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CALIFORNIA’S CONTRIBUTIONS TO AGRICULTURAL
COOPERATION

Leon Garoyan
Director, Center for Cooperatives
University of California - Davis

Cooperatives have long been an important part of this nation’s agricultural
production, processing and distribution system. Cooperatives were devel-
oped as imperfections within the market system permitted firms to exercise
independent decisions that affected alternatives and services available to
farmers.

THE 1920'S SCENE

Agricultural cooperatives developed during difficult economic conditions.
Consider this scenario: Itis 1920. The U.S. has signed an armistice follow-
ing victory during World War |. The world is seeking to return to normaicy
after four years of devastation in Europe, and near economic ruin. Ameri-
can farmers increased production during the war years to feed our nation
and its military force, and provided food to our allies. Following a brief
economic recovery in the early 1920's, farm prices plummeted sharply, and
agriculture slipped into a deep recession.

At this time, the nation's many farmers faced huge debts that many were
unable to meet, and many foreclosures were threatened or occurring.
Agricultural supplies and processing were dominated by a comparatively
small number of very large industrial firms. Farmers were disorganized,
farm organizations were not too effective, farmers lacked strong national
leaders and agricuiture and individual farmers were in deep trouble. The
cooperatives that existed were young, inexperienced, threatened by power-
ful economic forces controlled by large corporations, and poorly or inade-
quately financed, often by personal commitments guaranteed by directors’
or members’ farm assets. The best means of transportation were the rail-
roads, a relatively trying method. Communications were slow, and often
farmers who shipped commodities to distant markets were unaware of the .
returns to be received from terminal market operators.

California’s farmers faced an additional problem to those encountered
‘elsewhere. They produced quality products in volumes that exceeded local
requirements and which required distribution to product-deficient, populated
regions in eastern markets. The marketing functions required were
performed so poorly that farmers were compelled to become involved.
They did so reluctantly, preferring to leave off-farm services to firms that
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specialized in preparinL and moving products to consumers. However,
greed, inadequate facilities, poor payment practices and poor results
compelled farmers to enter intg activities about which they were not well
informed.

There were few models after which they could pattern their cooperative
organizations. There were no cooperative enabling laws for the earliest
cooperatives, so0 some organized under general corporation laws. They
faced a hostile environment, not only from the private firms that had caused
farmers discontent and with which they had begun to compete, but also
from federal and state trade regulators, who considered cooperatives as
combinations in restraint of trade. As they faced problems of finance,
directors pledged their own assets to be able to finance the new
cooperative. In some cases, they assumed management responsibilities
until professional managers were willing to be employed by the fledgling
cooperatives.

DEVELOPMENT OF THE COOPERATIVE MODELS

From these adversities evolved several models of cooperation that
reflected the problems and unique tasks required by farmers of their
cooperatives. What was unique to the California experience was the
problem of marketing highly perishable commodities in distant population
centers under conditions of primative and relatively slow transport
conditions. Itis no surprise that California farmers focused their energies
and resources an the‘development of processing and marketing
cooperatives. They developed only slight interest in providing farm supplies
through cooperatives! because large private suppliers were developing
fairly efficient farm ingut services. Besides, farmer's returns were affected
more by markset forces than by saving 5 to 10 percent on purchases of
production inputs, since most production materials were produced on the
farm in those years. |

The California model did not mesh closely to traditional economic theories

of cooperation being developed in the U.S. mid-west and central states. To
understand the differences in approach, | tirst present a brief description of
the mid-west models before discussing the California approaches.



THE COOPERATIVE AS AN EXTENSION OF MEMBERS FARMS

One mid-west theory considers a cooperative as an extension of the
individual farms of members; the cooperative's objectives are said to be to
maximize the welfare of individual members. The main characteristics of a
cooperative within this model are:

1. Anenterprise where the member’s farm is the main decision-
making structure. The aggregate decisions of members
determine volume for the cooperative, whose function is to be
prepared to handle the entire output of all members, regardless
of market needs.

2.  Prices established by the cooperative becomes the marginal
cost or revenue to any one member, but actually represents the
cooperative's average cost. Thus, reaching an equilibrium
position is difficult for the cooperative and its members.

