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Adjustments by Dairy Marketing Cooperatives
in the North Central States

ROBERT E. JACOBSON and KENT F. HODDICK"

INTRODUCTION

The most dramatic change in the dairy industry,
particularly in the North Central Region, in recent
years has been the explosive growth in size of dairy
marketing cooperatives. Merger has been the pri-
mary means of achieving this growth. The merger
of smaller cooperatives into large regional organiza-
tions apparently has been directed at developing more
market power.

-In part, the adjustments which dairy marketing
cooperatives have been making have been in response
to changes in other sectors of the milk market.
Changes in the structure and operations of fluid milk
processor-distributors have been one aspect of this
response. The increasing emphasis on food store
sales of fluid milk, coupled with the changing struc-
ture of the food store industry, has been another as-

pect of this response. These two sectors are analyzed

in companion studies to this report.* ®

Basically, the purposes of dairy marketing co-
operatives, as directly affected by new marketing
technology, have been primary movers in the adjust-
ments of these organizations. The historic isolated
marketing concept which led to the organization of
many dairy marketing cooperatives has disappeared.
Transportation, refrigeration, uniform health regula-
tions, communications, and bulk handling are among
the factors which relate directly to operations of co-
operatives. Each of these factors has been prominent
in the move to expanded marketing areas. As mar-
keting areas have expanded, so have procurement
arcas. To effectively pursue their marketing and
bargaining objectives in this new setting, dairy mar-
keting cooperatives have had to face up to major ad-
justment decisions. This study is concerned with di-
mensions of the adjustment decisions made by dairy
marketing cooperatives.

Professor and former Graduate Assistant, respectively, Depari-
ment of Agricultural Economics and Rural Sociology, Ohio Agriculiural
Research and Development Center and The Ohio State University.

*Ladd, George W. and Robert L. Oehriman. Oct. 1971. Factor
Analysis of the Market Structure of the Fluid Milk Bottling Industry
in the North Central Region. North Central Regional Research Pub.
210, lowa State University of Science and Technology, 34 pages.

®Fallert, Richard F. Dec. 1971. A Survey of Central Milk Pro-
grams in Midwestern Food Chains. North Ceniral Regional Research
Pub. 211 and MRR 944, Economic Research Service, U. S. Dept. of
Agriculture, 69 pages.

OBJECTIVES

Four basic purposes define the scope and intent
of this study. These are:

1. To describe the current situation with re-
spect to structure of dairy marketing cooperatives in
the North Central Region.

2. To determine and examine the major ob-
jectives of dairy marketing cooperatives.

3. To determine and examine major areas of
importance with respect to external and internal fac-
tors of bargaining power.

4. To examine and define adjustments which
have taken place and to define possible adjustments
in the future.

In addition, attention is directed to the changing
structures of bottlers and food stores as they affect
cooperatives. Finally, the attitudes of dairy coopera-
tives’ management toward processors, unions, and
food stores are examined.

CHANGING STRUCTURE
OF MILK MARKETING COOPERATIVES

Cooperative marketing activity among milk pro-
ducers has been and continues to be more important
in total dollars than cooperative activity in any other
farm enterprise. In the 1968-69 business year, dairy
marketing cooperatives in the United States had sales
amounting to $4,642 million, exclusive of inter-co-
operative sales.* Sales by dairy marketing coopera-
tives were equivalent to 76 percent of total dairy
farmer cash receipts from marketings.

All farm marketing cooperatives in the United
States in 1968-69 had net sales totaling more than
$13.4 billion. Sales by dairy marketing cooperatives
accounted for 34.5 percent of this total. Marketings
of grain and soybeans by cooperatives were in second
place, substantially behind dairy products, and ac-
counted for 19.8 percent of cooperative marketings.®

.Therefore, the importance of cooperatives in market-

ing milk and dairy products is obvious.
The past two decades have seen marked changes

*Ackley, Richard M. Dec. 1970. Statistics of Farmer Coopera-
tives, 1968-69. FCS Report 16, Farmer Cooperative Service, U. S.
Dept. of Agriculture, p. 15. :

Sibid, p. 13.



TABLE 1.—Duairy Cooperatives in the United States:
Number, Membership, and Sales, 1950-1968.%t

Number of Total Net Sales
Year Dairy Co-ops Memberships (Millions)
1950-51 1,928 814,000 $1,934
1959-60 1,541 663,000 3,956
1968-69 1,027 413,000 4,642

*Ackley, Richard M. Dec. 1970. Statfistics of Farmer Coopera-
tives, 1968-69. FCS Report 16, Farmer Cooperative Service, U. S.
Dept. of Agriculture, p. 4. ’

4Organization and Competition in the Dairy Indusiry. Tech
Study 3, NCFM, June 1966, p. 45.

in the structure of dairy marketing cooperatives.
Some of these changes are recorded in Table 1.

Since approximately 70 percent of all dairy mar-
keting cooperatives in the United States are head-
quartered in the North Central Region, the data in
Table 1 provide a fair overview of the changing co-
operative structure in both the region and the nation.
The number of dairy cooperatives decreased by 46.7
percent in the 1950 to 1968 period, reflecting the re-
organizations and mergers going on in the industry.
Total membership decreased by 49.3 percent, reflect-
ing the exit from dairy farming. Net sales increased
by 143 percent, reflecting both higher prices and a
higher proportion of milk and dairy products- being
sold on a cooperative marketing basis.

While the total dairy marketing cooperative
structure is effecting the changes just described, the
focal point of major adjustments by milk co-ops in
the Midwest is centered in a relatively few organiza-
tions. ‘The organization and growth of these few or-
ganizations has occurred primarily in the 1965 to
1970 period, and further growth through merger has
continued up to the present (1971). The types of co-
operatives analyzed in this study, i.e., primarily Grade
A milk and Class I market oriented, and the types of
cooperatives engaged in this dynamic growth are
closely related. The following section describes the
more prominent federation and merger activities
which have recently occurred in the North Central
Region.

Federation Activities

1. Great Lakes-Southern Milk, Inc.: Both
federation and merger are dimensions of the growth
activity of dairy cooperatives. The initial venture
into inter-cooperative pricing and marketing occurred
with the federation of five cooperatives in Ohio and
Michigan in 1960.  This federation has since become
Great Lakes-Southern Milk, Inc. At the present
time, it has 16 member cooperatives representing
32,000 milk producers. In 1970, Great Lakes-South-
ern marketed 13.2 billion Ib. of milk in an area which
included Michigan, Ohio, and most of the Southeast-

ern United States. Great Lakes-Southern has been
concerned primarily with establishing Class I pre-
mium prices on an aligned basis across the market
areas of member cooperatives. The federation has
successfully and continuously implemented Class I
price premiums from August 1, 1966, to the present
time.

2. Associated Dairymen, Inc.: In 1964, a fed-
eration of 32 dairy cooperatives, stretching from Wis-
consin to Texas, was organized under the name Asso-
ciated Dairymen, Inc. The basis for federation at
that time grew primarily out of the close working re-
lationships which developed as dairy leaders respond-
ed to the 1963 U. S. Supreme Court decision on com-
pensatory payments. The federation grew and en-
gaged in various activities, including initial imple-
mentation of the Standby Pool in September 1967.

The rapid rate of merger of member coopera-
tives within Associated Dairymen has led essentially
to the eclipse of this federation as such. Two major
regional cooperatives have evolved out of the federa-
tion. These include Associated Milk Producers, Inc.,
formed by the merger of 11 cooperatives on Novem-
ber 1, 1969, and Mid-America Dairymen, Inc., form-
ed initially by the merger of three cooperatives in the
Kansas City area in early 1967.°

Other significant federation activities have been
a part of the Midwest dairy industry. Some of these
have been recent and have been concerned with pric-
ing in fluid milk markets. Other federation activities
have been historic and have included various market-
ing functions. For example, Land O’Lakes Cream-
eries, Inc. was organized in 1921 as a federated dairy
marketing cooperative to market butter. In 1970,
Land O’Lakes realized more than $650 million in
sales and handled a wide variety of dairy and food
products. However, the scope of this study is limit-
ed to dairy cooperatives primarily involved in market-
ing bulk Grade A milk in fluid milk markets.

Merger Activities

In the North Central Region, most of the sub-
stantial merger activity in recent years can be describ-
ed in terms of four organizations. These are Mid-
America Dairymen, Inc.; Associated Milk Producers,
Inc.; Dairymen, Inc.; and Milk, Inc. There are
other major milk marketing cooperatives outside of
these four cooperatives, e.g., Michigan Milk Produ-
cers Association, but recent growth through merger
is identified primarily with the four groups men-
tioned.

1. Mid-America Dairymen, Inc.: The forma-
tion of Mid-America in early 1967 was the first in a
series of mergers which has rapidly expanded the base

®Dairy Record, June 19, 1968, 69(2):7.



and membership of this organization. The addition
of Producers Creamery (Springfield, Mo. ), together
with two fluid milk cooperatives in the St. Louis mar-
ket on July 1, 1968, plus the merging with Central
States Dairy Cooperative (Omaha) and Twin Cities
Milk Producers Association (St. Paul) in April 1970,
represent the major actions in this growth.

As of mid-1971, Mid-America Dairymen, Inc.,
had grown to 24,000 producer members located in
13 states with marketings of 7.5 billion 1b. of milk
annually.” More than 30 dairy cooperatives (de-
pending on what generation of merged organizations
~are counted) have been merged into this single mar-
keting association.

2. . Associated Milk Producers, Inc.: In March
1969, the initial moves toward putting Associated
Milk Producers, Inc. together were underway. About
a dozen dairy cooperatives were involved in these
plans. The scope of the geographic area was empha-
sized by the fact that the largest two organizations
participating were Milk Producers, Inc. of Dallas,
Texas (8,000 members) and Pure Milk Association
of Chicago (10,800 members). The merger was con-
summated November 1, 1969, when 11 cooperatives
merged into one. In the process of the merger dis-
cussions, Mid-America considered but decided against
merging with the AMPI groups.

In early 1971, the large Pure Milk Products Co-
operative (Wisconsin) merged with AMPI to make
Associated Milk Producers, Inc. (with 45,000 mem-
bers) the largest dairy marketing cooperative in the
United States. A significant aspect of the AMPI
merger effort of nearly 30 organizations has been the
bringing together of fluid milk interests in Texas
and Oklahoma with total dairy interests in the
upper Midwest. The AMPI organization now mar-
kets an estimated 14 billion Ib. of milk annually.

3. Dairymen, Inc.: Dairymen, Inc. was form-
ed by a consolidation of eight cooperatives on Septem-
ber 1, 1968, with members primarily located in Ken-
tucky, Louisiana, Mississippi, Tennessee, and Virgin-
ia. Kyana Milk Producers Association (Louisville),
which had been an active member of the Great Lakes
Milk Marketing Federation, was one of the merging
cooperatives. As a result of the merging of Kyana
into Dairymen, Inc., Great Lakes suddenly found it-
self with a vastly expanded territory. The Great
Lakes Milk Marketing Federation therefore changed
its name to Great Lakes-Southern Milk, Inc.

Six other cooperatives have merged into Dairy-
men, Inc. since the initial consolidation. Dairymen,
Inc. currently has 11 operating divisions, a total of
10,000 members, and membership from 13 states rep-

"Hoard's Dairyman, Sept. 10, 1970, p. 921; March 25, 1971,
p. 345.

resented in the organization. Dairymen, Inc. is mar-
keting an estimated 4 billion Ib. of milk annually.

