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Re<;ent changes in food distribution patterns
by J.G. Abbott 

■Chief, Marketing Branch,
Economic Analysis Division, FAO.

1. During the last five or six years, food traders in many Western 
European countries have become convinced of the advantages of cer
tain new distribution methods and are now adopting them rapidl;^. 
AiP-ong these are self-service retailing, offering a full range of the 
foods in normal consumption at one shop̂ , presenting to consumers 
food wrapped in convenient sized units, and the use of Qanning and 
freezing to make continuously- available perishable foods which would 
otherwise be limited-in sales geographically or seasonally. Asso
ciated with the adoption of these methods are clianges in marketing 
structure, both at the retail level, and in the form and scale of 
the wholesale supply system as it adapts to new functions. They 
also have important implications for the marketing of food products 
from farms.
Self-^rvice retailing
2. Self-service retailing is.based on the principle that the 
customer selects and assembles goods for purcha,se from shelves where 
they are on open display. There they may be examined at length with 
the price indicated clearly. Much time spent ascertaining what'is 
wanted, finding and handing over produce, and discussing price,'type 
and quality is shifted to the customer. Y/aiting time is reduced 
considerably. The retailer can sell more with less staff, but must 
do more price-marking and display work in advance of sale, and 
incurs increased risk of losses through theft.
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3 . The ’balance of advantage in self-service retailing is greatest 
where the time of both customer and retail shop employee is highly 
valued. Over 95 percent of retail food sales in the USA are hy 
self service. The first European countries to have several self- 
service shops were Sweden, Switzerland and the United Kingdom,those 
v/here relatively labour has "been scarce^ and more expensive.
Table 1 indicates the growth in number of self-service food shops 
since 1948 in a number of T/est European countries.

TABLE 1 - GROWTH IH WUI.IBEH OF SELF-SERVICE FOOD SHOPS 

Country_____________ 1948______________ 1936______________ 19£]________
France - 603 2,000
V/. Gennany - 1,379 22,000
Netherlands 1 512 2,656
Sweden 22 3 ,0 0 5 5,426
Switzerland 5 900 1,800
United Kingdom 130 3,000 7,000

It has been especially rapid since 1956 and in most countries still 
continues. In Sweden perhaps, with one self-service shop per 1,560 
inhabitants, the development in terms of numbers may be approaching a 
maximum.
4. The measure of growth with the most economic significance is 
the proportion that self-service sales constitute of total retail 
food sales; es.timates for a few countries are shown in Table 2;others 
could be developed with the aid of the self-service associations, 
institutes and specialized periodicals which have sprung up in recent 
years.

TABLE 2 - SSLP-S..JRVICE POOD SALES AS PERCENTAGES OF TOTAL,
BY RETAIL VALUE °)

Country Year Percent
\J. Germany I960 33
Netherlands 1959 25
Switzerland 1958 22
United Kingdom 1961 15.5
°) The data in 
countries as

Tables 2 and 3 are not strictly comparable between 
regards inclusion of bakeii^s and retail butchera.



PrD'ba'bly one quarter to one third of total food sales are now made 
by self-service in countries such as Norway, Sweden, Germany, the 
Netherlands, and Switzerland. Usually the more active elements in 
the retail structirre are further ahead. Ninety-five percent of the 
branches of the Migros cooperative in Switzerland are self-service 
operated. That the overall proportion of self-service shops is not 
already much higher in countries such as Switzerland is attributed 
to lack of opportunity rather than unwillingness to change. Many of 
the existing shops are too small to be converted, or conversion 
would cost more money than the owners can lay hands on. Others .are 
likely to continue on rather uneconomic lines until the present 
operators retire and then will be amalgamated into larger units, or 
disappear. Professor Van Huiswinkel has forecasted that the present
24,000 grocery shops in the Netherlands will be replaced in the next- 
few years by some 8,000 small and 1,500 larger self-service shops, 
and 500 supermarkets.
Sale of complete range of foods in one shop (supermarket)
5. Characteristic of food marketing in Europe has been a narrow 
specialization of retail outlets by type of food sold. Thus to buy 
bread, sugar, salt, eggs, meat, fish, fruit, vegetables and wine, a 
housewife might have to go to as many different shops. This splin
tering of retail functions might go even further, as for example in 
Italy with the establishment of separate shops for four different 
kinds of meat. In each the shopper must wait for service, pay a bill 
and often have a separate package made up. The concentration of spe
cialised stalls at a public retail market or the grouping of services 
of retail food shops along a particular street went a certain dis
tance to meet the convenience of the customer shopping for a full 
range of foods. The development of the supermarket goes a stage 
further in that it off,ers the whole range of foods on one set of 
premises, and permits payment for them at one time, at one check-out 
stand.
6. Definitions of what is a supermarket vary somewhat between 
countries. In most cases it is understood that a full range of foods 
including fresh vegetables, meat, dairy products and fish is carried, 
and that all are bought on a single account, though sometimes fresh 
meat is handled separately on a concession basis. The ^ o p  should 
also be of a certain size - 400 square metres is the minimum agreed 
upon by tl’e International Self Service Institute which was establi
shed in I960 with headquarters in Cologne. In America annual turn
over is the size criterion - $ 1 million (Supermarket Institute) or
$ 500,000 (Supermarket llercha:ndizing). It is also usual for super
markets to stock cleaning materials and other non-food items in daily 
household use.

- 3 - COOP Seminar/62/l
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"JK7. On the store area ‘br’sis there are now estimated to Toe 160 
supermarkets in Italy, 100 in France, several hundred in Germany,
50 in the Netherlands, 35 to 40 in Switzerland. The 650 reported 
for the United Kingdom reflect a lower minimum size of^about 200 
square meters - "but their average size is nearly600 square motors. 
Supermarkets are also increasing rapidly in other Northern Euro
pean countries. In Sweden the consumer cooperatives are reported 
to have closed down over 1000 small self-service shops during the 
last two years and concentrn,ted their business in a small number of 
large supermarkets.
8. The pace of development has quickened markedly in the last tv/o 
years. By 1965 it is expected that there will be 3,000 supermarkets 
in Prance. In Britain more than one new supermarket is opened every 
day. This accelerating rate reflects a complete swing from the for
mer prevailing mood of cautious experimentation to one of conpeti- 
tion for the best available sites. For the leading firms the open
ing of new supermarkets has become a standard process which can be 
repeated, with local variations, as fast as planning permission, 
building da,tes and capital will allow.
S. This rate of growth in supermarket numbers represents a much 
more than proportionate increase in their shate of the total trade 
in food. While the 20 Iligros markets in operation iti Switzerland 
at the end of 1959 constituted 5 percent of the number of Migros 
food shops, they handled 19 percent of Migros business. The share 
of supermarkets in the total food trade in Britain is now about 4 
percent, at the present rate of growth it will be 19 percent in 
four years time. The corresponding figure for the USA is now 72 
percent which is unchanged from I960.
10. How far has the shift to self-service and supermarket retail
ing affected the parts played by different kinds of enterprises in 
the food trade? Inevitably some shifts can be expected in reflec
tion of varying initiative in adopting radically new methods and 
ability to obtain the necessary fina,nce.
11. In 1959, 69 percent of the self-service retail food outlets in 
the Netherlands were owned by independent retailers, 26 percent by 
multiples and department stores, and 5 percent by consumer coopera
tives. In Britain the consumer cooperatives, which have for a long 
time occupied an important position in the distribution of food
stuffs, were the first to take up self-service on a large scale.
The corresponding percentages for 1959 were: consumer cooperatives 
52 percent, multiple and department stores 36 percent, independent 
retailers 12 percent. This initiative on the part of the coopera
tives has helped the movement to maintain its share of the retail 
food trade in Britain, which had been tending downwards some years

A..
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ago. Some recent data on the numlDer of retail food shops in diffe
rent forms of ownership, and the proportion which employ self-ser
vice, are shown in Tahle 4.

TABLE  ̂- OW:.IRSHIP OF R5TAIL FOOD SHOPS AITD PROPORTION
SELF-SERVICE

Multiple and 
department stores 

io self-
Independents

io self-
Gonsumer

Cooperatives
?T self-

ountry Year Total service Total service Total service

ranee 1959 25,600 5 155,000 0,2 8,000 0.3
ermany I960 7,200 47 150,000 11 9,650 22
etherlands I960 1,280 40 22,000 7 900 14
vdtzerland 1960/61 1,241 5 17,140 6 4,180 28
nited Kingdom 1959 16,000 12 120,000 1 13,000 24

12, Unfortunately these figures do not indicate the size of shop, 
the volume of food handled, and the trend in the establishment of 
supermarkets proper. ?/ere these taken into account, the part of 
enterprises like the Weston group which has one in five of all Bri
tish supermarkets, and whose incursions into the German food market 
as Deutsche Supermarket GmbH led the three largest multiples to 
combine and take over an existing chain of supermarkets and self- 
service stores to compete, would stand out more clearly. As in the 
United States the initiative in Britain has come primarily - from out
side the grocery trade - from a Canadian millionaire, a large milk 
chain, and from a department store group. In Italy three quarters 
of the new supermarkets have been set up by n  tail chains like 
Rinascente-Upim and Standa, which were already experienced in the 
organisation of mass distribution, but not hitherto prominent in 
the food trade. The biggest supermarket firm in France is control
led by the Brussels department store 1'Innovation.
13. The Government started off supermarket developments in Spain,
The first 50 W3re set up there by a state agency from 1958 onwards, 
mainly to bring down retail food prices and stimulate efficiency in 
®etail trading by strengthening competition. It is also intended 
that they should serve as models for private supermarket develop
ment, which is also being fostered by .tax and other privileges.

/...



Pre-packa^in^
14. The trend towards enclosing food as far as possible in contai
ners that simplify handling through wholesale and retail distribu
tion and the final transaction with the consumer quickens markedly 
v/herever self-service- retailing is undertaken. It then acquires 
new and vital functions. Since the retailer leaves sales persua
sion to the product as displayed on the shelf, the role of the 
package in ffelf-selling prcoentatioh is all important. It must 
attract the consumer, convey information - a description, brand or 
suggestion that satisfies possible queries on quality, quantity, 
flavor as well as protect the contents and make them convenient to 
handle. In Canada it is thought that one third of all purchase^ in 
supermarkets are made on impulse, even more for jams, picklos and 
confectionery. The attractiveness of the package and skilful dis
play advertising are considered to account for a high proportion of 
such purchases, which are not necessarily irrational or spontaneous 
actions since- inside the store, where prices, quality and substi
tutes can be compared easily, is the logical place to make buying 
decisions.
15* Packaging of durable groceries such as sugar, tea, pulses and 
rice in consumer sized units has been common practice for some time. 
By 1956 pre_-x5ackcd foods amounted to one half or two thirds of total 
food purchases in Austria, Germany, Netherlands and Norway, and to 
one quarter in Italy. Llore difficult is the pre-packaging of fresh 
foods, -especially meat, fruit, vegetables and cheese. This has been 
helped by the improved transparent plastic wraps now available. 
However, these foods must be packaged only a short while before 
sale to the consumer if thej'- are to retain quality and appearance. 
This can be done either in a special section of the retail shop or 
at a central distribution point in the case of chain grocers. It 
can also be done by the producer/supplier if distribution can be 
organised sufficiently rapidly; hov\rever, there have been a number 
of instances where enterprises moving hurriedly into this field have 
"burnt their fingers", particularly where faulty grading or slow 
sales have necessitated expensive hand re-sorting and re-packaging. 
T7ith less easily divisible produce, such as some fruit and vegeta
bles, ensuring that the package conforms to official weight regula
tions whon sold to the consumer has also raised problems. Pre
packaging of fruit and vegetables has probably gone furthest in 
Britain where 6,000 tons of pre-packed potatoes were sold weekly by 
1958.
16. Display of a wide range of canned meat, fruit, juices, vege
tables and soups is a feature of self-service retailing. These liave 
long been available in .quantity by importation from the USA,Australis

OP Seminar/62/l - 6 -
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South Africa and South America. An increasing volume is now being 
canned in Europe. 622,000 tons of canned vegetables, notably peas 
and beans in tomato sauco, were sold in Britain in I960, and 367,000 
tons of canned fruit. In most European countries consumption of 
canned food has still a long way to go before it approaches per 
capita levels customary in America, (see Table 3)«

TABLE 3 - PEH CAPITA COHSIBIPTIOIT OF CANNED FOOD IN EPROPHAIT 
C0UNT11I.:̂ S AS A PERCENTAGE OP THAT IN'THE-USA 1960

Vege-
Fruit tables IJilk Pish Meat Pruit .juicQ 

Britain 76 75 33 40 94 ' 15
Belgium 33 41 42 63 18 4
Denmark ‘ 6 17 - 27 35 5
Prance 22' 47 29 50 18 3
Germany 30 32 88 50 41 13
Netherlands 21______ 26 127______ 30______ 55 ' n.a.

Perhaps the fastest growth in canning can be expected in Italy where 
large scale canning has been largely confined to peeled tomatoes and 
tomato paste. With more advanced can-making eq^uipment in the coun
try and the entry of firms from the US and from other parts of 
Europe, the canning of other vegetables, fruit and juices began to 
grow rapidly last year,
17. Judging again by developments in America, and by the coimnercial 
activity in the frozen food business in Northern Europe, a still 
much more rapid expansion of frozen food distribution can be anti
cipated. The current European output of 300,000 tons per year is 
expected to reach 1.7 million tons by 1970. As' against a per capita 
consumption in the USA of^lbs per year the rate for Sweden,which has 
been the leader in this field, is 7 lbs. Britain comes next with
6 lbs5 the West European average is only 2 lbs.
18. At present the degree of concentration in this industry is very 
high indeed. In Britain Unilever's Birds Eye brand has two thirds 
of the market and Associated Fisheries, Findus and the Ross Group 
about 10 percent each. The merger of Pindus, which has set the pace 
in Scandinavia, with Nestle which already includes Crosse and Black- 
well, extends this concentration onto a European scale.
19. The acquisition by the Ross fishing group of the Sterling poul
try products is significant for its indication that suitability for 
distribution by a common technique can bring together strange bed-

/...
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fellows, a comlDination unlikely to "be foreseen, or replicated from 
tlie producer end. However, Ghicken, turkey and tuna fish are reco
gnized in America as direct su^stitut-es, and competitors in salads,
20. Competition in this field' of large enterprises seems to center 
on advertising at the consumer level, and rebates to the retailer 
to secure, and maintain, a place in his freezer display cabinet*
T/hile it is estimated that 90*000 retailers are equipped to sell 
frozen food in Britain, and more than one fifth of the food* retai
lers in "Germany had freezer cabinets in I960, the size of these 
units is inadequate to hold several competing brands in an expand
ing market..,. The result is high pressure selling at the wholesale 
level and extra allowance to retailers which brings their margins• 
above the 20 percent considered usual.
21. The building up of an uninterrupted cold chain from processor 
to consumer is still going on. It is recognized that a nijmber of 
frozen foods, fish, fruit and vegetables, concentrated juices, meat 
and poultry, sweets and prepared dishes, should be taken on together 
v̂ here feasible, since the amortization of the investment is a much 
lighter burden when the equipment is used for a large number of pro
ducts-. ’Because of the considerable investment involved, this has 
proceeded further in the higher income countries of Northern Europe 
whereas its practical usefulness is particularly marked in the coun
tries of the south with very hot summers. However, the refrigera
tion equipment industry in jlurope is now growing out of the experi
mental sta’ge; with larger scale operation and increasing competition, 
purchase costs are tending downward,I
22. A comparatively nev.’ly-developed sales outlet for frozen foods 
is the catering trade. In the past the prices of frozen foods have 
been thought ioo high for this market, but they are now being accep
ted as the labour and incidental costs of handling other foocferise. 
Experiments are also being made With gravity food-vending inachinos 
capable of maintaining an overall temperature of zero degrees. It 
is expected that these will have considerable appeal to housewives 
who need food to entertain unexpected guests, for example, at a time 
when shops are closed.
23. -"Convenience" foods absorbed one fifth of household expenditure 
on rood in Britain in 1959. 'Further stages in their provision - the 
sale of complete frozen dinners, for example, and of complete dehy
drated meals,-are being undertaken in the Uni-ted Kingdom by Bachelor 
and Co. (Unilever)-. Sliced bread and cheese, prepared sweets, 
jellies, custards, etc. and instant puddings are becoming increasin
gly important retail sales items.

8
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Standardization and continuity of supplies
24. For successful sclf-service retailing easy access to large and 
regular supplies of produce of uniform type, quality and size units 
is essential. Ability to obtain such supplies to specification by 
telephoned or written order without personal examination and bargain
ing is still more important for the operators of large self-service 
chains, or supermarkets which may stock 6,000 different items. It 
is difficult to obtain those conveniently from a structure of small 
suppliers, or by purchases on a traditional style wholesale market. 
The Rinascente-Upim group found this a major obstacle in the develop
ment of supermarket retailing in Italy. Not even Cirio's with long 
experience in large-scale tomato canning could meet their require
ments and the only dependable supply sources were in other‘ countries, 
I\Iarks and Spencer - which buys for 400 retail outlets in the United 
Kingdom - has been unable to take up a number of food lines because 
of difficulty in controlling quality standards, particularly of 
imported products. To obtain wholesale contracts for focd to bo sold 
under its brand name, suppliers have been induced to make heavy 
investments in inspection equipment and personnel,
25. An indication of the importance attached to this problem by the 
major food marketing ente:iprises in Europe has been the reception 
given to approaches for funds to finance the coordination of all 
the existing food standardization work through PAO and the Codex 
Alimentarius (Vienna). \Vhen contributions were sought to cover the 
cost of this work, the first firm contacted immediately offered to 
provide annually twice the amount ($ 75,000) needed from all sources 
together.
26. Ability to obtain supplies in the form desired is also influen
ced by import controls, tariffs and subsidies which protect domestic 
suppliers - both farmers and wholesalers - against outside competi
tion and reduce willingness to adapt to new ways of marketing. 
Especially disturbing to retailers seeking to offer goods consistent 
in type and quality are protective quotas which may cut off entry of 
imported foods abruptly v/hen the price of the home produced item 
falls beiow a certain level e.g. entry of meat, including processed 
and canned meats^into Germany and Italy, or when home produce comes 
onto the market in a certain volume, e.g. U.K., Prance and many 
other countries, for fruit and vegetables.
Advertising
27. Since the food retailer using self-service has abandoned the 
personal contact with the individual shopper, and the opportiinity 
this offers to influence his decisions, advertising becomes â l'̂  
important. The big issue then becomes who advertises i.e. which

/...
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identifying brand is put loefore the pu^Blic, that of the wholesaling 
enterprise which makes available a line of foods to many different 
retail enterprises, or that of the retailer himself.
28. The first of these alternatives favors the expansion of whole
sale suppliers of packaged and processed foods which are sold over 
wide areas on a standard basis. The advertising of proprietary 
brands is more rewarding the Ic^rger the scale of operation, especial
ly where, as in Europe, the radio and television programs arc natio
nal and regional in coverage rather than local. Brand promotion is 
especially strong with convenience foods - soups, beans, cooked meat, 
of which the quality is difficult for consumers to judge. These 
influences are increasingly apparent in Britain. Nearly 3 million 
v/as spent on the television promotion of wrapped and branded bread
in i960 and one firm. Associated British Pood, now bakes one fifth 
of the total output. Unilevers spent $ 750,000 in the same way for 
Bird's Eye brand frozen food, which it distributes directly to 
retailers rather than through wholesale distributors ^s is the 
practice in the USA. Independent retailers and small chains are 
generally pleased to go along with this advertising system because 
it ensures that the goods they stock are well knovm to the public,
2 9. The large retail chain or a firm with a number of supermarkets 
has more to gain by putting forward its own brand; it buys and sells 
enough to justify the promotion cost and it is then able to say tliat 
it offers something which is not availa,ble in the stores of its 
rivals, and can set the price at whatever level it likes. Thus in 
North America the Safeway chain has seen little advantage in selling 
for example, Swifts' sausages which are available everywhere at a 
standard price which includes allowance for national advertising of 
Swifts' brand. It prefers to contract with smaller firms for sup
plies which will carry its own brand name. This is the same system 
as that used by Marks and Spencers in Britain with its St. Michael's 
brand of clothing. Already Victor Value with 30 to 40 supermarkets 
is sponsoring its own Dairyglen brand of butter, for example.
Wholesale purchasing and supply
3 0. The need to obtain supplies regularly and easily in large stan
dardised lots, conveniently and economically packaged and .with iden
tification well known to the consumer, all points to increasing con
centration in wholesale purchasing and supply. In meeting each of 
these requirements substantial economies are attainable with size,
3 1 . In Britain, with a relatively small agricultural sector and 
dependence on imports for over half of its food supplies, food whole
saling has long been highly concentrated by European standards. The

GOOP Seminar/62/l - 10 -
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Cooperative ViOiolesale Society is one of the world's biggest food 
buyers. It assembles and distributes to affiliated retail coopera
tive outlets almost one quarter of all the food cons-umed. Further 
large blocks of retail food outlets are supplied by the central 
wholesale buying departments of large grocery chains. This con
trasts sharply with the position in many other European countries 
where the bulk of the food comes from domestic agriculture which is 
highly fragmented.
32  ̂ In Prance, over four fifths of the food siipply is handled by
28 5.0 0 0 retailers buying independently; 150,000 grocers are supplied 
by over 1,000 wholesalers; 40,000 butchers draw from 20,000 slaugh
terhouses. In Belgium, Germany and Italy also the bulk of the food 
trade has proceeded by small transactions. Either the retailer v/ent 
personally to buy in central markets and from small local wholesale 
supply sources, or he was visited by a succession of travelling
sale smen.
33* The formation of retail buying groups and voluntary chains has 
enabled independent retailers to take advantage of discounts on 
wholesale purchases in quantity. De Spar, Y6ge, Centro and V.I.V.O, 
were already in operation in the Netherlands before the second world 
v/ar; subseq_uently they extended their activities to Britain, Germany 
and other countries. Now they work on a European scale and Interna
tional Spar has 225 wholesale and 30,000 retail members. Seventy 
percent of the independent grocers in the Netherlands belong to such 
chains and buy three quarters of their stock through them. In 
Britain, shops affiliated with these groups amount to one third of 
all the independent grocers, and conduct half of their total trade.
In Germany the EDEKA buying group had 42,000 associated retailers 
in I960, and REWE 12,000, Voluntary food chains there included APU, 
Spar, AO, Vivo, Pahring, Elgro, V^ge, Tip and Centra with 22,000,
12.000 , 12,000 , 12,000 , 8,000 , 8,000 , 7,000 , 7,000 and 5,000 
retail members respectively. Most have 50 to 100 associated whole
salers .
3 4. By these means the small retail grocer could obtain buying 
terms more comparable to those of the multiple stores. An additio
nal advantage is that the voluntary chains can arrange for their 
members to make special price offers for a period of, for example, 
two weeks. Advertising material is supplied and press and televi
sion programs are arranged. The time spent in discussion with com
mercial travellers is cut drastically and their function can be 
reduced to merchandising or service calls. More time is left for 
selling and improving layout and presentation in the shops. At the 
same time independent retailers have been able to offer lower prices 
v/ithout losing their individuality and the personal contact with 
their customers,

y...

- 11 - COOP Seminar/62/l n



G0(|^ Seminar/6 2/l -  12 -

35. Much of the original impetus to this development- came fi'om the 
wholesalers* fear of being squeezed out as the multiples won "busi
ness from their independent retailer customers. This is coming up 
again as a new phase of intensified competition with integrated 
supermarkets is entered. There is now considerable uncertainty as 
to v/hether the flexibility and independence of the looser ^oups 
can be maintained in face of new fixed investment and merchandizing 
requirements. In Germany it is thought that the expected heavy 
competition from new supermarket firms will result in the transfor
mation of some parts of these firms into fully corporate chaiiis.
Spar envisages providing the capital to put retail members into pro
perly equipped supermarkets in the hope that eventually they will
be able to repay it and become full owners. It will also promote 
its own brand. This is in line with practice in Canada, for example, 
v/here the member retailers use a group name, a common sales policy 
and a common private brand. There, in 1960,27 percent of food sales 
vî ere supplied by 25 voluntary groups controlling 4,000 stores. A 
strong’tendonQrtoward concentration may be discerned here too^ how
ever, since three quarters of this business was done by the four 
largest" groups IG-A, Lucky Dollar, Red and White and Clover.
36. The establishment of "cash and carry" wholesale food warehouses 
is another v\/ay of meeting the-.supply .requirements of small family 
grocers who cannot buy in bulk, at costs more nearly competitive 
v/ith those of the chains and buying groups. Goods are stacked on 
shelves, priced and labelled; retailers serve themselves, pay cash 
and carry goods away in their own vehicles. This system has proved 
most helpful to the remaining small retailers in Canada, for example.' 
It also offers considerable sayings on traveller and .delivery costs, 
an increasingly important item as city streets become more congested
and access fdr unloading, etc. more difficult./
37. Y/holesale supply v/arehouses operating on a press-button basis 
are also envisaged. Retailers would give their order at the load
ing point whence it is transmitted electronically to stock rooms; 
the goods required arrive by gravity chute or conveyor. Efficient 
stock organisation in such a warehouse may result in items being 
grouped by regularity of orders, for example, rather than by simi
larity 'of character.
Buying arrangements with agriculture
38. The' ways by which a large wholesale processing or distributing 
unit can best obtain supplies from domestic agriculture with the 
type, form and regularity needed are well known. There is no'thing 
new about the production and sales contract. Long before the 
second world war many European farmers were being supplied with

A..



suitat)le varieties of sugar beet and canning pea seed, advised on 
production and harvesting dates and methods, and instructed to 
deliver to processing plants specific quantities on specific days, 
to be paid for on a stated basis by a commercial enterprise to which 
they were linked by a contract concluded in advance of the planting 
season. The contracts by which Duttweiler of Migros obtained regu
lar supplies of vegetables produced without the aid of artificial 
fertilizer for clients who wanted them are another long standing 
example. Here the price is agreed upon with a committee elected 
by the contracting producers. Once the trade is established both 
parties become dependent on the other. The only difference now is 
that recent changes in distributive patterns make it economically 
advantageous to extend this approach to many more agricultural pro-- 
ducts. Large regular consignments of standard quality meat animals, 
fruit or vegetables will be welcomed by buyers for the supermarkets, 
while irregular, misshapen and offgrade produce is likely to be sold 
at a greater discount than previously. Preference will almost 
certainly be given to suppliers who can contract to forward food 
cut to the preferred sizes and conveniently packaged. If farmers 
cannot provide this service, then they are likely to bec6me increa
singly dependent on the enterprises that do. Those who provide 
this service are also likely to be well rewarded relatively to 
those who do not.
39. Since small farmers may find it difficult to acquire the neces
sary equipment and obtain direct contr'4cts, the scope for benefit
ing from cooperative action will be considerable. To take another 
example before the war, the siuall 3 hectare farmers established by 
the Land Settlement Association in Britain were able to obtain 
regular and favourable markets for tomatoes^ with Marks and .Spencer- 
branchee because their daily output was assembled, graded, and 
delivered consistently by a central organisation,
40. The Danish bacon cooperatives have long set a good example of 
how to meet the multiple retailers' needs, for large regular supplies 
of standard quality. To take the next step and supply bacon and 
other meat in more convenient cats and packages should not be diffi
cult; often it opens the v/ay to a much more profitable distribution 
of cuts between markets with differing demands. Tov/ers, which dis
tributes one fifth of the New Zealand lamb sold in Britain, planned 
to pre-pack and freeze one million lambs in 1961. On a recent con
tract the legs were sold in Bril^ain, the shoulders in Canada, the 
loins in the USA, the breasts in Ghana and the shanks in Honolulu.
The formation of farm-owned enterprises to carry out such opera
tions a^ for example, the Patetock Marketing Corporation in Britain 
which now that it has acquired Marsh and Baxters' supplies 20 percent 
of the whole meat market,is surely the right way for agriculture to 
go.
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1441. If the producers are going to share in wholesale processing 
profits then it does not matter whether they try to produce exactly 
what the consumer wants, or aS has "been recommended by one autho
rity for pigs, produce them most cheaply accept, a; lower price and 
let the processor remove the fat.
42. Efforts on the part of agricultural suppliers to simplify pur
chasing arrangements for supermarket operators would be all the 
more welcome in that the problem of finding competent managers for 
supermarkets is acute. Following a trial and error approach some 
of the Italian supennarket firms have run though half a dozen men 
before finding one who could adapt to'the new requirements. V/eston 
is said to be bringing over 500 Canadians to start up the new super
markets coming off his production line in Britain.
43. Local and central wholesale markets for fresh, unpackaged, 
ungraded produce will almost certainly become relatively less impor- 
tatit, as a larger proportion of farmers' supplies go directly to 
pre-arranged outlets. This does not mean, however, that those 
farmers who find it convenient to use them for all or part of their 
output will no longer have an outlet. If American experience can 
be accepted as a guide, these channels may well continue to handle 
some perhaps 30 to 40 percent of the total trade from farms. There 
is a practical limit to how far supermarket buyers can commit 
themselves to specific supply sources and in face of weather, trans
port and other factors causing variations in harvest yields and 
market arrivals, still retain the purchasing flexibility needed to 
meet their consumers' requirements.
Marketing efficiency and relative shares of the consumer price
44. The retail phase of food marketing has always taken up a large 
part of the total margin between producer and consumer, e.g. for 
eggs 40 to 60 percent; for beef 50 to 80 percent. If new methods 
and organisation at this stage could bring about a significant sav
ing it would be a major advance in overall marketing efficiency.
The principal economy of the self-service supermarket is in labor 
costs. Price listing and adding can be mechanised, checkout opera
tors trained as specialists and their emplojnnent related to the 
v/eekly pattern of demand. Processing of goods can be put on a pro
duction line basis and appreciable economies of scale achieved in 
price’marking and replenishing shelves. One authority maintains 
that the average-sized supermarket can achieve savings in labor 
over counter service amounting to about 2^ percent of sales, a 
significant difference in a total margin of say 17 to 18 percent. 
Against this must be set increased costs of wrapping in the store 
pf about 0.4 percent °). Extra investment in equipment is offset
0) W.C. McLelland, Economic Journal, London, March 1962: 154/170'

COOP Seminar/62/l - 14 -



by faster turnover of stock and now that supermarkets have become 
the vogue an insurance or other company with funds to invest can he 
found fairly easily to finance the capital cost of the building and 
lease it back to the operator.
45« How far the benefits of lov̂ êr costs are passed on to consumers
depends on the level of competition between supermarkets. During 
the early stages of a technological revolution this is usually con
siderable. The need for each new supermarket to attract a high 
volume of customers if it is to achieve low costs, constitutes a 
strong inducement to price-cutting. The advertisement of "special 
low prices" even for branded goods in Britain, Germany and other 
countries is evidence of willingness to do this. The general move 
against restrictive business practices and re-sale price maintenance 
by European govGrnments has also lielped. At the same time, howeverj 
margins on other items may be kept up to compensate for the out on
"loss leaders" intended to draw in new customers.
4 6. Further analysis of current food distribution margins is diffi
cult in the absence of reliable up-to-date surveys. Studies in the 
USA, where much more datr, of this type are published, suggest that 
competitive reduction of margins in Europe may proceed for some 
time, as long in fact as the supermarkets are fighting to establish 
themselves against the competition of retail traders using tradi- 
tiono,l methods. Later when various supermarket groups have won a 
dominant share of the market and all are using the same sales 
techniques, competition is likely to move away from prices to 
advertising, and devices to retain customers' loyalty °). ''
47. Statements on the relative share of the price paid by consu
mers that goes to marketing agencies and to the original producer 
must be formulated with considerable care if they are to be meaning-

°) Pood chains in the USA reduced their average margins fron 22,5 
to 18 percent of their sales during the two decades prior to 1957 
"because of self-service innovations and the development of super
markets where increased volume has made practical the introduction 
of time and cost saving machinery." National Association of Pood 
Chains, Progress in Pood Distribution, a statement by John A. Logan, 
President,National Association of Pood Chains, to the Consumer Study 
Sub-committee of the Committee on Agriculture,House of Representati
ves,May 8,1957,pp. 1 5s 2 4. \Y.B. England has now shown that the oper
ating expenses of 27 food chains in the USA rose from -.6.88 to 18,16 
percent of sales, 1955-58; 57 percent of the increase was due mainly 
to the introduction of schemes whereby customers accumulate stamps 
to obtain gifts. Operating Results of Pood Chains, 1958. Bureau of 
Economic Research, Harvard University, I960.
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ful. Perhaps most worthy of attention is not so much whether the 
share accruing to a particular phase of the production-marketing 
process is large or small as compared with some previous year, hut 
whether it could he larger or smaller given some practicable chan
ges in organisation or procedure. It is no loss to the farmer if 
the share of the processor/distrihutor increases because he offers 
services not available previously, for which the consumer is quite 
willing to pay.
4 8. Rising levels of living and incomes available for food pur
chases, and the steady increase in the number of women in emplQ^- 
ment and consequently unable to spend much time cooking and shoeing 
and in the number of people living in small households who ;^^f.6r to 
buy food in small standard portions, are changing the characfefer of 
the average consumer. Those influences are neither new nor transi
tory; they are likely to continue and further strengthen tho dcma,nd 
for packaged, ready-to-C-^ok food. In many of the Northern Euroj^n 
countries thoy have been present since the early 1940’s, but onl^P 
during the last 3 or 4 years have tho implications for food market
ing been recognized there. Until then retailers struggled to 
recruit exx^ensiye labor for time-consuming procedures; while consu
mers tolerated slow service, restricted choice and inconvenient 
shop hours, and the need for further cleaning and other preparatory 
work in tho kitchen, because they had not realised that the war and 
immediately post-war sellers' market was over. With the recent 
rise in incomes and movement of population from the country into 
new suburbs, an ever-increasing proportion of consumers in Italy is 
entering into the same category.
4 9. The foods on sale now at supermarkets include an increasing pro
portion of items bearing instructions such as "instant" "ready mix" 
"heat and serve". The prices paid for them must be considfsred in 
relation to their time, labor and part of fuel-saving qualities.
They are that much more valuable to consumers and their cost is cor
respondingly attributable to these savings, it has been customary to 
retail the raw materials for .meals. Increasingly now what is retai
led is food plus donestic service.
5 0. Similarly the farmers' net income may be higher if he integra
tes with a wholesale processor who provides finance, seed and tech
nical services which might normally bo costs of' production, and a 
sure market, even though his share of the price paid by the final 
constuaer is lower. He is also likely to benefit whore improvements 
in marketing structure result in increased consumption of the pro
ducts for which the fanners' share of the consumer price is relati
vely high, namely fresh moat, fresh vegetables, eggs and poultry.



