists 3 4
Financial Institutions 4 5
Management Consultants 1
Universities (except MSU) 7 14
Federal Government-USDA 39
Dept. of Commerce 8|
FTC 2
State Government 1 2
Total 130"

VExcluding dual affiliations.
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In selecting people to be interviewed, an attempt was made to
include diverse experience with and knowledge of the export process
and farmer cooperatives. The nature of the problem under study is more
consistent with a purposive sampling approach than with a random sampling
procedure. Objectives in selection of the sample included access to
a wide range of commodity expertise, geographic perspective, and exper-
jience at different hierarchical Tlevels in exporting organizations.
Experience with past attempts at coordinated export marketing was
considered useful. Additionally, it was deemed desirable to identify
the constraints facing both large and small exporters.

While there was no 1ist frame from which to identify all agricul-
tural exporters, cooperatives which made exports directly to foreign
customers during 1976 were the subject of a CMPD census. A Tist of
the population of "cooperative direct exporters, 1976" was made avail-
able to this researcher by the USDA in the fall of 1978. It was strati-
fied by commodity oroup and headquarters location of the cooperatives
included, although no data reflecting total sales volumes or export
sales volumes of individual cooperatives were obtainable prior to comple-
tion of the interview process. As a result, it was not possible to
perform ex ante stratification of the population by direct export sales
volume, a variable which could serve as a proxy for experience in
exporting. This constraint necessitated the selection of people for
the interview sample on the basis of reputation for knowledge of
exporting, the export process, or farmer cooperative affairs. Assis-
tance in the selection process was obtained from cooperative leaders,

USDA personnel, trade organizations, and university researchers.
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The 30 cooperatives from which representatives were interviewed
were selected purposively from a sampling frame which included the
population of 73 cooperatives identified as direct exporters in 1976
and other cooperatives listed in directories compiled by the National

! Data which became avail-

Council of Farmer Cooperatives and the USDA.
able in October 1979 made possible an ex post comparison of the coopera-
tives from which representatives were interviewed in this research with
a size distribution of the population of direct exporting cooperatives.
This is presented in Table 1.2. It indicates that more than 55 percent
of all cooperatives with annual direct export sales of $10 million or
more in 1976 were represented in this study. According to Hirsch, the
18 cooperatives with direct export sales in that category accounted for
94 percent of the direct export volume of all U.S. cooperatives in
1976.2 Overall, more than 35 percent of all cooperatives which made
direct export sales in 1976 were included in this study. Additionally,
five other cooperatives which were not identified as direct exporters
in 1976 were interviewed.

In addition to cooperative management and personnel, representa-

tives of national cooperative organizations, corporate exporters, trade

promotion organizations, universities, and federal and state government
agencies, as well as various functional specialists working in the export

field, were selected to be interviewed on the basis of expectations that

]Hirsch, 1979; National Council of Farmer Cooperatives, Names to
Know-1979 (Washington: NCFC, 1979); Clement Ward, J. David Morrissy,
Cooperative Brands and Processed Foods (FCS Information 110;
Washington: USDA, September 1977).

Zhirsch, 1979, p. 6.
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they could contribute to the objectives in sample selection listed
above. Without the benefit of 1ists from which to select such individ-
uals, it was necessary to rely upon assistance from cooperative leaders
or USDA personnel, trade organizations and university researchers in
both the identification of potential interviewees and their selection.

Satisfaction of USDA project objectives necessitated that a

broad-based commodity orientation be maintained in this research. In
order to set some bounds upon the breadth of commodities considered,
greater emphasis has been placed on foods, feeds and their products
than on other agricultural commodities. Thus, most of the people
interviewed had interests in the export of grains, oilseeds, fruits,
nuts, vegetables, animals and/or products of these commodities. Rela-
tively 1nsignifi¢ant attention was devoted to cotton and tobacco because
of their unique marketing requirements.

Table 1.3 identifies the commodity specialization of those inter-
viewed who had commodity specific expertise. It can be seen that 42.3
percent of those interviewed had expertise related to grains, oilseeds
and products; 39.2 percent were knowledgeable with respect to fruits,

nuts, vegetables and products; and 18.5 percent could be classified as

experts in animal and animal products. Some individuals were familiar
with marketing requirements for commodities in more than one group,
while others had no particular commodity-related expertise. Thus, the
total percentages reflected in the table do not add to 100.

Analysis of the geographic distribution of people interviewed can
provide some insights into the breadth of regional experience considered
in this study. It is useful to note that the geographic interests

represented by those interviewed often crossed regional boundaries. For
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example, federal government employees located in Washington, D.C. were
included in the Northeastern region. This results in an overestimate
of the importance of interviews conducted in the Northeast as a contrib-
utor to a balanced regional view of this research.

Additionally, the varying sizes of individual regional and inter-
regional cooperatives affect the geographic regions which they represent.
Table 1.4 identifies the headquarters locations of individual coopera-
tives by geographic region. Some cooperatives actually represent pro-
ducers in several geographic regions. For example, one interregional
exporter with headquarters in the Great Plains region has members and/or
facilities in every other region of the country. Data which would permit
assessment of such coverage for all cooperatives and others interviewed
were not available. Inaccessability of sales data for individual
cooperatives also prevented comparison of the importance of those inter-

viewed relative to total cooperative exports by region.

1.5 Plan for Presentation of the Study

The audience for this study is expected to vary widely in
their interest and experience with U.S. farmer cooperatives, international
trade and the export process. While this study makes no pretext of pre-
senting a complete description of the mechanics of exporting, it does
attempt to provide enough descriptive information so that a cooperative
manager can recognize'some of the complexities of individual export
functions. It also attempts to provide enough background on exports and
cooperatives so that the research problem can be placed in context.

Chapter II provides a brief overview of exports and U.S. agricul-

ture. It identifies the importance of exports and export trading
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TABLE 1.4. GEOGRAPHIC DISTRIBUTION OF INTERVIEWS
Number of Number Percent .’I;Otg] f Percentfl:ge of
Region of the Cooperatives of Coopera- of Cooperative Pum ?r ° 1 Tota d
u.s. Interviewed tive Managers Interviews Ie:p e d nterviewe
with Head- and Personnel nterviewe
quarters in Interviewed
Region
North Central 8 12 21.1 24 18.5
Northeast 1 5 8.8 50 38.5
South 4 4 7.0 9 6.9
Great Plains 4 14 24.6 21 16.2
Northwest 3 6 10.5 7 5.4
Southwest 10 16 28.1 19 14.€
Total 30 57 100 130 100

Northwest

Great Plains

Northeast

Western
Pans

Southwest
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partners for individual agricultural commodities. It also compares
some of the structural characteristics of international markets for
different agricultural commodities.

Chapter III is an overview of the historical and legal foundations
of U.S. farmer cooperatives and their importance in domestic and export
marketing. The chapter also reviews related research on cooperative
exporting.

Chapter IV presents the analytical framework for this research. It
includes discussion of the theoretical basis for analysis of coordination
in export marketing. Additionally, a functional model of the export
process is presented.

Chapter V is an economic analysis of functional components of the
export process. Individual export functions are analyzed and conclusions
on functional coordination potential are developed based on evidence
collected during the research process.

Chapter VI describes and evaluates the economic potential for
coordination of cooperative export marketing through six types of
organizational arrangements. The analysis draws upon case study evi-
dence as well as other empirical findings.

Chapter VII presents the overall research conclusions and suggests

some further steps for evaluating export marketing coordination poten-

tial,

s






CHAPTER II
EXPORTS AND U.S. AGRICULTURE

2.1 Overview
Agricultural exports are a major contributor to the health of the

U.S. agricultural economy. Overall, the production from almost one out

of every three harvested acres is exported. For some commodities,

exports are of even greater importance. In FY 1979, for example, the

U.S. exported 79 percent of sunflower seed production, 67 percent of all

wheat and almonds, and 55 percent of all soybeans produced. Export

shares of production for other commodities are presented in Table 2.1.
The physical volume of U.S. agricultural exports has more than

Coupled with higher prices, this has resulted in a
While

doubled since 1970.

more than four-fold increase in the dollar value of exports.
agricultural imports more than doubled in value during the same period,

the net contribution of agriculture to the U.S. trade balance reached

$15.8 billion in FY 1979.°

]USDA, 1978 Handbook of Agricultural Charts (Agricultural Handbook
551; Washington, D.C.: USDA, 1978), p. 71.

2USDA, 1979 Handbook of Agricultural Charts (Agricultural Handbook
561; Washington, D.C.: USDA, 1979), p. 78.

3FATUS, November 1979, p. 5.
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TABLE 2.1. EXPORT SHARES OF PRODUCTION FOR SELECTED
AGRICULTURAL COMMODITIES

FY 1976 -- FY 1979
Export Share of Production

Commod ity 1976 1977 1978 1979
Sunflower Seeds 57 36 72 79
Wheat? 54 14 61 67
Almonds (shelled basis) 59 47 52 67
Cattle Hides' 57 57 55 59
Rice (milled basis) 50 66 76 58
Cotton, Linters 39 43 42 57
Soybeans? 50 55 56 55
Hops? 47 48 43 54
Tallow, inedible 43 46 42 44
Prunes, dried 43 36 36 36
Tobacco, unmanufactured3 31 33 36 35
Corn, grain 29 27 30 30
Peanuts (shelled basis) 10 21 30 28
Grain Sorghum 30 34 27 27
Beans, dried 17 23 26 26
Walnuts (unshelled basis) 59 56 23 22
Lemons, fresh 20 39 24 21
Edible Offals 13 15 15 14

Source: FATUS, December 1979, p. 34.

Tcattle hides in 1000 pieces.

2Inc]udes grain equivalent of products exported.

3Export weight.
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2.2 Foreign Markets for U.S. Agricultural Products

U.S. agricultural commodities are marketed throughout the world.

However, during 1974-1978 almost one-half of all U.S. agricultural

exports went to the European Community, Japan or Canada. These countries

serve as both major markets and competitors of substantial significance.
Rankin has categorized other groups of countries according to the degree

and variability of their significance as U.S. markets, competitors or

both.2 This is presented in Figure 2.1.

This classification reflects the aggregate importance and variability
For coopera-

of certain countries as markets for agricultural exports.
tive exporters seeking to evaluate specific marketing opportunities,
aggregate export market rankings are only a first step in the identifica-
tion of potential coordination opportunities in the export of multiple

commodities.
Such evaluation may be improved through less aggregated assessments

of relationships among trade in groups of commodities and individual

foreign market areas. Similarities and differences in the geographic

patterns of trade for various commodities can provide useful initial
indicators of potential correspondence of interest or requirements in
exporting.

The commodity composition of U.S. agricultural exports to selected

regions of the world in 1976 is presented in Table 2.2. Additionally,

the importance of individual export regions as markets for 1976 exports

]Peter Rankin, "Review of Country/Commodity Analytical System:
Final Report" (Washington, D.C.: USDA/ESCS, April 1979).

