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Executive summary

The research topic of the Case Study is to examine performance and sustainability of new
emerging cooperatives in Hungary. Besides transformed successors of the former socialist
cooperatives, new cooperatives were established in the New Member States (NMS). As both
success and failure of such cooperatives can be observed, the question about their sustainability
arises. Additionally, the establishment of new cooperatives in the NMS has been supported by
EU and national policies. What is the impact of these policies? What problems do the new
emerging cooperatives face and how can they be solved?

Among the micro-economic and management problems of cooperatives (POs and PGs) is the
shortage of revolving funds (current assets) in the operational business. Furthermore, the black
and grey economy plays an important role, especially for fresh products which have a market
share of more than 40%.

Two successful cooperatives and one which failed were analysed: DélKerTESZ and Csabai
Raktarszovetkezet. DélKerTESZ is the largest Producer Group (PO) in the Hungarian fruit and
vegetable sector, Csabai Raktarszovetkezet, the second cooperative, operates in the cereal
sector. It is a smaller classical cooperative, but very important for the development of its region.
The third cooperative under study was Moérakert Cooperative that - after many years of
successful development in the fruit and vegetable sector - is currently under bankruptcy.

The success stories of DélKerTESZ and (for many years) of Mérakert provide good examples for
developing vertical integration based on the horizontal coordination of farmers as initiators.
Csabai Raktarszovetkezet is a genuine and democratic (“bottom-up”) horizontal cooperative
organisation in the cereal sector showing a slow but targeted development and promises to face
a very safe and solid future.

With the view on performance and sustainability, it is of outmost importance for the
cooperatives to get EU and national support. This is especially relevant for newly established
organisations. Most of them would have never been able to start without support. However, it is
also obvious that collective action problems of farmers and coordination issues in food chains
cannot be solved simply by EU and/or government support.

The other most important factor is reletad to the ,human factor” of cooperation. Willingess to
cooperate and trust should need to improve and major psychological obstacles have to be
removed in order to facilitate cooperation among the farmers. Regarding the society as a whole,
the impact of developing and strengthening trust and social capital has primary importance.



1. Introduction
1.1 Background, objective, research question(s) and hypotheses

1.1.1. The background situation of cooperatives (POs/PGs) in Hungary

The background situation of Cooperatives, both Producer Organisations (POs) and Producer
Groups (PGs), in Hungary can be summarised as follows:

» Significant uncertainty in Hungarian agriculture of transition economies due to
deficiency of market institutions - black market and shadow economy

* Fragmented productions structure (esp. in fruit & vegetable production) and atomistic
ownership structure of land

* Very low level of trust and willingness to co-operate

* Lack of financial resources

* Multinationals and other large companies can co-ordinate up to a certain level, but it this
is not sufficient

* Cooperatives and other producers’ owned organisations can solve the market
vulnerability of producers and increase their income.

The black or grey trade is also a very important problem for the co-ops who do everything
legally. In some sectors like in fruit and vegetable and cereals the combined share of black and
grey markets is about 40%. From that point the decrease of VAT from 27% would be an
important step, but there is not much chance for a chance in financial policy due to the current
financial crisis. Starting point of our analysis is that independent privately owned farm
organisations cannot countervail the market power of their business partners. Therefore
(closer) coordination seems an appropriate solution to solve one of the most crucial problems in
Hungarian agricultural development.

Two main types of coordination do exist in market economy:

1) By the state (EU):
a. Regulations, administrative rules, etc.,
b. Support measures and co-op ,incentive schemes”,
c. Taxation etc.
2) By private institutions:
a. Established by the processors/retailers (by contracts),
b. Producer owned organisations: cooperatives, producers’ organisations and
producers’ group

The common setting is state (EU) support for privat organisations, like cooperatives, which is
exactly the topic of our research: “Support for Farmers’ Cooperatives (SFC)”.

1.1.2. Objective and research question(s)

The research topic of the study is to examine performance and sustainability of new emerging
cooperatives in Hungary.

Besides the transformed successors of the former socialist cooperatives, new cooperatives have
been established in the NMS. As both success and failure of such cooperatives can be observed,
the question arises as to what can make them sustainable. In addition, the establishment of new
cooperatives in the NMS has been supported by EU and national policies. What has been the
impact of these policies? What problems have the new emerging cooperatives been facing and
how can they be solved?



1.1.3. Hypotheses

Based on the above research questions the following hypotheses may be relevant for the

analysis:

e Regarding emerging marketing cooperatives in New Member States, resilience and
robustness depending on appropriate internal governance and supportive external
institutional context are primarily relevant for their sustainability.

e Inappropriateness of transplants and blueprints, elite capture, leadership problems and
unfair international competitors are among the main reasons for failure of emerging
marketing cooperatives in New Member States.

e State interference can be positive and negative in the process of developing self-organization
in the cooperatives, that requires clearly facilitating policies e.g. in advisory services and
capacity building.

e Leaders of new cooperatives face problems with commitment and trust among the members
and between the members and the cooperative management. Policies for encouraging
farmers to set up new cooperative organizations that are able to compete with other market
organizations have to account for the socialist legacy.

1.2 Analytical framework

There are at least three main factors that determine the success of cooperatives in current food
chains. These factors relate to (a) position in the food supply chain, (b) internal governance, and
(c) the institutional environment. The position of the cooperative in the food supply chain refers
to the competitiveness of the cooperative vis-a-vis its customers, such as processors,
wholesalers and retailers. The internal governance refers to its decision-making processes, the
role of the different governing bodies, and the allocation of control rights to the management
(and the agency problems which are associated with the delegation of decision rights). The
institutional environment refers to the social, cultural, political and legal context in which the
cooperative is operating, and which may have a supporting or constraining effect on the
performance of the cooperative. Those three factors constitute the three building blocks of the
analytical framework applied in this study (Figure 1).



Figure 1. The core concepts of the study and their interrelatedness
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1.3 Methods of data collection and the structure of the report

In order to carry out the case study analysis multiple sources of information have been used,
such as databases, interviews, corporate documents, academic and trade journal articles. Apart
from a review of the literature on co-ops (POs) in Hungary, websites as well as primary and sec-
ondary data have been analysed?; in addition, interviews based on a semi-structured list of ques-
tions were carefully prepared and have been conducted during the spring of 2012. Three differ-
ent sets of questions have been used in order to be able to capture the essence of the views from
persons in different positions (see Appendices 8-10). Interviews have been conducted with the
following persons/positions:

(1) Interviews related to the coops of the case study:

- Chairman (president or leader) and board members of the case study cooperatives,

- Executive manager(s) of the case study cooperatives,

- Co-op members of the case study cooperatives.

In the case of the ceased Moérakert Co-op the interviewed persons included the 2 former man-
aging directors of the co-op and a former co-op member. We have used some interviews made
prior to the Coop Project.

(2) Interviews related to the sector and professional bodies:

- Sector expert and

- Managing director and president of an interbranch organization (FruitVeb).

- President and executive secretary of Hangya (Association of Hungarian Producer’s Sale and
Service Organisations and Cooperatives).

- Representative of the national association of producer groups (PGs) in the cereals sector (dur-
ing the first phase of the project).

(3) Interviews with officers of the Ministry of Agriculture and politicians with regard to the rele-
vant policy measures and their outcomes as illustrated by the chosen cooperatives:

- Member(s) of parliament,

- Officers of Ministry of Agriculture.

1 The average HUF/EUR rate published by December 31 each year by the Hungarian National Bank was used to ex-
change HUF financial data into EUROs.



1.4 The background situation of cooperatives (POs/PGs) in Hungary

Brief introduction to the Hungarian cereal sector: After the EU accession, stakeholders
(producers, processors, wholesalers, bankers, governmental institutions etc.) in the sector found
it difficult to find its role in the new system of intervention. They had expected more revenues
from intervention; however they would have needed more storage and also sufficient revolving
funds because of delayed payment of the EU intervention mechanism. One of the conclusions of
the EU accession for the sector is that Hungary was not prepared in terms of availability of long-
term storage capacity for implementing intervention measures effectively. After the initial
uncertainty, the intervention mechanism caused 10% higher prices for producers in 2004-2006.
This also means that producers gained from the EU accession. The quality of cereals is up to the
requirements of the EU standards.

