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Abstract

A COMPARATIVE ANALYSIS OF STRATEGIC MANAGEMENT PRACTICES IN
MICHIGAN AGRIBUSINESS FIRMS: 1992 VS. 2012

By

Miguel Vieira Lopes

Over the past 20 years the agribusiness industry has been subject to a number of
transformations and shocks that have altered its business environment and management
practices. This thesis sets out to try to understand how the Michigan industry has changed in
this period, and to understand if strategic management practices and performance are
correlated. Data for this study was collected from Michigan agribusinesses at two time
periods, 1992 and 2012. A comparative analysis indicates that Michigan agribusinesses have
become larger, more diverse, and have increased their adoption of strategic planning
activities.  Furthermore, these practices were found to be positively correlated with

performance.
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Introduction

US agribusinesses are subject to a great deal of external forces that are no longer dictated
solely by regional or national factors. Agriculture and food commodity markets have become
globalized. In today’s competitive environment, often characterized by uncertainty, complex
relationships and fierce competition, many firms are exploiting new opportunities and

thriving while others face difficulties and struggle to adjust to the times.

This thesis has the agribusiness industry in the state of Michigan as its study subject and
intends on describing and comparing the industry in two points in time from a strategic
management standpoint. This industry is characterized by a great variety of firms, dealing in
different products, ranging from inputs like seed, fertilizer and agro-chemicals, to farm
machinery and petroleum products; and services, ranging from agro-chemical application to

marketing services, like commodity warehousing and trading or edging mechanisms.

Observing an important transformation in the agricultural business and economic
environment, Boehlje (1999) identified two main changes occurring in the way in which the
sector carried out its economic and social functions. First, a focus on the supply chain instead
of the firm or economical agent performing a particular action, which shifts the competition
for market share from within a stage of the supply chain and between firms to a competition
among entire supply chains; the second change was what he called “biological
manufacturing”, a change from the production processing of commodity products to the
manufacturing of specific attribute products tailored to the end-user preferences. Both these
changes in the industrial organization of the agriculture production favor the establishment of
higher concentration levels in each of the different industry segments, which deeply influence

the way the organizations behave and interact.



The same author described how “formerly distinct value chains are becoming increasingly
interlinked and interdependent” (Boehlje, 2011), explaining how convergence between
industries that were formerly in distinct markets is now turning them into either partners or
competitors. Several value chains have shown this behavior recently, as can be exemplified
by the increasing competition among companies from energy (e.g. biofuels) and food
industries for crops and crop byproducts. Other examples of industry convergence include
food and health, and food and industrial products (e.g. renewable packaging and

biopolymers).

Similarly, certain firms are present in more than one of the input segment markets and
develop reinforcing products supported by active strategies of cross-selling in an attempt to
develop a competitive advantage (Freedonia Focus, 2012). These strategies greatly influence

the general agribusiness industry.

This paper presents a strategic analysis of the US industry, based on recent industry reports
from different sources. Besides these industry reports, as the methodology section will
thoroughly explain, this paper also uses data from two surveys conducted with Michigan
agribusinesses in 1992 and in 2012. These surveys were conducted in both years through the

Michigan Agribusiness Association (MABA).

In light of these complexities and different influences, this study focuses on the strategic

choices of the firms, in order to address the research questions:

*  What practices do Michigan agribusinesses use in order to make strategic decisions?

* How have the strategic management practices of Michigan agribusiness firms
changed over time, namely from 1992 to 2012?

* Is there a relationship between strategic management practices and firm performance?

*  What are the expectations of challenges and performance in the future?



Theoretical Background

Strategic management became a strong influence in both the academic and the business
worlds in the mid 20™ century with works from authors like Selznick, Chandler and Ansoff
(Mintzberg et al., 1998), who set up the basic principles and tools which are still the
foundations of strategy making today. But perhaps there is no other author in strategic
management’s history who was as influential as Michael Porter. In his 1980 book
Competitive Strategy, he established the idea that there were only a small number of
strategies that would fit an organization’s internal and external characteristics, at a given
time, and lead it to a higher performance. One of his main contributions, if not the most
important, was the five forces framework he proposed to analyze the external environment in

which a firm operates and became generally known as Porter’s Five Forces.

Far from aiming at presenting a complete description of the historical developments of
strategic management as a discipline, which can be found in works such as Mintzberg’s
Strategy Safari, the goal of this section of the thesis is to establish the context in which
strategic management emerged and what are the relevant tools and concepts for the study of

the research questions.

As mentioned before, this paper focuses on strategy. Therefore, it is imperative to dive into
the world of strategy, strategic planning and strategic analysis and ask the question Porter
asked in the title of his 1996 paper: What is strategy? In this article, the author shows how
important for a firm’s performance the determination of a strategy can be and how those
strategic choices lead to trade-offs which occur because of the need to maintain a strong
coherence and consistency throughout the entire organization’s set of actions. Only with this
coherent strategy can a firm establish a system of activities that creates a true competitive

advantage. He proceeds to name six necessary conditions to create sustainable competitive



advantages: (1) Unique competitive position for the company; (2) Activities tailored to
strategy; (3) Clear trade-off and choices vis-a-vis competitors; (4) Competitive advantage
arises from fit across activities; (5) Sustainability comes from the activity system, not the
parts; (6) Operational efficiency a given. These sources of sustainable competitive advantage
are the characteristics that set a certain firm apart from the competition by allowing it to

position itself well and earn high rates of return (Porter, 1985).

The Strategic Management Process in Agribusiness

The strategic analysis is a fundamental point of strategic management and uses tools and
concepts developed by the very pioneers of the discipline, like the SWOT analysis, based on
the concepts introduced by Andrews (Hill and Westbrook, 1997), and the Five force analysis
and the Value chain analysis, both introduced by Porter (1979 and 1985). Further ahead in
this paper, there will be a complete strategic analysis of the US industry, using some of these

tools and concepts.

This study focuses mainly on the planning phase of strategic management, the process where
strategy is actually created, and the importance of a group of planning activities in the success
of organizations. But if strategy is a system of activities that work together in a reinforcing
way to achieve superior performance, like Porter defends, how do you create it? Eden and
Ackerman, in their 1998 book Making Strategy, start by defining the concept of Emergent
Strategizing, which is the term they use for the general patterns that emerge from
organizations and, whether they realize it or not, represents their strategic direction. This
concept is important because it states that even firms that do not perform any formal activities
of strategic planning have some general strategically driven direction. These authors present a

framework for strategy making as a JOURNEY: JOint Understanding (of all the stakeholders



about the strategic direction), Reflecting (about the firm’s distinctive competencies and how
well they support the strategy and aspirations), and NEgotiating strategY (in order to reach an
agreement about the aspirations so that they are feasible but still inspirational, monitor the
implementation and agree on a draft of strategic intent and direction). Whether or not firms
use this planning model, this view of involving all stakeholders and considering the
company’s and the surrounding characteristics before establishing the strategy is an important

consideration for the process.

Worried with an excessively mechanic view of the frameworks and systems to conduct a
strategic analysis and create a strategic plan, Mintzberg (2001) defended that strategy making
should be seen as a craft, a more organic process where the manager truly knows the reality
of the firm and the industry and takes the past into consideration in order to create the most
accurate predictions for the future opportunities. Although this author does not deny the
validity of the formal processes developed in strategic management, his article tried to draw
attention to the need to include a more human component to strategy. This dimension of
strategy is hard to observe in a survey and is better described in work like the one the same
author conducted in his 2009 book, Managing, where he accompanied the day of several top
managers in different companies in order to capture this human side of managing.

Nevertheless it is a powerful consideration that shall accompany this study in its analysis.

Regarding the important question of the relationship between strategy and performance,
several studies found a positive relationship between performance and the firm’s planning
activities (Thune & House, 1970; Rhyne, 1987), however meta-analysis studies, like the one
of Brian Boyd (1991) showed that “While some studies have found significant benefits from

planning, others have found no relationship, or even small negative effects”.



To determine whether a relationship between strategic planning and performance exists in the
agribusiness context is of extreme importance, as the planning activities, and the strategy
implementation that follows, usually signify incurring in high non-operation costs. Studying
the California processing tomato industry, Baker and Leidecker (2001) found proof of this
positive relationship. Their research showed that the use of strategic planning tools had a
strong relationship with the firm’s ROA. Three specific tools, the use of a mission statement,
long-term goals and ongoing evaluation, were also found to have a strong relationship with

profitability.

Using the data gathered from the two surveys, this study will attempt to bring to light
whether or not this relationship exists in the Michigan agribusiness industry and to clearly

state the benefits that firms can expect from commencing or expanding the use of these tools.

Strategic Choices

Another important set of factors that is part of the firm’s strategic choices is that of the

strategic scope and vertical coordination.

As was mentioned before, Boehlje (1999) described a changing environment in
agribusinesses in the US, where firms were aligning vertically in the supply chain and
competition was no longer between isolated firms in a given stage of the supply chain but
between the chains themselves. These changes are extraordinarily important as they influence
the risks, relationships and expected returns of each of the firms. Peterson et al. (2001)
formalized the idea of a vertical coordination continuum ranging from the spot/cash market to
vertical integration, where the reasons and theoretical support for the changes described by

Boehlje can be found, based on transaction costs theory (Williamson, 1979). The article
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focuses the definition of the type of vertical coordination on control intensity over the
transaction, and not on ownership. This important concept is in agreement with what reality
shows us on many occasions, where there is in fact vertical coordination although the several

firms are not owned by one major entity.

This topic is contemplated in the 2012 survey as an attempt to explain which of these changes
in vertical coordination are present in the Michigan agribusiness industry and whether they

affect performance on the firm level.

The issues of companies’ product and geographic scope is also encompassed in the 1992 and
2012 surveys, to describe the choices being made in this regard and to attempt to determine
whether or not they are correlated with performance. The product scope question is
particularly relevant for the input suppliers because of the notion that one of the main sources
of competitive advantage for those companies in the last decades has been the development
of proprietary products (Freedonia Focus, 2012). The survey results concerning both product
and geographical scope will help determine if there is a strategy, or a set of strategies,
regarding these issues that is creating significant differences in performance. Supplying the
industry participants with this information can serve them in their strategic management

process.
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Methodology

The data and information collection process for this study was conducted in three separate
phases and exploiting different tools, regarding the industry analysis, the 1992 survey and the

2012 survey.

Industry Strategic Analysis

The external analysis of the US agribusiness sector was conducted using secondary data
sources. These were mainly industry reports provided by private companies that evaluated
and analyzed a very diverse array of business related subjects, both on the firm and the
industry levels. The analysis offered is usually of a more restricted segment or industry than
the analysis presented here, as there is no report about the agribusiness industry but several

reports that analyze, for example, the seed or the farm machinery segment.

This section will use some of the main analytical concepts and frameworks to identify the
most important market drivers and change forces that impact the agribusiness industry in the

US.

The 1992 Survey

In 1992, a survey was conducted of the strategic planning practices of firms in the Michigan
agribusiness industry. This survey, shown in Appendix A, was sent by mail to 362 firms in the
industry and generated 212 responses, representing a 58.6% response rate. The data from this
survey provides a baseline of firm and industry characteristics as well as an inventory of
management practices and expectations by which to compare the current state of the industry.

In particular, this survey allows for us a description of how the industry has changed in

12



twenty years in terms of strategic planning and in general characteristics like performance,

number of employees, assets, sales, or geographical and product scope.

The analysis used for this data was a simple statistical description of the variables, resorting
to t-tests and chi-square tests to determine statistical significance and the existence of

correlation with performance related variables.

Besides individually testing, factor and cluster analyses were also performed on the variables
that assessed firms’ use of strategic planning tools, in order to determine whether or not there
were groups of similar activities and clusters of firms that typically used some or all of these
activities, at different levels. This methodology is consistent with the preliminary analysis of
the data, and was sought to be the most effective procedure for the analysis of such a large
number of variables. The preliminary analysis of the data was performed by Peterson (1995),
who also performed the survey. The factor analysis was an important step as it sorted the
variables into categories and made the interpretation of the cluster analysis clearer,
particularly regarding the moderate planning clusters. Likewise the cluster analysis was found
to be appropriate because it allows for a more meaningful and categorical analysis of the

firms’ behaviors.

The 2012 Survey

To assess the industry’s characteristics in present time a new survey was conducted during

the summer of 2012.

Following extensive literature review about the current strategic management practices and
the existing studies that approached similar and related hypotheses, as well as a review of the

baseline survey that allowed the identification of key points of interest, a new survey was

13



constructed. It was purposively designed to allow the comparison with findings of the 1992
survey. A draft version of the survey was presented to the industry and the feedback from
that presentation was then used to incorporate additional areas of interest and to revise

important aspects of the questionnaire.

After obtaining approval from the MSU Human Research Protection Program Institutional
Review Board, a pre-test was conducted with industry experts, which lead to a new revision
of the survey that considered the feedback supplied. The final version was structured to
consist of five parts: 1) Industry characteristics; 2) Firm characteristics; 3) Organizational
performance; 4) Firm strategy and planning; 5) Company demographic information. A copy

of this survey can be seen in Appendix B.

This survey was conducted online via the SurveyMonkey® web platform

(www.surveymonkey.com). An email with a link to this web survey was sent to the target

population in mid-July 2012. The target population represented managers and owners of
agribusiness firms. In addition, a consent letter and a letter of support from the MABA
leadership accompanied the survey request; a reminder email was also sent to the target
population after two weeks. In total the survey was open for four weeks. Responses to the
survey were received from 60 unique agribusiness firms, representing a 75% response rate

from the target population.

The MABA’s membership represents approximately 95% of the agribusiness industry at the
state level, according to its upper-level management. The criteria for acceptance in the
association are based on being actively part of the industry, or having a mutual interest in the
industry even though not being commercially involved in agribusiness. Also, annual dues are
charged at a progressive rate according to firms’ annual revenue, in a way such that smaller

firms do not find difficulties in access.
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Following a methodology similar to the one used for the 1992 data, when it comes to
statistical analysis, the treatment given to the data used descriptive statistics supported by t-
tests and chi-square tests for independence, when appropriate. Also, a cluster analysis was
used to determine distinct strategic groups of firms with similar behavior in terms of planning

activities used.

The statistical analysis performed on both data sets was divided in two parts. The study of the
changes in demographics and strategic choices over the past two decades used a descriptive
analysis. The second part of the analysis examines the relationships between strategic
management choices and performance. Correlations between performance and selected firm
variables are calculated for each study year. This allows the analysis to focus on the
comparison of agribusiness characteristics and practices in the two time periods rather than
on best management practices overall. Hypothesis testing' was then conducted to test for
independence using a chi-square test. In order to measure performance in this series of tests
two variables were used: pretax profit and satisfaction with performance. The five

relationships tested were the following:

R1: The level of strategic planning used by the firm is positively correlated with performance.
Firms located in the higher planning clusters were expected to show higher levels of
performance as they are expected be able to create competitive advantage over other players
in the market by incorporating strategic management practices in their business. This would
be consistent with the strategy literature as strategic planning is the process through which
firms can organize their system of activities in a reinforcing way, based on the core
competencies of the firm, thus optimizing their performance by creating sustainable

competitive advantage (Porter, 1985). Also, these expectations were supported by the

' Given the small sample size and missing data in the responses, regression analysis is not
appropriate.
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findings of previous studies such as Baker and Leidecker (2001) or Andersen (2000), where

positive correlations between strategic planning and performance were found.

R2: More diversified product/service and geographic scope is correlated with performance.
Strategic scope may be positively or negatively correlated with performance. A positive sign
could reflect that agribusiness forms realize gains from enhancing economies of scope,
created by higher product diversity and/or a wider geographical customer base. On the other
hand, a negative relationship may be associated with poor integration of a broad scope of

ventures; or in other words, a poor strategic fit of the firm’s activities (Porter, 1996).

R3: Higher levels of vertical coordination (VC) are positively correlated with performance.
Based on the literature that shows a trend toward supply chain alignments (Boehlje, 1999,
2011) an agribusiness firm’s positioning along the VC continuum is expected to be positively
correlated with performance. This expectation is based on the assumption that a higher level
of vertical coordination would result in economies of general and administrative, other
selling, advertizing and R&D expenditures, like the ones found by D’Aveni and Ravenscraft
(1994). These authors also found that there where bureaucracy cost that arose from VC but

were outweighed by its benefits.

R4: Higher capabilities in marketing operations are positively correlated with performance.
The 2012 survey collected data about these operations that allowed testing whether or not
these capabilities are determinant to the firms’ performance, as is supported by studies like
the one by Morgan et al. (2009), which find marketing orientation and marketing capabilities
to contribute to a superior performance. According to these authors, firms with superior MO
achieve higher performance because they have a greater understanding of the customers’
wants and needs, of the competitors’ capabilities and strategies, the channel requirements and

developments, and the broader market environment than their rivals. Marketing capabilities

16



of the firm are viewed as important market-relating mechanisms that allow obtaining this

understanding.