3.  Often, such a cooperative deals with a homogeneous
commodity- - wheat, milk, farm supplies, etc., which have
distinct and undifferentiated (non-branded) markets.

While such a model seems to have been functioning satisfactorily in some
situations, it has some weaknesses that did not make it attractive to many
California conditions. The main weaknesses are:

1.  The cooperative has no real economic authority of its own. Itis
passive with regard to quantities, and even the timing and
conditions of product deliveries by members.

2. The Cooperative is mainly interested in'decisions about how to
_use the products of its members, not mainly in meeting market
needs. (ltis production oriented, not market driven.)

3. The cooperative cannot achieve a full joint vertical integration
because it is unable to match individual member's needs with
the cooperative's potentials.

4. Capital, activities, production, qualities, etc., cannot be assigned
in a way to maximize aggregate returns.

These weaknesses are sufficiently serious that they would cause severe
difficulties for a cooperative required to meet the characteristics of many of
California’'s commodities, both in terms of production and marketing
requirements. While adequate for mid-western conditions and theoretically
attractive to scholars, the model received scant attention in California.
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THE COOPERATIVE AS A HORIZONTAL COMBINATION

A closely related model is the cooperative as a horizontal combination of
farmers-members. The objective of such a cooperative is to select or
conduct an optimal marketing or buying program for the members as a
group. It's main characteristics are:

1. Free entry and exit by members.

2. The cooperative has its own production function - its own
independent costs and revenues.

3.  The traditional economic theory of the firm prevails, i.e., the
cooperative is a maximizer which operates where its marginal
cost is equai to its marginal revenue, just as with investor
businesses.

While overcoming some of the weaknesses of the previous model
{(portraying the cooperative as an extension of member’s farms), this model
also has several weaknesses.

1. Itassumes the interests of members are homogeneous. Where
members have conflicting interest, serious member relations
problems can arise.

2. Members often follow independent decisions which they
consider to be in their own best interests. This presents risks
when the cooperative faces investment decisions based on
some minimal commitment by members.

COMPETITIVE YARDSTICK

E. G. Nourse, a renowned economist and presidential economic advisor,
viewed the role of cooperatives to be to instill competition in the market
system. Termed the “Competitive Yardstick™ maodel, this views the
cooperative enterprise as a yardstick for individual members to evaluate the
performance of the existing market system. Nourse considered
cooperatives as an integral part of the existing market system, whose main
function was to contribute to business efficiency by competing with
established firms. A dominant position was not necessary for a cooperative
to instill competition, since all that was considered important was to
establish a balance or checkpoint when services were inadequate or
charges too high. John Galbraith, Professor of Economics at Harvard,

later called this “Countervailing Power”,



During Nourse’s time, this may have been a realistic objective. Certainly,
the large number of farm cooperatives organized-as first handlers were so
successful that they were able to virtually eliminate most profits at that level,
so0 that as cooperatives succeeded only a few enterprises were able to
operate with even normal profits.

While probably an appropriate concept for its time, cooperatives are now
seldom able to be effective yardsticks at the levels within the market system
where the largest profits still exist—at the finished foods markets in highly
differentiated (branded) situations.

THE CALIFORNIA MODELS

The “mid-west” concepts are in sharp contrast to the Sapiro or early
California school of thought of the 1920's. Aaron Sapiro, a bright young
California lawyer, earned fame in U.S. agricultural history as an organizer of
cooperative marketing associations in the early 1920's. He was one of the
most eloquent, sensational and controversial individuals to participate in
this nation’s cooperative movement. Supporters have described him as a
“peerless evangelist of cooperation, the father of cooperative marketing”,
while critics have labeled him , “an agricultural Napolean and an exploiter of
the crusade he pushed forward (2, p. 242). For a few years he enjoyed
unparalleled popularity among U.S. farmers, but around 1825—when a
number of his cooperatives were failing—his name lost its appeal in rural
America. Yet, Sapiro made a substantial and indelible mark on U.S.
agricultural cooperation. Many of the organizations he helped organize in
the U.S. and Canada have evolved into large, successful food marketing
cooperatives. The cooperative marketing bill he drew up in 1919, which
became known as the California Plan, served as a model bill for
cooperative legislation in 26 states. The California Plan language also
influenced the Capper-Volstead Act of 1822, sometimes referred to as the
Magna Carta of cooperative legislation. Sapiro travelled widely in the U.S.
and Canada by train. Imagine what impact he would have had if present-
day air travel had enabled this vigorous individual to mount his crusade
against the tyranny farmers then faced.



