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Abstract 1

The main question posed in the paper asks why dee stboperative arrangements in
agricultural markets survive and succeed and ofilad®s\We define “success” and factors
affecting success of cooperation using transactosts theory and game theory.

Transaction costs theory provides insights on coatp@ advantage of one form of

organization versus others and proposes, while dhewey focuses on interdependencies
between partners entering the arrangements. Dette eollected from 62 Polish farmer

cooperative organizations call@doducer groupsThe main aim of those organizations
was to organize joint sales of output producedviddially by their members. Some of

the groups were functioning effectively while othehat had disbanded or were no
longer performing their essential functions. Valesbsuch as the leader’s strength,
previous business acquaintances, initial seleatfomembers, and number of members
have a significant positive impact on the likelidoof success of the researched
organizations.
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1 Introduction

In the mid-1990s organizations called producer gsdirst appeared in Poland. Producer
groups were formed by farmers, and their main pggpeas to jointly sell agricultural
output produced individually by members. Farmereeng producer groups kept their
distinct property rights, and they coordinated amtlysome transactions such as searching
for buyers, negotiating contracts and transpomatidhe groups adopted different legal
forms ranging from informal oral agreements, thtougssociations, unions, limited
liability companies and cooperatives.

Data from an empirical survey carried out with ke@dof producer groups located in
Wielkopolska Province show a big disproportionhie performance of producer groups.
First of all, at the time the research was cardatd20% of the groups were disbanded.
Second, only 80% of functioning groups performed thain task of organizing joint
sales of the output produced individually by merdiaemers; others were engaged only
in organizing such activities as joint transpodafi joint purchase of the means of
production, organizing trainings for members arfteosocial events. Third, some of the
functioning groups that performed joint sales weid able to negotiate any price
premium for their members’ output and were sellingir products at the same price as
non-members farmers; others were able to negotiatenuch as a 39% higher price
premium for their members (Banaszak 2006a).

The central question posed in this article is whghsbig differences among the
producer groups exist. Why do some of the cooperatiganizations fail over time, why

1 The research was supported by the Integrated Dawelot of Agriculture and Rural Institutions in Cehtand Eastern European
Countries Project (IDARI) funded within the™SFramework Program of the European Commission. @hthor gratefully
acknowledges comments on the paper given by Muofrad Hagedorn, Dr. Piotr Matczak, and in paracuby Dr. Volker
Beckmann.



do some keep existing without performing their méinctions, and why do others
expand and build up their market power?

Success and failure of cooperative enterprises gincwdtural markets has been
subjected to empirical research; however, theditee merely focuses on organizations
that were operating and performing their main tasgkthe time the research was carried
out. What also emerges from the literature revievthat the authors define success of
cooperative organizations in very different terfBeuynis (1997), for instance, executed
an empirical survey with 52 American marketing cegpives and distinguished eight
keys to success, understood in terms of longewitysginess growth, profitability, and
member satisfaction. Such factors as implememtaifca management training process;
employing an experienced, full-time general managegularly distributing accurate
financial statements among the management teamy usarketing agreements to secure
business volume commitments from the members; atilizing human resources
appeared to be significant for the researched argaons achieving success (Bruynis
1997: 54). Sexton and Iskow (1988), who built tretudy around vertical integration
theory, distinguished three groups of organizatiofiaancial, and operational keys to
success of agricultural cooperatives. The authsuseyed 61 U.S. agricultural
cooperatives and asked the respondents to rankcth@peratives on a four-level success
scale. Such factors as open membership, accamimgmember business, and employing
full-time management were correlated with self-usti®d success.

Among research including disbanded organizatiorsfimd Ziegenhorn (1999), who
based his research on economic anthropology and Mstitutional Economics and
carried out a few case studies of farmer produatietworks in the swine industry. The
author also investigated cases of actors failingaoperate. The greatest responsibility
for a network’s success or failure in terms ofdtgvival was attributed to a network
organizer whose knowledge and selection of padtoiyg farmers influenced
compatibility (Ziegenhorn 1999: 66).

The definition of the success of cooperative emigep proposed in this study is
based on transaction costs theory and game th€beychoice of transaction cost theory
was motivated by its focus on comparison betwedierdnt modes of organizations.
Producer groups are only one possible way of orgagitransactions between farmers
and purchasers of their products. Another way idiract exchange or an exchange
through a middleman. The theory provides insightshe comparative advantage of one
form of organization versus others. The choicearfig theory was motivated by its focus
on interdependencies and strategic behavior ofractonce farmers enter a producer
group their choices and actions become interdepgnéer the sake of the group, the
best would be if they all cooperated and respetttedules agreed upon. However, under
certain conditions those farmers who break the grodes might earn more. Game
theory provides insights on both external and mdkfactors that might either facilitate
or hinder cooperation.

The paper is organized as follows: Section 2 prewid theoretical framework for
investigating success and failure of cooperativgaoizations such as producer groups
and identifies propositions to be tested furthi®ection 3 presents the methodology of the
research, and section 4 presents the empiricabeoe Finally, Section 5 concludes and
discusses the results.



2 Theoretical Framework

In this section we are going to construct a de@inibf success of producer groups based
on transaction cost theory (Section 2.1) and gdmeery (Section 2.2). Each theory also
provides insights on factors affecting the likebldoof achieving success by cooperative
organizations. Sometimes the factors overlap. We ttevelop propositions 1 to 5 based
on transaction costs arguments and propositionsl@ based on game theory arguments.

2.1 Success or Failure of Farmers’ Cooperative Entgrises in Light of Transaction
Costs Theory

Regarding the implementation of their main task-tikaorganizing joint sales of the
output produced by individual member farmers—pradugroups act as intermediary
market organizations that coordinate the exchafgeads and services between farmers
and purchasers of their produce. Intermediariesians that seek out suppliers, find and
encourage purchasers, select buy and sell pricganiae the transactions, keep the
records, and hold inventories to supply liquidity availability of goods and services
(Spulber 1999: 3). Intermediaries appear on thekebdf the net gains from trade exceed
those obtained through direct exchange. The puffiintermediaries is raised by
identifying innovative transactions that either reese gains from trade or reduce
transaction costs associated with search, negwtjattommunication, computation,
contracting, and monitoring the transaction angésners (Spulber 1999: 259, 260). In
this respect, producer groups take the role tiamhlly fulfiled on the market by
middlemen and other traders. Nonetheless, thendaya to producer groups, which puts
them in competition with middlemen and traderstaeepotential savings on transaction
costs offered to the farmers associated in prodgemips due to horizontal and vertical
integration. Horizontal integration occurs betwedifferent businesses located on the
same level of the channel (Caputo & Mininno 1994} &nd, in producer groups, takes
place due to the association of farmers into ogaruezation. Vertical integration occurs
between businesses located at different stagdseofttannel (Caputo & Mininno 1996:
64) and, in producer groups, takes place whenéwergtoups move up in the market
channel while organizing joint transportation owogessing the produce. The main
intermediary function of producer groups is therefooordinating an exchange of goods
and services between individual member farmers puocthasers of the farmers’
agricultural output (Figure 1). Producer groupoalndertake the intermediary function
in organizing such activities as joint purchasestted means of production or joint
transportation.
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Figure 1: Exchange With and Without an Intermediary and a Producer Group