21bid,
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Group Country Significance

Group 1 European Community General markets (and com-
Japan petitors) of major and
Canada lasting significance

Group 2 USSR Markets for basic commodities
China with high propensity to
India fluctuate and potential for

change

Group 3 Brazil Competing exporters of basic
Argentina commodities with substantial
Australia propensity for fluctuation and
South Africa longer term change--and some
Thailand significance as markets

Group 4 Korea Significant markets with
Spain substantial domestic
Mexico production (and some export)
Taiwa- capability
Egypt
P1land
Venezuela
Portugal
Indonesia
Philippines

Source: Peter Rankin, "Review of Country/Commodity Analytical System:
Final Report," Washington: USDA/ESCS, April 1979).

FIGURE 2.1.

GROUPS OF MAJOR COUNTRIES IN ORDER OF SIGNIFICANCE

TO U.S. AGRICULTURAL TRADE
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of specific groups of commodities has been broken down in Table 2.3.
Comparisons of data presented in these tables may be useful in the
identification of markets where exporters of particular commodities are
already quite active as well as the importance of those commodities in
trade with certain geographic market areas.

For example, from Table 2.2 it can be seen that in 1976 grains and
oilseeds made up relatively similar percentages of total U.S. exports
to Western Europe (38 percent and 34 percent respectively). However,
from Table 2.3 it can be seen that Western Europe was a more important
market to producers of oilseeds and products (53 percent of exports)
than it was for producers of grains and preparations (27 percent of
exports). Similarly, it can be seen that while nuts and preparations
made up only two percent of the value of trade with Western Europe,

65 percent of nut exports went to Western Europe. Similar comparisons
can be made for other commodity groups and market areas.

For cooperative exporters, the identification of similarities of
interest or activity among exporters of different commodities is
another preliminary step in the pursuit of coordinational arrangements
directed at achieving economies in the performance of export marketing
functions, This may involve markets which are already important to all
potential participants in such an arrangement or areas where complemen-
tarity of products and market contacts may permit broadening of geographic
market focus based upon synergism of marketing activities. Evaluation
of past flow patterns of international trade is thus one useful indicator

of similar interest or activity which could be conducive to coordinated

export marketing efforts.
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2.3 International Market Structure

Another important set of variables to consider involve the struc-
ture of international trade in specific commodity groups. These include
the importance of individual countries as exporters and importers, the
U.S. share of world exports, as well as the structure of the trading
industry handling specific commodity groups.

The top four exporting and importing countries and their cumulative
shares of trade among market economies for selected three-digit SITC
agricultural commodity groups are identified in Table 2.4. It also
indicates the U.S. share and rank in market economy exports for those
commodities. These data permit assessment of some aspects of functional
complementarities among commodity groups. One example is the identifica-
tion of similarities in geographic sources of market information with
respect to foreign markets and competitors. In comparing the four most
important importers for wheat and rice, the absence of overlap might
T1imit the advantages of coordinated sales representation or collection
of markef information for exporters of the two commodities relative to
other potential combinations. At the same time, similarities among major
importers of corn and oilseeds is indicative of some value to exploration
of coordination possibilities including those commodities. Comparisons
among other commodity combinations will permit the identification of
geographically-related similarities and differences in the flow of
agricultural commodities in international trade.

Factors related to the organizational structure of international
markets are also quite important in the identification of export require-

ments and coordination potential among commodities. These include the
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TABLE 2.4. MARKET ECONOMY TRADE IN ASSORTED AGRICULTURAL COMMODITIES - 1976
Three U.S. Share | U.S. Eop 4 }op 4
Digit ; Exports- Rank xporters mporters
SITC Commodity 1976 (cum¥) (cum?)
Class
0N Meat, fresh, chilled, 9.84 3 Netherlands Fr. Germany
frozen Australia 46.64 |Italy 52.90
u.S. France
New Zealand Japan
041 Wheat, unmilled 43.1 1 u.s. India
Canada 87.61 |Japan 40.45
France U.K.
Australia Brazil
042 Rice 30.9 1 u.s. Indonesia
Pakistan 70.77 [Saudia Arabia | 34.00
Thailand Hong Kongq
Burma Bangladesh
044 Corn 70.92 1 U.S. Japan
Netherlands 85.47 |Netherlands 52.43
Argentina Ita]y
France Fr. Germany
051 Fresh Fruit, Nuts 12.56 2 Italy Fr. Germany
u.s. 41.48 |France 49.58
Spain U K.
France
9852 Ory Fruit 22.8 1 | us. ‘
Greece 65.89 Fr Germany 41.55
Turkey Canada
Iran France
053 Fruit, Preserved 13.44 1 u.s. Fr Germany
and Prepared Italy 36.13 51.07
South Africa
Netherlands France
281 Animal Feed Stuff 23.63 1 U.S. Netherlands
Brazil 52.60 |Fr. Gerwany 47.92
Netherlands France
Fr. Germany Belgium/
Luxembourg
221 0ilseeds, Nuts, 62.18 1 u.S. Japan
Kernels Brazil 83.84 [Fr. Germany 57.74
Canada Netherlands
Philippines Spain
263 Cotton 25.49 1 u.s. Japan
Turkey 52.4) Fr. Germany 44.85
Egypt Ttaly
Mexico France
aNn Animal Oils & Fats 42.9N 1 U.s. .
Australia 62.06 Fr Germany 44.85
Norway Netherlands
Peru Japan
054 Vegetables, fresh 10.03 2 Netherlands Fr. Germany
u.s. 53.18 France 52.40
Thailand
Italy Netherlands
085 Vegetables, Preserved
and Prepared 8.48 5 Spain Fr Germany
Netherlands 48.40 55.97
France
Italy France
Derived From: U.N. Yearbook of International Trade Statistics. (New York United Mations, 1977,

Pp. 49€-638.
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structural characteristics of firms involved in international trade,
and structural characteristics of import markets. Where substantial
concentration exists, coordination among cooperative exporters may permit
them to compete more effectively.

In the grain trade five multinational firms handle 75-86 percent
of U.S. exports of wheat, coarse grains, and soybeans.] The same five
firms also control 90 percent of European Community trade in wheat and
corn, 90 percent of Canadian barley exports; 80 percent of Argentina
wheat exports, and 90 percent of Australian sorghum exports.2

While data on concentration in world trade of other commodities
are not available, there is no evidence to suggest that concentration
approaches such levels in trade of fruits, nuts, vegetables and animal
products. There is, however, considerable activity by state traders and
marketing boards as well as large multinational firms in international
markets for such commodities.

State trading is extremely important in food grain imports. It
accounts for 90 percent of the wheat imports by the top eight wheat
importing nations. State trading is far less important among importers
of soybeans3 (see Table 2.5). In evaluating potential coordination in
exporting, it is useful to recognize that even where a state trading

company has responsibility for a wide range of products, there is often

]Cargill, Continental, Louis Dreyfus, Bunge and Garnac; Thurston,
et al., 1976, pp. 16-18.

2Dan Morgan, Merchants of Grain (New York: Viking, 1979), p. 234.

3Michael L. Cook, Ronald L. Knutson and Thomas L. Sporleder,
"Multinational Cooperatives: Their Potential Role in the International
Grain Marketing System" (Technical Article 3, College Station: Depart-
ment of Agricultural Economics, Texas A&M University, 1979), p. 3.
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TABLE 2.5. COMPARISON OF GRAIN IMPORTING AND EXPORTING COUNTRY
CONCENTRATION RATIOS BY COMMODITY AND BY PROPRIETARY,
COOPERATIVE AND STATE TRADING MARKET SHARES FOR THE
LARGEST EIGHT EXPORTING AND IMPORTING COUNTRIES,

1977-78
Soybeans Coarse
and meal Grain Wheat
Percent

Exporting Countries
4 country share 100 88 85
8 country share 100 96 91
State trading share] 0 9 31
Proprietary trade share 92 80 61
Cooperative share 8 11 8
Importing Countries
4 country share 46 47 36
8 country share 72 72 51
State trading share 7 10 90
Proprietary trade share 71 73 10
Cooperative share 22 17 0

]State trading, proprietary or cooperative share is the estimated

percent of the total volume of direct grain exports or imports by state
traders, proprietary firms, or cooperatives for the eight largest
exporting or importing countries.

Source: Cook, Knutson and Sporleder, 1979, p. 3.
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separation among sub-agencies handling food grains, feed grains and
oilseeds; fibers, such as cotton; and consumer goods, such as fruits,
nuts, vegetables and animal products. This may 1imit the potential
range of commodities over which economies of joint representation may
be achieved.

The organizational structure of international markets for individual
commodity groups can be expected to influence the requirements for
cooperatives or other market participants to become successful competitive
exporters. Structural elements will also influence the potential gains
which may be achieved through coordination of export marketing activities.
This will be discussed in more detail in Chapters V and VI.

2.4 Policy Issues Affecting the Competitive
Position of U.S. Agricultural Exports

The competitive position of U.S. commodities in foreign markets is
an important consideration in developing an export marketing strategy.
Economic theory suggests that comparative advantage and national factor
endowments will be the governing basis for the commodity composition of
trade among nations under free trade and a number of other assumptions.
The purposes of the current research do not necessitate a complete

exposition of the international economic theory here.] It is more

important to point out that a variety of national self-sufficiency

]For more detailed discussions of comparative advantage and the
Heckscher-0Ohlin factor endowment theory see: Richard E. Caves and
Harry G. Johnson, eds., Readings in International Economics (Homewood,
I11inois: Richard D. Irwin, Inc. for the American Economic Association,
1968); Herbert G. Grubel, International Economics (Homewood, I11inois:
Richard D. Irwin, Inc., 1977); Mordechai E. Kreinin, International
Economics: A Policy Approach, third edition (New York: Harcourt Brace
Jovanovich, Inc., 1978); Vernon L. Sorenson, International Trade Policy:
Agriculture and Development (East Lansing: Michigan State University
Graduate School of Business Administration, 1975).
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policies, tariffs, and nontariff regulatory actions by governments
throughout the world also shape the flow of international commerce in
a world of less than free trade.

While these factors will not be discussed here in detail, it is
useful to recognize that the competitive position of U.S. agricultural
commodities in foreign markets is affected directly and indirectly by
tariffs, quotas, subsidies, and other measures taken abroad or in the
U.S. A foreign tariff or quota may make American agricultural products
less competitive in the market to which it applies. Likewise, the
memory of a U.S. trade embargo may make other nations hesitant to rely
upon the U,S. as a source of supply.

Agreements reached through the recent Tokyo round of multilateral
trade negotiations conducted under the General Agreement on Tariffs
and Trade (GATT) will have a variable impact on the international
competitive position of different U.S. agricultural commodities. One
source estimates that the direct result of concessions obtained will be

1 The

a $400 million annual increase in agricultural exports by 1987.
largest gains are expected for beef, tobacco, soybeans and products
and citrus (see Table 2.6).

As a result of some major success in tariff reductions under the
GATT, the importance of nontariff barriers is gaining increased recog-

nition.2 Quotas and import licensing arrangements are commonly recognized

]U.S., Congress, Senate, Committee on Finance, Subcommittee on
International Trade MTN Studies, Vol. 1: Results for U.S. Agriculture,
96th Congress, First Session (Washington, D.C.: Government Printing
Office, 1979).