Brief introduction to the Hungarian fruit and vegetables sector: The share of private farmers is
relatively high in Hungary’s fruit and vegetable production, however, most of them are small
farmers, sometimes having only a household plot. The majority of farmers face significant
market uncertainties without reasonable risk-sharing techniques, and their output fluctuates
considerably. To improve competitiveness it is important to increase the level of production and
to decrease costs. Furthermore, it would be essential to improve quality by means of changing of
species and technology of production.

It must be mentioned that “...both the production and trading practices of the producers are not
well organised. Cooperation of producers has to be strengthened to synchronize and support
production and trade. Inside cooperatives, the building of vertical chains has to be promoted.
Stronger and larger cooperatives would also have a better bargaining position when dealing
with retail trade chains and processing industries. The level of concentration of POs is very weak
because they have less than 20% of the market which is far from the 40% which is considered as
good basis for negotiation with the chains. The government has to support cooperatives by cre-
ating better rules, reducing administrative obligations, lowering taxes and labour costs, and
providing more extension services” (Burger, 2010: p. 8).

Burger also states that “Membership fees and contributions often do not cover the costs of
administration, management and investment in spite of EU support. POs are non-profit
institutions and thus net incomes are distributed among members. This is why POs are unable to
accumulate sufficient financial means for further development. They need credits for
investment, but in most cases they cannot pay these back without government support.
Furthermore, POs have to pay taxes and have many administrative obligations. At the same time,
individual farmers do not pay income taxes if they stay below certain income limits. Most of the
individual farmers do not declare their incomes to exceed that threshold and thus can
completely avoid income tax. If POs sell to the retail chains, they get the payment for their
products only after some weeks. If individuals sell in the market - and they often do this without
invoices - they get their money at once. In addition, retail chains require fairly high contributions
to their selling costs from the delivering producers. All these facts hold back cooperation”
(Burger, 2010: p. 7).

Regarding the fruit and vegetable sector there are some measures for their support in Hungary
which are in accordance with EU agricultural policy. There are some new measures to support
some secondary organisations as well; however, empirical evidence is lacking to make
judgements on their viability and effectiveness.
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1.5. A brief review of literature

Szabd G. G. (2011a) is a general book on the theory and the (mainly Danish and Dutch) practice
of agricultural co-operation with some regard to the development of agricultural cooperatives in
Hungary after the change of the social-economic system in 1990. Szabé Z. (2011b) gives a brief
overview on the obstacles, prerequisites and principles of the cooperative development
connected sustainability in Hungary.

For the DélKerTESZ case, the paper of Juhasz-Kozak (2009) was the most important source
apart from the materials published/handed out by the Co-op itself (DélKerTész 2012a -g)2. In
case of Csabai Raktarszovetkezet, the most important printed and media sources are the leaflets
of the cooperative as well as an introductory video film in Hungarian:
http://www.youtube.com/watch?v=uwEQDnSapQA. In case of Mérakert Cooperative, there is a
great number of papers published. The most recent and in-depth work in English on the
development and integration activity of Mérakert Cooperative is by Bakucs et al. (2007a), Fert6
et al. (2007), Szab6 et al. (2008) and Szab6 (2011).

There are some recent publications in Hungarian literature which contains data regarding POs
and their legislation [see, for example, in Felfoldi (2005), Dudas (2009), Horvath (2010), Dorgai
et al. 2010)]. Torok and Hanf (2009) briefly examine some Hungarian cooperatives regarding
their economic performance as well as the level of confidence of members revealing that, due to
vertical integration and the huge number of small producers, forming horizontal cooperatives is
crucial for transition countries.

Despite theoretical advantages of cooperation, there were only just a small number of new types
of cooperatives established in agriculture recently. In general, the level of cooperation and
willingness to cooperate is very low in Hungary (TARKI, 2005; EUROLAN 2005; Szab6 and
Bardos, 2006; Bakucs et al., 2008a; Baranyai, 2010). The above problem is related to the low
level of social capital and trust (see Baranyai et al. 2011; Bakucs et al., 2008b; Dudas, 2009a;
Forgacs, 2006a, Takacs and Baranyai 2010) which, in turn, contributes to the other problems of
rural development (Szabé et al., 2005). Szab6 (2010) gives an overview of different approaches
to trust with special emphasis on the agri-food economy and cooperative principles. He also
examines the role of trust in agricultural marketing cooperatives by analysing selected empirical
studies including references to Hungary.

2 Since they are very well summarized, we have used and cited some parts of the above materials word by
word with permission in order to save pages and time.
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2. Description of the first case: DélKerTESZ
2.1. Facts and figures of the Cooperative

2.1.1. The development of the Cooperative

Dél-alfoldi Kertészek Zoldség-Gyiimolcs Termeld Ertékesits Szovetkezete (short name: Délker-
TESZ) is at present the largest producer organisation (PO) in Hungary with members mainly
producing vegetables in intensive glasshouse and plastic tunnels systems (Juhasz-Kozak, 2009:
p- 9). Apart from selling the members’ products, the cooperative offers preferential credit for
inputs, extension (expert advisory) service, quality assurance systems (GlobalGap, HACCP) and
other services to the members.

The headquarters of DélkerTESZ are in Szentes, a town in the southern great plain region,
Csongrad County. The area is a traditional vegetable growing region, where glasshouse and foli-
age production emerged in the 1960ties, heated by thermal water from forty wells (DélKerTESZ
2012g: pp. 1-2).

The PO was founded in 2002 in response to ever-increasing input prices and requirements of
retailers, the bad experiences with semi-illegal wholesalers, and the uncertainty of the coming
EU accession. However, the major incentive were the new favourable subsides for POs (Juhdasz-
Kozak, 2009: pp. 9-10).

DélkerTESZ started with 230 members, currently it has 495 members. Since 2004, it is a recog-
nised PO producing mainly paprika varieties (65%), tomatos (20%), cabbage varieties (5%),
melon (5%), and others (5%). Although the cooperative involves many members, it has tried to
specialise on a few products to be efficient (DélKerTESZ 2012f). Because of the problems of
Mérakert cooperatives (see Chapter 4 on Mérakert), DélKerTESZ has become the largest PO in
Hungary in 2012.

DélKerTEsz coordinates production of glasshouse vegetables, having special and strict technolo-
gy requirements. Involving a large number of small-scale growers as members, there is a real
need for an expert advisory system. Fluctuation in the membership is quite low, although the
general problem of ageing in the sector is present. Mainly part-time growers stop production,
but their place is always filled by larger family farms, because the younger generation is only
motivated to take over production in case of more successful businesses. These medium-scale
producers then have different needs for governance, they require less production advice but
more post-harvest support. Raising the quality of production does not always generate a price
premium but makes it possible to become preferred suppliers of the major Hungarian and even
export market retail chains. And it does provide the possibility of premium product innovation
(Juhasz-Kozak, 2009: 11).

A total of 95% of the plants and their sites have got GlobalGap quality assurance certification. At
the end of each year, after deducting all the cost, the cooperative pays a quality premium to the
members. The premium had varied in the previous years between 3 and 9% it was 7% in 2011.
The basis of the premium is the net value of the products paid to the member (50%) and the
other half (from 2009) is connected to quality production by the means of biological pest control
(50%). To be eligible for the latter half of the premium, a number of requirements must be met,
like 100% of the production should be delivered to the cooperative, obligatory participation in
the extension service (e.g. regularly getting professional advice from the experts employed by
the cooperative), using the inputs and pesticides recommended by the co-op and some more
technological issues. Thanks to the above incentive scheme the share of products produced by
biological pest control raised from 16% (2003) to 87% (2012). Reimbursement of the surplus is
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very rare in the Hungarian POs, but for getting loans and credits from the banks the co-op has to
show profit (positive taxed result) of their operation.