Between Farmers and Purchasers of Their Output
Source:Adapted from Spulber (1999: 264)

Nonetheless, producer groups are not classic firfigns integrate property rights,
thus subsuming all transaction costs related toptieeuction of goods and/or services
(Ménard 2005: 294). Farmers associated in prodgaarps do not integrate property
rights and do not merge their farms into one ormion. Each of them individually
makes the final decision on how to produce the gadl when and to whom to sell it.
Producer groups of informal character cannot evgn any official agreement with
purchasers on behalf of farmers, since they ddhawe a legal form recognized by law.
Such hybrid arrangements, in between market andrfiodes of governance, cover only
a subset of the transactions in which participatimgs are involved (Ménard 2005: 294).
In hybrid organizations functioning in agriculturdhe advantage of keeping separate
ownership rights and not merging farmers into oaenfng enterprise is that due to
idiosyncratic knowledge specific for farming it wdube impossible for a company to
accurately judge the quality of farmers’ inputs (Be 1986: 331-331).

An intermediary will be functioning if an exchangé a particular good or service
through an intermediary yields the buyer valdemich entails opportunity costs @r
the seller, and the total transaction costs forbiinger, seller, and the intermediaryig
higher than exchange of that good or service thradigect exchange, which yields the
buyer value ¥ and entails opportunity costs’ @or the seller with transaction costs for



the buyer and seller°r(Sulber 1999: 256, 261). Furthermore, we may eixffeat a
producer group will appear on the market if itldeato organize transactions yielding the
value V' which entails opportunity costs’€and transactions cost§“Tthat are higher
than exchange through an intermediary. In othedsio

VC_ TP sV _C=-T>VW-C-T @

We may propose thatuccessful producer groupsill be those thatmanage to
coordinate the exchange between farmers and puechand that additionally operate
at per unit costs not exceeding per unit costs rghoizing the transaction through
alternative ways, such as decentralized exchangetermediation by other agents.

If three types of transactions entail the samestation costsT"® = T' = T°, an
exchange through a producer group will occur whemncreases the net gains from direct
and intermediary exchange:

V- <Ve-_Cc®>Vv-C

A rise in the net gains from trade can occur if@envaluable transaction is produced
at the same level of transaction costs. This c&e falace by supplying additional
services which increase buyer willingness to paylawer seller opportunity costs
(Spulber 1999: 261). A producer group could inceefse net gains from trade, for
instance, by accepting a delay in payments fronthasgers, which usually is hard to
accept for individual farmers, or by offering afenm product.

If three types of transactions yield the same gl trade,

Ve _ ¢ =V - C =VP -, an exchange through a producer group occurs if it
lowers transaction costs:
> TC<T

The level of transaction costs can be decreasedndrgasing the frequency of
transactions. The more frequently the transacties place, the lower the fixed costs
per unit (Ménard 2006: 28). In a producer groupaion, frequency of transactions can
be raised through increasing the number of memBelditionally, enlarging the number
of organization members might decrease the dan§ewpportunistic behavior and
internal rent seeking by members since it implieovaer share in the organization’s
profits for each individual and discourages intéreat seeking. Those organizations that
survive are not the most profitable but are mostesssful at solving problems of internal
rent seeking (Krakel 2006:2, 21).

Proposition 1. The number of members is expected to have a\mositipact on the
likelihood of formation of a successful produceowyp.

Nonetheless, decreasing transaction costs by émjatige number of group members
increases internal coordination and bureaucractscd®roducer groups should therefore
have to bear the costs of coordinating farmer masti@and organizing production,
marketing, and administration. Internal coordinaticosts might be decreased by
leadership. A strong central coordinator enables g¢inoup to save on both total
transaction information transmission and decisi@kimg costs (Williamson 1983: 41,
45). However, developing an adequate informaticstesy among partners also matters.
An overly-strong, dominant leader who can capturrimation is a threat to the
continuity of the relationship in hybrid forms abgernance (Ménard 2004: 351).



Proposition 2. A stronger leader contributes to saving on intértnansaction costs and
thus is expected to have a positive impact on iketiHood of formation of successful
producer groups up to a point; however, an ovethpng, dominant leader reduces the
likelihood of success.

Sharing rents in hybrids, however, involves a daraeopportunistic behavior that
can potentially provoke conflicts. Therefore, fdentity of partners is important and
their selection is a key element (Ménard 2004: 35k) most cases, the selection of
partners is based on previous experience in magkationships, on previous hybrid
arrangements, and/or on reputation (Ménard 200%). 38ence, we may expect that both
selection of alliance partners and previous busimekationships in which the partners
had an impact on formation of successful produceums. A similar argument is put
forward by Whipple and Frankel (2000), who discigsategic alliances. Firms
implementing alliances have problems with the fitaors from adversarial to a
cooperative relationship; the changes in mind-setlture, and behavior can be
overwhelming. The largest barrier to alliance gsscis organizational culture. It is the
greatest cost for alliances, and it takes a lomg tio modify partners’ traditional habits
and beliefs while adopting new ways of conductingibess (Whipple and Frankel 2000:
22).

Proposition 3. Selection of members and having a previous busimektionship
between the members is expected to have a pasipaet on the likelihood of formation
of successful producer groups.

The nature of safeguards needed for securing theeagnt and the significance of
contractual hazards will be determined by the lewad forms of specific investments
undertaken for a specific arrangement (Ménard 2@98B). “The more specific mutual
investments are, the higher the risks of opportumiehavior and the tighter the forms of
control implemented” (Ménard 2004: 355). The cbkoaf government structure and
contract arrangements is thus critical for surviwdl alliances. The anticipated
complexity of tasks and coordination is a majortdadn the choice of a specific
governance mode and in the design of mechanismsnéontoring the arrangements.
Contracts play a crucial role in coordinating parfy in particular, they specify the
number of parties included in the agreement andutation (Ménard 2004: 351-2, 361).
These arguments stress the role of both levelvastments and the nature of contractual
arrangements for the likelihood of achieving susaeth hybrid arrangements.

