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ABSTRACT

The paper investigates the impacts of trust orretaionships among members and between
members and the management in an agricultural ragkeooperative in the Hungarian
horticultural sector. We focus on the effects aistron cooperative members’ performance
and satisfaction and their commitment to remaimingart of cooperative. We analyse the trust
along two dimensions: cognitive and affective. Qusults suggest that trust among
cooperative members and trust between cooperativegreanagement have positive effects on
group cohesions. In line with a priori hypothesesfaund differences between cognitive and
affective trust influencing the group cohesion andperative members’ satisfaction.

Keywords: trust, marketing cooperative, Hungary.

1 INTRODUCTION

There is growing literature focusing on the transfation of agricultural cooperative
enterprise from socialist collective farmingARDNER and LERMAN 2006). Similarly, there is
a wealth of literature on marketing cooperativet besearch on their role in transition
agriculture is scarce. Recent studies emphasiseotbeof trust in cooperative performance
(HANSEN et al 2002) and in producers’ marketing decisi#mEs and SKUTA 2005) but the
research on this field is still limited. Marketimgpoperatives may solve many problems of
vertical coordination; however the numbers of caapees are still low in transition countries
(FERTO and ZABO 2002). One of possible explanation for this pheeoaom is the lack of
trust among farmers and between farmers and tlaeingrs. Furthermore trust plays an
important role for farmers to join a marketing cemgtive in transition country @ucs et al.
2007).

The paper tries to contribute to the literaturéeast two ways. First, we present a case study
on a marketing cooperative in Hungary to bettereusind this organisation form in an
uncertain environment. We analyse the ‘Morakertbpmrative which is one of the most
successful cooperatives in terms of increasing antunnover and membership. Second, we
focus on the role of trust in the explanation of #uccess of a marketing cooperative in a
transition country. We can hypothesise that theomgmce of trust may be greater in
transition countries including Hungary than in deped economies. This paper is the first to
systematically investigate different types of trastongst marketing cooperative members
and between members and management in a transdigortry. Thus, the aim of the paper is
to empirically test the importance of trust on dz®nomic relationships entailed by marketing
coop membership in Hungarian horticulture. Morecs#pmlly, this paper focuses on the
impact of trust on cooperative members’ performasegisfaction and their commitment of
remaining cooperative members. The structure op#per is as follows: section 2 provides a
brief history on the ‘Morakert’ cooperative, secti®@ presents some of the theoretical
background, section 4 discusses the methodologyogeth section 5 presents the dataset and
the empirical analysis, and final section summar@& results and concludes.

2 THE BRIEF HISTORY OF MORAKERT COOPERATIVE

In this section we provide a brief description efvdlopment of the ‘Mdérakert’ Purchasing
and Service Cooperative. ‘Morakert’ cooperativagtve in the fruit and vegetable sector and
it was the first officially acknowledged Produce@’ganisation (PO) in Hungary certified in
2002. It works as a very successful cooperativg. (a.terms of increasing annual turnover



and membership) thus being a good example for abeunof emerging producer
organisations.

In 1993 the Department of Agriculture of the loaathority was established in order to help
small-holders submit forms for various applicatiolibe main incentive for establishing a
cooperative was very similar to the Danish traditieconomic necessity, arising from the
economic and market situation at the beginninghef 1990s. Thus an organisation was
established to build up countervailing power, héle farmers with information and to

strengthen their negotiation power against retgiéind processing industries.

In the second step, the ‘Common Agricultural andré&preneurial Society’, Morahalom was
established in January 1994 with the aim of orgagismall-holders within a loose network.
35 members founded this non-profit organizationaddition of submitting joint projects, the
main activity was to organise the collective pusthg activities. This type of co-ordination
was successful, and in some cases savings of 080-02the purchase cost were achieved.

These joint purchasing activities were extremelyccsessful, as they could decrease
transaction costs, e.g. information, negotiatiod &mansportation costs. However, the main
problem was to co-ordinate the marketing of thelshwders’ produce. Therefore, in the
next step the ‘Mdrakert Purchasing and Service €mijve’, Mérahalom was established in
April 1995.