ELEMENTS OF SAPIRO’S PLAN

Sapiro’s Plan for cooperative marketing contained eight basic elements, all
of which he felt were necessary for success, but which were not necessarily
original with him (5, p.g).

Organization of the cooperative on a commaodity basis.
Long-term, legally-binding contracts with growers members.
Centralized organization.

Pooling products according to grade.

Controlling a large enough proportion of the crop to be a
dominant market factor.

6. Democratic control of cooperatives by members.

7. Use of experts in technical positions.

8.  Limitation of membership to growers.

ks wm =

When outlining the California Plan, Sapiro often included four additional
“Principles of successful merchandising™ (1)} Grading and standardizing
products to improve quality; (2) Packaging products for effective shipment
and to attract buyers; (3) Extending markets by time, place and increased
use; (4) Earning profits by matching market supply with demand.

EVALUATION OF THE SAPIRO MODEL

Commeodity Organization

Sapiro believed that cooperatives should be organized on the basis of the
commodity involved, not with regard to the locality in which it operates. He
felt that locality is important for the production ot agricultural goods, but that
the commodity is the sole interest in marketing. He did draw some practical
limitations here, usually consisting of state boundaries, because of the
difficulties interstate organizations might encounter in enforcing their
contracts. He also conceded that local associations might handle
perishable products and that one organization might handle two or more
similar commodities. For example, Sunkist markets navel and Valencia
oranges, lemons, and grapefruit. However, Sapiro felt that the advantages
of specialization outweighed the advantages of diversification. Commodity
marketing was basic to his ultimate goal of a legal monopoly for producers
of a given commodity.

Under the circumstances that prevailed in those days, where buyer
specialization was common, and substitution among products was fairly low
because of the short seasonal availability of competing commodities,
Sapiro's orientation toward strong, single commodity marketing
organizations is understandable.

While there are both advantages and disadvantages to specialization an a
commodity basis, it is unrealistic today to conclude that this mode! meets all
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requirements for cooperative organization. U.S. agriculture is by definition
highly diversified and the geographic specialization that once characterized
much of U.S. agriculture is no longer as strong. There are many farm
products whose handling, processing, and marketing actually complement
each other, in terms of facility requirements and customer buying practices.
Transportation of products may necessitate the consoclidation of several
products to meet modern-day merchandising requirements.

Generally, advantages of multiple-commaodity marketing firms include the
following:

1. They eliminate the necessity, expense and effort of setting up
several marketing associations to perform the same business
functions, often ic the same buyers.

2.  They increase the volume of business of a cooperative without
necessarily increasing overhead costs.

3.  They facilitate continuous operations of the cooperative if
marketing seasons of respective crops are consecutive.

4,  They enable the cooperative to deal i a full line of products to
attract large-scale retailers.

5.  They facilitate use of broadly-advertised consumer labels for a
family of products marketing strategy.

Some single-commedity organizations continue to effectively market their
members’ products, although this seems to be breaking down. Some once
specialized dairy co-ops, such as Land (F'Lakes, are now diversified into
many product lines.

We can identify some criteria in which single commodity organizations
remain appropriate. These include situations where the commodity is the
main product in a region, such as Kansas wheat; where regional production
isolation exists, such as California rice; where the commaodity is subjected
to further and substantial processing or manufacturing before being sold to
consumers, such as beef; where the demand is so unique that the
commodity has little comptementarity with other products, such as
cranberries; and where the processing technology is so specialized or
complex that large scales of operation are required, such as vegetable oil
crushing. Under such circumstances single commodity organizations
appear to be appropriate, but under circumstances other than those
identified, single commaodity marketing cooperatives would appear to be at
a disadvantage under today’s economic environment.
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We doubt that Sapiro was concerned with such criteria, however. Itis more
obvious that he understood the concepts of monopoly power, and built his
organizational concepts around the ideal of achieving monopoly power. We
suspect that public policy today would look with disfavor on menopoliz-
ations of agricultural marketing, if it were possible to be achieved by
cooperatives under present circumstances.