2For discussion see: Jimmye Hillman, Nontariff Agricultural Trade
Barriers (Lincoln: University of Nebraska Press, 1978).
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TABLE 2.6. AGRICULTURAL TRADE GAINS IN THE MTN, BY COMMODITY

Export Value, 1976 Annuval Increase in Trade
By 1987 Due to Concessions

U.S. Exports for Which On Which
Total Concessions Sought Value Percent

Concessions were Sought

Million Dollars

Almonds 109.1 85.8 4.8 1.2
Beef 211.5 137.1 190.3 46.7
Canned Peaces and Fruit Cocktail 47.6 17.8 2.5 0.6
Citrus 357.0 195.8 43.2 10.6
Poultry 181.0 84.0 28.3 6.9
Rice 628.7 78.5 3.2 0.7
Soybeans and Products 4,419.0 872.4 55.8 13.7
Tobacco 940.4 454.8 78.6 19.3
Vegetables Prot?iu Concentrates

and Isolates 39.3 17.1 1.4 0.3
Wine 5.7 3.8 - -

Total 6,939.3 1,947.1 408.1 100.0
Total-L.S. Agricultural Exports 22,996

Source: U.S., Congress, Senate, MIN Studies, 1979, p. 18.

'1978 export value
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to be nontariff barriers. There are also subtler forms of nontariff

barriers such as discriminatory tax policies, and health, labeling,

inspection or quarantine standards. Regardless of the validity of the

reasons for their existence, nontariff barriers influence the competi-

tive position of U.S. agricultural exports. They also may be amenable

to some modification through collective action by cooperative exporters.
In addition to policies specifically directed at international

trade, domestic agricultural policies affect exports and vice versa.

The effects and costs of price and income policies and their implementa-

tion through target prices, loan rates, set-asides and market orders are

all intimately linked with export marketing. Without demand from foreign

markets, maintenance of current price and income levels in the U.S. agri-
The implementation of a deficiency
Addi -

cultural sector would be difficult.

payment system has helped to make U.S. exports more competitive.

tionally, market orders have been used to encourage export market

development in some cases. These are only a few of the factors which

indicate the increasing interdependence between U.S. agriculture and

the world economy.
Another export related policy area concerns the role of public and

private participants in export marketing of agricultural products. The

importance of five family-held multinational corporations in the world

grain trade has received increasing attention since "the great grain

robbery" of 1972.1 This in turn has led to public consideration of a

]Morgan, 1979; James Trager, The Great Grain Robbery (New York:
Ballentine Books, 1975); "The Incredible Empire of Michel Fribourg,"

Business Week, March 11, 1972.
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range of alternatives to such control. One option emphasizes an

increasingly important role for cooperatives as effective competitors

in the world grain trade. Another alternative being considered by

Congress would create a National Grain Board which would be the seller

or marketing agent for all U.S. export sales of wheat, coarse grains

This study does not attempt to evaluate the relative

and soybeans.
3 Instead,

merits of public and private participation in export marketing.
the central thrust is toward identifying factors conducive to improving

the competitive position of U.S. farmer cooperatives in export marketing

through collective action. The policy variables mentioned here form

part of the environment within which this issue must be evaluated.
Furthermore, they are indicative of factors which will influence the

competitive position of individual U.S. produced commodities in the

years ahead.

2.5 Projections of Future U.S. Agricultural Exports

This research has not made new projections of demand for U.S. agri-

cultural commodities abroad. However, it may be useful to briefly con-

sider some results of projections made by others.

Mhurston, et al,, 1976.
ZHR. 3042, U.S., Congress, House, 96th Cong. First Sess., 1979.

3For discussion of some of the issues involved, see A.F. McCalla,
"Strategies in International Agricultural Marketing: Public vs. Private
Sector" (Giannini Foundation Paper No. 466; Davis: University of

California, revised July 1977).
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The USDA has made projections of U.S. trade in 1985 using a mathe-
matical grain-oilseeds-livestock (GOL) mode].] The model is designed to
test the impact of different economic and policy assumptions on quantities
and values traded, The results range from projections of exports of
77 million tons of wheat, coarse grains and rice under assumptions that
current policies continue to projections of grain exports of 116 million
tons under assumptions of policies conducive to high import demand. The
latter alternative would result in growth of corn exports to Western
Europe of 62 million tons under liberalized trade policies and growth of
wheat exports to 50 million tons, primarily as a result of growth in
exports to Tow income developing nations. The primary shortcoming of
the model and projections for purposes of this research is its 1imited
commodity focus.
Another modeling effort which has attempted to project trade flows
was conducted by the U.S. Department of Commerce Maritime Administration
2

(MarAd).”~ While suffering from limitations of commodity aggregation as

well as those which normally accompany simplistic projections, the study

]Anthony Rojko, Donald Regier, Patrick 0'Brien, Arthur Coffing and
Linda Bailey, Alternative Futures for World Food in 1985 (Washington, D.C.:
USDA, 1978).

2U.S., Department of Commerce, Maritime Administration, Office of
Policy and Plans, Division of Economic and Operational Analysis (MarAd)
A Long-Term Forecast of U.S. Waterborne Foreign Trade, 1976-2000, 3 volumes
(Washington, D.C.: Government Printing Office, November 1977).
The MarAd predictions are based upon forecasts of 43 independent variables
to 1990 using the Data Resources Incorporated long-term model, "TRENDLONG"
and 82 micro models of foreign trade commodity groups. The 82 commodity
forecasts were disaggregated to 354 projections of three-digit schedule B,
commodity projections based upon the historical composition of each major
commodity group. These three-digit forecasts were then allocated to 19
world regions on the basis of historical trade shares, and then to 65
maritime trade routes. The results were checked against forecasts by
USDA, and others. For discussion of assumptions and the more detailed
model results, the reader is referred to the original source.
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attempts to predict rates of growth of waterborne export tonnage for a
number of commodities. The results for agricultural products are pre-
sented in Table 2.7. The MarAd study projects increased export tonnages
between 1975 and 2000 for all agricultural commodities on a highly
aggregated basis. It forecasts a growth rate of export tonnages of
animal feeds and animal and vegetable oils and fats which exceeds the
growth rates of those commodities during 1967 to 1975. For other agri-
cultural commodities, the study predicts a slower rate of growth in
tonnage. This, of course, does not necessarily imply a slower rate of
growth in the value of exports of other agricultural commodities.

It is important to note that any long-term projection of trade
flows must be based upon highly simplified models of export growth. For
the individual exporter of a specific commodity, the value of such pro-
jections is extremely limited. Factors discussed earlier in this chapter
will have a major impact on the future competitive position of U.S. agri-
cultural commodities in foreign markets. Additionally, functional and
organization factors which form the central focus of this research will

influence the position of U.S. cooperative exporters in foreign markets.

2.6 Summary

Agricultural exports contribute significantly to the economic
well-being of U.S. agriculture. The European Community, Japan and
Canada received almost one-half of all U.S. agricultural exports during
1974-1978. Evaluation of aggregate trade flow data will provide some
insights into the level of experience of all U.S, exporters. However,

in order to begin to identify opportunities for potentially advantageous
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coordination of export marketing activities by individual exporters,
analysis of more disaggregated trade flow data and structural charac-
teristics of international markets is required.
Complementarity in regional export interest or experience among
exporters of different commodities may contribute to the development
of collaborative exporting arrangements. Additionally, control of
large market shares by few sellers or buyers will influence the potential
competitive advantages to, or necessities for, coordination among rela-

tively small exporters.







CHAPTER III

COOPERATIVES IN U.S. AGRICULTURE
AND INTERNATIONAL TRADE

3.1 U.S. Farmer Cooperatives: Historical
and Legal Foundations

This research analyzes the advantages and disadvantages of coordina-
tion of export marketing activities by farmer cooperatives. Historically,
cooperatives have played a unique role in U.S. agriculture, and they
continue to do so. A review of both the reasons for development of
cooperativgs and the legal basis for marketing coordination through
farmer cooperatives can contribute to an understanding of coordination
issues considered in this research. Evaluation of the economics of
coordinated export marketing activity among cooperatives must reflect
the legal environment within which they function.

Cooperatives are a critical component of the structure of U.S.
agriculture. For farmers, cooperatives provide an alternative for
product marketing and a source of supplies and services. Simply stated,
cooperative organization is based upon principles of ownership and control
by member-users, operations provided at cost, and a Timited return on
member capita1.]

In the process of evaluating the potential for cooperatives to

coordinate their export marketing activities, it is useful to briefly

]More detailed discussions are presented in: M.A. Abrahamsen,
Cooperative Business Enterprise (New York: McGraw-Hill, 1976); and
E.P. Roy, Cooperatives: Development, Principles and Management
(Danville, IT1inois: Interstate Printers, 1976).
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survey the process by which cooperatives developed in the U.S., the
Tegal foundations for their current coordination role in the agricultural
economy and current issues related to that role.

Cooperative organization permits producers to develop counter-
vailing power without the legal requirement that they merge their respec-
tive enterprises. The need for cooperatives grew out of the competitive
nature of agricultural production and the problems confronting individual
producers in dealing with powerful interests in both input and output
markets.

Faced with restricted access to market information, the inability
to adjust output in the short-run, the necessity of a long-term resource
commitment prior to production, the perishability of many commodities,
and substantial uncertainty with respect to both prices and the ability
to cover production costs, individual agricultural producers were at a
disadvantage in dealing with local oligopolists or oligopsonists. Con-
sequently, buyers, handiers and sellers were able to exert considerable
pressure on individual producers. In response to their plight, 19th
century agricultural producers began banding together into cooperative

associations as a means to countervail such pressure. At the same time,

public sentiment against economic concentration and powerful interests
gave rise to antitrust legislation and to the eventual enactment of the
Sherman Act of 1890.

Cooperatives did not fare well under the new antitrust legislation.
Soon after the passage of the Sherman Act, it became evident that the
mere formation of a cooperative represented restraint of trade under
Section 1 of the Act. The Sherman Act made no distinction between com-
binations of farmers or laborers facing monopsonistic buyers and combina-

tions of businesses.
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State laws exempting cooperatives from antitrust regulations were
enacted, but in 1902 the Supreme Court declared one such state law

unconstitutional, stating that,

If combinations of capital . . . are hurtful to the public interests
and should be suppressed, it is impossible to perceive why like

combinations in respect of agricultural products and Tivestock are
not also hurtful.l

The Court's refusal to recognize a distinction between combinations of
farmers and others continued for some time.2

Congress attempted to remedy various weaknesses and abuses of the
Sherman Act with the Clayton Act of 1914. By that time, cooperative
numbers had grown and, according to E.G. Nourse, there was much interest
in obtaining language which would protect farmers' associations

. from a statute designed primarily to curb the monopolistic

tendencies of the industrial trust.“3

The result was Section 6 of the
Clayton Act, which provided an exemption from the antitrust laws for
non-stock cooperative associations.

