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Foreword
- Should cooperatives be directly involved in advocating ferm programs
on behalf of their members? Except in deiry, this role has traditionally
been left to the commodity groups and general farm organizations. Yet, in
1983 it was learned from the PIK progran that farm programs have a pro--
found'impact on cooperatives. ' That impact is by no means limited to pro-
duction control programs such as PIK.‘ |
The purpose of this publication is to explain the impact of ferm pro-

grams on cooperatives. No effort is made to quantify this impact. Dis-

cussions were conducted with several major cooperative managers regarding

the nature of the impacts. While the impetus for this study arose out of

the adverse impact of the PIK program on cooperatives, it draws on and

 encompasses the experience and policy developments since then including

the enactment of the Findley loan, the merketing loan,'and the long-term
conservation reserVe. In addition, comments are made concerning the
potentialiimpact of the Gramm-Rudman balanced budget initiative and
related moves toward less government involvement in agriculture.
The publication is composed of two major components.
® In the first part we explore the broad issues associated with farm
policy impacts on cooperatives. The suggestion is made that com-
modity groups and general farm organizetions cannot possibly repre-
sent cooperatives' interest in farm policy because those interests
are unique--even for the farmer-members of cooperatives. In reach-
ing»this conclusion, we review the historical impacts of varieus
types of policies on cooperativee.
® In the second part we analyze the role of cooperatives under five
different'alternative types of farm programs. We conclude that
while government can be a very effective facilitator (via tools
such as marketing orders), the heavier the hand of government, the
weaker the cooperative system. At the same time, we recognize that
those on moderate size farms, who are the predominant cooperative

members,‘have great difficulty operating in an open market and must



be provided the tools of survival.

It is the authors' hope that this paper will foster discussion of the
important issue of cooperatives' role and interest in the process of farm
policy formulation.

This project was supported by the Agricultural Cooperative Service,
USDA, although the views expressed in this publication do not necessarily

reflect their position on the issues discussed in it.



Introduction

The role that ceoperatives shou/d play in the  development 6f farm
programs (target prices, support pfices, farmer-owﬁed grain‘reserve, acre-
age reduction, conservation reserves, marketing orders, trade policy,
etc.)-has become an item of major interest and controversy. Many coopera-
1tives wefe "blindsided and/or broadsided"” by the PIK program. In a time
of farm financial crisis and balanced budget initiatives, cooperatives are
equally affected by not being afforded the tools by which their farme:-
 members can survive. |

It is the conclusion of this study that PIK simply brought the impor-
.tant issue of cooperative involvement in farm program development to the
surface--to a level of visibility. Farm programs have, in fact, always had an .
impact on ceoperétives, not | just on their members. More importantly, the impact of
© many trad.it/ona/ provisions of farm programs on cooperatives has been negative--ad-
verse to theb.cooperative in:erest and ’maybef on balance, to the /onger-term interest of
producer members! The problem is one of sorting out those program attri-
buies that support coopeiatives from those that do not.

The igterest of the cooperative member in policy is highly cemplex.
From both a theoretical and philosophical perspective, a cooperative's
interest in policy should be the same as that of its members. T7The mem-
bers’ interests shoul/d be motivatea by maximizing their returns through the utiliza-
tion of cooperative services. In practice, however, questions arise as to how
many producers perceive their interest from the perspective of their coopera-
tive’s success. Unless there are Strong cooperative initiatives .that con-
sider and stress the impacts of policies upon both the cooperative and the

- farm, the tendency is for the farmer to consider only the farm level

impacts of policy. Likewise, there may be a tendency for cooperative's



management to only consider the impacts of policies on the cooperative --
without adequate consideration of the farm level impacts. Wise cooperative
policy development requires consideration of both levels of effects.

This analysis likewise suggests that the cooperative members' inter-
est in policy, properly developed to consider both the cooperative and
farm level effects, may be quite different than that of the nonmember.
While nonmembers may favor high price supports and production controls,
for example, members of an export-oriented cooperative may be quite
opposed to such policies. That is a shocking conclusion because it may
mean that neither a general farm organization (Farm Bureau, Farmers Union,
etc.) nor a commodity group (National Association of Wheat Producers,
National Corn Producers, etc.) may be able to represent the interests of
both cooperative members and nonmembers. Such an analysis also serves to
emphasize the importance of a cooperative communicating with its members
regarding their mutual interests in policy issues.

Various types of cooperatives are affected differently by farm pro-
grams. Supply cooperatives are more directly affected by acreage reduc-
tion programs than marketing cooperatives since farmers set aside their
lower quality lénd, output is less affected than the quantity of inputs
used in production. Even among marketing cooperatives, the impact of
acreage reduction programs is affected by the diversity of products mar-
keted. A marketing cooperative of a single commodity with a price support
program (i.e. cotton), for example, would be more adversely affected than
a marketing cooperative of multi-commodities—-some supported and some not.

It is also the conclusion of this study that the functions and strat-
egies performed by cooperatives affect the optimal mix of policies. This

being the case, different cooperatives can logically come to different
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conclusions regarding‘the appropriate program direction. Extensive
dialogue is needed among cooperatives and their members to assure that
they are not‘running at cross purposes in policy'deﬁelopment.

The purpose of this publication is to explore the basis for’these
conclusions. This will be done by selecting specific illustrative farm
program features and analyzing their impacts on cooperativea and their
members. The examples selected are designed to represent a range of pro-
gram dimensions, many of which will become the focal point of future farm
bill debate.

In the study, the authors draw on their experiences in the fields of
cooperatives and public policy. They also draw on interviews of coopera-
tive leaders conducted over the period in which the 1985 farm bill was

being developed.

-Cooperative Involvement In Policy

Aside from milk, rice, and sugar, cooperative involvement in farm
program developmentvgenerally has been limited to those activities that
directly affect the day-to-day operation of cooperatives.: Cooperative
lobbying activities, therefore, have tended to concentrate on areas such
as protecting the Capper Volstead Act, maintaining cooperatives' tax sta-
tus, naintaininé transportation regulations favorable to cooperatives,
obtaining reasonable chemical regulations, and assuring adequate energy
supplies to farmers.

Cooperatives have tremendous potential for impacting farm programs.
Milk cooperatives have traditionally been classed as one of tne most
politically potent lobbying forces in Washington. While milk cooperatives
have been deeply involved in the determination‘of policy with regard to

milk, they typically have not been a factor in debate on other commodity



issues such as feed grains. This is the case despite the reality that
feed grain programs have a profound effect upon the prices, cost, sup-
plies, and stocks of these commodities. PIK clearly demonstrated this
impact.

Rice cooperatives have been deeply involved in the determination of
rice policy. Yet rice policy initiatives have sometimes ventured out on
their own without adequate consideration by either them or other coopera-
tives of the need for a coordinated effort that cuts across agriculture.
In the 1985 farm bill, rice, cotton, and honey were the only commodities
for which a marketing loan was mandated. For wheat, feed grains, and soy-
beans, it was only authorized. If a marketing loan was good for rice,
cotton, and honey, why not for other commodities?

Cooperatives that do not become involved in the farm policy arena
have either explicitly or implicitly decided that their interests in farm
programs can best be reflected by their members through the traditional
farm organizations (general or commodity). In making this decision, coop-
eratives have again implicitly or explicitly concluded that their (the
cooperatives') interest in farm programs is minor or that their members
are already reflecting the cooperative's interest in policy through their
farm organizations. If this is the case, why PIK and why the continuing
farmer support for PIK type production control programs?

In a recent Texas survey, two-thirds of the producers felt that if
large stocks reappear, PIKs should be used again. Even in Illinois, 53
percent of the producers endorsed the use of PIK again (Guither). Yet in
the current post PIK period, many regional and local'cooperatives are near
financial failure or have already failed. The beginnings of their prob-

lems started with PIK and were compounded by several errors in farm and



macroeconomic policy since then. Interestingly, the 1985 farm bill
considerably expands the potential for using PIK in lieu of deficiency
payments or long-term land retirement programs (the conServation reserve).

There is a very major question as to whether cooperative members rec-
ognize their specific interest in farm programs as well as their coopeia-
tive's interest. But should the cooperative's interest and the member's
interest in policy be one and the same? The answer to this guestion
deserves to be pondered. What are cooperatives doing to ﬁake sure their
- members understana and correctly reflect their interests as well as their
cooperative's interests in the policy deliberatiens of the farm orgainza-
tions to which they belong? |

Producers may be quite sensitive to the impact of policy on the pro-
duction sector in which they oﬁerate. They may not be nearly as sehsitive
to the impact of peolicy on either the input (farm supply) or the market-
ing—distributien sectors. Cooperatives that operate in these sectors can
increase the level of producer sensitivity to policy impacts upon the
whole agricultural and food system. That sensitivity is critical to
develcoping policy which serves the long-run interest of producers and
cooperatives.

Even among the more highly integrated milk cooperatives, one can
guestion if there is sufficient discussion and consideration of the appro-
priate mix of producer and_cooperative interests in Aeveloping the spe-
cific attributes of the dairy program and its interpretation. To answef
thiquuestion, one can witness the consternation regarding the impact of
the milk diversion and dairy buy-out program on the utilization of cooper-
ative plant capacity and thevescalation of transportation costs.

In retrospect, did milk cooperatives benefit from increased invest-



ment required to handle milk surpluses that were the result of the high
support prices they advocated in the early 1980s? Did milk producers ben-
efit? Did cooperative members benefit more than nonmembers? These are
questions that are difficult to answer, but they are relevant to future
dairy policy development. Many of the conflicts that have arisen over
marketing order provisions exist because of the differential impacts of
orders on regulated versus nonregulated plants and on cooperative versus

proprietary firms and their respective producers.

The Evolution of Today’s Farm Policy

PIK, the farm financial crisis, the deregulation, and balanced budget
initiatives have brought the issue of cooperative involvement in policy
development to the forefront. Careful evaluation of the impacts of gov-
ernment programs on cooperatives, however, reveals that policy impacts run
much deeper than production control programs--to the target price, the
nonrecourse loan program, the farmer owned grain reserve, marketing quo-
tas, volume prorates and even macroeconomic pelicy. The Gramm-Rudman bal-
anced budget initiative could have particularly important implications for

cooperatives.

Price Supports and the Nonrecourse Loan

The centerpiece for farm programs, whether in dairy or in crops, is
the price support programs. Historically, one of the major goals of farm
organizations has been to raise the level of price support. This contin-
ues to be a prominent goal for several farm organizations. The implied
lower level of price support, including its budget exposure and payment
limit implications, became the center of resistance to the Findley and

marketing loan provisions of the 1985 farm bill.
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 In crops, the’price support function is performed hy'the nonrecourse

~loan.  This loan was initially established as a tool of orderly marketing,
designed to spread'marketings over the crop year--from one harvest to the

'next}l_The loan concept,ihowever, soon became a tool primarlly for sup-

porting priceS‘on a year-to-year basis. Under these circumstances, gov-

efnment became the market as it was through'much of the 1950s and the

"19605. The effect has been to nulllfy or dlscourage marketlng throughout

‘the year. If farmers cannot- receive the support price plus interest

costs, or even if a higher market price is anticipated in the future, the
volume of farmer marketings falls abruptly.

