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THE TRANSFORMATION OF MARKET PLAYERS ON THE DEMAND-SIDE OF 
THE GRAIN MARKET 

KEMÉNYNÉ HORVÁTH, ZSUZSANNA 
 

Abstract 
 

The aim of the study is to review the vertical and horizontal reshuffling that took place in a 
specific area of the Hungarian grain product cycle, i.e. raw material production, and its effect 
on the demand-side power structure. The answers derived from questionnaires and in-depth 
interviews allowed the classification of buyers using cluster analysis, and also the modeling of 
their decisions during the price negotiation. The completed analysis shows us that on the grain 
market, price leaders are primarily among the large trading companies and holdings, which 
can be attributed to their size, storage capacity, logistical capabilities and strategy. Processing 
(mills, feed mixers, seed-sellers), integrator, retail and other companies on the grain market 
are price-adaptive. The intervention price level affects the price negotiations and market 
strategies of demand-side players significantly, which suggests that in the future, the 
modification of the intervention system may prove to be a main force behind vertical and 
horizontal changes. Structural changes can be further emphasized by the switch to the SPS 
system and the increased grain demand resulting from the commissioning of bioethanol-
producing plants. 
 

Keywords: grain sector, process chain, price leaders, cluster analyses 
 
Introduction 
 
Wheat production has a millennium-long history in Hungary, while corn production began in 
the 17th century. At the beginning of the 20th century, these two crops occupied 50% of all 
plough-lands and today they account for up to 60%. Throughout this study, therefore, the term 
"grain market" refers to the market for these two crops. During the last decades the structure 
of the grain market experienced a significant change. A historical review, the precise 
understanding of market structure and the characteristics of market players is important 
because present-day market players were born out of these segments, so their current 
existence and strategies are closely related to their past functions. The market structure, even 
though in a still rudimentary form, begins to resemble the structure seen in the large grain-
producing countries of the EU. The deepening of horizontal links between producers, the 
decrease in the number of demand-side players (compared with the heavily fragmented, 
complex pre-1989 and post-accession structure) points to a simpler and more consistent 
market structure as well as a more market-oriented attitude. The entry of multinational 
companies in ever increasing numbers is a sign of globalisation in Hungary that is promoting 
not only simplification and homogenization of the market structure but also the 
homogenization of grain prices. 
 
Historical Review 

 
At the beginning of the 1960s the only actor authorized to buy and sell grain was the Gabona 
Tröszt (Grain Trust) or Malomipari és Terményforgalmi Tröszt1 (Milling Industry and Grain  
Trading Trust). Grain crops were distributed among consumers (domestic and foreign trade 
players) through administrative authorities, ignoring the laws of market [Mohácsi, 1990]. 

                                                 
1This trust included 19 regional grain trading and milling companies with a total of 480 sites. 



152 Bull. of the Szent István Univ., Gödöllı, 2008. 

 

Foreign trade was operated by Agrimpex Külkereskedelmi Vállalat (Agrimpex Foreign Trade 
Company). 
 
Due to the rigid regulations and fixed prices, market players had very little room on the 
market for securing additional premix-production capacity. Fixed prices were adjustable 
officially by a certain percentage, but they could also be manipulated by quality parameters 
and speculations involving the withholding of produces. The introduction of the multi-channel 
sales system in 1968, and the system of free animal feed sales taking effect in 1970 brought 
about a significant change in grain trading. This boosted the associations operating in parallel 
with the Grain Trust. Their initial objective was independence from the milling industry and 
self-reliance, and later they appeared on the grain market as sellers (with separate distribution 
and sales channels) and competitors to the Trust. At the end of the 1980s, therefore, the 
supply side comprised of the agricultural plants (farmers' cooperatives and state farms), while 
the demand-side was made up of the Grain Trust and the before-mentioned feed-producing 
associations. The remaining players, like the trading arms of farmers' cooperatives and state 
farms, retailers and agents had a minor role, accounting for 3-4% of total turnover. 
 
1989-1990 saw a major transformation of grain trading. The supply side became fragmented. 
Many farmers' cooperatives went bankrupt or were dissolved because of the loss of land and 
assets, sales difficulties for agricultural products, and the drying-up of credit opportunities. 
Only the most profitable associations with competent management could stay afloat, turning 
into corporations, providing the basis for today's agricultural companies. Fragmented market 
structure made product aggregation and distribution more difficult and costly, thus increasing 
the activity of traders. The introduction of the unrestricted price system, the termination of the 
Grain Trust, the extension of foreign trade licenses, the opening of the commodity exchange 
all helped turning the grain industry sector into a market [Borszéki, 1992]. 
 