R5: Demographic characteristics of the firm are correlated with performance. The idea that
firms could be subject to certain requirements in terms of minimum efficiency scale could
justify a positive relationship between demographic variables, like sales or total assets, and
performance. Nevertheless there could be the need for a lower capital-labor ratio. This could
justify a negative correlation between the number of employees and performance, or even a
positive relationship between debt-to-asset ratio and performance. Testing for the existence of
these relationships between demographic characteristics of the firm and performance can help

shed light into these questions.
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Economic environment in the two surveyed years

As could be expected the agribusiness industry and the US economy have witnessed
important changes in the past 20 years. The US Gross Domestic Product (GDP) changed
from 8.28 billion dollars in 1992 to 53.19 billion in 2011. Interestingly, the percentage of the
GDP represented by the added value of agriculture did not change very much. According to

the World Bank (2012), it was 2% in 1992, while for the past five years it has been at 1%.

Interest rate have strongly decreased in the same period, as LIBOR rates at 12 month maturity
have changed from 4.248% in 1992 to 0.862% in the present day. The stock market has also
seen some important changes. An example is the Standard & Poor’s 500 index, which grew
strongly from 435.71 in December 31%, 1992 to 1379.85 in November 9" 2012.
Interestingly, the exchange rates between the dollar and the British pound do not have a very
strong difference at these two points in time. In 1992, the average value of one dollar was

£0.57, while in the first 11 months of the current year this value was of £0.632.

The unemployment situation has also suffered some variation. According to the Bureau of
Labor Statistics (2012), the average unemployment in 1992 was 7.5%, while in 2011 this
value was 8.9%. The same source shows how in the State of Michigan, comparing the last
data available for 2012, the month of September, to September 1992, the unemployment rate

has also increased from 8.9% to 9.3%.

Turning now to the agribusiness industry itself, significant changes have also been in play
between these two years. Prices are much higher today than they were 20 years ago, as shows
the Commodity Price Index. This index considers 2005 as the baseline year and the price
level of 100, and registers 1992 at a 54.83 level of commodity prices, while the value for
2012 is 187.19. In accordance to these values the prices of corn, soybeans and milk have

changed from $2.3/bu, $5.61/bu and $9.71/cwt respectively in 1992 to $6.37/bu, $13.9/bu

18



and $16.7/cwt in 2012. Some more of changes in the agriculture industry, in terms of
expenses and areas, can be found in Appendix C, where several variables are presented both
for the US and Michigan, when possible. These changes in the characteristics of agriculture

production greatly influenced the whole agribusiness sector.

There were also other important changes in terms of agriculture practices and technology that
influenced the agribusiness industry. According to the USDA’s Economic Research Service
(ERS), in 1992 around 3% of pork operations were organized under production contracts.
Nowadays, the situation is very different. In 2004 that percentage was over two thirds (ERS,
2007). This new industry structure was likely to introduce important changes upstream and

downstream of the farm in the pork supply chain.

Another example of important changes in practices and technology that is likely to have
directly influenced agribusinesses in these past years was the introduction of GMO seed for
the main crops. In 1992 the technology was inexistent at a commercial scale. However,
according to the ERS, in 2000 the percentage of total area planted for corn that used GMO
seeds was 25%, while Cotton and soybeans were at 61% and 54% respectively. Today, these
percentages are 88%, 94% and 93%, in the same order (ERS, 2012). These important changes
had strong repercussions in the entire supply chain, both upstream and downstream of the
farm and are consistent with the observations of Boehlje (1999) in what he called the

“biological manufacturing” changes in the agribusiness industry.
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Industry strategic analysis

In this vast industry the concentration levels vary from segment to segment. In most
segments, like seed, fertilizer, commodity trade and pesticides, a small number of firms have
control over an important part of the market. In these cases the top three companies in each
segment represent a market share that ranges from about three quarters of the market in the
seed segment (Freedonia Focus, 2012) to close to a third in the pesticide segment
(IBISWorld, 2012). Despite this high concentration in most segments, the crop service
segment is characterized by high fragmentation and the presence of many small firms

(IBISWorld, 2011).

The secondary data available in sources like the Data Monitor, IBISWorld and Freedonia
Focus, show that the industry has based its significant growth in revenue on very strong
research and development of core competencies, that originated very specialized products,
many times proprietary, and created monopoly rents and other advantages in several

situations.

The industry shows a moderate level of profitability, with some variability among segments.
While most segments show profit margins between 6.6% and 14%, there are some areas with
higher returns, like farm machinery (IBISWorld, 2012) and seed (Freedonia Focus, 2012). In
terms of productivity, the industry has shown high performance, with consistent growth in the
past five years averaging 2% to 3.5% in most segments (IBISWorld, 2011, 2012 and
DataMonitor, 2012). The main driver of this productivity growth has been the specialization
in value added products for the farming and food processing industries (Freedonia Focus,
2012). Customer satisfaction is evaluated as very high, sustained by a growing ability to tailor
products to the customer, creating a high perceived value (IBISWorld, 2011 and Freedonia

Focus, 2012). Finally competitiveness is also strong in the industry. The US industry is
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strongly resisting pressure from external competition and has been able to devise strategies

that protect it from importation of substitutes (IBISWorld, 2012).

Figure 1 — US Agribusiness industry performance assessment

Performance Assessment
Profitability
6

Competitiveness Productivity

Customer Satisfaction

Figure 1 shows the summary of the industry’s performance analysis. The figure shows an
industry that performs well and has found efficient ways to compensate for the low profit
margins shown by some of its main segments. When evaluating the graph in this figure one
must keep in mind the variety and range of the industry to understand that the lower
profitability firms may have means to effectively service their stakeholders, by growing

through diversification and expansion of the business.

Michael Porter’s Five Forces Framework divides the external factors that influence the firms
in a certain industry into five categories: Rivalry among competing firms, Threat of new
entrants, Threat of substitute products, Bargaining power of suppliers and Bargaining power
of buyers. According to the author, the collective strength of these five forces determines the
ability a firm has to earn, on average, rates of return on investment in excess of the cost of

capital (Porter, 1985). Figure 2 shows the relative strengths of these forces.

21



Figure 2 — Porter’s Five Force analysis for the US Agribusiness Industry
Porter's Five Forces

Rivalry
5

4

Bargaining power of

Threat of new entrants
buyers

Bargaining power oft
suppliers

Threat of substitutes

The industry is characterized by strong rivalry, with active use of price as a competitive tool
in some segments (IBISWorld, 2012), while in others firms decided to diversify among
segments and create brand specific complements (Freedonia Focus, 2012). Threats of new
entrants and subsitutes are considered to be low because of heavy cost structures, economies
of scale (IBISWorld, 2011) and the difficulty to substitute most of the products in this
industry due to their nature. The bargaining power of suppliers and buyers is seen as
moderate. The customers’ low change costs are balanced by the effort put into customer
satisfaction seen before. Similarly, the fact that most of the raw materials are supplied by a
restrict number of firms (IBISWorld, 2012) is compensated by the fact that most of these

products are commodities and most suppliers compete on price.

Besides analyzing the main external influences at a certain point in time, the change forces or
market drivers that have the potential to influence the industry must also be considered. In the
case of the Agribusiness industry there are several such factors that influence the entire

industry:

* Increase in demand for Agriculture products. The increases in population and available
income in developing countries have created a higher demand for food and other
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agriculture products and are expected to continue this trend. Consequently, this
generates a greater demand in agriculture input products and services, in volume in
some cases but mainly in value.

Increase in food prices. The FAO food price index, that considers the period of 2002-
2004 as the weighting factor, registered a value of 213 in July of 2012, meaning that
prices have more than doubled since the reference period (FAO, 2012). This index is
expected to continue increasing until 2017 (IBISWorld, 2012). Together with the
increase in demand, this increase in prices will determine an Aggregate Farm Income
growth that will support a sustainable growth in the demand for the products and
services the industry provides.

The biofuel market. Specifically the bioethanol market in the US will also be a source
of increased demand. The demand for biofuel is expected to increase about 8.5% per
year until 2014 and reach a 49 million metric ton consumption. This expectation is
supported by the EISA legislation that mandates that, by 2014, a minimum of 46.9
million metric tons is incorporated in the nation’s automobile fuel supply. Second
generation biofuels are also considered in the same legislation and could open
important markets for the industry as there are specific mandates in terms of cellulosic
biofuels, which would greatly impact demand for several segments of agribusiness.
Consumer concerns towards Health and the Environment. The US consumers are
increasingly demanding products that are simultaneously healthier and more
environmentally responsible. Organic and Integrated pest management techniques are
becoming more available and more demanded, and these production systems involve
non GMO seeds, a very controlled fertilizer use and the replacement of most pesticides
for natural pest management. The compound annual growth rate of the Organic food

market between 2006 and 2010 was of 11.6%, with the fruit and vegetable segment
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representing 38% of the market’s overall value (DataMonitor360, 2011). Although
forecasted to grow slower in the following years, this trend can have a very dramatic
impact on the inputs demanded and the techniques employed.

Regulatory environment. The seed segment has found its main revenue gains in the last
years in R&D breakthroughs in the GMO field. Supporting this trend, the US regulatory
environment is favorable to GMOs but with the commodity trade becoming more and
more global the attitudes towards GMOs in Europe, traditionally resistant to this
technology, and in the developing countries will be an important factor to consider both
in the seed and the commodity trading businesses. Also, several governmental agencies,
like the FDA, the EPA and the USDA, are responsible for continuously monitoring and
controlling the substances used in agriculture, which could introduce important changes
in the agribusiness context.

Price sensitivity of final consumers. The percentage of the USDA recommended diet
that an average American consumes has decreased 0.81% from 2006 to 2011 and is
again expected to drop on average by 1.44% until 2016 (IBISWorld, 2011). These
numbers reflect the very strong influence that price has in consumer preferences for
food. Not necessarily meaning that the healthy eating trend is over or unimportant,
these numbers might show that the two parallel trends can coexist in the coming years.
Supply chain governance. The trend of supply chain alignment seen in the industry
leads to difficulties in establishing sustainable risk and reward sharing arrangements.
This commonly leads to situations where a chain leader emerges, a firm that can shape
the rule by which the supply chain acts (Boehlje, 2011).

Talent availability. The shortage of talent has been a rising issue for the industry.
Causes like social and economic factors that make relocating more difficult, an aging

population in developed countries and a disconnect between the needs of the
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agribusiness labor market and the output of universities are pointed out as the main
causes for this problem (Duerksen, 2012).

*  Climate change. Global climate change is expected to impact agricultural productivity,
mainly by altering CO,concentrations and rainfall patterns. Although different
atmospheric, plant science and economic models predict different outcomes,
productivity is likely to suffer significant shifts and impacts (Adams et al, 1990).
Kurukulasuriya and Rosenthal (2003) predict changes in land use and water regimes,
due to climate change, that should have different impacts according to the areas of the
globe. Changes in distribution of available land for production, particularly in colder
climates, and variability in productivity could greatly influence the future of the

agribusiness industry.

Based on the Five Force Framework and these main market drivers, and knowing the
industry’s strong performance that was analyzed previously, each firm in the industry can
now analyze the opportunities and threats that it faces, in order to conduct its own SWOT
analysis. In a general approach to the entire industry, this report finds that the main
opportunities come from the biofuel and the healthy food markets, and are supported by the
increase in aggregate farm income that is expected for the US agriculture operations in the
traditional agricultural sectors. On the other hand, the main threats to the industry’s status quo
come from the environmental and health concerns, global trade and changes in demand and

supply characteristics due to climate change.
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Survey results

As was explained previously, both surveys attempted to assess similar industry and firm
characteristics regarding strategic choices and planning tools used. Some new questions were
added to the 2012 survey to assess additional firm characteristics. The results that follow will
many times be formatted as a comparison of the two surveys and the figures will show the

two years side by side.

Respondents’ Satisfaction with Performance

Regarding the respondents’ level of satisfaction, the surveys recorded the results showed in
figure 3. These results, assessed in a scale of 1 (very dissatisfied) to 7 (very satisfied), picture
an industry with high levels of satisfaction, and a clear increase in satisfaction in all
categories. Particular attention should be paid to the level of satisfaction with profit margins,
which was around 50% in 1992 and now scored a 4.6 in our scale, corresponding to a 65.7%

level. This is consistent with the levels of profitability reported further ahead in this section.

Figure 3 - Average satisfaction in performance for 1992 and 2012.
Average level of satisfaction with organization's perfomance
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Still regarding the firms’ satisfaction levels, the survey also included a question about the
satisfaction with the specific business operations illustrated in figure 4. Again, a clear
increase in satisfaction when compared to the 1992 survey is evident, with seven of the nine
operations performing at an above 5 level in our scale, on average. Together the two figures
paint the picture of a successful industry that has improved its performance in the past 20

years.

Figure 4 - Average satisfaction with several business operations for 1992 and 2012

Average level of satisfaction with organization's ability to perform
each of the following business operations

Keep current with technology changes

Meet all environmental regulations

Expand property, plant and equipment

Attract new, qualified empoyees

! ! ! !
I I I I
! ! ! !
! ! ! !
! ! ! !
! ! ! !
Raise funds to support operations _ | | | |
! ! ! !
1 2 3 4

0

2012 (N=39 to 40) 1992 (N=196 to 201)

A t-test of means was used to test if the changes seen in the previous figures were of
significant nature. Two variables were tested: one representing the average satisfaction with
the five aspects of performance shown in figure 3, and one representing the average of all
business operations in figure 4. The results of such tests are presented in figure 5 and showed

how the differences in satisfaction are significant.

Figure 5 — Two sample t-test with unequal variances for differences in mean.

. mean

Variable 1992 2012 p-value
Satisfaction with performance™®** 4.13 5.17 <0.01
Satisfaction with business operations™** 4.64 5.56 <0.01

NOTE: ***= significantly different at 1% significance level.
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Demographic Characteristics

Now turning to the industry’s demographic variables, the following set of figures shows and
compares some of the respondent firms’ characteristics in the two surveyed years. Figures 6

to 9 show some important changes in the industry’s financial and performance characteristics.

Figure 6 - Average sales in previous three years for 1992 and 2012.

Average Sales in previous three years (Nominal Values)
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Figure 7 - Average sales in previous three years for 1992 and 2012.
Average Total Assets in previous three years (Nominal Values)

100% T g39%
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In 1992 sales and total assets were, for the majority of firms, in the zero to five million
dollars class, in nominal terms. The new survey shows completely different results in these
fields, with a much more even and flat distribution of sales and assets. In fact the most
frequent class of sales was the 15 to 50 million dollars category, while the most represented
class for total assets was the 15 to 100 million dollars one, again in nominal terms. This

increase in sales is consistent with the increase in satisfaction with sales pictured in figure 3.

According to the US Department of Labor’s Bureau of Labor Statistics, the consumer price
index inflation adjusted value for five million dollars in 1992 to current values would be
around $8.210 million. Similarly, one billion dollars today would correspond to around $609
million in 1992. This helps to put into perspective, in real terms, the actual increase in sales

and assets the two surveys demonstrate for the firms in the industry.
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Figure 8 - Average debt-to-asset ratio in previous three years for 1992 and 2012.

Average Debt-to-Asset ratio in previous three years
60% 2%
41%
40% —
25% 25%25%
20% - 1 10% 9% 10% —
0%
% | I > |
0-20% 20-40% 40-60% over 60% Don't know/
1992 (N=96) ™2012 (N=32) Null Response

Figure 9 - Average pretax profit in previous three years for 1992 and 2012.

Average Pretax Profit Margin in previous three years
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The Debt-to-Asset ratio presented a high amount of null responses, therefore not allowing for
a very conclusive analysis. However, it is interesting to notice that the 20%-40% and 40%-
60% classes recorded very similar levels to 1992 and that there was a very abrupt drop in
firms within the 0%-20% class, suggesting that firms could be more leveraged relatively to

their assets, even though, as we have seen before, those assets have significantly increased in

size.
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Regarding profit margins, figure 9 shows a clear shift to the left in the graph, representing an
increase in profitability over the last 20 years that is consistent with the increase in
satisfaction with performance seen before. When comparing the two surveys, it is clear that
the two classes above 2% pretax profit margins have substantially increased and that in 2012

the most frequent class is no longer “2% to 5% but “More than 5%”.

Figure 10 represents the distribution of firms by number of employees, and, again, the
comparison between the two surveys. In this case the industry has shifted from a situation
where the vast majority, 71%, of firms employed 50 or less in 1992 to a current situation that
is much more evenly distributed and where the two more represented categories are “11 to

50” and “Over 500”.

Figure 10 - Total number of employees for 1992 and 2012.

Total number of employees

0
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Regarding the type of business organization, figure 11 shows, again, the tendency for a more
evenly distributed industry when compared with the 1992 situation. In the original survey
59% of respondents stated that their organization was a Private Corporation, while all other
types of organizations where represented in the industry at levels of 15% or below. In 2012
the most common type of organization is Partnership, representing 36% of the industry, while

public and private corporations presented very similar frequencies. It is interesting to notice
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that, contrarily, the percentage of Cooperatives and Proprietorship firms have only changed

slightly, from 15% to 12% and from 4% to 3% respectively.

Figure 11 - Distribution of firms by type of organization for 1992 and 2012.
Distibution of the different types of Business Organization
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The significance of the differences found in these two years was tested using once again a t-
test for the means of the main demographic variables. The results are presented in figure 12.