In the first few years of the coop’s existence,ghare of retail chains was about 5-10% of the
sales. The share of products marketed througheshtd markets and retail chains changed
significantly in the 1997-1999 period. AccordingRacz (2006), now approximately 90% of
the products distributed on domestic markets ale teoretail chains (Tesco Global, Auchan
Hungary, Csemege-Match, SPAR Hungary, PROFI HungaBRA, CBA etc.). In order to
increase the value of the members’ products, thepevative seeks export opportunities.
Thus, 80% of the produce purchased from membesslé on the domestic market and 20
percent abroad (Estonia, Latvia, Lithuania, Thed@ZRepublic, Slovakia, Slovenia).

The cooperative pays attention to the quality aachdgeneity of products, whilst trying to
assure a versatile assortment in order to ful@ tBquirements set by retail chains. They
occasionally buy products on spot markets and somstfrom import. The products of the
members however are sold first, and non-memberyatedor import is only used if local
quantities are unable to meet the demand of retains.

The competitiveness of the cooperative on segmantettets is improved by differentiating
its products from those of other producers. Thepeoative endeavours to integrate, both
horizontally and vertically, the members’ farmingtigities, and encourages activities with
higher added value. The cooperative has a site wothplete infrastructure. A handling,
sorting and packaging line for vegetables andSmwis put into operation in September 1999.
In 2002 a so-called “agri-logistics centrum” was s@ by the, which covers 4,006m
including a cold storage depot accounting for 1f4he total area. These investments were
crucial to meet the food safety, environment andidne requirements of the European
Union. The third phase of the development was girigrthe “agri-logistics centrum” with
6,000 nf storage facility. In June 2006, the coop was usBg00 m and 6 hectares facilities
in Mdérahalom. Thus all activities such as purchgsimandling, sorting and packaging of
products from members and other suppliers, asasgdlhe storage and transportation activities
may be handled at one place. A computer assistedmnation system helps the work in the
new headquarters.

Whilst having the capacity to fulfil the basic otfjge, i.e. to help farmers selling their
horticultural products, purchasing input materials their behalf at the most favourable



prices, and offering long term security, ‘MorakezBoperative also has a radiation effect on
the surrounding region. The increase of both mesfiyerand the turnover demonstrate that is
operating efficiently. The friendly approach of theeal authority, the various sources of
development funds, and above all, the human cagm@lresources within the cooperative are
key elements of its success.

A crucial aspect for the future of cooperativehis toyalty of members and the leaders of the
cooperative, especially considering the uncerténtilominating the Hungarian fruit and
vegetable sector. Trust, interpersonal connectithescapability of the coop to solve the first
hold-up problem, e.g. prevent post harvest hold-{HENDRIKSE and VEERMAN 2001) are
some of the most important factors explaining masideyalty.