In the period directly preceding the political changes and during the transformation, the 
situation of both grain producers and processors was aggravated by the developing economic 
crisis. The liquidity shortage after 1990 bankrupted many agricultural and processing 
companies, while the position of traders with enough capital to finance inventories had 
strengthened. In the contest for controlling grain distribution, some market players tried to 
supplant their competitors through higher prices or attachment to the production system, 
while foreign trade companies applied various buying strategies (consignment, storage) and a 
system of agents and middlemen for the same reason. 
 
Further transformation took place in the middle of the 1990s affecting buying up, the market 
structure and the behaviour of market players as well. Following the separation of the main 
activities of the grain industry (milling, animal feed production, grain trading) milling 
products and feed production became parts of different segments [Guba, 2000]. 
In the period after the 1992 wave of privatisation, until 2003, the multi-player demand-side 
started to consolidate. A significant number of low-capacity, antiquated mills were closed 
down, many others were bought (and also closed down). In general, a process of 
concentration began among trading and processing players. With the consolidation fraudulent, 
non-paying traders disappeared, and unreliable, defaulting business actors went bankrupt. 
Small players lacking a clear survival strategy, unable to accumulate capital for 
reorganization, modern technologies and new domestic and foreign partnerships had less and 
less room to manoeuver 
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Surprisingly, there are parallels between the system of limited market orientation operating 
from 1962 until 1990, and the current grain market EU regulation in spite of their conceptual 
contrasts. Governmental intervention price is fixed in both cases, heavily influencing the 
prices accepted on the grain market. Stockpiling plays a key role in both periods, making 
speculation possible for market players (large plants and associations having storage 
capacities can withhold their stocks, creating a shortage in the market and a slight price 
increase). Prior to the birth of the Hungarian commercial sector, multi-player grain market has 
already been established in the socialist era. This sector received a further boost thanks to the 
fragmented supply side and the financing difficulties of the other grain market actors. 
Brokering trade thus gained more weight compared to other product lines. 

 
The intervention system 

 
On the EU accession, Hungary also entered the Common Agricultural Policy (CAP). This has 
placed the Hungarian agriculture and processing industry in a whole new market system, 
necessitating quick adaptation.  
 
On the demand side of the grain market, the most important novelty was the free movement of 
commodities (like grain) within the EU, and the introduction of grain intervention. The 
intervention system became one of the most important tools of market regulation in Hungary, 
transforming supply and demand relationships, price development and the behaviour of 
market players. 
 
In the first two years following the accession, a quarter of all corn and wheat production was 
bought through intervention, two-thirds of it being corn, which is not surprising in light of the 
decreasing domestic use of grain2. The large scale of offers is explained by the fact that the 
intervention regulations apply to every grain market player possessing grain. This is 
supported by the calculations published by Rieger [Rieger, 2006]. Rieger says there were a 
total of 981 offers in the 2004-2005 business year, during the intervention period. The four 
biggest offers added up to 21% of the total amount, the next 155 biggest offers comprising 
55%, with the remaining 822 offers representing 24%. His study shows that the first two 
groups (159 offers altogether, with more than 5.000 metric tons each) were 76% of the whole. 
The population of grain producers was 200.000 according to the 2004 surveys, which means 
that most of them did not take part in the intervention offers. Therefore the companies 
probably bought a significant amount of grain from producers on the free market and taking 
part in the intervention as intermediaries. 
 
For the intervention to fulfill its role and operate without problems, an adequate storage 
capacity and stockpiling is necessary. Its lack causes market disruptions. In Hungary, the 
stockpiling of intervention grain was basically a transfer to the nearest storage facility 
available after the contractual deliveries, and not a pre-planned, purposeful stock movement.  
 
In Hungary, the grain market adapts to existing and newly built storage capacities and not the 
other way round. This means that it significantly affects the behaviour and price negotiation 

                                                 
2In the 2004-2005 and 2005-2006 business years a larger amount of wheat and corn was 
offered for intervention in 9 Hungarian counties (400-800.000 tons per county, as an average 
of these two years), representing two major geographic areas. One is the north-eastern region 
of the country (Szabolcs-Szatmár-Bereg, Hajdú-Bihar, Békés, Jász-Nagykun-Szolnok), the 
other is along the Danube (Tolna, Bács-Kiskun, Baranya, Fejér) plus Somogy. 
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of grain market actors, as the gravitational centre of producer prices is the intervention price 
since the accession. 
 
A certain amount of discrepancy is induced by the supply and the differing buying and usage 
strategies of specific market organisations.  The intervention price level is, however, only 
available for the storage owners. Producers and traders possessing storage capacities are 
integrating the intervention price into their calculations, and only opt for a different sales 
channel if the revenue this way exceeds the intervention price minus storage costs until 
delivery. When buying, traders also use the intervention price as a basis for calculation (they 
pay a price lower than this to the producers in order to secure their own profit). Producers 
without storage capacities have to sell their grain or store it in a rented facility until the 
beginning of the intervention, but then the rent is deducted from the intervention price 
received for the produce. At the same time, for traders and processors (in the presence of 
storage capacity) intervention results in a higher producer price level, because grain owners 
consider the intervention price as a minimum. 
 