All variables tested proved to be significantly different between the two years.

Figure 12 — Two sample t-test with unequal variances for demographic characteristics.

2
Variable 1992 mean 2012 p-value
Sales”*** $69 MM $282 MM <0.01
Assets’##* $32 MM $165 MM <0.01
DAR 23% 25% 0.61
Profit*** 2.92% 5.63% <0.01
Number of employees™** 152 233 <0.01

NOTE: ***= significantly different at 1% significance level.

*Because values were assessed in categorical questions, the values presented for the means
correspond to the average calculated using the intervals’ middle points.

*Mean values for sales presented in real 2012 dollars.

* Mean values for assets presented in real 2012 dollars.
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The 2012 survey also inquired about the type of ownership regarding whether or not the firms
were local (Michigan owned) and whether or not they were family owned. 60% of firms
stated to be local and 43% are family businesses. This question was not, however, part of the

baseline survey, not allowing comparisons.

All these data show an industry that has a high level of variability and has evolved from a
very stylized industry in 1992, usually dominated by one category in the demographic
characteristics presented before, to a much more varied and evenly distributed industry

nowadays.

To test Relationship 5, that there is a significant correlation between demographic
characteristics of the firms and their performance level, several chi-square tests were put into
place. This series of tests was performed for each year and the demographic variables used
were sales, total assets, debt-to-asset ratio (DAR), number of employees and type of business

operation. Figure 13 presents the results of these tests.

Figure 13 — Demographic characteristics: significance of the chi-square test
and covariance with pretax profit

. 1992 2012
Variable . .
Covariance p-value Covariance p-value

Sales 0.08* 0.10 -- 0.155

Assets 0.06* 0.051 -- 0.820

DAR 0.32*%* 0.032 - 0.251

Employees -0.04** 0.01 - 0.334

Business Organization -- 0.137 -- 0.322

NOTE: **= significantly different at 5% significance level. *=significantly different
at 10% significance level

In 1992 there was a significant relationship found for four of the five variables. Sales, assets,
DAR and number of employees seem to have been correlated with the firm’s performance at

the time. Interestingly the signs of the correlation suggest that firms more leveraged on credit
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and with less employees were performing better, which could suggest that the most efficient
firms were investing in more capital intensive technology and relying less and less on labor.

As could be expected, firms with higher sales and assets were performing better.

In the 2012 data, however, there was no correlation found between any of the variables and
pretax profit. Similarly there was no relationship found between satisfaction and overall
performance for any of the variables. These findings do not support the hypothesis that
demographic characteristics are correlated with firm performance, Relationship 5, in present
time. In fact they seem to suggest that a wide array of characteristics is suitable for success in

this particular industry.

Expectations for the future

Another important component of the surveys was the assessment of the respondents’
expectations towards the future. The two available data sets allow for an interesting
comparison of what the firms foresaw in their future at those two points in time. Figure 14
shows the first of the questions about expectations, in this case the expectations about the

financial performance for the following five years.
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Figure 14 - Financial expectations for 1992 and 2012.

Financial expectations for next five years in 1992
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As the figure shows, the industry’s expectations have not changed a great deal in 20 years.
The majority of firms expected sales, market share, profits and assets to increase 5% to
15%in the following five years, while debt was expected to have very slight variations in both
surveys. It is interesting to see, however, that in 2012 there are more participants expecting an
increase in growth, either by means of sales, market share or profits, than in the baseline

survey. This is consistent with a strong optimistic attitude that can be observed in the survey,
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where 97% of respondents stated that they were either optimistic or very optimistic about

their organization’s ability to perform well over the following five years.

The other measurement of firms’ expectations used in the surveys was a question regarding
the expected likelihood of engaging in several business actions in the following five years.
The results are presented in three graphs, dividing the actions in growth related, performance
improvement related and defensive type business actions. This categorization of the business
actions was done according to Peterson’s change grid framework (Strategic Analysis

Workbook, unpublished) for strategic analysis of firms. Figure 15 shows these results.

Figure 15 - Average likelihood of occurrence of several business actions for 1992 and 2012.
Scale: 1(highly unlikely) — 7 (highly likely).’

Likelyhood of occurrence of each of the following growth related
business actions

Increase size of labor force

Invest in renovation of fixed assets
Invest in major new fixed assets
Develop International trade

Develop new outlets for commodities
Develop value-added products

Expand product line

Increase sales non-traditional customers
Increase sales to traditional customers
Serve/utilize acres not currently used for

Expand territory served

o 1 2 3 4 5 6 7
2012 (N=32t0 36) ™ 1992 (N=192 to 201)

> Business actions assessed in question 29 of the 2012 survey. For the complete wording of
each topic please refer to Appendix B
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Figure 15 (Continued) - Average likelihood of occurrence of several business actions for
1992 and 2012. Scale: 1(highly unlikely) — 7 (highly likely).

Likelyhood of occurrence of each of the following efficiency
improvement related business actions

Start program to improve product/service : : : :

quality

Increase compensation for employees ‘ ‘ ‘ ‘

Increase operating efficiency W

Develop products/services to meet food

safety conc. _w

Develop products/services to meet

environmental conc. w

2012 (N=33t0 36) ™ 1992 (N=196 to 199)

Likelyhood of occurrence of each of the following defensive business
actions

Develop a major cost cutting program
Downsize labor force

Change ownership due to retirement
Cease operation due to selling out

Merge with other agribusinesses

Consolidate operating locations
Limit product offerings due to food safety
Limit product offerings due to

Downsize operation to reflect changes in

2012 (N=34t0 36)  ®1992 (N=188 to 199)

The graphs show an industry that is, again, very optimistic about the future. Although more
optimistic in the 2012 than in the original 1992 survey, the differences found were not very
large. Nevertheless, all nine defensive actions were seen as less likely in 2012, while most of
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the growth related and the performance improvement related actions were seen as more likely

than twenty years before. The exceptions being “develop value-added products”, “expand

product line”” and “increase sales to part time farmers and other non-traditional farmers”.

For both aspects of the firm’s expectations shown in the previous figures t-tests were used to,
once again, try to understand whether or not the changes found among the surveys were

significant.

Figure 16 — Two sample t-test with unequal variances for differences in
financial expectations in 1992 and 2012.

mean

Expectation Variable 1992 2012 p-value
Sales 3.86 4.05 0.154
Market share 3.78 3.83 0.692
Profit*** 3.55 3.90 <0.01
Total Assets** 3.62 3.92 0.05
Total Debt 270 2.95 0.124

NOTE: **= significantly different at 5% level. ***=significantly different
at 1% level.

Figure 16 shows how, in terms of financial expectation only the increase in expected profit
and total assets for the following five years were significant. Similarly in terms of the
likelihood of occurrence of the several business actions shown in figure 15, only the decrease
in likelihood of defensive actions was significant, as figure 17 shows. In the case of the latter
figure, for each type of action the test was performed using an index consisting of the average

of all activities.

Figure 17 — Two sample t-test with unequal variance of the likelihood of
occurrence of three types of business actions.

mean
i -val
Variable 1992 2012 p-value
Growth actions index 447 4.68 0.236
Efficiency improving actions index  4.65 4.92 0.226
Defensive actions index*** 293 2.14 <0.01

NOTE: ***= gsignificantly different at 1% significance level
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Industry and Firm level Challenges

Besides the expectations the industry participants had for the following years, the 2012
survey also included two questions that assessed what firms believed to be the most
significant challenges they faced at the industry level and at the firm level. This question was

not present in the 1992 survey and therefore the results are only with respect to 2012.

Figures 18 and 19 show the results for these two questions. The challenges on both questions
were ranked according to total count of times they were mentioned and to a second count,
this time weighting each time they were mentioned by the rank the respondent attributed to
each challenge. In order to do this, the weight of 3 was attributed to challenges chosen as
most significant challenge, the weight of 2 to challenges ranked 2™ most significant and the

weight of 1 to challenges chosen as 3 most significant.

Figure 18 - Ranking of challenges for the industry according to significance. N=52
Challenge Total Count  Weighted Total Count Rank
Regulations from Government 40 87 1
Talent and Competency Availability 33 68 2
Technological Change 24 51 3
Advocacy and Public Relations 21 47 4
Infrastructures - Transportation 20 39 5
Marketing and technical Knowledge 19 38 6
Sources
End-Consumer Preferences 19 33 7
Regulations from supply Chain 16 31 2
Partners
Globalization and International 14 29 9
Trade
Climate Change 13 26 10
Infrastructures - Utilities 13 26 10
Infrastructures - Communications 12 22 12

The respondents stated that the most important challenges faced at the industry level were

regulations from the government, talent and competency availability and technological
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change. On the other end of the ranking, the three least significant challenges identified were
communications and utilities infrastructures and climate change. These numbers characterize
how the respondents observe the industry and can provide some interesting comparisons with

the strategic external analysis presented before.

Figure 19 - Ranking of challenges faced by the firm according to significance. N=41

Challenge Total Count  Weighted Total Count Rank
Competition 27 61 1
Human Resources 26 49 2
Firm Succession 18 39 3
Sales 18 35 4
Supply Chain Management 16 31 5
Operations 15 32 6
Marketing 15 31 7
Business Strategy 14 35 8
Finance 12 20 9

At the firm level, the challenges identified as most significant were competition, human
resources and firm succession. It is interesting to notice that finance, business strategy and
marketing were at the bottom of the chart, suggesting the respondents didn’t foresee many
difficulties in these areas, which are significantly important for growth. This is consistent
with the expectations of growth that were described in previous figures. However the sales
rank at number four in this list, which does not seem to be consistent with figure 14 that
shows that around 80% of the respondents expect high increases in sales over the next five

years.

Strategic Management Practices

Looking now to the strategic choices made by firms in the industry, the first aspect the survey

points out is whether or not the respondents use a set of planning activities in their strategic
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management process. The questions used listed a set of planning activities and asked

participants to identify which ones were used in their organization.

Factor analysis was performed on both surveys’ data sets and allowed the identification of
four categories of planning: Short-range planning, goal setting and review, long-range

planning and strategic analysis.

The 1992 survey included 25 activities instead of the 2012’s 13. However, the design of the
2012 survey was such that a simple manipulation of the baseline data would convert it to

parameters comparable to the 2012 format.

The table in figure 20 shows, for both years, the frequency of usage of each activity under the
three possible answers in the survey: “Yes, formally”, “Yes, Informally” and “No”. The 1992

variables are presented after harmonization with the 2012 format.

Figure 20 - Usage of each planning tool for 1992 and 2012.°

Usage of planning activities in the two surveyed years
NO Yes, Yes,
Activity Factor Informally  Formally
1992 2012 1992 2012 1992 2012

An annual operating and/or ~ Short-Range
capital budget including sales ~ Planning 10% 6% 28% 24%  62% T71%

and/or cash flow projections factor
Mission Statement or
Statement of specific business 16% 3% 42% 21%  42% 76%
objectives
An environmental Gpals 24% 12%  20% 18%  56% 71%
management plan Setting and
A food safety and/or Review
sustainability management factor N/A 18%  N/A 6% N/A 76%
plan

Inclusion of non-management

18% 24%  59% 45%  23% 30%
personnel in planning process

% The definitions given for each type of usage was provided in the surveys. Please refer to
question 7 in the 1992 survey (4Appendix A) and question 46 in the 2012 survey (4dppendix B)
for these explanations.
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Figure 20 (Continued) - Usage of each planning tool for 1992 and 2012

Usage of planning activities in the two surveyed years

NO Yes, Yes,
Activity Factor Informally Formally
1992 2012 1992 2012 1992 2012
A 3 to 5 year general business
plan to guide operations Long-Range
including a facilities plan, Planning 15% 12%  44% 32%  41% 56%
personnel plan and/or a Factor
financial plan
A managergf:; suceession N/A 9%  N/A 59%  N/A 32%
A personnel management plan 39% 12%  45% 50%  17% 38%
Review internal strengths and 25% 99 $29% 41%  23% 50%
weaknesses
Review opportunities/threats 26% 12%  55% 47%  20% 41%
Analysis of competitors 24% 18%  58% 56%  18% 26%
strengths and weaknesses
. . Strategic
An analysis of business .
e . Analysis
conditions including trade area Factor
information, legal and 12% 12%  60% 53%  28% 35%
regulatory changes,
and/or industry trends
An annual analysis of firm
performance by department, 7% 9% 39% 21%  54% 71%

product line, and/or employee
performance

NOTE: 1992: N= 192 to 199; 2012: N= 33 to 34.

The variation of answers shown in the table in figure 20 depicts important changes in the
usage of the designated planning tools. For all activities, the frequency of “Yes, Formally”
answers has increased from 1992 to 2012, with significantly different mean. Also, the “No”
answer is less frequent in all items except for the analysis of business conditions and external
environment to the firm and the annual analysis of the firm performance, the two bottom
activities in the figure. On average, the non-use of these activities was also significantly

different between the two years. The results of the t-tests used to find these significant

differences are presented in figure 21.
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Figure 21 - results of the t-test for significant differences of means
between the 1992 and the 2012 samples.

Variable Means p-value
1992 2012
“Yes, formally”** 35% 52% 0.04
“Yes, informally” 46% 37% 0.15
“No”** 20% 12% 0.03

NOTE: **= significantly different at 5% level.

This is a very strong shift towards a higher usage of the planning activities listed that,
considering the higher levels of satisfaction and financial performance the industry showed in
2012 relative to those of 1992. These findings seem to be consistent with the existence of
Relationship 1, presented before, as well as studies by Andersen (2000) and Capon et al.

(1994), which find positive relationships between strategic planning and performance.

Testing the original variables in the baseline survey individually for correlation with pretax
profit yielded the results in figure 22. Because only eight of the 25 variables were found to be
significantly correlated with performance, these tests by themselves fail to supply strong

support to the hypothesis that strategic planning is positively correlated with performance.
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Figure 22 — 1992 variables correlated with profitability: significance of chi-square test
and covariance with pretax profit.

Variable Covariance p-value
A mission statement -- 0.96
Statement of Specific business objectives 0.13%* 0.04
A 3 to 5 year general plan to guide operations -- 0.44
A 3 to 5 year facilities plan 0.03* 0.07
A 3 to 5 years personnel plan -- 0.80
A 3 to 5 years financial plan -- 0.57
An annual operating budget -- 0.46
An annual capital budget -- 0.37
Monthly cash flow projections for the coming year -- 0.25
An annual sales plan 0.07***  <0.01
An annual plan for the use and maintain of facilities -- 0.77
An annual plan for personnel replacements and promotions -- 0.21
An annual budget for each department -- 0.74
A review of internal strengths and weaknesses 0.17%* 0.05
A review of opportunities and threats from outside of the . 0.50
firm )
An analysis of competitors' strengths and weaknesses 0.03%*%* 0.04
An analysis of trade area data to evaluate market potential -- 0.81
An analysis of business conditions at local or state levels -- 0.22
Analysis of industry trends 0.08*%**  <0.01
An annual analysis of each department’s performance -- 0.86
An annual analysis of each product line’s performance -- 0.30
An annual evaluation of each employee’s performance 0.18* 0.06
An environmental disaster plan -- 0.13
Input from non-management employees in planning 0.01* 0.09
A wage and salary plan -- 0.36

NOTE: *=10% significance level. **= 5% significance level. ***=1% significance level.

In his analysis of the data, Peterson (1995) used question 8 of the survey to reanalyze this
relationship between performance and planning activities, this time considering only the
observations where firms were satisfied with the activities, i.e., only for the firms that saw no
need for change regarding the activity. By doing this, he was able to establish that for another
planning activity there was a significant correlation with pretax profit in these cases. This was
the case of the annual analysis of each product line’s performance, which showed p-values

for the chi-square test of 0.002.
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Using the same methodology for the 2012 data, only the two tools, as shown in figure 23

proved to be significantly correlated with pretax profit.

Figure 23 — 2012 planning activity variables correlated with pretax profit.

Planning activities correlated with profit Covariance p-value
Mission Statement or Statement of specific business
.o 0.15%* 0.03
objectives
A 3 to five year general business plan to guide operations
including a facilities plan, personnel plan and/or financial -- 0.10
plan
An annual operating and/or capital budget including sales
S -- 0.98
and/or cash flow projections
A review of its internal strengths and weaknesses -- 0.73
A review of opportunities and threats from outside the firm -- 0.35
An analysis if competitors’ strengths and weaknesses -- 0.10

An analysis of business conditions including trade area
information, legal and regulatory changes, 0.21%* 0.01
and/or industry trends

An analysis of firm performance by department, product

line, and/or employee performance N 0.64

A food safety and sustainability management plan -- 0.35
An environmental management plan -- 0.12

A management succession plan -- 0.20
Non-management personnel included in the planning . 0.50

process
NOTE: **=5% significance level.

Similarly to that what was done with the data for the 1992 survey, the chi-square test was
performed again, this time considering only the cases of respondents that were satisfied with
their current use of the planning activity, i.e., that answered “No Change” in the following
question. This allowed to identify two more variables that showed a positive correlation with

profitability, as figure 24 shows.
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Figure 24 — 2012 planning activity variables that are correlated with pretax profit when only
considering data from satisfied firms.