3 THEORETICAL BACKGROUND

3.1 Theoretical considerations

Cooperation is a process, developed by differemtigzato interact and form business
relationships for mutual benefits. Theoreticalligher levels of cooperation are expected to
improve business coordination, which in turn letmbetter human and product performance
(SvITH et al.1995). Successful cooperation however, requirdslibg higher levels of trust
between those cooperating and the management. Tihusse of a cooperative, trust is
potentially able to reduce transaction costs (&nonegotiations, easier contracting, etc.).
Although various definitions of trust exist, (seell¥oN 2000 for a detailed review),
following HANSEN et al. (2002), one may define trust as ‘the extenthich one believes that
others will not act to exploit one’s vulnerabilgie Members of a cooperative may develop
affective and cognition based trusts amongst themse MCALLISTER (1995), defines
affective trust as consisting of the emotional heétween members. On the other hand,
cognition based trust arises from empirical evideof trustworthiness, in the sense that
members make this decision based on what they threk‘good reasons’ (BALLISTER
1995). The amount of information needed to developgnitive trust may be somewhere
between ‘full knowledge’, in which case trust i meeded, and ‘total ignorance’ when trust
may rationally not be developed since there is asidfor it. HANSEN et al. (2002), develop
slightly different definitions for cognitive and fattion based trust. They emphasise the
importance of the process leading to the developmiethe ‘good reasons’, arguing that also
both types of trust result from social interactithre nature of cognitive trust is more objective
whilst the nature of affective trust is more subjez Members join a cooperative in order to
fulfil a goal that might be of economic nature (betprices, larger marketed quantities,
cheaper inputs, etc.), of security reasons (moecaresstable input — output markets), or of a
social nature (interactions with other members)anstN et al. (2002), argue, that
trustworthiness between members is more affectam®d in nature, whilst between members
and cooperative management is more of a cognit@tere, since the fulfiilment of economic
goals rests mostly on the economic performancehef management, which is easier to
analyse from an objective point of view. It is innfamt to emphasise that the distinction is not
so clear cut in practice. Both the inter memberd mr@mbers and management trust might
have some cognitive and affective characterisscaell. Trust between members may lead to
the development of what is called group cohesiom, the bondage or commitment of
members. BLLEN andHOYLE, (1990) discusses the factors and various forneusft leading

to group cohesion. They define group cohesion asrdividual’s sense of belonging to a
particular group and his or her feelings of momsociated with membership in the group’.
The sense of belonging is more composed of cognitbmponents (e.g. past experiences
with group members, expectations from membershpijst feelings of morale are more
based on affective components (e.g. moods, feelgmgstions). BLLEN andHOYLE, (1990)



conclude, that the level of group cohesion is niikedy to be due to trust amongst members
than trust of members towards the management, fatdthis trust is more likely to be an
affective one. The last issue we need to covdraselationship between the level of trust and
members’ performance within the cooperativaNBEN et al. (2002) argue, that both types of
trust are likely to have a positive effect upon pemtive members’ satisfactions and
economic performance. More, higher levels of groapesion have also a positive impact on
perceptions of satisfaction and performance.

3.2 Hypotheses

According to the theoretical considerations, weasagely test the role of trust on group
cohesion and members’ performance and satisfaciide. pay special attention to the
distinction between cognitive and affective trusdypotheses 1-3 deal with the relationship
between trust and group cohesion, whilst hypothdsésfocus on the impact of trust on
members’ performance.

Hypothesis 1. Trust among members (cognitive afectve) will have a greater effect on
group cohesion than trust between members and reaveay of cooperative (cognitive and
affective).

Hypothesis 2. Affective trust among members haseatgr impact on group cohesion than
cognitive trust among members.

Hypothesis 3. Affective trust between members aadagement of cooperative has a greater
effect on group cohesion than cognitive trust betwanembers and management of
cooperative.

Hypothesis 4. Both types of trust (cognitive an@etive) at both levels (among members and
between members and management) have positive isnpatche members’ performance and
satisfaction from their cooperative membership.

Hypothesis 5. Affective trust (at both levels) hager effects on the members’ performance
and satisfaction from their cooperative memberghgnm cognitive trust (both levels).

Hypothesis 6. Group cohesion has a positive impactthe members’ performance and
satisfaction from their cooperative membership.

4 METHODOLOGY

A survey was used to collect data from ‘Morakedbperative members needed to test the
hypotheses in the previous section. The surveydeagned following HNSEN et al (2002),
employing the same variables. In the first stepl@ ptudy was run on a smaller sub-sample
to test the usefulness of questions measuring wartgpes of trust. Preliminary results
highlighted that some questions should be excludewh final questionnaire due to poor
understanding and a low response rate. A totaB6frésponses were returned.

4.1 Measures

The survey contained an one-item scale developatesure cognitive trust among members
and between members and management and two iteles sia affective trust among

members and between members and management. Wetedlperformance and satisfaction
information employing a one scale item to providguantitative assessment of performance
(my cooperative membership has resulted in increasefits). We used a one scale item to



measure for an individual perception of group calresThe questions in the survey are
presented in Table 1.