The status of cooperatives organized with capital stock was

clarified with the passage of the Capper-Volstead Act of 1922. This act

]Union Sewer Pipe Company versus Connolly, 184 U.S. 540, 563-544
(1902) cited in Willard F. Mueller, "The Economics and Law of Full-Supply
Contracts as used by Agricultural Cooperatives" in Proceedings of the
National Symposijum on Cooperatives and the Law (Madison: University of
Wisconsin, 1974), p. 121.

2Reeves versus Decorah Farmers' Cooperative Society, 160 Iowa 1940,
140, N.W. 844 (1913).

3E.G. Nourse, The Legal Status of Agricultural Co-operation
(New York: The MacMillan Company, 1928), p. 246.
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also spelled out various functions that cooperatives could undertake
without running afoul of the antitrust statutes. Section 1 of the
act provided that persons engaged

. in the production of agricultural products . . . may act
together in associations, corporate or otherwise, with or without
capital stock, in collectively processing, preparing for market,
handling, and marketing in interstate and foreign commerce, such
products of persons so engaged. Such associations may have
marketing agencies in common; and such associations and their
members may make the necessary contracts and agreements to
effect such purposes.

Section 2 of the act made provisions for regulation of coopera-
tives. It

. . . authorized the Secretary of Agriculture, if and when he

found that farm cooperatives had unduly enhanced prices, to order

them to cease and desist from enforcing such prices and if they

neglected to obey such order an action at law should be instituted
by the Attorney General requesting the court to enforce such

order.

While the statute prohibits undue price enhancement, it does not
prohibit lTessening of competition per se. In discussing Senate Judiciary
Committee amendments to the bill, Congressman Volstead stated:

The natural and inevitable effect of cooperative farm associa-
tions is and always must be to lessen competition among farmers

in the sale of their products, and to do that they must control

the sale of a certain amount of such products.3

In addition to the Clayton and Capper-Volstead Acts, The Coopera-
tive Marketing Act of 1926 provides that producers acting in associations

may

1
2

7 U.S.C. Sec. 291-292.
Ibid.

3Cited by Joseph G. Knapp, Capper-Volstead Impact on Cooperative
Structure (FCS Information 97; Washington, D.C.: USDA, 1975), p. 9.
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4 . acquire, exchange, interpret, and disseminate past, present
and prospective crop, market, statistical, economic and other
similar information by direct exchange between such persons and/or
such associations or federations thereof, and/or by and through a
common marketing agent selected by them.T
This act is important in modifying the applicability of antitrust laws
with respect to exchange of market related information among coopera-
tives, regardless of whether it refers to domestic or foreign markets.
The structural extent of coordination among producers through
cooperatives has been found to be less important than their conduct.
The courts have long held that agricultural cooperatives may Tawfully
possess even 100 percent of a market so Tong as such power was acquired
as a result of activities authorized under the Capper-Volstead Act.2
Even the recent report of the National Commission for the Review of
Antitrust Laws and Procedures acknowledges that due to the special
nature of cooperatives ". . . per se standards of illegality under the
Sherman Act should not apply to ordinary intercooperative agr‘eements."3
Thus, conduct is the central issue in Judging permissible coordination.

The courts have provided some guidelines with respect to prohibited

conduct in domestic marketing. These can be summarized as follows:

17 U.s.c. sec. 451-457.

2Treasure Valley Potato Bargaining Association versus Ore-Ida
Foods, Inc., 497 F.2d. 203, 216 n.11 (9th Cir., 1974) cert. denied,
419°U.S. 999 (1974): Cape Cod Food Products, Inc. versus National
Cranberry Association, 119 F. Supp. 900, 906 (D. Mass., 1954).

3Report to the President and the Attorney General of the Nai_tiona’l
Commission for the Review of Antitrust Laws and Procedures (Washington, D.C.:
Government Printing Office, 1979), p. 262.
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1. Anti-competitive transactions and agreements between coopera-
tives and non-cooperatives are not permitted.]
2. Coercive and predatory practices are not exempt from antitrust

R 2
action.

3. Boycotts and refusals to deal with those dealing with non-member
producers are prohibited,3 as are unilateral refusals to se11.4
4. Interference with supply contracts between processors and
non-affiliated producers are not permitted either.5

These general guidelines provide some important insights into the
legal flexibility with which cooperatives may coordinate their marketing
activities. Although they are directed at domestic marketing activity,
they may be considered as generally applicable with respect to export
marketing also. Other statutory provisions, such as the Webb-Pomerene
Act, which permits coordination among cooperative and corporate exporters,

may provide exporters with even greater legal flexibility. This is

discussed in Chapter VI.

0.5, versus Borden Company, 308 U.S. 188 (1939).

2Mar:y]and and Virginia Milk Producers Association versus U.S.,
362, U.S. 458 (1960). April versus National Cranberry Association,
168 F. Supp. 919, 923 (D. Mass. 1958).

3Case Swayne Company versus Sunkist Growers, Inc. (9th Cir. 1967),
reversed on other grounds.

4Sunkist Growers, Inc. versus Winckler & Smith (9th Cir. 1960),
reversed on other grounds.

5Case Swayne Company versus Sunkist Growers, Inc., supra: North
Texas Producers Association versus Metzger Dairies, 348 F. 2d. 189
(1965); Berjans Farm Dairy versus Sanitary Milk Producers, 241 F. Supp. 476,
affirmed, 368 F. 2d. 679 (1966).
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3.2 Cooperatives as Market Participants:
Domestic Marketing

One of the objectives in undertaking this research is to produce
a report which will be useful to members, management and boards of
directors of regional and interregional cooperatives. In the pursuit
of this goal, it is useful to identify and further describe the attri-
butes of the target cooperatives.

Published statistics ceased to distinguish between local and
regional cooperatives after 1973-74, and CMPD was unable to provide
more recent data. Thus, the description which follows combines USDA
data from that period with statistics gleaned from other sources.

Data from 1973-74 indicate that there were 463 regional marketing
cooperatives in the U.S. with 1.4 million members.] Regionals were
reported to have handled $15 billion of a total $27 million net coopera-

2 This compares to net marketing

3

tive marketing volume in 1973-74.

volume of $29.8 billion handled by 4,840 cooperatives in 1975-76.

]Bruce L. Swanson and Jane H. Click, Statistics of Farmer Coopera-
tives, 1972-73, 1973-74 and 1974-75 (FCS Research Report 39:
Washington, D.C.: USDA, 1977), p. 11. The membership figures may be
somewhat misleading because many regionals are federated associations
in which producers join local cooperatives which in turn become members
of regionals. In 1973-74 there were almost 1.2 million members of
local grain marketing cooperatives but less than 110,000 members of

regionals.
2

Ibid., p. 15.

'3Ra1ph M. Richardson and Jane H. Click, Statistics of Farmer
Cooperatives, 1975-76 (Farmer Cooperative Research Report 3;
Washington, D.C.: USDA, March 1979).
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Overall, cooperatives handled an average of 30 percent of total
cash farm receipts from marketing in 1974-75.] A recent General
Accounting Office (GAO) study reports that cooperatives handled an
average of 28.9 of all agricultural products marketed during 1975-76.2
The cooperative market shares for individual commodities are presented
in Table 3.1. The range from a high of 68.4 percent of dairy products
to a Tow of 8.3 percent of poultry and eggs marketed.

Regional cooperatives vary considerably in their size and sales
volume. Data for 1971-72 indicate that while almost 52 percent of all
regional cooperatives handled gross sales volumes of $9.9 million or
less, they accounted for less than five percent of total gross coopera-
tive sales volume. Over 60 percent of total gross sales volume was
handled by the ten percent of cooperatives with gross volumes of over
$100 mi1lion.>

Insights into the degree of commodity specialization and trends
towards diversification among regional marketing cooperatives could
also be useful in this analysis. Sporleder and Skinner, studying diversi-
fication of regional marketing cooperatives in 1973-74 and before, found
that grain, fruit and vegetable, poultry, and bean and pea cooperatives

were the most diversified in terms of products marketed, and at about the

]Randall E. Torgerson, "An Overall Assessment of Cooperative Market
Power," in Bruce Marion, editor, Agricultural Cooperatives and the Public
Interest (North Central Regional Research Publication 256, Madison:
University of Wisconsin, 1978), p. 269.

ZU.S. General Accounting Office, Family Farmers Need Cooperatives--But
Some Issues Need to be Resolved (Washington, D.C.: Government Printing
Office, 1979), p. 68.

3John Schmelzer and Gerald Campbell, "An Overview of the Number,
Size, Diversification and Market Shares, Agricultural Marketing Coopera-
tives in Various Commodity Subsectors," in Marion, editor, 1978.
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TABLE 3.1. COOPERATIVES' SHARE OF AGRICULTURAL PRODUCTS MARKETED
FOR CROP YEAR 1975-76
Cooperatives' Share
Commodity
Percent

Grain and Soybeans 40.2
Rice 54.2
Dry Beans and Peas 28.4
Cotton and Cottonseed 26.2
Tobacco 12.9
Fruits and Vegetables 25.9
Peanuts and Tree Nuts 43.2
Sugar Crops 57.2
Dairy Products 68.4
Livestock Products 9.6
Wool and Mohair 24.3
Poultry and Eggs 8.3
Other Commodities 12.6
28.6

Total

Source: GAO, 1979, p. 68.
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same 1eve1.] The percentage of total cooperatives which were diversified
was Towest in the dairy category. Another study, by Schmelzer and
Campbell, calculated specialization ratios for regional marketing
cooperatives in 1971-72.2 The results were consistent with Sporleder and
Skinner's findings in that while the Tevel of specialization is high for
all commodities, those that are diversified are in the same commodity
categories. While neither analysis of specialization indicated which
products tended to be combined through the diversification process, they
do provide some indication of commodity groups in which cooperatives
have exhibited a tendency toward marketing diversification. This may be
indicative of a degree of willingness to coordinate marketing which
might be extended to export marketing.
3.3 Cooperatives as Market Participants:

Export Marketing

An evaluation of the potential for coordination of export marketing

by cooperatives also requires an understanding of current export marketing
volume, practices, procedures and interests. The role of cooperatives in

international trade has been surveyed on two occasions. In a 1973 study,

Bradford and Berberich obtained data from 98 cooperatives, mostly

large-scale regional or federated cooperatives, on exports and imports

3

for fiscal years 1968-70. (In the report, cooperative sales to U.S.

]Thomas L. Sporleder and Robert A. Skinner, "Structural Aspects of
Regional Marketing Cooperatives," in Marion, ed., 1978, pp. 109-110.
ZSchmelzer and Campbell, pp. 78-80.

3Henr‘y Bradford and Richard Berberich, Foreign Trade of Cooperatives
(FCS Information 88; Washington, D.C.: USDA, 1973).
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territorial positions--Guam, Puerto Rico and the Virgin Islands, were

included as foreign trade.) It was found that 77 cooperatives exported

agricultural commodities during FY 1970. Grains and preparations were

the most important cooperative exports by value. However, cooperatives

accounted for the largest share of U.S. exports of fruits and preparations.