The opportunities provided by the intervention system are exploited by market players 
previously not active in grain trading. New types of companies appeared in the market. One 
such type is the company that is not operating in the gran market itself, instead providing 
transportation and logistical services. Such companies, possessing an adequate storage and 
transport capacity, undertook the delivery of intervention stocks, in the process locking out 
traditional grain market export companies of this new opportunity.  
 
The other type is small companies trying to make revenue from offering and storing 
intervention-related grain (these are the companies of the fifth group of the cluster analysis, 
that formerly did not have enough capital, in some cases operating in agricultural production). 
 
The intervention system provides a new opportunity and better prices for grain owners. For 
the buyers, however, this system and the increase of storage costs means higher producer and 
market prices. 

 
Material and methods 
 
For the characterization of strategies and the identification of the intervention effect on prices, 
I have decided to use questionnaires and in-depth interviews, then processing them through 
cluster analysis. The aspects affecting buying and pricing policy (financial situation, company 
size, company type etc.) and the clusters made out of them provided the representative types 
on the demand side, as well as the pricing and market strategies of specific groups, and the 
related buying volumes. 
 
The basis of the methodology was provided by the statistical data and analyses collected and 
published by the Market Price Information System operated by the Agricultural Economy 
Research Institute, and the answers of the questionnaires. The sample was made up of 24 
representatively chosen companies (from the largest ones to the smallest). These companies 
included traders, processors, vertical holdings and integrators. 

 
Results 
 
Three groups can be indentified clearly from the cluster analysis: integrators, processors and 
retailers (see picture). Group integration was carried on until the 13th step; further integration 
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was not justifiable. The six companies not fitting any of the three clusters could be divided 
into two other groups, one  consisting of large buyers (trading and export companies), the 
other including small companies with an annual buying volume of up to 10.000 tons. 
 

 
 

1. figure. The cluster structure of the 24 companies analysed 2005 
Source: Hungarian Central Statistical Office, analyses collected and published by the Market 
Price Information System operated by the Agricultural Economy Research Institute, and the 
answers of the questionnaires 
 
The first group consists of a handful of large players with a major influence on the domestic 
grain market. These are partly or wholly foreign-owned subsidiaries of global grain market 
companies, and a 100% domestically owned holding company. In 2005, they bought, on 
average, 850.000 tons of grain (700.000-1.000.000 tons). The volumes bought up in one 
transaction differentiate between the companies of this cluster. The multinationals are usually 
buying for their parent companies, with an export-orientation. 90% of all intervention stock 
was bid on and then transported to the destination countries by these firms. The reason behind 
this is that those companies have a logistical background, influence (on the EU and other 
companies) and capital that allows them to shape bidding prices for intervention stocks and 
profitably export them to distant importing countries (e.g. Bangladesh, that took in 100.000 
tons of wheat from Hungary). This means multinational companies are interested in sources 
providing large volumes of grain in one place.  Smaller, more fragmented batches were 
bought by the large grain buying companies within this first cluster. In 2005, they bought 
70% from producers, 20% from producing/procurement and selling cooperatives, 10% from 
traders and integrators. They had a major influence on the producer price of wheat, and could 
be considered as price leaders. Their influence on corn producer prices was less significant: in 
this market they were sometimes price leaders, in other cases the intervention price or the 
prices of competitors were creating a minimum threshold. A significant difference could be 
seen between the types of contracts they applied. The mainly commercial companies made 
contracts of prompt payment in 50% of the cases. The holding company present in the north-
eastern part of Hungary (including the Great Plain) offered skeleton agreements in 100% of 
the cases. For this holding company, the term of the contracts was year-long in 70% of the 
cases and prompt in 30%, while for trade-oriented companies the latter counted for 100%.  
 
This is due to their different market role. The holding company is present in the whole vertical 
grain market, and uses 80% of the grain for its own purposes (making an even distribution 
necessary throughout the year), as opposed to the trading companies that re-sell 80% of their 
grain, mainly as export. Therefore their distribution activities are determined by export 
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markets and their trading is not continuous and projectable, unlike for the holding company 
that is involved in processing. That is why prompt contracts were dominant for trading 
organisations. In 2005, 15-20% of companies used intervention.  
 