Table 1: The survey

Cognitive trust

| used a business-like approach to determineotldatrust other cooperative members
| used a business-like approach to determineadlldtrust cooperative management
Affective trust

| feel that other cooperative members are trustwort

| feel that cooperative management is trustworthy

| feel that | am trustworthy for other cooperatmembers

| feel that | am trustworthy cooperative management

Performance and satisfaction

My cooperative membership has resulted in increpsefits

Group cohesion

| feel a sense of belonging to cooperative

4.2 Control variables

The number of hectares farmed was used to cordrokdriability caused by the size of the
member’s farm. The number of years they had beanbees of the cooperative, the age of
farmers and the highest level of education of fasmeere also includes as controls.

5 RESULTS

Table 3 show the results of hierarchical regressinalyses used to test the hypotheses on
group cohesion. Variables entered the hierarchegtession in the following steps: (1) three
control variables, (2) cognitive trust among mermsbé€8) affective trust among members, (4)
cognitive trust between members and cooperativeagement, (5) affective trust between
members and cooperative management. The stafigtieach model iteration can be found in
Table 3. In the end, 44% of the total variancexjganed by the model.

Hypothesis 1 claims that both types of trust (cbgaiand affective) among members have a
greater effect on group cohesion than trust (cognibnd affective) between members and
cooperative management. The results indicate that among members explained 16.8% of
the variance in group cohesion, while trust betwaembers and management explained 26%
of the variance in group cohesion. However, botpesy of trust are significant among
members when they enter separately and togethétreimodel, while trusts (cognitive and
affective) are significant between members and mam&nt only when variables enter
sequentially in the model. Therefore we can naatefhe hypothesis unambiguously.

Hypothesis 2 states that affective trust among neembas a greater effect on group cohesion
than cognitive trust among members. The resultgestghat affective trust among members
explain 11.1% of the variance in group cohesionijemtognitive trust among members only
7.7% of the variance. Furthermore, the coefficanaffective trust is higher than coefficient
for cognitive trust. In sum, our estimations supploe Hypothesis 2.



Table 3: Results of hierarchical regression analgs, the effect of cognitive and affective
trust on group cohesion

Step 1 Coef. P value F AR® R’ N
Land size -0.0001 0.760 0.64 NA 0.015823
Members year 0.0873 0.531

Education -0.3105 0.236

constant 6.4640  0.000

Step2

Land size -0.0001 0.509 2.17 0.050.0726 116
Members year 0.0108 0.856

Education -0.0337 0.758

Cognitive trust - member 0.2294  0.006

constant 45369  0.000

Step3

Land size -0.0001 0.334 4.62 0.110.1831 109
Members year 0.0016  0.977

Education 0.0402 0.709

Cognitive trust - member 0.1613 0.061

Affective trust - member 0.3638 0.001

constant 2.8049  0.000

Step4

Land size -0.0001 0.276 5.15 0.049.2325 109
Members year -0.0057 0.919

Education 0.0520 0.620

Cognitive trust - member 0.1114 0.193

Affective trust - member 0.2413 0.035

Cognitive trust - managemen0.2688  0.012

constant 2.2106  0.004

Step5

Land size -0.0001 0.141 11.40.211 0.4438 108
Members year 0.0014 0.976

Education -0.0693 0.451

Cognitive trust - member 0.1934 0.010

Affective trust - member 9.19e-061.000

Cognitive trust - management0.1077 0.323
Affective trust - management 0.7016  0.000
constant 1.4475  0.032

Hypothesis 3 argues that affective trust betweembegs and management has a greater
effect on group cohesion than cognitive trust betweanembers and management. Our
findings support this hypothesis. Estimations iathcthat affective trust between members
and management explain 21.1% of the variance inmmohesion, while cognitive trusts
between members and management only 4.9% of thanear In addition, coefficient of
cognitive trust is not significant in the final mad