Overall, it was found that direct exports by cooperatives, valued at

$782 million, accounted for 14 percent of total U.S. agricultural exports.

Bradford and Berberich concluded that coordination and intensification

of efforts would be essential to increasing the cooperative export

share. They noted that while some cooperatives have joined forces for

entry into international trade, ". . . few associations have the necessary

expertise, volume, financial resources and experience to adequately meet

foreign competition."]
A 1976 study by Hirsch examined the volume of cooperative exports

and marketing channels, buyers and intermediaries used by cooperative

exporters, as well as overseas destinations of those exports, Hirsch found

that 73 cooperatives directly exported agricultural commodities valued

at more than $2 bi111'0n.2 Direct exporting was defined as the process

by which ". . . the cooperative deals directly, through its employees or

foreign-based representatives, with a foreign buyer or his foreign-based

agent,”3 This was distinguished from indirect exporting where the coopera-

tive dealt through an intermediary such as another U.S. firm, an inter-

national trading company or the U.S. agent of a foreign buyer.

Ubid., p. 1.

Zirsch, 1979, p. 7.

3Ibid., p. 3.
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Hirsch's findings were based on a mail survey and follow-up dis-
cussions involving 179 cooperatives thought to be direct exporters.
The sample was developed from a reference file compiled by Hirsch;
consultations with other commodity specialists in the Cooperatives
Program, ESCS, USDA; use of the "Directory of Farmer Cooperatives"
published by the National Council of Farmer Cooperatives; Trade Oppor-

tunity Referral Service (TORS) lists maintained by the Foreign Agricul-

tural Service, USDA, working files for Bradford and Berberich's previously

cited research project; and lists of cooperatives published by state
agencies and the Central Bank for Cooperatives.
The results indicated that in addition to the 73 cooperatives

studied which were direct exporters, 47 other cooperatives only exported

indirectly. As shown in Table 3.2, the direct exports of the 73 coopera-

tives in the sample represented 9.2 percent of total U.S. agricultural
exports in ]976.]

Comparison with Table 3.1 indicates that cooperatives were more
reliant upon U.S. market outlets than U.S. agricultural marketers as a
group. Feed grains, wheat, soybeans and cotton accounted for 68 percent
of cooperative exports. While the dollar volume for these commodities
was Targe, the cooperative market share of total U.S. agricultural
exports ranged from 8.2 percent for food grains to 22.1 percent of
cotton.

Cooperative shares of the U.S. export market were greater in

fruits and preparations (38 percent) and nuts and preparations

]The apparent decline in cooperative direct exports as a percentage
of total U.S. exports may be in part the result of methodological
differences. See: Hirsch, 1979, pp. 76-77.
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(40.1 percent). Hirsch, therefore, concluded that cooperatives are
". . . relatively strong in exports of branded, packaged commodities,
and less important in exports of commodities sold in bulk and in large
quantities."] However, he pointed out that in the export of processed
vegetables, cooperatives handled less than one percent of the U.S. total
in 1976.

A 1ist of the cooperative direct exporters identified in Hirsch's
study and stratified by export sales volume was made available to this
researcher in September 1979. While all of the interviews for this study
had been completed by that date, the 1list made it possible to conduct
an ex post comparison of the cooperatives interviewed in the present
study and the population of direct exporting cooperatives in 1976,
stratified by the value of their direct exports in 1976. While some
cooperatives interviewed in this study were not among the 1976 exporters,
the results of comparison, shown in Table 1.2 indicate that more than 35

percent of the participants in the 1976 survey were interviewed during

this study. The percentage interviewed ranges from 16 percent of those
cooperatives with direct exports of less than $1 million in 1976 to a
minimum of 50 percent of all those with direct exports of $10 million
or more.

Hirsch found that 94 percent of the direct export volume of the
73 cooperatives in his sample was conducted by the 18 largest direct

exporters, those with sales of $10 million or more in 1976. Thus, from

]Donald E. Hirsch, "Cooperatives Directly Export $2 Billion in
Farm Products,”" Farmer Cooperatives, May 1978, p. 8.
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the perspective of cooperative experience in direct exporting, it can be
concluded that a substantial proportion of the total 1976 coopgrative
direct exporting experience was considered in this study.

Another important criterion for the evaluation of potential for
cooperative export marketing coordination is interest in and potential
for exporting among cooperatives. The terms of the agreement under
which this research was conducted specified that, ". . . CMPD will make
available information on . . . potential for exports by farmer coopera-
tives."] As such information was not supplied, the researcher was forced
to seek to identify potential and interest in the course of the interview
process. The major handicaps imposed by this approach are that potential
and interest could neither be used in identification of interview sub-
jects, nor evaluated for those cooperatives which were not interviewed
or studied through secondary sources. With these constraints presented
as caveats to evaluators of the overall study results, we proceed to

briefly consider additional research on cooperatives and international

trade as it relates to this project.

3.4 O0Other Related Research

The discussion above has focused upon descriptive studies of the
role of U.S. farmer cooperatives in international trade. It is useful
to survey other past and on-going research which is directly related to
this project. Because of the breadth of the topic under study, much

relevant research will be cited throughout the text. The primary

]Research Agreement: ESCS/DAC/CMPD and Department of Agricultural
Economics, Michigan State University, p. 3.
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emphasis in this section is on work directed specifically at increasing

the role of cooperatives as exporters.

Improving the Export Capability of Grain Cooperatives by Thurston,

Phillips, Haskell and Volkin is the principal work which explicitly
seeks to identify opportunities for increased exporting by cooperatives.
The report surveys markets for wheat, feed grains and soybeans. It
suggests that barriers to increasing cooperative market share at the
expense of the major grain exporters include: diversification of the
major exporters, their multinational character and ability to procure
grain from multiple sources, cross-subsidization among products and
operations by the grain companies, their worldwide market intelligence
systems, and the fact that all are closely held corporations which are
not required to disclose information about their operations.

Thurston, et al., made recommendations in four areas: sales
strategy, organizational structure, facilities and transportation, and
commitment and financing. They proposed a single federated grain export

cooperative which would emphasize personalized service, high product

quality and uniform and efficient loading. They further suggested
increased flexibility in delivery terms and strengthened sales to foreign
cooperatives,

In order to achieve these goals, emphasis was placed upon increased
market intelligence and economic analysis capabilities, added port facil-
ities and improving product commitment through the establishment of
a seasonal export pool.

Other research currently in progress is also relevant to the

evaluation of increased export opportunities for farmer cooperatives.
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A study being conducted by Knutson, Cook and Sporleder of Texas A&M
University examines the potential benefits of international coordination
among cooperatives in the world grain trade.] That study has included
interviews with cooperative leaders around the world. It evaluates the
possibilities for International Trade Agreements, International Marketing
Agencies in Common and Multinational Cooperative Enterprises. These
options are being evaluated in terms of their ability to enhance pricing
and operational efficiency, assure market supplies and outlets, and
enhance grain prices.

Another research project being conducted by Hirsch of CMPD examines
the potential for cooperative involvement in ocean freight chartering.

These are the primary studies which deal directly with the role of

cooperatives in international trade. Other literature deals specifically

with the mechanics of exporting3 and such topics as: the functioning of

]Knutson, Cook and Sporleder, 1978.

%Wirsch, forthcoming.

3Dona]d E. Hirsch, Export Techniques of Grain Cooperatives (FCS
Information 104; Washington, D.C.: USDA, 1976); Claude M. Jonnard,
Exporter's Financial and Marketing Handbook (Park Ridge, New Jersey:
Noyes Data Corp., 1973); Richard Posthumus, George Stachwick, Donald
Ricks, Glynn McBride and Vernon Sorenson, How to Develop Export Markets
for U.S. Foods and Agricultural Products (East Lansing: Marketing
Program, Cooperative Extension Service, Michigan State University,
1973); Daleen Richmond, "Mechanics of Export Commodity Marketing: A
Study of Produce, Processed Product, Hide and Grain Exporters'
Marketing Channels and Practices" (M.S. thesis, Cornell University,
1977); Small Business Administration, Export Marketing for Smaller
Firms, third edition (Washington, D.C.: Government Printing Office,
1971); and U.S. Department of Commerce, A Basic Guide to Exporting
(Washington, D.C.: Government Printing Office, 1979).
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the grain industry,] multinational enterprise in international markets,

and food markets and marketing in various countries.
Conspicuous by its apparent absence is literature which specifically

evaluates the potential for functional coordination in export marketing.
It is the motivating premise of this research that such an analysis can

provide useful information for the further development of cooperative

exports.

]Richard E. Caves, "Organization, Scale and Performance of the
Grain Trade," Food Research Institute Studies 16 (1977-1978);
Richard G. Heifner, James L. Driscoll, John W. Helmuth, Mack N. Leath,
Floyd F. Niernberger and Bruce H. Wright, The U.S. Cash Grain Trade
in 1974: Participants, Transactions and Information Sources (Agricul-

tural Economics Report 386; Washington, D.C.: USDA/ERS, 1977);
Monte E. Juillerat and Paul L. Farris, Grain Export Industry Organization

and Facilities in the United States (Research Progress Report 390;
Purdue University Agricultural Experiment Station, 1971);

Lafayette:
and Morgan, 1979.

2Thomas Horst, At Home Abroad: A Study of the Domestic and Foreign
Operations of the American Food-Processing Industry (Cambridge, Massachu-

setts: Ballenger Publishing Co., 1974).

3A few examples are: Neil Lawrance, Scandinavian Markets for Fresh
USDA/FAS, 1978);

and Processed Fruits and Vegetables (Washington, D.C.:
Norris T. Pritchard, W. Scott Steele, and William P. Huth, Food Marketing
Developments, Prospects for 1980; Significance for U.S.

in West Germany:

Exports (Foreign Agricultural Economic Report 76; Washington, D.C.:

USDA/ERS-FAS, 1972); and Donald J. Ricks, "Overview of the European

Blueberry Market Potential" (Agricultural Economics Staff Paper 75-8;
Michigan State University, 1975).

East Lansing:






CHAPTER 1V

EXPORT COORDINATION: A FRAMEWORK
FOR ANALYSIS

Export coordination is the process by which individual firms or
market participants combine to perform, or contract for, certain
functions in the export process. This chapter examines conceptual
issues related to: types of coordination of export marketing activities

which may be undertaken; the environment within which export coordination
potential must be evaluated; and functional components of the export
marketing process in which coordination opportunities may exist. The
framework developed here provides the background for an economic analysis
of functional components of the export marketing process in Chapter V.
The export coordination potential of cooperatives must be examined
within the larger context of the entire market opportunity set facing
the cooperative manager and indirectly, the farmer. Two key issues are:
1. the manner in which the potential benefits from sales in
foreign markets can serve to complement sales to domestic
customers, and
2. how export coordination by cooperatives can serve to enhance
that complementarity.
The development of this framework is aimed at providing the tools
for analysis of these issues. It is also directed at facilitating
evaluation of the potential of alternative organizational arrangements

for export coordination.
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This research focuses upon evaluation of coordination potential
among cooperative exporters as an alternative to analysis of potential
commodity combinations in exporting. This approach permits direct
analysis of the component functions of the export marketing process and
opportunities for advantageous collaboration in the performance of those

functions. As a result, indicative conclusions can be derived which

will be of value to exporters of a wide range of commodities. It is
through the identification of similarities in interest and requirements,
as well as potential economies of coordination, that individual coopera-
tives can begin to examine opportunities for specific collaborative
undertakings in export marketing. The range of options which can be

considered is underscored by considering different types of coordination.