In 2007, the bar-coding tracing system was introduced ensuring traceability of products from
the land to the shelves of the shops. DélKerTESZ established a very strict and efficient chain
management which is an integral part of its success. The cooperative has a very developed
technical and infrastructural background including a site of 4.5 ha, 4,000m2 cold stores, 2,500m?2
air-conditioned packaging area, modern sorter and packing machines and devices, offices, a fully
fledged informatics system, etc.

Members of the cooperative can buy input materials on preferential loans terms (for example
with a delay of 100 days of paying for the small producers) in the PO’s department store. The PO
uses contracts in their trade with both the members and the buyers. One third of the cost of the
cooperative is connected with trade.

The main customers of the cooperative are the retail chains (TESCO, Spar, Auchan, Csemege)
which, in 2012, buy 90% of the products sold in domestic markets. Usually, 25-30% of the prod-
ucts are exported. The most important countries are Germany, the Czech Republic, Austria, Slo-
vakia, Scandinavian countries and, recently, Spain and Romania. The turnover of DélKerTEsz
increased significantly from HUF 2.868 billion in 2003 to HUF 3.859 billion in 2011.

Upon initiative of Dé1KerTESZ, a secondary PO, Hortico-Régié 2009 Kft. (Ltd.) was set up in July
2009 including 4 recognised POs. “The main goal of the foundation is to harmonize the produc-
tion and sales over its four members. In 2010, the sales value of 70 thousand tonnes of vegeta-
bles and fruit has reached HUF 7.5 billion. Combining the source of its four members, the Horti-
co-Régio 2009 Kft. has one thousand producers, possesses a 20,000 m2 surface packing room
and a 6000m?2 cold storage room” (Hortico-Régio 2009 Kft.,, 20117?: p. 1).

DéIKerTESZ sells the majority of the products of its members through Hortico-Régié 2009 Kft.
The cooperative is present at national and foreign fairs and exhibitions (Berlin Fruit Logistica,
farmer Expo Debrecen, etc.) to improve their connection and markets. In 2006, the PO estab-
lished a secondary organisation together with Mérakert Cooperative - DALZA Kft. - with a share
of 50% (HUF 5 million) for mainly export activities, but due to the deteriorating situation of
Moérakert it practically does not work. DélKerTESZ plans to buy a share of Mérakert but, due to
its liquidation process, it is a very slow process.

In 2008, the cooperative became member and co-owner (its share is prox. 14% - HUF 400,000)
of TESZ-ESZ Nonrofit Ktf. (Ltd.) which organizes courses for the experts involved in extensions
services (advisory system). It carries out experiments together with input suppliers and
organizes exhibitions to show the results.

The cooperative finances its domestic activities by OTP (the largest commercial bank in
Hungary) and export by Raiffeisen-Bank. Their shares in the short-term financing of the co-op
are 75% and 25%, respectively. DélKerTESZ is very proud that banks have not lowered their
appropriation (level of credit) over the last years, which has been a very unique “event” among
POs and PGs in Hungary. Additionally, the co-op uses short-term credits for covering current
assets provided by a credit cooperative.

2.1.2. Members and structure of the cooperative

There are about 5-6 thousands families growing vegetable in the area. Most of the members of
DéIKerTESZ are individual /family farms and only a few of them produce fruit (melon, apple).
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Table 1 shows the number of members of DélKerTESZ as categorised by net values paid to them
in 2011. It is very clear that most members are relatively small producers; most of them sold
products worth less than HUF 1 million through the cooperative. That is one of the reasons why
it is not really realistic to increase the value of the cooperative shares from HUF 50,000 although
it would have great benefit for financing the co-op, especially the ever expanding revolving
funds.

Table 1: Classification of DélKerTESZ Cooperative members by net values paid to them in 2011

(in HUF and in EURO)
Amount in HUF in EURO Heads
> 200 million > 642,818 2
100 - 200 million 321,409 - 642,818 1
50 - 100 million 160,705 - 321,409 1
20 - 50 million 64,282 - 160,705 2
8 - 20 million 25,713 - 64,282 19
4 - 8 million 12,856 - 25,713 59
1 -4 million t 3,214 -12,856 - 226
< 1 million <3,214 134
Number of non-producing members 51
Total: 495

Source: DélKerTESZ Cooperative (2012f)

From the non-producing members 1 died, 11 have been excluded and 21 exited from the co-op.
The ones who do not supply have to pay HUF 20,000 as contribution to the operational costs.
Half of the turnover (50-55%) is done by the two biggest members: Arpad-Agrar Zrt. and Primér
Profit Kft. In quantity, the share is only 40%, since the two largest members produce products
with higher added value. This gives financial stability and also a good and planned use of capaci-
ty of the co-op. However, it is very important to note that even the four largest members with
more than HUF 100 million have only 1 vote. Hence, the democratic control of the cooperative
on behalf of all members is fully implemented.

In Figure 2, the organizational structure of DélkerTESZ is presented. Day-to-day business is
managed by the president-executive manager and the management consisting from 5 persons.
Potential members (applicants) have to deliver for a test period of one year, i.e. they deliver to
the cooperative during this period of time but do not enjoy the benefits of membership.

The number of employees was 76 in 2012 and the co-op has a part-time lawyer as well. Twenty
employees have a university degree and 30 have secondary school education. It should be mo-
tioned that it is very hard to find and keep leaders for higher management positions who have
an academic degree, practical experience and language skills, especially because non-agri-
cultural firms can offer a better package to them.
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Figure 2 Organisational structure of the DélkerTESZ Cooperative
General Assembly /475 members (22.03.2012)

Assembly of delegates (55)

Board of directors (5) - Board of supervisors (3)

Management (5) -
President - managing director

(LEDO, Ferenc)

Leader of the site Head of sales Export-sales Chief accountant EP-KONYV 2005. Kft.
Buying up members’ products (Domestis) (1 assistant (Bank, payments) public accountancy,
\l/ bookkeeping of operational programmes
Works on the site logistics (1 employess) Deputy chief accountant
Purchase of Current assets Bookkeeping,
(59 heads) Cassa

Consultancy network fgr members (3+4 heads)
Quality assurance\{2 heads)
TESZ-Shop (2 heads)
Lawyer (1) part time

Notes:

1) Total number of employees is: 76 heads + 1 head part time (lawyer)

2) Accounting is outsourced to EP-KONYV 2005. Kft. (Ltd.) 5 employees (for Hortico as well)
3) Safety (work, fire, etc.) education is made by an outsider entrepreneur

49 Export sales is done partly by: Kdlmén, Andras (La Quinta)

Source: translated and abridged version of the Figure in DélkerTESZ Cooperative (2012a)
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2.2. Relevant support measures affecting structure and strategy

Table 2 gives an overview of the EU support measures for Hungary’s agricultural sector.

Table 2: Support schemes for Hungary (2008-2010)

Direct payments under European Agricultural Guarantee Fund €2,685,745,744
(EAGF)

European Agricultural Fund for Rural Development (EAFRD) €1,067,367,848
Other payments under European Agricultural Guarantee Fund €28,546,980

Source: http://farmsubsidy.org/HU/scheme/, Downloaded on 12.05.2012

There are additional national supplementary support schemes as well as co-funded support
measures, e.g. different support measures for technological development and quality assurance
from the Hungarian Ministry of Agriculture and Rural Development (national source) and the
Agriculture and Rural Development Operational Programme (ARDOP) mainly co-financed
by the EU from the Guidance section of EAGGF.

National support for fruit and vegetable producers is rendered upon various decrees of the
Ministry of Agriculture and Rural Development:

Decree 24/2010. (III. 19.) on support of producer groups in fruit and vegetable sector
contains the increased (possible) rate up to 25% of a national contribution to certain investment
support measures for investments taking place in 2011.