Regarding the institutional framework in which tRelish producer groups are
functioning, the tighter the forms of control impiented by producer groups, the higher
their set up and organizational costs. Hence, \ag axpect that farmers who do not
undertake any joint investments will choose thesésb and cheapest form of informal
group. As we explain in detail in Sections 3.4 &8, association and union require
higher time and money investments, and their actated capital is legally protected. In
association, however, the partners have no rightitiodraw the accumulated capital or
profits. The accumulated capital and profits cay doe spent on the organizational
activities defined in the statute (Legislation: Aaim 7" April 1989, Art. 34). Unions
are more flexible with regard to the law, but trengrated profits have to be equally
distributed among all members (Ejsmont & MilewsR03: 65). Farmers who undertake
considerable investment will therefore be expectedadopt not only the most
safeguarding, but also the most costly form — tharoercial company (Legislation: Act



from 15" September 2000b). Similar establishment and ngnobsts follow the choice
of the organizational form of cooperative. Thisnfip however, involves less control over
the capital due to the decision-making processhitiveach member has equal decision-
making power irrespective of the invested capitaigfslation: Act from 18 September
1982, Art. 36, § 3).
Proposition 4. Groups that make a higher initial capital investrhéave to choose a
legal form that provides an appropriate level offegpuards corresponding to the
coordination costs. If this decision is mismatchgrdups will suffer either too-high costs
or opportunistic behavior. Consequently, they expected to be more likely to fail.
Hybrids tend to develop in highly competitive maske which pooling resources is
a way to survive and to decrease uncertainty (MErZ005: 295). Competition is
beginning to shift from firm versus firm to supptyain versus supply chain, which
creates the need for integration strategies (Bawerd al. 1999). Competition may
destabilize hybrid forms, since the partners miglet tempted to switch among
arrangements, particularly if investments in thepmration are only moderately specific.
The problem that hybrids face is therefore whichchamism to adopt in order to
delineate joint decisions, discipline partners, aotlle conflicts while preventing free
riding (Ménard 2005: 295-6). On the one hand, cstitipn might increase the
likelihood of producer group formation; on the aththe resultant instability of the
arrangements may affect the likelihood of success.
Proposition 5. Competition may destabilize cooperative arrangesand thus
Is expected to have a negative impact on thehided of achieving success by producer
groups.

2.2 Success or Failure of Farmers’ Cooperative Entprises in Light of Game
Theory

The interdependencies among members of producerpgraould be modeled as a
coordination game, prisoner’s dilemma or a pubbods game. In coordination games
the choice of a certain cooperation strategy byhalplayers results in a Pareto superior
Nash equilibrium, but each coordination game miglalve more than one Nash
equilibrium. The problem here is how to coordinglayers on the most efficient
equilibrium (Rasumusen 2001: 29). In coordinatiamg settings the producer group is
able to negotiate higher prices for the memberstipce by enlarging the quantities of
the product offered on the market, which could ltesulowering per-unit transaction
costs. In terms of Equation 1, the game describeguation where direct exchange
among farmers and purchasers of their output ifaced by establishing a producer
group. If other parameters stay constant, a higietr gain from trade through the
producer group is due to its lower transaction £ast comparison with the direct
exchange:

T°¢ < TP

In both prisoner’s dilemma and public goods garttesdominant strategy for each of
the players is not to cooperate with the other gisly If the majority of the players
chooses this strategy, however, it brings worseofisyfor all of them. The dominant
strategy equilibrium in this game is not engagingooperation, buall group members
would be better off cooperating than defecting (Bavand Messick 2000: 111). A
prisoner’s dilemma game might be experienced bydywer groups which have to



compete with other intermediaries such as middlenaenl if the group is unable to
negotiate a sufficiently high price premium or hagered into a long-term contract,
farmers might deviate from the group rules and #®ir output through a competing
intermediary. If other parameters stay constantsuch a situation the value of a
transaction organized through the producer group lve lower than the value of a
transaction organized through the intermediary:

Ve< V

A public goods game might be played by produceugs which mange to increase
the value of the transaction, by providing a pradfca better quality; however, if only
the average quality matters, those members might mare who free ride and do not
contribute to sustaining the quality standards.

We mayproposethat successful producer groups manage to sejaime in such a
way thatall players choosing a certain cooperative strategyl achieve a Pareto
superior Nash equilibrium, from which none of tha&yprs has an incentive to deviate
In addition, as suggested by Binger and Hoffmar891%8), some social arrangements
also arise amefficient equilibriumsof repeated games and endure because no one would
benefit from a unilateral change. We may expect 8ane producer groups keep
functioning despite failing to coordinate their mmems on achieving the most efficient
equilibrium. Such groups might be only engaged in organizingvides like joint
purchases of the means of production or trainings educational activities. Payoffs
from organizing such activities are expected tdoleer than from organizing joint sales.
However, coordination on these activities is makely to be achieved, and the game is
less vulnerable to market conditions that couldgfarm the game into a social dilemma.
If one farmer refuses to buy a certain amount dflitieer purchased by the group, it is
easy to sell it to someone else. Defection in sicfations does not imply major losses.

Banaszak and Beckmann (2006b) point out that soar@ables related to the
environment in which cooperation takes place andgitoup structure might either
facilitate or hinder cooperation. One of the fastahich might decrease the likelihood of
achieving successful cooperation is competitionpAmted out above, competition with
other intermediaries might increase the likelihoofl deviation from group rules
expressed through sales outside, and thus decr#esé&elihood of achieving success
by producer groups:

Proposition 6. Competition may increase the likelihood of playingrisoner’s dilemma
game and thus is expected to have a negative ingadhe likelihood of achieving
success by producer groups.

Furthermore, several authors point out that iretipely of game setting leadership is
a factor that facilitates cooperation. In coordiotgames, leadership as a form of
hierarchy helps to coordinate member actions onobmeultiple equilibria, and therefore
lowers bargaining costs that players would havepend to agree on and implement one
of the strategies (Miller 1992: 50). Leadership miglso additional utility from
reciprocating cooperation (Foss 1998: 13, 22; Shatnal. 1993: 577). Strong leaders
might also make the threat of punishing shirkingypts more feasible. Banaszak and
Beckmann (2006a: 17) show that leaders’ decisiokimgapower was significantly
correlated with exercising sanctions in producesugs in Poland. Due to additional
utility from reciprocating cooperation, the paysffucture in a prisoners’ dilemma game
might be transformed into a coordination game.



Proposition 7. Leadership facilitates cooperation in all gametisgls and thus is
expected to increase the likelihood of achievingesss by producer groups.

Another factor that might influence cooperatioresats group size. Larger groups
find it harder to communicate and coordinate tlaeitions (Olson 1965: 59-60). Other
studies argue the opposite. Sandler (1992: 35usk&s provision of public goods and
argues that not only group size but also cost allon and technological considerations
play a role. Issac et al. (1994) provide resultd tigroups of size 40 and 100 provide a
public good more efficiently than groups of sizartl 10. Kollock (1998: 201) points out
that too many parameters are changing tandem hétlgitoup size and thus assessing the
impact of this parameter might be problematic.

Proposition 8. The number of members in producer groups has deténminate impact
on the likelihood of achieving success by prodggeups.

Furthermore, Kleindorfer et al. (1993: 247-251)mpaut that homogeneous groups
with similarities in the partners’ potential powasrd interests are more likely to achieve a
higher cooperation rate. Haag and Lagunoff (200By @xamine characteristics of
cooperative behavior in a repeated prisoner’s dilangame and provide arguments that
homogenous groups in respect to time preferencegher members are more
cooperative. The larger the differences in playémsé preferences, the less cooperative
is the group (Haag and Lagunoff 2003: 7).

Proposition 9. Members’ homogeneity is expected to have a pesithpact on the
likelihood of achieving success by producer groups.