4.1 Types of Export Coordination

Four types of export coordination can be considered by cooperatives:
horizontal, vertical, product extension and conglomerate.

1. Horizontal coordination involves emphasis on control or
combination of a larger portion of the total supply of a
given commodity or product.

2. Vertical coordination involves synchronization of successive
steps of the functional marketing process.

3. Product extension involves combination of a range of comple-

mentary commodities.

4, Conglomerate coordination is based on factors flowing from

size, name recognition, internal availability of funds, etc.
A distinction among types of coordination is useful in evaluating

the prospects for both coordination of export marketing activities in
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Similarities

general and more specific organizational arrangements.
and differences in participant objectives and performance criteria will

influence the types of coordination which can be profitably undertaken
An organization attempting to

by any group of cooperative exporters.
draw together a larger share of total corn exports (horizontal coordina-

tion) could be expected to face somewhat different opportunities and
constraints than a similar organization which combined corn and other

bulk grains (product extension) or bulk grains and tart cherries (con-
It is in recognition of these differences that a distinction

glomerate).

among types of coordination is made.

4.2 Bases for Export Coordination
In addition to recognizing the types of coordination which can be

undertaken, it is useful to acknowledge that different rationales can
exist for the development of coordinated marketing arrangements. For
purposes of classification, three bases for export coordination may be
considered: functional, supply related and demand related.
1. Functional bases for coordination arise from similarity or
complementarity in the requirements for marketing different
This may include such factors as the ability to

products.
employ specialized personnel if a large enough sales volume
Also, there may be

is achieved through export coordination.
advantages to size in terms of the ability to contract for
services and influence their quality and price. Where trans-
portation shortages arise, for example, a large regular

customer may receive higher priority than a smaller or
However, even where a cooperative may be

irregular shipper.
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Jarge enough to market efficiently in domestic markets, its
export volume may be small enough to warrant collaboration
with others in the performance of specialized export marketing
functions.

2. Supply related bases for coordination may result from: the

production of different productsin the same region; the

nature of the production process and presence of joint products;

the staggering of the production cycle in different geographic
regions such that personnel, facilities and contacts could be
better used, and markets more fully served, through coordination;
or similarities in necessary handling and/or processing facilities
which may be conducive to coordination.

3. Demand related coordination potential develops from similarities

in destinations and buyers, or complementarity of products.
Where foreign buyers or distributors are the same for a number

of products, coordination on the supply side may result in

economies for all involved in terms of the costs of business 1
transactions. The ability to decrease the number of contacts
which a foreign buyer must make in order to supply a broad
range of needs as well as other reductions in transactions
costs to buyers resulting from coordination among sellers may
serve as an incentive to increased overall purchase volumes.

4.3 Factors Influencing Coordination
Opportunities and Desirability

Having established that there can be different types of coordina-

tion and different bases for the development of collaborative arrangements,
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it is necessary to evaluate the reasons for even considering the possi-
bility of coordination of export marketing activities among cooperatives.
If cooperatives functioned in a world conforming to the assumptions
of the perfectly competitive economic model, the "invisible hand" of
the market mechanism could be counted on to perform the coordination
function. In such a world, perfect knowledge, perfect information
flows, and the absence of transportation costs or other transaction
costs would permit buyers to select from alternative sources of
supply, solely on the basis of price. For the individual firm, demand
could be expected to be infinitely elastic. Furthermore, under assump-
tions of free trade, this scenario would be expected to hold true for
exchange among countries as well as within countries. When transporta-
tion costs are admitted, ceteris paribus, the theory suggests that they
alone will determine price differences between producing and consuming
regions. This line of logic leads to the eventual conclusion that under
free trade, resources will be optimally allocated in the world's pro-
ducing and consuming regions automatically. Insuch a world, many
“marketing" functions would be unnecessary. An individual firm could
concentrate on maximizing profit by equating marginal production cost
with a price dictated by "the market."

In the real world, individual transactions occur in an environment
which is much more complex. Domestic and international markets .are
characterized by imperfect information flows and high transaction costs

which give rise to considerable risk and uncertainty. Product differentia-
tion, bounded rationality, variations in market structure and the distri-

bution of power among market participants all influence the opportunity
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sets of individual handlers of agricultural commodities. As a result,
individual firms operate in markets which are less than perfectly
competitive. Firms face demand that is less than perfectly elastic;
and international trade is not "free." These factors all contribute to

the importance of the coordination issue.

4.3.1 Bounded Rationality

For the cooperative attempting to increase returns to its members,
it is important to develop some understanding of constraints on its own
behavior and that of potential customers. Economic theory indicates
that buyers, being rational, will choose among alternative sources of
supply on the basis of price in order to maximize profits and satisfac-
tion. However, as Simon and others have pointed out, objectives are
more diverse than profit maximization and, in any event, rationality is
bounded by a number of factors which oblige satisficing behavior when
individuals "do not have the wits to maximize.“] Simon suggests that

rationality is bounded by at least three limits:

1) the skills, habits and reflexes of the individual market

participant,
2) values and the individual's conception of purpose, and
3) the extent of knowledge which an individual can accumulate

and apply, both technical knowledge for decision making

(e.g., knowing how to charter ocean freight) and the informa-

tion required to make a decision appropriate to a given

- —— i

situation (e.g., knowing when to charter ocean freight).2

]Herbert A. Simon, Administrative Behavior (second edition;
New York: The Free Press, 1957), p. XXIV.

21bid., pp. 40-41.
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Such bounds must be recognized by both management of cooperatives
in the pursuit of their own marketing goals and economic analysts
seeking to provide useful policy prescriptions. The potential for
cooperatives to loosen the constraint of the above bounds on their
performance through the coordination of export activities is of par-

ticular interest in this study.

4.3.2 Market Power

An additional factor which may influence the competitive position
of individual cooperatives in exporting is "market power." The impor-
tance of market power to cooperatives is nothing new. The justification
for the Capper-Volstead Act is rooted in the belief that individual pro-
ducers should be permitted to join together for purposes of counter-
vailing market power of buyers, input suppliers and others. More
recently, some cooperatives have come under attack for allegedly
wielding too much market power.]

Economic theory posits different decision criteria for production
and pricing decisions by firms with varying degrees of market power.

The theory of the firm under perfect competition, monopolistic competi-
tion, oligopoly and monopoly is the subject of an immense literature
which need not be repeated here. For this analysis it is more important
to recognize the potential effects of market power and some of its

sources.

]Federal Trade Commission Staff Report on Agricultural Cooperatives
(Washington: Government Printing Office, 1975); Complaint, In the
Matter of Sunkist Growers, Inc., Docket No. 9100, Federal Trade
Commission, May 31, 1977; "The Billion Dollar Farm Co-ops Nobody Knows,"
Business Week, February 7, 1977.
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One rationale for coordination among market participants is as a
means to countervail market power. In exporting, market power takes a
number of forms. Cooperatives compete with huge multi-national firms
with the ability to originate products from multiple sources and with
substantial investments in the means to sell those products and deliver
them to their destinations. These firms may have the financial resources
necessary to outspend and out lose any competitor if such action is
necessary in order to maintain an important market share. Cooperatives
also compete with state trading companies or sell to state procurement
agencies, some of which are insulated from market forces when making
pricing or procurement decisions.

Market power may arise from a number of sources. Economies of
size and scale may serve as effective entry barriers to additional com-
petitors, as in the development of worldwide market intelligence net-
works. Control of scarce resources, whether capital, facilities or
product related may give rise to market power. Control of technology
as through patent-protected innovations, may yield advantages of market
power. Government policies such as those related to import or export
licensing or the establishment of tariff or nontariff barriers can
confer benefits and power to individual market participants. Finally,
random events, including natural disasters, strikes, wars, etc., may

confer power on firms and individuals.

As a means to countervail market power in procurement, supply-side
coordination presents the opportunity to improve bargaining effective-

ness of individual suppliers. While economic theory posits that surpluses
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can be extracted by the possessor of one-sided market power, theoretical
solutions to cases of bilateral market power are indeterminate.]
Where market power is concentrated among a few suppliers, coordina-
tion of activities among smaller suppliers may increase the competitive
position of the latter and improve overall competition in a market.
Malmgrem looks at this issue from the basic question, "Why do
multi-person, multi-process firms exist in a competitive economy?"2 He
points out that while transactions between firms reflect activities of
the market, within firms, the entrepreneur performs planning and
coordinating functions. If the market operated in a "perfect" sense,
there would be no reason for individuals to tie themselves together in
firms through long-term contracts. Rather, Adams Smith's "higgling and
haggling" could be used daily to arrange for performance of the tasks
essential to production of the firm's output. Thus, firms exist in part

because of transactions costs inherent in using the price mechanism.

By the same logic, firms may find it advantageous to coordinate
their activities. The traditional explanation for coordination or
integration of activities has been the existence of technological
economies of size or scale and/or changes in market size which result

in larger optimum firm size and combination of enterprises. Marion

]For discussion of the indeterminacy of solutions to bilateral
market power see Walter Nicholson, Microeconomic Theory: Basic Prin-
ciples and Extension (Hinsdale, I1linois: The Dryden Press, 1972),
p. 360; W.J. Baumol, Economic Theory and Operations Analysis (third
edition; Englewood Cliffs: Prentice-Hall, Inc., 1972), pp. 349-351.

2H.B. Maimgrem, "Information, Expectations and the Theory of the
Firm," Quarterly Journal of Economics, 75 (August 1961), p. 399.
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calls this the "technological determinism conceptual framework." It

views intra-firm economics as the key to vertical organization and

coordination.]

A second set of perspectives for understanding coordination, which
Marion calls a "behavioral conceptual framework," places considerable
emphasis on the problems of inter-firm relationships in the functioning
of a system.2 Williamson, for example, argues that the substitution of
internal organization for market exchange is often attractive less
because of technological economies associated with production than
because of "transactional failures" which affect the responsiveness of
market operations for intermediate goods.3 He states that through sub-
stitution of internal organization for the market mechanism, the sensi-
tivity of incentive and control systems can be increased, information
economies can be achieved and inherent structural advantages realized.
In evaluating coordination potential in export marketing, both "tech-
nological" and "behavioral" views are important.

Analysis of the export process necessitates identification of its
component functions and costs associated with them. Furthermore, the
potential impacts of size and sales volume on the costs and performance
quality of individual export functions must be evaluated. While tech-

nological factors will be important in this evaluation, reflection upon

]Bruce W. Marion, "Vertical Coordination and Exchange Arrangements:

Concepts and Hypotheses,” in Coordination and Exchange in Agricultural
Subsectors, Marion, editor (North Central Regional Research Publication 228,

Madison: University of Wisconsin, 1976), pp. 185-186.
2

Ibid.