Decree 105/2011. (XI.10) on national supplementary support of fruit and vegetable pro-
ducer organisations. The measure greatly improves cooperatives’ position and their market
share in the fruit and vegetable chain. There are 11 secondary POs in Hungary in 2012.

The New Hungary Producer Organisation Current Assets Credit Programme especially
helps to solve the crucial liquidity problem of cooperatives in the season by facilitating short-
term loans from banks and credit cooperatives.

It is important to mention that the DélKerTESZ cooperative is financed from different sources.
Apart from subsidies they got the amount coming from the cooperative shares subscribed by the
members, members have to contribute to operational funds and it makes use of different short-
term and investment credits as well. The co-op also tries to sell products with higher added
value and to extend production using biological control to improve its market position and, thus,
to increase its turnover. According to an expert assessment the co-op could raise 40% of the
supports they got until 2012 without being a PO or cooperative, however, 60% come due to
support measures for POs.

From 2004, DélKerTESZ as PO could get direct payments under the European Agricultural
Guarantee Fund. It also got some payments from the European Agricultural Fund for Rural

Development for the modernization of the horticultural sector (non-PO specific).

Table 3 details the EU payments to the cooperative for the period 2008-2010.
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Table 3: Details of payment DélKerTESZ Cooperative received from the European Union
(2008-2010)

Year Scheme Total
2010 Direct payments under European Agricultural Guarantee Fund €657,942
2009 Direct payments under European Agricultural Guarantee Fund €940,861
2009 European Agricultural Fund for Rural Development €89,579
2008 Direct payments under European Agricultural Guarantee Fund €442,558
Total: €2,130,940

Source: http://farmsubsidy.org/HU/recipient/HU40309/delalfoldi-kerteszek-zoldseg-gyumolcs-termeloi-es-
ertekesito-szovetkezet/), Downloaded on 12.05.2012

There are 3 main types of support in case of DélKerTESZ Cooperative:
1. Support measures for establishing and recognising the PO
2. Support measures for the operational programme of the PO
3. Support measures not directly connected to the operational programme of the PO,
including credit programmes

Altogether, DélKerTESZ got HUF 2.168 billion (EU and national) support for the period 2003 -
18. 04.2012. An amount of HUF 88.767 million is still pending. Since 2004, support is mainly
connected to financing the cooperative’s operational programme.

DéIKerTESZ Co-op gets support from national resources (according to the yearly announced
decree3) due to its turnover (activity) through Hortico-Régo 2009 Kft. as well. The co-op is
eligible for 2% (of the turnover of the co-op from members’ products in the reference - previous
year) support and for a supplementary amount of 3% of the turnover which is made by the sec-
ondary organisation selling the products of the co-op in the reference (previous) year.

Additionally, apart from the main type of support which is connected to the development of the
operational programme, the co-op used some other funds as well.

In 2003-2004, the co-op got a HUF 20.075 million support for technological development of its
site from the Hungarian Ministry of Agriculture and Rural Development. The support financed
50% of its investment. The cooperative bought the site in December 2003.

In 2004, DélKerTESZ got HUF 0.4 million from the Hungarian Ministry of Agriculture and Rural
Development for the development of traceability and quality assurance. The support financed
50% of the investment, the total amount was HUF 0.8 million. Both of the above measures were
important to secure the co-op’s position in the market.

The co-op has used twice the support from ARDOP (Agriculture and Rural Development
Operational Programme). First in 2005-2006, it got HUF 20.160 million support which covered
80% of its investment for information technology (e.g. development of the computer system
including the usage of the bar-code system).

3 At present (May 2012) Decree of Ministry of Rural Development 105/2011. (XI.10) on national supplementary
support of fruit and vegetable producer organizations is in force.
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In 2009, DélKerTESZ used an ARDOP investment credit for extending its packaging area. The
total amount of the investment was HUF 125 million from which the co-op had to provide half of
the money. The support was financed from the European Agricultural Fund for Rural
Development.

DéIKerTESZ got a New Hungary Producer Organisation Current Assets Credit of HUF 250 million
(that was the maximum amount to be gained in April 2009). With a grace period of 1.5 years, it
has to pay back the whole amount until March 2014. The co-op used mortgage subscribed to its
site instead of state collateral. Although it has paid back half of the original credit, the co-op is
interested to refill the amount of credit by the programme since it is a very good and easy means
to finance their current assets need.

2.3. Strategy of the cooperative with regard to the study topic

“DélKerTESZ ...is active in adding value through marketing and product development, being a
larger market player. DélKerTESZ is a frequent exhibitor in a broad range of domestic and
foreign agricultural and food fairs, usually winning quality excellence awards. The co-op
developed a detailed IPM production system which is now accepted by export market retailers.
With this strict production technology and constant monitoring it created a market segment
where the market access of other producers became more difficult. It also joined a premium
product initiative of a modern retailer called “Taste and Tradition” where it has to provide
vegetables, mainly paprika, with exact and constant organoleptic characteristics. It also launched
an initiative to supply some local varieties but the demand by the retailer did not reach the
volume needed for the profitability of such production. Local varieties have much higher
production risks, e.g. shorter shelf life, sensitivity to pests, difficulty to produce standard forms”
(Juhasz-Kozak, 2009: pp. 12-13).

In case of DélKerTESZ, the first obstacle regarding sustainability is the strong presence of semi-
illegal “tax minimizing” domestic and export buyers. On average, they have a share of about 20%
in the fresh fruit and vegetable market, but in its production region, it jumps up to 60-70% at
certain times and for certain products,. It is hard to compete with these buyers for the benefit of
its producers, because avoiding VAT means a price difference of 20% or even 27% since 2012,
so the PO has to fight for getting the highest possible retailer price premium. The cooperative
tries to achieve this with the value adding services of grading, packaging and special IPM quality
(Juhasz-Kozak, 2009: p. 10).

“The second and even more threatening issue is the legislative obstacles of thermal energy use.
By defining it as a renewable energy source pumping of the water back into the thermal sources
was made compulsory. This technology implies high costs for both implementing and
maintaining, especially where already existing old wells have provided cheap thermal water so
far. According to the PO, the possibility to apply for subsidy in case of developing the new,
legislatively compatible technology is not a real solution, because the cost of the new system
makes the whole production method unprofitable and uncompetitive. The tolerance period for
the old thermal water technology expired in 2011, and there is no real solution of the problem
so far” (Juhasz-Kozak, 2009: p. 14).

Further aims of the cooperative include extending the funds for the operational programme, full
extension of integrated pest control, giving professional advice and further improving the
quality assurance process, extending the number of costumers in Hungary and abroad,
improving logistics, extending the amount of packed products (with higher added value), and
improving the technical requirements of the above processes (DélKerTESZ, 2012g).
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However, lack of financial resources is the most serious obstacle against further development of
the co-op: it cannot finance more trade because of the lack of current assets (revolving funds).
Since EU support is post-financed and the administration is very complex, the co-op is in con-
stant need of (preferential) credits to be able to pay their members. According to experts and
apart from the measures mentioned in the report (e.g. New Hungary Producer Organisation Cur-
rent Assets Credit Programme), factoring maybe with a state warrant could be a solution for that

problem.
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3. Description of the second case: Csabai Raktarszovetkezet
3.1. Facts and figures on the cooperative

Csabai Raktarszovetkezet is a recognised and EU supported producer group which is active in
the cereal sector in a legal form of cooperative with regional impact on prices in cases of some
products. The cooperative is located in Békéscsaba in south-eastern part of Hungary, close to the
border of Romania. It is traditionally a very important region of producing cereals. The
cooperative was founded in 1997 with the aim of promoting the agricultural producers who are
members or collaborators of cooperatives.

Csabai Raktarszovetkezet “provides the following services:

+ Storing

» Services related to warehousing (drying, cleansing, housing, exhousing, rotation, gasification,
sifting if needed

*  Buyingup

+ Selling

» Taking samples, quality-testing,

* Intermediate wholesale-trading,

* Integrated plan-cultivation.”