May 1962 COOP Seminar/62/2
INTERNATIONAL FEDERATION OF AGRICULTURAL PRODUCERS

17
i . RUB 0 *H A U T K V It .l.l 
P A R I S  X, F R A N C I  

T K L .1  T A I T B O U T

ieS4 CYK ST., N. W. 
WASHINGTON O, D.C. U.SW 

TBL. * STBMUNO • • 40««

V I A  Y S E R 14 
R O M E .  I T A L Y

T B L . ■•e.ass

Seminar on Agricultural Marketing Cooperatives 
and Pood Distribution Patterns

Effect of nevj distri'bution methods on prices of 
agricultural products paid to the farmer and paid 
by the consumer and on the tjuantities consumed.

hy K.P. SvSrdstrbm 
Professor of Agricultural Marketing, 

University of Upsala, Sweden
- Middleman's margin.
- Price to the farmer.
- Influence of new distri'bution methods.
- Rationalization and profit.

- Chances for the middleman.-
- Chanccs for the farmer.

- Organisation and profit.
- Bargaining strength of farmers.
- Rural trade.
- Competition among, middlemen.
- Consumer as middleman.

Implicit in the title is the proposition that the hew distri- 
hution methods have had an effect on producer and consiimer prices 
as well as on q̂ û intitics consumed. To prove this proposition it 
is necessary to show in what directions and how much. Now, this 
is indeed a very ambitious task with respect to the many factors 
at work in the market and to the many directions in which most 
factors can work. V/e will not be able to produce any definite 
proofs, especially about "how much". Even as regards "in what 
directions" we cannot reach farther tha,n a vague probability. The 
changes in distribution methods, in prices and in quantities are 
many and obvious. However, to distinguish any meaningful correla
tions or causal connections is not easy.
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Mi ddleman's margin
2. In mentioning prices of agricultural products paid to the 
farmer and paid by the consumer our interest is focused on the 
middleman's margin which fills up the gap "between the two. In 
older times that margin was a narrow one, or even inexistent,when 
the products were sold more or less directly from producer to 
cons\imer. Then the gap began to widen as producer and consumer 
became more and more separated geographically and in time and as 
more and more processing, packing and advertising were undertaken 
by the middleman. The agricultural products that left the farmer 
were no longer comparable with the resultant foods that reached the 
consumer, nor could the respective prices be comparable.
3. Many investigations have been carried out to show the rise in 
the middleman's margin and the decrease in the farmer's share in 
the consumer's dollar (or vjhatever the currency may be). By defi
nition the rise in the middleman's margin always starts from zero 
whereas the decrease in the share of the consumer's money-unit 
starts from 100 per cen't. To get some idea about the present posi
tion we can quote the following figures;

Middleman's margin in. per cent of consimer 
price

- Sweden U.S.A.
1955 1952-56

All food — 43
Milk 47 55
Butter 34 29
Beef 27 43
Pork 29 42
Eggs 30 31
PIour in bread 80 78

(

4. There certainly still exists direct trade between farmers and 
consumers but such trade is not characteristic of the new distribu
tion methods. For that reason we shall leave it aside for the time 
being and concentrate on the other extreme i.e. conditions in which 
the middleman's margin is considerable.
5. The middleman's,margin can be described simply as a price for 
the processing and services rendered by the middleman just as the 
payment to the farmer is the price for his produce. The two are 
inseparably joined together in the price to the consumer. Never
theless, let us assume that they can be separated into two diffe
rent prices for two different parts of the consumer goods in joint 
supply and joint demand at the same time. How then would price be 
determined in the two cases?
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'*-cb6. An impression that one gets from what the middleman produces 

is that both supply and demand are unlimited, that is,in developed 
economies under dyn^ic growth. There might be a limit to trans
portation and storing, whether we regard them as belonging to the 
middleman's or to the farmer's product, but not to the other ser
vices, such as processing and packing. The volume of these latter 
products furthermore is flexible. For the consumer there are many 
substitutes, including very little service when buying at the farm 
gate, no processing when buying the primary product and no packing 
when the product is fe-tched in, for instance, bottles or barrels 
belonging to the consumer. The middleman on the other hand can 
vary his product from exquisite processing, packing and all that 
goes with it down to the unavoidable risktaking. In the short rim 
the middleman might be bound by fixed installations of different 
kinds to carry on a specific processing, packing or servicing, in 
the same way as everybody else is bound by materialised previous 
planning. This limitation on his freeedom could be far-reaching, 
e.g. in the case of equipment for a mechanized super-market. Even 
here there is,however, a possibility to vary the service attached 
to a specific product by different exposition and so forth, includ
ing taking the product out of the traded assortment.
7. In brief, the conditions related to the middleman's product 
are such that an equilibrium between supply and demand at a level 
remunerative to the middleman can be reached rather easily and 
rapidly. An adjustment of the quantity of the middleman's product 
attached to,goods of high and low price and to goods for which the 
price is rising or declining can be made in the light of the actual 
price and need not be planned only with respect to a future price. 
This is a prerequisite for a secure income as also,ceteris paribus? 
for a maximized net income.
Price to the farmer
8. The determination of the price to the farmer, and by this v/e
mean the price for the primary product, follows quite another pat
tern. The possibility for the farmer to react with respect to 
price-incentives is very limited. There are many reasons for this. 
Por instance the usually complex production process where any one 
initial change may have repercussions hard to assess in many direc
tions, and the rigidity of production which makes essential changes 
only possible in certain stages. There are also many reasons
why the farmer often does not want to react to price-incentives and 
should not be stimulated to do so. Price fluctuations often depend 
upon crop variations which are highly unreliable. Price incentives 
furthermore should not be sought for in the actual prices but in • 
the prices that will be ruling in the future when new planning 
begins to take effect. With respect to the usually long production
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2 0.''Jporiod in agriculture thoro are very seldom any precise price- 
incentives. These are arguments for price control and especially 
price-stabilization measures in order to develop the price-incentives 
out of the mist. That also carries with it a heavy responsihility 
and with that remark v/e leave this highly complicated and' contro
versial suhgect.

I

g. The foregoing refers to the farmers' actions and reactions.
As regards the consiimers, either final or intermediate, the reac
tions can be instant and consequently also guided by the actual 
prices. However, the reactions are different in different direc
tions. In our economy of plenty with high and, for the majority'of 
employees, stable incomes, a decreasing share of the budget is 
reserved for food. The expression used indicates that the share is 
rather stable in money terms and therefore decreases in percentage. 
This points to saturation, other signs being very low price elasti
city for food as a whole and for its more staple components. As an 
important consequcnce, food consumption is no longer increasing as 
income goes up. This wo ha,ve experienced from about the middle of 
the 5 0's in many of the economically and socially developed coun
tries with a relatively oven distribution of income.
10, Now, if one share of the budget is reserved for food, others 
are reserved for housing, clothing and many other things, as also
- by the prudent planner - for the unforeseen. Depending upon the 
nature of the budgeted costs the different shares are fixed to a 
different degree, the share for food not always being the one most 
definitely fixed. If the unforeseen happens and the reserves have 
been exhausted, readjustments have to be made in accordance v/ith 
the mobility of the different cost-items and in this respect some
times also as regards food, especially that part of it which we have 
described above as the middleman's product.
11. To evaluate somewhat more in detail the probable readjustments 
within the food budget we have to distinguish between periods of 
rising and periods of falling prices. V/hen the price of one or 
more foô is decreases there is no pressing reason for the consumer 
in an economy of plenty to change the composition of his total 
food consumption. He is already rather satisfied-. On the other hand, 
when the price of one or more foods increases there is a need for 
change sooner or later. As there are available a large number of 
substitutes for the more expensive foods, balancing readjustments 
can be accomplished even within that part of the budget for which 
the housewife is regarded as having a specific responsibility. The 
food budget is a part of the total budget but in many cases no lon
ger the primary part, in the sense that it has to be filled by quan
tities and qualities. It is filled with a certain amount of money 
and sometimes that amount is adjusted because quantities and quali
ties appear more important as regards other things than food.
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Influence of new distribution methods 2 1
12. One of the features of the new distribution methods is the 
rapid growth of the middleman's product and consequently of the 
middleman’s margin. The consumer is paying his price for the pro
ducts of the farmer and the middleman at the same time. Hitherto, 
we have tried to characterize the process of price determination 
as if it consisted of two different parts, one for the farmer's 
product and one for tl?e middleman’s. Prom the consumer's point of 
view this is not correct. As has 'already "been pointed out the two 
are inseparably connected. At the same time the profitability of 
the new distribution methods, which to the farmer and the middleman 
is more essential than their effect on price, cannot be measured 
without duly c .nsidering who it is that carries out what production. 
We v;ill not be able here to reach any conclusion either fi’om a dis
cussion about price-determination in general or about probable costs 
of production. It therefore looks as though we might have to change 
the wording of our problem to read; What are the possibilities 
under present conditions for the farmers and the middlemo’i to ratio
nalize their production and in that way to make prices more remune
rative, and furthermore what are the possibilities for the farmers, 
the middlemen and the consumers by organized measures to influence 
the more final distribution of the gains to their advantage? Let
us start with what has first been mentioned.
Rationalization and profit.
13. Rationalization of distribution methods is undertaken both 
from the farmers' and from the consumers' sides, in the process.
The middleman can be the agent and spokesman for both or neither.
Let us concentrate on farmers and middlemen when they are spokesmen 
for themselves.
Chances for the middleman.
14. For many reasons we must assume that there is a limit to the 
consumers' capacity to react. It can be developed, trained and 
educated but still there is a limit. That marginal satisfaction 
decreases as satisfaction increases absolutely is a theoretical 
expression for this generally acknowledged fact. This holds true 
not only in a comparison betweeh different products but also for 
the total consumption.
15. Now let us consider the satisfaction for food in a final pro
cessed and packed condition. The package represents three different 
satisfactions, viz. convenience for the consumer and generally also 
for the dealer, advertising of the product, and advertising of the 
packer. The product furthermore represents two different satisfac
tions viz. of the primary product and of its processing. They all
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compete for the buyers' interest. It can be argued that at the 
same time they are all focusing quantity, quality and price of the 
product. That might be correct but with the conment that the pro
duct is losing contact more and more with the farmer. Arguments 
about freshness and natural healthfulness are still valid but 
complemented with knowledge about preservatives, storage, added 
vitamins, colour and spices and about processing methods in vary
ing degress.
16. The effect of all this is that the farmer's primary product 
does not any longer come into the foreground of the consumer's 
interest. Conditions are multifarious and this may be an exagera- 
tion, but nevertheless the middleman has also Long since been inter
preting the desires of the consumer by asking the primary producer 
not for exclusively high qualities but for one standard quality in 
a large and homogeneous quantity. That standard gets its high qua
lity value from the middleman and under his trade mark. Mechanized 
processing is used where possible and the new standard advertizes 
the trade-mark and vice-versa. It ,seems proper to regard these 
conditions as giving a special chance to the middleman to rationa
lize, and also to take an initiative for rationalization of the 
preceding production. We have reached a point where our discussion 
turns into one about vertical integration, starting from the possi
bilities for the middleman to make additional profits and to orga
nize the profit-making under his leadership.
17- Vertical integration is not limited to that link of the distri
bution chain which joins toge-jjher the processing enterprise with 
the primary producer. It can go the whole way from the primary pro
ducer to the final consumer and it certainly has been practised in 
many of the different links starting from one side or the other. 
Agricultural cooperation is another example of such integration 
between primary production and processing but in this case organized 
by the farmers and thus primarily with the object of adapting pro
cessing to agricultural production and not agricultural production 
to processing. By agricultural cooperation different trade-marks 
for the farmers could be carried to the doorstep of the consumer. 
However, from experience hitherto, it looks as though that would be 
easier in a less developed market, v/hereas in an economy of plenty 
vertical integration in the other direction is easier and perhaps 
also more necessary in order to avoid surpluses and other distur
bances. If that is so it has a bearing on the direction in which 
prices can most easily be influenced by the new distribution methods
i.e. to the advantage of the producer or the consumer. Here we can 
mention the present efforts of many farm cooperatives to guide, 
direct and take over vertical integration between processing and 
primary production and in that direction.
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Chances for the farmer.
1 8. Let us oncG again return to the increasing and nowadays large 
middleman’s margin, seen as a result of structural changes at large 
and new distribution methods in particular. In older times even a 
small middleman’s margin was an incentive to direct trade and for 
the farmer to raise his returns hy direct trading. Por some time 
and for many reasons direct trading has been hampered. However,as 
the margin increases it once again "becomes an incentive to direct 
trading and the new distribution methods offer new opportunities 
also in this respect.
19* When fann production becomes s|)ecialized the quantity of the 
respective product sold off the farm rises sharply. More attention 
must now also be given by the farmer to marketing the product. An 
alternative is created to the cooperative trade which is so neces
sary when many different products are marketed from the farm and 
when the quantities are small. Trade by farmers can be direct in 
the sense that it goes to a private enterprise competing with the 
cooperative one, that it goes direct to a retailer or chain of 
stores as is the case in modern vertical integration or that it 
goes direct to the consumers in the local market. It is the last 
mentioned type of direct trade that attracts our interest.
20. For many agricultural products there is not only a local market 
close at hand v/ithout much or any processing, but also processing 
and packing mathods which can be practiced with about as much effi
ciency on a small as on a large scale. The scale of production on
a farm, furthemiore, need not to be so small when the production is
specialized and eventually industrialised. Under such conditions 
the products can bo marketed under a trademark of the individual 
farm, "as products of an exclusive quality and with the extra good
will that comes of the farm- being known to the buyers in the local 
market. The products can also be sold wholesale from the farm to 
retailers or a large retailer for final marketing under the produ
cers ' or the retailers' trademark as circumstances prove most pro
fitable. In conclusion, new opportunities are at hand for more 
direct trading from specialized farms. If taken care of by indivi
dual farmers this opportunity could contribute to a rise in the 
price paid to such farmers. Even if the trade is generated from 
the retailer as vertical integration into production the effect 
could be in the same direction, at least for some time. Such
merging, however, in itself proves that the initiator is rather 
confident that he will be able to earmark some of the profits for 
himself.
21. For the consiomers it makes no difference if the producer or the 
distributor is able to catch the initial profits as long as the 
more final ones without too much delay are translated into reduc-
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3*^1ons in the price to the consumer. This is normally the case 
where there are many competitors in the same market, and thus nor
mal as regards the trade in agricultural products. Price regula
tions and market organisation, e.g. in the form of farmers’ 
marketing cooperatives, may delay the process. An aim of that 
kind has been implicit in the foregoing discussion about the possi
bilities for the farmers’ cooperatives to take care of or to guide 
modern vertical integration. A much more important and general 
means for action in this field is, however, for^ them to serve 
the farmers so that they remain members of the cooperatives. The 
services include provision of credit and advice and such differen
tiation of the price to the farmer as is justified by the quali
ties and quantities delivered to the cooperative. Hero influence 
on the price becomes a question of cooperative price policy both 
as regards the individual members and the consumers at large. To 
be able to promote any specific price policy, strength is needed 
in the marketing operations.
Organization and profit
22. We have tried to divide our discussion about the effects of 
the new distribution methods into two parts under the headings 
Rationalization and profit and Organization and profit. The two 
activities are to a large exteat congruous. Improved organization 
means rationalization and other kinds of rationalization very often 
or always have an influence upon the organization. Nevertheless, 
in order to simplify, we have tried to discuss under rationaliza
tion .influences with a bec:,ring upon the individual and under 
organization influences stimulating - or discouraging - group 
activities.
Bargaining strength of farmers.
23. The most important of all factors influencing agricultural 
prices and/or the farmer's income in our times are the agricultural 
support measures. These are excluded from our present discussion, 
but some general remarks are nevertheless justified. To be brief, 
let us regard these measures as springing from economic and social 
motives and designed to help the farmers during a transitional 
period and to assist in moving agricultural production into a new 
era of specialization and other efficient methods. Transitional
is perhaps a disputable word describing something that goes on for 
ever, in the form of both an economic and a social process. How
ever, the change from an economy of scarcity to an economy of 
plenty in the western world reasonably can be called transitional 
even though it will be going on for a long time. In some countries 
the end of it is already being felt as underpopulation in certain 
rural areas and as a growing interest in a selective balance of the

COOP Seminar/62/2 - 8 -
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agricultural production. The final effect is less strength in the 
support measures and some additional pressure on the prices to the 
farmers.
24. The agricultural support measures in any extended form must 
"by nature he governmental. In less extended form they remain 
market operations of business enterprises within the framework of 
the existing legislation. The creation of the farmers' coopera
tives and their national integration was stimulated at an earlier 
stage hy the possibilities in that respect and in certain countries 
even promoted by the government, later on the responsibility for 
price stabilizing market operations was concentrated upon the 
governments, To some extent this has, together with many other 
factors, weakened the farmers' interest in their centralized co
operative organizations and thus probably also weakened their bar
gaining power in times to come. The situation certainly can be 
remedied in this respect but at the same time we must be av/are 
that there is always uncertainty in the future.
25. Some of the uncertainty stems from the much-observed new 
methods of distribution. In older times the farm products were 
retailed to the consuiners with little processing and in shops which, 
because of their smallness and the rigid regulations with regard to 
the then existing hygenic conditions, had to specialize in a narrow 
assortment of consumer goods. This meant that a large proportion 
of the goods vms supplied by one wholesaler i.e. one cooperative 
branch organization, ?/here competition from other wholesalers was 
limited the retailer found himself dependent upon the wholesaler, 
who also had ample opportunities to integrate into the retailing.
No doubt this also had an influence on the sharing of the profits.
The farmers with the help of their cooperatives could to some 
extent control the middleman's margin either by reducing the iDrice 
to the consiimers in order to sell an increased quantity or by keep
ing the margin at the market level and distributing the profits to 
the farmer members.
26k Conditions nowadays are very different or rapidly becoming 
very different. The small shops have disappeared, especially in 
the urban areas, and have been replaced by self-seirvice stores, 
supermarkets and shopping centers, all with a wide, not to say very 
widey assortment of goods. Dependence on any one wholesaler has 
lessened. Instead, the retailers have beei;i linked together in 
chains of different kinds, all having, in greater or lesser degree, 
centralized technical departments, advertising, financing and buy
ing. The producers of consumer goods are now becoming more and 
more dependent on such chains. Selling power is always balanced 
by buying power and vice versa, but if previously there has been 
an unbalance to the advantage of the farmers' cooperatives, now the

/...
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imbalance is to the advantage of the middlemen, including specia
lized consumers* cooperatives and their buying agency. The related 
problems centre on questions about who is going to develop the pro
cessing of the farmers' primary products, and in what directions and 
under whose trade-mark the final goods are to reach the consumers; 
it being imderstood that the one who holds the trade-mark can claim 
an extra payment for it, in addition to the price determined by 
supply and demand or out of that price. Conditions vary from coun
try to country and it is certainly very difficult to distinguish 
the general trend. In order not to be too optimistic perhaps one 
could say that the prospects are not especially bright for the 
fanners to experience any special price-raising tendency out of the 
changes taking place as regards the urban trade in their products.
Rural trade.
2 7 . As regards the rural trade this is in many areas decreasing 
because of the decreasing rural population. On the other hand in 
many areas it is also increasing because of the rise in living 
standards, the extension of centralized processing even to other
wise home-produced foods and the specialization of farm production. 
Organizing of the rural trade has its own problems. Many signs now 
point to the need for more attention to be paid, in the interests 
of economy, to the possibilities for coordinating transport to and 
from the farms or, more generally, to and from the rural districts. 
This places a special responsibility on the farmers' cooperatives. 
There are also some signs at least that in the future the farmers' 
QX)operatives will become more markedly rural cooperatives and the 
urban cooperatives more markedly consumers' cooperatives as the 
specialization of both types of areas continues,
2 8. This is not the object of oujr discussion, except for its 
implications upon the price to the farmer for his products in rela
tion to the price the farmer has to pay for what he buys. Obviously, 
no riiral distribution system can be built up only for farmers.
Sooner or later it must also include the non-farmers. This leads
us to the conclusion that the price of the consumer goods must be 
in accordance with the market price and, accordingly, that the 
possible profits, if any, must be distributed^ to the farmer-mombers 
only.
2 9. As regards what the farmers buy to run their farms the price 
policy could be more elastic. Now, consumer goods for the farm 
family are also necessary to run the farm and in some cases are the 
same as the goods needed for farm production. As an exercise, let 
us assume that there are only fanners in a certain rural district. 
Under such conditions the aim of the price policy could change from 
one aiming at the highest possible price for the products delivered
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to one aiming at the lowest possible price for the goods bought.
We certainly are aware that in practice the aim will have to be a 
compromise between the two and that this is all the more necessary 
the more farmers sell and buy different quantities of different 
goods. Nevertheless, the combination of trade in question opens 
up new perspectives as regards the difficulty of evaluating prices 
especially as cost-price calculation in a multipurpose organiza
tion to some extent always ends up in philosophic judgments.
Competition amongst middlemen.
3 0. In a previous section we have indicated that the new methods
of distribution have placed the middlemen in a strategic position
as regards price determination. That is true with due regard to
governmental intervention but not in the sense that every middle
man now has a good opportunity to make himself a fortime. A great 
deal of w?hat we can call the middlemen are consumer cooperatives 
working actively to transfer the profits into the hands of the 
consumers. Consumer cooperatives, furthermore, are competing with 
other middlemen in the market and this is another way to transfer 
the gains into the hands of their members and into the hands of 
consumers in general without any visible profits. The impression 
one gets from the present food market is that competition is ex
tremely keen and that accordingly the consumer is an easy winner.
This is especially so as food in the very wide assortment of the
present day often seems to be priced in order to -attract the
attention of the consumer to the establishment in question. Price 
reductions on food have become a remunerative form of advertising 
which is follov/ed up in the establishment with an attractive dis
play of food or of goods other than food. The result is, of 
course, that the consumer gets the food at a low price and has to 
pay a correspondingly high price for other less price-sensitive
or less goodwill-creating goods. So far there is nothing to object
to from the farmers* point of view. However, price wars when
things go that far are always disturbing and part of the distur
bance at least in this case is often reflected upon the farmer.
.The price to the farmer is open to question even when officially 
controlled and the argument behind the price policy can easily be 
turned upside -down to mean that the price to the farmer is too 
high to assure the middleman a decent reward or any reward at all 
for his services. In conclusion we find that with the modem 
methods of distribution the middleman's margin for individual pro
ducts is very flexible, with corresponding influence on the price 
not only to groups of consumers but also to groups of producers.
The consumer as middleman.
3 1 . The new methods of distribution imply inter alia, for the
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consiuner, buying of more processing and services, buying from 
larger stores and consec[uently buying more items that are not 
absolute necessities and also buying at longer distances. It 
also implies buying of more standardized goods. In other respects 
too the situation for the consumer has changed? ’ he has a larger 
income, better transportation facilities and perhaps a car of his 
own, a better residence perhaps equipped with refrigerator and 
freezer. He and especially she has fewer servants or none at all 
and perhaps another job beside being a housekeeper,
32. Taken together,all that has been mentioned stimulates more
planning of purchases, buying in larger quantities and more stor
ing in the hold. In this latter respect we can speak of a
return, even within the urban areas, to an economy of housekeeping 
practised on the farm since very long ago. In brief, the consumer 
has begun to take over some of the functions attributed to the 
middleman in order to economize both income and time.
33. Naturally, this has had an inflounce on the price to the 
consumer, difficult to measure perhaps because of the multitude 
of different rebates for bulk buying, seasonal buying and buying 
more or less direct from the producer.
34. If it is difficult to measure the economies resulting from 
the consmers' new activities as middlemen it is still more diffi
cult to ascertain in what direction future development will go. 
Both producer and consumer still seek to shorten distribution 
chann;els, as they always have done. So far the channels have 
become longer and longer and at some point this development could 
break. Hov\?ever, that is a subject to be discussed at some other 
time.
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Seminar on Agricultural Marketing; Cooperatives 
and Pood Distribution Patterns

Use of contracts between agricultural marketing 
cooperatives and their members

by P. GrabO 
Deputy Director 

Swedish National Farmers Union, Stockholm

1. A system of contracts between agricultural cooperatives and 
their members may be looked upon as a kind of vertical integration 
with the cooperative as integrator. Another kind of vertical 
integration between primary production and processing-distribution 
v/ith a cooperative as integrator is present, where the cooperative 
engages in farm production on its own, utilizing its own productive 
resources. This paper, however, is limited to a discussion of ver
tical integration by means of contracts and with agricultural 
marketing cooperatives as integrators.
The background
2. There is every reason to believe that the forces behind the 
increasing use of contracts betvjeen farm cooperatives and their 
members are largely the same as the economic forces behind vertical 
integration in general. Y/hen agricultural cooperatives are signing 
production contracts with their members the products involved are 
usually those in v/hich vertical integration with inrbegrators other 
than farm cooperatives has had its greatest success.
3. One important part of the reasons for vertical integration 
with primary production in agriculture has already been dealt with 
during this conference under the heading "Recent changes in food 
distribution patterns". Gonseq.uently it may suffice with the
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observation that the economic environment, in which agricultural 
cooperatives find themselves, has changed radically in recent 
years. An increasing standard of living, linked with an increased 
demand for high quality foods, conveniently prepacked and ready to 
consume with a minimum of preparation in the kitchen, are important 
features of modern living with important implications on food pro
duction. The self-service system in food retailing, large-scale 
operations of the supermarket type, centralised control over a 
substantial part of the retail trade through organized groups or 
chain food stores, arc other features in an advanced economy which 
have brought important changes to agricultural cooperatives. The 
concentration of population to cities and towns is another element 
of the background against which vertical integration in agriculture 
ought to be seen.
4. Agricultural production as such has undergone important chan
ges under the influence of modern science. At the same time wages 
for farm workers and the income aspirations of farmers themselves 
have increased rapidly. Scientific progress has made big-scale 
production increasingly possible in agriculture and higher wages 
have been important forces in promoting specialized production on 
a bigger scale. Vertical integration fits in very well in this 
development, whether it takes place by means of contracts or by 
means of the integrator gaining direct control over productive 
resources through ovniership.
Compulsory delivery in farm cooperatives
5. Tor many years it has been customary for farm cooperatives, 
particularly in Europe, to include in their by-laws the obligation 
on the member to trade exclusively with the cooperative as far as 
those commodities are concerned which the cooperative handles. At 
the same time the cooperative has agreed never to refuse to deal 
with its members. When such a provision is included in the by-laws 
an important element of a production contract is present. The 
member is usually paid according to the quality of products deli
vered. The price differences between different qualities are imder 
these circumstances the most important factor for promoting produc
tion of sufficient quantities of products of the qualities most in 
demand.
6. Even when compulsory delivery and payment according to quality 
is enforced by provisions in the by-laws the individual member is 
substantially free to decide on the scale of production and the 
timing of his production program. The cooperative has the respon
sibility to accept any volume of products when the member finds it 
fit to deliver. It also has the obligation to accept the quality 
the member is offering.
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7. In such, cases the cooperative obviously may have a strong 
interest,"by other means than provision in the hy-laws, to influence 
the volume as well as quality of products delivered, for instance 
through advice and propaganda. When such advice or propaganda is 
included as a systematic and continuous activity by the cooperative 
another important step is talcen in the direction of contract farm
ing. The liberty of the member to make his own decisions and to 
produce whatever he likes-to produce in whatever quantity and qua
lity he finds fit remains, however, much less limited than when he 
has signed a production contract.
8. From the cooperative's point of view compulsory delivery and 
payment according to quality are relatively incomplete and less 
dynamic tools in influencing farm production than a production 
contract. They constitute, however, a certain base for planning 
the investments by the cooperative and for improving the use of 
plant capacity. Obviously many cooperatives have found this method 
too incomplete and inadequate in their efforts to secure the right 
quantities and qualities of products in proper time to be able -
in their turn - to engage in a delivery program, suitable for a 
centralized retail food trade of the self-service type.

31
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9. It is not a purpose of this paper to analyse contracts by farm 
cooperatives in detail. Purthemore it has not been possible to 
quantify the relative importance of contract production in farm co
operatives, whether in North America or in Europe. A few eitamples 
of how farm cooperatives, primarily in North America, are using 
contracts with their members have been selected as a base for the 
discussion. Important questions are of course why farm cooperatives 
have undertaken to go into contract farming, either by necessity or 
by their own initiative. From the point of view of farm coopera
tion itself it seems to be equally important to discuss whf.t impli
cations contract farming at the initiative of agricultural coopera
tives may have on cooperative developments in general, if certain 
traditional cooperative principles are taken into account.
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*) 3 2Some examples
a) This cooperative is primarily concerned with, grain market

ing, but has added a nximher of other services such as feed 
mixing, soil analysis, supply of petroleum, feeds, and ferti
lizers.

In 1959, the cooperative set up a pig marketing department 
and started contracting v/ith hog producers. Contracts are 
signed for a pci-iod of two years, during which the producer 
undertakes to deliver all his hogs for marketing to the co
operative. A Swine Marketing Committee, consisting of five 
hog producers and two members of the board of the cooperative, 
is responsible for selling the hogs in the most favourable 
way. The hogs are all sent to a nearby packing plant with 
which the cooperative has a contract.