In addition, groups in which players interact maherably or frequently increase
identifiably, and information about individuals’ gizactions are expected to cause higher
cooperation (Axelrod 1984: 62-63). Knowing the itignand history of other players
allows the group to develop a reputation, whicluim enables the players to respond in
an appropriate manner (Axelrod 1984: 62-63, Klerfetoet al. 1993: 247-251, Kollock
1998: 199). Ahn et al. (2001: 137) show that ima-shot prisoner’s dilemma experiment
success in coordinating on the payoff dominant ldayiim in previous plays of
coordination games has a positive impact on théaglntity of cooperating in the
prisoner’s dilemma game.

Proposition 10. Preplay members’ acquaintance is expected haves#tiye impact on
the likelihood of achieving success by produceugso

In a similar way, communication structures may emage better exchange of
information about the individuals involved in thearaction. Kollock (1998) mentions a
number of studies that point out that communicatipromotes cooperation.
Communication allows players to make explicit conmneints and promises about their
future moves and to appeal to the “right” or “prdpthing to do, thus exerting moral
pressure. Brosig and Weimann (2003) examine conuation effects in public goods
experiments that only differ with respect to prayptommunication. The results indicate
that successful cooperation might be attributethéoopportunity to coordinate behavior
in the communication phase. However, the succes®mimunication depends strongly
on the communication medium. The results show tiatmost efficient is face-to-face
communication. Interestingly, it did not make deliénce whether people were sitting at
the same table or watching each other on a videsesc (Brosig and Weimann 2003:
217, 231).
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Proposition 11. Communication among players is expected to hgvesdive impact on
the likelihood of achieving success by produceugso

3. Research design

3.1. Methods and techniques of the research

Producer groups in one province were selectedeaslifect of the research. The chosen
province of Wielkopolska is one of 16 provincesPioland and is located in the western
part of the country. The cross-sectional reseaedigth was selected as a research method
for this investigation. This design employed teehinique of social survey, which uses a
structured interview with producer group leaderghas data collection strategy. Fifty
functioning groups and 12 disbanded groups wergestdal to the research. The 50
functioning groups associated 4,056 farmers; thma&ive ones associated 394 farmers.
The interviews were carried out in early 2005.

The structured interview with producer group leadevas organized into a
guestionnaire composed of six sections which addcks(i) general information about
the group such as the group’s address, legal statusber of members, and activities
performed, (ii) the process of group formation) @roup functioning (divided into three
sections: management and decision making, produatiod marketing, and membership),
(iv) costs and benefits of cooperation, (v) theerof the institutional environment, and
(vi) leadership. These six sections comprised @@&stions in total. Two types of
guestions were asked: the first was related tesfaoth as numbers or descriptions of
processes, the second to the subjective evaluatithese facts.

3.2. Computation of variables

An ordinal probit model was employed in the reskar€he ordinal regression model is a
nonlinear model in which the magnitude of changtheoutcome probability for a given
change in one of the independent variables depamdise levels of all of the independent
variables (Long & Freese 2001: 137).

Additionally, in order to compare differences inetimean values of variables
characterizing distinguished categories of succegshave used one-way analysis of
variance (ANOVA). ANOVA involves one independemtriable (referred to as a factor),
which has a number of different levels. These llewerrespond to the distinguished
different groups. ANOVA compares the variance i@laifity in scores) between the
different groups (believed to be due to the indeen variable) with the variability
within each of the groups (believed to be due tancke). A significant F test indicates
that we can reject the null hypothesis, which st#tat means across the groups are equal
(Pallant 2001: 186).

4 Empirical Results

4.1 Measuring “Success”

As reviewed in Section 1, different definitions kaveen applied to measure success
and failure of cooperative enterprises. Bruyni®99(@) defines success in terms of
longevity, business growth, profitability, and mesndj satisfaction. Sexton and Iskow
(1988) measure success based on self-evaluatiege@ihorn (1999) understands success
of networks in terms of their survival.

11



In Section 2 we proposed two new definitions ofce&ss and failure of producer
groups based on transaction costs theory and géeeryt As suggested by the
transaction costs investigation, successful pradgoeups will be those that manage to
coordinate the exchange between farmers and punchasd that additionally operate at
per unit costs, which do not exceed per unit coétsrganizing the transaction through
alternative ways, such as decentralized exchangeesmediation of other agents. Such
understood success could be measured by eithestigatng the price premium that the
groups negotiate for the members’ output, or bestgating whether the benefits of the
groups’ functioning are higher than its costs. c®ripremium was measured by
guestioning percent difference between the pridaioeéd by group members for their
products and that obtained by nonmember farmetb®market. On average, producer
group members were selling their products at a 6h@§faer price premium. Twenty-
seven groups were either not selling jointly atallwere selling their products at a 0
price premium. Two groups were able to negotiapiee premium as high as 39.3%
(SD=10.32). Regarding whether producer groups vedtaining higher benefits than
operation costs, the question was coded as a durariaple, in which 1 stood for having
higher benefits than operation costs. Fifty-one@et of the interviewed producer group
leaders classified their groups as obtaining higjeerefits from operation than costs.

As pointed out by the game theory analysis, we thaynguish a few categories of
success or failure of producer groups. The firs¢gary is disbanded groups which are
clear examples of failure in coordinating farmersithieve Pareto-efficient equilibriums.
Twelve groups that disbanded were identified inrds®=arch process.

Some producer groups are nevertheless expectedntinee functioning, despite
failing to coordinate their members on achieving thost efficient equilibria. Such
groups might only be engaged in organizing suclvides as joint purchases of the
means of production or trainings and education#iviies. Payoffs from organizing
such activities are expected to be lower than fooganizing joint sales. Coordination on
these activities is more likely to be achieved, #mel game is less vulnerable to market
conditions that could transform the game into asalilemma. We therefore propose to
include these groups into the second category dfapdailure. The groups failed to
coordinate farmers on a Pareto superior equilibriwm still provided their members
some collective action benefits. Within the reskgsrocess we have identified 10 such
groups.

But how does one measure the success of producepgft The game theoretical
analysis suggested that successful producer gremgpthose that manage to set the game
in such a way that if all players choose a certaioperative strategy, a Pareto superior
Nash equilibrium will be achieved. None of theyeles have incentives to deviate from
this equilibrium. Such understood success coulcthbasured by the deviation rate from
joint sales organized by the groups. We may assiaieif the group is not able to
convince the members that it has the best possilaldket arrangement, members will
simply sell their products to other purchasersndége we may propose to include groups
that did not experienced members’ defection intjsades in a third category of success,
and those who did into a fourth category of paiatcess. In the research, 33 groups
classified as partial success and seven groupsifed@lsas success were identified.