The cooperative cultivates of the following crops: fodder wheat, milling wheat, fodder maize,
fodder barley, sunflower, fodder broomcorn, tiricale, and oats. It currently operates in 14
settlements. It coordinates the production, fertilisation, land protection as well as collection,
storing and selling of the products. (Csabai Raktarszovetkezet, 20077: p.3)

Csabai Raktarszovetkezet determines its commercial and different types of storing activities
mainly with taking into account the amount of cereals produced by its members but there is also
a relatively significant share of non-member trade. The cooperative could store and trade
approx. 25,000 tonnes per year through four channels: 1) domestic wholesaling, 2) domestic
trading towards final users (animal breeders, fodder mixers, etc.), 3) foreign and export trade,
and 4) selling for EU intervention (if needed).

In April, Csabai Raktarszovetkezet had 165 members, but their number will increase to 193 still
by 2012 as the cooperative is obliged to meet the requirements of the so-termed “certified

recognition”. Chart 1 shows the membership numbers of the cooperative.

Chart 1: Membership numbers between 1997 and 2010

Source: Csabai Raktarszovetkezet (2012c)
The cooperative has 15 employees. The principle of 1 member - 1 vote and democratic control

are applied in the cooperative. The organisation structure of the cooperative is shown in the
Figure below.

20



Figure 3: Simplified organisational structure of Csabai Raktarszovetkezet
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Source: Own construction and translation of Csabai Raktarszovetkezet, 2012d.
3.2. Relevant support measures affecting structure and strategy

The cooperative has made use of different support measures for technological development and
insurance of agricultural production from the Hungarian Ministry of Agriculture and Rural De-
velopment (national source), e.g.:

Government decree (30/2000: III. 10.) on the unfolding credit construction for agricultural
producers as well on the farm credit programme. The cooperative got a preferential credit for 10
years (2001-2011) amounting to HUF 90 million. Eighty percent of the total amount was cov-
ered by state warranty. It could use the credit for investment and for financing its current assets,
so it bought a storage unit and also some drying and cleaning equipment (HUF 50-60 million).
The cooperative could also finance its current assets, which made it easier for them to buy
members’ products and purchase inputs (HUF 40-50 million).

Decree (102/2001: XII. 16.) on the support for agricultural economics aims from national

budget of 2002 (FVM, 2001). Csabai Raktarszovetkezet got HUF 333,000 support funds for re-
ducing the cost related to agricultural production in 2002 (FVM, 2001).
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Decree (3/2003: 1.24.) on the support for agricultural economics and rural development aims
from national budget of 2003 (FVM, 2003). The cooperative received HUF 231,000 for insuring
its agricultural production. It also got HUF 707,000 for plant production based on area payment
scheme.

Agriculture and Rural Development Operational Programme (ARDOP)

Although not a PO-specific measure, one of the relevant support measures in case of Csabai Rak-
tarszovetkezet is part of the ARDOP II1.3.2. Measure: Development and Improvement of Infra-
structure Connected with Agriculture (2004-2006). It supports construction, rehabilitation,
modernisation and extension of local markets and buying-up facilities thus providing better
conditions for direct marketing in rural areas and do not allow price rises due to intermediate
traders (ARDOP, 2006: p. 114). The co-op used the financial support of HUF 8.5 million from
ARDOP in 2004, among others, for investment in another garner (892m?2).

New Hungary Rural Development Programme (2007-2013) is a joint (EU-Hungary) support
measure facilitating the set-up of new agricultural cooperatives (as Producers Groups other than
fruit and vegetable sector) in Hungary. The legislative background is: Decree 59/2007.
(VIL.10.) on the establishment of detailed rules of support for setting up and operating producer
groups. This measure has greatly improved the position of cooperatives in the food chain by
establishing new groups. The total public expenditure is EUR 72,634,336 from which the
European Agricultural Fund for Rural Development (EAFRD) contributed EUR 51,651,644
which is the biggest support for PGs in Hungary. It supports PGs in a number of sectors
excluding fruit and vegetables.

Although Csabai Raktarszovetkezet was recognised as PG on 23 May 2007 its support for
covering part of the operation cost was paid only from 2008 and it is jointly financed with EU
according to the New Hungary Rural Development Programme (2007-2013). As other
Hungarian PGs Csabai Raktarszovetkezet gains support mainly from one main European source:
European Agricultural Fund for Rural Development. Since 2008 Csabai Raktar Szovetkezet has
received €161,582 in payments from the European Union (see Table 4).

Table 4: Details of payments Csabai Raktarszovetkezet has received from the European Union
(2008-2010)

Year Scheme Total
2010 European Agricultural Fund for Rural Development €31,209
2009 European Agricultural Fund for Rural Development €44,012
2008 European Agricultural Fund for Rural Development €86,361
Total: €161,582

Source:http://farmsubsidy.org/HU/recipient/HU30093 /csabai-raktar-szovetkezet/, Downloaded on 12.05.2012

The co-op got support available for recognised PGs for 5 years from 2007-2011 and used it
mainly to cover its operation.

Apart from using many support funds, the cooperative annually puts its taxed income into a
reserve funds in order to be able to finance long-term projects.
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Table 5: Net turnover coming from members’ trade and support gained by Csabai Raktarszovet-
kezet as a PG from EU (in HUF)

Year Net turnover with Amount of support
members
2007 476,596 11,211
2008 459,065 17,750
2009 508,113 14,514
2010 536,242 11,572
2011 789,000* 9,339

Source: Kesjar (2011: p.41), Csabai Raktarszovetkezet (2012b,c)
*Total net turnover of the co-op including non-member’ trade.

Members pay contribution to the operational programme which is 0.002%o of their turnover
with the cooperative. Although the total net turnover rose significantly in the last year, the taxed
income of the co-op was only HUF 18.712 since the surplus was distributed to the members.
This indicates that the organisation works as a real cooperative!

3.3 Strategy of the cooperative with regard to the study topic

The cooperative got two main types of support: 1) support from the Farm Credit Programme
(2001-2011) and 2) the five-year EU-national jointly financed support as a recognised PG (2007-
2011).

The cooperative uses its financial means (including credits and the above detailed types of sup-
ports) to develop the PO and its site step by step, not taking too much financial risk which was a
very wise decision during the crisis. However, it was able to continuously increase its member-
ship and also its own equity.

The latter is obligatory to get certified recognition upon which the cooperative would be entitled
to get additional support for another five years period as a producer group (PG) having finished
its first operational programme (See Decree of Ministry of Agriculture and Rural Development
65/2009: V1.4). The recognition is in process and it would help the cooperative to cover some of
its operational expenses and also to strengthen its position on the market.

The cooperative secures a solid and stable market for the members’ products and gives a very
high standard of stability for members as they know exactly when they get their payments for
the cereals they had already delivered to the coop.

[t should also be noted that human resources are excellent in the co-op and trust towards the

managing director-president is at a very high level. The latter fact is one of the causes of it con-
tinuous success.
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4. Description of the third case: Mérakert Cooperative
4.1. Facts and figures on the Mdrakert Cooperative ex-post

4.1.1. The development of the Mérakert Cooperative*

Morakert Purchasing and Service Cooperative (Mérakert PO) was established in 1995 and has
been active in the fruit and vegetable sector. It was the first officially recognised PO in Hungary
being certified in 20025.

The cooperative was set up in Mdrahalom, a small town in county Csongrad in the south-eastern
part of Hungary. This city is the centre of the Homokhat Region. The area is a typical agricultural
area, with approximately 75 per cent of the population of Mérahalom being involved in agricul-
ture. The average area cultivated by the small-holders varied between 3 and 5 hectares. The
producers faced oligopolistic and monopolistic players on the market, so there was a real and
huge need to build up countervailing power for the small-holder economic units.