4. Milk, Inc.: Four of the member coopera-
tives of Great Lakes-Southern consolidated on Jan-
uary 1, 1970, to become Milk, Inc. The consolida-
ting organizations included Milk Producers Federa-
tion (Cleveland); Northwest Cooperative Sales As-
sociation (Toledo); Akron Milk Producers Associa-
tion; and Dairymen’s Cooperative Sales Association
(Pittsburgh-Charleston). Approximately 7,000 dairy
farmers are members of Milk, Inc. and the organiza-
tion markets close to 3 billion Ib. of milk annually.
The membership area extends to seven states.

Besides these types of federation-merger activi-
ties, other farm organizations have participated in
dairy marketing and bargaining efforts in various de-
grees. For example, the National Farmers Organi-
zation, which came into being as a national bargain-
ing group in 1959, is involved in milk bargaining ac-
tivities. Such nationally based, multi-commodity
types of associations of producers are not included in
this analysis.

The substantial organizational adjustments
which these specific federation and merger activities
reflect are the focal point of this study. Many of the
59 cooperatives from which data have been gathered
have either recently been involved in a merger or have
since been involved in a merger. It is therefore pos-
sible to define some of the important parameters of
the adjustment decision process.

METHODOLOGY

The data used in this analysis were generated
from a questionnaire used in personal interviews with
managers of cooperatives. Cooperatives were select-
ed on the basis that the cooperative’s major function
was that of supplying milk to bottlers. This defini-
tion permitted cooperatives which process and pack-
age some of their milk to be included in the study.
The final eligibility test was that the cooperative have
a regular 12-month outlet for fluid milk. Interviews
were conducted in 1968-69, even while many of the
cooperatives were making major organizational ad-
justments.

It was intended that the complete population of
eligible cooperatives in the North Central Region
would be reported in this study. There finally were
59 valid schedules analyzed, and these were recorded
in Illinois, Indiana, Iowa, Kansas, Minnesota, Mis-
souri, Nebraska, Ohio, and Wisconsin.

The schedule consists of two parts: 1) descrip-
tive information with respect to operations of the co-
operatives, and 2) management opinions concerning
adjustments affecting cooperatives.



The descriptive information has been developed
primarily in two areas of consideration. These in-
clude producer-oriented and dealer-oriented services
and types of buyers for Class I milk.

The analysis of management- opinions is based
primarily on mean values and standard deviations ob-
tained for 164 statements presented to the dairy co-
operative managers for judgments of importance.
The 164 statements represent 11 areas of inquiry.
These include:

Obijectives of cooperatives

Internal factors affecting bargaining power
External factors affecting bargaining power
Factors affecting adjustments by cooperatives
Adjustments made by cooperatives
Adjustments planned by cooperatives

Effects of changes by cooperatives on botilers

Effects of growth and size of food stores on
cooperatives

9. Reactions about fluid milk processors
10. Reactions about wholesale milk drivers’ unions
11. Reactions about supermarket chains

O NN LN~

Each statement was analyzed on the basis of all
59 observations, and was ranked against other state-

ments in that area of inquiry. For example, one °

statement was presented to the managers in terms of
the effect that control of farm-to-plant hauling by the
cooperative would have upon bargaining power. This
statement was one of 13 included among the internal
factors affecting bargaining power. Managers were
asked to rate this factor on a minus 99 (harmful) to
a plus 99 (beneficial) scale. As a general arbitrary
guideline to interpreting scores, responses in the —60
to —99 range were defined as very harmful, while
positive scores in the 60 to 99 range were defined as
very beneficial. Similarly, scores in the —20 to —60
range were moderately harmful, while positive scores
in the 20 to 60 range were moderately beneficial.
Scores in the —19 to -19 range, including zero, were
defined as having little to no effect. The mean value
response to this particular factor was 53, with a
standard deviation of 38.

Two-thirds of the responses to each question
were within one standard deviation of that question’s
mean score; one-sixth of the responses were below
this range and one-sixth were above. Thus, if the
mean score and standard deviation for a question
were 53 and 38, the responses from two-thirds of the
cooperatives were between 15 (53 minus 38) and 91
(53 plus 38), one-sixth of the responses were below
15, and one-sixth were above 91. These responses
were then classified according to various organiza-
tional characteristics. Classifications reported in this
study include number of members in the cooperative

and percentage of Grade A milk in the procurement
area marketed through the cooperative.

There are three categories for the size of mem-
bership classification. These include: small (0-200
members) ; medium (201-850 members); and large .
(851 or more members). Three classes were also de-
fined in terms of the percentage of Grade A milk in
the procurement area marketed through the coopera-
tive. These include: low market share (20 percent
or less) ; medium market share (30-59 percent) ; and
high market share (60 percent and more). The 59
cooperatives were subjected to a two-way classifica-
tion in terms of the size and market share classes.
The distribution among classes is shown in Table 2.

Other classifications were considered but were
not used. They provided no additional useful in-
formation.

In the analysis, emphasis is given to the all-59
cooperatives’ responses rather than to differences
among the nine sub-classes. In testing the hypothesis
that means among the sub-classes differed significant-
ly, only 11 of the 132 relevant variables tested on this
basis reflected a significant difference. Therefore,
means for the all-59 category are emphasized and are
interpreted to indicate the overall judgment of co-
operative managers toward a given factor. How-
ever, the tables present mean responses and standard
deviations for the nine sub-classes of cooperatives as
well as for all 59 cooperatives.

CHARACTERISTICS AND SERVICES
OF DAIRY MARKETING COOPERATIVES

- The average number of members in the coopera-
tives surveyed in this study was 1,231. The range in
membership was from less than 200 to more.than
13,000. The percent of milk in its procurement area
marketed through the cooperative ranged from very
small to almost 100 percent. However, on an aver-
age basis, only 42 percent of the milk in its procure-
ment area was marketed through the cooperative.

In terms of the volume of milk marketed, the
average cooperative grew by 13 percent in the 5 years
prior to the interview and currently was marketing
284 million 1b. of Grade A milk annually (some of the
cooperatives also had substantial marketings of manu-

TABLE 2.—Distribution of Cooperaiives According
fo Market Share and Size of Membership.

" Market Share

Low Marle! Medium Market High Market
Size of Membership Share Share Share
Small Membership 5 8 4
Medium Member;hip 5 4 5
Large Membership - 10 8 10




facturing grade milk). With respect to the Grade A
volume, an average of 80 percent was sold in bulk to
fluid handlers, 16 percent was manufactured as sur-
plus milk in the cooperative’s own plant, and 4 per-
cent was diverted as surplus milk to other plants.

Among the responding cooperatives, 23 had no
surplus facilities and 36 had some type of surplus
handling facilities. Twenty of the 36 cooperatives
with facilities had a handling capacity of at least 125
million 1b. per year.

Four additional characteristics of these dairy
marketing cooperatives are:

1. Twenty-seven of the 59 cooperatives had
been involved in a merger during the preceding 5
years. The annual market volume of milk for the
merging cooperatives was increased by an average 32
percent as a result of the merger.

2. Forty-one of the cooperatives exacted Class
I price premiums which averaged 30.5 cents per cwt.
during 1967. Size of premiums among the 41 get-
ting premiums ranged from 7 cents to 50 cents per
cwt.

3. The major type of outlet for the dairy co-
operatives was “the proprietary processor with more
than one milk plant.”

4. Only 40 of the 59 cooperatives had some
form of contract with their producer-members. Fur-
ther, only one-third of the dairy cooperatives with
membership agreements indicated that they would be
willing to enforce the agreement in court if necessary.

With respect to contracts with haulers, only one-
third of the surveyed cooperatives had contracts with
haulers which included assignment of producers and
establishment of rates.

Producer and Dealer Services :

The scope of the programs of the dairy coopera-
tives was gauged in terms of services provided to
member producers and services supplied to customer
milk dealers. Seventeen producer-oriented services
were specified and the cooperatives indicated whether
they provided these services. The producer services
are ranked in order of frequency in Table 3.

More than two-thirds of the cooperatives report-
ed that they provided 12 of the 17 producer services
specified.

Table 4 indicates dealer services provided by the
dairy cooperatives. Nine services are specified and
these are ranked according to frequency of offering.

In connection with the dealer-oriented services,
the cooperatives were asked to estimate the cost milk
dealers would incur if they were performing these ser-
vices themselves. The response of 43 cooperatives
indicated that the services they provided had an aver-
age cost of 11.6 cents per cwt. The managers of the

TABLE 3.—Peicent of 59 Cooperatives with Pro-
‘ducer-Oriented Services. :

Percent of Co-ops

Producer Service Providing Service

1. Provide market information to members 98
2. Represent in Federal order proceedings 95
3. Check testing and weighing producer milk 90
4. Bargain for super-pool premiums 84
5. Engage in promotional programs
in local market 84
6. Deduct from producers for national
advertising-promotion 84
7. Conduct quality control education and
* inspection programs 84
8. Sell farm supplies 81
9. Provide group life or health insurance 76
10. Bargain for service or handling charges 69
11. Directly haul or control hauling in
farm to plant assembly 69
12. Help members improve production efficiency 69
13. Finance farm bulk tanks 50
14. Obtain credit for members 33
15. Provide credit for members 28
16. Provide disaster insurance for members 22
17. Operate seasonal pricing plan
outside of Federal order 16

co-ops also estimated that their average service charge
amounted to 10.06 cents per cwt.

OBJECTIVES OF DAIRY
MARKETING COOPERATIVES

The initial area of inquiry concerned the priority
objectives of the dairy marketing cooperatives. Ob-
jectives of dairy co-ops have been identified in other
studies.®* In this analysis, managers of cooperatives
were presented 21 factor statements which could pos-
sibly be cooperative objectives. The managers were
asked to rate the harmful (—99) to beneficial (-99)

®ladd, George W. and Hallberg, M. C. April 1967. Factors

Affecting the Bargaining Power of Some Dairy Bargaining Coopera-
tives. Spec. Report 52, lowa State University, p. 18.

TABLE 4.—Percent of 59 Cooperatives with Dealer-
Oriented Services.

Percent of Co-ops

Dedaler Service Providing Service

1. Insure delivery of high quality milk 93
2. Write producer checks 79
3. Deliver or control delivery of milk

to botiling plant 74
4. Divert surplus 69
5. Full supply agreement 53
6. Operate supply-equalization plant 52
7. Standardize fat content of milk 28
8. Manufacture ice cream mix 24
9. Package fluid milk products 19

for sale to dealers




 TABLE 5.—Objectives of Dairy Cooperatives: Mean Values ‘and Standard Deviations for All 59 Cooperatives
and Nine Sub-classes of Cooperatives, Based on Scale of —99 to -+-99.%