Marketin ntracts

It is evident that Sapiro recognized the marketing contract as the main
basis for establishing and retaining a monopoly pesition. Sapiro, an
advocate of long-term enforceable contracts with members, made the
following statement in 1923:

“The contract should always be a long-term agreement. Itis
impossible for farmers in a period of less than five years to develop
trained personnel, to perfect the process of receiving the commeodity,
to make good and wise commercial connections, and to effect
satisfactory banking arrangements. A short-term contract is hardly
worth the paper it is written on. A long-term contract gives the farmer
a chance. There should be no right of withdrawal whatsoever, except
at the end of a specified long term. If the farmers intend to try the
cooperative marketing system, they should ge into that work seriously,
honestly, and on a permanent basis.”

Sapiro also stipulated that the contracts take effect only after a fixed
minimum sign-up was achieved. This sign-up varied from 30 percent to 75
percent of qualified growers, depending on the commodity and the local
conditions. He made it clear that any man who signed a contract was
legally bound to deliver his entire crop to the cooperative.

Sapiro’s “ironclad” contracts emphasized their enforcement through the
courts, with provisions for substantial liquidated damages when breaches in
contract terms occurred. This emphasis is still an important ingredient for
contract performance.

Since Sapiro's time, contracts have played an expanding role in
coordinating U.S. agricultural production, processing and distribution.
Cooperatives and other firms use contracts to coordinate various stages of
the food industry. It is estimated that the proportion of all U.S. farm output
produced under contract was about 15 percent in 1960 and 17 percent in
1970, to perhaps over 25 percent today. Contract marketing for specific
commeodity groups include:

QOver 95 percent for broilers, fluid milk, sugar
beets, and vegetable seeds.



About 90 percent for potatoes and véegetables
for processing, and hybrid seed corn.

Abaut 85 percent for turkeys.
Seventy-five percent for citrus.

Fifty percent for fresh market vegetable and
potatoes (1).

Firms processing and marketing these commodities find contracts a
valuable instrument for coordinating procurement, processing and sales.

Sapirg's emphasis on contracts was sound, but he failed to perfect its
mechanics. He advocated agreements with lengths of from five to 15
years, which terminated only at the end of this time. Three serious
objections to long-term contracts are: (1) Many producers will not obligate
themselves for such a long period of time; (2) by themselves they do not
ensure that an organization will be successful; (3) contracts do not assure
equity between buyers and sellers. Equity must usually be negotiated.
Also, Sapiro’s recornmended minimum volume is too large; a much smaller
proportion of a commodity's producers could form a cooperative and
significantly improve their marketing efficiency.

_Perhaps in the light of day in the early 1920's, the objective to arganize
countervailing monopoly power for farmers through strong commodity
cooperatives with long-term supply or production contracts was necessary.
Even under today’s economic conditions, contracts are a necessary
condition to bring about production-marketing coordination, and te provide
cooperatives with a predictable quantity of products for sale. Sapiro was
correct in emphasizing the needs for contracts, but viewed under today’s
environment, he was correct for the wrong reason. The benefits of
coordination appear more impartant than does the need for monopoly
power.

ntralized Str re

Sapiro advocated large-scale commodity associations with a centralized
membership and management structure. His favorite organizational
method was to hold a grower meeting at which his eloquent verbal
presentation and his extracrdinary store of information frequently induced
the audience to set up an overhead organization. This organization would
then conduct an intensive membership campaign, and growers would sign

. an enforceable contract to deliver to the association all of the commodity
they produced for a period of five to 15 years. The centralized cooperative
would coordinate delivery of the crop, and perform needed marketing
functions.
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Sapiro's "top-down” organization philosophy was diametrically opposed to
the traditional mid-west cooperative leaders of his era, such as Nourse and
John D. Black, who favored the “ground up” approach to cooperative
development.