3011ver E. Williamson, "The Vertical Integration of Production:
Market Failure Considerations," American Economic Review (May 1971)
and Idem., Markets and Hierarchies: Analysis and Antitrust Implications
(New York: The Freedom Press, 1975).

i e
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individual functions as part of an interdependent system will help to
underscore the importance of "transactional failures" and other behavioral
considerations. Performance of one function at the lowest possible cost

becomes less important if costs and risks associated with another function

are increased in the process.

4.4 The Costs of Exporting

In evaluating the economics of the export process and potential
advantages to coordination of export marketing activities, it is useful
to have a conceptual view of the costs involved.

Development of an understanding of the costs of exporting is a
rather complex process. Seemingly straightforward accounting practices
often mask the somewhat arbitrary manner in which decisions in the
allocation of fixed costs, valuation of inventories and a range of other
factors must be made.

In analyzing costs, the distinction between fixed and variable
costs is useful. Fixed costs, often described as "overhead" costs,
include such factors as physical facilities, maintenance and management
costs which remain constant over a certain range regardless of the
volume handled. Variable costs, including those associated with inputs,

some labor expenses and sales costs, vary directly with the level of

volume.

4.4.1 Technical and Non-Technical Cost Elements

The determination of costs is influenced by both technical and

non-technical elements. Technical cost elements may be examined from

somewhat of an engineering perspective. These involve valuation of the

factors involved in a physical input-output relationship. Non-technical
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cost elements, sometimes referred to as "pecuniary factors," are less
influenced by physical resource use or conservation. These are more
responsive to risks and power relationships in the market place.

The cost of performing an individual export related functions,
transportation, for example, would begin with the technical costs
associated with moving a shipment between two points. Additionally,
fees and commissions paid to those handling various arrangements for
services, as well as costs of the shipper's own staff resources involved
in arranging or performing services, would be included. To these would
be added such non-technical cost elements as a risk premium to cover the
cost of correcting problems if services were not performed satisfactorily
and a factor reflecting market power and bargaining advantages which
could influence costs.

The distinction between technical and non-technical cost elements
is sometimes clouded by their interaction in a given situation. For
example, the ability of a large marketer to obtain lower prices than
his competitors from service suppliers may reflect both lower technical
costs associated with the provision of large volumes of service and
non-technical factors relating to the importance of the marketer as a
major customer of the service suppliers. These may permit the marketer
to obtain price reductions which exceed the value of decreased tech-
nical costs.

The interests of the current research include the identification of
both technical and non-technical elements of export marketing costs.
These form the background for analysis of the potential for development
of scale or size economies in the exporting marketing process through

the coordination of export activities by farmer cooperatives.
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4.4.2 Economies of Size or Scale

A large body of Titerature on the theory of scale or size economies
exists, although empirical analyses of such economies in export marketing
are rare. The subject under study essentially involves the production
of export marketing services and much of the analysis of economies of
scale in the production of physical output can be used as a theoretical
base. In general, the potential for development of economies of scale
or size in production are considered to arise from:

1) specialization benefits,

2) economies of massed reserves, and

3) physical economics generated by size in plant and equipment.]

In addition, economies associated with market power must be recognized.

Specialization, or the "division of labor" as Adam Smith said,

"...occasions, in every act, a proportionable increase of the productive

2 Smith attributed this to

powers of labour."
...the increase of dexterity in every particular workman; ...the
saving of the time which is commonly lost in passing from one
species of work to another; and lastly, to the invention of a
great number of machines which facilitate and abridge labour and
enable one man to do the work of many.3

In evaluating export marketing functions, it is useful to identify

the existence of economics achievable through specialization and some

]F.M. Scherer, Industrial Market Structure and Economic Performance
(Chicago: Rand McNally & Co., 1970), pp. 72-103.

2Adam Smith, The Wealth of Nations (New York: The Modern Library, ]
Random House, 1937), p. 5.

3

Ibid., p. 7.
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opportunities for cooperative exporters to gain access to them through
coordinated marketing activities.

"Economies of massed reserves" are presented by E.A.G. Robinson
as the advantages of a large organization in being able to manage the
risk of breakdown of plant or demand peaks through inventories or
reserve equipment with a "less proportionate reserve of machinery or
of stocks to meet possible emergencies" than required for a small firm.

The third source of scale economies, technological advantages of
size is discussed by Scherer, who notes that in processing industries,
engineers generally consider that up to a certain point doubling of
plant output will require only a two-thirds increase in materials and
fabrication effort.2 This latter point is of interest in the current
study in that export markets offer one option for the sale of additional
production which may result from the development of scale economies in
production and processing of agricultural products.

The above sources of scale economies could all be classified as
related to technical cost elements. They all imply an allocation of
resources such that physical output from a given level of inputs is
increased so that cost per unit of output decreases. Other, non-technical
cost elements, such as market power, discussed above, also influence the
potential for achievement of scale or size economies.

Another major concern in evaluating the costs of exporting is the

potential for development of diseconomies of size or scale. This may

_ ]E.A.G. Robinson, The Structure of Competitive Industry (Chicago:
University of Chicago Press, 1958), pp. 26-27.

2Scherer, p. 73.
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occur when any potential coordinational advantages resulting from
specialization and other factors are outweighed by increased costs of
coordination and management. Such factors must also be considered in
the evaluation of potential economic advantages to collaboration in

performing the functions which make up the export process.

4.5 Component Functions of the Export Process

Essential to evaluation of the economic potential for coordination
of export marketing activities of cooperatives is a view of the export
process. In developing a view of the functional requirements of export
marketing it is important to recognize that, to a large extent, domestic
and international marketing are similar. The provision of a physical
product to consumers in a form wanted and at the time and place desired

remains essential to a workable marketing system. Kohls' view of a

market involving groups of exchange, physical and facilitating functions

can be applied to domestic and export marketing.] There are, however,
differences in the component activities of those functions as well as
differences in market participants and preferences and the way informa-
tion, goods and payment are transferred.

The export process can be described as involving nine component

functions:

1. procurement

2. processing
3. transportation and physical distribution

4. market information

TRichard L. Kohls and Joseph N. Uhl, Marketing of Agricultural
srogzcts (fifth edition; New York: Macmillan Publishing Co., 1980),

S AI
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sales
financial
documentation

risk management

© © N o O

regulatory

The activities making up each function vary somewhat according to the
participants in trade, the commodities traded and the form in which they
are traded. Nonetheless, these nine functions are generally components
of the export process. They will form the basis for evaluation of the
economics of the export process in Chapter V. The central issues to

be considered with respect to each function are listed in Figure 4.1.

4.6 Selection of a “Functional

Approach"

Prior to the adoption of a "functional" approach to analysis of

the potential for cooperatives to benefit from coordinated export mar-
keting activities, significant attention was devoted to consideration
of an alternative "matrix" approach to the problem. The "functional"
approach adopted emphasizes the identification and evaluation of oppor-
tunities for coordination of activities required for the performance of
individual export marketing functions. The "matrix" approach would
focus on commodity-related attributes affecting export marketing require-
ments which would be conducive to collaboration among exporters. The
objective of such an approach would be the ranking of various groups of
commodities according to the opportunities and possibilities for joint
exporting.

The simplicity of a research product which would permit the identifi-

cation of export coordination opportunities solely upon the basis of the
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commodity attributes makes a "matrix" approach intuitively appealing.

Unfortunately, the complexity of the issues involved is not conducive

to such a mode of analysis. It is not sufficient to note that a single
exporter has diversified its product Tine to combine food and feed
grains with salt. Neither is it particularly useful to attempt to
develop organizational principles based on the observation that producers
of citrus and automobiles have coordinated certain international trade-
related activities. In each case mentioned, analysis of the economics
of export functions, particularly transportation, can, in fact, provide
some insights into the process of development of opportunities for
successful coordination.

In adopting the "functional" approach, it was decided that evaluation
of economic issues related to the performance of the component functions
of the export process could be useful to a wide range of cooperative
exporters handling diverse product lines and with significantly different
export marketing volumes and objectives. Furthermore, it was felt that

such an approach could make use of the considerable experience which

cooperatives already have in export marketing, and recognize the essen-
tial role that individual cooperative managers and other personnel have

played in the acquisition of that experience.

4.7 Summary
Export coordination is the process by which individual firms or

market participants combine to perform, or contract for, certain
functions in the export process.
A distinction among four types of coordination: horizontal,

vertical, product extension, and conglomerate, is useful in evaluating
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the prospects for coordination of export marketing activities in general
and more specific organizational arrangements. Coordination may be
based on functional, supply related, and/or demand related factors.

Deviations of real world circumstances from the functioning of the
perfectly competitive economic model make consideration of coordination
opportunities and desirability important. Economies of size and scale,
bounded rationality, and variations in market structure and the power
of market participants all contribute to the significance of coordination
as a mechanism to influence the efficiency and competitive positions of
cooperative exporters.

A functional approach to analysis of component functions of the
export process is proposed as a vehicle for examination of the above

factors. This is the subject of the following chapter.







CHAPTER V

FUNCTIONAL COMPONENTS OF THE EXPORT PROCESS:
AN ECONOMIC ANALYSIS

The conceptual issues discussed in the last chapter provide useful
guidelines for evaluating the economics of the export process. Such an
analysis will contribute to understanding the potential for cooperatives
to benefit from coordinated export marketing activities. This chapter
draws upon data collected in the interview process, as well as secondary
source materials, to consider economic and related factors significant

to each of the functions which must be performed in export marketing.

While the intent is not to provide a functional exposition on the
mechanics of exporting, an attempt has been made to include sufficient
descriptive material and references to permit the non-specialist to

understand the issues involved. Where possible, the potential for

achievement of economies of size or scale in the performance of individual
functions is evaluated, as are issues related to coordination opportunities.
Although analysis is facilitated by treatment of individual functions
separately, it is essential to recognize that as components of a process,

considerable interdependence among functions exists.

5.1 Procurement
Procurement is the process by which the right to sell a commodity
is obtained and the physical product is assembled. While procurement

for export and domestic sales sometimes involves different grades of
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product and separate arrangements, the mechanics of the procurement
function for a given commodity are quite similar, regardless of the
ultimate destination involved.

There are three central concerns relative to procurement for
export: 1) arrangements for product procurement, i.e., whether the
cooperative is the exclusive marketing agent for its members, has annual
commitment contracts or must bid for its members' production; 2) the
basis for allocation of available supplies among domestic and foreign
customers and potential customers; and 3) the basis- for transfer pricing

among domestic and export marketing programs.

5.1.1 Product Commitment

Arrangements for product procurement are crucial to a cooperative's
ability to plan investment in market development and to make forward
sales. A large number of cooperatives handling fruits, nuts and vegetables,
serve as the exclusive marketing agents for their members. As such, they
are responsible for the sale of all of their members' production and

must concern themselves with the average overall return on the members'

1

total production.’ This serves as an incentive to market diversification,

as well as product differentiation and new product development.
A diverse set of market outlets offers the potential for decreased
variability in the total demand for a commodity. The development of

export markets is one means to accomplish such diversification.