Low Low Low Medium Medium Medium  Large Large = Large
Share Share Share Share Share Share Share Share Share
Al Small  Medium  Large Small Mediuvm Large Small  Medium  Large
Objective 59 Size Size Size Size Size Size Size Size Size
1. Negotiating price which will give
me?nbers the highest net retumn for 77 82 82 78 66 65 76 95 85 75
milk this year (23)  (15) (17) (27) (24} (34) (18) ( 5) (26) (25)
2. Maintaining a continvous market for 87 97 84 90 76 94 86 81 85 92
members’ milk a7y (4 (16) (13) (26) (10) {(18) (28) (21) (9
3. Obtaining largest possible Class | 74 86 87 76 61 90 66 70 48 89
saies (36)  (16) (12) (31) (43) (11) (43) (47) {74) { 9}
4. Securing as nearly 100 percent con-
frol of £?\nilk produced in procurement 61 42 38 67 39 43 72 56 74 90
area as possible (46)  (35) (80) (41) (72) (39) (39) (39) (19) (13)
5. Increasing the size of the procure- 23 38 30 37 —1 25 —4 44 6 ‘37
ment ared (46) {79) (37) (36) (60) (19) (46) (33) (13) (42)
6. Obtaining for producers the estimated
value of services performed for 55 68 56 64 42 60 50 69 47 51
handlers - (34)  (39) (35) (30) (34) (36) (41) (46) 41) (29)
7. Maintaining good relafions  with 76 88 74 77 77 85 59 93 65 79
handlers (24) (13} (26) (21) (27) (10} {29) (7) (41) (20)
8. Improving efficiency in milk procure- 70 55 84 78 75 58 53 69 80 73
ment and assembly (34) {78) (16) (19) (27) {26) {35) (46) (32) (26)
9. Helping members to adjust fo chang- 65 .79 60 57 62 70 52 93 70 62
ing conditions (31}  (28) (40) (34) (39) (12) (31} (7) (30) 29}
10. Making better market information 71 70 56 68 75 75 51 93 76 84
available fo members {29) (37) (29) (28) (35) (19) (32} (7) (33) {(12)
11. Securing control of as much milk sold 59 24 60 73 26 53 67 63 68 79
in major market as possible (35)  (30) {37) (29) (29) (41) (31} (42) (39) (19)
12. Providing standby manufacturing fa- 55 36 62 50 67 33 59 0 81 70
cilities for market (37)  (29) (30) (45) {38) (30) (34) (41} (19) (19}
13. Processing as much milk info manu- ~ —26 —42 —34 —1 —29 —45 —35 59 —33 —51
factured products as possible (58)  (81) (53) (59} (66) (41) (55) (41) {30} {47)
14. Manufaciuring as much as possible
of members’ Grade A milk which has 36 —22 38 52 34 —20 54 19 61 54
to be manufactured ) (58)  (87) (59) (42) {66) (54) (34) (89) (44) (43}
15. Reducing intermarket  competition 61 54 48 56 82 —15 71 63 68 81
among cooperatives (44)  (43) (65) (47) (27} (30) (87) . 42y . (41) (18)
16. Negotiating intermarket agreements
with other cooperatives to maximize 76 84 80 65 73 87 85 93 74 75
prices to farmers ' {32) (22) {20) (49) (35) {9) (17) (7) (42) (34)
17. Merger or consolidation with other : .
cooperatives as means of increasing 58 50 18 75 37 70 58 47 58 84
farmers' bargaining power (48) (59) (73) (28) (60) (25) {31) (55) (77} (20}
18. Increasing control over hauling in or- 41 54 40 55 21 30 19 47 45 57
der fo strengthen bargaining power {(37) (45) (37) {38) (25) (35) {17} (55) {44) [36)
19. Represent producers effectively in
Federal order hearings and in legis- 80 87 78 72 75 80 82 95 85 80
lation (22) (16} (20) (34) (29) (14) (16) ( 5) (16) (23)
20. Gain prestige as the largest coopera- 15 —32 0 30 —11 0 37 45 20 24
tive in the market (47)  (41) (58) (40) (28) (65) (41) (52) (35) (46)
21. Gain prestige as the sole supplier of 13 —18 —20 28 —6 —10 38 23 24 26
major handlers in the area (47) (49) (58) (62) {28) {20) (40) (45) (43) {40)

*In each case, the mean is the first reported value; the standard deviation is in parentheses directly below the mean.



effect (in a relative sense) that the achievement of
each possible objective would have upon the coopera-
tive. The responses both identified and ranked ob-
jectives.

Table 5 indicates the means and standard devia-
tions for each objective for all 59 cooperatives. In
addition, means and standard deviations for each of
the nine sub-classes of cooperatives are reported. The
21 objectives listed in Table 5 are not ranked but are
reported in the same order as in the questionnaire.

For all 59 cooperatives together, the objective
maintaining a continuous market for members’ milk
recorded the highest mean (--87) and one of the low-
er standard deviations (+17). On an arbitrary basis,
the eight objectives listed in Table 5 having means of
68 or higher are defined as major objectives. These
major objectives have the higher mean values and

_have relatively small standard deviations. A second
set of objectives having mean values ranging from 64
to 54 are defined as minor objectives. The remaining
possible objectives, all with means of 41 or less and
with generally high standard deviations, do not ap-
pear to reflect any significant priority as far as man-
agers are concerned. = o ,

The eight major objectives do not represent any
single thrust on the part of cooperative management.
However, five of the eight major objectives, including
Nos. 1, 2, 3, 16, and 19 in Table 5, indicate a strong
price orientation. Among the minor objectives, four
of those seven objectives, including Nos. 4, 11, 15,
and 17, also imply a strong price orientation. These
observations are not surprising since pricing, whether
in an historic marketing sense or in a more recent bar-
gaining sense, is acknowledged to be a basic function
of dairy cooperatives.

For the nine sub-classes of cooperatives categor-
ized in Table 5, the data vary so that no single gen-
eralization for all 21 objectives taken together is pos-
sible. In a number of instances, each size-concentra-
tion sub-class of cooperatives reflects some agreement
with the other sub-class for a given objective. For
example, objective 1, i.e., negotiating a price which
will give members the highest net return for milk this
year, received positive scores ranging from a low mean
of 65 for the “medium share-medium size” sub-class to
a high mean of 95 for the “large share-small size” sub-
class. The range in means among sub-classes for sev-
eral of the objectives is similar to that of objective 1.

For nine of the objectives, the range in means
among sub-classes exceeds 50 points. These include
objectives Nos. 4, 11, 12, 13, 14, 15, 17, 20, and 21.
A review of these nine objectives indicates that.a pri-
mary focus of all nine of these objectives is the
strength or power position of dairy cooperatives in the
market. The range in means suggests some differ-

ence in thinking among managers with respect to
marketing power objectives.

As the sub-classes moved to increased size and
concentration, manager responses generally scored
higher for these nine objectives. It is therefore ob-
served that managers of the larger and more concen-
trated cooperatives appeared more sensitive to the ex-
pected effect of achievement of the several market
power objectives than the other managers. For ex-
ample, the average mean of these nine objectives for
the “low share-small size” cooperatives was 10.2; the
average mean of these nine objectives for the “large
share-large size” objectives was 50.7.

BARGAINING POWER OF COOPERATIVES

The major emphasis on bargaining and bargain-
ing power by milk marketing cooperatives in recent
years indicates that the various internal and external
(to the cooperative) factors affecting bargaining
power should be evaluated. In approaching the
management of cooperatives on this subject, bargain-
ing power was not defined but was left to their indi-
vidual interpretations. However, the implicit defi-
nition of bargaining power in the interview process
was “the degree of influence one party has over an-
other to force . . . concessions, or the ability to effect
agreements on one’s own terms. . .”°

Factors affecting bargaining power were cate-
gorized as either internal or external. Internal fac-
tors represent those factors which are within the con-
text of -the cooperative organization and over which
the cooperative can be expected to have a substantial
degree of control. External factors are those factors
outside of the organization of the cooperative which
directly affect the ability of the cooperative to bar-
gain. A
Internal Factors Affecting Bargaining Power

Thirteen statements were presented to managers
of cooperatives on internal factors affecting bargain-
ing power. For all 59 cooperatives, the statement
having loyal members in the cooperative easily ranked
as the most beneficial factor in the bargaining position
of the organization (Table 6). This factor had the
highest mean (89) and the lowest standard deviation
(14) among the 13 factors. Interestingly enough, the
lowest ranking factor (mean = 37) was the coopera-
tive’s being willing to enforce the membership contract
in court. Thus, the highest and lowest ranking in-
ternal factors related to member relations. Obvious-
ly, the management of cooperatives felt that strong
member-cooperative relations were crucial to bargain-
ing power, and that legal recourse in enforcement of
membership contracts was not a generally desirable
means of enhancing bargaining power.

*Ladd, op. cif.,, p. 5,



- The responses of management to the internal fac-
tor statements are reported in Table 6. For all 59
cooperatives, 11 of the 13 factors received considerable
support as having a beneficial effect upon bargaining
power (means of higher than 60). However, the fac-
tor of control of farm-to-plant hauling by the coopera-
tive, as well as the contract enforcement factor, reflect-
ed a lower estimated effect. An inference could be
drawn from these relative responses that management
is reluctant to confront membership in some areas of
marketing, including assignment and hauling of mem-
ber milk.

Most of the responses for-all 59 cooperatives on
the internal factor question also describe the responses
among the nine sub-classes. However, three items
are notable:

1. The first factor, having a high percentage of
Grade A milk in the procurement area marketed
through the cooperative, received a substantially strong
response from those cooperatives with the higher mar-
ket share. For example, the simple average mean for

the three “large share” sub-classes on statement 1 was
7, while this same measure for the “low share” and
“medium share” sub-classes was 63 and 67 respective-
Iy.

2. For the fifth factor, the cooperative’s being
willing to enforce the contract in court, the “medium
share” cooperatives were more reluctant to engage in
court action than the “‘small share” and “large share”
sub-classes. This may indicate that cooperatives fit-
ting the “medium share” classification are in a rela-
tively more competitive situation with other coopera-
tives for members, and therefore are more reluctant
to strain member relations.

3. For cooperatives fitting the three “small size”
sub-classes, a lower priority was assigned to those fac-
tors associated with facilities for handling and process-
ing milk.

External Factors Affecting Bargaining Power
The effect of external factors on bargaining pow-
er of cooperatives was measured by advancing 16 state-

TABLE 6.—lInternal Factors Affecting Bargaining Power: Means and Standard Deviations for All 59 Coopera-

fives and Nine Sub-classes of Cooperatives.

Low Low Low Medium Medium Medium Large Large Large
Share Share Share Share Share Share Share Share Share
All Small Medium Large Small Medium Large Small Medium Large
Factor 59 Size Size Size Size Size Size Size Size Size
1. Having a high percentage of Grade
A milk in procurement area marketed 74 54 60 76 67 55 80 96 82 83
through cooperative (271 41) (28) (28) (28) (41) (19) ( 4) (14) (14)
2. Control of farm-to-plant hauling by 53 68 24 55 51 45 38 64 82 55
the cooperative (38)  (24) (33) {40) {43) (52) (30) (35) (20} (45)
3. Having facilities for storing and proc- 62 30 60 80 57 35 64 23 82 79
essing of manufactured milk (37) (30) (31) (24) (41) (30) (42) (61) (20) (16)
4. Having a written, legally enforceable 66 64 62 62 45 82 56 62 87 82
contract with members : 133) (35) (48) (29) (41) (17) (34) (43) (17) {(23)
5. Being willing to enforce the contract 37 42 36 42 9 10 34 45 67 50
in court (50) (49) (58) (53) (54) (87) (37) (42) (45) (42)
6. A favorable aititude toward the con- 72 68 42 75 55 85 73 95 87 76
tract by members (32)  (35) (39) (24) (41) [ 5) (36) ( 5) (12) (32)
7. Having loyal members in the coop- 89 97 80 89 ‘87 83 97 97 91 85
erative (14}  ( 4) (21) (15) {15) { 5) [ 4) { 5) (10) (18)
8. Having adequate capital and credit
available which the co-op may use -
to build processing or other milk 69 48 86 79 53 45 67 60 85 83
handling facilities (34) (50) (16) (23) (47) (41) (36) (45) (21) (14)
9. Large volﬁme of milk under control 68 22 82 71 52 60 75 80 76 81
of the cooperative (35)  (61) (25) (36) (41) (29} (25} (27) (15) (18)
10. Being able fo provide handlers with 74 64 82 79 54 78 69 85 84 78
desired services (25) [(35) (20) (25) (32) (13} (28) (23) (11) (17)
11. Cooperative has an effective public 70 84 64 65 70 73 59 80 74 77
relations program (26} (11} (32) (31) (29) (15) {25) (27) (37) (23)
12. A good cooperative newsletter for 69 52 66 67 67 75 63 85 70 77
members (26)  (29) (35) (29) (32) (10) (25) (17) (20) (23)
13. Good relations with other agricultural 71 89 70 70 57 83 64 95 67 67
bargaining groups or organizations 29)  (17) (33) (29) (35) { 5) (35) ( 5) (27) (35)




ments to managers relative to the apparent external
considerations in bargaining. The responses are re-
corded in Table 7 for all 59 cooperatives and for the
nine sub-classes of cooperatives.