In the process of using the nonrecourse loan as a prlce support

fdev1ce, the only way the United States could compete in the world market

was to sub51dlze exports. Export subsidies of var;ous types were then a

3

major farm policy tool of the U.S. government up to the consumation of the

-Russian grain deal in 1972. The willingness to subsidize exports’ was, in

‘fact, the prime determinant of the level of exports throughout the 1950s

and.the 1960s. Even with subsidies, exports only totaled $4 billlon to $8-
billion annually throughout thls period.

| In the presence of relatively hlgh price ‘supports, low exports led to
a'large surplus of storable commodltles such as wheat, rice; and cotton.
.The result was extensmve efforts to control productlon. Acreage allot-
ments and guotas (provrded for in the initial major farm programs) were
followed by ma551ve_land retirement programs. Even as late asfthe early

1970s, the government was paying farmers to hold 60 million acres of land

1Interestingly, marketing order provisions, such as volume prorates and
reserve pools, have the same objective. Those orders that have developed
burdensome surpluses have likewise been utilized to raise prices as
opposed to simply promoting orderly marketing conditions.
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out of production. Despite production controls, stocks accumulated in
ever normal granaries of the 1950s or their equivalent. Extensive produc-
tion control programs did not solve the farm problem. New program alter-

natives were sought.

Target Price

The answer to the farm policy dilemma of the 1950s and the 1960s was
a lowering of the loan rate and a substitution of direct government pay-
ments to producers. This began in the late 1960s and evolved into the
target price program in 1971.

The target price made it politically acceptable to lower the loan
rate. This change in government policy combined with unfavorable weather
and a favorable overall world economic trading environment led to a boom
in exports. 1In 1973 and 1974, export demand was so strong that the loan
level was of little concern to farmers. By the mid to late 1970s, how-
ever, the maintenance of a competitive loan rate was recognized as being
so crucial that a semi-automatic adjustor of the loan rate to the world
market price was provided for in the 1977 farm bill. If the market price
came within 5 percent of the loan rate, the loan rate could be lowered
below the minimum specified by law. Unfortunately, the Secretary of Agri-
éulture has seldom had the political fortitude to use that authority--even
if the loan rates were sufficiently high that U.S. grain and/or cotton
were priced out of the world market. This is exactly what happened in the

early 1980s.

Farmer-Owned Grain Reserve
In the mid 1970s, a consensus developed that the world food supply-

demand balance had changed sufficiently that chronic surpluses were no
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blonger a majorpconcern. Any buildnp‘in stocks wouldlbe temporary;'"ln the'
eyes of many economlsts and pollcymakers, the farm problem had shlfted
:from one of excess capacrty to periodic shortages comblned wrth unstable
farm prrces and rncomes. »

VTo‘deal with the-problem of price_instability,EUSbA'developed the
farmer—owned grain reserve. The theory of the reserve was that iniyears
of surplus productlon, graln would move - 1nto the reserve. Ituwouldvbe'

: released at a hlgher prlce in years of deficit productron. 'With'the
reserve, prices would be malntalned within a corrrdor between the loan,‘
"rate and the release prlce. , | o -

The reserve_worked;well.ln its initial yearslwhen.market supplies
were relatively tight.and'the reserwe program wasbnot overly attractive.
vFrom 1978 through 1980, the market price moved systematlcally between the
loan rate and the release prlce. |

‘The reserve s functlonlng as a market—orlented stablllzatlon device,
however, encountered serlous problems in the early 19805., To soften the
blow,of the Russran:graln embargo-a polltlcal decr51on waslmade in 1980 to
raise the reserve loan rate‘substantially,above'the regular loan. 1In
addition,linterest-paYmentsawere forgiven on the:loan, construction of
. farm storage was subsrdlzed, and large quantltles of graln were moved lnto
the reserve. In the process, on- farm storage capac1ty lncreased dramatl—
cally. This pollcy did not change desplte the reallty that the reserve_ll
| loan rate approached, and ‘even exceeded, the world market price.: The
‘result was lower exports--dlrectly contrary to cooperatlves ‘interest as

well as 1nterest of their members.

Dlversmn and Productlon Control Programs

The advent of dlrect farmer payments ‘provided an addltlonal tool by
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which the government could adjust production to market needs. This tool
made farm program benefits conditional on reducing acres planted. Pro-
grams of this type went by various names--diversion programs, set-aside,
reduced acres programs (RAP), or the current acreage reduction programs
(ARP). These programs largely replaced the mandatory allotment and land
retirement programs that had been the center of production control poli-
cies until the early 1970s. The important distinction between land
retirement and diversion programs is that under land retirement programs,
farmers are overtly paid by the government to take land out of production.
In the diversion programs, farm program benefits (deficiency payments and
access to the nonrecourse loan) are contingent on reducing the number of
acres farmed.

History demonstrates that, unless a large number of acres of land are
taken out of production, acreage controls have little impact on the guan-
tity produced. Economists use the term slippage to refer to the differ-
ence between the percent of land taken out of production and the percent
of reduction in the quantity produced. A rule of thumb is that with a 15
percent reduction in acres planted, the quantity produced will fall by
only 3 percent--80 percent slippage. Slippage is so high primarily
because the poorest quality land is selected by the farmer to be removed
from production.

The slippage concept is not just applicable to crop production. The
very same phenomenon was experienced in the milk diversion program and is
currently occurring in the dairy buy-out program. Analyses at Texas A&M
University indicate that there was about 50 percent siippage in the milk
diversion program. Theoretically, whole farm buy-out should yield a lower

level of slippage. The diversion program, however, gave dairymen experi-
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ence’in?"farming“'production.control programs. PractlceS'suchbas_trading
rcowspcould become as widespread‘asvfarming lahe bottoms; o o
:’The:higher the proportion of:land removed from production,.of course, .
the less sllppage. That"ls‘what made PIK more effective in reducing pré-"
ductlon.v In addltlon, whole farm land retlrement programs are more effec-
tive than diversion programs because all land is removed from productlon. H
‘Of course, the most effective‘production control‘programs are those which

set limits on the gquantity that can be marketed (marketing‘quotas);

 Findley ‘and Marketing Loans"\

In the earlw l9805, it became apparent that loan rates above world
| ’market prlces were once agaln 1mped1ng exports of farm products. While
loan rates had not been ralsed excessrvely by polltlcal actlon, the strong
rdollar, world rece551on, and developlng country debt ‘combined with produc-
tlon lncentlves prov1ded by increasing target prlces resulted in loan
rates- becomlng the effectlve price floor. A sharp reductlon in exports
from 1983 through 1985 made the level of loan rates a major 1985 farm blll
issue. | |

An idea, inltiallj adwocated by Wayne A, BoUtwell, was to abrogate
the effectlveness of the regular loan rate as a prlce floor by allowrng
producers to repay the loan at the world market prlce. Boutwell a former
~aid to Senator Cochrane, 1s the presrdent of the Natlonal Council of »p'
’bFarmer Cooperatlves (NCFC). His bold 1dea, referred to as a marketlng
-loan; was receiVedVWith'concern by some of the member s of NCFC who gener-
ally were not 1nvolved dlrectly in the export market and/or held the v1ew
that cooperatlves should not be lnvolved in farm poltcy development. |
While supported by the Natlonal Assocratlon of Wheat Growers, the Natlonal

Corn Growers Assocratlon, and the Flve—State Rlce Producers Leglslatlve



14

Group, the marketing loan idea was viewed with suspicion by farm organiza-
tions that either favored continuing the loan as a price support device or
looked upon Boutwell's initiative as potential competition to their organ-
ization's farm policy initiative. Exporting firms generally supported the
idea although they had suspicions about the cooperative source of the ini-
tiative.

The merits of the marketing loan were clear to any market-oriented
person. Removing the loan rate as an effective price floor would automat-
ically make farm commodities become world price competitive aggin. Sur-
prisingly, the Reagan administration opposed the marketing loan idea.
While the Reagan administration desired a lower loan rate to make products
more competitive in the world market, it opposed the uncertainty associ-
ated with the level of government expenditures under tbe marketing loan.

An alternative to the marketing loan was to lower the loan rate.

This option was opposed by farmers and farm organizations that had tradi-
tionally favored high price supports. It was also opposed by farmers who,
because of the scale of their operation, exceeded the $50,000 limit on
deficiency payments. For them, one major advantage of the marketing loan
was that the resulting increase in payment from the government (the dif-
ference between loan rate and repayment rate) would not be subject to the
. payment limit.

A compromise between these opposing forces was the Findley loan rate

reduction. The Findley loan rate is set at a level below the regular loan
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rate Wlth the dlfference not being subject to the payment llmlt.2 The
- Findley 1oan rate 1s still a price floor and could, under adverse condl-
tiens,,price'the:United'States out of world commodity markets. a
Interestingly, a provision in the 1985 farm bill that sets a floor on
the rate at which the marketing loan is'paid'baek also could have the
effeet of pricing the‘United States'out of the world market_.3 Ihis woﬁld
happen any time the repayment rate rose above the worldvmarket'price.' Ih
such an lnstance, 1t would be to farmers' benefit to forfeit the commodltyb
to the CCC rather than pay back the loan at world price. Identlcally, the
'bsame effect occurs if the USDA estimates the world‘prlce; thds; the repay-v
. ment rate becomesltoo high. Such potentiai consequences could be avoided
by not,al;owing commodities to be forfeited:to theVCCC under a marketing
leanf—a type of recoureellean. | | | |
_Onlf rice ahdvcotteh obtained the harketing loan asma mandatory pro-
gram in the 19851farm hill.4 Rice growers were required to repay their
marketingvloan at‘the‘world'marhet price. Cotton growers obtained the
) . N
marketing loan withvalternative.repayment rates of 70 percent oi the ioan

rate repayment floor or the world price. 1In all other commedities; a mar-

2The'term Findley loan comes from an earlier proposal by, then Congress- »
man, Findley that the price support loan rate be reduced when the market
price came within 5 percent of the loan rate. To make the reduction more
acceptable to the large farm leadership, it was proposed that the reduc-

~tion not be subject to the payment limit. As indicated previously, this
provision was implemented 1nto law but the discretionary authorlty was
seldom used.

3 , ‘7 . . ) . ) .A , . . .' ' )
"This provision was a concession by cotton and rice producers to the
administration as a means of controlling program costs.