Hog producers who are not already members of the coopera
tive have to join in order to participate in this scheme, 
and thus are subject to the rules of the cooperative. The 
contract does not cnforce use of the feedingstuffs manufactu
red by the cooperative, but in fact most producers under con
tract do use them. Only producers with a substantial hog- 
enterprise (at least 200 hogs marketed annually) are accepted.

As an aid to farmers, the cooperative supplies h i ^  qua
lity breeding stock (meat-type hogs) from its own ranch on a 
lend lease basis. These come in units of 10 sows and a boar, 
for which the farmer pays S3 service charge per animal. The 
animals remain the property of the ranch but the farmer 
keeps the litters (up to four) with the exception of one 80-lb. 
pig per litter which is due to the ranch. Veterinary expen
ses for the basis breeding unit are shared. The cooperative 
has on its staff a fieldman who gives the farmers advice on 
feeding and mans^gement, and helps them construct proper pens 
where necessary.

I

b) This cooperative is multipiirpose, with a wide range of 
marketing and supply functions. In the area it serves, the 
cooperative markets 50'?̂ of all broilers, 25^ of eggs, 50^ of 
livestock, 75/̂  of grain, and 50-60^ of seed, and supplies 
50^ of feedingstuffs, 405̂  of seed, 20^ of fertilizers, 40^ 
of insecticides, and 70^ of chicks. Its services are highly 
integrated.

In this cooperative members are free to choose between 
producing broilers independently or under contract. Members

Partly quoted from IPAP-document AC 3/61

COUP Seminar/62/3 - ^ -

/...



- 5 - 33 COOP Seminar/62/3

signing a con1;ract obtain chicks, feed,modication and supplies 
from the cooperative and the growing of broilers is siipervised 
by fieldmen, employed by the cooperative. Credit is extended 
by the cooperative against an increase in the price of feed 
and chjcks on and above the price to members paying cash.

Growers signing contracts must bo approved by the coopera
tive and the cooperative is free to refuse to sign contracts 
with inembors if their eq.uipment for broiler production is poor 
or incomplete in the judgement of the cooperative or if it is 
likely that they are not going to be efficient producers. In 
1959 this cooperative guaranteed a minimum price to the grower 
signing contract according to the following provision.

'Regardless of whether the sale of the flock of broilers 
results in a profit or loss, Farmers Exchange, Inc. will pay 
the grower upon sale of this flock of broilers at the ‘follow
ing rates based on the feed conversion which is the number of 
pounds of feed used to produce one pound of meat.

When feed conv. 
is;

Rate per pound 
will be;

Yfjien feed conv. 
is;

1.91 to 2.00 3.0/ 2.51 to 2.60
2.01 to 2.10 2.8/ 2.61 to 2.70
2.11 to 2.20 2.6/ 2.71 to 2.80
2.21 to 2.30 2.4/ 2,81 to 2.90
2.31 to 2.40 2.2/ 2.91 to 3.00
2.41 to 2.50 2.0/ 3.01 and over

Rate per pound 
will be;

1.6^
1.4/
1.2/
1.0/
0 .0/

V/hen each flock of broilers is sold, in case they bring 
more money than the cost of feed, chicks, medicine, other 
supplies, and the incentive payments earned by the grower, 
then the grower will be paid the remainder."

This cooperative in 1959 also carried on an egg marketing 
program on a limited scale. Also in egg production members 
were free to choose between signing contracts or producing 
independe'ntly. Under the egg production contract the coopera
tive agrees to supply contract growers with chicks, feed, 
medication and supervision for raising laying flocks. It is 
estimated that the cooperative after about five months had 
invested slightly less than two dollars per laying hen. Con
tract growers agree to deliver all eggs produced to the coopera
tive and 85^ of the proceeds from eggs delivered is deducted 
to make out for credit extended as long as any debts remain 
unpaid. By this arrangement it was estimated that the growers 
debts to the cooperative should be completely eliminated -in
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about eight months of production or at an age of the laying 
flock of ahout 14 months. In these cases &)o interest was char
ged on remaining credit together with five dollars per ton of 
feed above the cash price.

c) Several North American cooperatives have engaged in egg 
marketing agreements "by contracts with their memhers although 
contract growing in egg production is not as coiumon as in the 
production of broilers. Contracts between cooperatives and 
their members in egg production seem to be fairly well stan
dardized with several provisions clearly having the aim of 
improving the quality of the product and also to make it possi
ble for the cooperative to estimate the size of production 
well in advance of delivery. One or two key provisions in an 
egg marketing agreement of a Californian cooperative may be 
quoted.

"Member hereby agrees to deliver to the Association, at such 
delivery point or points as the Association shall designate, 
all eggs produced by him other than eggs of Member which are 
used or sold for hatching purposes; in this reference liombor 
shall fully report to the Association all Ilembers production 
of hatching eggs on forms provided by the Association when re
quested to do so by the Association. The Association shall 
have the exclusive right to determine the frequency of Llomber's 
deliveries hereunder and the.minimum quantity of each delivery 
which shall, in the Association's opinion, be economically 
feasible for handling and processing the eggs which are the 
subject of this Agreement".

"Inasmuch as it is now and ever will be impracticable and 
extremely difficult to determine the actual damage resulting 
to the Association, should Member fail to deliver to the 
Association all of the eggs herein agreed to be delivered, 
Member hereby agrees to pay to the Association five cents (5x̂ ) 
for each dozen eggs sold, consigned, delivered, or marketed 
by or for him otherwise than to or through the Association,as 
liquidated damages for the breach of this contract in that 
regard, all parties agreeing that this contract is one of a 
series dependent for its true value upon the adherence of 
each and all of the contracting parties to each and all of the 
said contracts."

d) Several cooperatives in western USA sign contracts with 
growers of fruit and vegetables, primarily for canning purpose. 
Such contracts usually run for several years with the possi
bility for the member to withdraw from membership and contract

/...
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at written notice during a specific time previous to the crop 
season. The same right is "by contract also given reciprocally 
to the cooperative.

In those cases growers agree to deliver all the products 
produced to the cooperative and the grower undertakes the 
obligations to comply with the cooperative's rules and regula
tions for growing, picking and delivery. The growers also 
-accept, hy contract, the- grading standards and classifications 
established by the cooperative. In some cases at least, the 
cooperative may reserve the right to refuse to accept delivery 
of products, which in the judgement of the cooperative do not 
conform to the standards established by it.

In these contracts there is usually the provision that the 
member agrees to pay a sum equal to 255̂  of the market value or 
not less than 10 dollars per ton of products should ho fail to 
deliver all products produced to the cooperative.

e) The local societies belonging to the Swedish Purchasing and 
Marketing Association offer contracts to members for the grow
ing of table potatoes. This particular kind of contract grow
ing has -been increasing rapidly during the fi-ftios. According 
to a recently formulated program of the AssocicCtion it is 
intended to extend contract growing of table potatoes conside-' 
rably during the next few years.

Under the provisions of the standard contract the member 
undertakes to grow potatoes on a certain number of acres with 
seed potatoes supplied by the cooperative, or with his ovm 
seed potatoes after control and acceptance by the cooperative. 
The member also is responsible for groping potatoes only on 
soil suitable for the production of a high quality product. 
Fertilization and management are carried out under the super
vision of the cooperative.

At harvest time the member has to estimate the approximate 
size of the crop and to report to the cooperative in advance 
of delivery and also at the request of the cooperative to deli
ver a sample for grading. The member agrees to deliver all 
the crop to the cooperative and not to sell to other buyers 
without specific permission.

The cooperative on the other hand undertakes to provide 
supervision and advice, to deliver seed potatoes in sufficient 
time before planting, to undertake the grading and quality 
control and to pay the member not later than 30 days after the 
week of delivery.

/..»

_ 7 - COOP Seminar/62/3



COOP Seminar/62/3 - 8 -
S o

Advantages with contract farming
10. A contract olDviously can iDe an efficient tool in promoting the 
production of high quality products of specified standards. Y/hen 
the cooperative undertakes to supply the grower with breeding stock 
or seed and feed it has taken an important step in the direction of 
determining what kind of products the memher shall produce. '.Tlien 
the cooperative extends advice or supervision for handling and mana
gement of animals and crops one further step is taken in the same 
direction. By further deciding on the time for harvest or for the 
delivery of meat animals for slaughter the cooperative very efficien
tly can influence the type and standards of the product according to 
demand. The scope for the member to make decisions in these respocts 
is limited accordingly.
11. Contract growing also opens up another important possibility 
for the cooperative. By distribution of contracts over time and by 
making out a planned delivery schedule the cooperative can improve 
the use of capacity in processing plants, grading stations and so on. 
At the same time the signing of production contracts v/ith the mem
bers gives a secured supply of products of a reasonably well defined 
standard. This is of course an important provision for the coopera
tive when it in its turn is going to undertake the obligation of 
supplying the retail trade with a continuous flow of products,
12. It is easy to realize that such contract arrangements are espe
cially useful in products suitable for mass production and mass 
retailing. As a matter of fact mass production and retailing might 
not be possible without vertical integration by means of contracts 
or otherwise. In such cases the choice for the cooperative night be 
extremely limited. Either it has to undertake to go into contract 
growing or it will have to lose business to other types of enterprise.
13^ On the other hand the reasons for cooperatives to go into con
tract arrangements v/ith members usually are loss compelling v/here 
food distribution is not to any considerable extent dominated by 
supermarkets and chain food stores with centralized buying.

Certain problems in cooperative .contract farming
14. Even if it seems clear in many cases that there are strong 
reasons for farm cooperatives to go in for contract arrangements with 
their members there may also be reasons for cooperatives to adopt a 
careful attitude to the same developments. Contract farming of the 
type referred to in the examples mentioned above may accelerate a 
development in the direction of industrialized farm production in 
bigger units. This could easily add to the adjustment problems for 
members not signing contracts. To the extent contract farming facili-
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tates big-scale production it may also lead to over-production of 
tliG commodities involved. One farm product is frequently competi
tive with another and contract growing of such a product may lead to 
competition with other groups of farmers who may also "be memhors of 
the same cooperative organisation. This could lead to the creation 
of a conflict "between different cooperative members.
15. From the examples quoted it is clear that farm cooperatives 
extending contracts do not always automatically accept all appli
cants. On the contrary it seems to he a rule that the cooperative 
has to limit the number of contracts in one way or another in order 
to adjust the supply of products under contract to what markets can 
take. In order to make the best possible use of its resources the 
cooperative may chooso to limit its contracts to the most economic 
producers. It may prefer to sign contracts with the most efficient 
farmers producing certain minimum quantities and with convenient 
location. This will put the smaller fanner, the less efficient far
mer and farmers in certain geographical areas at a disadvantage. 
Contract grov\ring on a selective basis will obviously and in general 
be in conflict with the widely accepted cooperative principle of 
open membership. A departure from that principle is likely to bring 
a real conflict into the membership of the cooperative as a whole.
16. In order to avoid problems created by contract farming many co
operatives have been reluctant to undertake contract arrangements 
even if they have clearly realized their possibilities. As an alter
native they have engaged in extending credit to members and in giv
ing advice and service in production matters. By cooperating v/ith 
the regular extension workers in the country f a m  cooperatives in 
this way have been able to help their members in achieving better 
efficiency without limiting the freedom of the member to decide for 
himself.

37
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Seminar on Agricultural Marketing Cooperatives 
and Pood Distribution Patterns

Advertising “by agricultural marketing cooperatives and 
conditions for its success

by P.A. Rush, Deputy Director of Danish 
Agricultural Producers' Information Service

1. As Danish Agricultural Producers * Information Service in 
London we are honoured to have been asked to give a paper on 
"Advertising by Agricultural Marketing Cooperatives and Conditions 
for its Success".
2. I say "we" because although I wrote it and I am delivering it, 
the paper was written in close collaboration with our Director,
lilT, Robert Jorgensen, and it is the product of our joint experience 
in the field of publicity for Danish agricultural products in the 
British market.
3. You will probably discover the significance of my making this 
point when and if it comes to questions. This is a large and 
complex subject and I don't pretend to "know all the answers" in 
either the colloquial or the literal sense of the tern. None of 
us does. That, surely, is why this seminar has been organised.
4. At the outset I think it would be wise to make clear to you
that we are not "Advertising men" in the accepted sense of the term. 
We are not an advertising agency. We can, perhaps, be best defined 
as officials of the Danish farming organisations responsible for 
every aspect of advertising and promotion of their products in the 
United Kingdom. Y/e employ on their behalf advertising agencies, 
studios, printers, exhibition contractors, and any other imdertak- 
ings necessary to this work. We advise our export boards in 
Denmark on advertising and promotion in the British market and we 
see that the projects, schemes, and policies they adopt are carried 
out with the maximum of efficiency. ^
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5. D.A.P.I.S. was fomed immediately after the war to serve all 
the Danish agricultural producers' organisations, and our activi
ties were expanded in preparation for the day when the post-war 
food controls would be lifted.
6. The supply of marketing and economic information to Denmark 
"became a very important part of our expanded work, and our work in 
this respect throughout the years from 1946 to the mid-fifties did 
much to equip us for the unusual position we occupy to-day.
7. V/e are in charge of every aspect of advertising, publicity, 
public relations, promotions-, and market research in the U.K. for 
the agricultural export organisations of Denmark. We serve the 
farmers of Denmark as these organisations are based firmly on the 
fact that rather more than 90?̂  of Danish farmers are members of co
operatives .
8. It is important that you should appreciate our position, not 
only because it explains the inadequacy of our title, Danish Agri
cultural Producers • Information Service, but because of our all- 
embracing function on behalf of Danish agricultural producers.
9. This is a highly significant point in its practical relation
ship to the problems of advertising by agricultural marketing co
operatives and has a considerable bearing on the conditions for 
its success, 'as I think you will appreciate later.
10. The reasons we were asked to give this paper are, I am sure:

Firstly, Danish agricultural cooperation in processing and in 
marketing dates back to the ’80's of the last century and, 
although it had its early difficulties, it was, from the start, 
a success. There are still private dairies and bacon facto
ries, but the cooperatives are dominant and the private firms 
now cooperate with the cooperatives on the export boards.
These were originally established to deal with the problems 
of the bulk purchasing period from the end of the war to the 
mid-fifties. They continue as valuable coordinating points 
for export policy on a commodity basis.
Secondly, the United Kingdom market is the only open market 
for large supplies of foodstuffs in Europe and Denmark’s agri
cultural development since the latter part of the nineteenth 
century started by setting out to supply Britain's rapidly 
growing industrial population with quality foodstuffs at a 
reasonable price.

Home production in those days could not possibly meet the 
ever rising demand - and in spite of technical advances in 
production, State aid and guaranteed prices, the United King
dom still has to import about half its food requirements.
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Denmark is a major supplier and since the mid-fifties Denmark 
has 'become one of the major advertisers of agricultural pro
ducts in the British market.
Thirdly, it is reasonable to assume that Denmark's experience 
must hold much of value in discussing this problem of adver
tising by agricultural marketing organisations because Denmark 
appears to have evolved a system and organisation that can 
cope effectively with the mid-20th Century pattern of things
- the age ol the branded pack and competitive consumer adver
tising, of working wives with little time for shopping who 
want convenient'foods, of the trend to standardisation, the 
growth of self-service and the supermarket, of bigger units 
at every stage from production to the consumer.
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11. Denmark was in a position to undertake large-rscale advertising 
of agricultural products in keeping with these developments when 
the need arose because she passed through the early stages of agri
cultural cooperation in the last centizry and established large- 
scale cooperative marketing, quality standards and a brand mark for 
Jaacon and butter no less than half-a-century ago.
12. You will therefore forgive me if I speak mainly about Denmark 
and the U.K. market. This is not merely because we know them best, 
but because the evolution of Danish agricultural cooperative proces
sing, marketing and advertising illustrates the practical points I 
have to make in a thoroughly factual way. We feel that this paper 
must be as factual as we can possibly make it,for the trouble with 
most discussion on the advertising of agricultural products is that 
it takes place with little or no relationship to all the hard facts 
that lie between the farmer and his ultimate customer - the consumer' 
except complaints about the behaviour of a host of middlemen. It
is not as simple as that.
13• Why is it so complex?
14* Just as we understand Denmark's agricultural cooperation better 
if we understand its origins, we understand why agricultural adver
tising is such a difficult problem if we remember that farming is 
the world's oldest industry. In its self-conscious and self- 
important present farming is often very like an old perennial border 
cluttered up with its own roots. It is the product of its own past.
15. The origins of Denmark's agricultural cooperation lie largely 
in (i) the opening up of the grain-growing West and the coming of 
the steamship which caused Denmark to turn from being a corn-expor
ting country to an importer of cheap corn with which to produceA..
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.milk and pigs; (2) in the Folk High, School movement, with its 
strong oomm-anity spirit, founded in the early 1 8 4 0's, which educa
ted still farther an already educated peasantry - they had had 
compulsory education since 1 8 1 5 - so that they understood the need 
of this agricultural revolution and so (3 ) developed the producer 
cooperative movement, founded at Hjedding in 1882, which was 
inspired hy the consumer cooperative movement which started at 
Toad Lane, Rochdale, in 1821.
16. It is "because of this development on a national scale that 
Denmark almost unconsciously laid the,&?ight foundations for adver
tising at a very early stage. Cooperative processing brought 
production in quantity. Production in quantity "brought the need 
for marketing in quantity which led to the formation of marketing 
associations. Because marketing presupposes the will to promote, 
including the necessity of studying consumer needs and of establish
ing quality control with a brand mark, Denmark was early in the 
field with a simple version of branded products under the Lurmark, 
specifically to meet the needs of its principle market - the U.K. 
Attention to the needs of consumers was built into the whole market
ing attitude of the Danish cooperatives which naturally and 
inevitably became highly federated on a national basis.
17* rt fo'llows that Denmark has been well attuned to the develop
ments of the 20th Century and the changing pattern of things as 
outlined earlier. It may well be that Danish farmers would much 
prefer the easy-going ways of the days before advertising and high 
pressure salesmanship became the order of the day; but we have to 
live in the world as it evolves and the point is that Denmark was 
in a position to go into agricultural product advertising v/hen the 
need arose because the main prerequisite essentials to success 
were already there and its leaders were capable of thinking along 
the right lines,
1 8 . This is not to say that Denmark "knows all the answers" and 
has solved all the problems. The changing structure of the food 
trade through the growth of wholesaler groups and retailer buying 
associations, large multiple units, and the rapidly increasing 
number of supermarkets and self-service shops means that p;rivate 
or cooperative processors and marketers of agricultural products 
alike must exert an influence in various ways right up to the 
retail shop counter.
1 9 • This, I am sure, must be done universally and in most markets 
to ensure that press and television advertising directed at the 
consumer is properly supported by good service - no stale, old 
stock on the one hand and no shortage of supplies, on the other, 
to frustrate the housewife when she asks for an advertised product.
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There must be ample point of sale reminder material on display along 
with the product itself (or first-class d\mmies), that cans and 
packets are not battered and unattractive or damaged, that whole
saler or retailer complaints are investigated and faults remedied.
20. Means must he found to combat the sort of speculation that 
either influences prices to the detriment of the producer or harms 
the product by holding too long - sometimes, indeed, both at the 
same time. They must seek a remedy for the undue delay in passing 
on reduced prices resulting from normal reactions to supply and 
demajfid, which the producer oiû t accept and which are necessary at 
retail level to bring prices back to the economic level again as 
quickly as possible.
21. Some kind of reorientation and adjustment to the new structirre 
of the food trade with its concentration of buying points will 
undoubtedly be necessary in the near future, but what form this 
should take is by no means clear as yet. The fact that in the U.K. 
three-quarters of the grocery and provisions trade is represented 
to-day by little more than 1,600 centralised buying points while 
the other quarter has 60,000 has implications and effects that 
demand close study and appropriate action,
22. These and other related problems remain to be solved; but I 
think all will agree that, looked at objectively, Danish agricul
tural advertising is in a better position than most. Why?

2 3 , I do not think anyone here is likely to disagree very strongly
with my basic views on this. These ares-

1. The direct sale of f a m  products to the consumer is not
practicable in a developed economy though it was the
practice for centuries and somewhat more than vestiges 
remain in country markets all over Europe.

2. In the modem economy farmers are regarded as merely sup
pliers of raw material to be processed and marketed by 
others. A rapid increase in contract farming is now taking 
place in consequence. This cannot be in the farmers’ 
interest unless they run the processing and marketing 
plants cooperatively.

3 . The immediate products of the farmer (milk, pigs, beef 
cattle, chickens etc.) are clearly not advertisable as 
consumer cor.jiiodities imtil processed in greater or lesser 
degree. Except for a diminutive minority of farmers who 
may happen to be producing some specialist, luxury commo
dity that they can market direct themselves the farmer is 
bound to be a raw material producer.
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4. As a unit he is not normally large enough to justify adver
tising in any event.

5. The cooperative principle is the only way to extract the 
farmer from this position. Until he has got control of the 
processing and first-hand marketing he stands, economically, 
on the bottom rung of the ladder and he will always get 
someone's heel in his face whqn the other fellows have to 
come down. Except for a farmer in a fairly big way of busi
ness with some specialist consumer product, bearing his 
name, the individual farmer has no .grounds for consumer 
advertising and, in any event, could never be a large enough 
unit to afford advertising of sufficient impact.

COOP Seminar 62/4 yvC- - 6 - 43

24. I think it would be useful at this stage to examine the pur
pose of advertising by agricultural marketing cooperatives and the
implications of advertising.
25. By *the very nature of such organisations, the purposes must be:

(1) To get for the farmer the due reward for his labours.
(2) To increase the demand for -a particular product or 

praducftrs.̂
26. There is much more to advertising, however, th\n putting 
advertisements in the Press or on commercial T.V. At a recent 
Management Convention on European Common Market held by the 
British Institute o-f Manageoient in London, Dr. R.H. Beck, the 
Deputy Advertising Manager of Shell International, said that 'the 
-will to market presupposes the will to promote. You will remember 
I quoted that succinct phrase a little earlier. He went on to say 
that promotion embraces delivery of the goods, sales service, pro
duction design, and presentation which means packaging, display, 
and m'erchahdisirig. It does not matter what one is selling, that 
puts the matter in a nutshell to-day.

Very v̂ ell then, if an agricultural marketing organisation is 
going to advertise it must be able to ensure that the product is;
(a) of the quality advertised
(b) fhat it is packed in apcordance with requirements of the modem 

housewife, who has little time for shopping and wants a branded 
and packaged product on which she can rely. This is encouraged 
by the complementary development of self-service

(c) that it can be clearly recognised in the shop .and on the 
shelves
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(d) that distribution is widespread and relialole
(e) that advertising is supported hy merchandising - that is to

say, by promoting the product right into the retail shop,onto
the counter and into the shop window.

28. Clearly,a great many things have to be done before we can have
effective advertising. That is one of the most important condi
tions of success. Moreover, advertising, which is really the domi
nant specialised and very expensive form of promotion, must be 
supplemented by promotion in all its forms to make it completely 
effective.
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2 9. Assiiming that the appropriate prerequisites for successful 
advertising have been met we come to the actual conduct of adver
tising and promotion activities.
3 0. First and foremost one thinks of 1-ress advertising - or perhaps 
I should say to-day "television advertising" for no better reason,
I sometimes think, than that it is the latest thing. Really, at 
the outset of planning a campaign one should think in terms of all 
advertising media - press, television, posters, cinemas, buses and 
trains - in relation to the product or products and a host of 
factors. You have to decide on the classes you particularly v/ant 
to reach, the degree of urgency with which you want them to react, 
the theme you propose, and so on. Media make a vast field and 
this is not the place to discuss advertising techniques and the 
planning of campaigns.
3 1 . Promotions are an entirely different proposition, but the 
field of activity is no less vast and complicated. Virtually any 
shop is a possible medium for a promotion and the form that a pro
motion may take is limited only by the extent of human ingenuity, 
ranging from the relatively simple demonstration stand in a single 
store through to window display competitions in areas or vithin 
groups, and on via housewives' competitions, Food Weeks or Pood 
Fortnights, to the large-scale, door-to-door operation linked with 
television areas in which representatives call on housewives to 
put over the product.
3 2. Exhibitions are another department for promotion. Broadly 
this means the organising of exhibition stands for the product or 
products at national or local exhibitions and fairs- There is also 
the possibility of organising exhibitions of one's own, given a 
suitable occasion or opportunity. In a sense, we have a permanent 
exhibition at the Danish Centre in London, where we have our 
offices. The ground floor is the Danish Pood Centre where sample 
quantities of Danish foods can be bought, Danish foods can be
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sampled in the form of Danish open sandwiches, there is a Danish 
decor with products of Danish arts and crafts for atmosphere, and 
there are demonstrations of Danish cookery.
3 3. Sales aids and merchandising are closely bound up with promo
tions and, on the publications side, v;ith virtually all other acti
vities. Sales aids, of course, range from price tickets to give
away recipe leaflets, show cards to window display units. Merchan
dizing is concerned with the organising or th.e use of the sales 
aids available and of seeing that the product or products are well 
presented in shops and stores.
3 4. Publications, for the most part, come v\̂ ithin the field of in
formation for the trade, the Press, or the public. These are book
lets or brochures, about the product or products, perhaps a teaching 
aid for domestic science colleges or recipe booklet in which the 
products are subtly introduced, perhaps instructions for the trade 
on how to handle cheeses (refrigerator temperature etc.) or a book 
about the agricultural background to a country's products.
35* Some provision for maintaining constant and adequate contact 
with the- trade is very important for several reasons, For one thing, 
it is essential to know the feeling of the trade about one's adver- 
tisin^and promotional activities. It is also import^ant- to have a 
good channel for the communication of complaints and the assurance 
that they* are investigated and faults remedied. It is no less 
important to know how the sales aids and other material supplied to 
the trade is actually being used and to discover if there are any 
partictilar needs which could be profitably followed up.
3 6. Press and Public Relations are a vital element in relation to 
advertising and this is a two-way traffic. It is not just a q.ues- 
tion of influencing Press and Public in favour of one's product or 
products, -so far as this can be done. It is not a matter of find
ing the means to defend one's product or products if attacked. A 
careful attention to Press and Public Relations is a valuable 
source of information about public attitudes and the psychological 
climate of the consumer market in the widest, generalised sense.
As with advertising itself, discussion of Press and Public Relations 
could easily take up the whole time of this lecture.
3 7 . Finally, there is market research. I am as sceptical about 
statistics as anybody. One cannot measure quality by numbers - 
only quantity. Market research has its limitations but if one knows 
what they are and brings an informed intelligence to bear upon them 
they are a valuable guide to the conduct of sound advertising.
38’. I do not claim to have given you a complete comprehensive 
account of the prerequirements to advertising and of advertising
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and its cxjrrolatGd activities. Each commodity or group of commodi
ties has its own problems and requirements; but I think I have 
indicated broadly the basic essentials to advertising by an agri
cultural marketing cooperative - or any other undertaking.
39• That brings us to another condition of success. All the 
activities I have mentioned as prerequisites or as parts of the 
complex of advertising and promotion must be carefully timed and 
co-ordinated to complement one another. The precise degree of 
emphasis given to each of the items coming under advertising and 
promotional activities will, of course, vary from one organisation 
to another, according to the products to be promoted, the money 
available, and several other factors; but the bigger the undertak
ing the more important it is that each of these items plays its 
due co-ordinated part in the whole and however small the undertak
ing I am convinced that not one of them should be consistently or 
completely ignored.
40. For example, we should never forget that posters and exhibi
tions are important media and they, in certain circumstances, have 
a part to play in any large scale advertising campaign. As I am 
sure you will have deduced by now, I cannot see any successful 
advertising of agricultural products by agricultural marketing co
operatives except on a suitably large-scale to get an effective 
regional or national impact. That is certainly a very important 
condition of success.
41• With these points in mind, it will be worth looking briefly at 
the kind of advertising of agricultural products that is being done 
to-day. I speak, of course, of the United Kingdom. The only other 
advertising I see is when I am abroad on business or on holiday. 
That I have never seen any agricultural advertising of the kind we 
are talking about is not evidence for our purposes, but I strongly 
suspect that there is little or none.
42. It may be, however, that as in the United Kingdom there is 
pressure on farmers' official organisations to "do something". It 
comes from the farming press and from farmers more and more vigo
rously in the U.K. Advertising - in the simplest possible concep
tion of having advertisements in the Press or on television - is 
widely represented as the answer to every problem of increasing 
demand and promoting prosperity. To advertise is to "do something" 
and the "advertising men" are naturally willing to do their best; 
but, as I hope I have made clear, a lot of other difficult things 
need to be done before advertising can pay its way as true advertis
ing actually selling a commodity.
43* One feels that farmers' organisations sometimes' fall for adver
tising simply to "do something". Y/hat that kind of advertising
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achieves is very difficult to assess and is, to my mind, of doubt
ful value. I am speaking, of course, of the highly generalized 
propaganda for home-produced products which appears from time to 
time,
44. There is, however, a considerable amount of specific product 
advertising by organisations. Some of it is for home-produced 
products - milk, farmhouse cheeses, pig products. Most of it,in 
terms of expenditure, is joint advertising to increase the consump
tion of a product irrespective of country of origin through t'ae 
Butter Information Council or the Bacon Information Council.
45. The first two types are inter-related to a considerable 
extent, though not in the matter of the "drink more milk" advertis
ing. As there are no complications with regard to imported sup
plies of this commodity, the home-producer theme is not used.
46. l/Yith farmhouse cheese and pig products, however, there is an 
inevitable element of propaganda for the home producer.
47. This is understandable and legitimate. If it works and malces 
people buy more of these particular products, it is a good adver
tising point, but to my mind it is more emotional than practical.
4 8. Eat the products of home farms or eat the products of Rurita- 
nia can have a certain background value if it is associated with 
such practical selling points as quality, hygiene, freshness, and 
so on. We do it ourselves for Danish products. Unless the adver
tiser takes into account, however, efficient and economic produc
tion at farm level, quality, reasonable prices, distribution and 
all the other prerequisites to true product advertising, it has 
many weaknesses. Moreover, it is totally, unrealistic.
4 9. Housewives everywhere have to be practical. They buy on price, 
quality and convenience. They are not greatly interested in 
whether it was produced by a home farmer or a farmer at the other 
end of the earth unless they believe that the products of that 
particular country are better that the products of other countries. 
■Given good sound facts, which are substantiated by her experience, 
advertising may persuade her of this, but I think that the purely 
emotional form of "buy British*,' or "Danish" or "Ruritanian" or any
thing else does not cut much ice.
5 0. Within the Common Market it would surely be most undesirable, 
not only because it is based on bad feeling towards other nationa
lities of producers, but because it is not really a selling point. 
It belongs to a highly nationalistic past and to-day the vast 
majority of people - and particularly the younger people - realise 
that we have to leam to live together or we shall most certainly 
be in the most uncomfortable position of dying together.
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51. The other fonn - advertising a commodity irrespective of coun
try of origin - is an entirely different matter. It is "based on 
the need of increasing the consumption where it is declining because 
of competition - margarine and butter - or because of a change in 
the eating habits as with bacon in the United Kingdom where the 
adoption of the lighter, uncooked breakfast and the competition of 
other foods such as cereals was having a considerable effect upon 
bacon consumption until the advertising of the Bacon Information 
Council and our own advertising and promotions of Danish bacon got 
down to combatting this in various ways. The annual consumption of 
bacon per head now stands at about 27 lb. compared with 24.7 lb. in 
1957. Butter figures show a rise from just over 16 lb. per head in 
1956 to 20 lb. per head in 1961.
52. The other forms of agricultural product advertising are by 
manufacturers of processed agricultural products such as canned meats, 
packeted and branded butters or special hams, to take a few exam- 
j)les, and the advertising of retailers, both of which are not con
cerned with the basic producer - the farmer - but only with selling 
the processed raw materials.
53. V̂hen we turn to advertising by agricultural marketing coopera
tives the whole picture changes because they must, perforce, be 
directly concerned to improve the farmers* lot; but unless the 
individual cooperative is producing and marketing a branded product, 
such as canned meat, on a big enough scale it cannot advertise 
successfully. On the whole, individual producer cooperatives (pro
cessing milk for butter or cheese or producing bacon) operate 
simply as suppliers to first-hand importers or wholesalers. To 
undertake individual advertising of such staple prpducts is unthink
able.
54. It follows that unless a cooperative is producing a product 
under a brand name of its own and in sufficient quantity to justify 
an advertising budget big enough to be effective, the advertising 
of cooperatives must in itself be cooperative. This may take the 
form of a number of cooperatives forming a marketing association to 
market and advertise, in the fullest sense of the word,their pro
duct under a single brand name and to a uniform quality. It may 
take the form of advertising on a regional or national basis for 
staple, quality controlled products, under a suitable brand name
if packaged or an appropriate distinctive mark if in bulk.
55. Danish examples of the first form are the recent agreement 
between just over a score of cooperative meat canning factories, 
which, for a transitional period, continue to produce their ovm 
original brands - a difficult, but perhaps inevitable compromise - 
and the Danish Blue cheese producers association, which includes
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private as well as cooperative dairies and they cooperate for 
marketing and promotion in export markets.
56. The national form of cooperation has reached its highest 
European development, I think, with Danish butter and 'bacon. Both 
have heen marketed nationj5,lly under the Lurmark of quality for 
over 50 years; the strip mark on the bacon was designed to make 
the b'acoh identifiable even in the rasher v/hen advertising began; 
a packeted butter and a vacuum packed bacon have been successfully 
introduced to meet modern requirements under the brand names of 
LURPAK nd DANEPAEK respectively.
57. You may say, rightly, that Denmark has the inherent advantages 
of a 90?̂ cooperative industry, a long-standing national quality 
control which, to use one of our slogans,has made "Danish another 
word for quality, and a production geared to a controllable channel 
for export markets with the home market a steady one, undistxirbed 
by imports. Nevertheless, I cannot see why the principles to be 
adduced from their experience cannot be adapted to advertising in
a home market or within a European Common Market.
58. In most European countries, agricultural marketing coopera
tives are at present primarily concerned with supplying products 
in their own -home markets-.. Advertising in the home market must be 
either to incifease consumption of a particular brand in competition 
v/ith others or to increase overall consumption in the interest of 
all producers.
59. No doubt nearly every country is thinking hopefully of sell
ing agricultural products to other countries at better prices than 
at home. Even in the United Kingdom one hears talk of this. There 
is every reason to expect advertising in export markets to grow 
in the future; but I believe it will be on a very shaky foundation 
if it is conducted either on the basis of selling an erratic sur
plus in other countries or of thinking it possible to sell the best 
abroad and make the home market eat the rubbish.
60. The one is a prime disrupter of markets to nobody’s real 
benefit in the economic long-run and the other is nonsense because 
there must be an all-out devotion to the production of quality if 
quality is to be produced in quantity for export purposes. There 
will still be a certain amount of sub-standard production. There 
is in all industries; but, in my opinion, agriculture is the onljr 
industry which tends to allow itself to be complacent about it.
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61. I have tried to cover the various aspects of this subject in
as orderly a manner as possible and I hope that certain basic
principles have emerged with the thinking that lies behind them.
The fundamental conditions of success which seem to me to have
emerged are:-
1. The unit must be of a size, in terms of total output,to provide 

an overall advertising budget that can employ all the necossary 
media and make the impact required in the market it seeks to 
exploit.