For all 59 cooperatives, seven of the factors were
reported to have beneficial effects upon bargaining
while nine factors were reported to be harmful to bar-
gaining. The most beneficial factor was that of
having Federal order regulation (mean = 74). At
the same time, the factor not having government regu-
lation had a mean of —46, indicating a strong judg-
ment that the absence of regulation was harmful to
the bargaining power of cooperatives. However, a
negative response (mean == —=6) to the factor having
state milk control clearly reveals that managers of co-

TABLE 7.—External Factors Affecting Bargaining Power:

operatives and Nine Sub-classes of Cooperatives.

operatives believe that the type of regulation beneficial
to their bargaining power is Federal and not state.

Most of the other beneficial factors were associ-
ated with the idea of close and formal working rela-
tionships with other dairy marketing cooperatives. For
example, the factor having a federation or good work-
ing relationship with other fluid milk cooperatives
gained the second highest positive mean (70) among
the several factors.

Existence of other source milk and competition
from other markets, including substitutes, clearly re-
vealed themselves as the major external limits on bar-
gaining power. The factor kandlers easily able to ob-
tain milk from other sources recorded the strongest
negative mean (—62) for all 59 cooperatives. Three

Means and Standard Deviations for All 59 Co-

Low Low Low Medium Medium Medivm Large Large Large
Share Share Share Share Share Share Share Share . Share
All Small Medium  Large Small Mediuvm Large Small  Medium  Large

Factor 59 Size Size Size Size Size Size Size Size Size
1. Having Federal order regulation 74 76 70 75 26 90 90 85 84 83
(31)  (20) (33) (33) (42) [8) {9} (23) (16) (17)

2. Having State milk control —7 —18 16 10 —35 —10 —8 12 —26 —5
(53)  {84) (67) 43) (55) (20) (44) (62) (67) (41)

3. Not having government regulation —46 —52  —22 —A48 —11 —55 —70 —b66 —36 —61
(51}  (66) (74) (50) (55) (44) (38) (45) (58) (29)

4. Large size of milk processing firms 6 34 38 —3 4 —20 —b6 55 —4 —10
{53) (78) (55) (59) {35) (28) (44) (40) (66} (46)

5. Large size of food retailers —24 —60 —56 —32 —6 —38 —25 26 —3 —22
(50) (36) {40) (47) (58) (43) (48) (63) (64) (43)

6. Price advantage of handlers in one

market which gives them a competi- —51 ~—52 —58 —51 —A49 —53- —49 —75 . —51 —42

_ tive advantage in another market (38) (37) (43) (38) (31) {38) (33) (28) ) (47) » (51)
7. Active competition from handlers in —23 —8 —34 —47 —35 —8 —17 —19 2 —18
other markets (48)  (67) (38) (45) (40) (44) (41) (38) (39) (64)

8. Successful bargaining by cooperatives 57 64 54 65 42 53 65 . 86 34 55
in other markets in the area (43) (32) (42) (42) (53) (38) (28) (10) (68) (47)

9. Presence of large quantities of manu-  —36 —50 —52 —13 —A49 —25 —A44 —83 0 —31
facturing grade milk in the area (40) (22) (30) (33) (37) (30) (31) (23) (43) (49)

10. Having a federation or other good

working relationship with other fluid 70 82 68 74 66 85 64 85 86 53
milk cooperatives (30) (11) (33) {32) (32) (10) (33) (17) {13) (39)

11. Presence of substitutes such as filled —55 —68 —74 —56 ~—70 —60 —A44 —71 —30 —39
and imitation milk (35) {36) (32) (37) (35) (43) (36) (25) (37) (29)
12. Having good relations with other . - s S Lt
agricultural  bargaining groups or 54 44 64 51 59 40 45 90 53 54

- organizations (37) (71) (35) (37) (36) (28) (27) [ 8) (42) (35)
13. Joint bargaining negotiations among 69 82 60 75 59 80 67 70 71 65
cooperatives in the area or region {33) (17) (42) {32) (39) (16) (33) (47) 41) (33)

14. Joint sales program with other co- 56 52 44 67 54 70 58 45 .49 . 56
operatives in the area or region (37) (29) {45) (37) (44) (20) (35) (52) {46) (38!

15. Large proportion of milk sold through —7 —4 —14 7 —12 —10 —24 10 11 —15
stores (43} (46} [43) (58) {22) (20) (31) (58) (42) (52)-

16. Handlers easily able to obtain milk —62 —76 —60 —70 —53 —38 —70 —74 —35 —66
from other sources (35) (22) {51) (26) (37) (43) (27) (23) (56} (27)




-other closely related factors (Nos. 6, 7, and 9 in Table

7) also recorded strong negative responses.

The factor presence of substitutes such as filled
and imitation milk was of substantial concern to the
managers (mean = —55). Since the questionnaire
was taken at a time when filled milk was a significant
factor in the market, responses to this statement were
influenced by that fact.*

The large size of milk processing firms (mean
6) was not particularly bothersome to managers
concerning their bargaining position. However, more
concern was expressed with the size of food retailers
(mean = —24) as compared to milk processing firms.
This may be due to the obvious advantages which food
chains have in negotiating for milk supplies, and the
continuing question of how extensively food retailers
are going to integrate into milk processing.

In almost all instances, the means for the 59 co-
operatives provided a reasonable picture of the re-
sponses for all nine sub-classes. However, there were
two exceptions. First, while the large size of milk
processing firms reflected a low overall concern, man-
agement became increasingly sensitive to larger proc-
essing firms as a bargaining factor as cooperatives in-
creased in size. Second, the factor active competition
from handlers in other markets was of greater concern
" to the sub-classes of cooperatives having lower percent-
ages of Grade A milk in the procurement area market-
ed through the cooperative. Apparently those co-
operatives with higher market shares could be more
indifferent to the impact of outside packaged milk as
far as their bargaining position was affected.

ADJUSTMENTS BY
MILK MARKETING COOPERATIVES

Milk marketing cooperatives have been and are
undergoing major organizational and operational ad-
justments. These adjustment activities are apparent-
ly in part a matter of co-op initiative and in part a
matter of response to changing market conditions. In
this study, three dimensions of the adjustment ques-
tion are investigated. These include: factors affecting
adjustments by cooperatives, adjustments. made by

the cooperatives, and adjustments planned by the co- .

operatives.

Factors Affecting Adjustments by Cooperatives

- Eighteen factors were presented to managers of
cooperatives to ascertain the effect a given factor
would have upon the making of adjustments by co-

®Comparable external limits to bargaining power have been
reported for the processing tomato industry. See Babb, E. M., S. A.
Belden, and C. R. Saathoff. Feb. 1969. An Analysis of Cooperative
Bargaining in the Processing Tomato Industry. American Journal of
Agricuftural Economics, 51(1): 13-25. Bargaining power limits as
well as various attifudes on the bargaining issue, similar in findings
to this study, are reported in that article.
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operatives. 'The response of management to these sug-
gested factors is presented in Table 8 for all 59 co-
operatives and the nine sub-classes of cooperatives.

For all 59 cooperatives, 10 of the 18 factors show-
ed positive means. The important factors influencing
adjustments were the availability of capital and credit
to the cooperative. The factor kaving a good source
of credit available recorded the highest ranking mean
(71), and the factor having small amount of capital
and reserves recorded the lowest ranking mean (—62).

Other high ranking factors (means of 60 or high-
er) related to the membership educational program
and to having innovative employees, directors, and
members.

Size and growth considerations figured as factors
in the adjustment process. Large size of cooperative
was viewed as beneficial (mean = 42) and small size
of cooperative was viewed as harmful (mean = —32)
to the making of adjustments. At the same time, the
factor having growth as an objective received a posi-
tive score (mean = 52). However, the intermediate
values of scores for these factors do not imply the high-
er priority which might have been hypothesized con-
cerning their role in adjustment.

While lack of capital was the first ranking deter-
rent to adjustment, loss by the cooperative of Class I
sales in regular market ranked as second (mean =—
—49). The standard deviation (50) associated with
this factor indicates a wide range of opinion about this
factor. It seems probable, however, that the risk and
uncertainty in shifting Class I markets are prime con-
cerns to many cooperatives.

The only other negative factor with a fairly de-
cisive judgment (mean = —39) was that of opposi-
tion of milk processors and food chains to activities of
the cooperative which might compete with theirs. This
factor apparently limits cooperatives somewhat due to
a reluctance to implement adjustments which would
place them in both a supplying role and a competitive
role with the processors and food chains.

Factors related to fear of anti-trust action and re- -
lationships or reactions from other .cooperatives also
received negative scores on the adjustment question,
but these concerns were very limited.

Responses for all 59 cooperatives again provided
a relatively accurate reflection of responses for the
nine sub-classes. However, it is noted that the four
factors relating to member education and innovative
employees, directors, and members, all of which scored
strong positive responses, were scored particularly high
by the three sub-classes of large market share coopera-
tives. :

Factors related to size of cooperative suggested
only that large sized cooperatives were more prone to
believe that small size was an obstacle to adjustment.



Neither a growth objective nor fear of anti-trust ac-
tion showed any notable differences among the sev-
eral size and concentration sub-classes.
Adjustments Made by Cooperatives

Actual adjustments made by cooperatives within
the preceding 5-year period were recorded by present-
ing 16 possible adjustments to co-op managers. The
managers were asked to check whether or not the ad-
justment had been made and, if made, what effect the
adjustment had upon the cooperative. Table 9 indi-
cates thé number of co-ops (out of 59) making each
adjustment, and the mean scores (harmful to benefi-

TABLE 8.—Factors Affecting Adjusiments by Cooperatives:

operatives and Nine Sub-classes of Cooperatives.

cial) of that adjustment for the co-ops making the
adjustment.

Among the 59 cooperatives, the numbers making
the various specified adjustments ranged from O to 33.
Since the number of cooperatives making adjustments
in each sub-class was therefore very small, no analysis
among sub-classes was undertaken. The reported
means and standard deviations for a given adjustment
are for the combined market share-size sub-classes of
cooperatives making the adjustment.

