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1. Introduction

Starting point of our analysis:

Independent privately owned farm organisations camot
countervalil the market powerof their business partners—
coordination seems an appropriate solution

Two main types of coordination:
« By the state

By private institutions:
« Established by the processors/retailers (by contras)
 Producer owned organisations

Main purposes of the research:
1. Showing possiblgéheoretical ways and practical reasons of
establishing private (market) coordinating organisans
2. Present acase studyf a Hungarian ,solution” to market
Imperfections in the dairy sector




2.1. Private coordination mechanisms in Hungary

Establishment of producers’ initiated organisations vas slow
after the change into market economy due to

— limitations in human resourcesnd
— the shortage of financialand social capital.

Participants at different levels of the chaingroducers, _
processors, retailers) haveélifferent approachesowards economic
benefits

Foreign owners of Hungarian dairy processing compa&sinave
beenusing formal contractsincluding extending credits,
supplying input materials, giving technical adviceetc.

They alsointroduced and enforced differerquality control
mechanisms and schemes and therefore they have gel roles in
achieving higher raw milk quality

To maintain their competitiveness in the enlarged Hropean
market, individual producers have to exploit thepportunities
offered by the integration

According to their financial situation and accessda credits, as
well as due to their human resources available theyavetwo
possibilities of (private) coordinatian




Strengths

Weaknesses

> decreasing transaction costs;

> cost effectiveness of the production
can be enhanced,;
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> decreasing transaction costs;

> cost effectiveness of the productio
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> Inexperienced management;
~\nexperienced independent marketing activity;
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3.2. Actual situation and future

developments: plans

30% of the Hungarian milk market is controlled by producers
2007: the plant hasbecome profitable

Main export markets: Italy and Romania, but they are present
In some other countries

Domestic market they are in every big retail chain with 160
products (hyper- and supermarket)

Commitment is relatively highamong the ownermembers

On short term future opportunities and tasks incled
Re-creation of financial stabilitydecreasef banking costs
Increasesuppliers trust, saving liquidity of the firm,
Strengthening market positigegarding final products and export,
Access to somsupports from EU and state

Product developmennew packaging design in case of products with
higher price margin,
Modernisatiorof milk delivery and accounting system.




3.3. Conclusions of the case study
As a main conclusion, theabove structure is unique, because:
* First, it is a membefrcontrolled businessbut not a ccoperative.

e Secondthe aboveorganisation structure is very effectivso far and
a) offer almost the samedvantagedraditionally co-ops could secure,

b) but alsocombines efficiency in processing and marketjrag well as
flexibility in business (e.g. to open to export markets.) whicire
usually weak points in case of agricultural capperatives.

e Third, the “owner’ of the dairy processing plantis a producers
group which getsome supports from the state and Halpart from
using their own investmentsentioned above andreditsfrom the

market) thus financing is not a big problencontrary to the
practice of traditional co-ops.

e Fourth,

a) human factors(e.g. trust, power, motivation etc.) andnanagement
abilities strengthens the economic efficienof the firm.

b) Sincethey pay higher milk price than the Hungarian averageand
secure (growing) markets for the owners thereforeommitment is
relatively highon behalves of the suppliers

C) It is very interesting fact that they are continualy trying to increase
suppliere trust as one the key elements of their succe




4. Conclusions and ideas for future researcheg

The success story of the Adldi Milk Selling and Supplying
Ltd. Is a good example for thevertical integration based on the
horizontal coordination of farmers as initiators.

By co-operation of farmers there is a chance and opportunity
to significantly improve their countervailing power and to

establish ownership for farmers in the processingtage of the
Hungarian dairy chain.

Better coordination of the whole chain carenhance (consumer)
welfare as well

Further studies on producer— processors relationship as well
as ondevelopments of producérgroupsand other coordination
structures in the dairy sector would be useful.

The effect ofstrengthening trust and social capitahas primary
Importance apart from direct economic aims.