4Rice is the commodity where cooperatives, perhaps, are the strongest
political force of any major farm commodity. Dairy would be a close sec-
ond. . : '
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keting loan was simply authorized to be used at the discretion of the
secretary.

The marketing loan in rice and cotton should be a fascinating experi-
ment. The high loan rate during the early 1980s caused a severe reduction
in the U.S. market share with exports being limited largely to those that
were subsidized. As a result, the ability to recapture markets under the

marketing loan will be directly tested.5

Macroeconomic Policy

It would be wrong to blame everything that has happened to agricul-
ture in the 1970s and the 1980s on farm policy. Macroeconomic policy (the
power of the government to tax and spend) has also been an important con-
tributor to the current farm problem.

Throughout the:1970s, the declining value of the dollar fostered
exports. In the early 1980s the trend reversed. The dollar began a per-
sistent long-term rise in value. The rising value of the dollar was
caused by a combination of tax cuts, tight money supply, increased spend-
ing, and resulting high deficit.

Tax cuts early in the Reagan administration provided an economic
growth stimulus. In the absence of a corresponding reduction in federal
spending, a tight money policy was pursued which raised the interest rate
and lowered the inflation rate. Increased government spending primarily
was a result of defense buildup, entitlement programs, and increased
interest on the national debt. The higher nominal interest rate combined

with a lower inflation rate meant that the U.S. dollar was an attractive

5Rice can be argued to be a best case scenario for testing the marketing
loan since the world market for rice is not dominated by state trading
competitors as is cotton.
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1investment.-:The resulting strong dollar increased the‘effective price of
U.S. commodities;‘as well as ali exports,yin terms of'foreign‘currencies.
A’drematie_decline’in—expcrts resulted, aggravated'by the floor pricee set
i by commbdity loan rates. | |
.It was the over—valued dollar, world reeeSSion, andvdeveloping coun-
try debt that made the loan rate for several commodities exceed the world
market priée in 1982‘through 1985. VThis, in turn, ied‘td increasing pres¥
sures to control production and subsidize exports; One cahjargue, qﬁite
,persuaeively, thatrthe payment—in—kind'program was precipitated by macroe-
conomic and domestic tarmipolieies mere than by the 1980 grain embarge. i
It is not yet clear how. pervasive the impact of the Gramm-Rudman bal-
anced budget initiativevwili be on agriculture. The initial 1986 nominal
cut in‘gdvernmept spending lowered the effective level of the target prieeﬁ
and loan rate by proportionate reductions in éayments from the government.
If an attemﬁt is hade to balance the budéet exclusively by spending reduc-
tions, even lerger reductions would come in 1987 and subsequent years.
Farmere could react to reductions in direct government payments by insist-
ing on either‘higher ldan retes or morereffective production controls.:
Either action weuld put U.é. agrieulture back in a lessveompetitive situ-
ation in exﬁort markets. Budget cuts of an even larger magnitude'couid
come in other USDA programs. Federel extension programe were on an ini-
‘tiel "hit’list? for exclusion'from the Eﬁdget to meet the Gramm-Rudman
cuts. Large cuts in agriculturai research, includiﬁg cooperative
research, information, and education, might likewise be ahticipated.
‘Analysis at Texas A&M ﬁniversity clearly indicates that the achieve-
ment‘of a balenced budget exClusiveiy by reduced spending would lead to

consistently deteriorating economic conditions throughout the life of the
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1985 farm bill. 1In fact, it is impossible to achieve a balanced budget
exclusively through spending reductions because of the adverse effect of
reduced government outlays on economic growth. The spending reduction
goal needed to achieve a balanced budget literally becomes a moving tar-
get. A reduction in government spending thus reduces economic growth
causing tax revenue to fall and requiring a continuously larger reduction
in spending. The balanced budget is not achieved; it will not be before a
severe recession ensues. In the meantime, agricultural income and asset
values would be consistently declining.

The same analysis, on the other hand, indicates that balanced budget
by a 50-50 combination of reduced spending and tax increases would yield
substantial benefits for agriculture. Farm income would rise after 1987
and land values would begin to recover It can thus be seen that macroeco-
nomic policy decisions will have a major impact on farmers over the next
five years—--particularly as it interacts with the 1985 farm bill provi-

sions.

Impact of Farm Policy on Cooperatives and Their Members
The discussion, so far, has been relatively sterile of specific coop-
erative impacts. Such unique cooperative effects occur both at the coop-
erative and producer-member level. These effects are uniquely cooperative
because:6
® The cooperative is a unique form of business organization. Being

member-owned and controlled, it generally has an obligation to

6This list of unique cooperative features is not meant to be complete.

Nor is it meant to imply that all cooperatives either operate identically
or have an identical membership composition. The combination of these
factors, however, is critical to evaluating the differential impact of
policy on cooperatives.
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accept all of‘its members' production.7 While proprietary firms
generally can buy only that portion of the production that they
want, cooperatives do not have that privilege. As a result, one
thebry of cooperativé membership iooks on the céoperative and its
membership as a single integrated unit. Also, cooperatives have
not been in a sufficiently strong position to sort out which farm-
ers could become members. While some cooperatives have closed mem-
bership, through marketing agreements, they are the exception
rather thén the rule.

¢ The obligation to take all of the members' production has tended to
make the cooperative first handler oriented. The cooperative's
first worry has become what to do with the product once it is har-
vested, rather than how to market it. As a result, cooperatives
have tended to be brick and mortar storage facility oriented. This
problem has been complicated by a cooperative's inability to care-
fully choose its membership. When surpluses develop in a market,
the burden falls most heavily on the cooperative.

e Partially as a result of the unigque attributes of the cooperative
business organization, the cooperative generally finds itself in a
precarious market position. The lack of member commitment has pre-
vented cooperatives from becoming multinational in scope. The
absehce of a multinational dimension reduced cooperatives' ability

to compete both domestically and internationally (Cook et al.).

7While cooperatives generally have the obligation to accept all of the
members' production, only in the instance where cooperatives have market-
ing agreements are members required to market all of their production
through the cooperatives. Cooperatives with marketing agreements, there-
" fore, are uniquely different than those without them.
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® Cooperative membership is unique and is becoming increasingly

unique. Producers who encounter marketing problems, tend to become

members of cooperatives. Cooperative membership tends to be com-

posed primarily of farmers of moderate and small farms.8
Large scale farmers generally understand markets sufficiently to effec-
tively utilize contract, futures, and options markets. They are often in
a position to strike special deals with proprietary buyers. Moderate size
farmers, once the backbone of American agriculture, are becoming fewer in
number. Unless cooperatives find means by which they can capture the
business of large scale farmers, they will become the businesses of pre-
dominantly smaller, part-time farmers--some already are! Farm program
impacts on cooperatives are discussed below on a program-by-program basis
because each program has a different effect. Understanding these effects

is crucial to both the cooperative and to its producer members.

Price Supports

Ultimately prices are supported by the willingness of the government
to buy commodities at the price support level. This is the case for milk
(where the government stands ready to buy butter, nonfat powder, and
cheese at the support price) or for crops (where the nonrecourse loan is
used).

When price supports are raised above the world market price; exports
decline. This makes it difficult, or impossible, to export U.S. commodi-

ties. But the effect of price supports on cooperatives is more subt/le. In crops,

8Obviously, this is less the case in commodities where cooperatives have a
sufficiently large market share such that virtually all farmers are coop-
erative members. This is true, for example, in the case of milk in some
markets and fruits and vegetables for processing.
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this effect reenits from the unwillingness of farmers to se/l their .
commodities when either: | |

'o'Pr'i”ces are near the s&‘ppofi level, or

oThere is the expectat/on of a price increase.

Cooperatives, accordingly, must be very careful in making forward
'sales commitments (to»elther domestic or export buyers) because in the
absence of a marketingvagreement, producer;members-may not:be wiiling to
release ‘thei'r’ commodities -.‘ fhe ‘same degree of care does not have to be exér-
. cised by mu/t/nationa‘/igraih exporz‘ers because they _a/‘wa_ys.ha\‘/e the optioﬁ of deal-
ing in the gra/ns of other counz‘r/es

It is important to note that‘mOVing average or Findley loan rates
w111 not necessarily solve ‘the problem of producers failing to releaser
their ‘commodities for export.b Even though the loan rate may be set at 75
percent of the market price) uncommittedvfarmers9 still,may not market
their prodncts because of the expectationvof a higher price. "While a
'lowervloan rate may be a.neceSSary’condition'for”maintaining‘competitivef
nessvin exports, it is not necessarily a sufficient condition. The refer-
vence to lower loan rates as market clearing loan rate="'1s a misnomer.
This p01nt w1ll be discussed further, in a later section.

~ There is an 1mportant exception to the export restraints placed on
‘cooperatives. 'This exception occurs where.cooperatives have used the Form}
-G loan combined with a marketing agreement and the operation'ofja3pool |
pricing system. | | o

_Under the Eorm Gbloan program,vapproved cooperatives can:use the

price support program in the same manner as individual producers. The

9An uncomm:.tted farmer does not have a market:.ng agreement with the coop-
erative.
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most basic Form G loan requirement is that the commodity be delivered to
the cooperative under a uniform marketing agreement between the coopera-
tive and each participating producer-member. The commodity must then be
pooled. Pooling provisions, however, are sufficiently flexible to encom-
pass purchase pools based on spot cash prices (daily pools), forward sales
contracts, futures, or deferred pricing agreements, as well as seasonal
pools. The cooperative tenders warehouse receipts on behalf of its pro-
ducer members at its county ASCS office. The loan proceeds are thén used
to make advances to the producers.

A combination of benefits accrues to the cooperative and its members
from using the Form G loan. The most important of these benefits is the
ability to integrate the cooperative's marketing strategy with committed
producer deliveries. By using the Form G loan, an export cooperative can
have commodities readily available for present and future sales. [/t can
make commitments to both domestic and foreign buyers with the knowledge that the
commodity will be available. Contro/ of logistical and marketing decisions is in the
hands of the cooperative, not its members. This contrasts direct!y with the regular
loan program where commodity availability is often a major prob/em. Additional
advantages of the Form G loan include:

® interim financing is provided;

e lower interest rates often exist;

® price protection is available;

e planning is possible;

® costs are more predictable.

With all these benefits, why is it that Form G is not extensively utilized by
grain cooperatives? That is an exceedingly difficult question to answer. Grain

companies such as Continental and Cargill recognized the potential of Form



23

G creétiﬁg compefitive problems ﬁor them when they brought a law suit
againSt its appiication in the major grains;~ Unfortunately,.grain cbopér-
atives have not utilized 6: benefited from the Form G,loén as Cdntinental
and Cargill feared.