The adjustment receiving the highest mean score
(74) was developed agreement with other cooperatives

Means and Standard Deviations for All 59 Co-

Low Low Low Medium Medium Medium Large Large Large
Share Share Share Share Share Share Share Share Share
. All Small  Medium Large Small Medium Large Small  Medium  Large
Factor 59 Size Size Size Size Size Size Size Size Size
1. Having large amounts of capital and ' 68 40 70 78 61 80 56 97 62 75
reserves (37)  {74) (33) (27) (44) {16) (38) ( 5) (39) (26)
2, Having small amounts of capital and ~ —62 —52 —74 —69 —63 —75 —43 —95 —62 —52
reserves {(38) {74) (29) (32} (40) (10} (39) ( 5) (39) (33)
3. Having good source of credit avail- 71 75 80 74 71 23 67 88 80 74
able (30} (43) (20) (28) (31) (45) (26) ( 5) (18) (24)
4. Willingness of the organization to 20 14 —46 41 —6 40 37 66 —32 41
risk financial losses (61)  {60) (54) (61) {62) (37} {30) {45) {88) {45)
5. Having an effective membership 66 48 52 67 59 68 62 93 70 79
educational program [(30) (42) (26) (36) (41) {19} (22) {7) (31) (22)
6. Having innovative directors 62 60 58 43 46 78 44 .95 84 83
~ - . Cl42) | 47) (55) (62) (44) (13) (36) ( 5) (18) (21)
7. Having innovative members 61 58 58 42 58 70 41 95 80 75
(40}  (47) (55} (62) (37) (12) (33) { 5) (18) (21)
8. Having innovative personnel in the . 69 78 62 54 46 85 62 95 89 84
cooperatives (40) (18) (54) (59) (43) { 6) (52) { 5) (11 (19)
9. Opposition of milk processors and
food chains to activities of the co-
operative which might compete with. —39 —12 —-32 —39 —63 —15 —49 —67 34 —33
theirs (39)  (58) (43) (31} (39) (10} (36) {23) {51) (38)
10. Large size of cooperative 47 20 60 53 34 40 45 45 38 71
{37)  (32) {24) {40) (38) (37) (35) (52) (44) (27)
11. Small size of cooperative —32 —16 —42 —45 —38 —5 —A49 8 —6 —A45
i (45)  {43) (47) (56) {(40) {34) (37) (54) (61) (34)
12. Having growth as an objective of the 52 50 60 51 50 38 44 .82 58 48
cooperative (35) (33} (28) (42) (47) {26) (32) (17} (45) (32)
18. Fear of anti-trust action —17 —26 4 —22 —16 5 —11 —20 —28 —26
(30} (46) (17) (23) (28) {10) (38) (24) (41) (25)
14. Concern about attitude of other co-
operatives toward the cooperative's —5 36 24 —10 —18 18 —10 —57 —10 —6
qdiusfmenj’s {35) (22) (33) (16) (16) (24) (28) (29) (47) (40)
15. Having stiff price ‘competition from =~ —21 —12 16 —30 —47 —13 —13 —A44 —1 —27
other cooperatives (46) (52) (59) (45} (48) (25) (43) {65) (19) (43)
16. Having stiff price competition from  —23 —24 20 —33 —A47 —20 —17 —36 —1 ~—28
proprietary - firms (45) (46) (51) (44) (44) (16) (54) {66) (19) (39)
17. Loss by the cooperative of Class | —49 —20 —46 —66 —68 —26 —49 —52 —18 —55
sales in regular market (50)  (81) (69) {28) (43) (43) (38) (52) (63) (50)
18. Sale of milk by the cooperative on 35 56 52 37 50 36 14 30 53 12
{33) 45) (34) (45} (24) (21) (51)

outside markets (41)  (35) (46)




TABLE 9.—Adjusimenis Made by Cooperatives:

Number of Cooperatives Making Adjust-

ments and Medns and Standard Deviations on Effects of Adjustments.

Number of Cooperatives Standard
Adjustment Made Making Adjustment Mean Deviation
1. Better management of milk supply, e.g.,
obtained control over hauling 18 55 .23
2. Obtained control of larger proportion
of milk in the supply area 33 56 32
3. Provided more services to handlers, e.g., ’
standardizing milk, paying producers 26 55 38
4, Went info processing but not distribution
on custom packaging basis 10 60 36
5. Went into processoing but not distribution,
with milk sold to distributors 15 65 35
6. Weni into both processing and distribution,
with home and store delivery 10 : 70 37
7. Went into both processing and distribution,
with home delivery only 11 . 50 38
" 8. Went into both processing and distribution,
with store delivery only —_— — —
9. Went into both processing and distribution,
with sales through dairy stores or controlled outlets 1 20 —_
' 10. Diversified into non-dairy operations 17 61 35
11. Developed wider markets for milk . 30 57 30
12. Merged or consolidated with other cooperatives 27 65 31
13. Federated with other cooperatives 22 69 24
14. Developed sales agreement with other
cooperatives to market milk collectively 15 68 29
15. Developed' agreement with other cooperatives
to respect each other's markets 7 74 32
16. Performed standby functions for the market 8 65 37

TABLE 10.—Adjustments Planned by Cooperatives: Number of Cooperatives Planning Ad-
justments and Means and Standard Deviations on Expected Effects of Adjustments.

Number of Cooperatives Standard
Adjustment Planned Planning Adjustiment  Mean Deviation
1. Better managemeﬁ’r of milk supply, e.g.,
obtained control over hauling 20 49 31
2. Obtained control of larger proportion
of milk in the supply area 36 . 59 30
3. Provided more services to handlers, e.g.,
standardizing milk, paying producers 26 60 34
4, Went into processing but not distribution
on custom packaging basis 13 55 31
5. Went info, processing but not distribution,
with milk sold to distributors 13 54 33
6, Went into both processing and distribution,
with home and store delivery 8 31 64
7. Went into both processing and distribution,
with home delivery only 12 50 41
8. Went into both processing and distribution, .
with store delivery only . 0 0 0
9. Went into both processing and distribution, '
with sales through dairy stores or controlled outlets 1 20 0
10. Diversified into non-dairy operations 19 51 33
11. Developed wider markets for mitk 31 53 33
12. Merged or consolidated with other cooperatives 23 53 30
13. Federated with other cooperatives 17 76 26
14, Developed sales agreement with other
cooperatives to market milk collectively 14 70 29
15. Developed agreement with other cooperatives
- to respect each other's markets 7 86 22
16. Performed standby functions for the market 3 86 - 23
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to respect each other’s markets. However, only seven
cooperatives reported making this adjustment. The
crucial questions of federation and merger were scored
as quite beneficial. Twenty-seven cooperatives re-
ported merger, with a mean score of 65. Twenty-two
cooperatives reported federation, with a mean score
of 69.

The several adjustments concerned with process-
ing and distribution by the cooperative generally had
beneficial effects for the relatively few cooperatives
which had made this kind of an adjustment. In fact,
for all 14 adjustments which two or more co-ops had
implemented, mean positive scores of 50 or higher
were recorded. Since the managers generally were
key personnel in making the adjustment decisions, it is
not surprising that there was a general endorsement of
the effects of the adjustments.

Only five of the specified adjustments were re-
ported by more than 20 of the cooperatives. In addi-
tion to the merger and federation adjustments, these
included: obtained control of larger proportion of
milk in supply area, provided more services to hand-
lers, and developed wider markets for milk.

These five most frequently mentioned adjust-
ments all relate to the growth and operations of dairy
cooperatives in a relatively traditional sense. How-
ever, they indicate the emphasis that dairy cooperatives
are giving to growth as an essential ingredient to bar-
gaining-marketing effectiveness.

Adjustments Planned by Cooperatives

In this section, the question concerns what adjust-
ments the cooperatives plan to make in the next 5 years
and the expected effect of each adjustment. The 16
proposed adjustments are identical to those specified
in the previous section on adjustments made. Ad-
justments are defined as being means of achieving ob-
jectives.

Thirty-six cooperatives planned to obtain control
of larger proportion of milk in the supply area. Man-
agers recording this most frequently checked adjust-
ment gave it a mean score of 59 (quite beneficial).
At the other end of the scale, the two adjustments con-
cerned with processing and store delivery only or con-
trolled outlet delivery essentially were not included in
cooperative planning.

To a large extent, the number of cooperatives
planning to make a given adjustment (Table 10) is
similar to the number of cooperatives which have al-
ready made that adjustment (Table 9). Mean scores
for the expected effects of adjustment also are similar
to the mean scores for adjustments already made. The
implication is that those cooperatives which have al-
ready made a specific adjustment are making plans to
go further in implementing that same adjustment.
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Also implied is that news about successful adjust-
ments spreads and other cooperatives copy the lead-
ers. It is noted in particular that 23 cooperatives
are planning merger and 17 are planning federation.
It has already been observed that 27 cooperatives had
merged and 22 had federated in the previous 5 years.
Therefore, no immediate let-up in the rate of such
growth actions in the future is evident.

For the series of adjustments concerned with
vertical integration (Nos. 4-9) in Tables 9 and 10,
the reactions of co-op managers suggest that enthu-
siasm for the vertical integration option is quite limit-
ed. Managers have completely rejected the idea of
selling their packaged fluid product only through
retail stores or only through their own controlled
outlets, both in fact and in plans. However, several
of the cooperatives had moved into processing and
packaging fluid milk, or were making plans to do so.
Their actions and plans in distribution ranged from
very limited operations (dock pick-up) to complete
doorstep and store delivery. The effects or expected
effects of these adjustments were generally favorable,
although not markedly so. The responses finally do
not provide a clear insight regarding the direction
which cooperatives will take on the vertical integra-
tion question.

EFFECTS OF CHANGES AMONG
BOTTLERS ON COOPERATIVES

Market conduct is generally observed to be a
function of market structure. The decrease in num-
ber of fluid milk handlers and the concomitant in-
crease in size is believed to be a primary factor in a
changed pattern of market conduct by handlers as
they interact with their supplying dairy cooperatives.
This new behavioral relationship would then have di-
rect effects upon the cooperatives.

The general question of what effects changes in
structure of the fluid milk processing industry had on
cooperatives was investigated by presenting nine
statements to cooperative managers on various phases
of their relationships with handlers. Statements were
phrased in terms of the effect the decrease in number
and increase in size of handlers had upon a given as-
pect of the handler-cooperative relationship. Re-
sponses for all 59 cooperatives and for the nine sub-
classes of cooperatives on these structure-conduct re-
lationships are reported in Table 11.

The primary factor to evaluate as processor
structure concentrates is the effect upon bargaining
power of the cooperative in its dealings with handlers.
Management of cooperatives felt that there was al-
most no effect, harmful or beneficial, on their bar-
gaining power due to the increased concentration of
handlers (mean = 2). Nor did any of the nine sub-



classes indicate any real effects. While small co-
operatives might have been expected to be more af-
fected by handler concentration, their management
did not view things that way.

However, responses to the second factor, handlers’
ability to obtain needed milk from sources other than
the cooperatives, indicated that cooperatives might in
fact benefit in a bargaining sense from the increased
concentration of handlers. The mean response for
all 59 cooperatives for this factor was —25. Appar-
ently co-op managers believe that the increased size
of fluid milk processors makes it more difficult for
these processors to assure themselves of adequate sup-
plies from outside sources. This factor would then
work in favor of the local cooperative in its bargain-
ing efforts. Managers in all nine sub-classes of co-
operatives reacted similarly to this statement.

‘For apparently similar reasons to the previous
factor, co-op managers discounted the ability of hand-
lers to take advantage of mal-alignment of Federal or-
der prices at the expense of the cooperative (statement
No. 3 with a mean of —17). It would seem that the
need for a large volume of raw milk at a given plant
location makes it difficult for processors to exploit

Class I price mal-alignment. This also apparently
holds for multi-plant organizations.

Co-op managers indicated that the decreasing
number and increasing size of milk dealers were fac-
tors in the frequency of price wars and other excessive
competition and that, in turn, such excessive competi-
tion was harmful to cooperatives. The mean response
for this 4th factor was —24. The nature of harmful
effects to cooperatives was not determined. How-
ever, it is observed that producer groups become sen-
sitive to excessive wholesale-retail competition be-
cause of what becomes a survival question for some
of the cooperatives’ customers. Responses among the
nine sub-classes of cooperatives were in general accord

" with the overall response.

The factor of greatest concern to co-op managers
(mean =-—27) was No. 5, i.e., fluctuations in volume
of sales by the cooperative as handlers’ business is gain-
ed or lost. The increased concentration of milk deal-
ers, together with competition for the large volume
food store accounts by these milk dealers, places ob-
vious new burdens on cooperatives as they supply raw
milk. In some instances, these problems are limited
to the cooperative as it attempts to divert, or acquire,

TABLE 11.—Effecis of Changes Among Botflers on Cooperatives: Mean Values and Standard Deviations
for All 59 Cooperatives and Nine Sub-classes of Cooperatives.