The latter believed that federations of local cooperatives should perform
central sales and other overhead services, gaining size advantages while
maintaining democratic control at the local level.

Centralized cooperatives have both advantages and disadvantages. They
can be organized relatively quickly, they facilitate decision-making and
information-generation during unstabie periods, and they may reduce costly
duplication of facilities, personnel and services. On the other hand,
producers usually give up participation in some decisions and personal
interaction in a large, centralized organization. Also, the importance of
effective two-way communication increases as the size of the centralized
cooperative increases; when members are dispersed geographically over a
large region; and when diversity of interests exist among members.

During the past decade there has been some movement toward centralized
structures among U.S. cooperatives. The need for timely, consistent
decisions probably will induce cooperatives toward the centralized type of
organization during the next decade. Various theories of motivation
developed by social scientists, can be employed to improve opportunities
and incentives far membership participation in centralized structures, thus
minimizing this possible disadvantage.

Use of Capital Stock

Faced with the necessity of financing large investments in cooperative
facilities and processing equipment, Sapiro evolved a non-voting preferred
stock system of financing corporate subsidiaries of cocperatives. It was a
scheme designed to enable farmers to undertake functions calling for large
expenditures, such as processing or packing plants. Upon the formation of
a capital stock subsidiary for the purpose of acquiring facilities, its non-
voting preferred stock was sold to interested growers or outside investors
while the cooperative held the common stock. In time, the subsidiary would
repurchase part of the preferred stock annually, financed by withholdings
from the proceeds of the members’ products sold by the cooperative. After
a period of years, the parent cooperative acquired ownership of the facilities
through its ownership of the common stock.

Sapiro made extensive use of this methed of financing. By his estimate,
more than $100 million worth of properties were acquired before the
cooperatives even had any ability to pay for them. In time, banks withdrew
their support for the scheme, but in the interim it made it possible for
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tarmers to organize cooperatives. In view of depressed commodity prices
and low farm incomes, perhaps few cooperatives could have been financed
from within agriculture alone.

Some believe Sapiro did not make a lasting contribution to cooperative
finance. | do not share that view. He encouraged innovations that for a
period served cooperative members' needs, and which even today, may
prove helpful. Atleast one of the newer cooperatives arganized in

“California as a result of plant closures by proprietary firms is being financed
along concepts developed by Sapiro 60 years ago. When Pacific Coast
Producers organized as a caoperative in 1970, it established a limited
partnership for investors, {including members of the cooperative), which
committed capital for the purchase of plants and equipment, and a general
partnership comprised of cooperative members. The cooperative then
entered into a long-term lease for use of the assets owned by the limited
partners.

Pooling

Some consider the key to the California plan to have been the use of
marketing pools. Sapiro held that provisions should be made for pools to
which the growers’ products were assigned upon receipt by the association.
Any number of pools could be formed by the cooperative; they would be
differentiated by quality, size, or type of praducts, with each pool made up of
uniform products. Through the use of pooling, Sapiro contended, a group
of farmers could colleciively realize “absolute cooperation”. He set no
definite time for the final and full payment to members for their crops; this

" decision rested with the cooperative association and its banks.

Pooling is widely used by many California marketing cooperatives today.
Its application varies from a single pool for several commodities to many
pools (based on season, quality, and type of finished product) for the same
commodity. There are both problems and benefits which cooperative
marketing associations encounter in using internal pools.

Problems:

1. Farmers supplying higher-quality products are penalized when
pooling is not structured properly, different-quality products are
mixed, or settlement is made on a flat-price basis. There is no
economic incentive to produce or market high quality products
through the cooperative in such cases.

2. Alarge number of grade and variety pools may cost more to
operate than their benefits justify.
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Benefits:

1. Pooling spreads marketing risks armong many producers.
Members seldom can guess when the highest price will occur,
and often may suffer financially as they try to “top” the market
price.

2. Management gains flexibility in merchandising the association’s
products,

3. Pooling may enable the association to finance its operations
more easily.

4. Pooling may be an important factor in determining the market
price of a product if the cooperative controls a relatively large
market share.