2. Advertising must be backed by sound marketing, having met the 
requirements for ensuring that the quality is as advertised, 
that the presentation meets modem requirements, and so on as 
outlined earlier in this paper.

3. Advertising must bo supported by all the appropriate promo
tional activities so that the results of advertising meet the 
results of merchandising and every other activity along the 
chain at the retailer's counter.

4. There must be overall planning for all media.
5. Policy must not be bedevilled by either the selling of surplus 

attitude or complacency about quality production on the assump
tion that the home market can absorb the rubbish.

6. Last, but vitally important to the success of the whole, there 
must be specialized direction, coordination, and control, and

7. diligent attention to mainta.ining the understanding support of 
the rank an̂ i file members of the cooperatives'.
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62. This brings me to the closing section of this paper - and, in 
a sense, back to where we started because two of the conditions of 
success which I have listed demand a brief explanation. These are 
the vital importance of a specialist organisation for direction, 
coordination and control, and of maintaining the understanding 
support of the rank and file members of the cooperatives concerned.
63. It is largely because at least 90^ of Danish farmers arc 
directly concerned with the processing' and marketing of their pro
ducts through membership of their cooperative dairies, bacon facto
ries etc. that they support the advertising and promotional activi
ties necessary to-day. Their leaders in the export boards know a 
lot about large-scale marketing and its implications; the members 
of the committees running the numerous cooperative units know a
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good deal; and the average fanner, as a member of M s  cooperatives 
is "by no means ignorant of the hard facts that lie "between the 
farm and the housewife’s kitchen "both at home and abroad.
64. To keep this support, accompanied inevitably by a certain 
amount of criticism v\?hich can be very trying but keeps us on our 
toes, the members of cooperatives must be kept informed on essen
tials relating to advertising and promotional activities, the why 
and the wherefore, the importance of their own individual part in 
the ultimate success of the whole. This can only be done efficien
tly if there is a specialist organisation dealing with direction, 
coordination and control and able to assist the central cooperative 
body - in Denmark's case the export boards - in keeping the consti
tuent units and their members suitably informed. This demands a 
skilful and knowledgeable interpretation of these activities which 
working farmers, far removed from the complexities of advertising, 
can understand and appreciate.
65. Once could produce a whole paper to establish the reasons for 
stressing the importance of an organisation for direction, coordi
nation, and control.
66. Taking advertising alone, the simple facts are that advertising 
agencies have to be employed to plac6 advertisements and to do the 
technical work'of production - lay-outs, "copy", schedules, televi
sion films etc. - but, with every respect, though tliey appear to do 
admirable work in handling accounts like beer and cosmetics, shirts, 
motor-cars, furniture, packaged holidays abroad, and all manner of 
things, the handling of agricultural product accounts for agricul
tural marketing cooperatives is nothing like so straightforward.
67. An accounts executive or even a crack director rarely knows 
anything about agriculture. Moreover, he usually has several other 
accounts to look after of the kind I just mentioned. Accustomed
to dealing with straight factory products or services, they do hot 
understand the nature of agricultural production, the difficulties 
of supplies and marketing, the technicalities right away back to 
farm level that need to be understood to malce good copy and to 
avoid harmful mistakes.
68. The politics of it all are a mystery to them, but because 
agriculture as a whole is a highly political matter in any country 
and the internal politics of agricultural cooperatives rightly and 
inevitably affect all they undertake, advertising cannot be con
ducted without a proper understanding of these things.
69. I have been associated almost continuously with agriculture 
ever since I was sixteen and with Danish agriculture and its pro
ducts for nearly 20 years, yet I would do no more than claim that
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I can recognise a pitfall when I see it and if I do not know the 
answer, I do know how to find it. I am sure I do not need to tell 
you how often we have to draw on this kind of knowledge in all 
matters of advertising and promotion, and it is no disparagement 
of advertising agencies to say that it takes them years to get to 
the stage when they can find their way about.
7 0. Por the same reasons the coordination, and conduct of all the 
other activities associated with actual advertising demand this 
same specialist knowledge in the setting of the food trade (itself 
a complicated matter), exhibitions, promotions, public relations 
and the rest - and, not least, in the matter of keeping the co
operatives informed about the significance of these activities,
7 1 . Briefly, agricultural marketing cooperatives who advertise 
need their own specialists who must be just as generally knov/ledge- 
able about agriculture and agricultural cooperatives as about 
advertising, the food trade, and the consumers in the country 
concerned.
7 2 . There is, I think, every reason to expect a great development 
in the competitive - and cooperative - advertising of agriculttiral 
products in Europe. We believe that the more there^ is, the better 
for agricultural products as a whole 5 and if agricultural market
ing cooperatives selling to the food trades are to counteract the 
increasing ti'ends towards making fanners mere raw material sup
pliers, they will have to assert themselves somewhat on the lines 
discussed in this paper, I hope these thoughts, based on our 
experience, may be useful.
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Seminar on agricu ltu ral marketing co-operatives and food distri'bution patterns

Measures to strengthen the position of agricu ltu ral marketing co-operatives  
in view of the increasingly centralised control of r e ta il  outlets

by H.J, Frietema 
general secretary of the National Co-operative Council

The Hague, Holland

1. Some time ago one of the professors at the Netherlands School of Econo
mics was' invited to a ssist the hoard of directors in appointing a general 
manager of a lim ited company running a dozen of more dairy fa cto rie s. He asked 
me whether I  could mention one or two names of possible candidates. Before 
replying I asked, my colleague what type of man he was looking for. His answer 
wasj I an, 6f  course, looking for a capable man, who has commercial experience. 
I am. neither looking for a man who knows how to make butter, cheese, and conde;i 
sed milk, nor for somebody who knows a l l  about agricu ltu re. In a company like  
th is the general manager should be a commercial man,
2, I remembered th is  discussion suddenly when I read the other day in the 
preface of a handbook on marketing problems the follow ing statement "Competi
tion  nowadays is  not only or even mainly to be found in the technical 
f ie ld  and as a resu lt of that in the organization of the production of goods.
To s e ll  an a r tic le  is  nov^adays equally or even more important than to make 
i t .  To control the commercial process is  of equal importance as to control 
the processing in the own facto ry of a company,"
5 . I f u l ly  agree with th is . Considering marketing problems from the busi
ness angle -  and that is  what we, p a rticip a tin g  in th is seminar, want to do - 
se llin g  is  more important than producing and processing. To support th is  
statement I want to mention one more experience which struck me some 25 yea r̂s 
ago. I t  has to do with the price of condensed milk on-the world market, F irst  
q u a lity  condensed milk at that time was sold by Dutch fa cto rie s  at about 
17/ 6s. a box on f .o .b .  terms. The Dutch producers who made to p -q u ality  and 
the best-known'brands in the world got I 7/ 9S. and the lowest price v\ras 
about I7/ 3S. However, our-big competitor, a Swiss company, managed to s e ll  
atJ4s. This very b ig  difference in  price was not due to differences in qua
l i t y ;  i t  re fle cte d  mainly a fundamental difference in  sales organization and 
in goodwill. At that time every surgeon and, what is  more, every children 's  
and women's doctor a ll  over the world and sp e cia lly  in the tropics was con
vinced that the only substitute for mother's milk v/as a babyfood ma.ke by N estl' 
This worldwide concern not only had spent m illions in advertisin g, concentrnt. 
on tro p ica l surgeons, but disposed on top of that of a great number of insp'-,o- 
to rs, T/ho v is ite d  every possible shop in the tro p ical countries to check ever; 
t in  of ITestl^ babyfood. I f  a tin  proved to be stale  i t  was replaced by a frcsL  
one. The re su lt of course was that Nestle' had no complaints about the q u ality.



The product was expensive but r e lia b le  and the la tte r  was of course considered 
by the young mothers and their advisers more important than the former. This 
situ atio n  was p e rfe ctly  known to the Netherlands producers of condensed milk 
but th eir sales organization was far cheaper. As a resu lt of that they had to  
accept the fa ct that Nestld, speaking in commercial terms, sold quite a 
d iffe r e n t. product. Of course the sales organization for the condensed milk pro
duction in our country has improved since that time considerably, but th is  
is  not important in the framework of our problem. I mention the strong 
commercial position  of Hestle only as a proof of my f i r s t  statement that i t  
is  very important indeed to dispose of an effic;Lent sales organization, and 
for th is  reason I had to mention the name of one ‘of our biggest competitors.'

4 . You w ill understand that I h a i to overcome a psychological barrier to 
start my lecture in this way, and I want to assure you tha;t I w ill not go on 
to praise our competitors and to c r it ic iz e  our cO-operative leaders. Moreover 
I hope to make clea t that in th is respect too the French ssaying can be 
applied, v iz . "tout comprendr'e c 'e s t  tout pardonner", v;hich means the more 
you understand the more you are inclined to forgive,
5. I started by statin g that the, value of an e ffe c tiv e  sales organisation
is  e a sily ______ underestimated. My.second statement now is  that auch an
underestimation is  ty p ic a l for agricu ltu ral producers and therefore for the 
agricu ltu ra l co-operatives.
6 . To make th is  statement comprehensible I want to draw- your attention to  
the fa ct that the managers of our agricu ltu ral co-operatives are mainly specia
l i s t s  in  the agricu ltu ral f ie ld . This in i t s e l f  is  quite understandable and
I do not v;ant at a l l  .to give the impression that an a g ricu ltu rist would not 
be able to run an agricu ltu ral co-operative. What I \7ant to stress is  only 
that it, is  d if f ic u lt  to imagine that the boards of a dairy co-operative, of 
a co-operative sugar factory and of marketing co-operatives for eggs, f 6r 
butter and cheese, for vegetables and for seed-potatoes v/ould "be inclined, to  
entrust the management of th eir co-operatives to persons who never before 
have been in contact v/ith agriculture and 7̂ith  co-operatives but who did 
manage su ccessfu lly  a machine factory, a brev/ery or a h otel. The boards take 
i t  more or le ss  fo r granted that the manager of a beet sugar factory should 
be a s p e c ia lis t  in the fie ld  of processing sugar beets or cane and that the 
manager of a co-operative dairy should know how to process milk, I fe e l con
vinced that you agree with me as to the tendency of my statement,
7 . Farmers and, as a consequence, the boards of our agricuj.tural co-op6ra-  
tiv e s  as a rule underestimate the p o s s ib ilit ie s  which are offered h.y
an e ffic ie n t sales organization. They are far more convinced that producing 
and processing is  a primary a c t iv ity  and that s e llin g  the product is  of a 
secondary nature. As a rule farmers think nore in a physiocratic than, 
in a ije r c e n tilis tic  way, and seldom do they think prim arily in an eccuo 
mic v/ay. Often for instance 'they have d if f ic u lt ie s  with tne term "economically 
worn out"i Moreover, although farmers know the e ffe c t of advertising, in the 
bottom of th eir heart they do not lik e  i t .  This is  p a rtly  due to. the circum
stance that the only way in v/hich they come into contact v/ith advertising is  
as buyers and as such they have the fe e lin g  that the cost of distrib u tio n  
should be reduced. There is  one more important psychological element in this  
problem: Farmers undoubtod.ly knovir that the o ffice rs  \7ho are appointed to  
s e ll  th eir products, and to buy th eir requ isites should be strong personalities  
who combine a great amount of energy with mental souplesse and who are able 
to take decisions, but farmers are apt to underestimate the n ecessity to have
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:& general manager, capable of building up an organization and of appointing specia
lis ts  whose tasks he has to co-ordina'ie but who would nevertheless have a 
great deal of independence. Talking about sp e c ia lis ts  I want to mention the 
wellknown fa c t that some kinds of sp ecialists are accepted as such more or less  
automatically and some d e fin ite ly  not. To the f i r s t  group belong sp e cia lists  
in the mechanical, the chemical and the physical f ie ld  and to some extent also  
those \?ho knew a l l  about law. On the other hand every c itiz e n , every farmer 
and every manager of a company considers himself able to discuss on equal 
terms with experts in the commercial and economic f ie ld .  To prevent misunder
standing I state e x p lic i t i ly  that I belong to those people.who are convinced 
that the natural q u a litie s  of a person are more important in business than his 
theoretical education, but that is  not the problem. My problem is  to analyse 
why the importance of an e ffe c tiv e  sales organization is  mainly underestimated 

[by agricu ltu ral people and by leading men in the co-operative f ie ld ,

8. Wow I come to my third statement. I t  wouiLd not be correct to consider th is  
underestimation as being the resu lt' of ts.vchological circumstances only. I am 
of the opinion that there are moreover some non-psychological circums-tances 
which count and that they are perhaps even more important. What is  the position?
9. I f  somebody takes a decision to found an in d u strial company, he has con
vinced himself of the p o s s ib ility  of selling the produce ¥/hich he is  going to  
nanufacture. In most cases he starts thinking on a commercial basis and th is  
is sp e cia lly  the case when there is  a technical p o s s ib ility  to produce nev/ 
a r tic le s . Thosewho started to build fa cto ries for rayon, condensed milk, rubber 
boots, quick-cooking r ic e , v/ireless sets, maizena, te le v is io n -s e ts , r e f r i 
gerators and so on, often had a clear idea of the sales p o s s ib ilitie s  for thos- 
a rtic le s  before they started manufacturing. In other words, they considored 
narketing as the primary problem. This is  more or less contrary to. the vifay of 
thinking of the boards of the various types of co-operatives. Their primary 
concern was to produce and to process and the marketing problem T/as d e fin ite ly 
of  a secondary nature. As an illu s tr a tio n  I mention the Dutch beetsugar facto -  
rios; in the beginning the boards and the managers were s a tisfie d  when they 
succeeded of prop cessing sugarbeets into raw sugc.r at reasonable cost and 
o rigin a lly  the product of th is type of co-operatives was p artly  sold by their  
competitors. A sim ilar example is  offered by our co-operative condensed milk 
fa cto rie s. In the beginning they confined themselves to the production of 
skimmed milk v/ith sugar, a cheap product which was sold mainly in- Great B^-itain 
and tifhich was used for bakery purposes and in the kitchen. It  was not a su b sti
tute for liquid milk. Gradually these co-operatives started to produce f u l l  
cream unsweetened condensed milk and s t i l l  la te r the range of products v/as 
extended v/ith babyfood and other special a r tic le s  lik e  icemix. I t  is  e a s ily  to 
’ae understood that the sales organizo-tion could be extended only slov/ly. And 
to give one more illu s tr a tio n , you knov/ that in th is  country farmers are 
running co-oioerativ-e potatoflour fa cto rie s. As a matter of fa ct th eir share 
in the toto-1, potato -lour production is  about 80^. The non-co-operative produ
cers started soon to process potatoflour into some special a r tic le s , which 
are used in  the kitchen en which are prepacked and advertised to the public.
It took a lon g'tim e, however, before our co-operative producers tried to do 
the same. They maintained u n til the v/ar the'ir original product ion-scheme and 
concentrated u n til then on the processing of potatoes into potatoflour, s e l
ling th is  potatoflour in bulk.
10. I have the fe e lin g  that the underestimation of the marketing possibili^^^STf;^^ 
.ties is  not only due to psychological factors but also to a more fundamenta^^^^ v 
;differonce between co-operative and non-co-operative enterprises. For agri-|.<- LlSflARY
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ture.l oo~operc,ti'ves generally and fo r processing co-operatives specio-lly the 
nain prolDleni is  to process at the best possible terms the raw rln.torials which 
they receive fron th eir menbers. And th is supply of raw materials is  to a 
certain  extent independent of the outlet p o s s ib ilit ie s  for the products to  
be sold. Non-co-operative fa cto rie s, however, are to a certain  extent able to  
lim it the quantity of raw material they buy to the quantities which they can 
s e ll  and the so.ne applies to private merchants. Of course wo know that the 
non-co-operative businessman virants to have a regular supply and we knov/ too 
that in some cases they too are bound to accept the to ta l production of their  
suppliers. Nevertheless i t  seems to me that there are gradual differences in  
th is respect and those differences are, as far as I can see, p a rtly  respon
sib le  for an underestimation in the co-operative section of the importance 
of v;hat I would lik e  to c a ll  an active  sales p o licy.

11. There is  in my opinion one more important aspect of the problem which we 
are dealing v^ith at the moment. Confining myself again to my- own country
I s t ate that our agricul'tura.l .cQ"jQperati-ves ■ have, only recently  
be g ig  to £ae.e ■■■ the-de-ta-ils of mark-e-t i-ng problems and sp e cia lly  
problems oi outlet for prepacked, and—strongly advertised a r t ic le s . I menti-on 
just a fev; important types of., agricultur-al co-operatives in th is  respect,
12. Take our co-opcrative su ga r-fa cto ries. They sold, as th eir competitors 
did, the sugar in bulk to wholesalers and to big ultim ate buyers such as con
densed milk and jam fa'6tories. O rigin ally the shopkeepers too bought sugar 
in bulkand pnlydntte la s t  couple of years are housewives buying sugar pre
packed. Nevertheless the sugar industry in our country, which consists of a 
very lim ited number of b ig -fa c to r ie s , s t i l l  does not ad vertise special brands 
of prepacked sugar. Q.uite apart fxom the influence of the agricu ltu ral poli'-.y 
as to sugar, adopted. - in..this co u n try .th e  reason .for. th is  situ a tio n  ...is undoub': 
edly that a d vertisin g,d 065 not pay. Neither do .our ..co-operatives for .marke
tin g  butter and chee.se fee,l inclined t.o spend „a lo t of money on advertising. 
Thos.o products too are s.old,. .not .only by the ..co-operatives but also by. the 
non-co-oporative fa cto ries  and merchants in bulk to wholesalers in  th is  
country and on the v/orldmarket. U ntil recen tly  butter was not prepacked by 
the producer and the same s t i l l  applies to the origina,l Dutch cheese. Our 
co-operatives for marketing seedpotatoes TJere in  the same position. There
was no p o s s ib ility , at lea st no reasonV to crea,te an exten'sive marketing 
organization and to advertise heavily. Neither do they want the assisto.nce 
of marketing' s p e c ia lis ts . It should be taken into consideration that part 
of the Dutch seedpotatoes are bought by supply co-operatives abroad. Let us 
take f in a lly  the Dutch marketing co-operatives for eggs. The biggest has a 
supply of two m illion eggs d a ily . This enormous supply is  only sold in bulk.

1 5 . Looking for an explanation why,' generally speaking, the sales p o licy  of 
agricu ltu ra l co-operatives is  not quite up to the standard, which modern tech
nique and science allow , we shall also take into account the d iv e r sity  of 
markets'which are an outlet for the products under concern. I f  a product is  
sold only to a certain  c t o u p  of buyers or i f  the sale is  almost confined to 
one market only -  e .g . the home market of a country -  i t  is  easier to apply 
su ccessfu lly  modern marketing methods and to s e ll  advertised brands '
than -..han t h ' e ____ bulk of the produce is  sold on a great number of marke t s .
The la tte r  is  a feG,ture of Dutch agricu ltu re, the groat m ajority of the pro
ducts of which are sold both in the home market and in various foreign mar
kets,
14 . Under these circumstances i t  is  to'be understood that boards of a g ri-  
onlturo-l co-operatives, at lea st in our bbuntry, are inclined to shrug
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everything possible should "be done to a lte r  those technical circunstances,
In other ward's, i f  cheese proved hitherto to te  a product not suitable for  
the prepacking process, but prospects for s e llin g  prepacked cheese under an 
advertised tradenark are very a ttr a c tiv e , a lo t of systenatic research should 
be devoted to ng.kLng thi,° system of modern sale possible for cheese. To give an 
additional exanple: hitherto p r a c tic a lly  a l l  eggs are sold in bulk. I an 
convinced, hov/ever, that a higher price nay be realized by s e llin g  strongly  
advertised packages containing half a dozen or a dozen eggs. Therefore every
thing should be done to find out v/hy our b ig co-operatives for marketing eggt;
did as yet now s e ll th eir eggs in th is  modern xray,

21. Last but not least I w ill  devote some remarks in th is respect to the 
doyelopnent in the ,rotarltrade as a consequence of \7hich the fundamental 
changes take place in the way our products are sold by the r e t a ile r .
22. O rigin ally the shopkeeper, before deciding to  buy a quantity of beans
or potatoes, took sanples of those products and cooked them in order to judge 
th eir q u a litie s . He bought a l l  in bulk and when a housev;ife came into his  
shop he sold her part of the contents of a bale, a cask or a box. Gradually, 
however, some a r tic le s  wore prepacked by the factory and v/ere advertised to 
influence the ultim ate consumer. As a resu lt of th is  the shppkeoper did not 
necessarily have to be a,n expert. Moreover not he but the housev;ife decided 
which products the shopkeeper had to have in stock. In other words, the in 
fluence .of -the. shopkeeper himself is  much .smaller nowadays than i t  vfas before.
His role is  nore or less passive now instead of active  formerly, notwithstand
ing the fact the-t he did not lik e  th is at a l l .
25 . This devolopnent is  accelerated by the introduction of the supermarket 
which is  going to be the ch aracteristic  type of r e ta ilin g  unit in foodstu ffs,
24. Ih this re'Spect Sone romarks.-
25 . The -firfe’t 'is  that a m'odern supermarket is' too b ig  to .be ru'n by the, privat'c 
shopkeeper. I t  requires too much ca p ita l for him. Most supermarkets therefore 
are a part of a b ig  company and undoubtedly the chainstore -ffompanies w ill get 
in the vory near future the bulk of the re ta iltra d e . By the v/ay, i t  seems to
me that th is  development in the re ta iltra d e  makes i t  s t i l l  less a ttra ctiv e  for  
agricu ltu ral co-operatives to run shops themselves.
26 . Ily second, remark concerns the range of products Virhich are ij'old in the 
supermarkets. On the one hand th is  range is  fa,r bigger than i t  used to be in  
the old type of shops. On the other hand, ho\7over, the supermarket vjants to 
reduce the number of brands for the same product and I have the fe e lin g  that 
they confine themselves simply to the best known brands, although they are 
interested too in a v a rie ty  of the sane product which can be sold very cheaply. 
27* My third remark concer.ns contract-farm ing. A b ig  company, running hundreds 
of supermarkets, v^ants to have a supply of f uniform q u a lity  and is  inclined  
to make arrangements v;ith a number’of producers. In other words, co n tract-far
ming is  stimulated.
28 And ny la s t  remark has to do with the quick-freezing of food. The d is t r i 
bution -of qui'ck-'frozon food requires a chain of cqldsto.res. This method of 
d istrib u tio n  offers special d if f ic u lt ie s  for our co-pperatives, which I do not 
want. to-...analyse into d e ta ils .
29 Taking those four elements into consideration, i t  should bo quite clear 
to us that an advertised tradenark not only offers the p o s s ib ility  to make 
higher p rice s. but .that a brand w ill.b e  a decisive factor for the in terest the 
modern r e ta ile r  has for our product. Therefore agricu ltu ra l co-operatives shoul 
pay now far nore atten tion  to the p o s s ib ilit ie s  of an a c tiv e - and exponsive- 
n arkcting-policy than was .justified in the p a st.
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|0. I w ill  xio\7 try  to  sum arize. I w ill  do th is  in such a way that a discussiw . 
pn tho ba^is of ny lecture w ill  be stimulated,
51. In the f i r s t  place I stated that an e ffic ie n t and modern sales organizatioi 
offers the p o s s ib ility  of mking higher prices than the conpetitors. This higher 
price, however, can only be realized by spending more money in so ilin g  the 
pr oduce,
32. Secondly I stressed that the p o s s ib ilitie s  v/hich I analyzed o,re generally  
speaMrgunderestimated by those v/ho are responsible for running agricu ltu ral 
co-operatives, I explained th is phenomenon not only by in dicatin g psychological 
influences but also by drav;ing your attention to more or less fundamental 
difforoncos botv/oon co-oporative and non-co-opcrativo entorprisos and by men
tioning some technical d if f ic u lt ie s ,
35:- Moreover I tried to make clear that the need for our ao-oporatives to pay 
far more atten tion  to modern marketing problems is  the greater tho more our 
pi’ oduce w ill  be sold in supermarkets and s t i l l  the more those supermarkets arc 
run by big rotailcom panies.
34, And f in a lly  I applied the law of diminishing costs not only to production 
but also to d istrib u tio n . This law p artly  explains why some products are adve.'-- 
tiscd and some arc not, Tho more money is  spent on s e llin g , the stronger is  
the need for our co-opcratives to achieve far bigger marketing units than we 
have now,

55, I am, perhaps more than you, convinced that my lecture is  of a very elu- 
aontary nature as regards the complicated problem of modern marketing. In th is  
field  I am not at a l l  a s p e c ia lis t, I confined myself to tryin g to build a 
bridge betv^eon modern marketing problems on one side and the rather conser
vative way of thinking o-nd acting which v/e meet s t i l l  too often in farmers 
30-0perativcs on the other side. There is  a wide and deep gap between them, 
r do hope that you w ill  agree with me that i t  is  not su ffic ie n t to build a 
jridge, but that i t  is  necessary to f i l l  the gap.
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Report on the Seminar on Agricultural Marketing 
Cooperatives and Food Distribution Patterns

Rotterdam, 2-5 July 1962

1. At the invitation of ths IXitch member organisations and 
the Mationale Cooperatieve Raad, the seminar was held in 
?.otterdam on 2-4 July 1962. It was followed on 5 July by an 
excursion visiting the Westland horticultural district, the 
Aalsmeer cooperative flovi?er auction and a new shopping centre 
at Amstelveen in the suburbs of Amsterdam.
2. A list of participants and the programme of the seminar 
are attached.
3. IFAP takes this opportunity of expressing (as did the 
participants) its appreciation of the careful preparations 
made by the Dutch organisations and of their hospitality 
during the seminar,paying special tribute to Dr. H.J. Prietema, 
Chairman of IPAP's Standing Committee on Agricultural Coopera
tion and Director of the Nationale Cooperatieve Raad, who 
personally supervised the arrangements for the seminar. Thanks 
are also expressed to the lecturers and the rapporteur.
4. The texts of the lectures were circulated at the time of 
the seminar. The Rapporteur's summing-up of the discussions, 
given orally at the end of the seminar, will be sent to member 
organisations as soon as the text is available and translated.
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2nd July Opening of Serrinar.
Lecture and discussion on Hecent changes in food 
distribution patterns.

Lecturerr, J.C. Abbott, Chief of the 
l-.'arketing Branch, Economic 
Analysis Division, FAO.

Lecture and discussion on 3ffect of new distribu-
tion methods on prices of agricultural products 
paid to the farmer and paid by the consumer, and 
on quantities consumed.

Lecturers K.P. SvardstrOm, Professor of
Agricultural Marketing, University 
of Upsala, Sweden.

3rd July Lecture and discussion on Use of contracts between 
agricultural marketing cooperatives and their mem
bers .

Lecturer: P. GrabO, Deputy Director, Swedish 
National Parmers Union, Stockholm.

Lecture and discussion on Advertising by agricul
tural marketing cooperatives and conditions for 
its success.

Lecturer; P.A. Rush, Deputy Director, Danish 
Agricultural Producers' Information 
Service, London.
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4th July Lect-are and discussion on Measure to strengthen 
the position of agricultural marketing coopera
tives in view of the increasingly centralised 
control of retail outlets.

Lecturer: H.J. Prietema, Professor, Director
of the Rational Cooperative Council, 
Netherlands.

Conclusions and simming-up.
.Rapporteui-; P. Crochet, 3ditor-in-Chief, 

Cooperation Agricole, Paris.

3th July Excursion "by coach to "V/estland"' horticultural 
district, the Cooperative Flower Auction at 
Aalsmeer and a new Shopping Centre at Amstelveen 
(a suljurb of Amsterdam).
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1. RUE D’HAUTEVILLE 
PAR IS  X. FRANCE

This appendix gives the replies received (jC!rom 
Ireland, the Netherlands, Norway, Sweden, United 

ICingdom, Western Germaixy, Yugoslavia) to the 
questioimaire on vertical integration (V,!* l / 62) 
sent to member organizations, on 31st July 1962. 
Replies to questions 2, 5, 11, and 1^ are 

. reproduced in fu ll ,  the others are summarized*

Question 1  ■

Which branches of your countiy*s agricultTiral production haye been 
most affected by vertical integration in the past few years?

GERMANY, F.R.

"Eggs, hatcheiy eggs, broilers, pigs, peas, tomatoes, seeds.
IRELAND

Broilers, pigs, fruit, vegetables.

NETHERLANDS .

f*igs, broiler^, eggs, calves, sugarbeet, grass seeds, peas, and some 
other vegetables•

NORWAY
Vegetables (peas, cucurisersj etc.), pigmeat, broilers,- and eggs.