By support of the Department of Agriculture received in 1993, the Common Agricultural and
Entrepreneurial Society of Mérahalom was established in 1994 as a loose network to strengthen
agricultural producers. It was very similar to the Danish tradition. But as the main problem was
to coordinate the marketing of the smallholders’ produce (paprika, tomato, onion, potato, cab-
bage, apple, etc.), it was the next step to found the Mérakert PO in 1995.

Table 6 shows the main data of Moérakert PO for the period 1998-2005.

Table 6: Main data on the Mérakert cooperative concerning years 1998-2005

Year Agricul- Total net Share of Number Equity Number Share Turn-
tural net revenue agricultural of mem- share ofbusi- ofown over
revenue (in 1,000 and total bers capital ness and (t)

(in 1,000 HUF) net reve- (in partners for-
HUF) nuets per 1,000 eign
cen HUF) equity

1998 250837 251410 99.77 59 1300 400 74.37

1999 566775 567810 99.81 131 1300 500 53.91

2000 1248737 1250464 99.86 189 1300 600 45.53 12500

2001 1584329 1586604 99.86 288 11275 1000 52.69 14961

2002 2281186 2282966  99.92 289 11275 1500 69.86 22620

2003 3639094 3777771  96.33 476 11275 2000 78.62 30359

2004 4078642 4641618 93.94 630 80920 2500 53.05 38541

2005 5166380 5839921 88.47 699 11883 3000 42,11 37294

0

Source: Mérakert Cooperative, 2006 cited in Szab6 et al. (2008: 116) and Szab6, (2011: 343)

The increase in both membership and the turnover of the cooperative demonstrated that the co-
op was operating efficiently and it was the largest and best known PO during that period. The

4 This section is mainly based on Szabo et al. (2008) and Szab6 (2011b).

5 See “Chronology of dates and causes of innovation in case of Mérakert Co-op” in Appendix 6.
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total net revenue of Mdrakert PO reached 8.222 billion HUF in 2006 (32,590,000 EUR), a very
significant result for the sector. They turnover decreased in 2007 to 5.162 billion HUF
(20,375,000 EUR), still a very impressive figure. However, 2008 and 2009 were not as successful
as the previous years, for example the turnover of the co-op was HUF 4.712 billion (EUR
17,795,000) in 2008 and in 2009 it was about HUF 2 billion (EUR 7,384,000, see HVG, 2011:
p.86). The turnover of last year one can get information about is 2010 with a very low number of
HUF 565,689 million (EUR 2,029,000). The number of members also declined in 2009, the Co-op
had 776 owner-members in July 2009 and 670 in November 2009. (See some more data on the
development of Mérakert Co-op in the Appendix).

Table 7 summarises the volume and value of the main products sold by the Mdrakert coopera-
tive in the years 2003-2005. Potato had got the highest market share of the products sold by
Morakert. But as by definition potato is no vegetable and would not count as PO crop, Moérakert
reduced its growing and hence follows its purchase share in order to get acknowledgement as
PO. It is also worthwhile mentioning the diversification of assortment in 2005 to other products.

Table 7: The volume and value of the main products sold by the Mérakert cooperative in the
years 2003-2005

2003 2004 2005

Volume |Value Volume | Value Volume | Value
Product (1) (HUF) (1) (HUF) 1) (HUF)
Tomato 3151 399 629 4120 809871 [4210 1031226
Paprika 7 864 811 699 10245 |1240410 |3929 766 334
Lettuce 828 163987 933 193 033 1391 283966
Carrot 2772 167 229 3972 235751 3299 305 225
Potato 10114 813089 13722 |817222 |8424 |455398
Parsley 1442 331275 1326 196 366 | 646 167 845
Others: 4188 952186 |4223 585989 |15395 |2 156386
Total 30,359 3,639,094 |38,541 |4,078,642 |37,288 |5,166,380

Source: Moérakert Cooperative, 2006 cited in Szab¢ et al. (2008: p. 116)

4.1.2. Marketing, organisational and logistics issues in the Mdorakert Cooperative

Mérakert Co-op supplied all the major retail chains; a significant share of its turnover was ex-
ported. The co-op used various marketing channels, from individual shopkeepers through
wholesale markets to retail chain networks, and it sold a wide variety of fruit and vegetables.
The importance and share of supplying the retail chain networks has increased year by year. It
was very difficult to set a foothold in one of the chains, but such a step is a secure position if the
cooperative is able deliver the entire range of produce to the network, also guaranteeing top
quality and a high degree of flexibility. During the first few years of its existence, Morakert sold
about 5-10% of total sales to the retail chains. This share has been gradually rising since 1997-
1999 rising to up to 90% (Racz, 2006). The retail chains that are delivered on the domestic
market are Tesco Global, Auchan Hungary, Csemege-Match, SPAR Hungary, PROFI Hungary,
CORA, CBA, etc.

Some products were sold on a contractual basis according to weekly prices. The cooperative was

quite satisfied with the contracts but it was a great challenge to fulfill exactly requirements with
respect to quality, quantity, range and the other terms of trade as well as payment stipulated by
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the retail chains. However, it provided a secure market and stability for the farming activity of
the members. The question of monitoring has become crucial in the context above. The coopera-
tive used the HACCP, EUREPGAP and BRC quality assurance systems to meet the legal and mar-
ket-driven requirements.

The cooperative sold 80% of the its produce on the domestic market, 20% was exported (Aus-
tria, Estonia, Germany, Latvia, Lithuania, Czech Republic, Romania, Russia, Scandinavia, Serbia,
Slovakia, Slovenia, later also to Switzerland and Poland).

The cooperative has a site equipped with a full infrastructure which still has a great value. A
handling, sorting and packaging line for vegetables and fruits was put into operation in Septem-
ber 1999. In 2002, a so-called “agri-logistics centrum” was set up by the cooperative, which cov-
ered 4,000m? including a cold store of 1,000m2. These investments were made to meet the food
safety standards as well as the environmental and hygiene requirements of the European Union.
The third phase of development was enlarging the “agri-logistics centrum” with a 6,000 m2 stor-
age facility. In June 2006, the co-op used 15,000 m? and 6 hectares in Mérahalom handling all
operations from one place, such as purchasing, handling, sorting and packaging of products com-
ing from members and other suppliers as well as the storage and transportation activities. A
computer-supported information system helped the work in the new headquarters.

The co-op also tried to sell products with higher added value. One of the main steps for the co-
operative was to improve the competitiveness of segmented markets is to differentiate its prod-
ucts from those of other producers (e.g. branding). Generally, apart from lowering transaction
costs, Morakert was able to provide almost all of the major advantages of cooperatives in verti-
cal integration. It could build up countervailing power and secure markets, increase technologi-
cal and market efficiencies and carry out activities with higher added value. Furthermore, the
Morakert Cooperative could lower uncertainties and decrease information costs for the mem-
bers; however due to the crisis and other liquidity problems, the co-op went into serious prob-
lems after 2007.

4.1.3. Methods of financing the cooperative: capital requirements for members and sup-
ports

Suppliers of Mérakert co-op were organized small-scale farmers of primary products and at the
same time the members of the organisation were owners of a segment of the fruit and vegetable
supply chain. The by-law of the cooperative which was in accordance with laws and other legal
regulations concerning POs and cooperatives in the EU and Hungary contained the rules, rights
and obligations of the members.

To fulfil the above-mentioned aims and to be able to reduce transaction costs, the cooperative
members and the cooperative had to invest significantly in order to increase the value added of
the products sold. The value of the so-termed cooperative share, which represents the owner-
ship increased from HUF 25,000 (1995) to HUF 190,000 (2009). The above-mentioned contribu-
tion is only partly big enough for providing the financial support needed for the development
described above. New members had to pay an additional amount of HUF 330,000 as a single
payment for investment contribution. For small-scale producers it was almost impossible to
make such payment, in other words it was not really worthwhile to become a member.