Planning activities correlated with profit Covariance p-value
A 3 to 5 year general business plan to guide operations including a
o . 0.18* 0.09
facilities plan, personnel plan and/or a financial plan
An annual analysis of firm performance by department, product 0.16%* 0.04

line, and/or employee performance

NOTE: *=10% significance level. **=5% significance level.

The same procedure was used to test the planning tool variables for correlation with overall
performance satisfaction. As figure 25 presents, the results of this latter set of tests identify
four variables that are positively correlated with the satisfaction with overall performance.
Interestingly, three of these variables coincide with the ones identified earlier, in figures 23

and 24, providing more robustness to those results.

Figure 25 — 2012 planning activities correlated with overall satisfaction with performance.

Planning activities correlated with performance satisfaction Covariance p-value
Mission Statement or Statement of specific business objectives 0.26%** <0.01
A 3 to five year general business plan to guide operations
. . o . -- 0.46
including a facilities plan, personnel plan and/or financial plan
An annual operating and/or capital budget including sales %
o 0.27 0.07
and/or cash flow projections
A review of its internal strengths and weaknesses -- 0.42
A review of opportunities and threats from outside the firm -- 0.30
An analysis if competitors’ strengths and weaknesses -- 0.15

An analysis of business conditions including trade area
information, legal and regulatory changes, 0.12%* 0.05
and/or industry trends

An analysis of firm performance by department, product line,

0.32%* 0.014
and/or employee performance

A food safety and sustainability management plan -- 0.175

An environmental management plan -- 0.156

A management succession plan -- 0.746
Non-management personnel included in the planning process -- 0.701

NOTE: *= 10% significance level. **= 5% significance level. ***= 1% significance level
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One of the main results of this series of tests for the two data sets is the presence of

significant correlation for three variables throughout both the surveys.

Turning now to a more holistic approach of the firms’ attitudes towards strategic planning a
cluster analysis was performed, similarly to what had been done in the original data analysis
of the baseline survey (Peterson, 1995). After eliminating missing data and outliers, four
significant clusters were identified, segmenting firms as high planners, long-term moderate
planners, short-term moderate planners and low planners. Typically high planners were using
most of the planning tools and mainly in a formal way, while low planners were not using
most of the activities. The moderate planners had an intermediary level of usage for the
planning activities and either showed a tendency towards high usage of the 3 to 5 year
horizon tools (long-term planners) or not (short-term planners). This classification in clusters

was performed for both data sets, yielding the results in figure 26.

Figure 26 — Cluster analysis results for 1992 and 2012.

Distribution of firms by clusters of strategic planning

70% 59%
60%
50%
40% 33%
30%
20% 13% 9%
- -
0%

25% 27%
16% 19%

Low planners  Mod. Planners - Mod. Planners -  High planners
short term long term

1992 (N=169) 2012 (N=32)
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Regarding the 1992 data, this distribution of firms by clusters was found not to be correlated
with pretax profit, thus not supporting the hypothesis of strategic planning and performance

being correlated.

Similarly no correlation was found between planning and pretax profit in 2012. However, the
2012 distribution in clusters of strategic planning behavior proved to be correlated with
satisfaction with performance, presenting a p-value of 0.033 and a covariance of 0.4839. This
is an important result as it establishes a significant and positive correlation between the level
of strategic planning in the firm and it’s satisfaction with performance in this particular

industry, supporting the existence of Relationship 1.

Figure 26 also shows the shift toward higher levels of strategic planning the industry has

gone through between 1992 and 2012, a trend already visible in figure 20.

Regarding the strategic choice of the firms’ geographical scope, two separate variables were
designed to describe the radius of client location, separating input products and services from
commodities, in the case of the 2012 data. When it comes to the baseline data such detailed
information was not collected only allowing for one variable that describes the general area
served by the organization. Still regarding the 2012 data, a binomial variable was also created
for inputs and for commodities, describing whether or not the majority of customers were
located within a 30 miles radius. The results of the chi-square tests for correlation with pretax

profit can be found in figure 27.

Figure 27 - chi-square test for correlation between geographical scope and pretax profit.

1992 2012
Variables Covariance p-value Covariance p-value
Radius of customers -0.31*** <0.01 - -
Radius for inputs - - -- 0.627
Radius for commodities - - -- 0.537
Majority of inputs within 30 mi - - -- 0.516
Majority of commodities within 30 mi - - -- 0.578

NOTE: ***= 1% significance level.
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Strategic scope seemed to be correlated with performance in 1992. However, none of the
variables showed to be correlated with pretax profit in 2012. The 2012 variables were also
tested for correlation with the overall satisfaction level of the companies showing no

correlation either.

To test the importance of product and service scope in the firms’ performance two variables
were developed, one that counted the number of input products and services the firms offered
and another one that counted the number of different commodities marketed. The results

pertaining to both surveyed years can be found in figure 28.

Figure 28 - chi-square test for correlation between product scope and pretax profit.

1992 2012
Variable Covariance p-value Covariance p-value
Input products and services -- 0.944 -- 0.547
Commodities 0.38* 0.06 -- 0.253

NOTE: *= significant at 10% level.

Only the 1992 variable for the scope of commodities traded showed the presence of a
relationship with profit, and this was at a 10% significance level. Furthermore, none of the

2012 variables was found to be correlated with performance satisfaction.

There are some evidences of the importance of strategic scope choices in the 1992 data.
However they vanish in the 2012 survey, suggesting the industry has evolved to a situation
where these are no longer determinant factors, in the present day. Overall these findings
regarding strategic scope do not provide convincing support for the existence of Relationship
2, which questioned whether or not strategic choices in terms of geographic and

product/service scope were significantly influential for performance.

Appendix D shows the distribution for the firms’ product scopes, as well as geographical

scopes, in both years.
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The survey also asked respondents to describe their portfolio in terms of the percentage of
products and services that were managed according to several strategic objectives or mission
strategies. The results of this question were intended to be descriptive of the distribution of
different stages of the product life cycle found in the industry. Figure 32 uses two variables
that were developed based on this question. The first counts the frequency of major strategic
mission, i.e. the option that represented a higher proportion in the firm’s portfolio. The

second variable is the average percentage of each type of strategic mission in the portfolios.

As the figure shows, both the variables characterize an industry that is, once again, much
focused in growth. 81% of firms had the majority of their sales originating in products and
services managed in a Build or Hold type strategy, and these same two strategic objectives
represented about 79% of the firms’ overall products, on average. This figure describes an
industry that sees most of its products as still in the growth stage of the product life cycle, not
yet as mature products. This could be the result of the industry’s continuous focus on

adapting and tailoring to customer needs, described previously.

Figure 32 - Frequency of firms’ major strategic objective and average percentage of each
strategic objective. |

Strategy type adoption percentage and firms' main strategy

50% 43% 42.72%
40% 81% 38%
30% 20.71%
20% 16%
0
10% . 0%0.29% 3%2.83%
O% [ |
BUILD Strategy HOLD Strategy = HARVEST DIVEST OTHER
Strategy Strategy
B Firm's Main Strategy (N=37) Average adoption percentage (N=37)

” Question 22 in the 2012 survey presented, for each one of the mission strategies or
strategic objectives, an explanation. Please refer to Appendix B for these explanations.
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The other dimension of Strategic management assessed in the 2012 survey considered the
vertical coordination mechanisms used by firms in their relationships with their suppliers and
their buyers. These characteristics were not assessed in the baseline survey, thus figure 29
describes only for the present day situation, the frequency of each of the different

mechanisms, both in relations with suppliers and with buyers.

Figure 29 - Usage of vertical coordination mechanisms for supplier and buyer relations.

Frequency of usage by type of vertical coordination mechanism

100%

sov | 71%71% 771%719%
. 56%
60% 40% 40%
40% 4%
20% l 11% .54, lZ 11% o,
0% | ||
Open (Spot) Handshake Specification Joint Strategic Vertical

Markets Agreements Contracts Ventures Alliances Integration

M Supplier Relations (N=35) Buyer Relations (N=34)

This aspect of firm and supply chain governance seemed to be of great interest to the industry
and if a relationship could be established between vertical coordination strategy and
performance, the industry would have an important guideline for this strategic decision. In
order to do these two variables were constructed representing the firms’ maximum level of
coordination in the vertical coordination continuum proposed by Peterson (2001).
Representing supplier and buyer relations respectively, these were tested for correlation with
the pretax profit and also overall satisfaction with performance. The results are presented in

figure 30.
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Figure 30 - chi-square test for correlation between VC choices and performance

Pretax profit Satisfaction with performance
Variable Covariance  p-value Covariance p-value
VC in supplier - 0.493 0.36* 0.09*
relations
VC In buyer - 0.719 - 0.40%* 0.03
relations

NOTE: **=significant at 5% significance level. *= significant at 10% significance level

Although there were no correlations with pretax profit, the level of vertical coordination with
suppliers showed a positive correlation with performance satisfaction and the level of
coordination with buyers presented a negative correlation with performance satisfaction.
These results suggest firms are better off by integrating upstream and by not doing so

downstream.

Because of this intriguing finding, the firms were separated into firms that had farming
operations as their customer and firms that served customers further downstream in the
supply chain. The chi-square tests were run again for correlation with satisfaction with
performance, this time controlling for these two different stages of the supply chain, yielding

the results in figure 31.

Figure 31 - chi-square test for correlation between VC and satisfaction with performance for
different stages of the supply chain.

Satisfaction with performance

Variable Covariance p-value
VC in upstream supplier relations 0.49%** <0.01
VC in upstream buyer relations -- 0.16
VC in downstream supplier relations -- 0.55
VC in downstream buyer relations -0.01** 0.05

NOTE: **=5% significance level. ***=1% significance level.

For firms that served businesses downstream of the farm, the only existing correlation found
was between higher vertical coordination in buyer relations and lower satisfaction with

performance, consistent with the result presented previously. For the firms that serve
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agriculture production, input product and service suppliers, only in supplier relations vertical
coordination was there a correlation found. These findings seem to suggest that, for this
particular industry, the position of the firm in the supply chain determines whether or not a
correlation between vertical coordination and performance exists. The existence of

Relationship 3 cannot, however, be established for the entire industry.

Marketing Practices

Finally the 2012 survey also assessed the industry’s practices in terms of marketing. This was
done resorting to a question that asked respondents to state their satisfaction with
organizations’ ability to perform several marketing operations. The results can be seen in

figure 33.

Figure 33 - Average satisfaction with ability to perform marketing operations.®
Level of satisfaction with organization's marketing operations

Dissemination of data on customer
Internal circulation of information on
Meetings in every department about
Interdepartmental meetings about market
Periodically review of effects of changes in
Generate intelligence on competitors
Survey customers to asses quality of
In-house market research

Promote meeting with customers to find
Negotiate lower prices from suppliers
Respond to customers' product/service
Periodically review product/service

serve multiple customer segments

Attract new customers/ Expand customer
Maintain and satisfy current customers
Meet quality challenges from competitors
Meet price challenges from competitors
Introduce new products and services

o 1 2 3 4 5 6 7
2012 (N=38 t0 39)  ®1992 (N=199 to 200)

¥ Marketing activities assessed in question 28 of the 2012 survey. For the complete wording
of each topic please refer to Appendix B
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The levels of satisfaction in the figure show that the industry is satisfied with its abilities in
terms of marketing activities. Nevertheless these levels of satisfaction are, at an average of

4.79, lower that the ones reported in figure 3, relative to business operations.

Proceeding to test these variables individually for correlation with pretax profit led to identify
five of these marketing activities where this positive correlation existed, as show in the table

in figure 34. A sixth activity, however, showed a negative correlation.

Figure 34 - levels of significance and covariance for marketing activities correlated with
pretax profit.

Marketing Activity Covariance p-value
Introduce new products and/or services -- 0.54
Meet price challenges from competitors -- 0.43
Meet quality challenges from competitors -0.08%*  0.05
Maintain and satisfy current customers 0.06** 0.03
Attract new customers/expand customer base -- 0.76
Serve multiple customer segments -- 0.46
Periodically review product/service development processes ~ 0.13***  <0.01
Respond to customers’ product/service needs -- 0.40
Negotiate lower prices from suppliers 0.20%** 0.02
Promote meetings with customers to find out what _ 0.61
products/services they will need in the future '
In-house market research -- 0.85
Survey customers at least once a year to assess the quality _ 013
of products/services )
Generate intelligence on competitors 0.09** 0.02
Periodic review of the likely effect of changes in the _ 025
business environment on customers '
Interdepartmental meetings to discuss market trends and _ 0.63
developments )
Meetings in every department with marketing personnel
, -- 0.68
about customers’ future needs
Internal circulation of documents which provide _ 0.12

information on customers
Dissemination of data on customer satisfaction on all

kkk
levels of organization 0.17 <0.01

NOTE: **=5% significance level. ***=1% significance level.

For all five positively correlated variables there was also a very strong correlation with

satisfaction with performance, as is to be expected when comparing two measures of
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satisfaction. For the ability to meet competitors’ quality challenges, the activity negatively
correlated with profit, no significant correlation was found with satisfaction with
performance. These results supply some support to Relationship 4, which proposes there is a
positive correlation between marketing activity and firm performance, despite lacking
robustness because of the facts that there is also one negatively correlated activity and that no
relationships were found for the majority of the variables. They show that it is important to
consider marketing operations in the management process as the ability to perform these

activities seems to be related to profit in some instances, for this particular industry.
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Discussion

The results from the 2012 survey, presented previously, open the door for a comprehensive
analysis of the industry that considers the information gathered from the previous survey and
the strategic analysis conducted previously in this paper. This section brings into play these

comparisons that are relevant to the research questions approached in this study.
Challenges faced by the industry

The strategic analysis identified consumers’ concerns about the environment and health as
one of the main market drivers. In this sense they were expected to be found among the main
challenges faced at the industry level. While “Advocacy and Public relations” ranks fourth, as
could be expected, “End-consumer preferences” is surprisingly in the 2" half of the chart, at
number seven. This seems to suggest that the industry is more concerned about pressures
from advocacy groups and company image regarding the environmental and health questions
that about the actual consumer preferences. In spite of this, the average value for the
satisfaction with ability to perform all 18 marketing related operations shown in figure 33,
was 4.79 in a scale of 7. This relatively high level of satisfaction with marketing, combined
with the concerns expressed above, seems to raise the questions the industry participants in
Michigan should ask themselves: Are we really addressing consumers’ concerns or only
making an effort to be in compliance with legal and social requirements? And are there
opportunities that competitors do not seem to be taking and could be sources of competitive

advantages for our organization?

Apparently in accordance with this view that the respondents’ main concern is about social
and legal pressures, “Regulations from Government” is at the top of list for significant

challenges at the industry level. Considering that regulations for biofuels, environment and
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health are very influential for the agriculture and food supply chains, the industry seems to be

identifying these as strategic issues.

International trade and global markets constituted another of the change forces identified.
This change force is working to influence the industry in several ways, as it is supporting the
increase of demand for agricultural products that is at the source of the increase in aggregate
farm income. On the other hand the increase of global competition can introduce higher level
of substitution and force some segments, like machinery or fertilizers, to compete on price.
By placing this challenge as one of the least significant challenges identified the respondents
could be stating they feel prepared to deal with these possible threats and to exploit
opportunities. On the other hand it could be that the Michigan industry is failing to expand
horizons and consider the important consequences this factor can have. Regarding this point,
firms should ask: How is our business impacted by international trade and international

markets and what are we doing to account for this factor?

“Regulations from supply chain” is ranked in the 8" position in figure 18, which leads to
believe that firms either are not aware of the industrial organization trends described by
Boelhje (2011) and supported by the industry reports for the national Agribusiness industry
used in this study, or they find it easy to manage these alignment and consolidation
movements and do not foresee many problems. It is interesting to notice the discrepancy in
terms of concern between regulations coming from the government and from the supply
chain, more so in an era where supply chain governance, exerted mainly by retailers, has
increasing importance and influence in the actions of all firms upstream both for strategic fit
reasons (Griffith and Myers, 2004) and for legitimacy reasons (Mueller et all, 2009).
Regarding firm level challenges, “Supply Chain Management” is also in the second half of
the table, in figure 18, showing once again the relative ease with which firms are facing

industrial organization matters. In this case, firms should consider the question: What are the
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implications the requirements imposed by the supply chain could have and how can we

organize our activities to benefit from them?

Various forms of infrastructures were included in the list of challenges after contacts with the
MABA, leading to believe there were several problems with transportation, utilities and
communications in certain areas of the State, especially the Upper Peninsula. Transportation
was the 5™ main challenge identified in the question, which is representative of such
concerns. However, utilities and communications were the two least significant challenges,
which seems to show that the organizations are finding ways to solve these problems and do

not consider them to be very significant to their future.

At the firm level, the survey found “Competition” to be the most significant challenge, which
is consistent with the findings of the five force analysis for the industry that showed rivalry to

be a very strong.

PN 1Y

“Finance”, “Business Strategy”, “Marketing” and “Operations” are the four least significant
challenges in figure 19, showing a strong sense of comfort with the management and
operational sides of the business, consistent with the expectations of growth and the high

levels of satisfactions shown by the respondents.