‘The grain cooperatives have apparently not,séen the benefits-—or they
aré afraid to venture into new territory. But is‘it real;y sé new? Only
rice COoperafives and,—to a lesser extent, cotton and Soybean cooperativesv
utilize Form G. vThése‘cooperatives haximize ﬁhéir mafketing‘strenéth when
the Form G poois are‘seasénal in léngth.v But their use of Form G is not
limited to seasonal poolé. Call or delayed pricing pools give farmers the
right to price their comﬁodities while cooperatives control the product.
That control'gives.theICOoperative an advantage.

While Form G has its advantages, it does not sol?e the pfoblems cre-
ated by high loan rates.. Form G does nothing to expand exportsvif the
loan rate is set ébo;e the wbrld market price. Cooperatives using Form G
are in no better position to compete in export markets with a high loan
rate than other\grain‘exporters. While they have‘control over the grain,
they cannot afford to sell at less.than the loan rate or their pool price
will nét be competitive. It is instructive to néte thét‘in ricé, where
cooperative ﬁse of Form G is éxtensive, exports suffered in the face of
loan rates that exceeded wdrla market prices just'asvin other commodities
‘where Form G is not extensively used.

In milk, the impact of price supports on cooperatives is more subtle
and argumentative. The'milk_pricé support program shifts significant ele-
ments of the milk méfketin§ function to the government.‘ Specifically,
much of the milk pricing function and, more importantly, the inventory

‘management function are shifted to the government. The result is a sig-
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nificant change in cooperative marketing responsibilities. It would be
naive to argue that milk cooperatives are not involved in marketing. Mar-
keting, however, would be a more significant cooperative function if there
were less reliance placed on the price support program. This was, in
fact, one of the effects of a movement toward premiums over federal milk
order prices—-milk cooperatives became more sophisticated in marketing.

The marketing loan may be an important new tool to avoid the export
stifling effect of the price support loan. As long as there is no effec-
tive floor on the repayment price, producers could be less inclined to
hold back on their marketings. 1In fact, this could be an "Achilles heel"
for the marketing loan program; that is, under the marketing loan there
may be reduced incentives for producers to store commodities. The result
may be an increased market glut at harvest--which the loan program was
originally designed to avoid. Such a glut could put an added burden on
cooperatives. In a sense, orderly marketing and export competitiveness
are incompatible except in more highly structured markets, as will be seen
later.

The crosscurrents between producer and cooperative interests now
become more apparent. While in the short-run producers may be interested
in a high loan rate, a high loan rate will not be in the interest of
export-oriented cooperatives. The members of an export-oriented coopera-
tive may be able to justify a lower loan rate, a marketing loan, or even a
limitation on availability of the nonrecourse loan as a means of promoting
exports. Producers who are not members of an export-oriented cooperative
may have more trouble justifying lowering the loan rate, limiting its
availability, or accepting the marketing loan--even though it may be in

their best long-run interest. Producers who are not members of export-o-
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riented cooperatives shoU/d be just as interested iniexports as are
members; thus the cooperat/ve and its members can p/ay a unique leadership ro/e in

promoting the appropr/ate d/rect/on for change in pr/ce support policy.

Farmer Owned Reserve
The farmer owned graln reserve (FOR) is one of the more 1nterest1ng
and controversral aspects of farm pollcy., For a graln cooperatlve that is
truly anolved in marketlng, (as opposed to only storage) FOR is a nlght- ‘)
‘mare. It 51gn;f1cantly‘compllcates the problem of cooperatlve-graln,mar-
vketingvbecause: | | | '"
_‘Owhen a’higher‘loan:rate is used for commodities'enteringvthe
reserve; entry ls more attractive.' The more grain that,moves into
. ”the'reserve, the more difficult it is for oooperatives to purSue a
longer-term marketing strategy. | |
.oThe reserve grainrcahnot bevmarketed‘uhtilbthe’release price is
'reached The'within—year*release problem posed by the regular loan
program is thus expanded into a three year release problem.
eIncreased on—farm storage reduces the probablllty that the _coopera-
tive would eventually receive the farmers' grainf’ Relative to pro-
prletary’grainvbuyers, a cooperative's‘strength is at the local and
regional level. That strength is importantly related to a ooopera-
tiQels”storage capacity.‘ Once the gralh isrlnICOoperative storagep
there is a highrprobability that‘itvwill_eventually be marketed
through the cooperative; If the grain is stored on the farm, rather
.than in the cooperatlve, there is a much greater probablllty that it
w111 be sold to a proprletary elevator.
~ There is llttle doubt that~the farmer owned orain reserve runs

counter to the cooperative's interest. Does it also run counter to the
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interest of its producer members? The answer to this question is steeped
in controversy. Economists cannot agree on the merits of government con-
trolled stocks--and FOR is government controlled since the support and
release price as well as other provisions are controlled by the govern-
ment. Almost a majority of the Texas farmers would prefer that a limit be
placed on the size of FOR. Another 30 percent are not sure. Increasing
realization exists that commodities are produced to be marketed. If they
are held in storage, they act as a price depressant in future time peri-
ods.

It is important to recognize that changes in the nonrecourse loan
would have an impact on FOR and vice versa. If the availability of the
loan were limited, FOR would likewise be limited because it uses the non-
recourse loan; likewise, if a limit were placed on the quantity of grain
entering FOR, it would force the excess grain into the regular loan.

The implications of a marketing loan for FOR are unclear. What
incentives would exist for entering FOR if a marketing loan existed? As
indicated previously, the whole marketing loan concept is designed to make
commodities available to the market. FOR has quite the opposite objec-
tive--to stabilize the availability of supplies over time.

Adopting a marketing loan on FOR commodities would have one major
advantage. It would force the separation of FOR's role as a grain reserve
from its use as a price support tool. Such a separation would represent a
major change in farm policy and would clarify the objectives of FOR.

To operate FOR in the presence of a marketing loan would require sub-
stantially increased incentives for farmer participation in the reserve.
Participants would need to receive at least a portion of the marketing

loan benefits while gaining from the potential for price enhancement and/
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or profits earned on storage.

Dired Pa'yments‘ ~

| High éost of tﬁe cu:rent farm prOgram makes'dirécﬁ paymeﬁtsvfrom gov—
ernment subject,to’challenée-éparticularly ﬁith the adveﬁt‘of Grémm-kud-
man. The pfbblem of higﬁ government costs associéted with target prices»
is éompbundéd~by Findley loan reductions and by the marketing loén.

The threat of substantial reductions in diréct payments fovfarmefs
should cause heartburn for cooperatives and will resﬁlf in financial hard-
ship for:ﬁheir members. It could put mahy farhefs and their codperatives
'outbof business. If could also reducé, rather than improve, thé U.s. éom-
pétitive poSitioﬁ in.worid markets. This is the case fbrbtwo reasons:
| ‘Moderate‘size farmefS-are the most dependent on government programs

for thei: sﬁrvival, because, as indicated previously, moderate size

fafmérévare less able to cope with the risk and unceftainty inQolved
in éériculture. Subétantially reduced direct paymenté to farmérs |
will most a&veresly affect moderate size farmers that éonstitute the

‘hajofity of cdoperative's volume of business.

5Lower taféeprrices reduce the probabilify that either the Findley

loan reductions or the marketing loan can be maintained. The trade-
off between‘price support and income support is still alive in agri-
cuithré. Income'suppbrt is what made the marketing léan'acceptable
tb prqducérs as an option in fhe 1985 farm bill. Stiff application
of balanced budget iﬁitiatives to farm programs couid jebpardize the
eprrt-oriénted progress that‘was made in the 1985 farm bill-—the '

result béing higher mandated loan rates.
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Production Controls

It seems doubtful that the impact of production control policies on
cooperatives during the 1950s and the 1960s was fully recognized. This
may have been true for a number of reasons:

eProduction was, as a general rule, expanding regardless c¢f the con-

trols, thus input sales and commodity marketings were not suffering.
eCooperatives did not fully recognize the potential benefits of
expanded production.

®Most cooperatives were not market-oriented (few are today).

®Most cooperatives were not directly involved in exporting farm prod-

ucts.

After PIK, cooperatives have increasingly recognized the adverse
impact of production control policies on their business; however, differ-
ent types of controls have different impacts. Input and marketing firms
have very large fixed capital commitments to agriculture. As a result, a
program that abruptly takes a large amount of land or a large number of
dairy cows out of production is particularly disruptive--plant capacity
stands idle; employees work less than full-time or should be laid off; and
the margin and/or equity position of the cooperative suffers. Production
controls applied on a more regular and systematic basis have a less dis-
ruptive impact. That creates an interesting irony--production controls
enhance the stability of cooperative sales and marketings but reduce their
long-run potential for growth.

Production contreol remains a viable farm policy issue. The 1985 farm
bill, in effect, made PIK an explicit production control option. & 10
year conservation reserve was legislated retiring from production up to 45

million acres of erosive land. Calls continue for a return to mandatory
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eacreage aliotmehts:ahd marketing quotas.even after the enaCthent_of‘the ’
1985 farm bill. o | | | o

There are‘thOSe who believe that it is possible for the government‘to
-sufficiently fine—tuhe prdductidn so_that‘marketinéeiwill’nbt‘be reduced.
In other words, produetion would be made eonsistent with market heeds» |
through farm programs; If the eeenomy were expanding;fmore land.would be
put into productlon in ant1c1patlon of greater leldends.‘ in a'recessioh,
~ land would be taken out. ‘That is an admlrable goal. The question.is
whether gbvernment’pregramsrcau be operated that breeisely;
| OnevproductiOn uanagement option that could have Seme potehtial would
.trigger}controls when thevratib of carryover'stoeks to cdmmodity uSe rose
above a specified level Such a trlgger could be de51gned to assure “ade-
quate commodlty supplles whlle preventing the accumulatlon of large eur—
plus stoqksr If the loan‘rate ;s lowered and put.on a mov;ng average
basis, a production epntrol trigger ahould not be necessary‘since stocks
probablyuwould not accumuiate in the hands of the,government. |

The conservatibn reserve, if pursued to the fullv45,million acres
could have a unique impact oh cboperativee beeause it provides a means by
Whichvolder moderate size»farmers‘can retire from farming. A Texas A&M
Uniuersity study suggeSts.that oider, moderatehsize farﬁers are freéuehtly
"cocperatives' most reliable members (Black and‘Knutsbn,v1986). :Cooperaf
tives located in areas'having a high propbrtion'ofvhighly erosive land,
which is the target for the conservation reserve, could be partlcularly
adversely affected.‘f | | 7‘ |

Slmllar localized 1mpactsrcould be assoc1ated with the dalry buyout
program,' The dlverSLOn program had by far the largest participation ln'

N

states of the Southeast, Cornbelt, and Great Plains that had already been
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experiencing declines in production. Cooperatives in the Southeast were
decidedly weakened by the milk diversion program--experiencing under uti-
lization of plant capacity and increased transportation costs associated
with the obligation to perform on the requirements of full supply con-
tracts with proprietary processors. The dairy buyout program can be

expected to take its greatest toll in precisely the same regions.