There was also an amount of 4.6 % of the turnover which had to be paid or was retained as a

contribution to the operating costs of the PO’s operational programme in order to get the same
amount of subsidies from the EU (Ho6di, 2009).
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As other Hungarian recognised POs Mérakert Co-op got EU support mainly as direct payments
under the European Agricultural Guarantee Fund.

Table 8: Details of payments Mérakert Cooperative has received from the European Union
(2008-2010)

Year Scheme Total
2010 Direct payments under European Agricultural Guarantee Fund €680,726
2009 Direct payments under European Agricultural Guarantee Fund €544,071
2008 Direct payments under European Agricultural Guarantee Fund €406,557
Total: €1,631,354

Source:http://farmsubsidy.org/HU /recipient/HU145557 /morakert-zoldseg-gyumolcs-termeloi-ertekesito-
szovetkezet/, Downloaded on 12.05.2012

4.1.4. Liquidity problems from 2008

Despite the “success story” of the co-op (in terms of increasing turnover and membership be-
tween 1995 and 2007, Mérakert Co-op had been facing some liquidity problems from the second
half of 2008 onwards. Additionally, the turnover of the cooperative decreased while its liabilities
went up to about HUF 3 billion in July 2009. Despite state intervention (HUF 600 million in total)
and restructuring of the cooperative into a profit organisation, Mérakert had accumulated a debt
of HUF 3.6 million at the end of 2010, from which HUF 1.1 billion was towards its member-
producers who had supplied fruit and vegetables to the co-op. The cooperative is under bank-
ruptcy since 2010 and is very close to cease to exist as a co-op.

4.2. Main reasons and explanations for failures

The Morakert case is an interesting example of a once successful marketing cooperative which
has failed. After having been successful for many years, it went under bankruptcy at the end of
2010. Summarising the causes which led to the very hard situation today we can divide them
into two main groups:

Macroeconomic and external issues:

1. Financial and economic crisis resulting in less domestic demand for fruit and vegetables.

2. Higher share of import of fruit and vegetables in the Hungarian market.

3. Producers’ organisations and cooperatives are not competitive because of the black and
grey trade in spot markets. (The black market, estimated up to 40% in fruit-vegetable
and cereals sectors, pays in cash and promptly to the members.)

Declining willingness of banks to finance current assets (revolving funds).

Post-financing nature and late pay-off of the supports (EU funds).

Delayed payments (60-70 days after delivery) from the retail chains.

High financial burden due to “non-price character financial parameters” (e.g., listing and
the so-called “shelf” fee, various donations and bonuses etc.) set up by the majority of
retail chains®.

No v

6 The latter problem is still valid for many co-ops and POs.
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Microeconomic and internal problems:

1.
2.
3.
4
5.

6.

7.

There were no reserve funds due to non-profit character of the cooperative.

Too rapid development and growth.

Structural problems of the Moérakert Group

There were no reserve (revolving) funds due to the non-profit character of the
cooperative.

Because of the above character (in the last years they bought up all (sometimes lesser
quality) products from the members as well (it was a “social question” to buy up all
products of the members and not rational economic decision).

Efficiency problems regarding delivery, the right quality and quantity to the market
(retail chains). It was not enough good quality product delivered by the members.
Management and personnel problems.

Human factor related problems:

1.

Heterogenity of members, e.g. big and specialised farmers who do like and be able to
invest versus small farmers who do not like and/or are not able to invest.

Trust among members and towards the leadership as well as towards to the
management decreased significantly from 2008. The initial high level of high trust was
also one of the causes why the problems of the (miss)management and financing the
cooperatives had not been detected earlier.

Decreasing commitment due to the business problems of the co-op. When it became less
effective they by-passed the co-op even more frequently than before. Since contrary of
earlier years, contract enforcement was very weak, possible causes for exclusion of
members were very rare.

Regarding the staff and the management, the development was too fast since both were
under pressure and there was no human resource manager. Fluctuating workforce
became also a problem, although employees/management commitment to the managing
director had been very high for a long time. Generally speaking the management was
dedicated and innovative, but after a certain size of turnover a real need for professional
management occurred.
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5. Analysis by comparison
5.1. Similarities

The three cooperatives studies were POs and PGs by legal form and are active in the
collecting/marketing of agricultural raw materials produced by the members. However, their
market shares and, hence follows, their countervailing power is very low as the number of other
cooperatives and degree of concentration is not really strong in the analysed sectors. There are
only a few secondary co-ops, mostly in the fruit and vegetable sector and their performance is
not effective either. A higher degree of co-operation among producers is important from the
point of view of better coordination of the whole chain and it can enhance (consumer) welfare as
well.

Both DélKerTESZ Co-op which is the largest PO in Hungary and Mérakert Co-op have proven
that by co-operation there is an opportunity to significantly improve countervailing power and
to establish ownership for farmers in the upper part of the food chain if they can secure strict
quality requirements, solid financing, loyalty and trust in their organisations.

The two co-ops mentioned above had similar marketing strategies, since they both tried to sell
products with higher added value and also implemented product differentiation and branding.
Both cooperatives increased the capacity of cold storage and tried to increase the share of
exports.

Mérakert Co-op and DélKerTESZ Co-op similarly aimed and established further integration by
the means of secondary or regional type of cooperative to be able to exploit countervailing
power and to reduce transaction costs. They had even been collaborated with each other from
the end of 2006 (DALZA CPIc) but it was not really successful.

All the cooperatives secured and significantly increased their own sites with full and modern
equipment and different types of support that help them purchase. All of them offer storage for
members’ products.

Last but not least, all examined cooperatives made a significant contribution to rural
employment and development. Apart from the very important fact that they help farmers to run
their business efficiently and therefore enable them to earn their and their families living from
agriculture, they also “provide considerable full-time and seasonal employment opportunities in
rural areas where industry is not dominant, and alternative options are rare” (Juhasz -Kozak,
2009: p.8).

5.2. Differences

The cooperatives differ largely in terms of size as Csabai Raktarszovetkezet operating in the
cereal sector is much smaller than the other two operating in the fruit and vegetables sector.

Csabai Raktarszovetkezet mainly trades the products of the members without processing and/or
giving higher value added although it helps to measure and save quality of cereals.

All three co-ops are active on horizontal level with collecting agricultural raw material /products
from members and selling them to retailers or wholesalers, while the two POs in fruit and
vegetable sector are (were) also good examples for the vertical integration based on the
horizontal coordination of farmers as initiators.

There were differences between the product marketing strategies of the two fruit and vegetable
co-ops since Morakert tried to provide the whole assortment for retail chains buying the
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necessary products even from abroad when its own members could not deliver, whereas
DéIKerTESZ Co-op tried to specialise. In 2012, it sells only 4 main products in order to be more
effective.

There is a huge difference in the pace of the development of the case study co-ops. Mérakert
showed a very fast one using all the possible types of national and EU support creating too a
large pressure on the financing the co-op. Especially the ever increasing need of current assets to
be able to finance investments was a very big issue.

Moérakert Co-op developed its site with a huge green-field investment while the other two
mainly bought used operation plants.

Moérakert exhibited also a great heterogeneity of members and other human-factor related
problems In contrast, DélKerTész developed more gradually and tried to specialise on fewer
products in order to be effective and profitable.

Csabai Raktarszovetkezet is genuine and democratic (bottom-up) horizontal cooperative

organisation in the cereals sector with slow but deliberate development with very safe and solid
future.
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6. Discussion

According to the review of literature and to the result of the interviews, the advantages of co-ops
(POs/PGs) for their members are listed. It was interesting that stakeholders of different co-ops
sometimes emphasized different advantages. However, they more or less agreed on the
relevance of the advantages given in Table 9. The most important ones are bolded and the ones
in italic are theoretically very important advantages but in Hungary they cannot be taken as
guaranteed.

“To gain higher prices” may not always be an advantage, e.g. in case of Csabai Raktarszovetkezet
they may disturb the market which in long-term would not benefit the co-op since it has got
stable trading connections to partners. Market disturbance could run companies into problems
which affects the business with the co-op.