Overall, talent, competencies and human resource management seems to be at the top of
managers’ concerns, as these were challenges that were ranked at the top of the chart for both
the industry and the firm levels. These findings are consistent with the talent availability
problem identified in the strategic analysis. In fact, the most recent volume of the
International Food and Agribusiness Management Review was greatly dedicated to the topic

of human capital and talent. This shows how the issue is relevant for the industry.
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Planning activities and performance

In the past 20 years, a clear change in the use of planning tools was observed, as shown in
figures 20. There was a clear and significant increase in the average percentage of “formally
used” planning activities and a clear and significant decrease in the average percentage of
“not used” activities. This finding is clearly illustrated in figure 26. Overall, Michigan
agribusiness firms are taking a more comprehensive approach in their strategic planning

activities.

In 2012, five of the thirteen planning activities were found to be correlated with either
performance or the firms’ level of satisfaction with performance. Even more interestingly,
three of these five tools were also found to be correlated with performance in 1992, pointing
out the importance of these activities for the success of the firms and the robustness of the
results in the case of these three planning tools. They were: (1) Mission and objective
statements; (2) External analysis of the industry characteristics and conditions; and (3)
Annual operational and capital budgets and projections of sales and/or cash flows. These
findings support the existence of Relationship I, between strategic planning activities and
performance. However the fact that only some of the variables were found to be significantly
correlated seems to suggest that not all activities are a necessary condition for success, and
this can be even more true for an industry as diverse as this one. The fact that three out of
these five activities are significant in both the 1992 and 2012 shows and impressive
consistency in the results and gives a higher robustness to the suggestion that this means
these three activities are very important and influential in the success of Michigan
agribusinesses. Given these results, the firms participating in the industry should question
themselves: Are we using the right strategic planning tools for our specific business,

especially are we missing any of these that seem to be determinant in my industry?
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In a more aggregate approach to this question, the cluster analysis results showed that
although such a relationship was not identifiable in the 1992 data, in 2012 there was a
positive and significant correlation between performance and the level of planning
undertaken by firms. These findings come to support our hypothesis that performance is
positively correlated with strategy. This hypothesis has been the center of some arguments
and disagreement in the past, as was mentioned before. The fact that such a relationship has
been found does not contradict the view of other studies that, like Boyd (1991) have found in
meta-analysis research that this relationship is not always present and sometimes it is even
negative. It rather shows that for this particular industry strategic planning and firm success

have a positive relationship.

Together with the changes in demographics shown earlier, these results tell the story of an
industry that has seen the usage of planning activities increase over the last 20 years and with

it the performance and satisfaction indicators.

Geographical and Product/Service strategic scope

In 1992 geographic scope was a determinant factor for performance with firms serving more
than 30 miles presenting significantly stronger pretax profit. In the 2012 survey there was no
correlation between most frequent geographic location of customers or maximum radius of
area served and performance variables. This is an important change, strategically, and could
suggests that firms were able to address the challenges in terms of their geographical reach,
eliminating possible competitive advantages that came from competitors’ different choices in

this regard.
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Product and service scope were also not correlated with profit or performance satisfaction,
both regarding inputs and commodity trading, in either of the surveys. Thus Relationship 2,

between strategic scope and performance, was not found for this industry.

Vertical Coordination

The level of vertical coordination appears to pend to the less coordinated en of the continuum
proposed by Peterson (2001). Spot market and specification contracts are very common but
joint ventures and vertical integration are only used by 11% of the respondents or less. These
results seem to contradict the supply chain alignments described by Boelhje (1999) in
agricultural sectors. However a closer look to the strategic alliances observations shows they
are present in 40% of supplier relations and 24% of buyer relations, raising the question if
this particular industry is using specification contracts and strategic alliances to align the
distribution chains in a way that is consistent with the higher market concentration and
competition between entire supply chains scenario presented by this author, or if there are

other forces at play in this industry that have kept this movement from being more exuberant.

A positive correlation was found between satisfaction with performance and higher levels of
VC in supplier relations. However the correlation with buyer relations VC was negative.
Separating firms into input suppliers and firms in other stages of the supply chain led to the
determination that the negative effect of buyer relations VC in performance is only
significant in stages of the supply chain that are located downstream of the farm. On the other
hand, positive correlation of supplier relations VC with performance is only significant for

farm input suppliers, upstream.
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These intriguing findings show the need for deeper understanding of the industry’s
characteristics regarding the linkages within the supply chain. In particular, a greater
understanding of the role of market structure and the relative bargaining power of supply
chain partners may assist in explaining differences in performance satisfaction related to VC
decisions at various stages of the supply chain. For example, the buyers of downstream firms
are typically wholesalers and retailers who generally have significant market power.
Surveyed firms in these stages of the supply chain were less satistfied with performance when
they were more integrated with their buyers. A similar argument could also be presented for
the positive correlation with satisfaction with performance shown by upstream (of the farm)
firms in their supplier relations. These suppliers are typically traders of raw materials and
agricultural products, which are by nature commoditized and present low to medium
switching costs and therefore these firms may tend to have relatively less market power.
Also, interesting to note is that the two situations where no significant effect is found are
where the farmer is one of the exchange parties, either the upstream firms’ buyers or the

downstream firms’ suppliers.

One concern regarding these series of VC survey questions is that responses do not
adequately represent their vertical coordination decisions. In fact, as Peterson (2001)
explains, positioning in the VC continuum is not only a matter of equity and risk, but mainly
of control. A contractual relation can commonly include several control mechanisms that give
one of the parts very strong powers over the other. This would be a much more integrated
relationship than that of a simple specifications contract. If, despite the attempt to clearly
explain the mechanisms in the question, the respondents did not understand this point, then
the industry might not be so skewed to the less coordinated side of the continuum and might

be more in accordance with the expectations.

62



While no robust support is given to the existence of Relationship 3, this would be an
interesting research question for future studies, and an important contribution to strategic

management in this industry.

Marketing Capabilities

Five of the 18 individual marketing activities were found to be significant and positively
correlated with performance. This represents only a small set of the 18 marketing operations
identified in the survey. Furthermore, one of the marketing activities was found to be
negatively correlated with pretax profit. This is an important area for future research as the
role of marketing can be expected to increase significantly as markets become more

segmented and dynamic.

Demographic characteristics of the industry

The results of the two surveys showed a significant shift in the majority of the firm
characteristics. The industry has clearly grown into a more mature, complex and diverse

industry, and with these changes there was an important increase in profitability.

Although some demographic indicators were found to be correlated with performance in
1992, no such relationship was found in 2012, not identifying the presence of Relationship 5.
That is to say that there is no optimal strategy in terms of demographic characteristics of the

firm, within Michigan agribusinesses.

It is interesting to notice that the positive correlations found between size of the firms,

measured by demographics like sales and assets, and performance could lead to the idea that
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many agribusinesses were below the minimum efficiency scale and faced strong economic
challenges in 1992 which led to an important trend of mergers and acquisitions, as Boehlje
(1999) describes. This would be consistent with the evolution of strategic management theory
as described by Grant (1998). In his book, the author describes the principal concepts and
techniques in strategic management during the late 1980s and the early 1990s to be regarding
resource analysis of the core competencies. This led to corporate restructuring and business
process reengineering, as well as to refocusing and outsourcing. In other words, to reducing
costs by achieving economies of scale and focusing on core competencies where that

achievement was possible.

Nowadays, the current favorable economic environment for agribusinesses and the fact that
the group of firms surveyed showed high heterogeneity could mean that this is a period where
firms are typically above the minimum efficiency scale and are pursuing strategies related to

growth and differentiation.

The results presented pertaining to these firm characteristics supply the industry with an
interesting overview of the competitive environment and, together with the strategic analysis

of the national industry, can be used as a valuable planning tool.
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Conclusions

The results presented and discussed previously shed some light over the research questions

that motivated this thesis.

The challenges identified by the industry suggest that there is not much concern with some of
the strategic issues identified previously, like end-consumer preferences and international
trade. On the other hand the Government regulations, talent and competency availability and
technological change seem to be at the top of the concerns. Because some of the main
strategic issues were not identified as the most significant challenges we cannot, however,
say that firms are not paying sufficient attention to those problems. The question that rises is
whether the firms are unaware of the issues they might face or if they are conscious of them
but still identify other areas as more significant challenges that the industry reports and
analysts do not point out. It is a question that top management in firms must answer

individually.

Strategic planning seems to be correlated with performance, measured by firms’ satisfaction
with performance. This is shown by the cluster analysis results and the chi-square tests that

identified such a relationship for the 2012 results.

In particular three planning activities were found to be consistently correlated with
performance in 1992 and 2012, which represents an important factor for managers to consider
in this industry. The importance of strategic planning and the literature defending that it is

correlated with superior performance are supported by these results.

Geographic and product/service scope were not found to be correlated with performance, for

this industry. This could suggest that it of central importance to adapt these characteristics of
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the firm to the particular situation, making it consistent and reinforcing, fit as Porter (1996)

suggests.

Vertical coordination choices toward more integrated systems are negatively correlated with
performance for firms downstream of the farm, when it comes to buyer relations.
Simultaneously, strategies leaning towards higher coordination have a positive correlation
with performance for firms upstream from the farm, regarding supplier relations. This
suggests that for this particular industry input suppliers are better off if they vertically
coordinate efforts with their suppliers. At the same time downstream firms are worse off if
they do the same with their buyers. No other conclusions can be taken in this regard. These
finding raise new research questions, identifying this industry as an interesting subject for

further studies attempting to understand why this is the case.

For some of the marketing operations variables there was a positive correlation between the
firm satisfaction with their marketing activities and pretax profit. Also, there was one activity
that was negatively correlated, countering the hypothesized sign for this relationship.
Unfortunately these findings do not allow conclusions about an established relationship
between marketing abilities and performance, since they are contradictory and account only
for a small group of the activities tested. However they raise the suggestion that such a
relationship is possible, which could be the starting point for further research that focused

specifically on this question.

Returning to the changes the industry has undertaken from 1992 to 2012, this thesis paints a
picture of strong demographic and strategic planning differences but milder changes in

satisfaction and expectations for the future.

The industry wide distribution of sales has total assets has dramatically changed from a high

concentration below five million dollars on both characteristics in 1992 to a much more
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evenly distributed situation in 2012. A similar trend of more even distribution was found in
the number of employees and the type of business organization. On the contrary, the
distribution of pretax profit margins became more concentrated with a clear shift toward
higher profit margins, as 48% of the respondents stated to earn more that 5% of sales as

opposed to 24% in 1992.

These changes toward higher sales, higher assets and higher profitability justify the increased
satisfaction and optimism levels found in 2012, although optimism and satisfaction in 1992

were high to begin with.

In terms of strategic planning the changes were also very remarkable, as the percentage of
low planners, the most frequent category in 1992, dropped and the percentage of high
planners significantly increased becoming the most frequent category in 2012 with 59% of

the respondent firms.

When it comes to describing strategic planning practices individually, the results show a high
level of usage for the planning activities assessed. On average the percentage of non users for
all thirteen activities was 12%. Only three of these activities recorded values over this value.

In comparative terms, this is an important decrease as the 1992 average was 20%.

Overall this study shows that the industry was able to assess its main issues in the past twenty
years and address them, turning more to strategic planning practices and substantially
improving its performance. Michigan agribusinesses mainly present a sound economic
position and seem to be focused on the future with strong optimism about what is to come,

not disregarding, however, the challenges ahead.
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Appendix A — The 1992 Survey

y

MICHIGAN STATE UNIVERSITY
1992
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SURVEY ABOUT STRATEGIC PLANNING

\

Q1. /Please indicate which of the following best describes the organization for which you are

“responsible: (Please check the one item which best applies.)
A. Main Office [1
B. Branch Office [1]
C. Sales Representative(s) Only [1]

Please respond to all survey questions based on the range of business operations for which you
are responsible.

Part 1:) ATTITUDES ABOUT YOUR ORGANIZATION'S FUTURE

Q2.  Please indicate your level of satisfaction with your organization’s current performance

in each of these following areas: (Please circle the number which best applies for each
item.)

Dissatisfied 7 Very Satisfied
A. Sales 1 2 3 4 S 6 7 8 9 10
B. Market Share 1 2 3 4 5 6 7 8 9 10
C. Profits (Net Margins) 1 2 3 4 5 6 7 8 9 10
D. Asset Management 1 2 3 4 5 6 7 8 9 10
E. Management of Debt 1 2 3 4 5 6 7 8 9 10

Q3.  Based on your most realistic expectations for the next five years, please indicate the
annual percentage change you expect in the following areas: (Please check the appropriate box
for each item.)

More 5% 5% Decrease 5% More
Than 15% to 15% to 5% to 15% Than 15%
Decrease Decrease Increase Increase Increase

A. Sales

B. Market Share

C. Profits (Net Margins)
D. Total Assets

E. Total Debt

P p— p— o
P =y ey
SO VR 1y GO W |
[ ey ey ey
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Q4. Please indicate how satisfied you are with your organization’s current ability to do the

following business operations: (Please circle the number which best applies for each
item.)
Dissatisfied Very Satisfied
A. attract new, qualified employees 1 2 3 4 5 6 7 8 9 10
B. keep qualified employees 1 2 3 4 5 6 7 8 9 10
C. raise funds needed to support operations 1 2 3 4 5 6 7 8 9 10
D. introduce new products or services 1 2 3 4 5 6 7 8 9 10
E. maintain property, plant, and equipment 1 2 3 4 5 6 7 8 9 10
F. expand property, plant, and equipment 1 2 3 4 5 6 7 8 9 10
G. manage credit 1 2 3 4 5 6 7 8 9 10
H. meet price challenges from competitors 1 2 3 4 5 6 7 8 9 10
I. meet quality challenges from competitors 1 2 3 4 5 6 7 8 9 10
J. meet all environmental regulations 1 2

W W
£~
w
=)
~
o
=]
]

K. keep current with technology changes 1

Other operations (Please specify)
L 8 9 10
4 5 6 7 8 9 10

[\ S

M. 1

Q5. Based on your most realistic expectations for the next five years, what change do you
expect in your organization’s ability to do the following business operatmns (Please circle the
number which best applies for each item.)

Declining No Increasing

Ability Change Ability
A. attract new, qualified employees 1 2 3 4 5 6 7 8 9
B. keep qualified employees 1 2 3 4 5 6 7 8 9
C. raise funds needed to support operations 1 2 3 4 5 6 7 8 9
D. introduce new products or services 1 2 3 4 5 6 7 8 9
E. maintain property, plant, and equipment 1 2 3 4 5 6 7 8 9
F. expand property, plant, and equipment 1 2 3 4 5 6 7 8 9
G. manage credit 1 2 3 4 5 6 7 8 9
H. meet price challenges from competitors 1 2 3 4 5 6 7 8 9
I. meet quality challenges from competitors 1 2 3 4 5 6 7 8 9
J. meet all environmental regulations 1 2 3 4 5 6 7 8 9
K. keep current with technology changes 1 2 3 4 5 6 7 8 9

Other operations (Please repeat from Q4)

M. 1 2
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Q6. Based on your most realistic expectations for the next five years, how likely is your
organization to engage in any of the following business actions:  (Please circle the number on
the scale which best applies in each item.)

‘ Highly
Unlikely g Likely

A. expand territory served 1234567389 10
B. increase sales to traditional customers 123456789 10
C. increase sales to part-time farmers and other 123456789 10

non-traditional customers
D. expand product line 1234567 89 10
E. develop value-added products 123456789 10
F. develop new outlets for commodities 123456789 10
G. develop international trade 1234567289 10
H. develop products/services to help agricultural 123456789 10

producers meet environmental concerns ;
I. develop products/services to help agricultural 123456789 10

producers meet food safety concerns
J. increase operating efficiency 1234567189 10
K. invest in major new fixed assets 123456789 10
L. invest in renovation of fixed assets 12345467289 10
M. start program to improve product/service quality 123456789 10
N. downsize your operation to reflect changes in markets 1 2 3 4 5 6 7 8 9 10
O. limit product offerings due to environmentalconcerns 1 2 3 4 5 6 7 8 9 10
P. limit product offerings due to food safety concerns 123456 789 10
Q. consolidate operating locations 1234567289 10
R. merge with another agribusiness 123456789 10
S. cease operation due to selling out 1234567389 10
T. change ownership due to retirement 123456789 10
U. layoff workers 1234567389 10
V. develop a major cost cutting program 123456 7189 10
Other: (Please specify below)
Ww. 123456728910
X. 123456728910
Y. 12345678910
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“Part 2:' PLANNING INVENTORY

Q.7 A number of planning activities are listed below. We would like to know which ones are

used in your organization. The column headings have the following meanings:

YES, FORMALLY means that you regularly engage in the activity and you
produce a formal, written document to guide management action.

YES, INFORMALLY means that you regularly engage in the activity but
rather than produce a formal, written document you keep the ideas
either in your mind or in some informal written form.

NO means that you do not regularly engage in the activity either formally or

informally.