Macroeconomic Policy Impacts on Cooperatives and Their Members

A noted agricultural economist has suggested that farm organizations
would be better off if they spent most of their effort attempting to
influence macroeconomic policy rather than worrying about "counterproduc-
tive" and "outdated" farm programs (Schuh).

There is merit in this line of argument. The position, however, was
likely overdrawn to make the point. Clearly, not enough time has been
~ spent by the agricultural establishment in attempting to influence
macroeconomic policy. On the other hand, it is debatable whether all or
even a majority of current farm policy features is outdated and counter
productive. Certain aspects of farm policy may need to be adjusted to
operate more in the long-run interest of farmers and their cooperatives.
That does not mean that farm programs, in general, should be scrapped.

Scrapping farm programs could be precisely the effect of the Gramm-
Rudman balanced budget initiative. The unique impact of Gramm-Rudman on
cooperatives and their members can now be specified. Moderate size farm-
ers would be hurt the most by discontinuing current farm policy concepts
(Smith). Cooperative membership tends to be dominate@ by moderate size
farmers (Smith et al.). Cooperatives, therefore, are likely to be hurt
the most by Gramm-Rudman.

The adverse effect of Gramm-Rudman on cooperatives will extend beyond
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conventlonal farm programs.:.CoOPerativesacould‘be'hurt mostfby a-reduc- -
v,tlon of federal agrlculturai research and exten51on programs because they :
lack research programs and extensxon skrlls (French et al. ) Publlcally ,f'
supported cooperatlve research and educatlon have already been cut to the,
_bone. Whlle the need to get the federal def1c1t under control is appar—h,
~ent, thls can be accompllshed by a tax lncrease, a reductlon in spendlng,vji
Lor a comblnatlon of the two.‘ It is suspected that these dlfferentlal
1mpacts of macroeconomic pollcy on cooperatlves have not: been adequately-
»conSLdered.‘3 | | |

Cooperatlves are in a better p051tlonvto lnfluence macroeconomlc pol-
rlcy than the general farm organlzatlons because. » :
eIt affects them more dlrectly-—partlcularly those lnvolved in the

export busrness..l, | | ”

oThey understand'the'macroeconomic‘cause'and effect reiationships’
v better.v Dlrect exposure to the effects of changlng currency values

creates that understandlng

The Co‘operati've Interest‘ is Uhiq'ue |
/-'armers and the/r cooperat/ves musl conS/der becom/ng more /nvo/ved fn both
macroeconomic po//cymak/ng and farm po//cymak/ng Cooperatlves :Lnf luence .
»polxcy as 1nd1v1dual.flrms, ‘as members of cooperatlve trade assocratlons,
.and as members of general agrrbusrness trade assoclatlons hav;ng all types
of flrms as members. Examples of such general agrlbu51ness assocratlons
lnclude ‘the Natlonal Graln and Feed Dealers Assoc1atlon or the Mllk Indus-
try Foundation. The questlon then arises as to whether those trade asso—
rcratlons havrngvall types of flrms as members, can represent cooperatlves

1nterests 1n the farm program debate. The answer to that questlon 1s,

onl/ y part/a/ / y
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Several farm and macroeconomic policy impacts on cooperatives are
either wnique, or other agribusiness firms have means of minimizing specific
impacts that are not available to cooperatives. Other major exporters have means
of avoiding at least a portion of adverse impacts of the price support
loan and farmer-owned grain reserve on the release of grain because they
are multinational in scope. Other exporters should not be as concerned
about the level of the loan rate as cooperatives. If major exporters are
priced out of the U.S. market, they will ship from Argentina, Australia,
Canada, Brazil, or the European Economic Community countries. Quite
clearly, the cooperative interest is unique because U.S. cooperatives han-
dle only U.S. commodities. While the concept of a multinational coopera-
tive has been extensively discussed and analyzed, cooperatives appear to
be several years away from achieving a multinational structure (Cook et
al.).

Impact of Five Types of Government
Programs on Agricultural Cooperatives

If family farmers are to survive without traditional farm programs,
they must be given the tools of survival. Cooperatives are part of those
tools. What other tools best complement and foster the formation of
strong cooperatives that can better help their members survive?

Answering such a question requires an analysis that extends consider-
ably beyond the conventional farm policy instruments that have been the
focus of this analysis. The answer requires an analysis of the full range
of policy choices--from little or no government involvement in agriculture
through marketing boards. It requires an evaluation ©f the policies that
have, in fact, fostered the strongest cooperatives.

This section identifies five types of government programs:
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J gove;nment as a rule ﬁeker,
. govefnment'asﬂa fecilitator,
e government as erpriee supporter,
L gerrnment'as a subply manages,
’ o’governmentbes a marketing monopoly.
'In:this section werexamine the’influence that»each type‘of government
‘progremS‘hes had on aériculturel cooperatives. We utiiized fhe experience
of the aﬁthors in wo;king:with, observing,vand‘researChing,theeCQOperative
‘mOVementr Thrcugh:this pfecess it is heped that impect>of‘asﬁider rahge

of policies and programs on cooperatives can become more focused.

Gevernment asr a Rule Mekerzi The Free Market Optioﬁ
| What Is It? sWhen.government simply defines-thevruies of trade, its
only role iSvto‘seeithat a fair, epenﬂ aﬁd compefitivesenvironment exists
fer EOnddctiﬁg business. Tﬁis is a free merket:philesophy, but'the'gov-
e;nment'assures that_the merketiis "free".rvBefoferthe 19305, farmers con-
dpcted their'business in a free ma:ke; traditien.
Wﬁere goyernment establishes the rules ofitrade, economic laws pre-i
~vail that affect merketing'organizetions, competition, pricing, products,
_ promotidn, and channel decisions; In the free market sector; public poii—
‘cies have centered on minimizing or eliminating monopoly and deceptive
actiens Within the business com@unity._ Unregulated monopoly and deceptive
actioﬁs are contrary to the intefest of both.consumerS‘and‘business firms.
Coopefatives are éiveﬁ'the right to exist as are other business firms.
Laws, thus, have been baSSed thatvare aimed et preserving cooperatives in
a competitive‘market environment. | | i |
Under the free market, fafhers haﬁe no pricevof income’supports, pro-

duction controls,vcontrols.affecting the volume‘cf type of ‘inputs used,
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marketing orders regulating the handling or marketing of commodities, or
marketing boards. Farmers depend directly upon market rewards for their
income. They are, of course, influenced by macroeconomic policies but
only in terms of their impact on economic growth, interest rates, and the
value of the dollar.

Where Is It? This type of business economy prevails primarily in
livestock and poultry. Specifically, commodities involved in the free
market sector include beef, pork, lamb, goat, chickens, turkeys, geese,
ducks, and eggs. Beef is included in this list with a recognition that
the government has a special role in limiting the imports of this prod-
uct--a deviation from the free market philosophy. Also included in this
list are most processed fruits and vegetables. These include apples, avo-
cados, grape;, nectarines, strawberries, plums, peaches, beans, broccoli,
cabbage, cauliflower, sweet corn, cucumbers, celery, peppers, radishes,
spinach, sweet potatoes, onions, and tomatoes.

Commodities included in the free market sector represent about 55
percent of the gross sales of agricultural commodities annually from U.S.
agriculture. About 12 percent of the U.S. cooperatives handle these com-
modities, representing about 70 percent of the total annual cooperative
business. This is less than 4 percent of all farm marketings.

Characteristics of Cooperatives: Cooperatives serving the free market sec-
tor of agriculture are generally relatively small and few in number
(table 1).

While some cooperatives serving in this sector are fully integrated,
others provide only first handler exchange functions (table 1). Coopera-
tives operating in the fruit and vegetable area tend to be more integfated

than those in the livestock area. Fruit and vegetable processing coopera-
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Table l{ Cooperatlves ‘Operating in the Free Market Where Government

Establishes Only the Terms of Trade

Cooperative Natme.

Commodity

American Turpentine Farmers Assn.
Blue Anchor, Inc. o

Blue Mountain Growers, Inc.

Central California Lettuce Producers
Central Livestock Association

Empire Livestock Marketing Co-op Inc.
Equity Co-op Livestock Sales
‘Everglades Growers Cooperative

Fruit Growers Marketing Association
Gold Digger Apples Inc. ‘
Guild Wineries & Distilleries
Hamilton Farm Bureau Cooperative
Interstate Producers Livestock Assoc.
Kern County Hay Growers

Livestock Cooperative Auction Assn.

of New Jersey, Inc.

Long Island Duck Farmers Co—op Inc.
Manson Growers .Cooperative

Michigan Agri. Co-op Mktg. Assoc., Inc.
Michigan Blueberry Growers Assoc.
Michigan Livestock Exchange
Mid-State Farm Cooperative Company.
Mississippi Livestock Producers Assoc.
Mountain Orchard Cooperative Inc.
‘National Grape Co-op Assn. Inc. (Welch)
National Livestock Producers Assoc.
Naturipe Berry Growers, Inc.
‘Norbest, .Inc.

Northeast Egg Marketing Assocratlon
Oregon ‘Turkey Growers
- Outwest Bean, Inc. _

Oxnard Frozen Food Cooperative
Pacific Coast Producers

Producers Livestock Association
Producers Livestock Marketing Assn.
Producers Marketing Association, Inc.
Pro-Fac Cooperative Inc.

Rockingham Poultry Mktg. Co-op Inc. .
Salinas Lettuce Farmers Cooperative
Stockton District Kidney Bean Assoc.
Tree Top, Inc. , ' '
Tri Valley Growers
Trout, Inc.
“West Central Turkeys, Inc._f'
Winchester Apple Growers Association
Yakima Valley Grape Producers, Inc.

Gum Rosin and Gum Turpentine

Fruits, Vegetables
Fresh Fruit
Iceberg Lettuce:
Livestock"
Livestock
Livestock

Fruits, Vegetables
Fruit

Apples.

Wine, Brandy

Egg _
Livestock

‘Hay

leestock, Poultry, Eggs
- Duck
- Apples

Fruits, Vegetables
Fruit .

Livestock

Poultry

Livestock

Fresh Fruit

Fruits, Vegetables
Livestock _

Fresh & Frozen Berries
Turkey

- Eggs

. Poultry -
Dried Beans, Popcorn, Vegetables

. Vegetables

Fruits, Vegetables
Livestock
Livestock

“Livestock -

Fruits, Vegetables

. .Fresh Fruits
- Vegetables

Livestock

Apples and products:
- Fruits, Vegetables

Apples
Turkeys
Apples
Grape and Apple Juice
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tives primarily provide processing functions for national brand
distributors and private labels products to supermarkets. Generally,
these cooperatives have a tough time competing in the consumer and insti-
tutional markets with their own brands. An important exception to the
rule is Welch (National Grape) which has built its predominantly grape
marketing business on a sophisticated market-oriented approach involving a
high level of producer commitment and pooling.