Table 9: The list of advantages of belonging to COOP (POs/PGs) for members

Advantages for members

To gain higher prices

To obtain higher profits for farmers

To gain more bargaining power

To obtain secured and long-term access to markets

To obtain higher market share

To exclude middlemen

To enable investments

Within the group we can offer each other services

To get access to services provided by the co-op at business at cost principle
To buy inputs (means) of production at cheaper prices

To reduce costs of output distribution

To build a stable network of purchases

To negotiate long-term contracts with buyers

To decrease transaction costs (per member and per transaction)

To obtain easier and cheaper market information

To save time on supply and sales operations

To get extension services/education

To reach higher efficiency in agricultural production

To avoid competition with one another

Members can get their payment through co-op more safely

Members can get their payment through co-op quicker

To obtain EU support for Production organisations/groups

To obtain national support for Production organisations/groups
Membership in POs/PGs is an advantage in tenders (policy measures)
To guarantee the profitability of production via obtaining subsidies

To reduce market risk

To reduce technological risk

To ease the access to credits and loans

Experts, sometimes with market connections can govern the organisation
Adjust quantity and quality of production to demand

Help to make production more environmentally friendly

Help to save local heritage of production culture

Provide technological background for preparation, storage and sales of marketed products
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All interviewed people emphasied the stability (secured market for long-term), safety (the
members will get their money for sure) and time saving nature (they do not waste time on
travelling to and selling on wholesale markets hence they can concentrate on the development
of their own farmin) of trading with cooperative.

Although the ability “To obtain national support for POs/PGs” and “To obtain national support
for POs/PGs” were regarded very high among the interviewed persons, they are more important
for the cooperative than for its members. For members, advantage in tenders (policy measures)
was of greater importance. It is, however, peculiar that cooperatives won’t have an advantage
from tenders, e.g. for machinery investment support, while their single members have.

Generally, cooperatives and other producer-owned organisations have additional, often non-
economic advantages, e.g., contributing to rural development and multifunctional agriculture,
rural tourism, and employment. These are very important tasks especially in less favoured areas.
They also help to protect the environment as well as the cultural heritage. At the macro-
economic level, cooperatives contribute to a more transparent economy which may lead to an
increase in tax revenues.

The crucial issue for the future of agricultural cooperatives is the loyalty of farmers to their co-
op and the leaders of the cooperative, especially under uncertainties dominating in transition
agriculture, like in Hungary (Szabo, 2008b).

Among economic problems, short-term financing of the revolving funds of the cooperatives/POs
is most crucial. Cooperatives usually have not got enough cash to finance their main activity
(trade), especially in the season when they even try to buy some products from non-members,
therefore short-term loans from banks and credit cooperatives are needed to solve the ever
present liquidity problem.

The New Hungarian Producer Organisation Current Assets Credit Programme (Government
Decree 1040/2012: 11.12) can render help to POs which have severe financial problems. The
objective of the above policy measure is a correction of market failure and it is specific to
agriculture and to POs in the fruit and vegetable sector. It has an effect on the development of
cooperatives, since it give the possibility for current assets credits exclusively for (Hungarian)
POs. The measure improved their position in the fruit and vegetable chain with securing
revolving funds for them to be able to handle and finance the delay in payments from their
costumers (e.g. retailing chains, processing industry, etc.). It is a very effective support measure
for solvent POs, but not all POs can participate. It is also said by some experts that at present the
programme is at a halt, new contracts cannot be made and the already fixed gracing periods
cannot be changed.

Apart from support measures, the supportive approach of the local authorities is one of the key
elements in the success of POs, especially in the initial phase of their development. In case of
DéIKerTESZ, the personal relation with the municipality was extremely good helping each other
on a partnership basis (Juhasz -Kozak, 2009: p. 13). In case of Moérakert Cooperative, it was a
very strong connection with the mayor of Mérahalom who was the founder of the organisation.
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7. Conclusions

The formation of POs started slowly, until 2003-2004 only the very brave and strong-minded
formed POs (see Figure below). “Before the EU accession, dynamic development actions had to
be taken because POs had market regulation functions much needed under the EU conditions.
The favourable changes in the subsidy scheme proved to be successful resulting in a peak
number of POs right before the accession. Until today, the number of POs decreased
considerably whereas the sales value increased slowly. The operation of POs did not result in the
expected concentration still not being a generally excepted form of cooperation among the
Hungarian fruit and vegetable growers” (Juhasz -Kozak, 2009: p. 8).

Chart 2: Fruit and vegetable Producer Organizations (PO) in Hungary (1999-2007)
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Source: Own figure by Juhasz -Kozak (2009: p. 8) from data provided in Dudés (2009b)

There is a psychological reason as well why co-operation is not as popular as it could be: “Apart
from the above mentioned problem of semi-illegal trade, the communist legacy of forced
cooperation has still been an obstacle. After the change of the political system, the vertical
relationship between the levels of the supply chain disintegrated. This situation was equally
unfavourable for the producers, processors and retailers, but general distrust and unstable
markets were maintained over quite a long time because of certain specific benefits from it”
(Juhasz -Kozak, 2009: p. 8).

Regarding opportunism, there were few cases that a PG was established with purpose to get
investment support and then with a change of its legal form into a (for example) Ltd. to “privat-
ise” the warehouse from the PG after it had been built. Earlier this was not a problem since the
national support for PGs was only 5% (making 55% with EU support measures); until 2011 it
was not worth asking for it. But since the national support for investments by PGs was raised to
25%, the danger increases likewise that some managers might try to jeopardise the sustainable
and long-term development of the PG.
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As a brand new measure, it has to be mentioned that in the frame of Daranyi Ignac Plan - a
framework for implementation of the National Rural Strategy (2012-2020) producer groups in
the fruit and vegetable sector will get access to HUF 1.4 billion support in Hungary for setting up
and operation (see NVS, 2012-2020).

Lack of trust and opportunism are important obstacles of further (vertical) integration
(secondary co-operation) despite the fact that apart from the economic advantages some
national supports can be gained by joining to a secondary PO (e.g. Hortico-Régié 2009 Kft. in
case of DélKerTESZ Co-op, DATESZ Rt. in case of Mérakert Co-op etc.). Trust issues are very
important. The most serious problems are members’ loyalty and commitment (Ledd, 2011). By-
passing the cooperative route is not without example and contracting discipline is relatively
weak, despite the fact that there is a strict chain management. Again black and grey markets, as
well as the high percentage of VAT (27% in 2012) increase the possibility that members will sell
on the spot without any documents/invoices.

With the view to performance and sustainability, it is of utmost importance for the cooperatives
to get EU and national support. According to some Hungarian cooperative leaders and managers
POs and PGs will only exist until some support is available. It is especially true in cases of the
new organisations which are planned to be established: most of them would not be able to set-
up without supports.

Regarding the length of support, it is also a point of consideration that the usual 5 years of
support period is not sufficient. The instrument of Certified Recognition of PGs in other than
fruit and vegetables sectors gives PGs the possibility to get support for another five-year period
after having finished their first operational programme.

With the booming agricultural business particularly evident in the cereal sector due to the huge
demand for cereals on the world market over the last years, export activities are more and more
gainful for the PGs and will contribute to their sustainability also together with support
measures.

The following statements can summarise the policy actions needed to help the development of
POs and cooperatives in Hungary:

1. Problems of farmers and co-ordination of chains cannot be solved simply by EU and/or
government support - but it helps a lot as it does in the cases of most of Hungarian co-
ops.

2. Policy actions needed in Hungary in order to help cooperative development:

a. Changing morals/attitude of farmers and demolishing psychological barriers,

b. Solving the problem of the black market with (for example) decreasing high VAT
(27% at present in Hungary),

c. Giving EU and national support for co-ops and POs/PGs, as well some other
policy actions (e.g. prefential short term credits for curent assets to be able to
finance at least their trade with members).
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