Does your organization use: YES, YES,
(Please check the appropriate column for each item.) FORMALLY INFORMALLY
A. a mission statement (or a statement of business purpose)? [1 [1]
B. a statement of specific business objectives? [1 []
C. a 3 to 5 year general plan to guide operations? [1] [1]
D. a 3 to 5 year facilities plan? [] [1]
E. a 3 to 5 year personnel plan? [1] [1]
F. a 3 to 5 year financial plan? [] [1]
G. an annual operating budget? [1] [1]
H. an annual capital budget? [1] [1
1. monthly cash flow projections for the coming year? [] [1]
J. an annual sales plan? [] [1
K. an annual plan for the use and maintain of facilities? [1] [1
L. an annual plan for personnel replacements and promotions? [1 [1]
M. an annual budget for each department? [1 []
N. a review of its internal strengths and weaknesses? [1] [1]
O. a review of opportunities and threats from outside the firm? [ ] [1
P. an analysis of competitors’ strengths and weaknesses? [1] [1
Q. an analysis of trade area data to evaluate market potential? [1] []
R. an analysis of business conditions at local or state levels? [1 []
S. an analysis of industry trends? [1] [1]
T. an annual analysis of each department’s performance? [1 []
U. an annual analysis of each product line’s performance? [1 [1
V. an annual evaluation of each employee’s performance? [1 [1]
W. an environmental disaster plan? [1 [1]
X. input from non-management employees in planning? [1 []
Y. a wage and salary plan? [1] [1

Other: (Please speéify below) ‘

Z [] []
Za. [] []
Zb. [] [1]

NO

e e p— e P f— e e p— [y o e p— p— p— P— p— p— — —
[ —— [P — — [ S — (USSR y Sy S—ry — (U Sy -]

— p— —
[Py —
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Q8.  We would like to know if you want to change your current use of the various planning
activities presented in Q7. The column headings have the following meanings:

NO CHANGE means you are satisfied with your organization’s use of a
particular activity (even if you are not currently using it).

IMPROVE CURRENT USE means you are currently using a particular activity but want
improvement in your use.

BEGIN USE means you are not using a particular activity but want to begin using it.

What change would you like to make IMPROVE

your organization’s use of: NO CURRENT BEGIN
(Please check the appropriate column in each case.) CHANGE USE USE
A. a mission statement? [] [] []
B. a statement of specific business objectives? [1] [] [1]
C. a3 to 5 year general plan to guide operations? [1] [] []
D. a3 to 5 year facilities plan? [] [] []
E. a3 to 5 year personnel plan? [1] [1] []
F. a3to5 year financial plan? [1] [] []
G. an annual operating budget? [] [] []
H. an annual capital budget? [] [] []
L. monthly cash flow projections for the coming year? [1 [1 []
J.  an annual sales plan? [1 [1] [1
K. an annual plan for the use and maintain of facilities? [] [] []
L. an annual plan for personnel replacements and promotions? [1] [] [1
M. an annual budget for each department? [] [] []
N. a review of its internal strengths and weaknesses? [1] [1 []
O. a review of opportunities and threats from outside the firm? [1] [1] []
P. an analysis of competitors’ strengths and weaknesses? [] [1] []
Q. an analysis of trade area data to evaluate market potential? [1] [] [1]
R. an analysis of business conditions at local or state levels? [] [] []
S. an analysis of industry trends? [] [1] [1]
T. an annual analysis of each department’s performance? [1] [1] [1
U. an annual analysis of each product line’s performance? [1] [1 []
V. an annual evaluation of each employee’s performance? [1 [1] [1]
W. an environmental disaster plan? [] [] []
X. input from non-management employees in planning? [1 [1] [1]
Y. a wage and salary plan? [] [] [1]
Other: (Please specify below)

Z. [] [1] [1]
Za. [] [1] []
Zb. [] [1] []
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Part 3: EDUCATIONAL NEEDS

Q9. Please indicate your organization’s level of interest in educational programs on the

following topics: (Please check the appropriate box for each item.)

Not Somewhat Very

Interested Interested Interested

A. Strategic Planning [] [] []
B. Market Scanning [1] [] []
C. Internal Assessment of Strengths and Weaknesses [1 [1] []
D. Budgeting Procedures [1] [] []
E. Personnel Practices [1 [] [1]
F. Financial Management [] [] [1]
G. Marketing Management [1 [1] [1]
H. Information Systems [] [] []
1. Efficient Production Management [1] [] [1]
J.  Small Business Ownership and Management [1 [1] []
K. Other [1] [1 []
L. [] [] (1

Q10. Please indicate your organizations level of interest in educational programs designed for

the following lengths of time: (Please check the appropriate box for each item.)

Not Somewhat Very

Interested Interested Interested

A. One day seminars [1] [1 [1]
B. Three-day programs [] [1] (]
C. One-week programs [] [1] []
D. One-evening-per-week programs lasting several weeks [ ] [1] [1]
E. Other [1] [1] []

Q11. Please indicate your organization’s level of interest in having the following groups
attend educational programs on selected management topics: (Please check the appropriate box
for each item.)

Not Somewhat Very
Interested Interested Interested

General manager
Department Heads
First line supervisors
The business owner(s)
Other,

moowp

[
[
[
[
[
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[y Sy Sy — y—]
[y Sy Sy Sy —

76



Q12. What months of the year would be good for scheduling training programs: (Please
check all that apply)

A January [ ] G July []
B February [ ] H August [1]
C March [1 I September [ ]
D April [1 J  October []
E May [1] K November [ ]
F June [] L December [ ]

Q13. For each of the following items, please circle the one number which corresponds with
your organization’s views.

A. We need to improve the quality of management throughout our organization.

Strongly ABree « s vwes s s sum s s o mm o5 5 300w s 5 3w 1
APFCC. . . wxesus vt o n st v 5 & ooy 6 5 omowss & % Bissss o % 16 SR 2
Neutral, s copsses sonac s ome s 7 e 2 1 L UWE £ 5 REB 3
Disagree ..........c..iiiiiiiiiiiiii 4
Strongly Disagree ws::omesvsswessmonsssaeme 5

B. We are highly satisfied with the quality and availability of workers with two-year agricultural
technology degrees from Michigan State.

Strongly APree : o sssnmsc i imans s amn s § 3 om0 s 1
APTOE . i rooner v 6 worossn 0 6 % tonit & % s 0w &5 & o tonn & 5 © ot 2
INEURTAL 5 soe ooy mia s 3 50 o £5 8 600 £ 3 5 B0 8 3
Disagree ........c.oiiiieivineeroinreanans 4
Stronigly DISAELEE o5 5m 066 9w 85 5 o & 5 8 5755 8 5

C. We expect to hire more four-year graduates in Agribusiness Management to fill sales or
management positions.

Strongly Agree .. ......... ... i, 1
APTCC: s ssrmps s 85 ass PEEIT s EENas AEEesE 2
Neutral ........ ... .. ... ... .. .ot 3
DISAEree o s cumm iy cwwsssimmess s o oo wwew s s 4
Strongly Disagree ......................... 5

D. We are aware that some community colleges in Michigan are beginning to offer two-year
associate degrees in agribusiness management.

E. Circle the one response which best completes this sentence: In hiring students with
agribusiness degrees, we would generally view students with an MSU agricultural technology

certificate as being - students with community college associate degrees.
better qualified than ............... P 1
about equally qualified with . . ................ 2
less:qualified Than . up s ¢ sovw o5 5w 5 55 g s 5 5 o 3
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Part 4: DEMOGRAPHIC INFORMATION

Q14. Please provide the following information to help us understand the differences among the
businesses we are surveying.

A. Please list your organization’s sales for:

1989 § 1990 $ 1991 §

B. Please list your organization’s total assets for:
1989 $ 1990 $ 1991 §
C. What was your organization’s total long-term debt for:
1989 § 1990 $ 1991 §
D. Please indicate your organization’s average annual pretax profit for the last three years:

(Owner corporations should include owner compensation and withdrawals as part of profit.)
(Please check the one item which best applies).

more than 5% of sales ....................... [1]
fromh 2%:t0/5% of sales x5 s wws o swra Fs s mnas s [1]
from 5% to2%ofsales ..................... [1]
breakeven (-.5% to 5% of sales) ............... []
loss (over -5% of sales) .. .................... [1]

E. Please indicate your organizations’s total number of employees:
Number of employees

F. Please indicate what type of business organization your firm has: (Please check the one item
which applies.)

proprietorship .................... . ........ [1]
public corporation . ......................... [1]
private corporation ......................... [1]
partnership ................... ... ... ..., [1]
COOPErative . ................covviuiunnnn... [1

G. How large an area does your organization serve? A radius of: (Please check the one item
which applies.)

10milesorless .................cciiuunn... [1]
10,100 205MAES: o s 3 wrow 25 s semw s s s e 2 55 g o £ 2 []
201to30miles .................. ... ..., [1]
OVEr'30:miles. . vuvow s ssmos s mwnsssamassomeris []
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Q15. Please indicate the approximate percent of your total sales represented by each of the
following areas: (Please check the appropriate column for each item.)

------- PERCENT OF TOTAL SALES ----.-

Not 1% to 10% to 30% to Over
PRODUCT INPUTS SUPPLIED Handled 10% 30% 50% 50%
A. Chemicals [] [] [1] [] [1]
B. Fertilizer--bulk [1 [1] [] [] [1]
C. Fertilizer--bags [] [1] [] [1] [1]
D. Seed [] [] [] [] []
E. Petroleum [1] [] [1] [] []
F. Farm store [1 [1 [1] [1] []
G. Major equipment [1 [1 [1] [1] []
H. Feed [] [1] [] [1] []
Specify any other inputs handled:
L [] [] [] [1] []
J. [] [] [] [] []
K. [] [] [] [] []
COMMODITIES MARKETED
L. Wheat [] [] [] [] []
M. Corn [] [] [-] [] []
N. Soybeans [1] [] [] [] []
O. Oats [] [] [] [] []
P. Canola ['] [1] [] [] []
Q. Dry Edible Beans [] [] [1 [1 [1]

Specify any other commodities marketed:
R

- (1 1] [] [] []
S, [] [] [1- [] []
3! [] [] [] [1] []
SERVICES PROVIDED
U. Field scouting [9 [1] [1] [] []
V. Soil testing [] [] [] [] [1]
W. Custom application--liquid [ ] [] [1] [] []
X. Custom application--dry [] [] [] [] []
Specify other services:
Y. [] [] [] [] []
Z. [] [] [] [] [1
AA. RETAIL SALES 11 [1] [] [1] []
BB. WHOLESALE SALES [1 [] [] [] []
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Q16. Please indicate which of the following services you offer: (Please check all that apply.)

A.Railroad ........ ... ... ... ..., [1]
B. Forward contracts : :: wcwsssomissmmasssnsss [1]
C.Basiscontracts .................ovuenen.n. [1]
D. Minimum price contracts .................. []
E. Hedge-to-arrive . .. ..............couunn.. [1

Please specify any other special services:

F.
G.
H.

Q17. Considering your answers to all the questions in the survey, how optimistic or
pessimistic are you about your organization’s ability to perform well over the
next five years?  (Please check the item which best applies.)

AVETY OPHMISHC ... ipmussiomesinmesssnmens [1

B.optimistic . ....... ... .. i [1

CAUNSUTE s o3 oo s s 8 WaE S5 LGR LS SR R b A E 3 []

D. pessimistic ......... ... .. o il [1]

B Very: pessimistic « s s ¢ sovs s sswss s mus s smmsss [1]
kkkkkrkkkE

Thank you very much for your help and cooperation. Your opinion on each question counts a
great deal.

If you would like to share any additional comments, please write them in the box below.

2 =R —
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Appendix B — The 2012 Survey

2012 Survey of Strategic Management in Michigan Agribusinesses

PARTICIPANT CONSENT

Dear Mchigan Agribusiness:

TWENY Y22 300, Proreesor Chns Petersen of Michigan State Univarsity conductad a surday of Michigan agribusiness Nims in orser 10 ass2ss the
Ingusiny's Blratagle planning capabiitizs and t describe the state of the Indussry. We proposs bo revisit this Impertant werk. We 38k for your
aE6lstanca to conduet a similar survey that wil nelp the Indusiry to bester understand the currant siralegies employed by Michigan agripusiness
firms, the Sﬂ?’.ﬂyl:- Managemsant processas used t"_f"'rl'l'ﬁ‘ll:l ﬂE‘JHDF thelr 51[3|B;|EE, and now these S'.E’.EQEE Nawe eyolved ower fime. Based on this
sudly, we Intend to generate knowlsngs at can asslst Michigan agribusiness firms In overcoming the chalanges they face of tooay's dynamic
{H}ITFE'.H\"E anvironment and Ilml'lﬁtel‘g' enhance the ELccess of thalr firme. The resulls of the survey will be made avalatle 1o you ﬂ'll'ﬂl.grl e
Wichigan Agribusiness Azsociation.

Wi Invite all Michigan agribusiness fims to provide thelr valuable Insight and to pariicipate in this survey. Glven the breadtn of the questions
inluged, we suggest thal 3 parson win deep knowledge about e DUBINEss such a5 the agribUsiNeEs owner or general manager to answer IL We
egiimate ILalll take the respandsnt no mare than 30-45 minuies to complete e surey.

Parficipation In this study Is wolntary; you May reflse 1o answer any parielar questian, and may wizhdraw at anyime without penalty. If you are
willlng ta paricipate vou may indicate that by proceeding on to the sureey. What you t2il us will be k2pt private and sirictly confidensial. ¥our
privacy will b= protectad to the maximum extant allowable by law. The surveys will b carefully organizad through assigning a numiser ta each of
ihe paricipants b separate thelr responsas and any ldensiying infarmation. Any Kentitying Infarmation wiil be stored I & password-procected fle
accessible only 1o M2 reseanch Investigalons. The resulls of this study may be pubilshan or presented at professional meetings, but the lgentities of
all resaarch partidipants will remaln corfidential.

If you have questions about the survey of how e study works please contact Dr. Srent Ross, 3175 Agriculiure Hall, Michigan State Universily, East

Langlng, M| £3524; by phara (517) 355-2268; or by emall moss@mel.edu. Piease lzave 3 messags If ere |5 no Immediate answer and wa will
call you back rignt away.

If you have quessians or concerns atout your rights as a sbugy parilcipant, or are dissatisted at any time, you may confact - anonymausly If you
‘wish — the Human Pratection Programs at Michigan Siate Unlversiy by phone: (517) 355-2130C Tax 432-4503; or emall: @ meLLedu, or regular
mal: 207 s Hall, East Lansing, M, 43624,

Thank you Tor helping with thits Impariant study.

Sinceraty,

R Srent Ross

Assisiant Professor

H. Chrisiopher Peterson

Professar

Noredin Chalr of Consumer-Respansive Agricuture

Director, MSU Product Centar for Agriculbure and Katural Resournces

Copyright 2012 Michigan State University
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2012 Survey of Strategic Management in Michigan Agnbusinesses

PARTICPANT INFORMATION

1. Please indicate the ZIP CODE where your organization is located.

I

2. How long (in years) has your organization been in business?

3. Which of the following BEST describes your position within your organization?
() cumer partner

C‘ Execudve OMcer (L.e. CEDQ, COD, CFO, elo)

C} General Manager

() otner Manager (prease specty)

4. Which of the following BEST describes the organization for which you are responsible?
() wain ofmce (Company Headquaners)
() Brancn omes (ational)

e

() Brancn ofice (Reglonal)

o

i ™ 1
|__) Branch Cffice {Local)

'::n Ofher (please speciy)

5. Is your organization a locally-owned firm (i.e. Michigan-owned)?
[ ) ves
i

[ ) Ho

6. Is your organization a family-owned business?
|". -\I
L

S
7 Ko

-]

.,

L
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2012 Survey of Strategic Management in Michigan Agrnibusinesses
7. What organizational type BEST describes your firm?

e o

[_) Propristorship

P e oS il
() Partnemship, LLC, or 3-Corparation
{ ) Public c-Carporation

© Y o et

[} Private C-Corparation

|_J) Cooperalive

I} ciher pleas specify)

-
-
LA
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2012 Survey of Strategic Management in Michigan Agnbusinesses

Part 1: INDUSTRY CHARACTERISTICS

The following set of guestions ask you to descrbe the nature of your industry.

8. On a scale of 1-7, how would you describe the nature of your industry according to the
following characteristics.

1= Low 2 3 4 5 £ 7 = High

Average annual growth rate of sales In your Industry ZD j -D 'D 'D I::j )

- . - Ty Yy Y Ty i ™ Yy

H;ﬂ:[:fl‘ﬂ}ﬁm:‘;lﬂh I'I'I.:;kah:ﬂrl';g pracﬂues must be l:hd‘lgEd ix] I-EEFI W l‘_\____. "_\_2. I\-._-"' 1 C) "_\_)

Up WiEN Ehe market and com

- — Y Y i Ty Y " o

ne lll:tcellrocd of @ new competitor being abis to succassnuly enserne [ ) i) () i) () i) i
- . . s — e s

The extant to whien e actons of compelitors are prediciatie O O O O O O O
e ' — e 'S '

The extert to which demand and consumer stes asessyotorecast | ) () () (0 (0 (O (O
_ i ' ' _ ™ il

The rate at which procuctssenvices basome chsolete In e mdustry O O O O O O O

T i Y T &' Yy Y \ Y

n:::;;:;nt {0 which production/senice technoiogy I your industry I . i) P i) () I':__; i

- " e £ ' e o~y v ' '

Hnme :f;.ep';éﬁ whlch you are able to negotale favoratis purcnasing serme [ ) J i J ) ) P

- - ' ™y T o T e T T

.“hme ;ﬁ:;bu which you are able to negoliate favarable selling terms . P ) \_J I':;_,. L}

- . Y ™y T Ty Y Ty g

ne exient bx which govemment regulation inhibils your abllity fo (L fJ P J () ) f_#

operate/axpand your Dusiness

9. On the following scale, please indicate how you would characterize the competitive
environment within which your firm operates.