Poaling, like marketing contracts, may be very helpfu! to a cooperative if
used properly. Sapiro failed to recognize that the desirability of the use of
internal pools in marketing cooperatives is heavily dependent upon the
nature of the commodity and the characteristics of the membership of the
cooperative. If the commaodity is non-perishable, and quality variation is
relatively small, pools normally are conducive to the success of the
cooperative. Pooling may also be effective even where large differences in
product size and quality exist if there is sufficient volume available to the
cooperative to take advantage of these differences to meet specific market
demands. Some believe marketing of highly perishable commodities may
not be adapted to the pool method, but experience dispells this belief.

The significant contribution of Sapiro was in advocating pooling as a
method of marketing commodities. | consider pooling to be a significant
procedure for cooperative marketing which stili has wide-spread application
even to wheat, feed grains, livestock, and other commaodities for which
grades and standards exist. As use of long-term contracting increases, and
where contract prices are unspecified, pooling may be an effective means
to establish value for individual producers.

Mark ntrol

The cooperative association should control a large proportion of the total
crop to be marketed, Sapirc argued. While it need not be a complete
monaopoly, it should be the largest single firm in its particular field. Price
‘leadership was implied and sometimes explicitly stated as an objective.
This principle correlated with his minimum sign-up of 30-75 percent before
marketing contracts went into effect.
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Commodity marketing cooperatives that emerged under Sapiro's influence
were designed to achieve monopoly control over the market supply of a
commodity (5,p.208). Control of a large market share has been considered
as a reasonable business objective, but the concept of monopoly power as
a means of specifying producer prices was not widely accepted by
cooperative leaders even during Sapiro’s years.

At the time of his influence, the debate was between form of organization,
gither as centralized commodity associations as advocated by Sapiro, or as
federations of local cooperatives where the “regional” provided marketing
activities. Both organization structural forms persist today. But increased
emphasis is given to market power rather than monopoly power. Sapiro
emphasized market control through monopoly. Others emphasized market
power through marketing programs and activities.

Today, bargaining cooperatives remain more nearly in alignment with
Sapiro's concepts than do cooperatives performing other functions. Public
policy as interpreted by the courts and more vigorously advocated by
bureaucrats looks with disfavor not only with the exercise of market
dominance, but also with the possession of it. Thus, Sapiro’s structural
concepts would not now be favorably accepted.

Democratic Member Control

Sapiro believed that each association should be governed democratically,
which he defined as the nomination and annual election of a board of
directors by members, each of whom had a single vote. He insisted on
voting “by men and not by bales of cotton, bags of walnuts, boxes of
oranges, or cows".

Most cooperatives before and during Sapiro’s era were organized on a one-
man, one-vote basis. Many associations today also adhere to this principle,
which is most appropriate in regions and commodities where farm size is
fairly uniform and membership investment and use of the cooperative’s
facilities are homogeneous.

Many California cooperatives allow voting on the basis of patronage, a
concept more appealing to the relatively large producer with the most to
gain or lose through cooperation. The most common method provides all
producers with one vote, and additional votes based on acres or tons or
dollar volume, with some maximum number of votes for the largest
members. Where producers size varies widely, this system usually is more
equitable than the one-man, one-vote method. When disproportionate use
of a cooperative’s facilities exist among members, the concept of gquitable
treatment of members may be more realistic than equal treatment.

13



Expert Management

Sapiro contended that the "medern cooperative marketing organization is a
highly technical form of business institution....devised for the most
successful marketing of farm products in the interest of its member farmers,
and for nothing else”. Members should concentrate on their proper
tunction—production—and should hire experts, at adequate salaries, to sell
their products.

Sapiro’s philosophy probably is more widely accepted today than it was in
the 1920’s, and we have both good and bad implications. During Sapiro’s
era, many cooperatives hired farmers (on a part-time or full-time basis} as
managers. Some associations by policy required management to be
farmer-members. Vestiges of this philosephy can be found in a few
organizations today. But most contemporary cooperative members
recognize the value of sophisticated, well-trained management personnel,
and are willing to pay the salaries necessary to attract and retain such
expertise.