Some cooperatives in this sector have limited their operations to
bargaining. As such, they have been satisfied tc leave the marketing man-
agement control functions to the proprietary sector, limiting their opera-
tions to negotiating terms of contracts on behalf of producers.

The number of cooperatives serving the livestock, poultry, and pro-
cessed fruits and vegetables without marketing orders continues to
decline. With very few exceptions, there have been no dramatic increases
in the size of the cooperative business during the last two decades.

As in the past, it is in the livestock sector that cooperatives can
probably expect the most vigorous proprietary corporate competition in the
future. Two regional cooperatives, Farmland Industries and Land O' Lakes,
entered the beef packing, fabrication, and marketing business. Both have
terminated this business. The lesson learned is that it is risky for
cooperatives to enter into the integrated livestock business without mem-
ber commitment (marketing agreements) and investment. Traditionally, cat-
tlemen have not been willing to enter into long-term marketing contracts.
Cooperatives, likewise, have tried to adopt the open market procurement
system that characterizes the corporate sector. Cooéeratives can succeed
in livestock integration and marketing only if they develop a unique inte-

grated cooperative system.
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It is the committedpintegrated system'that'uniformly1characterizes
» _ strong cooperatives operating in a free market. ”TheSedinclude Welch
(National Grape), Tri Valley'Growers,'Pro-Fac, and Tree,fop'(table 1).
' While commitment does: not assure success, it certainly has been proven tof"

be an important, if not essential, ingredient.

Governnlent as‘ a Facilitator: The Marketing Or‘d.ervO‘ption

There is a sector of American agriculture that is regulated, with
regulations proposed and recommended by producers themselves. The Secre-
tary of Agriculture, under the authority of the Agricultural Marketing
Agreement Act.of11937, issues regulations based on tneSe producer recom4
mendations. ~The role of the government is to reflect;producer needs by
facilitating orderly marketing. » |

VVhstIs,hﬂ This form of_government program is identifiable'by the
' ‘existence of a marketing'order. In most instances thelmarketing order is
accompanied by a marketing agreement which is issued when handlers of 50
percent or more of the commodity covered have signed an agreement with the
'Secretary of Agriculture.’ Producer groups, including cooperatives, are
the motivating force behind proposed marketing orders._ A marketing order
is established any time the required number of producers vote favorably
for it in a referendum. A marketing order is binding on all handlers cov-
ered by it. The law allows a»cooperative to voteifor all of its member-
ship (bloc vote) in‘referenda on a proposed order or an amendment of .
existing'orderlb Former agriculture secretary John‘Slock asked coopera—
‘tives to'refrain fromiblocivoting because of the powerful controlling"
interest it gives cooperatives. |

Marketing orders are used to regulate the quality of fruits and vege-

~ tables (table 2). These orders are accomplished by establishing a minimum
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Table 2. Federal Marketing Orders for Fruits and Vegetables with Quality
Control Provisions, January 1, 1986.

Area and Commodity Year Initiated
Fruits:

Florida citrus 1939
Texas oranges and grapefruit 1960
Florida avocados 1954
California nectarines 1958
California pears, plums, and peaches 1939
Georgia peaches 1942
Colorado peaches 1956
California kiwi fruit 1984
Washington peaches 1960
Washington apricots 1957
Washington sweet cherries 1957
Washington-Oregon fresh prunes 1960
Pacific coast winter pears 1939
Hawaii papayas 1971
Washington-Oregon Bartlett pears 1965
California olives 1965
Vegetables:

Idaho-E. Oregon potatoes 1941
Washington potatoes 1949
S. Oregon-N. California Potatoes 1942
Colorado potatoes 1941
Maine potatoes 1954
Virginia-N. Carolina potatoes 1948
Idaho-E. Oregon onions 1957
South Texas onions 1961
Rio Grande Valley (Texas) tomatoes 1959
Florida tomatoes 1955

Texas melons 1979
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' grade, size, or meturity'of the commodity which can befshippedbin‘regu-'
,iated trade'chahnels. ;Grade end'size fegulafionslkeep low qualitfnproduce
off the market. As such, grade and size regulations‘indirectly affect the
‘qﬁantitybmarketed.lolQuality regulations are changed periodicallj to'max—
imize tﬁe marketinngf'all fruits and,vegetabies suitable for fresh con-
sumption and to meet market needs.

Some fedefal marketing orders cohtain voluﬁe'management er market
flow provisionS'for’eelected fruits and vegetables (table 3). These
orders use prorates (usually for weekly periods), reserQe pools and ship-
ping holidays to tailor supplies to anticipated market demand. The
authorization is contained in the orders,bwhile the4specific volume‘man—
agement or market flow recommendation is made by producers.

The purpose of market flow regulations is to avoid market éluts or
shortages by stabilizing the volume of shipments moving to market. This
is done by handler allothents. Another merket flow regulation allocates
supplies between pfimary and secbndary markets. Excess production under
this plan is diverted te reserves which are usuelly channelled into export
markets. Market flow regulations work best fof storable commodities.

Orders can also specify standards of containers orkpacks. They can

| prohibit methods of eompetition and trade practices which are considered
to be unfair. In addition, orders can be used to require price posting.
Under this authority, handlers may be required to file their selling
prices and give advanced notices before changing them.

Federal milk marketing orders regulate the pricing ef Grade A milk

10The direct volume control programs, including producer allotments, mar-
ket allocations, prorates and reserve pools, are treated in this paper
under the heading "Government as a Supply Manager".
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Table 3. Federal Marketing Orders with Volume Management or Market
Flow Provisions, 1984.

Area and Year Volume Markei
Commodity Initiated Management Flow
Fruits:

California-Arizona

navel oranges 1953 -—— P
California-Arizona

valencia oranges 1954 S P
California-Arizona

lemons 1941 - P
Florida limes 1955 o H,P
Indian River (Florida)

grapefruit 1962 S P
Florida Interios

grapefruit 1965 - H
California desert grapes 1980 s H
California Tokay grapes 1940 i H,P
Tart cherries - 8 states 1971 R ——
Vegetables:
South Texas lettuce 1960 i ——

Dried Fruits and Nuts:

California almonds 1950 M,R -
Oregon-Washington

filberts 1949 M —-—
Pacific coast walnuts 1948 M,R —-—
California dates 1955 M ———
California raisins 1949 M,R i
California prunes 19458 R ———

lSymbols for the various provisions are defined as follows:

G=Minimum grade requirement R=Reserve pool provision
S=Minimum size requirement A=Producer allotment provision
M=Market allocation provisions H=Shipping holiday
P=Prorate. Prorate periods are ~—-indicates that the

1 week except for Tokay grapes order does not

(3 days) and Florida celery authorize the indicated

(unspecified) type of provision.
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for a specified market area. Miik orders require:’
e Héndlers to pay no less than a certain minimum price for milk used
fqr'different purposes (flhid, ice cream, éheese, etc.).

® That payments be pobled and paid tb individual farmers or coopera-

tive associétions of farmers on the basis of a uniform or average

pfice. |
Orders also éssure producers - of éccurate weighing, testing, classifica-
tion, and éccbunting for miik.

Milk marketing orders, oncé issued by the Secretary of Agriculture,
are regulatory and ére directiy administered by USDA. Fruit and vegetable
orders are admihistered by an administrative committee which proposés reg-
ulatiéns fof the Secretary of‘Agriculture to issue. The édministrative
committee is made up primariiy Qﬁ_prbducers‘who are regulated by the
order.‘ Business affairs of a fruit and vegetable mérket order afe managed
by the committee and its staff.

An assessment on handlers is used to finance the marketing‘order pro-
gram. The order administrator and staff compile‘statisticai and shipping
information which is uéeful to individual growers and handlers in making
their marketing debisidns. The proceedsbmay also be used for production
research, marketing research, and development projects if provided fo; in
the order. Such proviéions improve production, markéting, distribution,
and consumption of the commodity being regulated. .

Where Is It? Marketing orders are used for approximately 85 perceﬁt
of Grade 2 milkvmarketed in the United States (figure 1) and‘forbthe fruit
and vegetables listed in tables 2 and 3. Thé dairy, fruit, nut, and
vegetable sectors of agriculture operating under facilitative,

quality-oriented marketing orders, generate approximately one-sixth of all



FIGURE 1
MARKETING AREAS UNDER FEDERAL MILK ORDERS AS OF JANUARY |, 1984
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cash receiptshfrom farming.’ These sectors aredservedlbylonefn#ﬁb of;thev
cooperatiues but do 28 perdwﬁ-of the‘cooperative”business; :This“
represents 12 percent of all farm marketlngs. : |
Characterxstlcs of Cooperatlves: While the number of cooperatn.ves engaged :
in the marketing order sector of agrlculture 15 relatlvely few, they are
| usually quite strongv(table 4) This is best 1llustrated by such - coopera-
tives as Calavo Growers of Callfornla, Sun—Dlamond, Sunklst, and Land |
o' Lakes.ll These cooperatlves tend to be both market and brand orlented.v
Producers tend to be commltted to the cooperatlve, that lS, there is a
contract'that'obligates the producer to deliver and the cooperativeato
accept.v The»operators of 1arge farms tend to be members-of cooperatives
that operate under marketing orders. fhis‘is‘particulariy‘the case where
the cooperative,handeveloped a strong marketing,program.:'> | |
Even without extensiVe brand:orientation;'several dairyacooperatives
have developed commandlng posrtlons in the regions they serve. Examples
1nclude AMPI; Mld-Amerlcan, Dalrymen, Inc., Mllk Inc.; and Mountaln Milk.
Cooperatlves are stronger w1th federal milk marketlng orders than with
state milk marketlng orders, because state orders tend.to be more proces-
sor and independent producervoriented. In addition,nstate‘orders}tend to

confine the scope of cooperative,actiVity to the state involved.

- Government As a Price -Supporter '
The government has directly_supported prices‘of some—agricultural,
products for nearly 40 years'through the,operation of various price sup-

port programs.

Myilk cooperatives also operate with a price support program. The influ-

ence of price supports on milk cooperative strategles, strengths, and
weaknesses is discussed later. : :
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Table 4.

Cooperatives Having Marketing-Orders

Fruit and Vegetable Cooperatives Having Quality Control Orders

Blue Chelan Inc.

Blue Star Growers Inc.

Calavo Growers of California
California Citrus Producers Inc.
California Treestone Peach Assn.
Cariboa Growers Inc.

Cascoa Growers

Chief Tonasket Growers

Colorado Potato Growers Exchange,
Cowiche Growers Inc.

Edinburg Citrus Association
Golden Gen Growers Inc.
Leavenworth Fruit Company
Livingston Farmers Association
Linsay Olive Growers
MAGI Inc.