P Pt Y I's £ T

::.:'1"'@'7 L2 L3 e :'E e L) T =ery
safe, Ille threal rizky, ong false
to the sunival glep can mean
and wellbeing of iy TS
iy firm. unazing.

10. On the following scale, please indicate how you would characterize the competitive
environment within which your firm operates.

{)-meam ()2 Sk (s (s (e () 7-very
Irre2Elrnzn: and slrzesiul, a-a:’]ng.
markzting rasilis; vary nard
oppariunEies to kesp ahcal

84



2012 Survey of Strategic Management in Michigan Agnbusinesses

11. On the following scale, please indicate how you would characterize the external
enviranment within which your firm operates.

& s

' f T Ty I ™y -
[_J)1=an L ()3 e ()5 )8 [_J7-a
environment that dominating
iy firm can envircnment In
contral and wihich my fimm's
manipulats i3 Its Iniziatives count
o advantage, far very Ifie
suchasa agalrs: the
dominant firm has remandous

In ani ingusiry wish campettive,
little compatition polltcal ar

and few tachinatogical
hindrances foroes

12. What are the 3 MOST significant challenges that YOUR INDUSTRY faces? (Check ONLY
1 item per column in order to rank the 3 most significant).

MOET Slgniticant 2nd MOST Signifcant Jrd MIOST Signiflcant
Ardvocacy and Publc 7 7 |\ )
Felatons )
End-Consumer Preferences |:_:| |:_:| -:_::
— — —
Climate Changs (] @ )
Globalization and () i i
- -, L
Imematicnal Trade
IFrastructure - (Y @ )
Communications o -
IFfrasructure - 0 ' 0
L L_J L
Transparation
Infrasiructure - LEiities I_:- -\_fl ':f :'
Markst and Techrica |;’ :] ' -\fn ljf 7
Krawiedps Sources
Fepulations from (7 i i
- L L
Govammeant
Fegulations fram Supply '] M M)
i L o
Cnaln Parners
_ . i — o o
alent and Competancy |i_{| ) )
Aovallabiisy
- I I R ™ P P I-"-.'.I
ecnnaloglcal Changs 0 (0 o

Oihar significant chalienges (please spacity)
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Part 2: FIRM CHARACTERISTICS

The following set of questions ask you to describe the nature and scope of your crganization.

13. How would you describe the nature of your CORE business? For example, "0ur firm is
an aggregator and marketer of grain™ or "0ur firm is a retail provider of agronomic
products and services"”

[ |

zl
14. Does your organization market input supplies or services? If NO, please skip to
question #18
:"_) YES
PL-
15. Please indicate the approximate percent of your total sales represented by each of the

following INPUT SUPPLY products or services that you provide. (Please check the
appropriate column for each item.)

Mot handied 13 1o 10% 11% bo 30% 31% to 50% over S0% D't know
P o ™ 4 Ty o
Crop protectants O L P C 9 Lt
Frlllizar ) O O O O O
Seed andior plant material ) $ @ ) O O
) o a Y iy o
Faed () U r:_J W) - Lt
Petroleum C;' D (_\ D '::3 C:"
Custom wark (application, i::_- C_} I::;I '.:j ﬁ,} ﬁ'
rarvest, ste.) ) B
. i st - P e F
Precizion agricuiiure [feld 3 ] |::I i) () ()
mapping. gata
management, e4z.)
—=, —, — P ral i
Transportation/Logissics i_ﬁ,' E_J ':_:' 'k_j '-,,_3 i_#'
—, — — —~
Farm equipment/Repair o D ':::' ) O 9]
—, —, . - ™
Animal healtn § P O O O O
Bullding maserials S- D [:_, ':F_;' ';:3 C‘
£onssnIctian
L “ It P ' "
Cther input supply products L) ::_;' (,' ] ;‘ L -
oF Benvkes ) ) '

Please spedity any other INpLL SUPRIY Prooucss of Genvices handled
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16. Please indicate the location(s) of customers served by your organization for each of
the following INPUT SUPPLY products or services provided. (Please check all locations
that apply for each item, If the answer is the same for ALL input supply products and

services you only need to use the first row.)
Arg the majariy

of thesa
Reglona Ciher States in
Within 30 miles customers within n-State Eglen= . rierrationa M
. \Border 3taes) melz
20 miles?
[Check If YES)

ALL INPUT SUPPLY
PRODUCTS and SERVICES

Cron protectants

Ferliizer

Seed andior plant materis
Feed

Petrolieum

Custom wark (application,
harest, sin.)

Precizlon agriculure [fzio
mapeing. dala managemant,
i)

I o o O
L Dooooe ol
L ool ol
I o o O
I
| I R
| O

Transportation/Logissics
Farm equipmentiRenalr
Animal health

Bullding materials!
conssnciian

other input supply products
O SENIEE

I I
L] CICICIE
L) CILICIE
I I

LI
I
I

17. Please indicate what percentage of the inputs mentioned above are sold through the
following types of distribution channels:

Mot hand=z 1% 10 10% 11% to 30% 31% to 50% over S0% Ceon't know
= Ty Y lf--,,l I Y ™y
L L - L L L
Ty P Pl £y o Y
Wholesals L) L 2 . L L

Oither (please pecily)

18. Does your organization market commodities or other agricultural products? If NO,
please skip to question #22,

{ Jves

i
s .f’l R
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19. Please indicate the approximate percent of your total sales represented by each of the
following MARKETED commodities or other agricultural products. (Please check the
appropriate column for each item.)

Mot handied 11% 10 30%  31% 00 50%  over 0% Dt know
P Ty i T o L
Cam . L - W L)
ST Y Pl Ty - T
Soybeans ) L) L W )
- P P £ P Pt
Whast ) L) -, ", L
- . ' T P ™ Y s
Beans (ory ediblz) ': P, - I, ) -
e T s P . Pt
Sugar bests L) - W bt - L
T T P P e T
Fruz I b4 ( o st L)
- T I " I
Vegetabies L) W) L L o !
S Pt T P
Forages L :.' W L W LS l
- - 5 Ty "-.\. -/.-\ ()
Cialry including milk) ] . L) - - )
o P P £ P =
Best ] () ) L )
) - N £y T - ) )
Fouliry (ncludng eggs and brollers) ) () () ()
[a— .f ™ i \'. ./ A Yy
SwinePori A LN L -
o ~ e T =
Clher [Fleass spactty below) [ i) () (. )

Other commodiies marketad
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20. Please indicate the location(s) of customers served by your organization for each of
the following MARKETED commaodities or other agricultural products. (Please check all
locations that apply for each item. If the answer is the same for ALL marketed commaodities

and/or other agricultural products you only need to use the first row.)
Are the majarty of
hese CUSDMETs Hag anal (Sorder  Other 25akes In the

Calry (ncluding milk)
Besf

Pouliry {Inciuding eggs and
broliers)

Swine/Pork

AL MARKETED L] L] [] [] L] L]
con O O O o o o
Soybeans J _I |_| I_ |_ _I
Whaat J _| |_| |_ |_ _|
Beans (ory ediblz) L] L] [ ] [ ] [ ] L]
Sugar bests :| :| |:| |: |: :|
Fras ] L] L] L] L] L]
UE;E'JD 25 j j D E [ j
Forages [ ] L] [] [] [] L]
[] [ ] [] [] [] [ ]
] L] L] L] L] L]
L] L[] L] L] L] L[]
| | | | |

| | |

Ciher [Pleass spedty
biow)

21. Please indicate which of the following marketing services your firm offers. (Check all
that apply).

_—I Fomnward contracis

|| Bass conraets

j Wirdmum price contracks
[ | Heagetoame

|| Ratroan Acesss

|| Acoess to other ranspartation

| Offer markeing services |piease speciy)
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22, Given below are descriptions of several alternative mission strategies. Depending
upon the context, each of these descriptions may represent the strategy for all, only a
fraction, or none of your organization’s products or services. Please indicate below what
percentage of your organization’'s current total sales revenue is accounted for by
products/services represented by each of these descriptions. Your answers should total
100%.

BUILD Strateqy—-Increase sales and manke: ehare, be willing to aceept low refums an Imeestment In the shart-to-magum femm, i | |
MeCessary.

HOLD Sirategy--Malnialn marke? share and cbialn a reascnable retum on Invesiment | |

HARVEST Strategy-Maximize profiablity and cash fiow In the shart-to-medium term, be wiling o saciics markst share i | |
necessary

DIVEST Sirategy-Prapars far sale. Iquidation, or bankruptcy | |
CTHER (pleass specty below) I:l

23. Please indicate which mechanisms your firm uses to coordinate transactions between
your trading partners. (Check all that apply).

Supplier Relationsnips Suyer Relabionships
Cpen [Spof) Markess ] [
Hangshaks Agresments
Specification Condracks
Joint ventures
Strategic Allances
Vertical inbegration [GrowLiss own SUpply)

Cther (Please spactly belaw)

|
O

Cescribe ofner coordination mechanisms usad
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Part 3a: ORGANIZATIONAL PERFORMANCE

The following s=t of questions ask you to reflect on the performance of your organization and your expeciations for future
change.

24, On the scale provided, please indicate your level of satisfaction with your
arganization’s current performance in each of these following areas.

- Tm
1 - ven z 3 ' 5 g 7= vEY
DissabisNed SalsNed
/—w N \ P Ty N i
Zales LJ L '::J L b I::J I\._:I
=, — = =
arket Share b- -L_} I:_:I b- ,"i_: I:_:I ( )
_ —~ — S ™ — 5 ¢
Frofis (Nes Margins) () ) 'f:,J L \_J '::J I
Agge? Management (_,' 'k_: "::J (_z' i_: D '::'
= — = =
aragemen: of Dbt :_,' '\_:'.- ":__:l :_,' :_:' I':__:I '::'
P _.-—\' — Ty T '
Cwerdl Performance ) Lo ':_,l () ) 'I:_,»' '::'

25. Based on your most realistic expectations for the next five years, please indicate the

annual percentage change that you expect in the following areas.

Wx:;f‘“ % io15% decrezse o m:::::f T gm0 15% Incresse mﬁ;e:;;ﬁ
sales O O O O @)
hiarkes Shane f_:' f_--‘ -f_-;' :_--" 'C-.:'
Frofiis (Wet Warging) ’:} i-\ (’: i--\ (.;'
Tolal Agsets O O O O O
Total Debt O O O O O
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26. What are the 3 MOST significant challenges that YOUR FIRM faces? (Check ONLY 1
item per column in order to rank the 3 most significant).

MOST significant Ind MOET signiflcant Jrd MOST significant

- Pt P il A

Business Strabeqy I\__zl I‘____,I |
N P
Competition IN__ZI I\“_‘_I
P T,
Finance [_J L)
. " P T,
Firmi Successkan I )
- Pt P
Human Resounces |\ _/I |,_\_ ._‘_l
T, T,
tdarkzting I\ _/I I_‘_ J
Operations () (]

aales { l'l (] [

—~ ¢
_— ,
—~ ¢
N
T
ot

Supply Chain
Ianagement

f
!
f
LN
i
|

Othar significant chalienges (pleass spactly)

92



2012 Survey of Strategic Management in Michigan Agnbusinesses

Part 3b: ORGANIZATIONAL PERFORMANCE

27. On the scale provided, please indicate how satisfied you are with your erganization's
current ahility to do each of the following business operations.

Arrract new, qualfied employees -D Cﬁ I::;I O C "-.:;l C:J D
Kesp qualified empioyess O O O O O O O O
Ralse funds needed to suppan operalions 'C:} Cﬁ I::jl O C "-::jl f:] 3
Malriain propery, plant 3nd sguipment ) O O O O O O O
Expand propery, plant and equipment 'D C D O '::' D G S
Manage creat o O O O o O O O
Mzet @l environmental regulations -f:: C f::'l lf__j ':::' D G ’:‘
Mgt 3l focd saety raguiations O O @ O O 9 O )
Kieap current with technalogy changes ':__3 f: O C i_\ L ':H:,u f_:
e n———— O T IO IO e e IO NS
Oiher cperations 5 [Please specy below) ) O () ) O ) () O
Other aperations:

=l

-
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ability to perform the following MARKETING activities.

1=ary
Wk
Intraduce new products and'or serdces _:‘
heet price challenges from competRors _:"
- F
Kzet guallty challengas from compstitars -
Wantzin and salisty cuen: customers ()
=
Aftract new customars'axpand customer base )
Sense multiple customer segments (including different slzes) / )
Perodically review ts product'senvice develapment processes 1o ensure :-“:
they are In Ing with cusiomers’ desres -
Respond o customens’ productsenice needs (Corsldenng customer ‘/'
compiaints of using other forme of aEseEEMERT) -
Megodiate iower pricss from supplers ()
Promate meetings with customers 1o find out what products/sendces they : “

will r=2d In the future

Ir-house market research

SUrvey CUSHOMENS 3 1235t ONCE @ year to 355285 tha QUAILY of Il
proguctsisardess

Generate Intelligence on s compstitors generated by several i 3
geparments indzpandently

Perlodic reviews of the lIkely eTect of changse In Ik business ;

emdronmaent {&.g. regulatiang) on customers

Inferdepartmantal mestings at keast once 3 quarter to discuss market i _2
frends and deveizpments

Meztings In every department with marketing personnel about cusiomers | )
fuiure needs )
Infemnal circulation of documents (e.g. reparis or newslesters) which i /
prowide Informasian an Its Sustomers -
Dissamination of d3%3 on customer satistaction a1 all Its kevels on a _“

reguiar basks

T
L

i

=

I.l'
L N

ranWa
A AN S

.\_‘__
LR L

' P W
L M

P
S

28. On the scale provided, please indicate how would you describe your organization's

I_. - .'.'IE 3
£ Ty
—
A
—
1
) J
Pl Faln
[ [
L s
T )
Lo [
- -
— —
[ (!
o L
{ A iy
L L
— —
[ [
L L
P P
(] { ]
L -
F oy
(. [
L L
[ 7
L L
.—’_'\! I(_\‘
lk_.-' i
P Fa
[ [
L L
- T
(i [
i o
T o
[ {
— L
fa Yy
| L)
r-\I -\I
I'\__.'I I\__ e
|f -\-'I |f -\-hl
'-._.z' ___,'
-\I -\I
L L
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Part 3c: ORGANIZATIONAL PERFORMANCE

29, Based on your most realistic expectations for the next five years, how likely is your
organization to engage in the following business actions? (Please check the number that
best applies for each item).
1 = Highly . . s : 7= Highly
uniely h lIkely
Expand temitory sened 'S IC;' I:_:I ".::jl CZ 23 IC;'
Senvelutillze acres not cumendly used for agriculbural ) f_j () ".::- (: :3 -Cj
producsion - N
Increase sales W iradiionl customens ) ) ) ! () () ()
Increase saies 10 par-ime farmers and oiner non-tradiional i_) .:'""- “‘J -ij. \_ j ::_) .:'_}
CUBIDMErs
P . L Ty P Ny
Expand product ine b I:_ Ij . L - .
= = — = = =
Dvelop new value-ackded products :_}' r“j |::_'| '“,M)- ':_ ’_;' .k_:,
_ L % P N st et
Cevelop new outlets for commadties () If__:. I:_:I g 2, ) ()
N L Y o P P L Y
Deveiop International rage i) i) () () 2, () i)
L = P ™ 7y P
Develop produsiEfsenices to help agricultural producsrs ) |:__J C_:I ) () () )
meet environmeantal concerns
Develop produsissenvioes to Neip agricullural producsrs ij‘ f:“ |:-:| ":“I () i: f:‘
mest tood safaty concams N - - - - N -
Increase oparaling efciency iy -‘ Ii_ ! (;'I :_:n ” : f: -‘ { )
Irrest In ITIBJ'ET new fhxed assets 'i :: |‘: ) L _:l ::: :_' i-_ j i :‘ |‘: )
It In renovation of flxed assets O ) o o () () )
Increase compensalions for empioyess C ) 'i:-' ) { :l { 3 i ) li )
Y r*. - T Ty Y Y
Increase slze of labar force () i) |L _j (L () () L)
Start program to Improve FroducySenyice qualiy ) () )] O () () )
DOWNGIZE your Qperalian t reNect CRanges In markess ) ) o 0 ) () 0
— £ oy - Yy £y ' Ty
Lirnit produs: c*ferings SUe i3 environmental consams () i) I :I () P () Q)
Limie prodduct affarings due o food safety concems ) () ! ) () () ()
i, £ o - o " P P
Consolikdate l:peraurg lzzations . |\_ A ( J | _{_' L S |\ A
Ierge with anciner agriusiness i ) |: ) I:"j { :1 f_ 3 i :, lf_ )
. I £ ~ Yy Yy Yy f'~.
Cease operallon due to selling out L LoJ J L W . .
Cfiange ownership due to reiramant ) ! ) ) () () ()
. 7 ) ~ Y i y P
Downsize labar forse L) |\'__‘_| (_.I L -‘_l » o |\'__‘_|
Yy e Y T I f'w
Develop 3 major cost culting program L) (L C_t] () () () ()
, . Y £ ™ Yy Yy Y P
Ciher business actians A (please specly below) -, L) (____,l L J . i
. Y - \ P y ~
Ciher business acions B piease speciy beiow) ) ) O $ O O )
Criner business actions:
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Part 4a: FIRM STRATEGY AND PLANNING

The following set of guestions ask you to reflect on the nature of your organization's structure and its strategy-making

and planmning style.
For each llem below, pleass Indicale your responss on the scale provided.