Table 4: Results of hierarchical regression analgs, the effect of cognitive and affective
trust on membership performance

Step 1 Coef. PvalueF AR R N
Land size -0.0002 0.034 1.62 N.A. 0.040m21




Members year -0.0225 0.703

Education 0.0288 0.796

constant 5.432030.000

Step 2

Land size -0.0002 0.030 1.48 0.010.0509 115
Members year -0.0386 0.533

Education 0.0552 0.626

Cognitive trust - member 0.0890 0.299

constant 49553 0.000

Step 3

Land size -0.0002 0.005 7.06 0.208.2572 108
Members year -0.0407 0.479

Education 0.1788 0.094

Cognitive trust - member -0.0015 0.985

Affective trust - member 0.5271  0.000

constant 2.3248 0.002

Step 4

Land size -0.0002 0.003 7.11 0.040.2970 108
Members year -0.0478 0.397

Education 0.1897 0.070

Cognitive trust - member -0.0479 0.570

Affective trust - member 0.4125 0.000

Cognitive trust - managemen0.2486  0.019

constant 1.7829 0.020

Step 5

Land size -0.0003 0.001 11.7D0.153 0.4504 108
Members year -0.0405 0.419

Education 0.0842 0.374

Cognitive trust - member 0.0248 0.745

Affective trust - member 0.2093 0.054

Cognitive trust - management0.0813 0.468
Affective trust - management 0.6106 0.000

constant 1.0898 0.113

Step 6

Land size -0.0002 0.002 11.9D.041 0.4916 108
Members year -0.0410 0.398

Education 0.1037 0.259

Cognitive trust - member -0.0295 0.698

Affective trust - member 0.2093 0.046

Cognitive trust - management0.0510 0.639
Affective trust - management 0.4131 0.002
Cohesion 0.2815 0.006
constant 0.6823 0.315

Table 4 show the results of hierarchical regressionlyses used to test the hypothesis
concerning the impacts of trust and group cohesiomembers’ satisfaction and performance
from their membership in cooperative. Variables evadded to the model in the order
indicated in the table. Hypothesis 4 states th#t bygpes of trust (cognitive and affective) at
both levels (among members and between membermandgement) have a positive effect
on the performance. Our estimations support thigothesis. When each type of trust is



entered for each level, it has significant and fpesieffect on performance, except cognitive
trust among members. However, in the final modeluiding all variables, only affective trust
at both levels have a positive and significantetften performance.

Hypothesis 5 claims that affective trust (at bahels) has a greater impact on performance
than cognitive trust (at both levels). Our resyltsvide strong support this hypothesis. The
affective trusts explain 35.9% of the variance oup performance, while cognitive trusts
only 5.1% of the variance. Furthermore, the cogffits of affective trust are significant for
all specification, but cognitive trust is signifidteonly between members and management.

Finally, as predicted Hypothesis 6, the group camekas a significant and positive effect on
member’'s performance. Note that group cohesionagxgd an additional 4.1% of the
variance in performance, for a totdl=29.6%.

6 CONCLUSIONS

The paper analyses the role of trust in a succeagficultural marketing cooperative in the
Hungarian horticultural sector employing a survepraach. More specifically, we focus on
the effects of trust on cooperative members’ pertorce and satisfaction and their
commitment to remaining a part of cooperative. Walygse the trust along two dimensions:
cognitive and affective. Our results suggest thagttamong cooperative members and trust
between cooperative and management have positeet®bn group cohesions. In line with a
priori hypotheses and findings byaMSEN et al (2002) we found namely the affective trust
has a greater impact on group cohesions than cegmnitist at both levels. In addition, trust
among members has a greater impact on group cohastcbmembers’ satisfaction than trust
between members and management. The limitationsrafesearch are inherent in case study
approach. Our results can not be generalised aalbssooperative in Hungary due to
differences in geographical location and commoléwgdled. Thus, further research is needed
to clarify the role of trust in the success of neditkg cooperative.
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