Maine Potato Growers,
Methow Pateros Growers
Mr. Papaya Co-op

Inc.

Inc.

Oroville Cordell Fruit Growers
Pacific Coast Producers

Peshostin Fruit Growers Association
Peshostin Hi-Up Growers, Inc.
Plymouth Citrus Growers Association
Potato Growers of Idaho

Pure Gold Inc.

Regal Fruit Cooperative

Seald-Sweet Growers, Inc.

Silver Springs Citrus Cooperative
Skookum Inc.

Snokist Growers

Starcrisp Inc.

Sunkist Growers Inc.

Texas Citrus Exchange

Washington Fruit Growers
Wenatchee-Wenoka Growers Inc.
Wenoka Sales

Fruits and Vegetable Cooperatives Having Volume Management and

Market Flow Orders

California Almond Growers Exchange
California Citrus Producers Inc.
Lindsay Olive Growers

Major Dairy Cooperatives Having Marketing

Agri-Mark, Inc.

Associated Milk Producers,

Cal-Dari, Inc.

Capital Milk Producers
Cooperative, Inc.

Challenge Dairy Products, Inc.

Conscolidated Badger Cooperative

Inc.

Dairyland Cooperative Creamery
Dairylea Cooperative, Inc.
Dairymen's, Inc.

Interstate Milk Producers Cooperative

Ocean Spray Cranberries Inc.
Sun-Diamond Growers of California
Sunkist Growers Inc.

Orders

Land 0'Lakes, Inc.

Maryland-Virginia Milk Producers

Michigan Milk Producers Association

Mid-America Dairymen, Inc.

Milk Marketing, Inc.

Mountain Empire Dairymen's
Association, Inc.

Prairie Farms Dairy, Inc.

Upstate Milk Cooperatives, Inc.

Wisconsin Dairies Cooperatives
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: VVhatIs]l” The government supports the prlce of maJorvgralns and
cotton through the prlce support loan program. For dalry products and
" honey, it stands ready to<purchase commodities offered to it at the sup—
' port,price, Loan rates and the willingness'to‘buy_have‘resulted in the
government storing most or:the surplus grains, cotton,’honef, and dairy
products} Cooperatives qualifying for Form G can offer producers'hgrain
to the Commodity CreditvCorporation under the price support loan program.

VVhere Is It” Price support'programs currently enist for_feed and food
graln programs, prlmarlly corn, sorghum, wheat, ‘rice. Inaaddition, prices’
- are supported for peanuts, soybeans, cotton, honey,,sugar,auooi, mohair,
and milk. Form G loans are available on all priceasupported”grains and
cotton. | '

. Commodities with governﬁent‘price support programs'constitute approx-
imately 48 percent ofiﬁ.ﬁ.vcash farmvreceipts, with nilk included. SeVen—
ty-three percent_of U.sS. cooperatives serve thishsector,:accountiné for 39
percent or the U.S. cooperative doliar volume. These cooperatives account
for about 79 percentpof gross farm marketings} | o 7

' Characteristics of .Cooper’atives: Cooperatives dealing.in price support
commodltles are among the largest in the Unlted States.. Major
' cooperatlves that characterize thlS group are llsted ln table 5. Most
) grain and cotton cooperatlves sell most of the commodlties they purchase
to private grain and cotton companles who do most of the exportlng.-
vProducers make the marketrng decisions in grain cooperatlves, except 1n
rice where a-commltted system prevalls. Graln'cooperatlves are
assembly—orlented, storage-orlented, and government-orlented They are
not brand and product—orlented as are cooperatlves handllng commodities

where the government acts as a facilitator.
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Table 5. Some of the Major Cooperatives Handling Price Supported Commodities.

GRAINS:

American Rice, Inc.

Farmers Rice Cooperative

Harvest States

Riceland Foods

Rice Growers Associations of California
Union Equity Cooperative Exchange

COTTON:

Amcot, Inc.

Calcot, Inc.

Plains Cotton Cooperative Association

Southerwestern Irrigated Cotton Growers Association (SWIG)
Stapl Cotn

WOOL, MOHAIR:

Mid-States Wool Growers Association
National Wool Marketing Corporation
Utah Wool Marketing Association

West Virginia Wool Marketing Association

HONEY:

Sioux Honey Association
Valley Honey Association

SUGAR:

American Crystal Sugar

California Beet Growers Association, Limited
California and Hawaiian Sugar Company

Glades County Sugar Growers Cooperative Association
Iberia Sugar Cooperative Inc.

Louisiana Sugar Cane Products, Inc.

Sugar Cane Growers Cooperative of Florida

United Cane Planters Cooperative

PEANUTS:

GFA Peanut Association
Peanut Growers Cooperative Marketing Association
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While dairy cboperatives are stronger by virtue‘of marke;ing orders,
price supports redgce thgir incentives to acquire mafket.power; This is
fhe éase iargely bécause the priée support progfam has been relied upon fq
manége inventories--as is also the case in_grain, cotton} wool,‘ana honey[
With CCC standing ready to purchése surplus commbdity stocks, cooperatives
have little incentive to manage their own inventories. As é :esult, dairy
cooperatives tend tq be less market—orienied than f:esh‘fruit andAvegeta—
ble cooperatives that operatebonly with a marketing order having no Qolume .

controls.

Government as a Sﬁpply Manager -

For some agricuitural commodities, government prbg:éms stringently
control the quantity of product that can be produced or mérketed.

\Vh#tls hﬂ‘ The supply of selected commodities is‘contrélled either
by separate legiéiation or by marketing order régﬁlatidns throuéh policy
_ ‘instruments such as market allotments, prorétes, or reserve poolsT Usu-
ally the volume restricted is on an allotment or quota basis, unrelated to
grade, qdélity, or maturity;',Benefits from theée prograﬁs accrue t§ pro-
ducers in theifOrm of higher product prices and inflated asset values.

Where Is It? A separate government program exists for tobacco. Mar-
keting orders are used to control the volume of hops, SPearmint 6i1, and
Florida celery (table 6}.' Voiuntary supply manégement programs have peri-
odically been used in major grains, cotton, and milk; |

About 6ne'§ercent'of the cooperatives handie commodities where>the
government écts as a supply manager. These cooperatives accounf for 1.5
percent of the nét volumé:in‘cooperative marketing.

Characteristics of Cooperatives: Cooperatives with Separate supply control

legislation, as in tobacco, are few and weak (table 7). They are essen-
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Table 6. Federal Marketing Orders With Producer Allotment Provisions, 1985.

Area and Year Volume Market
Commodity Initiated Management Flow1
Fruits:
Cranberries - 10 state52 1960 AM e
Vegetables:
Florida celery 1965 A B,P
Dried Fruits & Nuts:
Far West

Spearmint oil 1980 R,A e
Idaho, Washington,

Oreggn and California

hops 1966 R,A e

lSymbols for the various provisions are defined as follows:
A=Producer allotment provision

H=Shipping holiday

M=Market allocation provisions

P=Prorate. Prorate periods are 1 week except for

Tokay grapes (3 days) and Florida celery (unspecified)

R=Reserve pool provision
Not utilized in last decade

Terminated December 31, 1985, but reinstated by USDA
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tially first handlers offcommodlties and‘are relatlwelfbunsophistioated in
marketing methods. These cooperatives tend ‘to be’instruments of the'pro—'
gram rather than posse551ng market management characterlstlcs. Thevc00p-'
eratives are generally older, w1th no new cooperatlves belng started in
recent years, There is a tendency for  the cooperatives to be heavily
reliant on the program. o ‘ |
'CooperativeS’handling commodities with producer allotments underdfed—
eral marketing orders also‘tendvto be relatively Smalluexcept for chan-
Spray Cranberries, xnc; This cooperative serves cranberry producers in 10
'states and has narketing management'capabllities-in both freSh and‘pro--

cessed products.

Government as a 'Marketing Mon'opoly: The Marketing 'Boa'rd Option

While the Unlted States establlshed marketlng orders in response to :
depressed and uncertaln agricultural prlces durlng the 19305, the Brltlsh
Commonwealth countrres»establlshed marketlng boards.

‘Vhatls h3 _Marketlng boards are producerforiented organlzations
established under government legislation‘which oiwes the board various
legal powers over producers. In some instances;‘marketing boards have
control over manufacturers and handlers of primary or processed agrlcul—

tural commodities. Each board centers on one commodity. Boards are pri-
marlly 1nvolved in developlng and provrdlng export sales. They generally
ido not contro/ product/on | lb

~ Where Isihﬁ There are no marketing.boards'in the United'States, but
they do exist among our world market competltors 1nclud1ng Canada, Austra—
lia, . New Zealand, South Afrlca, and Sweden. |

Charactemstlcs of Cooperatlves: Cooperatives operating with marketingﬂ

" boards usually’do the,assembly; drying, and storage. These»cooperatiVes
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Table 7. Cooperatives Operating With Government as a Supply Manager

Tobacco:

Burley Tobacco Growers Cooperative Association

Burley Stabilization Corporation

Carolina Farmers Cooperative Warehouse Inc.

Conn-Mass Tobacco Cooperative Inc.

Cooperative Warehouse Inc.

Farmers Burley Co-op

Farmers Buley Corporation

Farmers Cooperative Warehouse, Inc.

Flue-Cured Tobacco Cooperative Stabilization Corporation
Growers Warehouse, Inc. '
North State Farmers Cooperative

0ld Belt Farmers Cooperative

Stemming District Tobacco Association, Inc.

Sun-Cured Tobacco Marketing Cooperative Inc.

Virginia Dark-Fired Tobacco Growers Marketing Association, Inc.
Western Dark Fired Tobacco Growers, Association, Inc.
Western District Warehousing Corporation

Wisconsin Cooperative Tobacco Growers Association

Others: (Products with Producer Allotment Provisions)
Ocean-Spray Cranberries, Inc.

Pioneer Growers Cooperative
Washington Mint Growers Assn.
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generally do not engagevin‘market management. . They generally prouide the
nload.out'eervices and aecommodate flow to market as scheduled by the mar-
keting board. In_the domestic market, these cooperatives tend to takebon
much the same posture es U.S. grain cooperativee.. Overall, however, they
are less involved i_.n marketing.

An exception to the rule is the Swedish cooperatives that are
directif integrated inte or effective;y controls the operation of the
board. Witheut this direet integration, conflict tends to develop between
the marketing board and the cooperative.

Marketing boards tend to be highly politicall&—oriented. The‘govern-
ment is often represented on the board.  Those who strOngly support mar-
gketing boards feel that the board can do everything that farmers need done
aé well as protect them from depressed prices. These supporters of the

‘ . . . 13
marketing boards question the need for.cooperatives beyond the facilita-

tive functions that are generally performed by them.