SWEDEN

Vegetables (especially peas), broilers, pigmeat, sugarbeet, potatoes, seedsi 

UNITED KINGDOM

Broilers, eggs, pigmeat, potatoes, peas, sugai43eet.
YTOOSLAVIA

Industrial cr<^ (sugartjeet, oilseeds, toWcco), pigmeat, milk, vegetables, 
cereals.

-  o -
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Question 2

Measurement of trends -  e.g. percentage of (broilers, eggs, pigs, etc.)  
produced under contract of fu lly  integrated systems, with relevant 
figures for, say, 1956/^7 and 1960/6lj number of farms involved, their 
characteristicsj information on recent developments that may throw 
lig h t on trends.

GERM;\NY, F.R.

The share of integrated farms in total egg production is smallj i t  cannot be 
ascertained exactly. The tendency has been strongly developed by co-operatives in 
1962, ^roller production is more highly integrated, as being an entirely new branch 
of production i t  is carried on mainly with licensed hybrids and has no coiipetitors 
in the traditional 'Style of farming. ' Integration includes not only large farms 
but also smaller holdings. The co-operatives have in some cases set a lower lim it 
for current deliveries and thus also for the size of the holding. Attempts are 
being made to establish egg and broiler production as a branch of agricultural 
business and to ensure the efficien t use of part of a labour unit or at most one 
labour unit. The special s ta tistics  for 1961, give some indications of the concen
tration that is  taking place in poultry keeping but not concerning its  relation  
to integration.

In broiler production the following size relationships have been determined;

Size class
head of broilers Number of Farms Total number of broilers

500 -  2,999 379 U32,326
3,000 -  9,999 ll6 686,895

Over 10,000 U6 681,271

iipperidix to' V.I. 2/63 - 2 -
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Total 570 1,800,U92

The size classes -are based on the situation in ^̂ ecember 1961.

For laying hens the following sta tistic s  are available (holdings with 2̂ 0 
head of poultiy and upwards)

• Size class ■ Number .of Holdings Total number of hens
---------- nrnooTi

250 -  ii99 12,569 h,n9
500 -  999 . 5,906. 3,952

1,000 -  2,999 2,850 U,3l5
over 3,000 5U9 3,028

Totd. ■ ' 21,87U ' 15,U7U

Of a total of 1,075,000 holdings with 37,700,000 hens over 6 months (laying 
hens), the holdings with 250 or more hens have various relationships with feed 
irianufacturers, hatcheries or co-operatives, or other formal marketing arrangements. 
Specific links cannot, however, be determined from these s ta tis tic s .

/...



The special s ta tis tic s  -show the intensity per hectare for pig raising:

Farms with • ..
Pigs per ha. ’ Number of farms Total'nu3T±>er of pigs

December 1961

5 -  10. per ha. 21,018 ........... I , 01?,ii0ii
10 -  20 per ha 3,0U3 198,655
20 .and more per ha» ij.82 85,798

Tox.al 2U,5U3 1,301,857 ■ *

The farm sta tistics  for I960 show about 1,290,000 farms with pigs with
17,200,000 animals in December 1961. The concentration in pig raising is  thus 
increasing but is  s t i l l  not high. Provision of fodder on the farm is  more 
inportant for pig raising than u tilizatio n  of labour productivity. The co
operatives have a veiy big share of integrated sales of fatstock.

lEEL&ND • „ ■

No precise figures available, but to ta l nuirfeer involved is  very small.

■̂̂e canr.ot indicate the trend in the development of contraot fa r in g  (which 
is the main fom  of vertical integration in agriculture) j this phenomenon is  rather 
new and s ta tis tic a l material is  n ot■available; moreover, the extent of contract 
farmD.ng varies with market conditions; we can'only give the following impressions*

Pigs^- The extent of contract farming in thip sector varies with the type 
of con tract j 'soirie years ago priva;te integrators operated veiy much th contracts, 
giving the farmer a fixed remuneration per animal; • the pigs remained the pi'operty 
of the Integra-tor and the la tte r  delivered the feed; the significance of this'» 
type of contract farming has diraojiished; there are othbt types o f contracts -  
credit agreenentsj price agreements -  which are successfiilly applied by private 
integrators; norecver'co'-operatives started with contract farming (see question 1 1 )j 
the overall picture of contract farining for pigs is  not-quite clear; i t  is  supposed 
that in soire parts of the countiy contract farming increases -  even with a tendency 
to more fu lly  in-t>egrated (privately-owned) systems -  and that elsewhere i t  diminishes.

B r o i l e r s I t  is estimated that contract farming for bi‘oilers,.is .'yiery inport- 
ant, ts&£ig""573 of the total production; tki.s development is  due to the fact’ that 
i t  is  a rather' new branch of production*

Eggs. ¥e cannot even give- an estimate; we have, however, the inpression 
that the significance of contract farming for this product grows in relation  
with the increasing demand of the re ta il trade for eggs of a uniform quality, to 
be sold as branded articles.

Calves. Contract farming in the fattening of calves some years ago 
stimiai>ed ty private integrators ty means of ctedit agreements; this type of 
contract almost disappeared; in the co-operative sector contract farming for 
calves has some importance (see question U ) .

^ -  3 -  ^ 0  Appendix to V .I . 2/63
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Soine vegetables as products of arable farming. Practically the only buyer of 
peas is the freezing and canning industryj deliveiy is only accepted on the basis 
of contractsi these contracts contain elements of vertical integration (30 to 
for other vegetables -  such as spinach and beans -  the contracts contain elements 
of vertical integration to a lesser degree.

•As to the number of farms affected by contract farming or vertical integra
tion wa cannot give any figures; the development of contract farming for animal 
products is  of special inportance for the mixed farms which in this countiy make up 
by far the greater part of the small holdings (nurseries excluded)| on the other 
hand contract farming w ill be attractive for those farmers who want to specialize, 
e.g. in the field  of broiler and egg production.

NORWAY

For animal production i t  is very d iffic u lt  to give exact figures indicating 
the trend of vertical integration. In a ll branches of animal production the 
integration started by private integrators has developed during la s t 7 - 8  years. 
Since 1958 two private slaughter and processing firms have started pigmeat produc
tion of their own on a rather large scale. (Fully integrated system). The 
production from these firms is , however, rathe^ small in relation to to ta l produc
tion of pigmeat. Total quantity of pigmeat produced on contracts or fu lly  inte
grated system is at present less than of total sales production. (Integration 
programs conducted by farmer co-operatives not included.)

For the poultiy industry i t  is  also d iffic u lt to give exact figures about 
the extent of vertical integration. For eggs and broilers no fu lly  integrated syste 
is known. ■‘Production carried out on some sort of contract program is also of minor 
inportance for eggs and broilers.

For vegetables the production on contract program is constantly increasing.
In 19^0 a total area of ii -  500 ha was under contract program while the correspondin 
figures for 1961 were 9 -  10,000 ha. In 1961 total value of vegetables produced 
en contracts in terms of producers' price was 7 - 8  per cent of total value of farm
ers ’ income from commercial vegetable production. Consu3:nption of c anned, dried 
and frozen vegetables is  increasing and w ill give a good basis for further expansion 
of this industiy and the contract program for vegetables.

SWEDEN

Broilers. ^he o ffic ia l s ta tis tic s  give no information about the size of 
broiler production. Curing 1962 the broiler flock is  estimated to number about ii. 
million birds. The corresponding estimates for the five preceding years are:

71

1961 3.1 million
1960 2.9 II
1959 •
1958 2.0 It
1957 2.0 II

I t  follcfws that STOdish broiler production has doubled between 1957-62. In 
1962 at least 80 per cent of the broilers w ill be produced under contract or in 
fu lly  integrated systems*

/...



Fats took airxi pigs* have not been able to state the number of fats took and 
pigs delivered annually under contract to various processing and marketing enter
prises* I t  has also not been possible to estimate the size of fatstock and pig 
production undertaken by such enterprises. Our sources are thus inadequate for 
giving a fu ll report abciut private vertical integration in this branch. Our 
opinion is , however, that private integration is not of significance to either 
Swedish pig production or Swedish fatstock production. Our conclusion is  based on 
the following facts*

A very high proportion of the farmers have joined the meat marketing co-r 
operatives. These co-operatives, headed hy the Swedish Farmers’ Meat Marketing 
Association, at present handle 8I4 per cent of total marketings of fatstock and pigs
(for pigs about 90 per cent), and the figures is s t i l l  rising* This system is  a
kind of vertical integration. A ll the different stages from production to consuirp- 
tion are of interest to the meat marketing co-operatives and their apex organiza
tion. The integration is  differently developed in different fields of activities*  
Corrpulsoiy delivery and compulsory acceptance are laid  down in the by-laws of the 
co-operatives and are observed s tr ic tly  by the co-operatives and their members.

The remaining 16 per cent of the itarketed fatstock and pigs are slaughtered 
by consumer co-operatives and private enterprises. These bodies work partly as 
buyers partly as integrators* The scope of this integration is unknown to us*
In a few cases piggeries are run by private slaughterhouses* The system of public 
slaughterhouses or abattoirs is  nowadays less developed in Sweden (about 3 per cent
of the to ta l slaughter is carried out in such slaughterhouses), but i t  happens that
processing enterprises are buying up animals, which are then slaughtered in the 
abattoir* The carcases are processed in their own meat factories.

There are also a few exanples of mills and dairies keeping herds of pigs* In 
such cases offals are fed to the animals.

Large scale production o f  pigs (pig factories) exists to a certain extent*
There has recently been an increase in Such production, which is shown in the follow
ing table. The figures represent deliveries of more than ^00 fattened pigs per 
producer and year.

Deliveries as percentage
Year of total deliveries

1958 12
1959 IS
1960 19
1961 • 18

In order to avoid any misunderstandiilg we want to point out that large s6ale 
production need not necessarily be identical with integrated production* As w ill  
be shown under question U point (2) the number of integrators is  small in Sweden. 
Their contribution to the total production of pigs is  also of minor iirportance*

Vegetables* In 19^8 the ^edish canning indiistry was supplied with the 
following vegetables produced and delivered under contract.
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Supply under contract ^^uiriber of Number of
as percentage of V*igrowers hectares

total supply (app.) ’ (app.)

98 500 5,000
Cucumbers 88 2,000 1,000
Spinach 96 ^0 îiOO
Beans 82 200 1^0
Carrots ' 65 200 ii00
Beetroots (red) 86 200 ’ 300
Other vegetables 37 100 100

The number of growers is going down, while the total acreage is  increasing*
The acreage of peas seems to go up, while the acreage of beans is  going .down. No 
change is  expected for carrots and beetroots.

Potatoes. Exact figures indicating the area under contract for potatoes are 
d iffic u lt  to obtain. This applies especially to table potatoes, whereas 'the sta
tis tic s  regarding the area under factory potatoes are obtainable, as such potatoes 
(used in the production of alcohol and starch) have been produced under contract 
since 1956,

Rough estimates indicate, however, that U-5 per cent of the total area of 
table potatoes (including seed for such crops) is  cultivated by farmers with delivei^ 
contracts. There has been a certain increase in this area between 1^ 7 -6 1. During 
that period the fanners’ co-operatives more than doubled their area under contract 
for potatoes*

Sugar beet, S-wedish sugar beet production has been under contract for a 
long time. The acreage has not changed much during recent years. In 19^9 and 
1960 i t  totaled $1,000 hectares.

Seed. Production and deliveries of seed (wheat, rye, barley, oats, rape, and 
other o il seeds, clover, timothy, etc.) under contract vary for different reasons 
from one year to another, and i t  has not been possible to give a fu ll  account of the 
cultivated areas of the crops in question. I t  should, however, be pointed out that 
the use of production, contracts between farmers and seed firms is comprehensive in 
regard to most of the above mentioned seeds, and that in many sectors the areas 
under contract s t i l l ' increase both absolutely and relatively.

Fruit. Both integrators (Swedish Co-operative Union and Wholesale Society 
and ICA:s Frukt & Gronsaker AB) have packing stations, which are buying the fru it  
direct from the growers. There are no contracts. The fru it is graded and packed 
at the stations and sold in a ffilia te d  shops, for example by the local co-operative 
societies and by the ICA retailers. The la tte r are pi-ivate shop owners, who 
co-operate at the wholesale stage. About 5 per cent of fru it sold in Sweden is  
marketed in this way. The remainder comes from private packing stations and 
packing stations owned by the growers.

UNITED KINGDOM

Peas, in the generic sense, have for mary years been largely produced on 
contract but the pattern has changed very considerably* Originally the majority 
of peas were grown on contract for harvesting dry. The area devoted to this 
purpose reached a maximum of l 80,000 acres in the years 19U8 and 19U9 and declined 
to 23,000 acres in 1962. During the same period "peas, green for market" declined 
from 55,000 acres to about 30,000 acres.



In contrast, the area growing peas for canning and quick freezing increased 
from 2)4^000 acres in I9h8 to 7U,000 in I960, During the past two years the acreage 
of peas: for freezing has continued to grow and that for canning has tended to
decline. -̂ t present 30 per cent of the total acreage under peas provides for
quick freezing while another 30 per cent is for canning. During the past three
years the production of canned, fresh peas has been: 19B9 ~ 80,600 tons; I 960 -
98,100 tons; 1961 -  63,000 tonsj 1959 and i 960 were years of heavy crops with a 
consequent carry-over of stocks. Production of quick freezing peas was 39,300 tons 
in i960 and ^0,800 tons in 1961.

Virtually a l l  these peas for canning and quick freezing were produced on 
contracts between the grower and the canner or freezer, made in advance of planting. 
The canning or freezing firm provides the dressed seed to the grower and stipulates 
the dates of planting, the type of seed dressing to be used, the dates of harvesting,
etc. In return, the grower knows in advance the prices he w ill be paid for peas
of a given quality, produced in the manner specified in the contract* Thus, over 
60 per cent of a ll peas grown in Britain are produced under the s tr ic t control of 
the canning and freezing companies. The number of individual holdings groviing peas
for the two years was as follows:

June 1960 June 1961

Dried Peas 3,000 1,900
Other Peas 8,^00 8,000

These figures are for England and Males but they represent a ll  but a small proportion 
of the United Kingdome

Poultiy meat production in the United Kingdom is estimated as follows:

June-May Year Thousand Tons

1959/60 260
1960/61 300
1961/62 360 (provisional)

Of the 360,000 tons possibly three-quarters was broiler poultry. In terms 
of numbers of birds perhaps 80 per cent are broiler chickens or ducks. At the
present time about 100 million broiler fowls are sold annually. A ll broiler poul
try are produced on contract for the owners of poultry packing stations.

The number of agricultural holdings of over one acre in England and Wales 
producing broiler fowls in June I960 was under 6,000 and about 1,000 of these hold
ings had 90-95 per cent of the fowls^ These figures, however, do not include hold
ings of one acre or less, disused cotton m ills, etc. from which a considerable pro
portion of broilers come.

'While the figures are approximate and incomplete i t  is clear that a veiy large 
proportion of the poultry produced for sale in the United Kingdom is produced by 
a small number of large producers on contract to the owners of poultry packing 
stations. '^̂ is is mainly a development of the la st ten, and more particularly of 
the la s t  five, years.

/...
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Pig prod-Qction on the contract system was f ir s t  introduced in April I960 and 
the proportion of pigs certified under the ^atstock Guarantee Scheme and sold in 
this way in ^reat Britain (England, Males, and Scotland) at present amounts to about 
20 per cent of a l l  pigs certified . The actual figures being:

Fatstock year Total pigs Pigs purchased on Percentage 
certified long term contracts

thousands

1960/61 7,8It5 1,359 Yi
1961/62 8,808 1,69U 19.2^

The percentage of grade and deadweight pigs ( i.e . those bred specially for bacon 
production) which were sold on contract was 72.2 per cent in l 960/ 6l j  82.9 per cent 
in 1961/ 62.

The Fatstock Marketing Corporation Ltd., a producer organization set up in 
I9^k by the three Fanrers * Unions of the United Kingdom, is  the largest wholesale 
meat conpary in the country. The Corporation was recently converted into a public 
company and has acquired a well-known firm (Messrs. Marsh & Baxter) owning UO per 
cent of the curing capacity in Britain. The controlling interest in F.M.C. Ltd. 
remains in the hands of producers.

Long term contracts are entered into by producers, who supply a certain number 
of pigs each week (or in specified weeks) of a s\iitable quality for bacon production, 
with the Fatstock Marketing Corporation Ltd., or a particular curer. The Corporation, 
or curer, however, has no control over the production process and the pig remains the 
property of the producer un til the time of sale.

Nine^tenths of the pigs in Great Britain are on holdings in England and Wales, 
one-tenth in Scotland. In England and Wales there are some 110,000 holdings hav
ing pigs, of which about U0,000 have less than ten pigs. About 9,000 producers 
in Great Britain s e ll  pigs on long term contracts, some 8,000 of these having 
contracts with the Fatstock Marketing Corporation Ltd* Thus about one-Tenth of 
the pig producers in Great Britain s e ll on long term contracts.

The Northern Ireland -î igs Marketing Boaixi (which has compulsory powers) 
purchases almost a ll  the pigs produced in that country, but does not make advance 
contracts with producers.

YUGOSLAVIA

Entire production of sugarbeet, o il seeds, tobacco. A ll pigmeat and beef 
production in so cialist sector* Integration increasing for fru it and vegetables. 
Percentage of marketed quantities produced under integration: wheat 70 per centj
beef 2k per cent) pigmeat 1 ? per cent.

-  o -
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Question 3

Legislation affecting vertical integration -  e*g.- limitations on 
purchase of farms by non-agricultural interests, limitations on voliome 
of individual production qualifying for deficiency payments, etc,

GERMANY, F.R,

Farmers have priority in purchase of land* Taxation hits production based 
mainly on bought feedingstuffs.

IRELAND

None,

NETHERLANDS

None.

NORWAY

Licence required for purchase of land and generally buyer must se ttle  on the 
farm, Authoiities have pre-eirption right in some cases for purposes of ration
alization. Price arrangements for grains and concentrates favour farmers produc
ing ovm feedingstuffs.

SWEDEN'

Land purchase generally reserved for bona fide farmers. Special permit 
required for sale to corporations, coitpanies, foreigners. Authorities have pre- 
enption right in some cases. Restrictive Trade Practices Act 19^3 may affect  
vertical integration.

UNITED KINGDOM

None (except restriction on deficiency payments for milk).

YUGOSLAVIA

Maximum individual land holding: farmers 10 ha., others 3 ha«

-  o -



)Question 4

L ist private integrators -  feedingstuff manufacturers, meat packers, 
super-market and chain food store operators, etc.

IRELAND

Hatcheries, one bacon factoiy and a co-operative of small grocers. 

NETHERLAiroS

Feedingstuff manufacturers and dealers, ca ttle  dealers, ire at packers, 
wholesalers of eggs, freezing, and canning enterprises.

NORWAY

Meat Packers, feedingstuff dealers, wholesalers, canneries.

SWEDEN

Vegetable, fru it, and meat canneries (Findus, Felix), meat packers, millers, 
dairies, supermarket chains (potatoes), seed firms.

UNITED KINGDOM

Large group of companies (Ross *Jroup in broilers, potatoes etc.) wholesale 
butchers (broilers), wholesale grocers (broilers), feedingstuff company.

Appendix • to V, I« 2/ 63 _ • -10 -
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Norway and Sweden also mention central consumer co-operative organization 
as integrator (ownership of farms, contracts with farmers for pigmeat, broilers, 
potatoes). Swedish Sugar Cpirpany contracts with farmers for sugar beet a:^ 
ware potatoes. Irish Sugar Company (state) is  main escponqnt of vertical inte
gration in Ireland,
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Question 5

Methods used by private integrators

(a) amalgaination of existing enterprises engaged in successive pteses 
of the supply-.productiGn-marketing process^ or special agreeraents 
bett'jeen them|

(b) acquisition of fartns by processing or marketing interettsi

(c) contracts nith farmers - give particulars on provision of credit 
and technical guidance, obligations on farmer (purchase of fesding- 
stu ffsj delivery dates_, e tc ,) , price and inarket guarantees.

GErMANY, F.R..

Ag regards the main branches in which integration takes place this question 
‘has already been partly answered under question 1 .

(a) Amalgamation of existing enterprises already active in integration has 
not yet been noted at the present stage, ' None of the firms at present engaged in 
integration have formed larger units among themselves.

(b) The acouisition* of farms by processing and marketing irterests has not 
been observed. But soi.ie agricultural businesses have created a broader basis for 
their production especially by leasing land, above a ll  in order to avoid turnover 
and industrial tax as an industrial processing-enterprise. These businesses have 
b u ilt up their own sales organization. A large scale concern manufacturing feeding- 
stuffs has enter̂ ed the production of American stock on licence by the purchase of 
farms, and engages in integration up to the sale of the finished product,

re) Unfortunately no particulars can be givBn. Basically the system of 
credit prevision and technical guidance is  no different from that of the co-cnorati’v’ 
However.; SO'le nf the private integrators in this field  are remarkably advanced, 
especially in advisory woxk.

Unfori-unately this question cannot be answered in more d etail as no reply has 
yet been received from a number of Ij'rge private integrators*

IRELAND

The operation is  carried out by contract in the case of pigs; some credit ia 
given basically in the form of a sow to be paid for when the l i t t e r  reaches matur- 
i 1y ,  the farmer being (in theory at least) compelled to deliver his pigs to the 
factory.

There is no price guaranteed.

In fru it and'vegetables we are not aware of any credit given by the grocers* 
co-operative; some technical assistance is  given- seed is  supplied and a price 
guaranteed. This negotiation barely comes under the heading of Integration.

-  11 -  Appeaadix to V .I. 2/63
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In the broiler industry chicks, feed and credit both for feed and long term 
for buildings are offered, together with a guaranteed price.

Some individual wholesalers and cortpounders of grain are interested in pig 
and poultry production on their own premises.

NETHERLANDS

(a) ^xairples of amalgamation of existing enterprises v±th a view to making 
use of the p ossib ilities of contract farming are not known to us -  except for a 
single case of a fu lly  integrated system -  i . e .  manufacture of feedingstuffs and 
meatpacker -  but this enterprise (Unilever) is of an older date; so far vertical 
integration with relation- to agriculture has been mainly applied in the shape
of contract farming  ̂ this system requires the integrators interested ix) make 
special agreements for this purpose between themselves*

(b) The number of farm holdings run by integrators for other purposes than 
research is  gradually increasing; moreover the question arises whether those farms 
which now are used only for demonstration and/or research w ill not be used more 
for production purposes by the integrators themselves.

(c) I t  is d iffic u lt to get hold of contracts which pirLvate integrators make 
with farmersj as far as we know they contain the following (partly alternative) 
terms:

1. A guaranteed income, i .e .  the farmer gets a fixed remuneration for fattening 
animals which remain the property of the integrator and for which the la tte r  
delivers the feed and eventually a ll  other things that may be necessary;
in other words: the fu ll  risk for this contract is  taken l:y the integrator,
unless part of the risk is  reserved for the farmer when the results of 
his production are below a certain le ve l.

2. Contracts leaving in principle the risk to the farmer, may contain agreements 
as to prices of the following character:

(i) a fixed price (broilers, pens);

( ii)  a variable prices t ’lis may be a price dependent on the market
price at the moment of delivery from which basis the integrator can, 
however, deviate at :̂ JLberty (pigs) or a price related to, for
instance, the price of a leading co-operative (eggs)j

( i i i )  a guaranteed rranirmim price >.hich leaves room for a higher price: 
peas (as a minimum remuneration per ha).

3. As to market guarantees, in some cases long term agreements are made with 
sub-contracts for a certain number of produce units; these long term 
contracts are often unilaterally favourable to the integrator as to the 
possibility to terminate the agreement between times.

U« In the type of contract mentioned in 2 and 3 above the farmer undertakes:

(i) to buy the feediiigstuffs from the integrator;

/...
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( ii)  to make use of the breeding stock indicated by the integrator 
and/or supplied by him;

( ii i )  to take care of the animals and of the crops in the way indicated 
by the integrator;

(iv) to supply in due course his products to the integrator according 
to the quality standards and to the delivBiy schedule agreed.

far as' credit is granted, i t  is  not cheaper than the rate for othet*
types of credit; i t  is ,  however, more easily obtained.

6. The technical guidance which is  part of the contracts may only include
extension and advice; in most cases, however, i t  wiU comprise instructions
and supervision .

NORWAY

(a) Vertical integration in the form of amalgamation of existing enterprises
engaged in successive phases of the supply -  production -  marketing process are 
fpjind under (a) and (f) under question U. . ■

Under (a) the production and processing of pigmeat is  linked together as the
processing firms involved are supplying part of their requirements of pigmeat from 
production in large production units of their own.

Under (f) the processing and marketing is linked together as the apex organ
ization of the consumer co-operatives (NKL) has integrated into processing of meat 
in plants of their own. The integration is ,  however, of minor inportance. In
one case the processing plant is  operated in co-operation between the NKL and one 
of the farmers’ meat marketing co-operatives.

(b) Acquisition of farms by private integrators is  of minor iirportance in  
Norway partly due to the le g isla tiv e  restrictions mentioned under question 3.

(c) As indicated under question h, contract integration is the most common 
type of integration in Norwegian agriculture. I t  is  used by slaughterhouses, feed 
dealers, and wholesalers* The contract conditions vary. For the integrators 
mentioned \inder (b), (c) and (d) in question U i t  is common practice to give the 
following provisions to farmers signing contracts:

-  credit; -
-  concentrates and sometimes feeder pigs;
-  some sort of price and market guarantee.

The obligations for the farmers stated in the contracts are usually: delivery 
of the final products to integrator, bî jring concentrated feed from the integrator 
or certain firms co-cperating with the integrator.

Below is given an example of the contract conditions used by a private meat 
packer making contracts for pigmeat.

There is  reason to believe that these contract conditions may be considered 
fa ir ly  representative of integrators \inder (b), (c), and (d) in question U.

/...
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-  Feeder pigs delivered on the farm by integrator at prices corresponding to 

quotation used by farmer co-operatives. The farmer pays only the insurance 
premium for the animals in cash.

-  Concentrates delivered on the farm by integrator at prices a l i t t l e  below 
o ffic ia l quotation.,. I t  has to be added that due to probable differences

. in quality i t  is  d ifficu lt to conpare the prices,

-  Pigs for slaughter are picked up on the farm by integrator,

-  Integrator pays the pigmeat at prices linked'to the quotation lised tjy 
farmer co-operatives, I t  is ,  however, for several reasons d iffic u lt

■ • the prices paid by co-opejatives and, private slaughterhouses.
This is  partly due to the bonus paid at the end of the year by most co
operatives ,

-  Payment for feeder pigs and concentrates is  deducted from the final 
account to the farmer.

The type of integration under (e) (question h) is  in many ways quite exception
a l, and is conducted by private wholesalers dealing with agricultural products, most
ly  vegetables and poultry products. The integrator (wholesaler) makes contracts 
with the farmer's for the delivery of vegetables on the condition that farmers are 
obliged to deliver a ll  their eggs to the wholesaler#

For integration under (g) (question ii) the conditions for the contracts are 
determined every year through negotiations between representati'ves from the two 
parties concerned, the canning and freezing industiy and the farmers* The farmers 
producing vegetables on co n ta ct have ,organized themselves in a countrywide bargain
ing co-operative (Kontraktdyricemes La'ndslag), This bargaining c6-operative re
presents the farmers in negotiatiqns with the canning and freezing industry over 
prices and contract conditions* The negotiations are held in advance of the pro
duction season and cover the following items*

-  ■‘̂ rice guarantees in the form of fixed prices.

-  Conditions for production and delivery •

- I n  some cases the canning and freezing industry supplies the farmers 
with seed* ; ■

-  For some products the canning and freezing industry takes care of harvest
ing and transport to the plant,

SWEIEN

(a) No such measures have been taken by private integrators in regard to 
any of the above mentioned products,

(b) We do not know of any acquisition by private integrators for this parti
cular pxirpose. Findus* broiler production takes place on the conpany's research 
faiTu at Bjuv in specially : erected poultry-houses,

■ ' /,.,
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(c) Ag shown in the foregoing paragraphs vertical integration in Sweden is  
almost entiere3y baaed on contracts with farmers. Below particulars are .given 
of the provisions in these contracts.

Broilers. Irrespective of integrator, the contracts only provide for the 
price* Quite naturally the contracting farmer must raise well-known breedis.

Fatstock and ■̂ igs. The provisions in the pig contracts are unknown.

Vegetables. The contracts for these*products contain provisions on price, 
technical guidan6e,and delivery dates. The integrators (Felix, Findus, and others) 
negotiate with the farmers about the prices for the forthcoming season. In these 
negotiations growers* interests are represented by the Horticultural Board of the 
Swedish Farmers’ Union. The large pea-canning factories (Findus, Felix, etc.)  
provide the seed and harvest the pea crop themselves. Special campaigns are 
organized by the factories, which use their own combines and other harvesting 
machines, transport, etc. The peas must be harvested at a certain time during 
the maturing process, otherwise there is a risk of-inferior quality. Canning 
factories (like Findus and Felix) give advice to the growers.- -Advisory service is  
also given by officers enployed by the Agricultviral Societies (Hushallningssallskapen)

Potatoes. The provisions in the potato contracts vary according to the type 
of potato to be produced. Besides the price clause, the contracts contain pro
visions on the management and harvest of the crop, which, particularly for seed 
potatoes, m st corply with the regulations laid  down by the Board of Agriculture 
and the State Central Seed Testing Station. The prices for table potatoes are 
based on quotations. The quality is  taken much into consideration.

Sugar beet. The Swedish Sugar Coppany, which is  the sole refiner of sugar 
in Sweden, signs contracts with the beet growers. The price is  related to the 
sugar content. The conpar̂ r supplies the seed gratis. The grower buys, back pulp 
and molasses at a reduced price. The fin al prices to the grower are settled after 
the compaign has ended. Delivery dates are fixed.

Seed,. S-wedish seed firms very often have contracts with growers. This is 
specially the case with tested varieties, whxh mu’s t be grown according to o ffic ia l  
regulations. The prices are usually settled as an additional payment over ruling 
market prices,. The crops are checked and approved by o fficia ls  from the State 
Central Seed Testing Station.

Fruit. Both integrators (Swedish Co-operative Union and Wholesale Society 
and XCA:s Frukt & Grbnsaker AB) have packing stations, which are buying the fruit  
direct from the growers. There are no contracts. The fru it is  graded and packed J 
at the stations and sold in a ffilia ted  shops, for example by the local co-operative 
societies and by the ICA retailers. The la tter are private shopowners, who co
operate at the wholesale stage. About 5 per cent of fru it sold in S-weden is  
marketed in this way. The remainder comes from private packing stations and packing 
stations o-wned by the growers.

/...
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UNITED KINGDOM

(a) Amalgamations of existing enterprises are most commonly to be found in
the broiler industry -where processors, or others, have bought their way into the 
various stages of production. We know of no special agreements, although contract
ual arrangements are common between producers and processors.

(b) Processors in the broiler industiy acquire sites, which are often parts
of farms, on x̂ hich to grow broilers. The acquisition of farms is ,  on, the whole, 
confined to a limited purpose -  the general cause of research. Examples of this 
are fe r tiliz e r  firms, seedsmen, feedingstuff manufacturers, meat processors for 
breeding research, etc, , ,

There are cases of frozen food packers and processors owning land for produc
ing their own supplies, but this is  not a general practice. In the case of horti
cultural produce re ta il interests prefer to obtain their supplies without becoming 
involved in another process, but a few of these interests have acquired market 
gardens or farms. In the past few years certain of the large cider manufacturers 
have■acquired an increasing number of orchards,

(c) The Fatstock Marketing Corporation Ltd., through its  Fatstock Finance 
Scheme is  in a contractual relationship with a number of producers-of pigs, cattle, 
and sheep. Producers accepting these loans, which help them to purchase or buy 
the necessary food, contract to s e ll the fattened animal to the Corporation. (In 
•isany cases the Corporation obtains an indirect benefit by the producer selling
a ll  his fat.s-tock to the Corporation.)