Mills, feed mixers and seed-sellers are included in the second cluster. They bought two-thirds 
of the produce they needed mainly in the harvest period. Their annual average buying volume 
is slightly more than 100.000 tons (20-300.000 tons), according to the sample. 45% of their 
grain is bought from producers, 17% from producing/procurement and selling cooperatives, 
23% from traders and integrators, and 15% from other channels. They process a large portion, 
82% of the grain, the rest is sold for intervention, export and domestic demand. More than 
half of their contracts are prompt, one-third are integrator-type, and about 20% are skeleton 
agreements and other types. This cluster has a small effect on producer prices; the acceptance 
of market prices is more dominant (88%), through the adaptation to intervention prices and 
the prices of competitors. They can determine producer prices when buying up grain from 
producers that have no storage capacities. 
 
Integrators form the third cluster. Their role in the grain market is more limited. The average 
annual volume they buy up is less than 100.000 tons (10-300.000 tons). Two-thirds of their 
produce comes from producers, the remaining part from producing/procurement and selling 
cooperatives and other channels; they offer half of it for intervention. Another 30% is for their 
own use, and 10% percent is sold domestically and abroad each. 
 
Their agreements are made mainly within the frames of integration contracts (82%), with a 
smaller percentage represented by skeleton agreements and other contract types. Similar to the 
cluster of processors, this group is characterised by a price-adaptive behaviour in the 
development of producer prices (92%), so they also have a limited scope for influencing 
producer prices in the grain market. 
 
The fourth cluster is formed by the retailers, who buy an annual amount of 55.000 tons of 
grain on average (10-70.000 tons). 85% of this grain, which is bought primarily through 
prompt contracts, is then re-sold domestically, a smaller portion is offered for intervention or 
exported. This fourth group is not a determining force behind producer prices, either: 
acceptance of existing prices is typical for 75% of them. 
 
The fifth group consists of those organisations that could not be classified into any of the 
previous clusters. Their average annual buying volume is hardly 10.000 tons. Their market 
behaviour is varied, their sales activities are local, and their continued presence in the grain 
market is doubtful in many cases. They exert practically no influence on producer prices on a 
national level. 

 
Conclusions 

 
From examining the clusters, it becomes clear that the strategy based on a processing priority 
is different from the trader approach, even though both types of companies do their buying 
mostly in the period following harvest. During harvest, producer prices are declining due to 
the inceased supply; the scale of this decline is affected by the intervention price. Traders are 
buying a large volume of grain within a short time frame (August-November) at a higher price 
level (1-2.000 HUF/ton premium) than processing companies. This grain is later exported or 
sold domestically at higher prices. Processors are also buying grain in this period, but at lower 
prices. Even though both types of players have an interest in maximising the margin between 
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buying and selling prices, the two strategies are different inasmuch as the mills are trying to 
achieve this through a lower buying price because flour prices are subject to a retail-side price 
pressure (but intervention price is keeping them from this). 
 
Trading companies are selling the produce they bought where and when they can exert the 
highest price available, so they aim at raising sales prices, not cutting down on buying prices. 
This is valid in years with an average grain yield. 
 
Primary processors (mills and animal feed producers) are the least able to enforce their 
interests in the market competition within the wheat production cycle. Producers' supply and 
intervention price are the dominant price influencing factors on one side, and from the other 
side a price pressure is felt because the business policy of retail chains calls for low consumer 
prices. The sales prices of processors are also affected by energy prices and other costs, as 
well as the demand represented by the baking industry, animal husbandry etc. More efficient 
processors can accept grain prices as they are, so they are also able to accept consumer prices 
dictated by retail chains. They achieve a higher profitability through special products, 
economies of scale and market expansion. 
 
In the case of corn, the intervention price level is also a determinative factor in producer 
prices. The significant decline in livestock and the geographic distance of major markets are 
the reasons behind the decreasing use of this produce, so the effect of the intervention price on 
the domestic price level is even more pronounced. It is characteristic of the corn market that 
even wheat market price leaders are only able to determine corn prices to a 50% degree, with 
the intervention price providing a control threshold from the other side. The corn buying 
market is much more fragmented, there are more traders and integrators in the business of 
corn procurement, which creates strong competition explaining the lack of 100% price leading 
in the corn market. 
 
The volume of grain offered for intervention in the 2006-2007 business year may decrease. 
One reason for this is the slight decline in international grain supply coupled with a surge in 
consumption; another reason is the tightening of EU corn intervention quality criteria 
(1572/2006/EC). In the future, the discontinuation of corn intervention expected in the 2007-
2008 business year may cause a further decline in intervention stocks, which will also shape 
the strategies of grain market players. Newly commissioned bioethanol-producing plants 
(built in the proximity of regions with high intervention stocks) may prove to be a major 
buyer for corn. In the absence, or a more limited deployment, of bioethanol plants and 
chemical capacities an accumulation of corn surplus is expected as well as a price decline, 
mainly in the north-eastern region. 
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