Medium

Low Low Low Medivm Medium  Large Large Large
Share Share Share Share Share Share Share Share Share
Effect of Decrease in Number and All Small Medium Large Small Medium Large Smaill Medium Large
Increase in Size of Handlers Upon: 59 Size Size Size Size Size Size Size Size Size
1. The bargaining power of the coopera-
tive in dealing with handlers it sup- 2 —12 —16 5 3 —5 8 20 4 5
plies with milk , {45)  (67) {51) (45) (55) {10} {59) (40) (36) (34)
2. Handlers' ability to obtain needed
milk from sources other than the co- —25 -—44 —24 —26 —12 —25 —17 -—20 —14 —A41
operative {40} . {43) (43) (31) (65) (39) (40) (40) (19) (34)
3. Ability of handlers to take advantage '
.- of mal-alignment of Federal order .
prices at the expense of the coopera- —17 —20 —28 —14 ~—15 0 11 20 —34 —34
tive (42)  {35) {43) (40) (63) {28) {38) {40) (41) (35)
4. The frequency of price wars and other
excessive competition which indirectly =~ —24 —46 —16 —36 —50 15 14 —23 —26 —33
injures producers (47) {52) {59) (42) (51) (44) {38) (45) (42) (35)
5. Fluctuations in volume of sales by the
cooperative as handlers’ business is —27 —28 —28 —24 —55 —15 —29 [ —4 —32
gained or lost (36} {39) (41} (34) (44) (39) (36) — (9 (33)
6. Problems to the cooperative resulting
from bad debt losses and failures —5 —8 —8 —38 —26 —10 —11 —5 —2 0
among handlers 41 {11} (59) (45) (42) (12) 46) (73) ( 4) (43)
7. Ease with which the cooperative can 2 ~—10 —28 9 —17 18 21 20 —10 9
obtain service charges and premiums {41) (54) 41) (40) (41) (43) (44) {40) (2) (39)
8. Amount of time the cooperative must
spend in maintaining good relations 11 12 0 8 —12 10 16 33 16 20
with handlers (31)  {39) (37) (24) (29) {(35) (33) (39) (36) (25)
9. Types and varieties of services the co- 7 6 8 4 —11 5 24 33 18 —3
operative must provide to handlers {37) {68) {33) (30) (29) (38) (43) (39) (35) (23)
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bulk milk. In other instances, an entire market’s
utilization may be substantially affected as Class I
sales are displaced by outside sources. In either case,
management was seriously concerned with the effects
of such fluctuations on the cooperative. This con-
cern was reflected by management in the several sub-
classes of cooperatives.

Four other factors were advanced to co-op man-
agers to measure their reactions to the effects on co-
operatives of the increasing concentration of handlers.
These include problems to the cooperatives: resulting
from bad debt losses and failures of handlers; in gain-
ing service charges and premiums; in maintaining
good relations with handlers; and in having to provide
various services to handlers. None of these factors ap-
peared to generate harmful or beneficial reactions from
managers. Slightly positive means were recorded for
the latter three factors, while a mean of —5 was re-
cored for the bad debt-failure factor (Table 11).

Again, responses among the various sub-classes of co-
operatives were generally consistent with the overall
response.

EFFECTS OF GROWTH AND LARGE SIZE
OF FOOD RETAILERS ON COOPERATIVES

It is generally observed in the fluid milk industry
that a substantial shift in' bargaining power has oc-
curred between fluid milk processors and food stores
in recent years. De-emphasis on brands, increased
sensitivity to price differences, and vertical integra-
tion activities have been factors in shifting bargain-
ing power from processors to food stores.** Since an
estimated 60 percent of the packaged fluid milk in
the United States is sold through food stores, most of
which are chains or affiliated independents, a part of
the impact of this power shift is hypothesized to ex-

*Organization and Competition in the Dairy Industry. Tech Study
No. 3, NCFM, June 1966, pp. 120-121. ’

TABLE 12.—Effects of Growth and Large Size of Food Retailers on Cooperatives: Means and Stan'dard De-
viations for All 59 Cooperatives and Nine Sub-classes of Cooperatives.

. Low Low Low Medium Medium Medium Large Large Large
Effects of Growth and Large Size of Share Share Share Share Share Share Share Share Share
Food Chains on This Cooperative as All  Small  Medium Large Small Medium Large Small  Medium  Large
Reflected in: 59 Size Size Size Size Size Size Size Size Size
1. Acquisition or loss of business in
large lots by its handlers as they —31 -—46 —28 —29 —A45 —13 —41 —10 —38 —37
gain or lose food chain accounts (36) [43) (18) (36) (48) {(46) (36) (20) (11 (32)
2. Changes in area over which the co-
operative must deliver milk because '
of switches in food chain accounts —20 -—46 —26 —21 —32 8 —38 — —4 — 28
among handlers (31)  (43) (26) (33) (45) (22) (18) — {9) (25)
3. The cooperative's losses from bad —1 —8 8 10 —27 —5 19 —5 — —6
debts of processors (27)  (11) (11) (21) (41) (10) (41) {10) — {16)
4, Extent to which processors bicker .
- with the cooperative over weights —6 —16 0 —9 ~—20 —15 . 15 — —2 —.8
and fests (26)  (26) (14) (25) (38) {19) (35) —_ ( 4) (19)
5. Amount of credit the cooperative —3 —22 4 —10 ~—14 5 11 21 — . —7
must supply to processors (26) (39) {9 (17) (35) {10) (36) {43) _— { 8)
6. Influence of merchandising policies
of food chains upon rates of milk
consumption in the cooperative's —7 —26 —6 —2 —14 8 —1 —20 —4 ~—7
market (25)  (34) (33) (15) (31} (15) (12) {40) {9) (31)
7. Changes in quantity of milk sold by
the cooperative because of the proc- —13 —44 0 —11 —30 8 0 —18 —6 —13
essing of milk by some food chains (31)  [45) (Y]] {33) (41) {22) {3) (24) {9 (34)
8. Effects of the processing of milk by
some food chains upon the bargain- —18 —52 —28 —17 —39 0 —15 —13 0 —1
ing position of the cooperative (32) (50) (27) (22) (43) {0 (35) (15) {0 (12)
9. Effects of aititudes of food chains to-
ward cooperatives upon the bargain- —13 —32 —20 —18 —23 —15 —1 —13 —4 0
ing position of the cooperative (30)  (46) (20) {(39) (31) (10) (26) (25) {9 (31)
10. Effects upon the cooperative of sale
of private label brands of milk by —19 —42 —48 —16 —26 —10 4 —13 —6 —20
some food retfailers (30) (40) (48) (27) {36) (26) {24) (25) (9 (14)
11. Effects upon potential gains from the
cooperatives going into processing —10 0 —5 —1 —20 —5 —24 —10 —4 —14
and distribution (30) (57) (36) (10) (32} (41) (35) (20) (9) (25)




tend through the processor and to the dairy coopera-
tive. This question was investigated by presenting
11 statements to co-op managers concerning the ef-
fects of growth and large size of food retailers upon
the cooperative. Responses to these statements are
reported in Table 12.

For all 59 cooperatives, negative means were re-
corded for each of the 11 statements. This implies
immediately that co-op managers generally viewed
the growth and large size of food retailers as being
detrimental to the cooperative. Co-op managers
were particularly concerned with the effects of switch-
es in large volume food store accounts among hand-
lers. Statements 1 and 2, both of which related to
this issue, recorded the most negative responses
(means of —31 and —20, respectively).

A second factor of concern to co-op managers
related to specific market power variables identified
with food chains. Vertical integration, private label-
ing, and attitudes of food chains toward cooperatives
were scored as having slightly harmful effects to co-
ops. These responses are recorded for statements 7,
8, 9, and 10 in Table 12, with means of —13, —18,
—13, and —19, respectively.

Co-op management was relatively indifferent to
several statements, although slightly negative means
were recorded. The managers did not see harmful or
beneficial effects from the changing structure of food
retailers in terms of co-op losses from bad debts of proc-
essors, bickering with processors over weights and tests,
credit which the co-op supplies processors, and effects
of food chains’ merchandising policies on rate of milk
consumprion.

Responses for all 59 cooperatives were, for the
most part, similar to responses for the nine sub-classes
of cooperatives. However, three items in Table 12
should be noted. :

1. For statement 2, the 3 “low-share” sub-class-
es appeared to be more sensitive than the other sub-
classes. 'This statement, changes in the area over
which the cooperative must deliver milk because. of
switches in food chain accounts among handlers, seem-
ed to pose slightly greater problems for the low-share

- group. Apparently cooperatives with smaller market
shares are apt to have greater difficulty in gaining new
Class T outlets.

2. The influence of merchandising policies of
food chains upon rates of milk consumption in the co-
operative’s market (statement 6) was considered more
harmful by the smallsize cooperatives than by the
other sub-classes. The logic to this reaction is that
promotions of milk may cause surges of demand in the
market, but this only aggravates procurement prob-
lems and may have negative consumption effects over
time. Smaller co-ops could be more sensitive to this

16

than other co-ops because they have relatively less
flexibility in a supply equalization sense.

3. Statement 7, changes in quantity of milk sold
by the cooperative because of the processing of milk by
some food chains, received more harmful scores by
managers of the small cooperatives as compared to the
other sub-classes. While vertical integration of food
chains affects all cooperatives, smaller co-ops would
be particularly affected because they would not be in
position to supply the total needs of a large volume
plant typical of a food chain’s milk plant.

The responses elicited for Table 12 differ from
responses for previous tables because a large number
of zero responses were recorded. The number of zero
responses for the statements ranged from 22 (of 59)
for statement 1 to 42 for statement 4. According to
the scale used, a zero response was defined as either
no effect or no opinion. Since food retailers are gen-
erally connected only indirectly with dairy coopera-
tives, it is probable that the no opinion response was as
prominent as the no effect response. Co-op managers
appeared to be reluctant to express judgments about
effects unless they were directly involved in the activity.
All of the means presented in Table 12 are weighted
substantially by the high frequency of zero responses
to the 11 statements.

REACTIONS OF COOPERATIVE MANAGEMENT
TOWARD FLUID MILK PROCESSORS

Inquiries were directed to managers of coopera-
tives to ascertain their reactions about fluid milk
processors. Adjustments of cooperatives are reason-
ed to be partially influenced by relationships with
fluid milk processors, and the statements to managers
were designed to describe this relationship. Fifteen
statements were presented to co-op managers; their
responses are reported in Table 13. The statements
were presented in terms of the extent of agreement
each manager had with a given statement.

For all 59 cooperatives, managers indicated some
agreement with 11 of the 15 statements (positive
means) and some disagreement with 4 statements
(negative means). The two statements recording
the highest over-all positive means indicated that a
mutually responsible relationship exists between dairy
co-ops and fluid milk processors. These statements
are: most milk processors accept cooperatives as le-
gitimate bargaining agencies for producers (mean =
67); and most milk processors live up to agreements
they make with cooperatives (mean = 66).

The one other statement receiving a relatively
high mean (63) related to the bargaining relationship
with processors. There was agreement that most
milk processors are more concerned about buying milk
as cheaply as their competitors than about the abso-



lute level of price they pay. The agreement with
this statement, together with agreement with the pre-
vious two statements, implies a basic element of sta-
bility in processor-cooperative relationships.