The total value of advances made under the Scheme since its  inception in March
1958 is £1.5 million. The total number of applications for loans has- been about
5,000. The actual number of producers involved is  less, because some of this 
number have obtained more than one such loan. Thus, only a small proportion of 
fatstock producers have so far taken advantage of' the Scheme.

A scheme which involved much closer control of the production process by 
outside financial interests, was that run by the Livestock Group of'Conpanies.
Under this scheme members of the general public were invi-ted to invest a sum of 
mon  ̂ in the purchase of a sow. In return the investor was promised a guaranteed 
income and a refund of the capital when the sow was eventually sold. The conpany 
i t s e l f  purchased the sows. Farmers contracted with the company to feed the sows 
and fatten the progeny until they were ready for slaughter* The farmer himself 
never owned, the sot-js or pigs. About 16,500 sows and boars were Owned,by the 
Lives"tock Group when i t  was operating. The Group recently went bankrupt. The 
idea initiated by the Livestock Group of Coirpanies is being continiaed in a modified 
form by another firm, Anglian Pig Breeders.

The Pea Growing Research Organisation Ltd’, is  a body join tly financed by the
pea growers and the processing conpanies and the benefits of this research are 
iinmediately available to the growers. The current levy is at a rate of 6d. per
ton on the shelled clean weight of fl-esh peas sold under the contract, a similar 
con-tribution being irade by the processors.

Technical advice m^ be obtained by a ll  farmers free of charge throu^ the 
National Agricultural Advisory Service which is government sponsored on a regional 
.basis throughout the United Kingdom. Recently this Service has been made 
available to co-operative societies.
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Question 6

To what extent are the advantages sought by integrators actually achieved?

(a) regularity of supply;
(b) standardized qualities suitable for advertising;
(c) planning of supply with respect to quality and quantity;
(d) economies of scale;-
(e) profits from two or more sources (e.g. on feedingstuffs sold to 

farmer and broilers sold to consiamer).

GERMANY, F.R.

(a) Yes (but also achieved without integration).

(b) Yes, essential for integration,

(c) (Reply inconclus iv e .)

(d) Risk greater than benefit -  large investments swallow up profit.

(e) See (d).

IRELAND

No judgment given. .■

NETHERLANDS

(a) Yes (processors).

(b) les '»

(c) Yes ”

(d) Yes (processors and feedingstuff manufacturers).

(e) Fully integrated systems are rare.

NORWAY

A ll advantages mentioned are obtained by one or other type of integrator* 
Similar advantages obtained by co-operatives without vertical integration programs. 
Where co-operatives have vertical integration programs these are merely one way of 
providing service to members.

SVJEDEN

(a) Of some importance.

(b) For broilers, yes,; perhaps also canning vegetables.

(c) Yes, for most products.
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(d) Yes, particularly for broilers arid pigs*

(e) No factual information, insignificant.

UNITED KINGDOM

(a) Yes (broilers), partially (bacon pigs),

(b) Broiler poultry, canned and frozen fru it and vegetables.

(d) les (broilers, eggs).

(e) les (some firms in broilers, eggs).

YUGOSLAVIA

In addition to advantages quoted, the following should be mentioned:

-  introduction of modem technology, thus achieving significant 
inprovement in yields of wheat, maize, industrial crops and, to 
some extent, livestockj

-  technical guidance is unified in co-operativesj

-  besides loans from the public sector, industrial enterprises also......
grant loans for expansion of agricultural productionj

-  increased income provides resources for further expansion*

-  o -



Question 7

Wbat conditions are considered necessary for the success of vertical 
integration by"(a) private integrators, (b) farmer co-operatives?

Appendix to V .I. 2/63 -  19 -
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GERI'IANY, F.R.

For private integrators and co-operatives

-  Standardization -  feedingstuffs, livestock, end product.
-  Least possible seasonal fluctuntion.
-  Rationalization of supply.
-  Optimum u tilization  of plant capacity.
-  Market information.
-  Storage and internal price policy.

IRELAND

No information available.

NETHERLANDS

For private integrators

-  Effective production planning in relation to long term markets.
-  Willingness of a ll  parties to' accept limitations on freedom.
-  I l l  parties should profit equally.
-  Fair division of risk.
-  Farmer should have professional capacity and positive attitude 

towards contract farming.

For co-operatives

Same -  but some particular problems involved,

NORWAY

For private integrators

-  Profits obtainable.
-  Need among farmers for services provided (credit, price guarantee, 

technical guidance).

For co-operatives

Same.
Members must have fa irly  uniform economic needs.

SWEDEIN

For private integrators

-  Ejqjanding market,
-  Adequate supply of raw material.

/.



For co-operatives

Same - special problems: vertical integration ard co-operative principles, 
iitpact on farmers ’ incomes, '

UNITED KINGDOM

- Mass market necessitating uniform supplies.
-  Economies of scale obtainable*
-  Need for heavy investment*

$leply does not distinguish between private integrators and 
co-operatives)

YUGOSLAVIA

-  Economic interest of a ll  partners in integration.
-  Sound integrators’ material and technical resources*
-  Successful technical guidance.
-  Policy of society should provide conditions for continuous expansion 

of production.
-  Loans at low interest and otherwise favourable terms. — - ....
-  Minimum gu.aranteed prices for the most inportant agricultural 

coranodities, subsidized price for machinery  ̂ fertilizers-, and- - • 
pesticides.

-  Premiums for selected commodities.
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Question 8

What advantages are obtained by contracting farmers?

(a) access to credit and technical guidancei
(b) greater security in the short term as regards markets and price;
(c) decisions concerning marketing are taken by integrator, leaving 

farmer free to concentrate on efficien t production.

GERMANY, F.R.

(a) Co-operatives give some in it ia l credit.

(b) Co-operatives try to reduce price fluctuations.

(c) Yes, i f  i t  is an advantage. 

lEELAMD

The chief advantages are credit, technical information and an assured 
outlet for the produce.

NETHERLANDS

A ll three advantages may be obtained theoretically. In practice the result 
depends on the state of the market and the a b ility  of the fermer.

(a) Credit more easily obtained but not cheaper.

(b) Longer term planning may be illusory i f  contract can be terminated 
arbitrarily by the integrator at any timej fu ll price security only 
with contracts guaranteeing income; prices generally not veiy favour
able to farmers.

(c) Especially for farmers not belonging to a co-operative.

(d) Specialization and economies of scale.

NORWAY

(a) Yes, credit is  the most inportant advantage.

(b) Yes, for vegetables; otherwise market stable.

(c) Yes, for vegetables, otherwise no advantage vis-a -vis  co-operative 
marketing*

SWEDEN

(a) No advantage as far as credit is concerned.

(b) Yes, most apparent for vegetables.

(c) Yes, but co-operatives give same advantage.

/...
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UNITED KINGDOM 89
(a) Yes,

(b) Yes, most iiiportant

(c) Yes.'

YUGOSLAVIA

(a) Contracting farmers are given: material and technical resotirces
which they are not able to provide by themselves, so that modem 
cultivation and increased production for market can be organized.

(b) Contracting'farmer has a direct interest since market prices of 
agricultural commodities are stabilized and production stimulated.

(c) Technical guidance is  provided by the co-operatives.
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' ■QuQS'tion 9
Are co-operatives obtaining similar advantages for their members 
otherwise than through vertical integration?

F.R.

le s , for those branches of production in which co-operatives are strong 
(e.g., milk, meat).

NETHERLANDS

- Yes, credit -  except perhaps for some special needs.
-  Technical guidance -  private integrators tend to provide sligh tly  

better service.
-  Market sta b ility  -  yes.
-  -î rice sta b ility  - in general, yes.
-  Concentration on efficien t production -  yes.

NORVIAY

Yes -  short term credit provided by most supply and some marketing co
operatives, some fieldmen employed to give technical advice, co-operative market 
regulation gives sta b ility , co-operatives accept a ll deliveries by members.

SWEDEN

Yes short term security of markets and prices, research and advisoiy work 
increased (particularly meat marketing co-operatives), various forms of credit 
(feedingstuffs, beef production, e tc .) ,

UNITED KINGDOM

Yes, for fatstock, eggs, and wool which are sold through producers* organ
izations.

YUGOSLAVIA

Only to a certain extent, as co-operatives are organizations for large scale 
production and should have large scale market outlets.

-  o -



Question. 10

What disadvantages are suffered, and to what extent are they accepted, 
by contracting farmers?

(a) dependence on integrator, with consequent loss of bargaining power;
(b) restrictions on freedom of choice as an entrepreneur; ' ‘ ' ..... -
(c) danger of over-production in the sector concerned, affecting a ll  

farmers whether contracting or not;
(d) hardening in the terms offered by private integrators. ' ’

Appendix to V .I . 2/63 -  2i; -

GEHMANY, F.R.

Questions are purely theoretical at present.

IRELAND

Disadvantages have not yet become apparent*

NETHERLî NDS

(a) Yes.

(b) Yes (but freely accepted).

(c) Yes, but as result of greater efficiency,

(d) Yes in principle, but experience too short for proper judgment.

Other disadvantages • ‘ '

(e) D ifficu lty  of surveying market as a whole x̂ hen there is .a separate : , 
market for contract fanning*

(f) Ease with which integrator can switch from one farmer to another.

(g) Integrator formulates contract.

• (h) Farmers cannot always assess real value of terms offered.

Farmers often accept the condition that they should not show the contract 
to representative of farmers’ organizations. Fanners* organizations try to 
influence contents of contracts but are handicaped by the fact that membership 
is  not general,

NORlfiAY

For animal products, some danger of excessive indebtedness, followed perhaps 
by hardening of terms. Some danger of over-production but should not Tie over
estimated.
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92
SI®DEN

- Experience of vertical integration sligh t, no obvious disadvantages 
suffered yet.

-  Danger of over-production from large scale enterprises.
-  No signs of (d).

WITED K33JGDOM

(a) and (d)

YUGOSLAVIA

A ll integrators are public enterprises and the disadvantages mentioned do 
not arise. Apart from quantities under contract, farmers are free to s e ll  
whenever they close and often use the unorganized re ta il markets in and near 
large towns and industrial centres.

-  o -



Question 11

Is vertical integjfation undertaken by farmer co-operatives? To what 
extent? In what ways?

(a) contracts with members (state general terms)j
(b) contracts, with wholesalers or retailers^
(c) ovjnership of re ta il outlets.

GERMAI-ĝ  F.R.

The , question can be answered with an emphatic yes* Co-operative integration 
made great strides in 1962, The GeiTnan Co-operatives have addressed themselves very 
positively to the question of vertical integration.

(a) Production and delivery contracts -  especially for quality cereals, rape, 
cereal and fodder seeds, seed potatoes, ware and industrial potatoes, fru it and 
vegetables, eggs, poultry, fatstock (especially pigs) -  have been concluded with 
members. Sometimes the local co-operatives were the contractors but more often 
the regional co-operative supply organization, sometimes together with the regional 
butter and egg marketing organization or the regional meat marketing organization.

The nDst iirportant features of the contracts are:

-  Compulsory delivery by the member, comptilsory acceptance by the co-operative 
(either total production, a percentage or a fixed quantity).

-  Provisions concerning delivery, acceptance, preparation, sorting.
-  Provision concerning payment (price and date).
-  iigreement on advisory work and supervision, at present on methods of 

production.
-  Agreement on supply of basic material (young livestock, plants, seeds), 

production requisites (feedingstuffs, fe rtiliz e r s, medicaments), equipment 
and ijiplements

-  In individual cases, penalties, arbitration procedure, etc.

î ometimes the producers in the branch concerned have formed associations 
with the task of giving technical advice.

In a limited number of cases a special processing installation was set up 
(company with nominal shares carrying right and obligation of delivery)* The 
deliveries take place in the same way as with the contracts*
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with:
(b) ôme delivery contracts exist - and efforts w ill be made to extend them

-  Processing firms.
-  '■'Wholesalers, including the central purchasing organizations of 

private traders and consumer co-operatives, chain stores, etc*
-  Retail traders (less, and mostly at local le v e l).

The contracts contain, in a ll  cases, provisions concerning quality, packaging, 
etc*, quantities to be delivered, and in some cases specific provisions for s e ttl
ing prices*

(c) Farmer co-operatives do not o\m any re ta il outlets (except for milk
sales)* ,/ • • •
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IREL/iND

Contracts with ineinbers are most uncommon, having been held unenforceable as 
"conditions in restraint of trade" in a leading case in 1919.

NETHERLANDS

Animal -Production

Co-operatives are applying -  until now in a modest way only -  contract 
farming for pigs, calves, and broilersj not yet for eggs.

Arable Fanning

Co-operative sugar factories and potato flour factories for a long time 
already have been making use of a system which contains elements of contract fanningj 
s t i l l  more elements of vertical integration are present in the relation ofgrowers 
of grass seeds with the co-operatives marketing the produce  ̂ as a consequence of 
the increase of contract farming for vegetables, there are moves to build up special 
unions of growers to negotiate with the integrators.

In what ways?

(a) Contracts with members (state general terms)

1. The main type of contract in our countiy is the credit agreement to meet 
the credit needs of the farmer who wants to extend his production of pigs and 
calves; the agricultural credit banks therefore grant these credits, for an agreed 
number of animals, especially for the supply of breeding stock and feedingstuffs 
and -  sometimes -  for other necessary investments* Partners in these contracts are, 
besides the co-operative banks, supply co-operatives, marketing co-operatives for 
cattle and sometimes also mutual insurance associations* These agreements contain 
the following conditions:

(i) the farmer undertakes to buy the feedingstuffs from the supply 
co-operative;

( ii)  sometimes he has to buy the breeding stock from a marketing co-, 
operative for cattle;

( i i i )  the farmer is  obliged to insure the animalsj sometimes the 
service of a mutual insurance society is  compulsory;

(iv) in the case of pigs..he..has ..to deliver his products to a meat market
ing co-operative; the sale of calves is  free.

One or more of the co-operatives concerned guarantee the repayment of the 
credit to the bank.

The tw  groups of co-operative banks which exist in this country apply dif
ferent conditions as to membership, demanding either membership in the local bank 
concerned only or membership in a ll the co-operatives concerned. Whilst one 
group of banks applies short-term contracts, the other makes use of long term 
contracts with sub-contracts.

A..



The credits granted are limited to a total amount with a majimum per animal  ̂
more credit may be given but only after an investigation with regard to the capa
b ility  and financial position of the applicant#

The rate of interest, which is not lower than for similar types of credit, 
can be altered between times, as isiEiial in the Dutch agriciiltural credit system.

The contracts contain instructions for the method of production, and the 
farmer has to accept supervision. ................... .

In general these contracts do not contain any price agreements, the farmers 
paying or receiving the same prices as the remaining members, in other words: the
farmer bears the risk.

For some time some marketing co-operatives for cattle have tried to guarantee 
the farmer a fixed remuneration per animal; for this purpose a fund was made from 
contributions of the farmers interested^ the in sta b ility  of the market and.the 
great differences in the standard of production -  which was not a subject of super
vision -  made i t ,  however, irrpossible to continue this system.

2, The only co-operative slaughterhouse for poultry which exists in the Nether
lands makes use of a deliveiy agreement; the producer, before starting production, 
undertakes to supply the slaughterhouse with a number of animals contracted on a 
certain date; the slaughterhouse accepts delivery beforehand; the producer is  
obliged -  at least morally; there'is ho written agreement as to this point -  to
buy the feedingstuffs from the local supply co-operative; in general there is  no 
price agreement by the poultiy co-operative; by way of exception supply co-operatives 
interested are offering a fixed price for the product; the slaughterhouse gives 
extension but no instructions; i t  leaves the choice of the breeding stock to a 
certain extent to the producers.

The organization of the co-operative slaughterhouse referred to is exceptional, 
its  members being two central organizations of supply. co-operatives and some market
ing co-operatives for eggs; the producers of broilers therefore are non-mei±iers; 
the business is.inot limited to members of member organizations!

3, Contracts with a fixed remuneration (wage) per animal are applied by some 
supply co-operatives in contracting in the field  of pig production; in most cases 
this type of contract includes the possibility of some "profit" sharing.

I t  cannot yet be predicted whether this type of contract farming by co
operatives w ill become of great inportance.

(b) Contracts with wholesalers or retailers

As far as we know, a further vertical integration by agreements with whole
salers dr retailers lias not yet taken place.

(c) Other forms of vertical integration, in which co-operatives are a party

1. A marketing co-operative for milk founded some factories of its  own and 
is financially interested in various private factories for dairy products and 
for the standardization of milk.

/. *..
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2. The co-operative slaughterhouse, mentioned in (a) 2., offers also an 
example of vertical integration as i t  was founded by supply co-operatives and market
ing coaoperatives for eggsj the central organizations of supply co-operatives 
mentioned, together with some other organizations, also take part in a Benelux 
co-operative for the development of a special breed of broilers, the use of which 
w ill be made in due time conp-ulsory for deliveries to co-operative slaughterhouses^
(a second co-operative slaughterhouse w ill soon be founded by two central organiz
ations of supply co-operatives).

There are, of course, still various examples of vertical integration between 
co-operativesj these, however, are not of any importance for the new development 
in contract farming which is subject of this questionnaire.

NORMAY

The farmer co-operatives are to a certain extent conducting vertical integra
tion both in the direction of the primary production and in the direction of the 
wholesale-and re ta il distribution. Below is  given a short description of the 
different types and extent, of integration, conducted by farmer co-operatives.

(a) Contracts with members

Meat marketing co-operatives

Most of the regional co-operatives are conducting contract integration, 
particularly for pigmeat and to a smaller extent also for beef and veal. General 
terms in the contracts are;

1. The co-operative is supplying the farmers with feederpigs. In some 
cases the co-operative is also supplying,concentrated feed.

2. The farmers have to keep insurance for the animals,

3. Only part of the cost of feederpigs and concentrated feed has to be 
paid in cash. The rest, with the addition of interest, is  to be 
deducted in the final account when the products are delivered to the 
co-operative.

U. The farmers are obliged to de.iver the products to the co-operative.

5. The products are paid at quoted prices in force.

Egg marketing co-operatives

One of the regional co-operatives has made contracts with the farmers for 
egg production. Credit is given for the purchase of chickens* Contract terms 
roughly the same as for the meat marketing co-operatives. Contract is not 
obtained unless a minimum of 100 chickens are started.

Fruit and vegetable co-operatives

Contracts are made for the production of potatoes for seed and human 
consumption. The production program is controlled by Governmental agencies.

/...
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i^urchasing co-operatives

Contracts arc made for production of seed. The production program is  
controlled by Governmental agencies* The co-operatives are supplying the seed, 
the payment of which is  deducted in the final account after delivery of the 
product in the f a ll .  The farmer gets a price premium in addition to price quotation 
in force.

(a) Contract with wholesalers or retailers

Meat marketing co-operatives

Two of the regional co-operatives have contract arrangement with respectively 
retailers and wholesalers for delivery of meat products. One of the regional co
operatives have a contract arrangement with the Findus concern for the production 
of ready to eat food from meat and pork. The same co-operative has a contract 
arrangement with a cold chain for production of frozen food.

For co-operatives in the poultry and vegetable sector contract arrangements 
with wholesalers or retailers are of minor importance.

(c) Ownership of re ta il outlets

Meat marketing co-operatives
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Most of the co-operatives have some re ta il outlets of their own. Sale of 
canned food, salted, smoked, and dried meat and other forms of processed food 
through tlxae r e ta il outlets in relation to to ta ls  ale at retail le ve l varies consi
derably between co-operatives but is  probably about 10 per cent for the meat market- 
int co-operatives as a whole* Tjie relative inportance of sale through own re ta il  
outlets seems to be decreasing.

Daily co-operativos

Most of the daily co-operatives are doing part of their retail sale through 
outlets of their own. The re ta il outlets are in most cases connected to the 
daily plant but in the larger citie s  they arc separate and spread around in the city.

(d) Production of pigmeat oonducted by farmer co-operatives

There are examples of this type of integration in the dairy industry where 
the main purpose is to get a more profitable u tilization  of byproducts like skimmed 
milk and whey from the dairy plant. '■‘̂ he extent of th is production has, however, 
decreased partly due to the price discount system for concentrated feed (see under
question 3) which do not give this type of production any preference.....I t  has also
been an opinion among the famers against this type of a ctiv ity  to be carried out 
by the c o-operative dairies.

SWEDEN

(a) ¥e have already stated that our-co-operatives use cpntrscts with their 
members only on a ve?y limited scale. The only product of any quantitative 
inportance which is grown under contract is  potatoes. Integrators of table and 
seed potatoes are the Swedish Farmers* Selling and Purchasing Association and-of 
fact/ory potatoes the Swedish D is tille r s ' and Starch Producers* Associations. The
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factory potatoes are growi under contract at one hundred per cent, while only a 
part of the table potatoes are under contract.

The selling and purchasing societies also receive table potatoes from other 
members than contracting ones* However, as we have said before, the contracting 
activities as regards table potatoes is not only a drive to achieve adequate 
quantities of quality potatoes but also to raise the standard of production. The 
farmers* cp-operatives cover only about 20 per cent of the wholesale trade in 
table potatoes, while the percentage is  higher for most other vegetable crops 
traded by them. The acreage under contract and the general terms of the contracts 
have been mentioned under question 14..

The d istille rie s  and the starch factories in Sweden are run by farmers’ co
operatives. In prder to plan supply a ll potatoes used by d istille rie s  and starch 
factories are produced under contracts. Production of factory potatoes is region
al and the processing plants are located to pertain d istricts.

(b) In order to understand our answer on this point, we have to point out
the fact, that the Swedish Farmers’ Co-operatives cover a veiy high proportion

. of the different agricultural products (milk 98 per cent, meat 8lL|. per cent, grain
60 per cent, etc*). ^̂ rom this i t  is evident, that the co-operatives are large
wholesalers* However, they only s e ll within their own areas and may neither s e ll  
nor buy outside these areas. Measures for regulating the whole national market 
are taken by the national -dissociations to which the co-operatives are a ffilia te d  
(see the booklet Farmers’ Co-operation in Sweden). The co-operatives have no 
special contracts with wholesalers or retailers. The trade is based on ordinary 
agreements.

(c) Ownership of re ta il outlets has existed since a long time ago* The 
scope of the activities has however been reduced. At one time the dairy co- i 
operatives were large oX'Jners of specialized milk shops. According to the structural 
changes in the retail trade (super market etc.) the number of shops operated by 
farmers' co-operatives have decreased. Some dairy co-operatives are converting 
their shops into super markets* Also meat marketing societies own shops, many
of them s t i l l  of a butcher’ s type. One or two of the meat marketing societies 
have chains of super narkets* No other agricultural marketing co-operatives re ta il 
food.
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IIJrrED KDJGDOM

During the past few years the wording of the 19$6 Restrictive Trade 
Practices Act appeared to embrace agricultural co-operatives in the general defi
nition of Trade Associations and therefore made many forms of contract virtually  
iirpossible. Through amending legislation  this d isab ility  is now in process of 
being removed.

(a) Contracts between members and their societies are becoming more common, 
but since few of these rest on the ownership by the society of the crop/livestock, 
the contracts are for the most part fa irly  loose* Vertical integration cannot 
be regarded as present to ary extent*

(b) With the exception of some machinery agencies, there are few, i f  any, 
exclusive contracts between societies and retailers,

(c) The proportion of marketing done through society-owned r e ta il outlets 
is  insignificant, /. *.



mnosLAviA
The quantity and quality of selected agricultural commodities for marketing 

or processing are contracted for amorgplants and. co-operatives or so cia list farms 
(former state farms) and exceptionally with farmers. Co-operatives make contracts 
to produce on their own farms, and to organize production on private farms* This 
is done through special contract for collaboration. The word adopted for such 
contract farming between co-operatives and farmers is "kooperacija". The forms 
of "kooperacija" -  contract farming - are various. Most common are contracts 
for cereals, industrial crops, and meat production^ machinery services (co
operative ploughs, mows, harvests, e tc.), the price of each operation being fixed, 
ĵ t present the most xvidespread form of integration is credit provided by co
operatives to private farmers, who are given: best varieties of seeds, fe rtilize rs,
plant protection products, livestock, technical guidance, etc. The firmest form 
of integration is the contract with a private lamer to seed the acreage under 
contract with high-yielding wheat. The co-operative provides: deep ploughing,
good seeds, fe rtiliz e r s, and plant protection products* Further care for the 
crop is undertaken the farmer under the technical guidance of the co-operative 
agronomist. In the contract the average yields of wheat are guaranteed. The 
harvesting and threshing of the crop are also done with co-operative machinery.
On the basis of the proportion and value of operations carried out by the co
operative and by the farmer (the land rent is calculated in), the profits obtained 
by high yields are shared. On the same principle contracts are made both for 
crop and for livestock production.

In such contracts ("kooperacija"), the delivery of commodities is also 
fixed. Such methods are of veiy great iitportance for modernizing agricultural 
production on the individual farmers’ plots, and for production of market surpluses 
of the desired quality, thus achieving increased market value*

Mar̂ r co-operative organizations run small-scale processing plants or have 
packing stations for marketing commodities. In this way commodities are better 
marketed and profits obtained creataa sound basis for a further expansion of agri
cultural production.
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Question 12

Is there concerted action farmer co-operatives in different branches 
(e.g. grain growing and broiler raising), or between farmer and consumer 
co-operatives for the supply of specified quantities and qualities of 
farm products under contract?
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GERMANY, F.R.

le sj e.g. eggs, poultry, livestock -  feedingstuffs from supply co-operative, 
collection of eggs by dairy co-operative’ s transport.

IRELAND

No.

NETHERLANDS

See question 11.

No concerted action between farmer and consumer co-operatives,

NORWAY

Sometimes regional meat marketing co-operatives with supply co-operatives 
for provision of feedingstuffs.

Joint operation of a meat packing plant by the consumer co-operative 
central organization (NKL) and a regional meat marketing co-operative.

awaxijâ
Not as far as is  known.

UNITED KINGDOM

No -  partly because most co-operatives are multipurpose.

YUGOSUVIA

Co-operatives are multipurpose and there are no specialized consumer Co
operatives.

- 0 -
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Question 13

Has the use of contracts by farmer co-operatives with their members 
presented ai^ special problems?

(a) provision of credit, suporvisionj
(b) choice of membersj
(c) achieving required quality standardsj
(d) marketing arrangements^
(e) repercussions on members not accepted for contracts.

GERMANY, F,R,

(a) Provision of capital,

(b) No member can be excluded.

(c) By central grading.

(d) Contracts are not always fu lfille d  in times of shortage.

(e) No member can be excluded.

IREIAND

Not applicable .

NETHERLANDS

(a) Collateral insufficient.

(b) Generally no selection^ business with non-miembers increases 
in some cases.

(c) Stringent supervision necessaiy, payment by quality.

(d) •

(e) See (b)

NORWAY

No great problems yet but use of contracts limited.

Two problems may arise:

-  provision of enough capital by co-operatives to compete with 
private Integratorsj

-  conflicting interests among members; accounts of vertical 
integration program must be kept separate.

A-
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SWEDEN

(a) (c) (d) (e) -  No or no answer. .

(b) D ifficu lty in selecting fanners, need to do justice to a ll  
members-

UNITED KINGDOM

Problems have not arisen yet.

YUGOSLAVIA

Problems mentioned are met with* Go~operatives have s ta ff  to stady/ 
analyse and find solutions for these problems.
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Question Ik

Statutory Marketing boards --do their regulatory and price-fixing  
powers make vertical integration less attractive to private inte
grators?

GERMANY, F.R.

No marketing boards (Einfuhr -  und Vorratsstellen have more limited 
powers).

IRELAMD

No.

NETHERLANDS

No.

NOR̂ ĴAY
No mariceting boards except for grain, co-operatives to some extent f u l f i l l  

functions of marketing boards.

SWEDEN

No marketing boards.

UNITED KINGDOM

Yes, probably, but with exceptions.

YUGOSLAVIA

S o cialist marketing boards stimulate integration and take over a ll  surpluses 
of agricultural commodities at guaranteed minimum prices.

-  o -
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Question iS

Miat action has been taken recently, or is  lik e ly  to be taken in the
near future, by farmers and their organizations to adapt themselves
to changing conditions?

GERMANY, F.R.

The irrportance of a closed market circuit including supply of feedings tu ffs, 
production, and marketing is  fu lly  recognized and efforts are being r® de especially  
through the co-operatives to arrive at formal arrangements* Consideration is  also 
being given to collaboration between co-operative and private integrators, and bet
ween integrators on the one hand and the large scale buyers (chain stores, consumer 
co-operatives) on the other.

IRELAND

Various plans for joint marketing are under discussion but tabvilation of 
these would be premature*

, NETHERLANDS

Contract farming (especially in animal production) is  a new phenomenon, the 
developiTBnt of which cannot yet be foreseonj being inherent to modern society i t  
should be -  and is in this cauntiy -  accepted as a. new form of enterprise which 
may also have its  advantages for the farmer; the way in which i t  is used by private 
integrators has, however, several dangers for the agricultural producers; the 
farmers’ unions areaware of this fact and they (will) try to a ssist farmers in 
strengthening their market position in contracting; a program for the approach 
of this problem has, however, not yet been made.

As to the co-operatives some have accepted contract farming, up t i l l  now,how- 
ever, only with some reserve* This;appears from the fact that they select members 
only by. way of exception and that only rarely do they apply price differentiation  
between members who contract and members who do not. In general the co-operatives 
are reluctant to make price agreements, thus taking over the risk for contract 
farming. The agreements containing miniimm price guarantees, applied by some 
marketing co-operatives for cattle  and mentioned under Question 11 (a), were not 
continued* Such a minimum price system may be used in the future by the second co
operative slaughterhouse for poultiy which is going to be founded by two central 
organizations of supply co-operatives. The supply of this co-operative w ill be 
based on contracts only. To realize the minimum prices guaranteed, a fund w ill 
be made from contributions both from the producers of broilers -  who are not asked 
to be a member of,a.supply co-operative but who are obliged to buy their feeding- 
stu ff from i t  -  and from the supply co-operatives concerned* This set up enables 
the co-operative to select its  suppliers*

The farmer co-operajiives. in the Netherlands, lik e  the farmers* unions, want 
to protect the Dutch farmer against the disadvantages of contract farming* There 
is, however, not yet a general ppinion about the way in which agricultural co
operatives should realize this aim. Some are of the opinion that farmer co
operatives are by themselves an effective means to protect the farmers’ interests* 
This group of co-operators hesitates to recommend that farmers’ co-operatives 
should offer contracts to their members* A different group of co-operative leaders
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is convinced that co-operatives are bound to offer their members the same f a c i l i 
ties as their conpetitors do* There is  fin ally  a small group of co-operators who 
ask themselves -whether the co-operatives w ill not have to abandon the traditional 
way and adopt contract farming in order to integrate more fu lly  the production and 
the supply of the members with the production process and/or outlets of the co
operative .

This diversity in opinion explains why there is no uniformity., at. a l l  in the 
activities of co-operatives, some types having even taken no action at a ll .

■'■lhatever the degree to which co-operators accept the principle of contract 
farming, a ll  agree that contract farming creates some d iffic u lt  problems for the 
co-operatives concerned. So the question arises whether co-operatives should 
make this method of business accessible for a ll  members or whether a selection  
should be made amongst them. Another problem is whether, in creating two groups 
of members, -  v iz. those who contract and those who do not -  the co-operative i t s e l f - 
which means a ll  members -  should assume the risks of the contract business or whether 
these risks should be le f t  wholly or partly to the group of contracting members 
onJ-y. i'fliether there is; a practical method for realizing the latter system in a 
logical and satisfactory way is a second question but also an inportant one.