On the other hand, we find it unacceptable under the current economic
environment to discourage producers from keeping abreast of the market
place. A market-oriented philosophy involves producing products designed
to meet consumer demands. This implies a changed function for the
cooperative, whose objective has been constantly articulated to be to serve
the producer’s needs. A market-oriented philosophy would involve the
cooperative as an instrument for meeting customer—not producer needs;
meeting the customers’ buying needs as a means of fulfiling farmers’
production needs.

rower Members

Sapira’s plan called for cooperative associations composed exclusively of
farmers, to prevent widespread diversity of interests among members. This
practice has been followed since the cooperative marketing movement
began and still prevails today. In fact, cooperative law and tax regulations
place limits on the proportion of non-farmer and non-members allowed to
patronize an association. No distinction is made between full-time farmer
and persons who produce agricultural commedities as an ancillary activity,
however.

OTHER CALIFORNIA MODELS

Few cooperative leaders today recognize the Sapire features to be found in
their cooperative organizations. Yet the features are present and strongly
supported. Cooperatives today seem to believe they are more structured 1o
market conditions than was Sapiro. They take active roles in industry
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matters; they strongly support marketing orders when applicable; and they
tend to consider themselves as operating business organizations formed as
cooperatives. This view is supported by the two cooperative models
described below which many believe to be typical of the current cooperative
organizations of California.

COOPERATIVES AS A COMMON BUSINESS ORGANIZATION

The Helmberger-Hoos model views the cooperative as a common business
organization but which operates at cost, and proportionately returns its
earnings to members. Us objective is to maximize benefits to members
through the identification of market requirements, which it seeks to meet by
entering into contracts with members for the production of specific volumes
of desired varieties and commodities. This model comes closest to
describing the typical California marketing cooperative.

Other characteristics of this model include:

1.  The cooperative operates as a decision maker in its own
interests, which it transtates to members in terms of product,
volume and time of delivery decisions.

2. Investments made for brand differentiation and processing
facilities are based on scale economies necessary to remain
efficient and to meet market needs without holding large
surpluses of commodities. The cooperative assumes less of a
role as industry leader than as a leader in the markets in which it
operates.

Some criticisms of this model are:

1. Its apparent detachment from farmers self -interests and the
imposition of production decisions on members. Some would
criticize the modei because it differs only slightly from a
vertically-integrated business. A significant difference is that the
board of directors of the cooperative are farmer-members and
the direct representatives of the membership.

2.  The practice of allocating volumes, monitoring cultural practices,

and determining planting and harvesting schedules may not be
consistent with every member's needs for production planning.
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BARGAINING COOPERATIVES

California has a number of cooperatives whose function is to negotiate
prices to be paid for members commeodities and terms of trade to be in
effect. In reality, bargaining cocperatives are a variation of marketing
cooperatives, and in some cases, both types of cooperative may function
within the same commodity sector.

Bargaining cooperatives seek to represent a minimum of 35-40 percent of
the volume for a commaodity, excluding volume of other marketing
cooperatives. They are supported by commercial farmers who may prefer
to seli to non-cooperative processors, or are unable to be members of
marketing (processing) cooperatives because of membership restrictions.

California’s bargaining cooperatives have been effective in increasing
returns to all growers, since non-members benefit from the umbrella effect
of cooperative bargaining. Bargaining cooperatives face tough, large-scale
processors wha previously have been able to independently determine
prices and terms of trade. Bargaining cooperatives have needed to
develop a strong grower base and market share, and to rely on accurate
market and economic information to be credible negotiators on behalf of
members.

CURRENT COOPERATIVE ISSUES

Sapiro contributed immensely to the development of California's agricultural
marketing cooperatives. Many of his concepts not only guided early
cooperative development, but still remain as features of existing
cooperatives. What we have learned is no model meets cooperative
membership needs into perpetuity, because external forces compel internal
structural changes. Cooperatives are living, dynamic enterprises and they
are subject to change as economic conditions require. California’s
cooperatives that operate as business organizations, and bargaining
cooperatives are indications that changes are being made.

Sapiro’s concepts were appropriate for a time and a place, and in some
instances, are still valid. Yet Sapiro, as brilliant and pragmatic as he was,
must surely agree: Coaoperatives must accept the best of philosophies,
abandon those inappropriate, and get on with their work. Some of the work
they may need to get on with are described in the following section.