Below we present how the identified measurementgrofducer group success
correspond to each other. For comparison of théndisished based on the theory
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categories with self-perception of the actors imedl in cooperation, we also include a
self-evaluated measure of success suggested byorSextd Iskow (1988). The
interviewed producer group leaders could rank theiups as a major success, a minor
success, “too early to say,” or unsuccessful. yFpetrcent of the interviewees classified
their groups as unsuccessful (ranked as 0), 8%oascarly to say” (ranked as 1), 27.4%
as having achieved minor success (ranked as 2)24/&d as having achieved major
success (ranked as 3). Most of the leaders (40uBft@rstood self-evaluated success or
failure of their groups in terms of the ability poofitably market member output. For
24.2% success or failure of their groups was undedsin terms of the ability to
function, and 17.7% in terms of the ability to datmers together. Other groups
evaluated their success or failure in terms of eghg initial goals (6.4%), obtaining
subsidies (4.8%), acquiring investments (3.2%), aotieving good product quality
(3.2%).

Since the variable indicating four categorieswdfcess, which were distinguished
according to game theory, was the only one cogdlat the most significant level with
the remaining variables, we decided to use thisakbr in the subsequent empirical
analysis (Figure 2).

Success
Category

*%kk

T

Benefits/ Price Premium

Costs

v
\ xx

Self-understood
Success

*k%k

*** . correlation significant at p < 0.01 level
** _ correlation significant at p < 0.05 level

Figure 2: Correlations Between the Variables Indicéing Different Measures of
Producer Group Success

4.2 Characteristic of the Dependent Variable

We treat the distinguished categories of succesbeaslependent variable. In the next
section we are going to test the impact of the gsdwns suggested in Section 2 on the
likelihood of achieving success. However, beforedweso, in this section we would like
to provide a description of the dependent variald explore the differences between
the four distinguished categories in respect tacbelsaracteristics of producer groups
such as the year of establishment, number of membapetus for formation, level of
initial level of invested capita, legal form, typé members’ production, and activities
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performed. We use the ANOVA technique in orderdmpare whether the differences in
the basic characteristics across the distinguishéshories are statistically significant.

Category 1: Failure

Twelve groups that had ended their cooperation veettgected to the research.
Before the groups disbanded, they had associae@B®ers, an average of 33 members
per group. The smallest group had only eight meslibe biggest 60. Most of those
groups were created in 1999 and disbanded soon #ite most in 2001. The oldest
group from this category was created in 1995, thengest in 2001. On average each
group was functioning for 2.8 years. One functiotess that a year, one was disbanded
after 8 years of operation.

Thirty-three percent of these groups were formedamsnitiative of the farmers
involved, and a further 17% as an initiative ofsadé businessmen. Interestingly, 50%
of the groups in this category were establishea asult of an initiative of the extension
service.

The majority of these groups preferred the simpgal form of association (66.7%).
Three groups (25%) were functioning as limited iliab companies, one as a union
(8.3%). The simple yet “loose” legal form of asation was preferred for fear of
bureaucracy, taxation, and of being bound togetiberclosely and too soon. The most
frequent type of output produced by group membeas pork (58.3%) and vegetables
(16.7%). There was one group (8.3%) that associtdetders producing fruits, one
producing grains, and one with general productiimee mean value of invested capital
for groups in this category was 1,104 EUR (32 EW@&Rmember).

We also shortly review here data on factors theruntwed producer groups leaders
pointed to as critical for the failure of their grs. The most frequently reported problem
was a so-called “mentality of the people” which hadlo with commitment, loyalty and
trust in the leader and other members. Two groupsndt want to change their
purchasers to those appointed by the leader, atider cases the members did not want
to compensate the leader for his work or to hiraamager. Regarding other cases, two
groups reported having problems with finding pusgha; one group was destroyed by a
middleman who offered members a higher price ifytBeld their output outside the
group; in one case the group was embedded in diatohétween two neighboring
villages, and inhabitants of one village spreaddahformation about the leader in order
to destroy the group; and in the last case theelepdcketed the groups’ money and
members did not want to continue cooperation atens.

Category 2: Partial failure

We studied ten groups that were functioning but pexforming joint sales of output
produced by the member farmers. Half of theseggavere created in 1999. The oldest
group was created in 1992, the youngest in 200de Jroups associated 293 farmers,
and each one associated an average of 30 farnirs. smallest group had only six
members, the biggest 69. Four groups associategtfa producing pork, with one group
in each production type: cattle, fruits, grainggetables, mushrooms, and poultry.

Most of the groups were initiated by one farmeraogroup of farmers (70%); the
other 30% were initiated by an outside organizatiotwo cases by the extension service
and in one case by a processing company. Halfefgtoups chose the legal form of
association, while 30% chose a union. The remgitwo groups (20%) were registered

14



as limited liability companies. Simple forms ofasiation and union were preferred due
to a desire to avoid costs such as taxes, whick veguired from groups functioning as
an LLC or cooperative. Some interviewees from geothat preferred the simplest forms
reported that farmers at first wanted to do sometlsimple without investing any
capital: should it be possible, they intendedrigage themselves in more complicated
activities. Regarding the start-up capital, onrage groups in this category collected
5,013 EUR (471 EUR per member).

None of these groups performed the task of orgagipint sales at the time the
interviews were carried out. Three groups (30%)evezlling jointly for some time but
then stopped. One group stopped joint sales becaudishonest member took over
group contracts. Another disbanded due to a deergaprices on the market. The last
one was saddled with financial problems causecbydeceitfulness of a purchaser, who
took a great deal of the group’s output withoutipgyfor it. Almost all of the groups,
however, were active in other fields—joint supplfy pyoduction means for members
(70% of the groups), trainings and educationalstijp0%), joint transportation (10%),
and integration events for the members (40%). A@ogroup organized joint packages
for the members’ output, and one other joint sgrtipacking and storing. Only one
group did not perform any of these tasks; the dmilyg the members did was meet once
a month to discuss their problems. Groups in thiegory could not obtain subsidies
from the national and EU budgets since they wetepedorming joint sales (subsidies
were paid as a percentage of total turnover ofgtieep, from which at least 50% had to
be generated from joint sales) (Legislation: Acnfr 18" September 2000b, art. 3 § 4;
details on the conditions for obtaining subsidiage @xplained in Section 5.9).
Nonetheless, it is interesting that one group wWithhelp of an extension service official,
recorded fictitious joint sales, and thus manageabtain the subsidies.

Category 3: Partial success

Subjected to the research were 33 groups perforjoing sales of individual farmer
output who admitted having problems with membengal@mg from group agreements
and selling their output outside the groups. Mdshose groups were established in 1998
and 1999. The oldest group in this category wasated in 1992, the youngest in 2004.
The groups associated an average of 97 farmershvidthe highest mean group size for
all the identified categories. The smallest grbag only five members, the largest 141.
The most popular legal forms among these groupg werons (33.3% of groups) and
associations (30%). Taking the formation factdo iaccount, the majority of the groups
were initiated by direct actions of involved farme(63.6%) and 36.3% by outside
organizations such as extension services (21.2%9)cepsing companies (9.1%),
municipality cooperatives (3%), and outside busnen (3%).