For reasons of competition i t  may even be necessaiy for the co-operative, 
following private enterprises, to have the supply of its  members adjusted to its  
outlet p ossibilities* In such a case i t  may even have to lim it the number of its  
members, selecting only those whose production is up to the standard both as to 
quantity and quality and regulating the business with them on a contract basis only.

A ll these problems are basically the same, i . e .  they are part of the main 
question, viz. whether and-in what way contract farming can be brought'into harmony 
with the aim and the character of co-operation or whether this new development 
wil3. lead to a re-appraisal of the principles of co-operation.

The discussion in the Netherlands on this subject is not yet far advanced.
That is why we confined ourselves to mentioning seme of the problems without giving 
indications for the way .in which they should be solved. We may add, however, one 
remark: '

In accepting contract farming co-operatives may achieve several of the 
advantages^ the system offers. liJhen, however, only part of the members contiiact, 
the co-operative w ill s t i l l  face the problem that there is no sufficient integration 
between the production and supply of the members and its  own production process and 
its  marketing possibilities for the remaining part of the produce members have to 
deliver on the basis of the by-laws (which in most cases w ill contain the obligation 
to deliver all-produce to the co-operative). We wonder therefore whether co
operatives might regulate contract farming collectively, i .e .  by making their rules 
contain general conditions as to the extent and the method of delivery, the quality, 
the basic Ksterial to be used etc, in..other words: by regulating the relation with
members in the by-laws in such a way that in fact contract farming results. Al
though this system has also some disadvantages -  e.g. the impossibility of selection  ̂
i t  would be much more in harmony x-Jith the character and the aim of co-operation than 
contracting with members individually. Of course, the system of collective contract 
farming within a co-operative is only advisable when contract farming proves to be 
a permanent and rather general phenomenon. We add that some type of "collective" 
contract farming between co-operatives and their members is  applied -  already since 
their foundation ^ 1900 -  b/ some capital intensive processing co-operatives -

/... .
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beetsugar factories and potato flour-factories. -  in the Netherlands, think i t  
worthwhile to study this alternative and wc therefore invite IFAP to promote a 
discussion on this subject in the special session of IFi\P on vertical integration.

The above mentioned alternative to the usual t;/pe of contract farming can 
only be used by processing and/or marketing co-operatives with agricultural pro
ducers as members* We have not yet a suggestion for the solution of the problem 
of contract farming by supply co-operatives (as integrators in animal production), 
by "secondary" co-operatives (having co-operatives as members) and by a group of 
co-operatives such as that which in this country collaborates in the case of 
credit contracts* We should state in general, however, that a concerted action 
is a condition for the success of contract farming in the co-operative fie ld , ■

There are also some other co-operative a c tiv itie s, related to vertical inte
gration and/or contract farming:
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1» the development of a "co-operative" breed of broilers (see also 
question 11 (d))j

2, the exploitation by a number of agricultural co-operatives of a 
sped al farm for breeding broilers;

3. the credit agreements of the co-operative banlts oblige the farmers 
to insure the animals under contract; this has- caused an extension 
of mutual insurance, partly by organizations -  e»g. some farmers’ 
unions. -  which were not active in this field  before.

NORWAY

Fgced with a growth in contract farming and commercial production of agri
cultural products outside agriculture, the farm organizations (The Federation of 
Farmer Co-operative -Associations and the Farmers* Union) appointed in I960 a 
committee to., study these developments, especially any unfavourable repercussions 
on agriculture, and propose suitable countermeasures. The'main features of the 
proposals of the committee are given below.

(a) In view of the structural changes taking place in the distribution of 
food the committee is of the opinion that th5 traditional operation of farmer co
operatives in many cases needs some adjustment. The development of mass d istri
bution through chains and super-markets, and the use of.mass distribution media 
like advertizing of branded products, require a better co-ordination of the market
ing functions of farmer co-operatives. In order to promote this adaptation to 
changing conditions the committee proposes to establish a co-ordinating body res
ponsible for the processing and marketing of branded products from the.farmer co
operatives. One of the main tasks of this body w ill be to co-ordinate the 
different branded products marketed by farmer co-operatives (particularly meat 
marketing co-operatives) into one brand which will give the basis for extensive 
and effidient use of modern distribution media, A co-ordinating body as proposed 
w ill also help to give the farmer co-operatives a better bargaining position in 
relation to the increasing concentration emerging from the development of the 
chains, etc.'
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(b) Tachnical guidance to the farmers. ^t is  proposed by the committee 
that the farmer co-opcratives should increase their activit?/ in the field  of tech
nical guidance to the farmers. I t  is  stressed that those advising farmers should 
not only take into consideration the efficiency of production but also contribute 
to a well balanced adaptation of production to demand with respect to both 
•quantity and quality,

(c) Contract integration. I t  is  not considered by the comrnittee as a goal 
in it s e lf  for the co-operatives to enter contract integration, on account of the 
internal problems sometimes arising from the use of contracts by farmer co-operatives< 
Faced "with increasing competition from private integrators i t  may, however, be 
necessary for the co-operatives to go into contract integration to a larger extent 
than hitherto.

(d) Differentiation of prices paid to producers on the basis of quantity 
delivered to or purchased from the co-operatives. I t  is  a fact that a lo t of the 
larger production units in agriculture do not join the co-operatives. This is  
considered to be a consequence of the traditional policy of farmer co-operatives 
of giving the same price to a ll  producers irrespective of quantity delivered or 
purchased.

I t  is proposed by the committee that farmer co-operatives should pay attention 
to this problem by differentiating prices paid to producers on the basis, of real 
marketing cost per unit. Such a price policy is expected to make the farmer co
operatives more attractive for the larger production units. In order to avoid 
discrimination against the smaller producers i t  is  essential that the price diffeiv. 
entiation be Justified by the real differences in marketing cost per unit.

I t  has to be added that some of the regional farmer co-operatives in the meat 
and egg sectors have started some sort of price differentiation according to this 
principle* Some of the regional purchasing co-operatives give quantity discounts 
for the delivery of feedingstuffs and fe rtilize r s.

(e) Co-operation between the different regional branch organizations. The 
Committee has' proposed tliat a more extensive and formal co-operation between regional 
branch organizations should be established. The co-operation should cover such 
things as transport, contract integration, crc-.dit provision, technical guidance, 
etc* At present a system of co-operative transport on the regional level is  in 
process of being developed in several d istr ic ts .

Production cc-operation (horizontal integration)

In recent years there has been considerable interest among farmers in expand
ing the co-operative movement on a more formal basis into the production of primary 
products. Co-operation in this fie ld  has taken different forms. The most 
extreme form is the operation of two or more faiTns as one unit on a co-operative 
basis, of which there are some few exanples in Norway.

Farm machinery co-operation is  also a common feature of Norwegian agricul
ture, sometimes in combination with co-operative operation of the farms involved.

Co-operative cowsheds have also been started during the post-war period, 
some of which have not, however, shown outstanding results. To a certain extent 
this may be due to the d ifficu ltie s  attached to a ll  innovations* There has also
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been some interest among farmers for the production of pigmeat on a co-operative 
basis, but no practical results have emerged so far*

In order to promote the development of production co-operation in agricul~ 
ttire, the Royal Agricultural Society Df Nonvay appointed a committee in early 1962 
to study this form of co-operation. The Committee has given a description of the 
different forms of production co-operation in operation at present. Furthermore 
the committee has analyzed the necessaiy preconditions for successful production 
co-operation and made suggestions for further development.

SWEDEN

No action is lik ely  to be taken in the near future,

UNITED KINGDOM

I t  may be worth listin g  the main changes in conditions that have been taking 
place in agriculture over recent years, which are resulting in changes in the 
structure of the farming industiy. They are:

1. On the supply side of the industry there has been a growth, since the 
war, of large and powerful companies and a reduction in the number 
of small, independent local corn and agricultural merchants.

2. On the processing side, in certain commodities, e»g. peas, virtually  
the whole outlet is  throi;igh processing* The farmer wishing to grow 
these commodities has, therefore, to obtain a contract from a processing 
conpany.

3. On the re ta il side, over the past few years, there has been an increas
ing concentration of trade into fewer hands* There has been a very 
large growth of s e lf  service stores and super markets, which has brought 
a corresponding drop in the number of small independent retailers.
The main effects of this have been:

(i) Number of buyers for agricultural produce reduced and average 
size of order increased.

(ii)  R'Ctailers powerful enough to in sist on well graded produce of 
high quality and to seek availability  in large volume.

( ii i )  Increasin;:' tendency for retailers to .by-pass traditional
markets and seek requirements of standardized graded produce 
from sources prepared to guarantee continuity of supply of 
type and standard demanded.

(iv) Increasing disparity of negotiating strength between individual 
producer and reta il company. This leads to fear that i f  
producer organizations cannot cope with requirements under ( i i i ) ,  
then r e ta il conpanies w ill move back into farming to organize 
supply for themselves*

/*.*
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The result of tiiis has been for the farming industiy to realize that i f  
greater irb erference from non farming.interests is to be avoided, then more national 
and local producer-ox'jned marketing organizations arc necessaiy in order to meet the 
deniands of the new looking re ta il trade* This feeling has manifested it s e lf  in 
a number of ways which are mentioned later* I t  should be emphasized, howe-yor, that 
the movement is s t i l l  gaining momentum, and marked changes in the marketing struc
ture of the industry may s t i l l  be seen over the next few years.

(a) Buying of Requisites by the Farming Industr̂ >-. Traditionally the supply 
of requisites has been in the hands of the local private merchant and the agri
cultural co-operative trading society. The agricultural societies handle ato ut 
one-ninth of the total*

The build-up of n.ational supply companies and the need for the farraer to 
look at his costs of production have resulted in the British farmer, in recent 
years, examining closely his methods of buying. One outcome of this has been 
the development of a new form of co-operative buying, the bi;iying group. The 
objectives of both buying groups and co-operatives are similar -  to achieve the' 
benefits of bulk buying, although the methods adopted are not the same.

The agricultural trading society receives a discount from fcanufacturers or 
suppliers because of its  a b ility  to order in bulk. This discount (or profit) 
is normally repaid to individual members of the society in the form of a- dividend, 
usually at the end of a year, after deducting the costs of running the organization 
and of providing services and credit fa c ilitie s  for it s  members. Some societies 
are extrenely large, having many thousands of members.

The buying group, on the other hand, tends to contain a small number of 
farmers or growers livin g in the same lo ca lity , who are prepared to place their 
orders for requisites join tly and in advance, and whose orders ere settled by a 
single payment, either in cash with order or on delivery, and who wish to dispense 
m t h ‘certain services which they regard as unnecessary and costly. Orders are 
placed direct with the manufacturer or supplier and the discount received is  
immediately passed on to members. Buying groups are continuing to spread and 
nuinber several hundred at the present time.

One of the weaknesses of the buying situation has been that no central 
producer-owned buying organization has existed to co-ordinate the buying potential 
of the industry* For this purpose, a new organization called -Agricultural Central 
Trading Ltd. was formed early this year. This has not yet become a power in this 
field  and, indeed, is  meeting d ifficu ltie s  in persuading both buying groups and 
co-operatives of the advantages of central buying.

In the supply fie ld , the NFU, in conjunction with the trade, la st year set 
up a seeds marketing company for the supply of herbage seeds to the farming 
indus€iy. The purpose of the company was to encourage rationalization in the 
marketing of herbage seeds ty selling a branded range of seeds mixtures which 
guarantee the product to the farmer,

(b) Marketing of Agricultural Products* For the commodities sold by the 
re ta il trade, i»e* meat, bacon, potatoes, eggs, and horticultural produce, i t  has 
been generally accepted that the individual producer is  no longer the effective  
marketing unit as he is  unable to meet orders of the ^ ze  now being demanded by 
the large retailer* The need for co-operative marketing has been apparent and we
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have seen, over the la s t few years, an increase in the nmnber of producer market
ing organizations, both local and national in character*

These producer associations are highly coinmercial in outlook and tand to 
differ from the traditional type of co-operative. In the past mary societies have 
failed because members sent in tte ir  produce when i t  suited them to do so but sold 
elsewhere when they coijld obtain a better price. The new type of units have learn
ed this lesson and realize that success can only be achieved i f  customers can be 
guaranteed continuity of supply and quality, j_g essential that the groups
themselves are guaranteed a regular supply of produce from their members and many 
groups are ensuring fu ll support by putting members under contract.

The modern producer marketing organizations realize that i t  is  not sufficient 
merely to market what their members produce, but that in future such bodies must 
produce what the market requires. For this reason, one of the main functions is  
to undertake the duty of passing back information to individuals on production 
methods and marketing requirements, so as to encourage production of the right 
type of produce and to bring closer integration of the marketing and production 
functions. In fact, i f  one were to try and define the purpose of a local market
ing unit i t  would be that of integrating the production and marketing functions of
its  individual members so that, for a ll practical purposes, they operate as a 
single unit without, at the same time, interfering too much with the basic libsrty  
or personal independence of the individual. These associations recognize that 
for maximum effectiveness discipline is  necessaiy but believe that producers w ill  
accept this discipline i f  i t  is applied by their own organizations and not by 
outside interests*

This form of organization provides a mechanism for producing quality produce 
in sufficient volume to meet the present size of re ta il order: i t  can present
produce to the best advantage and in the way in which the buyer wants i t j  i t
can inprove the way in which the produce is distributed| i t  can, by collective  
strength, negotiate or compete fa irly , but effectively, with the large industrial 
organizations >jith which i t  comes into contact; and additionally i t  forms a 
v ita l link between producer and consumer.

Developments of this local nature have become common in the marketing of 
horticultural produce and bacon and, to a lesser extent, in eggs, potatoes, and 
fatstock. In bacon and dessert apples we have seen a second stage of development 
with the formation of regional or national federations co-ordinating the a ctivities  
of local groups, in one case by co-ordinated trading and in the other by central 
negotiation and application of common standards.

YmOSIAVIA

Co-operatives Unions and Chambers of Economic Development have recently 
organized a number of advisory conferences with a ll  enterprises concerned, farmer 
co-operatives and so cia list farms, in order to stimulate further development of 
integration and to over-come other d ifficu ltie s  and obstacles.
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PRINCIPLES WHICH SHQUIJD GOVERN FARMERS* RELftTIONS 
WITH INTEGRATIN® FIRMS

1. Whatever conclusions may later be reached by fanner organizations on the wider 
implications of vertical integration and on the action to be taken (discussed in 
V .I. U/63 and 5/63), they have an immediate service to render to their members and 
to farmers in general. This is to ensure that farmers who enter into contracts 
with private integrators do so with their eyes open. They shovild know exactly 
what their commitments are under the contract and they should be appraised as 
objectively as possible of the eventuaL longer term consequences of their action.

2. In an ideal situation there would be no individual contracts at a l l .  A farmers’ 
organization -  whether general or specialized, national or local makes l i t t l e  d iffe r
ence in this context -  would negotiate with the integrating firm the terms of a 
standard contract. A bargaining match between a large concern on the one side and 
a> single farmer on the other is hopelessly unequal. That private integrators are 
well aware of i t ,  and wish to keep things that wŝ r, is  demonstrated by the fact, 
reported from the Netherlands, that farmers are instructed on no account to shoŵ  the 
contract to a farmers* union or co-operative* There is  some grounds for assuming 
that the situation is similar in other countries, since the replies received from., 
members do not give evidence of detailed acquaintance with the terms of the contracts 
offered by private integrators. In some branches of agricultural production and in 
s'ome countries (for instance, vegetable growing in Norway and Sweden), negotiation 
by an organization on behalf of the farmers concerned is  an established procedure 
that appears to work satisfactorily. I t  does not seem to have been applied yet
in the broiler and pig sectors. To be successful i t  requires that a high proportion 
of the farmers concerned belong to the pTOfessional organization and refuse to 
Negotiate individually with the integrator*

3. Meanwhile there are a number of steps that can be taken by farmers' organizations 
to strengthen the', hand of their members and to save them frcm entering into unfavour
able or misleading contracts. A basic condition, however, 3s that the services 
offered by the faimers* organizations are viidely publicized, not only in bulletins 

'and house organs that only reach the membership but also in general 'newspaper's and 
by radio and television where these are accessible. By alerting non-member fa iw rs  
to the p itfa lls  of contracting with private integrators the farmer unions .are 
indirectly protecting their members and laying the foundations for a bargaining 
association that would represent a ll  farmers in the area and in the branch of 
pi'dduction concerned,
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i|. Farmers' unions or co-operatives coiild f ir s t  of a l l  eirphasize the danger of 
signing a contract without having i t  examined by a legal expert, and offer the 
services of their own legal departments in this connection. I t  would be especially 
effective to reproduce a contract as drawn up by a private integrating firm and to 
analyse its  clauses one by one, pointing out any unfair or ambiguous provisions.
In the absence of detailed references in the replies i t  is lik e ly  that the following 
points are among those deserving close scrutiny:

(a) -Price and Remuneration* *̂ ome contracts are imprecise in defining the 
price to be paid to the producer, and allow the integrator some latitude  
in departing from even such a vague notion as "the going price”. Some 
contracts specif^ a guaranteed remuneration to the farmer, but this must 
be examined carefully to see i f  i t  can be regarded as a fa ir  average or
merely a rock-bdttom price..... .J^itention mist, .also be giveji to clauses
providing for deductions,.;£r.Qm\tlje...specified .remuneration for in efficien t  
performance.

(b) Credit Terms* Most contracts extend credit in one form or other, and i t  
is- essential to know exactly how much i t  is costing -  a calculation not 
always facilitated  by the drafter of the contract. Feedingstuffs, for ■ • 
instance, may be supplied on credit but booked at a higher price than the

; normal one, .

(c) Renewal and Termination. The Netherlands reply indicates.that the provisions 
for termination of some long-term contracts are unilaterally favourable to

' th fe "in te g r a to rS p e cia l attention must also be paid to the possibility.
' that the integrator may be able to introduce modifications into a contract

that has been ta c itly  renewed for a further period. ■ The farmer should 
not bind himself for more than one year at a time, and should note carefully 
what length of notice is required of intention to terminate the contract.

In addition to -analysis of the contracts, farmer-, organizations should inform 
their members (and other farmers) in straightforward terms of the d ifficu ltie s  they 
may encounter in their relations with the integrating firm. Enphasis can be laid  
on the enormous disparity of economic' strength, and consequently of bargaining power, 
between the individual farmer and the large-scale integrator; on the probability 
of a hardening of terms as soon as 'the farmer is  securely tied to the integrator; 
on the 'essential' difference between an anonymous profit-seeking firm having no 
responsibility towards producers and the farme-rs’ own associations and co-operatives, 
run by them and answerable to them alone; on the range of economic and technical 
services provided by these co-operatives. I t  is not suggested here that every
farmer who signs a contract with a private integrator faces certain ruin or even that 
doubtful methods w ill necessarily be used against him; but he runs a risk in  
associating so closely with an economic mammoth. Each farmer must decide for him
s e lf  and there may be. many who, given their age, state of health, a b ility , and 
tenperament, w ill have strong, ro'asons for signing up -with the integrator (see 
para, 2k of V ,I, 2/63)> ' This should not in i t s e l f  constitute grounds for exclusion 

from a farmers’ imion br association, i f  the farmer otherwise observes the rules.
The situation is different f o r ’a marketing co-operative, which has.no reason to 
retain in membership a farmer whose contract wi'tih a private firm precludes him from 
sellin g a ll  his output of the product or products concerned through the c:o-Qperative. 
Where the principle of compulsory delivery is  embodied in the by-laws expulsion would 
seem to be automatic; elsewhere the board of directors and .the general,assembly 
might wish to examine the circumstances of each case before coming to a decision.
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SOME IMPLICATIONS- OF VERTICAL INIEGRATION 
FOR THE POLICY OF. FARMER ORGANIZATIONS

1 . Vertical integration touches directly or indirectly on so many of the most 
fundamental choices facing farmers* organizations -  and particularly the co-operatives 
with their economic function -  that no systematic analysis could be kept within the 
bounds of a handy working paper. I t  is therefore necessaiy to be selective and,
for the problems chosen, to be content with illustratin g only one of perhaps several 
facets»

2. Even i f ,  in  the present context, vertical integration may be equated with 
contract farming -  and this is  already a substantial sim plification -  there remains 
the d ifficu lty  emphasised in V .I, 2/63 of assembling the body of factual evidence 
that would permit a sober appraisal of the merits and demerits of the system. The 
replies received to the questionnaire cannot be regarded as-constituting such a 
body of evidence, not so much because only seven countries are covered as for the 
simple reason that contract farming in its  newest forms has come to Europe so recent
ly  and been practised on so relatively small a scale that not much is  known yet about 
its  longer-term effectso But i f  i t  is  too early to make any confident pronouncements, 
other than general ones, about the future of vertical integration in European agri
culture, this does not dispense farmers and their leaders from atten?)ting to draw 
preliminaiy conclusions, based on the facts as far as they are knoim and supported 
where necessary by intelligent hypothesis»

3. One obstacle in the way of forming an objective view has been the fact that, 
in Europe, contract farming has so far been practised- mainly by private firms.
Because of some abuses and the obvious dangers for farmers inherent in an arrangement 
domi îated by commercial interests, there may have been a tendency to judge contraot 
farming it s e lf  too negatively. i f  the question of control is  left, aside for a 
moment, there is much to recommend contract farming. I t  should, in theory, help
to bring about the adjustment of agricultural production to demand that is  one of 
the major problems s t i l l  to be solved many industrialized countries, and this as 
regards not only quantity but also quality and various- specifications (lean meat, 
brown eggs, e tc .) . The use of contracts also accelerates the application of modern 
production techniques, with consequent savings (what happens to the savings is  an« 
other matter)j i t  makes available to farmers credit and investment capital that 
might not be forthcoming on other terms, and relieves- them of decisions on marketing 
which presumably can be taken with greater coit^etence and on the basis of fu ller  
infoimation by the specialists of the integrating concern.
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h‘ Objections can of course be raised ap;ainst these claims. Supply may s t i l l  
get out of line vdth demand, i f  the la tte r  is incorrectly forecast by the integrators. 
Modem techniques may lead to an increase in production that cannot be readily 
absorbed, and easy credit for certain branches of production that at present 
offer most scope for contract farming may create permanent distortions at the 
expense of other branches. Finally^ many would argue that the farmer is no longer 
an entrepreneur i f  decisions on marketing, ?dth the consequent risk-bearing, are 
taken out of his hands.

5. In coming to some tentative conclusions i t  is significant that the methods 
in general use by some of the most advanced agricultural co-operative movements 
come close to the less extreme forms of contract farming. The system of conpulso- 
ry delivery, for many years now embodied in the by-lavre of marketing co-operatives 
in various countries (Syfeden, Netherlands e tc.), is a fir s t long step tô ârds 
vertical integration. The member surrenders his right to market his produce 
through whatever channels, he ..wi.shaa,.and the co-operative...accepts an obligation to 
handle the produce delivered by the member. ' This link (generally regarded by 
lavjyers as having the force of a specific contract) is almost bound, especially
in today's conditions, to lead to other measures. The co-operative, for instance -  
obliged to take whatever quantities and qualities its  members supply, and at 
whatever- season -'.has a.clear interest in tailoring their production to f i t  the 
prospective market. , . It may aet up advisory services, to persuade the farmers to 
grovr more of this .crop, less of thatj to smtch to,a higher-yielding> better- 
tasting or earlier variety^ :to market their pigs smaller and leanerj to feed 
or to fe r tilise  in new waysj and many other things that vrill fin a lly  affect 
the volume, the delivery dates, the quality and/or other characteristics of the 
product that the co-operative has to market. It  may go further than advice and . 
provide the farmer -with ithe. appropriate stock or seeds, and carry, out some ser
vices (e.g. spraying) I’dth its  own equipment and personnel. I t  is not a long 
step nor an illo g ic a l one from th is.to  a fully-fledged contract system between 
co-operative and member. Many co-operatives already have the advisory activities  
mentioned, and some are now embarking cautiously on contract farming (see V.I. 2/ 63, 
Appendix).

6. As far as i t  goes, this broad and abstract analysis le^ds to mainly, positive 
conclusions about the nature of contract farming, and reveals no conflict
Tdth the basic aims of farmer: organications. But a number of ii-q^ortant questions, 
arise as soon as an attempt is  made to; foresee the effects of contract farming gs. . 
i t  is  lik e ly  to be practised in a defined.set of circvunstances. This is the 
task that faces farmer organieations in general. S t i l l  further questions have 
to be answered by the farmer co-operatives which, as economic organizations, are , 
directly and v ita lly  affected. , '

7 . ■ IFAP's.: Eleventh General Conference,, meeting in 1959, made ■ the following 
statement (para. 20 of the report of the Standing Committee on agricultural Cooperatioi

"integration -  of. which contract farming is only one of many manifestations 
...'. is  an inevitable process. . I'lTiat matters to farmers-is that they should control 

and u tilise  i t  through,their ovm organisations, and not leave i t  to be 
exploited only by extraneous interests. . To ensure this, the,efforts of co-. 
operatives in the technical and organizational fie ld  must be supplemented 
with the provision of fiill and objective information to farmers,, to the 
members and non-members, and to the community as a whole. Farmers tjI I I  in 
any case have to accept a certain limitation of their freedom in management 
and marketing, but i t  is  essential that the discipline sho\ild be freely applied 
within thefarmers'om democratically run organizations and not iripose.d by 

. . . profit-making concerns in which the farmers have no voice.”

V.I. u/63 .
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8 . I t  is .clear that one of the functions of fanner organizations must be to 
put farmers on their guard against the dangers inherent in tying themselves by 
contract to private integrating firms. This probleme is  discussed more fu lly
in V .I, 3/ 63* ^ more d ifficu lt question is to decide how far the farmers* organi
sations should take their opposition to contract farming by private interests.
As mentioned in para. 2k of V .I. 2/6?>, there are probably categories of farmers 
who, for one reason or another, welcome contract arrangements provided the terms 
are not manifestly unfair. Contract farming may have an iirjjortanf function in 
easing the transition from full-tim e farming to part-time farming and part-time 
industrial employment, and may thus enable many occupiers of marginal-sized farms 
to gain a better livelihood. By fredng some agricultural labour for part-time 
use elsewhere i t  may actively encourage the implantation of industry in the more 
depressed rural a r e a s .. Farmers' unions should therefore appraise the situation 
carefully in each area before discouraging.all. forms of contract between farmers 
and private integrators. Perhaps the most inportant factor to take into account 
■will be the extent to which co-operatives provide equivalent services, by contract 
or othervri-se. It is  only Tfhere farmers'needs are not adequately met by co
operatives that contractswath private integrators need to be considered. The 
decision is  a d ifficu lt one for farmers' unions because the strengthening of links 
between faroiers and large-scale private business is  almost certain to mean a 
corresponding decline in the influence of the farmers'unions. This numerical 
decline may be due to take place in any case with current changes in farm structure.

9 . Another eventuality that farmer unions should take into account is the outright 
pnrchrse of farms by private integrators. This does not appear to be happening on 
any scale at the moment, and legislation in some countries would make i t  difficiolt 
or irrpossible. I t  is  arguable however, that farmers who sign contracts vd ll become 
so dependent on the integrator’ that they m i l  fin a lly  have no alternative but to 
accept Ms conditions, which may include sale of the land. A more real and 
immediate threat, perhaps  ̂ is the acquisition by private concerns of non-agricultural 
land for broiler and pig raising.

10. The legislative restrictions in Nonvay and Svreden on the acquisition of 
agricultural land by conpanies and corporations existed long before the developments 
in contract farrndng that are the subject of the seminar. These developments might, 
however, lead to consideration of similar measures in other countries, i f  private 
integrators -/rere to begin buying up farms on a large scale. Perhaps a more positive 
approach; i f  seme form of legislative ,.)rotection T/ere to appear necessary, 
would be a i^rovision for-,the formation of producer marketing boards for various 
commodities, with powers that would enable them to eliminate or control contract 
farming by private integrators., This is another longer-term issue that farmer 
unions may have to exarrdne before long in the ligh t of national conditions.

11. The problems referred to b riefly  so far involve, at. the present stage, a good
deal of speculation. Probably farmers'organizations -  and in this case primarily 
the general unions -  cannot yet define in detail their position on these wide 
issues for want of sufficient i.."formation about future trends. The agricultural 
marketingJco-operatiyes^ hoT-iever, 'mho are in conpetition both as buyers and sell.ers 
with the private integrators, find themselves obliged to take inportant decisions -  
in economic affairs a decision to do nothing can be fateful too -  T,irithout waitihg"'" 
for more information. The remainder of this paper outlines some problems which
are more specifically those of farmer co-operatives.

12. Although contract farming presentssome undoubted advantages for marketing ,co
operatives (planning of processing capacity, bulk sales e tc .) , i t  is often fe lt  in co
operative circles that i t  involves too big a transfer of the power of decision and
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consequent responsibility from the individual farmer to the co-operative. I t  is  
mainly because an increase in contract farming by private integrators represents a 
threat to the membership and competitive a b ility  of co-operatives that these 
la tter are now in some' cases beginning to use the method,

13. Private integrators naturally choose carefully the farmers to whom they 
offer contracts* In general they avoid the very small, the in efficien t and the 
inconveniently situated producers. By making such a selection i t  is  clear that 
costs of production can be substantially reduced compared with those of a co
operative which excludes no bona fide farmer from membership, and consequently 
somewhat more attractive terms can be offered as an inducement to the selected 
farmers. Co-operative leaders are seriously concerned at the prospect of a 
d rift of the more efficien t farmers away from co-operatives and into contracts 
with integrators or private business in general, *^o-operatives cannot hope to 
conpete i f  integrators skim off the profitable producers and leave the co-operatives 
to look after the rest.

111. ■ ĵ ven before the recent spread of contract farming there was some reason to
fear such a development. The traditional co-operative practice of paying the same 
unit price whether the member delivers 100 litre s  or 1,000 litre s  of milk a day 
(or:any other commodity) in fact penalizes the large supplier, since handling 
costs per unit are lower for the larger consignment. Similarly, the pooling of 
transport costs is a form of subsidy from the well-situated farm to the distant 
or inaccessible farm* The larger farmers, are becoming increasingly aware of 
their economic bargaining power and the favoured terms which ±\ can often secure 
for them from private tradesmen as well as the big integrators. Many marketing 
co-operatives now recognize, o ffic ia lly  or u n officially, the need for some 
adjustment of prices to take into account the actual handling, and transport costs 
of each consignment* But i t  is probable that these adjustments seldom reflect 
fu lly  the economic d ifferen tials,

15. I f  these arguments give strong support to the idea that co-operatives should 
engage in contract farming, a quick glance at the iitplications of such action 
shows that the choice is  extremely d iffic u lt. I f  a co-operative offers contracts 
to a ll its  members and to any other farmers who ^̂ Iish to join, its  competitive 
position is not substantially inprovedj i f  i t  gives contracts only to selected 
farmers i t  creates two categories of members* The administrative d ifficu ltie s
of this situation (need to keep entirely separate accotints, arbitrary allocation  
of overhead expenses, responsibility of menfcership as a whole for losses incurred 
on contract program,' e t c .) are merely the expression of a divergence of interests 
which, for an association of persons based on principles of solidarity and mutual 
aid, can be serious and even fa ta l. I t  is not hard to predict that the manage
ment w ill tend to devote i t s e lf  mainly to the e lite  farmers on contract and to 
regard the others as a nuisance that pulls down the over-all performance of the 
co-operative.

16 , -At this ooint i t  is impossible to escape the question, whose interests 
should farmer co-operatives serve? In some ^^ropean countries (.France and 
Gemany, for instance) i t  has been an article of faith  that agricultural co
operatives are formed essentially to help the smaller and weaker farmers who, 
by uniting, are enabled to face industry and trade with some hope of avoiding 
exploitation. Large farmers have relatively less to gain from membership since 
they have some individual bargaining power. I t  is clear that any sizeable 
program of contract farming could drive a carriage and horses thx) ugh this
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philosophy. ^̂ ome marketing co-operatives in'U.oiA, have taken the economic 
argument' to its  logical conclusion and reserve the right to refuse membership 
to any farmer'who is thought not to meet the standards of efficiency set by the 
co-operative. But even i f  open membership is maintained formally, its  reality  
could easily be lo st by the creation of two categories of members of which one 
would tend to be neglected i f  not actually encouraged to leave.