For a discussion of exclusive marketing arrangements in a general
context, see James D. Shaffer and Randall E. Torgerson, "Exclusive
Agency Bargaining" in Marketing Alternatives for Agriculture (Ithaca:

New York State College of Agriculture and Life Sciences, Cornell
University, 1976).







I e o

78

The importance of a marketing strategy which emphasizes maximization
of the average return to total production is often overlooked by pro-
ducers. Cooperatives must often compete with private handlers who are
able to pay a price higher than the average return earned by the coopera-
tive, but who only purchase a fraction of the farmers' total production.
Membership agreements which commit producers to sell all of their output
through their cooperatives decrease the cooperative marketer's uncer-
tainty as to what he must sell. This also permits the cooperative to
make the sales and capital commitments necessary to maximize the average
return to the growers total production.

In conjunction with membership agreements, many cooperatives use
pooling as a mechanism to combine the non-priced volumes of many pro-
ducers under a specialized marketing staff. Each producer then receives
the average price received by the pool for the quantity of each specified

quality that he delivers.

Pools vary in the manner in which they differentiate among product
uses and destinations, as well as their procedures for allocation of
overhead costs.] In some cases, pools for exported products have been
separated from those sold in domestic markets. Where the quantity of
production sold in export markets affects the amount available domes-
tically, it may also affect the domestic price. In recognition of this
interdependence, some cooperatives do not distinguish between returns

in export and domestic sales.

]For a discussion of pooling and case studies in its effectiveness
see: T.M. Hammonds, Cooperative Market Pooling (Circular of Information
657; Corvallis: Oregon State University Agricultural Experiment
Station, 1976).
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While pooling and exclusive marketing agreements are quite common
in the procurement of fruits, nuts, vegetables, cotton and rice, cash
markets prevail for wheat, feed grains and oilseeds.

Several grain cooperatives have attempted to operate pools.
Far-Mar-Co, for example, has developed Promark, a wheat pooling program
which it hopes will provide an advantage in marketing. However, as
Gordon Leith of Far-Mar-Co's parent Farmland Industries notes, a pool
"Tocks in" the commodity supply to the cooperative, but it still has
to be so]d.] Procurement is only one part of the marketing process
which Teads to sales in domestic and foreign markets.

In the absence of an exclusive marketing agreement with members or
some sort of product commitment, cooperatives are forced to either pur-
chase the commodity prior to resale or speculate on their ability to

place a hedge and purchase later. Farmer's Export Company (FEC), an

interregional grain exporting cooperative, operates without formal
commitment from its members to provide it with grain for sale. When it
finds the opportunity for an export sale, it can provide its members
with the first opportunity to meet sales commitment for grain or oil-
seeds, but that failing, FEC must go to non-members in order to satisfy
its sales obligations. While the percentage of member product sold by
FEC has been on the increase, accounting for 70 percent in 1978, the
ability to plan sales is constrained by knowledge of availability of

product. James Layton, FEC president, continually stresses the importance

]Interview with Gordon Leith, Corporate Vice President, Farmland
Industries, April 27, 1979.
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of a marketing strategy based upon maximizing average prices of total
production and "offering a continuous supply of quality grains" as
major steps in export market deve]opment.] These goals might be

facilitated through firmer membership agreements.

5.1.2 Product Allocation

The second major concern in procurement is the basis for allocation
of available supplies among domestic and foreign customers,” In periods
of above average production, producers and their cooperatives are con-
cerned primarily with finding buyers for their output. For periods of
shorter supply, contingency plans for procurement and allocation must be
considered.

These plans will determine whether export marketing is to be
approached as 1) a market development activity, or 2) an outlet for
sporadic sales of surpluses. While the latter approach has often been
the norm for U,S. producers, increasing international competition, as
well as awareness of the potential impacts of surplus disposal on foreign
producers, make reliance on such a strategy increasingly tenuous.

Many cooperatives continue to treat export markets as an outlet for
sporadic sales. Poultry exports are treated as such in part because of

the difficulty of competing with subsidized European exports.3 Export

marketing for many fruits and nuts began on a sporadic sales basis, but

]Quoted by Alan Krob, "Grain Importers Seek Steady Prices, Supplies,"
Farmland News, February 15, 1979.

2With some commodities, grade and size demands of domestic and export
markets are complementary, so that allocation is concerned with joint
products, This section refers to cases where a given commodity can be
processed for sale in either domestic or export markets.

3Wa]do W. Rowan, "EC Poultry and Egg Policies Hamper U.S. Trade with
EC-9" Foreign Agriculture, Supplement, April 17, 1978.
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has since been transformed into full scale market development activities.
In the case of almonds, exclusive agency arrangements, combined with
expectations of major production increases, have provided the impetus
for major initiatives in development of both new products and broadened
export markets.]

This research emphasizes exporting as a market development
activity. Stochastic factors in the production process will always
result in some variability in supplies to both export and domestic
markets. Storage provisions under some marketing orders, such as those
for almonds and raisins, are one mechanism for stabilizing supply over
time in a manner consistent with market deve]opment.2 Where storage is
not possible, a critical issue is whether the burden of adjustment to
supply fluctuations will be shared among markets or allocated entirely
to export markets., If investment in export market development is to be
an economically feasible proposition, then some provision for procurement
must be made.

Cooperative exporters handle this situation in four different ways:
1) they sign annual membership agreements and establish allocation rules
among markets; 2) they take member production, but arrange for additional
non-member sources of product when required to satisfy demand; 3) they
sign marketing agreements to sell specified quantities of non-member

production during the marketing year; or 4) they ignore procurement and

1Interview with Jack Axer, California Almond Growers Exchange,
August 9, 1979.

2For discussion, see: National Commission on Food Marketing,
Organization and Competition in the Fruit and Vegetable Industry
(Technical Study No. 4; Washington, D.C.: Government Printing Office,
1966), pp. 307-312.
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allocation issues and complain about the costs of exporting and their
inability to capture returns sufficient to pay for any investments made
in foreign promotion.

Each of the above approaches has some advantages and disadvantages
and the managers adopting them often face different constraints in terms
of member priorities and market opportunities. In evaluating the poten-
tial for coordination of export activities, product procurement related

factors merit consideration.

5.1.3 Transfer Pricing

While the procurement function is similar whether the ultimate con-
sumer is domestic or foreign, it is useful to recognize a distinction
between procurement for the cooperative in general and procurement for
export sales. A final procurement issue to be considered is internal
transfer pricing for domestic and export sales.

As cooperatives get larger and involved in more diverse activities,

they often develop a multidivisional structure with individual divisions

treated as profit centers. This offers certain advantages in facilitating |
evaluation of the performance of individual activities and perhaps
deciding whether some activities can best be handled outside of the
organization.
At the same time, the divisional quest for "margins" or profit
offers potential interference with the ultimate organizational goal of
maximizing the average return to the producer. Export activities are
particularly vulnerable in this respect. A basic concern is the proce-

dure for evaluating the profitability of an export marketing division.
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Where export market development amounts to market segmentation, economic
theory tells us that total revenue can be maximized through price dis-
crimination. If this is the goal, then evaluation of export market
profitabi]ity on its own may be misleading in terms of the contribution
of exports to overall profitability. Furthermore, the profit center
concept may lead to performance which is contrary to the overall
organizational objectives if profits built into each stage of the pro-
curement process combined with requirements for profitability in the
export division, detract from the competitive position of the product.
This is not to say that exports need not be profitable. Rather, it is
an observation that evaluations of divisional performance must go beyond
simple comparison of "bottom lines" to consider the impact of divisional

strategies on overall organizational performance.

5.1,4 Economies of Size in Procurement

While there may be some size advantages in terms of potential to
employ specialized field representatives for procurement, and the ability
to spread the fixed costs of contract development, or systems for
analysis of inventory, etc., these factors are not unique to procurement
for export sales.

For the current research, the interest in size advantages concerns
potential economies which might arise from multicommodity coordination.
In the case of procurement, there might be some advantages to coordina-
tion where the sets of producers of multiple commodities intersect sub-
stantially. Given the nature of specialization in U.S. agriculture, such
overlap would be expected to relate to limited groups of commodities,

such as corn and soybeans or apples and pears. The advantage to coordina-

tion would appear greater in procurement for both domestic and export
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markets of the same products, as is currently done by many local and
regional cooperatives, rather than to farm level procurement of a wide
range of commodities for export. An examination of the former set of

economies is obviously beyond the scope of the current research.

5.1.5 Summary
The procurement function is important to the evaluation of poten-

tial for cooperative export coordination in three major respects. First,
the degree of member product commitment to cooperatives varies con-
siderably. The marketing task of cooperatives which are the exclusive
agent for their members' products differs from those which are but one
alternative outlet for their members. Fruits, nuts, vegetables, poultry,
and dairy products fall into the former category, while grains and oilseeds
generally fall into the latter group.

Secondly, the basis for allocation of available supplies among
domestic and export markets permits c]assifiéation of cooperatives as
exporters interested in market development or sporadic sales. This

distinction is useful in identifying the potential for investment in

export market development as well as any commonality of interest or

marketing orientation which would be conducive to coordination of export
marketing activity.

Finally, transfer pricing strategies can be critical factors in
influencing the success or failure of any attempt at coordination of
exports which requires procurement of products from a number of coopera-
tives. Such strategies must be evaluated in the development of perfor-

mance criteria for any collaborative effort.
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5.2 Processing

The processing function contributes to product form, and thus
modifies product utility. Processing affects the ultimate salability
of a product as well as flexibility among market outlets.

“Processing" is a term of broad meaning, and the processing
function differs markedly among cdmmodities. For grains and oilseeds,
processing begins with cleaning, grading and blending and eventually
leads to milling or crushing and transformation into a broad range of
products. For fruits and vegetables, processing may include washing,
grading, sizing and packing, but little more; or, it may involve canning,
freezing, drying or use as an ingredient in some other product.

In the current research, interest in the processing function centers
on its influence upon the ability of cooperatives to export profitably
and the potential economies which might be obtainable through collabora-
tive effort among cooperatives handling diverse commodities. The
analysis which follows considers: 1) complementary processing facilities
requirements as they relate to export; 2) processing as a/means for pro-

duct standardization and/or differentiation; and 3) tastes and regulations

which influence processing requirements for different commodities in

individual foreign markets.

5.2.1 Complementarity in Facilities Requirements

Special processing facilities requirements for export range from
port elevation for grains and oilseeds to foreign government inspected
fumigation rooms for fresh fruit exports to specific markets. Processing

for export does not always require special facilities, however.
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A distinction can be made among commodities based upon complementarity
of need for processing facilities. Grains and soybeans, which are a sub-
set of the bulk commodities group, can all be handled through similar
port elevation facilities. While these commodities can be physically
Toaded and unloaded without elevation, there are substantial economies,
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