30. In general, the current management philosophy in my firm favors....
() t-mgny ()2 (s (s (s (e
struciured

charngls o

communication

and a highly

resifcied access

to Imparant

financial and

aperating

Irformaticn

31. In general, the current management philosophy in my firm favors..

™

1 o Iy L Ty
A2 )2 4 (/= L )6

LN L = L

() 1=aswong .
Inslstence an a

unifarm

managerial style

tnroughout the

firm

32. In general, the current management philosophy in my firm favers...

'S N Y . Y -
() 1=asong ()2 )3 ar ik (s

.
emphasls on

giing the mast to

gay In declsion-

rnaklng ta farmal

line managers

.
{7 7-open
channsls of
cammunicalion
with Impartant
financlal and
operating
Infoemnation
fiowing guite
trealy troughout
the arganization

Q-
Managers'
operating styles
allowed to range
fressly from the
very formal 1o the
wery Informal

P
[ ) 7= astrong

tendzncy o let
the axpenin 3
giwen skuation
hauz the mast bo
53y In geckion-
mizking, aven If
this means
temparary
bypassing of
farmal ling
autharity
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33. In general, the current management philosophy in my firm favors....

T Ty I Yy ! Yy
Lo t=Admng L G2 R L4 A5 LB
EmMphasls on

holding fast to
tried and frue
management
principles despite
any charges In
business
conditions

34. In general, the current management philosophy in my firm favors..

{ Ji-memng ()2 E (e (s (e
emphasis on

aways gesting

Fl!f5=rr|!| ta

follow the

I':I'h!ll:.-' ald

dran PT:':EdJ'EE

35. In general, the current management philosophy in my firm favors....
P P P P P P
:x_ J 1= Tight L _; 2 :x_ J 3 L JZ 4 Zx_ J 3 L JZ [}
farmal contral of

mast aparation by

rmaans of

sophisticatad

caniral and

Informatizn

syslams

36. In general, the current management philosophy in my firm favors....

()2 a )4 (s 'Y

L L P L _

() 1-msrong
emphasls on
getiing line ang
stall persanne io
adhara E|CEE""1CI
tormal ob
desEiptions

37, In general, the top managers of my firm favor.

() 1-ameng ()2 OF OF U @
emphasls on the

marketing of tied

and true products

and Services

::_;Z- 7 = & glrong
emphasks on
adapting fraely fo
changing
clrcumstances
wilthau? too much
concam for past
rasice

Pt

[ 7=astrong
emphasls on
getting things
dane even [ this
means
dsregarding
fomal procedures

P
[ ) 7=Loose,
Informal contno
heawy
dependence an
Informal
relazianships and
riarm of
coaperation far
getling work dane

.\_ ) 7 = streng
tandency o et
the requirements
of e situation
ang the
IndIvigual's
parsanaliy defins
prOpEr on-ob
bahaviar

r

k__‘;- 7 = & slrong
emphasks an
RE&D,
technaologlcal
leadersnip and
Innovations
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38. How many new lines of products or services has your firm marketed in the last five

years?

:; 1 = Mo nEw Z:_f\, 2 :ﬂ_; 3 __:] 4
lines ar FI'C'IL':J.E ar

EEndinas

::__;Z- 7 = Very
rany new lines of
producss or
sendEs

39. How much change has there been in the lines of products or services your firm

marketed in the last five years?

P Pt

Iz".l B -C"IEI'QEE F a f ] f | 4
A L % = 4

— .
In praduct ar

senvice lines hawe

been mosly of 3

mingT nature

40. In dealing with its competitors, my firm.

. - — .
:'\-. .—"I 1= i -' 2 :'\-. .-"I 2 I:. -' 4
Typizally

reeponds 1o

actlons which

compesions

Inliatz

41, In dealing with its competitors, my firm..

(i-kwy (2 BE (s
seldom ihe first
busiress i

Intragduce nev
prochicts/Ervices,
administrative
techrigques.
operating
technologies, sl

42, In dealing with its competitors, my firm.

o — —
Ty f 3 4

|
WA 2 L e 4

:'\__:- 1 =Typizally
seeis i avold
competiive
clashes, prafeming
a "llve-and-ies-
Ive” pashure

Y
i) 3

P

|} 7=Changes
In proguct or
service lines have
usually been
quits gramatlc

Ty o S
[} 7 = Typicany
Iritiates aclions
wifilch WTFEULCI'E
r!Epl:I'Iﬂ o

L) Ty
often the irst
business io
Introduce new
products/serices
administrative
techniguss,
oparating
technologles, et

o

s

Typically Z00pis
avery
compettive,
“undg-ine-
compesiore”
pasire
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43. In general, the top managers of your firm have...

':._:" 1= A strong ::_,\: 2 ':._;' 2 '::_:: 4 f_, 5 'k_\, 3 f\_'j 7 = A slrong
procivity for - prociivizy for nigh-
risk projects (wth risk projects (wih
narmal and chances of very
cetain rates of high returns)
rebum)
44, In general, the top managers of your firm believe that...

P '\\ _.-'-'_ _"\_ _/-'_ _'-'\_ _/"-\.

[ J1=owing ()2 ()3 ar (Vs (8 [} 7= 0wing to
to the nature of the nature of the
the ervinanmeant, envirarment.

It ks petter to bold, wige-ranging
explone It aClE Gre Mecessary
gragually via to achleve the
timid, fimm's chjectes
Incremenial

bahavior

45, When confronted with decision-making situations involving uncertainty, your firmu.

Y P T P T P T
DL ()= ()3 ) (s (e [ ) 7 =Typically
Typically adopts adopis a bad,

a cautious, “walt- aggressive
anc-2g" pasiure pasture In order io
In arder fo maximize ihe
minimize the probatility of
pratabiity of exploling

making costly potznila
decizlons OppOnunities
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Part 4b: FIRM STRATEGY AND PLANNING

A mumber of planning actities are Isted b2low. We woukd lIke o know which ones ars used in your erganization. The column headings nave the
following meanings:

YES, FORKMALLY maans tat you regularly engage In the activity and you produce a formal dacument 1o guide management aclon.

YES, INFORMALLY means thal you regularty engage In the actvity but rather than produce a formial, wikiten document you keep the Ideas efther
In your mind ar In some Informal written farm

W3 means that vou do not regulary engage In the activity elther farmally or Informally.

46. In your organization, which of the following planning activities does your organization
use? (Please check the appropriate column for each item)

YES, YES, -
FORMALLY IMFORMALLY
e . ~
A mission statement or a stalement of speciic business objeciives? (7 () )
A3 1o 5 year general business plan to pulde cperations Meluding a 'acliiles plan, personnel plan 7 E 7 \_ ?.
andior a financlal plan? - - -
An ) B )
annual operating andior capital budget Inciuding sakes andor cash flow projections? 2. D, P
A evlEw of 165 Intemial strengins and waaknesses? ) () O
- — o
A revizw of oppariunties and threats from oulsios the frm? o ) 3
Am analysls of compelitors” strengths and weaknesses? I:h :) I:_ _{l E:,'
An analysls of business condBlons Including frade area Information, legal and regulatory changes, {-} |:___:| L -;-
andior Industry frends? :
An annual analyels of 7 performancs by department, product ine, andior smployee pettarmance” () P ™
A tood £3%2ty andior sustalnabillty management plan {Le. Hazard Analysls & Criical Contral Paints (j \_';l C:
[FACCS), Corporate Soclal Responslolity [CSR). Good Agricullural Pracices (GAP) or Good
Harding Fracticss (2HP, =i
e "\ P
An environmental management plan? fx IL J} l. P
A mwwn‘&ﬂt succassion plan? ( _:I ( :' 'l ::l
A personnel management plan? lf_ :] I: :l ’ :,
A NOMHTANagement persannal Incugad In e planning process? 3 7 D

Ofhar plannirg actuilies In usa (pleass specty)
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Wie 3150 want Lo Know I you want o changs your carrent use of the various planning aclivities presented In the previous guestion. The colmn
neadings for the queston below have the faliowing meanings:

WO CHANGE means you are salisfied with your organization's use of a parficular activity (ewen I not currently using Ity
BEGIM USE means you are not using a particular actiity but wand to begin using it

IMPRCAE CURREMNT USE means you are cumently using a particular activity bul want Improvement IR your use.
DISCOMTIMUE USE means you are curently using a particular activity but do not want 1o use 12 In the future.

47. In the future, what change(s) would you like to make in your arganization's use of the
following planning activities? (Please check the appropriate column for each item)

IMPROVE
DISCONTIMUE
MNOCHAMGE BSGINWUZE  CURRENT USE
usE -
A mission slatement or a statement of specific business objecilves? () {_:‘ |;_-:] |:":|
A 3 to 5 year general busingss plan to gulde cperations including a tacillties plan, "_: |:_:. |:_:|
personnel plan andior 3 Ananclal plan? - - N
An annual operating anor caphtal budgst Including sales andfor cash Now i j i ) |\ ) 3
projections? ’ )
A revlew of Its Iriemal slrengine ard waaknesses? - -;'_;] i i
- \_ \_J
A review of oppariunities and threats from outside e fm? -jr;] 7 7
- L |
An analysls of compatitors’ strengihs and weaknesses? -Z:_\j ) i
An analysls of business condilons Including trade area Information, legal and -:_:" I :: |: :I
reguiatory changes, andior Induslry trerds? - -
An annual analysls of irm perfomance by sepanment, product ine, andior emplayee K _} : )] @
periormaEnce?
A food safsly andfor sustalnabllity management plan (Le. Hazard Analysls & Critical :;_ -;:_:" Q |:_:|
Cantral Paints (HASCR), Corparale Soclal Respansinlity (C57), Good Agrcutural - -
Fraclces ({GAF) or Good Handing Praclices {GH=), =lc.)
An envirenmental maragamens plan? .\2, { , lfﬂ‘ |:_?|
. . — f'-. — —
A managament succession plan? () ) i) L
e o~ Pt o
A personnel management plan? L ) i L
Are nof-management persannel Inchugad In e planning process? . { j i :1 r: -:I

Other planning activities you would ke 1o use (please specity)
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Part 5: COMPANY INFORMATION

The following s=t of questions ask you to provide some demographic information about your organization. This information
will help us befter understand the differences among the businesses that we are sureeying. As with all other responsas,
your responses will be kept private and confidential.

48. Please estimate the total number of employees in your arganization.

-
SR
(1=

iy
{ st
-

() 11wz

—,

() 25150

' -
[ wora than 500

49, Please estimate your organization's sales (in million $) for the following years.

Dot
BE 50 1045 1525 2550 50100 100-200 Z00-500 S00-1000 - 1000 Knowsul

Fesp

2008 O O O O O O O O O O O
ol o o C 0 O 0 O 0 0 O C
011 o O O O O O O O O O O

50. Within your primary market territory, please estimate the market share of your core
product or service for the following years. (Please check the appropriate column for each
item)

0% 1% 10 10% 11% bo 30% 1% ta 50% owver 50% Dot imow
2003 O Q Q O O O
Sl O O O Q O @
011 O O Q O Q O

51. Please estimate your organization's total assets (in million $) for the following years,

0-5 518 15-100 100-50D =500 D= knowiPll
TEEQONES
20c O O @) O O O
2010 O O @) O O O
2011 O O Q @, O @
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52. Please estimate your organization's debt-to-asset ratio for the following years.

Coan't knora™ull

D% fo 20% 20% to 40% 40% to B0% Above 50%
TEEpONES
- " Ty P P P
2009 (_J J L/ W) LJ
- P P P P P
Ry L/ L) L N I\__/I
e P — . Pt P
i L W b et L4

53, Please estimate your organization's average annual pretax profit for the last three
years. (NOTE: Owner corporations should include owner compensation and withdrawals
as part of profit).

f 'j Wiore than 5% of salee
.

{_ ) From 2% o 5% of sales

[ From 0.5% 10 2% o sales
() Breakeven (trom -0.5% o 0.5% of s3ies)

{7 ) Loss [Less than -D.5% of sales)

54, Considering your answers to all the questions in the survey, how optimistic or
pessimistic are you about your erganization’s ability to perform well over the next five
years?

{Please check the one item which best applies.)

:- Very optimistiz

{ ) opumiste

S
:: | Ursure
{ ) Pessimistc

L

i

{_ ) very pessimistic
55. If you would like to share any additional comments, please write them in the box below.
Tharx YOU very much ro'y'm.r tme and :2:1:!![3"01. Wiz wil be =rasen1l'15|1re regults af this ELWE}'J['.WE 2012 Kich gain -'-.g1t-J5 ness Azzociation

Oublock Conference on September 14-1€ at the Grand Hotel — Mackinas Island.

WZTE: Once you dlick DONE you will nat be able ta rabum to change/reviaw Your respanses. If you wish o CREngereyisw your respansss, piease
click PREV. Wnen you have completad Me sundey, you £3n rafurm 22 1is page and SUDME your responsas by dicking DOME.
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APPENDIX C — Comparison in Agriculture characteristics 1992

and 2011.
Characteristic 1992 2011
Ag Land, Inc buildings -
asset value US $/ac HISLL SR LG
Ag Land, Inc buildings -
asset value MI $/ac $1,106.00 BRI
Ag Semces(g)"penses US  $18,300,000.00 $37,100,000.00
Ag services expenses MI N/A N/A
$)
etz animal$e"penses US 14200,000.00 28,600,000.00
( ) b b . b 2 .
Total animal expenses MI N/A N/A
$)
Total Corn area planted US 79311.000 91.921.000
(ac) b b b b
Total Corn area planted MI 2.700.000 2.500.000
(ac) b b b b
Total feed expense US ($) $20,100,000.00 $54,600,000,000.00
Total feed expense MI ($) N/A N/A

Total fertilizer expense US

$8,300,000.00

) $25,100,000,000.00
Total fertlhz(%r) expense MI N/A N/A
Labor, hired and contract,
incl non-cash benefits US $13,700,000.00 $26,800,000,000.00

%)
Labor, hired and contract,
incl non-cash benefits MI N/A N/A
$)
Labor, hired work rate US
’ . 11.
($/h) $6.06 07
Labor, hired work rate MI
’ 21 A
MaChmery{Jgﬂ(‘g " GXPENSE ¢4 000,000,000.00  $6,400,000,000.00
Machinery, other - expense
’ A A
MI ($) N/ N/
Total Mﬂk({’g)"duced US  150,847,000,000  196,245,000,000
Total M1lk(%)br)oduced MI N/A 8.478.000,000
Total Soybean area planted 59,180,000 75,046,000
US (ac)
Total Soybean area planted 1,450,000 1,950,000
MI (ac)

Source: National Agriculture Statistics Service
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Appendix D — distribution of product and geographical scope in the industry

Geographic scope - 1992

60%
50%
40%
30%
20%
10%

0% -

0-10 mi 10.1-20 mi 20.1-30 mi Over 30 mi
B All products and services (N=200)
Geographical scope - 2012
33.33%
35%
° 29.63%
30%
25% 22%22%
20%
13.89
15% +—— . 11%
0,

10% 5.56%_ 8:33

sop 41— .70%

O% T T - T T

Within 30 mi In-State Regional Other States in International
(Border States) us
Input products and services (N=36)  Commodities traded (N=27)
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Product andService scope - 1992
35%
30% | 28% 29%
>sy, 25%
5%
20% 18% 19% 17 o
15%
119
10% pm 2%
0,
4% > 4% 4%
5% 2%
0% T T . T T T T . T T 1
0 1 2 3 4 5 6 7 8
Inputs (N=191)  ® Commodities (N=167)

NOTE: on the xx axis is registered the number of different products and services the firm
provide.

Product and Service scope - 2012
50%
40%
0

40% 33%
30% 24%
20% 16% 15y

12% 12% 12% 9%

18 i W
10% 39% 4% 4% 39 4%

0%
0% T T T T T T T T T T T T T 1
0 1 2 3 4 5 6 7 8 9 10 11 12 13
Inputs (N=33) Commodities (N=25)

NOTE: on the xx axis is registered the number of different products and services the firm
provide.
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