Co-op managers did not support the statement
that most milk processors have no concern about the
welfare of milk producers (mean = —14). They
also failed to support the statement that milk proces-
sors have too much influence upon Federal order de-
cisions and provisions (mean = —16). These two

TABLE 13.—Reactions of Cooperative Management Towdrd Fluid Milk Processors:

disagreement responses and the three agreement re-
sponses bracket the range of responses of manage-
ment. ’

Two additional important observations are noted
in the responses for all 59 cooperatives. First, there
was general agreement that processors wanted co-
operatives to engage in various market services (state-
ments 5, 6, 9, and 13 in Table 13). Second, co-op
managers were generally satisfied with the efficiency
of operations of processors in that they saw no super-

Mean and Standard De-

viations for All 59 Cooperatives and Nine Sub-classes of Cooperatives.

Low Low Low Medium  Medium  Medium Large Large Large
Share Share Share Share Share Share Share Share Share
All  Small Medium Large Small Medium Large Small  Medium  Large
Statement 59 Size Size Size Size Size Size Size Size Size
1. Fluid milk processors often make un- 9 4 —18 22 4 9 8 —22 36 17
reasonable demands on cooperatives (49}  (55) (46) (62) (45) (14) (47) (78) {40) (43)
2. Most milk processors live up to agree- 66 62 48 52 71 70 81 92 66 64
ments they make with cooperatives (34) (23) (30) (54) (19} (25) { 8) [9) (19) (50)
3. Most milk processors have no con- .
cemn about the welfare of milk pro- —14 —30 —10 —2 —9 —13 —41 —18 20 —19
ducers ’ (53) (57) 71) (46) 72) (53) (46) (52)- (43) {52)
4. Most milk processors have no interest )
in the success of fluid milk bargain- —1 —14 —10 —12 8 6 —13 25 6 9
ing cooperatives (57)  (65) (70) (48) (83) (11) (63) (60) (52) (52)
5. Most small milk processors want the
cooperative to take over field work 38 48 24 36 23 35 29 63 26 61
and other procurement services (53)  (52) (65) (56) (63) (41) (63) (42) {70} (35)
6. Most large milk processors want the i
cooperative fo take over field work 32 46 22 38 9 11 14 55 28 58
and other procurement services (52) (44) (78) (46) (55) (10) (63) (40) (67) (37)
7. Most small processors agree with the 18 46 32 —12 34 11 19 54 —4 13
cooperative on most major issues [42)  {31) (41) (24) (36) {25) (52} (37} (47) (47)
8. Most large processors agree with the 7 32 0 4 29 —9 29 —30 —14 —3
cooperative on most major issues (45)  (28) (51) (37) (49) (27) (49} {52) (46) (42)
9. Most milk processors want the co- 53 30 10 59 32 77 48 45 87 75
operative to dispose of surplus milk (54)  (62) (74) (43) (77) (17) {60} (59) (17) (20)
10. Milk processors have too much in-
fluence upon Federal order decisions —16 —I12 —8 —26 15 16 —54 11 —7 —32
and provisions (52) (77) (30) (34) (66) (44) {38) (60) (54) {47}
11. Most milk processors process, pack-
age, and distribute milk more effi-
ciently than other marketing agencies 38 38 24 16 63 54 41 53 46 26
could do (43} (67} (22) (47) (43) (34) (30) (38) (36) (50)
12. Most milk processors accept coopera-
tives as legitimate bargaining agen- 67 70 48 62- 54 77 64 85 64 82
cies for producers (26) (17) (23) (29} (42) (17) (28) { 6) (19} (11)
13. Most milk processors resent having ‘
full supply contracts with coopera- —3 —20 36 —6 —18 —4 —7 13 1 —3
tives (50)  (66) (36} {48) (43) (46) (42) {49) (56) (63)
14. Most milk processors are more con-
cerned about buying milk as cheaply
as their competitors than about the 63 14 64 54 57 87 62 55 76 83
absolute level of the price they pay (49) (87) (35) (52) (66) [ 9) (32) {70) (15) (17)
15. Most milk processors too .urgently
seek the prestige of obtaining large
national and regional supermarket 28 16 64 22 50 —14 —10 73 28 34
chain accounts (50) (68) {29) (52) (40) (31) {52) (22) (40) (44)




ior alternative to present arrangements (statement
11).

In analyzing the nine sub-classes of cooperatives,
only three statements reflected some difference as
compared to the reactions for the over-all response.
First, the “medium share” cooperatives were less in-
clined to agree that most large milk processors want
the cooperative to take over field work and other pro-
curement services. Second, the “small size” coopera-
tives agreed the most strongly that most small proces-
sors agree with the cooperative on most major issues.
Finally, the “large size” cooperatives were in much
stronger disagreement with the statement that milk
processors have too much influence upon Federal or-
der decisions and provisions than the other sub-classes
of cooperatives.

\

- REACTIONS ABOUT WHOLESALE MILK
DRIVERS’ UNIONS
Managers of dairy cooperatives would be expect-
ed to have well-defined reactions toward wholesale
milk drivers’ unions because of the unions’ role in sales
and distribution. Drivers’ unions are a major insti-
tution in the fluid milk industry. About three-fourths
of all Class T milk is distributed on a wholesale basis.
Therefore, the effects of union contractual arrange-

TABLE 14.—Reactions of Cooperative Management to Wholesale Milk Drivers’ Unions:

ments on the fluid milk market would have some im-
pact on the milk marketing cooperative.

Ten statements were presented to co-op managers
on their reactions to wholesale milk drivers’ unions.
The responses (which measure the extent of agreement
with the statement) are presented in Table 14. For
all 59 cooperatives, the average number of zero (un-
certain or no opinion) responses per statement was 17.
Only one statement, i.e., wholesale drivers should be
replaced by sub-dealers or vendors, with 32 zero re-
sponses, was substantially affected by the uncertain or
no opinion response.

The responses generally indicated some degree of
antagonism on the part of co-op managers toward
wholesale milk drivers’ unions. For example, the four
most positive opinions were: milk drivers unions have
no concern about the welfare of milk producers (-
44);  wholesale milk drivers’ union contracts are a
burden to the fluid milk industry (+42); wholesale
milk drivers need to be salesmen (+42); and in dis-
agreement, wholesale milk drivers’ unions readily adapt
driver pay plans to changing market situations (—33).

There was also general agreement (-+30) that
wholesale milk drivers’ earnings in your market are
too high.-

Since there is considerable parallel in the bargain-

Means dand Stand-

ard Deviations for All 59 Cooperatives and Nine Sub-classes of Cooperatives.

Low Low Low Medivm  Medium  Medium  Large Large Large
Share Share Share Share Share Share Share Share Share
) All Smaill Medium Large Small Medium Large Small Medium Large
Statement 59 Size Size Size Size Size Size Size Size Size
1. Milk drivers' unions serve a useful 5 6 —22 12 —21 13 —6 37 15" 22
purpose (48]  (65) (74) {33) (45) (10} {57) {63) (61) {20)
2. Wholesale milk drivers’ earnings in 30 60 36 32 24 . 34 54 2 35 I3
your market are foo high (44) (31} (41) {23) (62) (42) (32) (68) (48) (45)
3. Wholesale milk drivers should be 12 28 —4 4 31 6 —11 23 4 25
paid on a commission basis (58) (75} (59)  (55) (61} (50) (62) (26) (64) (66)
4, Wholesale milk drivers ought to ser- 4 14 16 —10 —12 1 —8 45 —14 17
vice food store milk cases (53)  (55) (55) (49} (57) (50) 41) (52) 71} {60)
5. Wholesale milk drivers’ union con-
tracts are a burden to the fluid milk 42 50 50 49 36 10 59 33 26 41
industry (39) (36) (48) {36) (37} (26) (38) {51) (62) {26)
6. Milk drivers' unions have no concern 44 = 46 50 35 55 36 39 55 30 53
about the welfare of milk producers [43) (36) (48) (33) (40} (23) (66) (40) (67) (41)
7. Wholesale milk drivers need to be 42 82 18 14 60 45 34 95 41 33
salesmen (56) {15) (47) (60) (46) 59) {55) [ 5) 76) (66)
8. Wholesale milk drivers' unions read-
ily adapt driver pay plans to chang- —33 —44 —14 —37 —11 15 —65 —60 —20 —40
ing market situations (51) (41) (52) (61) (31) (59) (33) (73) {44) (52)
9. Full service delivery of milk by whole-
sale drivers is needed by supermarket —8 12 24 —29 —20 0] —14 5 19 -—18
chains : (51} (59) (55) (42) (42) (33) {47} 49y . (68) {61)
10. Wholesale drivers should be replaced 0 42 —12 —1 —7 —5 11 —28 18 —16
by sub-dealers or vendors (37) (71) {52) (31) (15) (10) (28) (32) (40) (26)




ing aspirations and types of programs provided by
~ dairy cooperatives and wholesale milk drivers’ unions,
it would be logical to anticipate an appreciation on the
part of each group for the other’s position and respon-
sibilities. However, the responses did not support this
hypothesis. For all 59 cooperatives, the mean re-
sponse to the statement milk drivers’ unions serve a use-
ful purpose was only 5. The only sub-classes of
cooperatives having a more favorable reaction to this
statement were the three “large market share” groups.

Co-op management was generally indifferent on
those statements which were directed to operational
arrangements in wholesale milk distribution.

Among the sub-classes of cooperatives, the three
small size sub-classes particularly reacted to two related
statements. First, they agreed that wholesale milk dri-
vers should be paid on a commission basis. Second,
they agreed that wholesale milk drivers need to be
salesmen. Tt is reasoned from these reactions that
managers of small cooperatives are especially concern-
ed with the fluid milk demand-consumption trend and
with the idea that wholesale milk drivers are in a posi-
tion to do something about it.

REACTIONS ABOUT SUPERMARKET CHAINS

In this section, the attitudes of dairy co-op man-
agers toward supermarket chains are analyzed. 'This
contrasts with the earlier discussion (Table 12) in
which the effects of growth and large size of food re-
tailers upon the cooperative were evaluated.

Unless a supermarket chain is vertically integra-
ted into fluid milk processing, its relationships with
dairy co-ops would only be of an indirect nature.
However, the high proportion of fluid milk sold
through supermarket chain stores means that the chain
is in a strategic position in the market, and that its
various actions will affect the cooperative. There-
fore, managers of dairy cooperatives should have vari-
ous insights regarding performances of the market
based on their observations of supermarket chain ac-
tions.

For all 59 cooperatives, 12 of the 19 statements
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presented to co-op managers scored positive means
(Table 15). The statement with which managers
were in the most agreement was the growth of super-
market chains makes it necessary for co-ops to have
more bargaining power (mean = 70). At the oppo-
site extreme, managers were in greatest disagreement
with the statement, supermarket chains should process
their own milk (mean = —>55). Both of these state-
ments reflect aspects of bargaining power and position
in the market. Actually, the majority of statements
in Table 15 have bargaining power implications, and
co-op managers expressed their sharpest agreement or
disagreement to these statements. Several of the
premises of bargaining power in fluid milk markets
were supported, including supermarket chains have in-
creased the value of processor brands (mean =
—36); supermarket chains are likely to control the
business of processors who sell mainly to them (mean
= 45); supermarket chains pressure processors to
provide private label milk and at excessive discounts
(means = 40 and 34); and supermarket chains are
concerned about the welfare of the dairy farmers
(mean = —44).

Managers reflected their greatest degree of un-
certainty or no opinion on operational arrangements
in fluid milk distribution. For example a mean of
—3 was recorded for the statement, supermarket
chains are satisfied with limited service delivery ar-
rangements. Since these arrangements are external
to the cooperative’s own program, this type of reaction
is expected.

Among the sub-classes, three statements reflect
some differences. In regard to the statement super-
market chains’ margins in your market are now too
wide, the three “medium share” sub-classes did not
give this statement as strong an endorsement as did
the other sub-classes.. Second, the statement that
supermarket chains have done a highly effective job
of merchandising milk was objected to particularly by
the three “large size” sub-classes. Finally, the three
“small size” sub-classes barely agreed with the other
sub-classes that supermarket chain policies in pricing
milk to consumers have hurt the fluid milk industry.



viations for All 59 Cooperatives and Nine Sub-classes of Cooperatives.