Eighteen percent of the groups were functioning.iasited Liability Companies,
15% were of an informal character, and 3% (one grathose the legal form of a
cooperative. The most frequent type of output poed by the members was pork
(66.7%), vegetables (18.2%), and fruits (6.1%);réhevas one group (3%) each in
potatoes, grain, and hop. On average these gralipsted 8,051 EUR as start-up capital
(282 EUR per member).

All the groups performed the task of organizingnjaales. Nonetheless, most of the
groups also executed other activities. Eighty-foencent of the groups organized
trainings and educational trips for their memb&g86 organized joint purchases of the
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means of production, 27% joint transportation, 64% organized integration events for
the members. Two groups were also sorting, packing storing the produce, while two
others provided insurance for their members, amdpravided loans for their members.
Eleven groups (33%) also applied for and receivdxislies.

Category 4: Success

Only seven producer groups, which were sellingaihput through the group and did not
have problems with members deviating from the gragg@ements, were subjected to the
research. On average the groups were establishe200d: the oldest group was
established in 1993 and the youngest in 2004. ntimber of members per group was
the highest in this category, equal to 75.7 mempersgroup. The smallest group had
only five members, the largest 301. The most popelgal forms chosen among those
groups were unions, chosen by three groups (43%g), lianited liability companies,
chosen by three groups. The remaining group operas a cooperative. Regarding the
starting up capital on average the groups collet@®#21 EUR (1,174 EUR per member)
With regard to the type of produced output, fousugrs produced vegetables (57.2%),
two produced pork (28.6%), and one produced rapd §4.3%). Four groups (56.9%)
were initiated by the direct actions of involvednfiers, two groups (28.6%) by a
processing company, and one (14.3%) by a munitypadioperative.

All the groups performed the task of organizingj@ales through the group. Other
activities performed by the groups included theaargation of joint transportation
(performed by 57.1% of groups), of training and eadional trips for members
(performed by 57.1% of groups), of joint supplypobduction means (42.9% of groups),
and of integration events for the associated fasngerformed by 42.9% of the groups).
Four other groups also performed less common tgpestivities: One group provided
insurance, storage space, and other services ssickoif analyses. Another group
slaughtered pigs produced by individual farmersileviiet another dried and purified
rape seed. One group in fresh tomatoes produ@ddbds jointly, which makes them
similar to a production cooperative. Five groupshis category (71%) also managed to
arrange subsidies.

Table 1 presents a summary of characteristics ef itlentified producer group
categories. The last row in the table also presamomparison of the average size of the
members’ agricultural holdings in each categoryueDo the difficulty of comparing
different agricultural production types, the data wresent only deals with groups
associating farmers who produce hogs, since mosluper groups (56%) associated hog
farmers.

A series of one-way analyses of variance ANOVA was in order to identify
whether there were any significant differences he mean scores of the variables
presented in Table 1 for the distinguished categoof success. A significant difference
in mean scores indicated the variable representimgther the group was formed from
the initiative of the extension service (F(3, 58¥%2=0.077). The effect size was 0.11.
The significant difference was between Categorynd &ategory 4. It suggests that
considerably more groups that failed were initidtgdhe extension service than groups
that achieved success.
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Table 1: Main Characteristics of the DistinguishedCategories of Producer
Groups
Cat. 1: Cat. 2: Cat. 3: Cat. 4: TOTAL
FACTOR Coding Failure Partial Partial Success
groups | failure success groups
N=12 N=10 N=33 N=7 N=62
Start-up year Year M | 1998 1999 1999 2001 1999
SD | 1.70 2.97 2.19 3.86 2.51
Number of members No. M | 32.83 29.30 97.97 75.71 7177
SD | 12.20 19.26 141.23 106.74 112.41
Formation factor Farmers themselves 0.33 0.70 0.64 0.57 0.58
(dummy) Extension service 0.50 0.20 0.21 0 0.24**
Mean
Outside business 0.17 0.10 0.15 0.43 0.18
Legal form Informal 0 0 0.15 0 0.08
(dummy) Association 0.67 0.50 0.30 0 0.29**
Union  Mean | 0.08 0.30 0.33 0.43 0.23
Cooperative 0 0 0.03 0.14 0.03
LLC 0.25 0.20 0.18 0.43 0.23
Start-up capital (EUR) Total M | 1,104 5,013 8,051 10,221 6,461
SD | 1,474 6,838 21,894 12,274 16,809
Per member M | 32 471 282 1,174 365
SD | 38 1,222 726 2,498 1,101
Type of good Pork 0.58 0.40 0.67 0.29 0.56
(dummy) Vegetables 0.17 0.10 0.18 0.57 0.21*
Mean
Fruits 0.08 0.10 0.06 0 0.06
Other 0.17 0.40 0.09 0.14 0.16
Actions performed by Joint sales - - 1.00 1.00 0.65
the group
Joint supplies 0.70 0.73 0.43 0.55
(dummy)
Trainings, educ. trips  Mean 0.70 0.85 0.57 0.65
Joint transport 0.10 0.27 0.57 0.29
Integration events 0.40 0.64 0.43 0.45
Obtaining subsidies - 0.10 0.33 0.71 0.27

The stars indicate significant differences in the mean scores of the variables for the distinguished categories of success:

*** differences significant at .01 level
** differences significant at .05 level
* differences significant at .10 level

The mean scores for choosing the legal form of @aa8on were also significantly
different at p<0.05 level (F(3, 58)=3.7, p=0.16)The effect size was 0.10. The
significant differences were between Category lte@ay 3, and Category 4, which
suggest that the governance form of associatiomase frequent among groups that
failed than among those that achieved either pantifull success.

Regarding the question of why the form of assammtvas chosen, again we see a
large impact of the extension service. Thirty petag# groups functioning as associations
chose this form due to advice of the extensionisenOthers chose it because it was
considered a “loose” form, which did not requirgital investments (17%), because it
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was a cheap form (13%), because it was considergatdvide a sufficient level of
security (8%), or because farmers were not awatettiere are other forms available
(8%).

We find a slightly significant but negative coritgd@ between the choice of the legal
form of association and the level of invested @gji<0.1). This suggests that maybe the
level of capital invested in associations was to@alsto enable the group to survive in
the market. One such investment could be payirajaaysto the leader for organizing the
task of joint sales. A very significant negativaretation is found between choosing the
legal form of association and paying a salary t® fgmader (p<0.01). Additionally, as
discussed by Banaszak and Beckmann (2007: 186¢read producer groups who did
not receive a salary were less likely to negotelégh price premium.

Regarding the type of production of the member &aenthe mean scores for only
one variable — that is, producing vegetables -edbff significantly at p<0.1 level (F(3,
58)=2.28, p=0.089). The effect size was medium equiled to 0.10. The difference
was between Category 2 and Category 4. Vegetablesa more frequent type of
production among successful groups than among thassuffered a partial failure.

5.3 Characteristic of the Independent Variables

In this section we present how we operationalizeptopositions derived from theory in
Section 2. In respect to the likelihood of achigvisuccess by producer groups, the
propositions derived from transaction costs analggiint to such factors as group size
and the strength of leadership in decision-maksejection of members entering the
organization, having an earlier business relatignshth group members, mismatching
of capital investments with governance form, andhcfioning in a competitive
environment.