HOW TO DEFINE A COOPERATIVE

At issue is the question, what is a cooperative? How should it be
organized, financed and operated?
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One definition considers a cooperative to consist of two essential elements:
(1) a democratic association of persons, and (2) an economic enterprise.
"In separating these two for the purpose of analysis the essential is lost,
since itis in the manner in which the two are coordinated that forms the
basic problem of cooperation”. (Fauguet, 1835).

“Cooperatives are not merely businesses but businesses with a social as
well as an economic aim. This concept of economic objectives united to a
body of social ideas is in fact one of the pillars of cooperative philosophy”.
{Laidlaw)

Few U.S. economic theories of agricultural cooperatives emphasize the
social side of cooperatives. The California model completely ignores it.
Emphasis is mainly on the economic role of the cooperative, and the
debates in this country have been in terms of the focus of power within the
structure. That is, who makes the ultimate economic decisions within the
cooperative system?

Torgerson (7) has written that, “Cooperatives are, in practice and theory, an
off-farm extension of the farm firm, an integral part of the farming enterprise
that allows farm operators to participate in one or more stages in the
marketing channels. An “agency” relationship therefore, exists between the
farm firm and the cooperative”.

As the California plan has evolved, the cooperative interjects its authority
on such traditional farmer decisions as varieties or species, planting and
harvest dates, maturity standards, and often, cultural practices that affect
quality or market acceptance, including meeting government regulations.
Such cooperatives are more than the off-farm extension of the farm firm. In
reality, the typical California cooperative is a primary coordinator of
production to marketing, and a partner in the members’ decision process.
in this manner, it is able to assure that the output from the farm and the
cooperative are joint-products developed to meet market requirements.

FACTORS AFFECTING CALIFORNIA COOPERATIVES

1. The concept of single product cooperatives is being challenged by
’ structural changes resulting from the acquisition of single-product
processing firms by multi-product and multi-national firms. Such firms
are able to sell both “families of products” as well as diverse food and
non-food items to retail food chains. This increased concentration
resulting from recent trends raises questions of future effectiveness of
cooperatives as single-product marketers.

This becomes increasingly a serious problem where a cooperative has
assumed an industry outlook and the resultant costs associated with
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maintaining the industry and its surplus inventories. This practice may
prevent the cooperative from being the lowest cost producer, and may
affect its ability to make competitive returns to members, thus
enhancing the stature of new entrants who do not carry industry
burdens and costs.

Cooperative have often assumed an industry posture in matters of
marketing orders, price leadership, generic advertising, in holding
industry surpluses, and when management makes public appearances
on behalf of industry matters.

The entrance of large, multi-product, multi-national firms into
processing and marketing may present the need for the organization of
new bargaining cooperatives to represent interests of farmers.
Traditionally, the operating cooperative has provided an “umbrella”
benefit to non-cooperative members who supplied local marketers,
without materially affecting the cooperative’ competitive position. With
the entry of large, often conglomerate firms which lack a local
orientation and which impose their own values on grower returns, the
role of bargaining cooperatives may take on great importance, even
with established processing cooperatives. The Sapiro concept may
again come into the forefront as new relationships develop.

Changing economic forces that bear on farmers financial statements
are encouraging them to seek ways to refiect current values of the
cooperative's assets on farmers balance sheets, as compared to
traditional evidences of financial interests. In some instances,
cooperatives have established a system for the sale and purchase of
equity positions within the cooperative structure. A few cooperatives
have established non-cooperative holding companies to acquire
physical assets which are leased and operated by the cooperative. In
such cases, the ability to buy/selltrade equity has tended to reflect
current values.

The questions of future capital requirements suggests the need to
consider hybrid organizations which may have characteristics of private
companies with securities trading, but which are cooperatives engaged
in the operations and marketing of products. Perhaps joint ventures
with food manufacturing firms may help cooperatives gain access to
higher margin sectors of the food industry, while retaining a cooperative
level at more basic processing functions. Costs of “slotting” charges
required to gain access to retail shelf spacing, and changes in
distribution network facilities to become competitive may be important
factors for consideration of cooperative strategies, and which may
make hybrid structures necessary.
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