■17. This issue is s t i l l  further complicated by the fact that no European 
organization that wants to have a future to look forward to can afford to cater 
exclusively to a small-farmer clien tele. Small farmers are, and w ill no doubt 
continue to be, a declining proportion of the population almost everywhere in 
Europe and no organization can do more than delay tliis trend. What can and 
should be done by agricultural organizations is to remind public authorities 

■constantly of their responsibility for seeing that this transfeir of population 
from agriculture to industry and services takes place as smQothly as possible 
and with a minimum of individual suffering. This involves such things as the 
creation of sufficient new employment opportunities, better educational fa c ilitie s  
in rural areas, technical training, housing in reception areas and ŝo on. The 
attitude of farmer co-operatives to this fundamental and perplexing issue w ill 
no doubt be much influenced by the extent to which the transfer can be carried 
out fa irly  painlessly. I f  those who lease farming can be quickly absorbed into 
nexj jobs and i f  the necessary readaptation is  facilita ted  both before and after 
transfer, the co-operatives can gradually pay more attention to purely economic 
considerations. But such a movement of an essentially immobile section of the 
population is  in fact always accompanied by so many chaotic situations and per
sonal tragedies that i t  is  inconceivable that farmer co-operatives should at 
present slacken their efforts to obtain a reasonable livelihood for a ll  those who 
decide to remain in farming.

18. The dilemma outlined above alone goes some way towards explaining the
present uncommitted attitude of most farmer co-operative movements in Europe.
In the remaining paragraphs some further policy considerations are touched on, 
of a more economic or technical nature, that are bound to affect any decision.

19. The integrator under typical contract farming arrangements takes al^ the
major decisions from production through processing to wholesale or re ta il sale.
In the case of a private concern there is  no particular obligation towards the 
farmer beyond fu lfillin g  the terms of the contract.  ̂ co-operative, however  ̂
must be convijieed that i t  can obtain better results for the farmer than he can 
obtain for himself through the t raditional member/go-operative relationship*
V'Jhile this should be, in principle, a reasonable assurption, i t  is not so obvioiisly 
true that the co-operative can afford to be conplacent about its  own performance. 
Advxsovy and market forecasting services, in particular, need to be given close 
attention before a contract scheme is  embarked on.

20. The evidence available seems to indicate that integration upstream pre
supposes integration downstream -  and vice versa. In other words there w ill be 
relatively l i t t l e  inducement to launch a contract farming program unless the 
integrator either controls his re ta il outlets, or has contracts with a few whole
salers or retailers covering a ll  or the buIUc of his output. ■'̂■s most agri
cultural co-operatives in Europe are not in either of these positions, the 
pressures towards contract farming have not so far been very compelling. I f  
sharpened coitpetition in the future obliges the marketing co-operatives to

/...

- 117 V.I. V63



integrate their a ctiv itie s  increasingly with those of their farmer-members, 
they must at the same time (or sooner) examine the possibility of securing 
contracts for the supply of large quantities of standardized commodities to the 
big buyers -  central buying organizations of consumer co-operatives and private 
trade, chain stores, and supermarkets.

21, Finally, a point that w ill be developed in V .I, 5/63« The logic of 
integration does not stop at the boundaries between the different kinds of agri
cultural co-operatives. l-ftiether or not the practice of contract farming by 
co-operatives extends, i t  is safe to say that more active collaboration, and 
perhaps integration, between the various sectors of the co-operative movement 
w ill be a condition of survival in the coupetitive struggle. 'i'his can start 
most easily with the farmers’ marketing, supply, credit, and insurance societies. 
But the perspective shouJd include consumer co-operatives. Integration of agri
cultural production, processing, and distribution should be governed fin ally  
the consumers• requirements, and these are expressed more authentically by con
sumer co-operatives than by business concerns that are answerable to neitiier 
consumers nor producers.
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SOME IMPLICATIONS OF VERTICAL lUIEGRATION 
FOR THE POLICY OF FARMER ORGANIZATIONS

1. Vertical integration touches directly or indirectly on so many of the most 
fundamental chodjces facing farmers* organizations -  and particularly the co-operatives 
with their economic function -  that no systematic analysis could-be kept within the 
bounds of a handy working paper. I t  is therefore necessaiy to be selectivB and,
for the problems chosen, to be content with illustratin g only one of perhaps se\neral 
facets.

2. Even i f ,  in  the present context, vertical integration may be equated with 
contract farming -  and this is  already a substantial sim plification -  there remains 
the d ifficu lty  emphasised in V .I. 2/63 of assembling the body of factual evidence 
that would permit a sober appraisal of the merits and demerits of the system. The 
replies received to the questionnaire cannot be regarded as-constituting such a 
body of evidence, not so much because only seven'countries are covered as for the 
simple reason that contract farming in its  newest forms has come to Europe so recent
ly  and been practised on so relatively small a scale that not much is  known yet about 
its  longer-term .effects. But i f  i t  is too early to make any confident pronouncements, 
other than general ones, about the future of vertical integration in European agri
culture, this does not dispense farmers and their leaders from attempting to draw 
preliminary conclusions, based on the facts as far as they are known ard supported 
where necessary by in telligen t hypothesis.

3. One obstacle in the way of forming an objective view has been the fact that, 
in Europe, contract farming has so far been practised-mainly by private firms.
Because of some abuses and the obvious dangers for farmers inherent in an arrangement 
dominated by commercial interests, there may have been a tendency to judge contract 
farming i t s e l f  too negatively. i f  the question of control is  le f t  aside for a 
moment, there is much to recommend contract farming. I t  should, in theory, help
to bring about the adjustment of agricultural production to demand that is  one of 
the major problems s t i l l  to be solved by many industrialized countries, and this as 
regards not only quantity but also quality and variouS' specifications (lean meat, 
brown eggs, e tc .) . The use of contracts also accelerates the application of modern 
production techniques, with consequent savings (what happens to the savings is  an« 
other matter); i t  makes available to farmers credit and investment capital that 
might not be forthcoining on other terms, and relieves-them of decisions on marketing 
which presumably can be taken with greater competence and on the basis of fu ller  
infoimation by the specialists of the integrating concern.

/.. .
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i),. Objections can of course be raised against these claims. Supply may s t i l l  
get out of line vidth demand i f  the la tte r  is incorrectly forecast by the integrators. 
Modem techniques may lead to an increase in production that cannot be readily 
absorbed, and easy credit for certain branches of production that at present 
offer most scope for contract farming may create permanent distortions at the
expense of other branches. Finally, many would argue that the farmer is no longer
an entrepreneur i f  decisions oh marketing, vdth the consequent risk-bearing, are 
taken out of his hands.

5. In coming to some tentative conclusions i t  is significant that the methods
in general use by some of the most advanced agricultural co-operative movements
come close to the less extreme forms of contract farming. The system of con^^ulso-
ry delivery, for many years novir embodied in the by-laws of marketing co-operatives 
in various countries (Svfeden, Netherlands e tc.), is a fir s t long step towards 
vertical integration. The member surrenders his right to market his produce 
through whatever channels .he -wishes,and the co-operative, accepts an obligation to 
handle the produce delivered by the member. This link (generally regarded by 
lawyers as having the force of a specific contract) is almost bound, especially
in today’ s conditions, to lead to other measures. The co-operative, for instance -  
obliged to take whatever quantities and qualities its  members supply,..and at 

-Whatever season -  has a.clear interest in tailoring their production to f i t  ;the 
prospective market. It may set up advisory services- to persuade the - farmers to ' 
grovi more of this crop, less of that; to smtch to. a higher-yielding^ better- 
tasting or earlier variety^ to market their pigs smaller and leaner^. to feed 
or to fe rtilise  in new vfaysj and many other things that T-riU fin a lly  affect, 
the volume, the delivery dates, the quality and/or other characteristics of the 
product that the co-operative has to market. It  may go further than advice and , 
provide the farmer vd.th the. appropriate stock or seeds, and carry, out some ser
vices (e.g. spraying) p/ith its  own equipment and personnel. It  .is not : a long 
step nor an illo g ic a l one from this: t-o a fully-fledged contract system between 
co-operative and member. Many co-operatives already have the advisory, activities  
mentioned, and some are now embarking cautiously on contract farming.-(see V.I, 2/ 63, 
Appendix).

6. As far as i t  goes, this broad and abstract analysis leads t  o mainly... p os i t  i  ve 
conclusions about the nature of contract farrrdng, and reveals no conflict
Tdth the basic aims of farmer organieations. • But a number of irrportant questions 
arise as soon as an attempt is  made to foresee the effects of contract farming ?s 
i t  is  lik e ly  to be practised in a defined.set of circumstances. This is the 
task that faces farmer organigations in general. S t i l l  further questions have 
to be answered by the farmer co-operatives which, as economic organizations, are 
directly and v ita lly  affected. . ■

7 . IFAP’ s Eleventh General Conference^: meeting in 1959? made the follovang, .
statement (para, 20 .of the report of the Standing Committee on Agricultural Cooperatii

"Integration -  of Tfhich contract farming is only one of many manifestations -  
' is  an inevitable process. ''̂ Tiat matters to farmers is  that they should control 

and utili'/.e i t  through,their ovm organirations^ and not leave i t  to be .
-. exploited.only by extraneous interests. To ensure this, the, efforts of co- 

' operatives in the technical and organii:ational fie ld  must be supplemented 
with the provision of fu ll and objective information to farmers, to the 
members and non-members, and to the community as a whole. Farmers ifdll in. 
any case have to accept a certain limitation of their freedom in management . 
and marketing, but i t  is  essential that the discipline should be freely applied
within thefarmers'oim democratically run organir.ations and not inposed by 

. ■ . - profit-making concerns in which the farmers have no voice."
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I t  is clear that one of the functions of fanner organizations must be to 
farmers on their guard against the dangers inherent in tying themselves by 

tract t 6 private integrating firms. This problems is  discussed more fu lly  
V.I. 3/ 63. A more d ifficu lt question is to decide how far the farmers’ organi- 
ions should take their opposition to contract farming by private interests, 
mentioned in para. 2k of V .I. 2/63, there are probably categories of farmers 

for one reason or another, irelcome contract arrangements provided the terms- 
not manifestly unfair. Contract farming may have an important' function in 

ing the transition.from full-tim e farming to part-time farming and part-time 
Lust'fial employment, and may thus enable many occupiers of marginal-sized farms 
gain a better livelihood. By fredng some agricultural labour for part-time 

elsewhere i t  may actively encourage the implantation of industry in the more 
iressed rural areaso . Farmers' unions should therefore appraise the situation
'efully in each area before discouraging a ll  .fontis . of contract between farmers....
L private integrators. Perhaps the most important factor to take into account 
.1 be the extent to which co-operatives provide equivalent services, by contract 
other/ri-se. I t  is only where farmers'needs are not adequately met by co- 

iratives that contractsir'ith private integrators need to be considered. The 
lision is a d ifficu lt one for farmers'unions because the strengthening of links 
■Avecn farmers and large-scale private business is almost certain to mean a 
’responding decline in the influence of the farmers'unions. This numerical 
;line may be due to-take place in any case with current changes in farm structure.

Another eventuality that farmer unions should take into account is the outright 
"ch"3e of farms by private integrators. This does not appear to be happening on 
 ̂ scale at the moment, and legislation in some countries would make i t  d ifficu lt  
impossible. I t  is  arguable however, that farmers who sign contracts vd ll become 
dependent on the integratorHhat they m i l  fin a lly  have no alternative but to 

3^pt.his conditions, which_may include sale of the land. A more real and 
p.edi2?.te threat, perhaps, is the acquisition by private concerns of non-agricultural 
id for broiler and pig raising.

The Ligislative restrictions in Nonvay and S?reden on the acquisition of 
ficultural land by conpanies and corporations existed long before the developments 
contract farming that are the subject of the seminar. These developments might, 

7ever, lead to consideration of siroilar measures in other countries, i f  private 
:egrators were to begin buying up farms on a large scale. Perhaps a more positive 
proach; i f  seme form of legislative protection were to appear necessary, 
jld be a revision for-,the formiation of producer marketing boards for various 
mnodities, ivith powers that ivould enable them, to eliminate 0  ̂ control contract 
rming by private integrators. This is  another longer-term issue that farmer 
Ions may have to examine before long in the ligh t of national conditions.

The problems referred to b riefly  so far involve, at the present stage, a good 
al of speculation. Probably f-rmers'organizations -  and in this case jjrimarily 
3 general unions -  cannot yet define in detail their position on these'yd.de 
sues for want of sufficient xrformation about future trends. The agricultural 
rketing._.co-operatiy^ however, who are in competition both as buyers and sell.ers 
th the private integrators, find themselves obliged to take important decisions -  

economic affairs a decision to do nothing can be fateful too -  \'ri.thdufi’'‘W5i'6ang'' 
r more information. The remainder of this paper outlines some problems which 
e m_ore sp ecifically  those of farmer co-operatives.

Although contract farraing presents some -undoubted advantages for marketing cq- 
erativss (planning of processing capacity, bulk sales e tc .) , i t  is often fe lt  in co- 
erative circles that i t  involves too big a transfer of the power of decision and
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consequent responsibility from the individual farmer to the co-operative. I t  is  
mainly because an increase in contract farmin2 by private integrators represents a 
threat to the membership and competitive a b ility  of co-operatives that these 
la tter are now in some cases beginning to use the method.

13. Private integrators naturally choose carefully the farmers to whom they 
offer contracts* In general they avoid the very small, the in efficien t and the 
inconveniently situated producers. By making such a selection i t  is  clear that 
costs of production can be substantially reduced compared with those of a co
operative which excludes no bona fide farmer from membership, and consequently 
somewhat more attractive terms can be offered as an inducement to the selected 
farmers. Co_operative leaders are seriously concerned at the prospect of a 
d rift of the more efficien t farmers away from co-operatives and into contracts 
with integrators or private business in general. i^o-operatives cannot hope to
conpete i f  integrators skim off the profitable producers and leave the co-operatives 
to look after the rest.

lli. ji'ven before the recent spread of contract farming there was some reason to 
fear such a development. The traditional co-operative practice of paying the same 
unit price whether the member delivers 100 litre s  or 1,000 litre s  of milk a day 
(or'any other commodity) in fact penalizes the large supplier, since handling 
costs per unit are lower for the larger consignment. Similarly, the pooling of 
transport costs is a form of subsidy from the well-situated farm to the distant 
or inaccessible farm* The larger farmers are becoming increasingly aware of 
their economic bargaining power and the favoured terms which i t  can often secure 
for them from private tradesmen as well as the big integrators. Many marketing 
co-operatives now recognize, o ffic ia lly  or u n officially, the need for some 
adjustment of prices to take into account the actual handling, and transport costs 
of each consignment. But i t  is probable that these adjustments seldom reflect  
fu lly  the economic d ifferen tials.

15. I f  these arguments give strong support to the idea that co-operatives should 
engage in contract farming, a quick glance at the inplications of such action 
shows that the choice is  extremely d iffic u lt. I f  a co-operative offers contracts' 
to a ll  its  members and to any other farmers who wish to join, its  competitive 
position is not substantially iirproved; i f  i t  gives contracts only to selected 
farmers i t  creates two categories of members* The administrative d ifficu ltie s
of this situation (need to keep entirely separate accounts, arbitrary allocation  
of overhead expenses, responsibility of meirfcership as a whole for losses incurred 
on contract program, etc.) are merely the expression of a divergence of interests 
which, for an association of persons based on principles o't' solidarity and mutual 
aid, can be serious and even fa ta l. I t  is not hard to predict that the manage
ment w ill tend to devote i t s e l f  mainly to the e lite  farmers on contract and to 
regard the others as a nuisance that pulls dovm the over-all performance of the 
co-operative.

16. At this ooint i t  is impossible to escape the question, whose interests 
should farmer co-operatives serve? In some -i^ropean countries (France and 
Germany, for instance) i t  has been an article of faith  that agricultural co
operatives . are formed essentially to help the smaller and weaker farmers who, 
by uniting, are enabled to face industiy and trade with some hope of avoiding 
exploitation. Large farmers have relatively less to gain from membership since 
they have some individual bargaining power. I t  is  clear that any sizeable 
program of contract farming could drive a carriage and horses thm ugh this
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philosophy^ -Some marketing co-operatives in U.o.A, have taken the economic 
argument to its  logical conclusion and reserve the right to refuse membership 
to any farmer who is thought not to meet the standards of efficiency set by the 
co-operative. But even i f  open membership is maintained formally, its  reality  
could easily be lost by the creation of two categories of members of which one 
would tend to be neglected i f  not actually encouraged to leave.

-17. This issue is s t i l l  further complicated by the fact that no European 
organization that wants to have a future to look foivard to can afford to cater 
exclusively to a small-farmer clien tele. Small farmers are, and w ill no doubt 
continue to be, a declinijng proportion of the population a l^ s t  everywhere in 
Europe and no organization can do more than delay this trend. What can and.. 
should be done by agricultural o.rganizations is to remind public authorities 

-constantly of their responsibiliiy for seeing that this transfer of population 
from agriculture to industry and services takes place as smoothly as possible 
and with a miniimim of individual suffering. This involves such things as the 
creation of sufficient new employment opportunities, better educational fa c ilitie s  
in rural areas, technical training, housing in reception areas and .so on. The 
attitude of farmer co-operatives to this fundamental and perplexing issue w ill 
no doubt be much influenced by the extent to which the transfer cai be carried 
out fa irly  painlessly. I f  those who lease farming can be quickly absorbed into 
new jobs and i f  the necessary readaptation is  fa cilita ted  both before and after 
transfer, the co-operatives can gradually pay m,ore attention to pure];y economic 
considerations. But such a movement of an essentially immobile section of the 
population is  in fact always accompanied by so many chaotic situations and per
sonal tragedies that i t  is  inconceivable that farmer co-operatives should at 
present slacken their efforts to obtain a reasonable livelihood for a ll  those who 
decide to remain in farming.

18 . The dilemma outlined above alone goes some way towards explaining the
present uncommitted attitude of most farmer co-operative movements in Europe.
In the remaining paragraphs some further policy considerations are touched on, 
of a more economic or technical nature, that are bound to affect any decision.

19. The integrator under typical contract farming arrangements takes al5- the
major decisions from production through processing to wholesale or re ta il sale.
In the case of a private concern there is  no particular obligation towards the 
farmer beyond fu lfillin g  the terms of the contract.  ̂ co-operative, howeverj 
must be convineed that i t  can obtain better results for the farmer than he can 
obtain for himself through the traditional member/co-operative relationship*
While this should be, in principle, a reasonable assuirption, i t  is not so obviously 
true that the co-operative can afford to be complacent about its  own performance. 
Advisoiy and market forecasting services, in particular, need to be given close 
attention before a contract scheme is  embarked on.

20. The evidence available seems to indicate that integration upstream pre
supposes integration downstream -  and vice versa. in other words there w ill be 
relatively l i t t l e  inducement to launch a contract farming program unless the 
integrator either controls his re ta il outlets, or has contracts with a few whole
salers or retailers covering a ll  or the bulk of his output. ■̂s most agri
cultural co-operatives in Etirope are not in either of these positions, the 
pressures towards contract farming have not so far been very coirpelling. I f  
sharpened coitpetition in the future obliges the marketing co-operatives to
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integrate their a ctiv itie s  increasingly with those of their farmer-mexnbers, 
they must at the same time (or sooner) examine the possibility of securing 
contracts for the supply of large quantities of standardized commodities to the 
big buyers -  central buying organizations of consumer co-operatives and private 
trade, chain stores, and supermarkets.

21, Finally, a point'that xirill be developed in V,I. 5/63. The logic of 
integration does not stop st the boundaries between the different kinds of agri
cultural co-operatives. I'Jhether or not the practice of contract farming by 
co-operatives extends, i t  is safe to say that more active collaboration, and 
perhaps integration, between the various sectors of the co-operative movement 
w ill be a condition of survival in the coupetitive struggle, 'i'his can start 
most easily with the farmers’ narketing, supply, credit, and insurance societies. 
But the perspective shouJdinclude consumer co-operatives. Integration of agri
cultural production, processing, and distribution should be governed fin ally  
the consumers* requirements, and these are expressed more authentically by con
sumer co-operatives than by business concerns that are answerable to neither 
consumers nor producers.
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POSITION OF FARMER QRGMIZATIONS AND 
POSSIBLE LINES OF ACTION

1. The appendix to V .I. 2/63 reproduces in fu ll  the answers received to tte  la s t  
question on the questionnaire, regarding current or planned action by famer organ
izations in response to the situation created by an extension of VBrtical inte
gration.

2. Generalizing from these replies, i t  can be said that European farmer organiza
tions are finding i t  hard to appraise with a:^ certainty the new developments in. 
vertical integration by contract. Their view appears to be that the specific  
benefits claimed for this system, even when controlled by farmers themselves through 
their organization^, are not yet fu lly  proved and that famer C9-operatives, in 
order to withstand successfully the increasingly sharp coitpetition of large pjrivate 
firms i and groupings, may be well advised to rely primarily on an alert and flexible  
applica.tion of well-established methods. Some of the general reasons for this 
attitude have been discuss^ in V .I. k/^3* To these may be added that the agri
cultural co-operative movement in countries like Norway and Sweden, and to' a lesser  
extent the Netherlands and Western Germany, is  so strongly entrenched (especially
in some of the key sectors such as milk and meat) that recent trends in integration 
by private concerns do not as yet cause serious anxiety. On this reading, ariy 
major move of agricultural co-operatives towards integration ty contract would in 
a ll  likelihood be a defensive reaction in the face of setbacks suffered in the ‘ 
competition with private business, rather than a positive and spontaneous adoption 
of the thesis that the classical co-operative methods are obsolescent. Wider 
experience of integration by contract during the next few years could, of course, 
substantially modify this situation.

3. Among the countries replying to the questionnaire, Yugoslavia is  a clear 
exception to the above generalization. Contracts between farmers and co-operatives 
are already widely used and are being further encouraged as a valuable means of 
irtproying techniques and productivityj co-operatives in turn enter into contracts 
for. supplying processing plants with their raw nsterial. But the problems involved 
in the context of a so cia list econony are so different that they cannot usefully
be discussed in parallel with those of cap ita list co\mtries. As for the IFAP 
European Member coimtries that did not reply to the questionnaire, i t  may be 
reasonable to assume that they belong mainly to the category of ttose that are 
suspending judgment u n til more information and a more detailed analysis of the 
situation are available*
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U» The replies make a number of valuable suggestions for action by agricultural 
co-operatives. I t  is  in line vri.th the general attitude noted above that only one 
of the suggestions bears directly on the basic problem of how co-operatives can 
harmonize the practice of contract farming iw-th their fundamental purposes as 
associations of persons founded on equality and mutual aid. The other suggestions 
are directed rather towards improving the efficiency and conpetitiveness of co
operatives in ways other than by contract farming*

The grave drawbacks, to a co-operative, of creating two categories of members - 
those with contracts and those without -  have been outlined in V .I. U/63, para.l^.
A further disadvantage is  that, as long as the non-contracting members represent 
a sizeable proportion of total output, the processing co-operative may s t i l l  be 
seriously hampered by the relative unpredictability of these supplies compared 
with those delivered according to a contract. The Netherlands proposal (see 
nppendix to V .I, 2/63, question 1^) would meet-these, objections 'by embodying in 
the by-laws a number of provisions similar to those now contained in contracts -  

 ̂ regarding, far: a^istance, basic seed and stock to be used, management methods, 
advance..notice o'f. deliveiy and so on. could be called contract farming with
out contracts* . ^t has considerable appeal because'it eliminates discrimination 
while at the same time securing, in many respects, the sam.e centralized-direction 
that is the essence of integration. I t  has, however, several shortcomings, as is 

_pointed out in the Netherlands reply. The chief of these is the reverse side of 
its  virtue, hon-discrimination. Membership'-would s t i l l  be conpletely open and-it 
is hard to see how, in this one respect, a co-operative can compete *n equal terms 
with a private integrator who chooses his farmers with’care accolding to ceirtain 
criteria. I t  could b6 argued that the inclusion of such far-reaching clauses in 
the by-laws might" tend to discourage some farmers from joining. This is  likely  
enough but whether it; would discourage the bad ones more than the good is  pure 
guesswork. Other minor' drawbacks are the iitpossibility of including the more 
detailed, contfact provisions (date of delivery, prices, credit terms, etc.) in 
the by-laws, and the rather frequent amendments' to the by-laws that are lik e ly  to 

' prqvB necess^ii^* Nevertheless i t  is  hard to think of any other formula that comes 
hearer to securing iriany of the economit; advantages of contract farming without 

' thi’OTi^S ove^hoard co-operative aims and outlook,

6. GoropeKp  ̂ x^sh^g to experiment with totegratiori by contract in k more 
indirect w ŷ’ may be interested in. the type of arrangement reported from the Nether
lands and Western Germany (s9c appendijc to V .I ,-2/63, question 11), In the Nether
lands two central supply co-operatives and some egg marketing co-operatives jointly  
own a poultry slaughterhouse which contracts with farmers for the supply of birdsj 
the farmers may or may not be members of the parent co-operatives but as far as
the poult]^ slaughterhouse is concemed they are a ll  non-members. In Western 
Germary a few cases are mentioned in̂  xirhich co-operatives have set up a processijig 
plant in the form of a join t stock coup any whose shares cany an obligation to 
deliver to the plant; farmers who subscribe for shares presujnably receive more 
favoured treatment, i f  only because the plant rmst accept their deliveries. Such 
methods neatly sidestep the problem of discrimination within tfe  co-operative, but 
perhaps only.in a formal sense; the practical result appears to be (no detailed 
information is  available) the creation of a separate enterprise which is able to 
choose the farmers with, whom i t  deals and which competes on its  own terms with- 
farmers„using the ordinary co-operative channels.

7, "̂ he Norvjegian reply raises at least one matter of theoretical interest as 
well as of undoubted practical irrportance. Noting a tendency for the larger 
farming units to remain outside the co-operative system, the reply suggests that
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this may be mainly duo to a strict adherence by co-operatives to the equal price 
principle* This principle works to the disadvantage of the larger producer buying 
or selling in quantities for which the unit handling and servicing costs are lower 
than for the sdbU  consignments* Private tradesmen offer terms which take account 
of the lower unit charges involved in dealing with a big producer, and the differ
ence can be sufficient in many cases to keep the big farmer out of co-operatives 
or to tempt him away i f  he is  already a member*
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8. ĥe equal price principle is  coming in for close scr*utiny in many countries, 
as corpetition becomes more intense and the need to attract or retain in membership 
the larger farmers grows more pressing* The evidence available indicates that 
numbers-of co-operatives have o ffic ia lly  adopted price differentials based on the 
economic costs of each sale or purchase, and in many others the manager no doubt 
applies similar criteria without specific authorization of the board of directors#
There is ,  however, alw^s some pain caused by abandoning a long-standing practice, 
especially whan i t  has been dignified with the name of "principle"* Many co
opera tors "oppose the change* But what can be ju stified  in an essentially local 
co-operative vdth a small- homogeneous membership may not be workable in a co
operative consisting of both large and small fanners and subjected to the economic 
pressures that govern European markets today. I t  seems reasonable to predict 
that new methods of this kind w ill be increasingly introduced* ^t is  iarportant 
that the economic and accounting calculations on which they are based should be 
inpartial and, as far as possible, capable of being clearly explained to the rank- 
and-file members#

9. One of the advantages offered by many private integrators is an effective  
advisory servicei one or two of the rep lies’point out that private integrators 
are sometimes ahead of co-operatives in this respect. ^et even without a bindi^  
contractual relationship with the members, marketing co-operatives should be able 
to achieve a general improvement in the products delivered by members and some 
reduction in the cost of production* Advice may cover a wide field j in addition 
t6 the more technical indications concerning use of fertilizers,., cultural methods 
e tc., atteirpts should be made to influence members* output to conform as closeOy 
as possible with market requirements for quantity, quality, and seasonal distribu
tion. This implies a strengthening of the co-operative services for market and 
consumer research.

10. The foregoing suggestions are within the scope of the specialized co-operative 
stjTucture for each branch of production* The lesson that emerges most forcefully, 
however, from the present survey is  that the problems of vertical integration pannot 
be successfully tackled at any level below that of the whole agricultural co-operative 
movement of a countiy.

11. I t  is  interesting to note that the strict specialization that characterizes 
most of the more highly organized agricultural co-operative systems in Europe no 
longer seems so well adapted to circumstances as i t  was even ten or twenty years 
ago. Integration in other sectors of the eoononi7 has created problems of such 
scale as to challenge even a united farmers ’ movementj even for purely technical 
reasons collaboration between specialized branches of agricultural co-operation is  
often desirable and necessary. This is  being increasingly recognized by efforts  
to lower some of the barriers between branches, to discourage too autonomous a 
way of thinking, and to strengthen the position of the national federations and̂  
unions of agricultural co-operatives. Joint action seems particularly appropriate 
in such matters as investnent policy and finance, advertising and the use of co
operative brands, and for research and planning in general, A significant
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development in this sense has been the recent creation by the Federation of 
Swedish Farmers’ -Associations of a Planning Advisory Council on which a ll  the 
major branches of the farm co-operative movement are represented. And at the 
same time as links between the various types of farmer co-operatives are drawn 
closer a search,should be made for new ways of applying co-operative methods in 
the service-of farmers. An example mentioned in the appendix to V»I, 2/63-is the 
study now being devoted in Norway to the potentialities of co-operation at the pro
duction stage (co-operative machinery pools and cowsheds, co-operative services, 
co-operative management, and ownership).

12, This redeployment within the co-operative organizations of the farming popu
lation is  a vast program in i t s e lf  and one that is never fin ally  achieved. But i t  
would be wrong to overlook the even wider implications of both economic integra- 

.tion and co-operative thinking x-zhich, for once, point in the same direction. Much 

.more needs to be done to make a reality of the phrase '’co-operative movement”.
The-universal nature of co-operation does not require demonstration, yet producers* 
and consumers* co-operatives -  to take perhaps the two main categories -  in many 
countries remain indifferent and even hostile to one another. And,these attitudes 
are beginning to look as economically unsound as some of the barriers that hinder 
concerted action by the agricultural,co-operatives as a whole. For long i t  has 
been objected that a fundamental opposition over the price of farm products makes 
fru itfu l relations between consumer co-operatives and farmer co-operatives d iffic u lt  

-or inpossible* Many replies could be made to this statement -  particularly that 
i t  shows a disheartening willingness to abdicate a ll  claims for co-operative ., 
principles in the face of an ever-present economic fact. Leaving aside such 
reflections, i t  is  sufficient to note that the producer's price no longer occupies 
such a central position in the relationship between farmers and consumers. TMs 
is partly because more widespread prosperity has switched the enphasis frojii low 
price to high quality^ but even more so.because the price the producer receives is  
a continuously dwindling proportion of the price the consumer pays. Handling, 
packing, wholesaling, and retailing charges, sn the other-hand, are constantly- 
tending to rise -  i f  not always individually, at least in. total -  and i t  is  a c2.ear 
interest of both jjroducers and consumers to reduce them. Moreover both producer 
and consumer co-operatives are threatened by the same large-scale concentrations 
of power inside, and outside, the -food industry. In these circumstances a refusal 
to examine synpathetically eveiy possible occasion for close economic collaboration 
between what are, in many cases, two distin ct co-operative movements could have 
fa te fu l•results for both. ,

13. Finally, i t  is evident that co-operatives -  farmer and others -  must intensify 
contracts with corresponding movements elsewhere in Europe, with a view to extending 
the rather limited economic and trading relationships that so far exist,. For the 
co-operatives of the countries of the European Economic Communxty this is an urgent 
necessity; i t  may be almost equally iirgent for the others too.