Regarding the group size, each group associatavenage of 71 members. Group
sizes, however, were greatly disproportionate, whecindicated by the high standard
deviation. The smallest group had only five mempehe largest 700. The role of
leadership in decision-making was measured by gstia interviewed producer group
leaders whether they make most group decisionse mbkan for the answers to the
guestion reached 2.8 on a scale of 1 to 4, in whisktood for disagree and 4 for agree.
Only 10 groups (16%) declared that their groupsewwemogenous. Selection of partners
for the alliance was measured by asking whetherethveas a selection process of
members during the group’s formation stage. Thid happened in 31% of the groups.
The existence of a previous business relationshgs wneasured by asking the
interviewed leaders whether one had existed witetrabthe group members. Fourteen
percent of them fully agreed with this statemenf%® partially agreed, 14.5% partially
disagreed, and 61.3% disagreed entirely. Regarthegdecision on allocation of
appropriate governance with respect to the investgdal, the groups were divided into
three categories: those having start-up capitaivibdl0,000 PLN (approx 2,600 EUR), in
between 10,000 PLN and 50,000 PLN (approx 13,20R)E@nd above 50,000 PLN.
Groups that misallocated their governance struatbhmce were those that had invested
capital below 10,000 PLN and chose costly formscabperative or limited liability
company (four such cases were identified); thoaehhd invested a sum between 10,000
and 50,000 and chose forms that did not providmgugh security for invested capital,
such as informal groups or associations (seven casés were identified); and those that
had invested over 50,000 PLN and additionally creoéarm other than a cooperative or
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limited liability company (one such case was idiged). Division into the three groups
was motivated by actual patterns of choosing gavera forms with respect to the
invested capital. Competition was measured by stigating how the interviewees
evaluated market relationships with the main coitgst of producer groups —
middlemen. Fourteen and a half percent of the gpoteported experiencing harsh
competition with middlemen, and 30.6% found themanicompetitors.

The propositions derived from game theoretical ysiglalso highlighted the role of
leadership, the number of members and competithaditionally, the propositions
suggested that group homogeneity, availability rdbrimation about past actions, and
communication structures are also expected toititeilcooperation. Group homogeneity
was measured by asking the interviewees whetherbmeof their groups had similar
economic potential. Sixteen percent of groups weoenogenous. Availability of
information about past actions was measured bystigaging whether the members knew
each other before establishing the producer grolp.most cases, all members were
acquainted with each other (66%); in 29% the mbjaf the members knew each other
before; and in only 3 groups (5%) the majority bé tmembers were not previously
acquainted. Regarding communication structuresasked the interviewees whether all
members were involved in the initial stage of plagnand designing the group. In
30.6% of the groups, all members were involvechm discussion; in 64% of the groups
only some members were involved; and in 4.8% ofgioeips the decisions were made
exclusively by the initiative actor, and there was discussion with other members.
Table 2 presents summary statistics for the diatsiged independent variables.

Table 2: Summary Statistics for the Independent Vaables
Variable Measurement Coding N Mean SD Min  Max
Group size Number of members Number 62 7177 | 112. 5 700
41
Leader’s Does the leader make most of 1-disagree, 2-rather 62 2.81 1.01 1 4
decision-making decisions in the group? disagree, 3-rather
strength agree, 4-agree
Selection of Was there any selection Yes-1, no-0 62 31 0 1
members process for the members?
Business Did the members have business | 4-all had, 3-majority, 62 1.77 1.12 1 4
acquaintance relationships before establishing | 2-some, 1-none
the group?
Misallocated In respect to the amount of Yes-1, no-0 62 .20 0 1
Governance invested capital whether the
Form group have chosen a form
which is either too costly or not
providing enough of security
Competition How would you evaluate the 3-major competition, 62 1.60 73 1 3
competition with the middlemen | 2-minor competition,
on the market? 1-no competition
Homogeneity Do members have similar 1-yes, no-0 62 .16 0 1
economic potential?
Preplay Did the members know each 4-all members knew 62 3.61 .58 2 4
acquaintance other before establishing the each other, 3-some
group? didn’t know each
other, 2-majority didn’t
know each other, 1-
nobody knew each
other
Communication Were all the members involved 1-none, 2-some, 3-all 62 2.26 .54 1 3
in the initial discussion about the
group?
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5.4 Regression Modeling Results

In order to measure the impact of the independantables above on the distinguished
categories of success of producer groups, we raor@inal probit regression. A few
pairs of independent variables were correlated egtbh other. The regression was thus
run stepwise. The cut significance level was defias p<0.1. Additionally, due to
perfect negative correlation between the variabtkcating the number of members and
the variable indicating the previous acquaintamees of them had to be removed from
the regression. Since number of members was pbiot¢ by both game theory and
transaction costs theory as influencing the liledith of setting up a successful
cooperation, this variable was kept in the modehe regression results are presented in
Table 3.

Table 3: Stepwise Ordinal Probit Regression Result®r the Distinguished
Dependent Variable and Independent Variables

Dependent variable
Category of success: 1to 4
Independent variables
Leader’s strength 270 *
.150
No. of members .003 **
.001
Selection of members 1.037 ***
.376
Business acquaintance 526 ***
.166
Pseudo R2 .209
No. of observation 62

The upper line in the row indicates coefficient; the bottom one indicates standard error
*** gignificant at .01 level
** significant at .05 level
* significant at .10 level

The strongest impact on the likelihood of produgesup success was achieved by the
variables indicating whether the members had hpdegious business relationship and
by the variable indicating whether there was actiele process of the members at the
group’s formation stage. The variables were aold#ily correlated (p<0.01). The
finding supports Proposition 3 derived from thensaction costs prediction that the key
element for success of hybrid modes of governasitka selection of partners based on
previous experience in market relationships. Wimhalso explain the failure of the large
proportion of producer groups that were establisbedhe initiative of the extension
service. We might suspect that, while the extensiervice officials aimed at forming a
producer group and encouraged all farmers in te@ & join the group, the groups
formed in alternative ways were more selective aackful about choosing potential
partners. A significant negative correlation wasrfd between the variable indicating
whether the group was formed due to an initiativethe extension service and the
variable indicating whether there was a procesaahber selection (p<0.1).

The variable that had the second strongest sigmifigpositive impact on the
likelihood of producer group success was the gg@. The larger the group, the more
likely it was to be successful. This supports Bsifpon 1 derived from transaction costs
theory, which proposed that larger organizatiors raore likely to decrease per unit
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transaction costs, and that in addition, largeupgsoare less vulnerable to the danger of
internal rent seeking and opportunistic behavidie Tindings also confirms Proposition 8
derived from game theory. However, the authorsrrefe to while discussing the
proposition were not very clear about the sigrhefeéxpected relationship.