Conclusions and Implications
Many factors affect the success ef ceoperatives in managing the mar-
kets in which they,operate. One of these factors is thevlevel and type of
" cooperative ;nvolvement in agriculture. The following conclusions can be
-drawn regarding the differential impact ofggovernment programs onbcoopera-
tiVee.,r o
- ® The heavier‘the goyernment invoivementg generaily the weaker the
cooperative. - This‘mey be the case because high levels of
government invoivement require lower levels of financial and
:business support by producers. Tnis motivates producers:and their‘
cooperatives to become government program-oriented ratherrthan

market-oriented. That is, there is greater incentive to store
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grain, cotton, or dairy products than to market them. If there
were less effort and financial resources spent on getting the
desired levels of price and income from the government, farmers
would put more emphasis on marketing. If farmers sell to the
government at a higher price than the market, they will opt for
government sales. They will look to the government rather than the
marketplace as their source of survival.

The strongest cooperatives appear to be in the sector where the
government only acts as a facilitator of marketing. Under market-
ing orders, needed regulations are recommended by producers them-
selves. These regulations do not perform the job of marketing for
producers. They do not assure producers a market. In the case of
fruit and vegetable marketing orders, they do not even assure farm-
ers a minimum price.

Marketing orders provide tools by which farmers can exercise a
degree of supervised control over the markets in which they oper-
ate. They provide a uniform set of rules by which farmers and mar-
keting firms can operate. Cooperatives still are required for
effectively carrying out the marketing function and maximizing
farmer benefits. The effect of fruit and vegetable quality regula-
tions, for example, is to prohibit the shipment of poor grades and
small sizes. These gualities tend to be discounted by consumers in
the prices they pay.

Cooperatives play an important role in reflecting to the
administrative committee consumers' quality preferences. With this
knowledge, they can signal the need for changes in quality regula-

tions. Volume management and market flow regulations under market-



83

img‘orders are‘usually adfusted weekiy to stabilize shipments:
moving to market. | | o

The income of farmers withequality control, volﬁme management;_
| and market £low marketing orderSVCOmesjsolely'from the marketplace,
thusrthe'incentive to‘invest and commit to this type‘ofgmarketingv
COoperafive is stronger; If either the.ceeperative or its'producer
members attempt to utilize the order for coﬁtroiling>production,
the cooperatiﬁe tends to be weakened because neither the coopera-
tive nor its members are any longer regimented byvmarket prices;
vProdueers are most.apt to enter into marketing agreemenrs’with
cooperatives where the govermment acts as a facil;tatcr. In this
' situatien,‘succeas of the cooperative's market management role is
critical to memmers‘ presperity. Members‘are more willing to meet
both their cooperative'a and their own success criteria when their
income comes solely from the marketplace, | |
'One might expect the sﬁrongest cooperatives to‘exist_ih sectors
where the governmemt merely provides rules of trade, but that is
not the case. Government's role in livestock and poultry is
largely limited fo establishing the rules of trade. Livestock pro-
dUcers'have:tradiriohally been independent in procuremenfland mar-
 keting. They seldom attempt to challenge the large meat packers
and marketers. Where cooperatives have entered the beef and pork
induStry,jthey have done it on an uncommitted-basis,»largely with-
out memberssupport, This has resulted in high ieveraging'of the
cooperative's net worth and eventual failure. The members have'net
given their cooperative the tools ef survival.
-Cooperatives serving thoae commodities with price and inCome sup-

port programs can expect further deterioration in their market
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position. The need to centralize grain and cotton marketing among
cooperatives has never been fully realized. The fault lies largely
with producers who are more interested in farming the farm program
than the farm. If farmers see no need for improving the structure
and operations of marketing cooperatives, cooperative management
will not undertake it. 1In short, if the farmer's income is deter-
mined primarily in Washington, there is little incentive to improve
the marketing machinery that determines how much money comes from
the marketplace. Grain cooperatives are caught in this web of pro-
ducer indifference.

A marketing board policy would also tend to weaken the role and
structure of agricultural cooperatives. This is due to the board's
tendency to usurp a large part of cooperative's marketing function.
Exceptions are cases where the board functions are integrated into
and effectively controlled by the cooperative. Such a board, in
essence, operates as a marketing order.

It will take a mountain of cooperative leadership to shake producer
indifference that results from the protection afforded by govern-
ment programs. Gramm-Rudman could be the force that begins to move
that mountain.

In recent years, questions have been raised as to whether or not
marketing orders serve a public interest. This study indicates
that some of the strongest cooperatives handle commodities with
marketing orders. These orders serve the role of managing supplies
in accordance with market needs. This affords an opportunity for
the cooperative to engage in more advanced beneficial marketing
management activities. These more sophisticated marketing tech-
niques serve as models for all cooperatives. When marketing orders

involve the heavy hand of government controls over production, how-
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ever, cooperative strength tends to deéline.

The Need for Cléarly Defined Coop'era}\“.iveanlif(':y Gbals |
o One'of'thé most‘bésic cboperative néeds, that‘eveﬁ tranééehds the .
poiicy issﬁe,ris tofidenﬁify the goals of its meﬁberéfaﬁd it;vcdope#atiVe. '
What do membérsbexééct:of_their cooperative?>'Are they éimplyian alte:na_
tive mafket-—just anothér‘firm cqmpetingvfor farmers' bUSiﬁéss?' Or.is the
cboperative the ﬁafketing and input subply arms o: fafme:s? Is.it to be
held accouhtable‘if the family farm dies as an Ahericah iﬁstitution?, If
so, the cOopefative must have the tools by which it can*efféctively market
on behalf of thé fafmér.' Present policy;,by‘allisténda;dg,’does nbt give.
éboperatives those tools;»vKUally important, COoperatives afe not fully'
utiliziﬁg those éspects of Policy that are benefibiél to fhem——sudh és the
Form G loan, | B | o

The goals canngtrjﬁst be»fhe very broad; albeit imbortant, oneé.
‘They must also include specific operational Qoals. ﬁow big a factb:‘do
farﬁefs‘want their cooperatives to be‘in the export mafket?' Do they
expect their cooperatives to bé innovative'in dgvelopingﬂnéw mafketing
alternatives and systems?. Do they expect them to be éompetitive with the
major graih companigs; or just Suppliers to them? Such gaa/é have apechWb

farm policy implications.

Principies of a Cooperative Orienied Farm Policy

- From the proces$ of establiéhing’gOals, it is possible tovdevelop' 
éertain principles fhat'éould serve as the Bésis for developing»a coopera-
tive-oriented farm policy. Sﬁch'guiding'priﬁciples shculdvbe‘aevelpped'
and agreed upén ptior‘to getting invol&ed in the.SPecific program issues
" (target prices, pfice supports, marketing lpans,‘reserVes, mérketing:'
orders, etc.). Some possibie.principles thaf could serve as a point of

departure for discussion include:
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eCommodities should be readily available for marketing. They should
not be tied up in government programs. At a minimum, provisions
should exist in these programs that encourage release-—not discour-
age it.

®The degree of production stimulus (or restraint) provided by farm
programg should be responsive to market needs. Neither overproduc-
tion nor underproduction should be encouraged.

eThe government's role is to stabilize and expand markets. Policies
that do otherwise are not productive.

eFarm income should be maintained at a level that prevents widespread
financial difficulty for commercial farmers but encouraées effi-
ciency in production. U.S. agriculture cannot compete with policies
that hold inefficient, high cost farmers in production. Small,
inefficient farmers may require a separate farm policy.

eFarm programs should encourage and facilitate the development of a
market-oriented producer and cooperative strategy. Cooperatives
that depend on government for their survival are as useless as farm-
ers who depend on government for their survival,

eMembers should experience the rewards of cooperative activity. If
they do not, the members will become nonmembers.

eFarm programs should encourage and support an owner-operator struc-
ture of producer agriculture.

Certain specific policy options fall out of such principles. Such

options include:

eMarketing loans should be adopted on a broad commodity basis. If
not a marketing loan, the support level should be set materially
below the prevailing market price.

®Target prices should be continued and expanded to milk, but keep

target price levels responsive to market forces. The target price
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and milk support price level should be set on the basis of the vari-
able or out-or-pocket cost of producing individual products. This

Amay,be necessary to cbntrol the lévél of séending on fgrm programs.

eIncreased incentives should be provided for release of commodities
out of the regular loan, thevfarmer-owned grain reserve, and even
CCC stocks. Either the marketing loan or a limit on the availabil-
ity of the loan would accomplish this objective.

eSupply-demand balance indicators should be uséd tq trigger the use
of production control programs. With lower support price levels and‘
feasonable target'prices, production control triggers may not be
necessary.

eThe use of Form G loan and pooling should bé expanded.

®The cost sharing program concept developed in milk should be applied
to other commodiﬁies. )

"eMarketing orders should be expanded as an adjunct to cooperatives'
overall marketing strategy.

®Separate policy instruments for new young farm entrants and for
smaller commercial farmers should be considered. |

sCooperatives should actively promote balanced use of monetary and

fiscal policy tools.

Cooperative: A Key to Moderate Size iFarm Survival

If family farmefs are to survive as an institution, they must be
given the tools for survival. Precisely the same thing can be said for
cooperatives. In fact, the survival of family farms and cooperatives is
intertwined. A farm policy designed to preserve one must preserve the
other.

Modefate size commercial farmers need cooperatives to survive. They

need them to procure supplies and market outputs. They need them to
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transfer part of the marketing margin back to producer members. They need
to generate a countervailing influence in the market place.

Government‘programs and other assistance should not destroy coopera-
tives, or discourage members supporting them. Traditional farm programs
tend to do both. Farm programs should be so designed as to encourage the
farmer to secure his livelihood out of the market place. Farmers should
drop out of farming in response to signals generated by the market place,
not the signals sent out by the farm programs.

Farm programs should encourage farmers to help themselves through
their cooperative. Farmers should not secure their income from the gov-
ernment. Government should so position the farmer that he is encouraged
to build the procurement and marketing capability to help himself in the
marketplace.

Considerable educational effort will be reguired to create an under-
standing of.the role of both public policy and cooperatives in determining
the future structure of agriculture. Cooperatives will need to instill in
their members an understanding of how farm policy affects cooperatives.
This will require an understanding of cooperatives' marketing plan. Mem-
bers will also need to develop an understanding of how their interest in
policy is different from those farmers who choose not to market coopera-
tively. Cooperatives likely cannot perform this educational function by
themselves. Land grant economisfs will need to get more involved in coop-
erative education programs.

Theoretically, if cooperative members understand the impact of farm
pclicies on them and their cooperatives, they should be able to reflect
this interest through their existing farm organizations. This would
require a very politically active membership. Real/istically, the interests of
cooperative members would be most effectively reflected in the policy process if

cooperatives, themse/ves, become more directly involved in farm policymaking.
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