TABLE 15.—Reactions of Cooperative Managemeni Toward Supermarkei Chains:

Means and Standard De-

Low Low Low Medium Medium Medium Large Large Large
Share Share Share Share Share Share Share Shdre Share
All Small Medium Large Small Medium Large Small Medium Large
Statement 59 Size Size ~ Size Size Size Size Size Size Size

1. Supermarket chains’ demands for
changes in milk delivery services —4 —16 12 9 —12 —5 4 —5 —10 —13
have been reasonable (36)  (47) (11) (42) (37) (10) (41) (66) {22) (28)
2. Supermarket chains’ margins on milk 22 48 60 5 5 5 5 25 34 32
in your market dare now too wide (43) (46) {46) (56) (18) (19) (26) (57) {38) (44}
3. Supermarket chains have increased ~—36 —48 —40 —40 —29 —10 —26 —48 —20 —49
the value of processors’ brands (39) (50) (51) (29) (48) (38) (30) (37) (27) (43)

4. Supermarket chain accounts are too
urgently sought after by milk dis- 35 32 60 .26 24 23 42 51 26 42
tributors (39)  (46) {20) (39) (59) (26) (38) {(28) (37) (38)
5. Supermarket chains need more com- 14 54 8 —1 36 25 —6 9 3 14
petition in refailing milk {43} {39) (41) (33) (51) (41) (33) (70) (45) (36)

6. Supermarket chains are likely to con-
trol the business of processors who 45 56 36 37 54 15 38 55 35 65
sell mainly fo them (38) (51) (26) (46) (39) (10) (22) (40) (48) (30)
7. Supermarket chains encourage small —38 —32 —20 —46 —51 —20 —16 —40 —50 —52
processors fo supply them with milk (42} (46) (40) {41) (41) (33) (42) (80) (32) (35)
8. Supermarket chains should process —55 —12 —64 —62 —77 —63 —59 —63 —40 —46
their own milk (44) (75) (17) (42) (21) (31) (45) (42) (54) (43)

9. Supermarket chains pressure milk
processors to provide private label 40 36 20 32 40 63 56 61 —2 54
milk (47) (49) (73) (39) (58) (21) (27) (41) (39) (52)
10. Supermarket chains are satisfied with —3 —28 16 28 —30 10 1 35 —22 —22
limited service delivery arrangements (48)  (43) (48) (36) (39) (50) (49) (83) (30) (42)

11. Most supermarket chains have no in-
terest in the welfare of milk proc- 24 62 20 6 26 18 44 —5 20 26
essors (47) (41) (58) (46) (47) (29) (34) (94) (27) (43)

12. Supermarket chains have liitle to
gain by setting up their own process- 14 —12 40 8 16 5 10 15 25 16
ing plants (50) {52) (51) (53) (47) (10) (32) (85) {61) (58)

13. Supermarket chains have done a
highly effective job of merchandising —5 4 52 —11 —15 —38 —29 38 2 —24
milk (52) (62) (18) (46) (46} (60) (39) (67) , (78) (40)

14. Supermarket chains demand exces- :

sive discounts on private label brands 34 52 32 46 39 15 19 16 32 39
of milk [41) {50) (33) {38) (39) (30) (40) (77) (36) (39)

15, Supermarket chains now have too
much control over the marketing of 40 52 48 22 38 35 62 10 42 43
milk in this market (43) (50r (46) (45) (36) (31) (34) (75) (32) (40)
16. Supermarket chains are concerned ——44 —52 —36 —14 —54 —A45 —66 —61 —38 —46
about the welfare of dairy farmers (49) (57) (38) (51) (65) (45) (35) (58) (38) (47)

17. The growth of supermarket chains
makes it necessary for co-ops to have 70 28 67 76 76 92 73 92 44 76
more bargaining power (40) (75) (22) (33) (23) {9) (37) (9 (66) (24)

18. Supermarket chain buying policies for

milk make it increasingly difficult for
cooperatives to obtain  superpool 39 83 60 25 32 65 46 —13 40 29
premiums (47) (21) (47} {45) (50) (17) (37) (49) (41) (57)

19. Supermarket chain policies in pricing
milk to consumers have hurt the 29 8 52 21 9 30 44 0 44 45
fluid milk industry (50}  (80) (36) (42) (62) (48) (35) (64) {60) (35)
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SUMMARY AND IMPLICATIONS

Dairy marketing cooperatives have been contin-
uously engaged in a wide range of adjustments in re-
cent years, and the rate of adjustment continues with-
out interruption. Growth through merger has been

‘the most evident measure of the adjustment process.
Many factors relate to adjustments, including the ob-
jectives of dairy cooperatives, changes across the en-
tire dairy market structure, new marketing technolo-
gies, and the relative bargaining position of dairy co-
operatives. 'The purpose of this study is to examine
these different factors in the dairy industry in terms
of their effects on the adjustment process of dairy co-
operatives.

1. The first factor analyzed concerned the ob-
jectives of dairy marketing cooperatives. The pri-
mary objective cited by co-op management was main-
taining a continuous market for members’ milk. Nine
of the 15 highest ranking objectives indicated a defi-
nite price orientation. As cooperatives increased in
size and concentration, the objectives related to vari-
ous dimensions of market power were scored higher
- by the managers.

2. Managers were asked to judge the impor-
tance of various factors affecting bargaining power.
These factors were broken down in terms of internal
(to the cooperative) factors and external factors.
Among the internal factors, managers indicated that
having loyal members in the cooperative was the No. 1
beneficial factor to the organization’s bargaining posi-
tion. From the 13 internal factors specified, the re-
sponses indicated that management felt strong mem-
ber relations were essential to bargaining power, but
. that management was reluctant to implement any dis-
ciplinary activities when producers did not follow the
cooperative program.

Among the external factors affecting bargaining
power, having Federal order regulation ranked as the
primary beneficial factor. Other beneficial factors
were basically linked to the idea of close and formal
working relationships with other milk co-ops. The
primary external limits on bargaining power related
to other source milk supplies and competition from
other markets. Substitutes were also a factor among
the limits, particularly because filled milk was of ma-
jor concern at the time of the survey. The managers
did not view the large size of processing firms as an
important factor in their bargaining efforts. How-
ever, they did express some concern with the harmful
effects of large food retailers on the co-ops’ bargain-
ing aspirations.

3. Adjustments by milk marketing cooperatives
were analyzed in terms of: a) factors affecting ad-
justments by cooperatives, b) adjustments made by
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cooperatives, and c) adjustments planned by coopera-
tives.

Managers categorized the availability of capital
and credit, an effective member educational program,
innovativeness of personnel, and size and growth con-
siderations as major positive factors affecting adjust-
ments by dairy cooperatives. A number of factors
were cited as being harmful to the adjustment proc-
ess. For the most part, these were the opposites of
the positive factors. For example, lack of capital was
cited as a major deterrent to adjustment.

The survey was extended to determine which of
16 specified adjustments had actually been made by
the cooperatives during the preceding 5-year period,
together with the effects of these adjustments. With
few exceptions, less than half of the cooperatives sur-
veyed had implemented a given objective. However,
those cooperatives making an adjustment generally
gave a very beneficial score to the effect of the adjust-
ment. For example, 22 of the 59 cooperatives re-
ported a federation adjustment, with a highly bene-
ficial score (69).

A similar inquiry was made in terms of adjust-
ments planned by cooperatives. The specified ad-
justments were identical to the “adjustment made”
section, and responses in the two sections were fairly
closely related. Management particularly wanted to
obtain control of larger proportion of milk in the sup-
ply area, and they anticipated very beneficial effects
from this action. Extensive merger and federation
activities were in the planning stage. While some
vertical or forward integration planning was noted
by managers, the available information did not finally
permit a conclusion on how far dairy cooperatives
might go in this direction.

4. The question of what effect increasing con-
centration of the fluid milk processing industry has
had upon cooperatives was included in the survey.
Co-op managers clearly indicated that such concen-
tration had been neither beneficial nor harmful to
their bargaining efforts. In fact, managers implied
that the large size of processing operations made such
operations more dependent on the cooperative for
adequate supplies. At the same time, managers were
very concerned that the large volume of Class I sales
to some customers had elements of instability in that
the displacement of a single customer could not only
be disruptive to the cooperative but also to the mar-
ket.

5. The parallel question of what effect the
growth and large size of food retailers had upon the
cooperative was also raised with managers. The gen-
eral and widespread reaction of co-op managers was
that the growth and large size of food retailers had
harmful effects on the cooperative. A major dimen-



sion of this reaction was the switching of large volume
food store accounts among handlers. Other expres-

sions of concern related to vertical integration by food .

chains, private labeling, and the attitudes of food
chain management toward cooperatives.

6. In three final areas of inquiry, the attitudes
or reactions of cooperative management toward fluid
milk processors, wholesale milk drivers’ unions, and
supermarket chains were investigated. It was rea-
soned that the adjustments of cooperatives would be at
least partly affected by the relationship or attitude of
management toward these institutions.

a. With respect to milk processors, the dairy

co-op managers expressed a basic positive attitude to-
ward them and affirmed a constructive working rela-
tionship in inter-organization business activities. The
managers also expressed the view that processors, in
fact, want cooperatives to engage in various market
service, procurement, and supply equalization activi-
ties.

b. With respect to wholesale milk drivers’
unions, the managers of dairy cooperatives reflected a
somewhat hostile attitude toward such organizations.
The general thrust of the criticism was that wholesale
milk drivers’ unions were responsible for costs which
were too high in the marketing of milk.

c. With respect to supermarket chains, co-
op managers expressed a fundamental concern about
the increasing relative bargaining power of chains in
the market place. The managers were especially
sensitive to the consideration that any growth in su-
permarket chains would have to be matched by
growth in the bargaining power of cooperatives.

The implications of this study bear directly on
the growth-merger activity occurring among dairy
marketing cooperatives. Fundamentally, the view-
point of management of the cooperatives indicates a
continuing emphasis in this direction.
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As a starting point, the defined objectives of
dairy marketing cooperatives, in the context of a
rapidly changing dairy market technology, require
growth to be effective in a marketing-bargaining re-
sponsibility. Management was explicit in acknow-
ledging this fact as they reviewed the external factors
affecting bargaining power. Size and growth factors
ranked among the major positive factors affecting ad-
justments by dairy cooperatives.

Adjustments accomplished and adjustments
planned both emphasized control of supplies and
merger-federation actions. The one area of potential
expanded operations on the part of cooperatives
which did not reflect much enthusiasm was that of
integrating vertically into fluid milk processing-dis-
tribution. At the same time, the co-op managers
were very concerned about the market power which
food chains, vertically integrated or otherwise, had
achieved.

While a number of the cooperatives surveyed
were not contemplating any major organizational ad-
justments, the cooperatives which were engaging in
such plans extended to all size and market share cate-
gories. It is apparent that, in the view of the deci-
sion makers in management, cooperatives will expand
in size and operations as a matter of effectiveness. At
the same time, a priority concern with member loyal-
ty and strong member relations suggests a caution
which will be evident in all growth actions.

The growth-merger activity will have direct ef-
fects on other sectors of the industry. In particular,
these other sectors will include the non-member pro-
ducer, the so-called “maverick” cooperative, the milk
processor-distributor, and the food chains. Finally,
in a public policy sense, government agencies will be
alerted to the applications of market power accom-
panying the growth-merger actions of dairy coopera-
tives which are occurring and which will continue to
occur.