Our finding that success is positively related toup size is somewhat in opposition
to the discussion on provision of collective betsefOlson (1965) argued that larger
groups find it harder to communicate and coorditiaée actions, which was expected to
hinder cooperation. We might stipulate that ledaiprés the factor that counteracts the
negative impact of enlarging group size on comnativoa and coordination costs. This
corresponds to the finding that the variable intingp leadership decision-making
strength was also significant. The stronger thddeahe more likely the group was to be
successful. This confirms Proposition 2 derivednfrtransaction costs theory that
proposed that leadership contributes to savingnbernal transaction costs and has a
positive impact on forming successful producer gsouThe finding also supports
Proposition 7 drawn from game theory that, irreipecof game settings, leadership
enhances cooperation. Additionally, since produgr@ups operate in market settings,
increasing the number of members and decreasingacsion costs might also increase
the groups’ bargaining power and thus provide hidgfemefits to members.

The second part of Proposition 2 suggested thatoag and dominant leader who
captures information is a threat to the continoityelationships in hybrids and therefore
decreases the chances of having a successful hglmacigement. The findings from
Banaszak and Beckmann (2007: 186) suggest thatriigist also be the case. Leaders’
decision making power had a significant positivgpat on the likelihood of the group
entering a long-term contract. Nonetheless, as esigd in Banaszak and Beckmann
(2006h: 18), selling group products through a lterga contract increases the likelihood
of playing a prisoner’s dilemma game and thus mgghéntially increase deviation rates.

The number of group members was additionally p#yfegatively correlated with
the variable indicating previous acquaintance, Whi@s excluded from the regression.
It does suggest, however, that having ordinary iptesv knowledge of group members
will have a negative impact on the likelihood otsessful producer group formation. If
one organization has too many overlapping sociatiomship layers, the organization
might experience problems with members’ disciplened might have difficulties in
performing professional and business functions @8aak and Beckmann 2006b: 18).

6 Conclusions

The article investigated the question of succesisfaiture of cooperation in agricultural
markets. We also included disbanded organizationthe analysis. The empirical data
were collected from 62 producer groups located ialkpolska Province, Poland.

We proposed a new approach to investigating su@sessailure of farmers’ cooperative
enterprises. The definition of success or failafethe researched organizations was
based on game theory and transaction costs thedame theory suggested that
successful groups manage to set the game in suslayathat choosing a certain
cooperative strategy brings the highest payoffstierplayers and results in achieving a
superior Nash equilibrium. Players in such a sibmahave no incentives to deviate from
the group agreements. Transaction costs theorgested that successful producer
groups manage to coordinate the exchange betweeera and purchasers and operate
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at per unit costs that do not exceed the per wsiisoof organizing the transaction through
alternative ways.

In order to measure such understood success darkfave proposed a classification
of the producer groups into four categories. Tirst Eategory contained 12 groups that
had stopped functioning; it is clear that theseupgsofailed. The second category
contained 10 groups that were still functioningt for different reasons were currently
not performing their main task — organizing joiates; we called this category a partial
failure. The third category was called partialcass and comprised 33 groups that were
functioning, performing joint sales, but still hagi problems with members shirking the
group agreements and selling their output outdidegroup without group permission.
This indicates that these groups did not manag®aodinate their members on strategy,
which would have resulted in the highest possilagoffs to the members. The fourth
and final category contained seven of the most essfal groups, which were
functioning, performing joint sales, and did nowvégroblems with members deceiving
group agreements. The division among categoriesetland four was significantly
positively correlated to the price premium the mersbreceived for the output sold
through the group, the variable indicating whettier group obtained higher benefits
from functioning than costs, and the variable iatiiny self-perceived success.

What is striking in the comparison of the identifisuccess categories is that a major
portion of failed groups was established on initmtof the extension service (50%).
Additionally, none of the groups classified as @sstul were established by the
extension service. There is also significant ddfere in adopting the legal form of
association between the groups that failed andethbat were successful. The most
frequent reason to choose the legal form of asBoniaas due to advice of the extension
service. We suppose that the extension servicdogegs might have lacked sufficient
information about business management and thus dl&sed adopting the form of
association, which is cheap but does not providegsards for invested capital, and
additionally does not allow members to withdrawheit invested capital or profits.
Consequently it could discourage members to ine@gital in such groups. Although we
did not find significant differences in the levdi iavested capital in the distinguished
categories of producer groups, some level of imeeats might be necessary to survive in
the market.

Another interesting finding is that the most frequ@roblem among groups that
failed entirely or partially concerned member cotmneint and leadership. Considering
the commitment problem, Banaszak and Beckmann @008) suggest that member
commitment, which is understood in terms of compl@with producer group rules, is
mainly related to the payoffs from the group atyivineasured in the price premium
members receive for output sold through the groWjis indicates that the groups that
failed partially and entirely did not manage to\pde high enough benefits for their
members, which would have motivated them to contibhe group.

Considering the problems with leadership, Banasaat Beckmann (2006b: 27)
show that groups have to compensate leaders forwloek if they want to keep their
work motivation high. If a group does not solvéstmotivation problem, the leaders
might be more willing to choose options that arsslevork intensive for themselves and
that are less valued by group members. This coeddltr in hindering or eventually
disbanding cooperation.
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Transaction costs theory and game theory also gedvinsights on factors that might
contribute to formation of successful cooperativ@r@gements. Based on the discussion
we derived 11 research propositions. The propostiwvere operationalized into nine
independent variables. We measured the impactefvéniables on four categories of
success category using the technique of ordindipregression.

Regarding the likelihood of achieving success imteof the identified categories,
the findings correspond to the results obtainedZiggenhorn (1999: 66), who pointed
out that leadership, knowledge, and selection ofwokk participants influence
compatibility. We show, however, that the quatifithe knowledge of the participants is
also important and should be based on previousbssiacquaintance.

The most significant impact on the likelihood obgp success was achieved by the
variables indicating whether the members had hallusiness relationship before
establishing the group, as well as the variablecatthg whether there was a member
selection process during the group’s formation.thBaariables were strongly correlated
as well. These findings support the propositiorivéel from transaction costs theory that
the key to the success of hybrid modes of govemauch as producer groups is the
selection of partners based on previous experignogarket relationships. This finding
might provide another explanation on the failureso€h a large proportion of producer
groups established by the initiative of the extensservice. We might suspect that
extension service officials just wanted to form dquoer groups and encouraged all
farmers in an area to join a group, while groupsnfed in alternative ways were more
selective and careful about choosing the potergatners. A significant negative
correlation was found between the variable indigptvhether the group was formed by
an initiative of the extension service and the afalg indicating whether there was a
member selection process.

The third variable with a significant positive ingbaon the likelihood of producer
group success was group size. The larger the gritvgp more likely it was to be
successful. This is in line with the proposititiat suggested that the large organizations
on one hand might decrease transaction costs, ratitdeoother hand lower the danger of
internal rent seeking and opportunistic behavior.

The last variable with a positive impact on theslikood of success was leadership
strength. It supports the proposition derived fioamsaction cost theory which suggested
that leadership might decrease internal transactists and thus make the organization
more competitive. It is also in line with the poggtion derived from game theory that
leadership increases chances of coordinating memder efficient equilibriums and
facilitates cooperation.
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