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Abstract

Agricultural co-operation is underdeveloped in most of the 27 EU member countries, especially
in transition countries like the NMS. Main objectives of the research paper are to provide a brief
overall picture of emerging POs in some of the NMSs according to a recent European
comparative study (SFC) and to give an overview and critical assessment on the development of
the new types of agricultural co-operatives in Hungary. EU and/or government administrative
(appropriate legislation, distributing information on coops for farmers and consumers etc.) and
financial (e.g. solving the problem of the black market — with decreasing the very high level of
VAT, offering preferential short term credits etc.) supports seem to be vital in the case of
emerging Hungarian co-operatives. Willingness to cooperate and trust should be improved and
major psychological obstacles have to be removed in order to facilitate cooperation among the
farmers.

Keywords: agricultural co-operation, producer organisation/group, marketing co-operative, EU-
accession, trust

Introduction

According to a recent (2011-2012) European Research Project' agricultural co-operation is
underdeveloped in most of the 27 member countries (Bijman et al., 2012). The latter statement
is especially true in case of the Eastern and Central Europe hence in Hungary as well (see reports
regarding Hungary: Szabo, 2012a,b; Ton and Szabd, 2012). Despite the many economic non-
economic advantages® of co-operatives and other producer owned organisations® (hereafter POs)
in co-ordination of agricultural producers, hence the apparent importance of the topic, there is
still limited theoretical and empirical research on the emerging agricultural co-operatives in the
New Member States (NMSs).

Therefore main objectives of the research paper are to provide a brief overall picture of
emerging POs in some NMSs according to the above recent European comparative study (SFC)
and to give an overview and critical assessment on the development of the new types of

! See European Research Project: “Support for Farmers’ Cooperatives (SFC)” (2011-2012), general (Bijman et al.,
2012)and individual reports can be downloaded: http://ec.europa.eu/agriculture/external-studies/support-farmers-
coop_en.htm.

* Co-operative advantages in theory and in European agriculture are heavily emphasised in the literature (e.g. Cook,
1995; van Bekkum and van Dijk, 1997; Ollila and Nilsson, 1997; Stiglitz, 2009, Szabo, 2002, 2011a; Bijman et al.,
2012 etc.),

3 In this paper we use ,, ...the following definition of cooperatives and Producer Organisations (POs)/Producer
Groups (PGs). A cooperative/PO is an enterprise characterized by user-ownership, user-control and user-benefit:

- It is user-owned because the users of the services of the cooperative/PO also own the cooperative
organisation; ownership means that the users are the main providers of the equity capital in the organisation;

- It is user-controlled because the users of the services of the cooperative/PO are also the ones that decide on
the strategies and policies of the organisation;

- It is for user-benefit, because all the benefits of the cooperative are distributed to its users on the basis of
their use; thus, individual benefit is in proportion to individual use.

This definition of cooperatives and POs (from now on shortened in the text as cooperatives) includes cooperatives of
cooperatives and associations of producer organisation (often called federated or secondary cooperatives)” (Szabo
2012a: p. 8).
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agricultural (marketing, supply and service) co-operatives (and POs/PGs) in a transition country -
Hungary.

The main research questions of the study are to examine the most important reasons and
explanations for failure or success of new, emerging co-operatives and to analyse the macro- and
micro-economic conditions for successful collective action (e.g. marketing) done by producer-
owned organisations in NMS like Hungary. As both success and failure of such cooperatives can
be observed, the question arises as to what can make a producer owned organisation sustainable?

The two most important background researches behind the paper are the above mentioned
SFC (see the general report by Bijman et al., 2012) and an on-going Hungarian (OTKA
K105730) project. Regarding methods we use meta-analysis of the different reports of SFC,
literature review and secondary data collection as well. We also conducted 33 semi-structured
deep interviews in the Hungarian cereal, sugar beet, pig, dairy, fruit and vegetable, wine and
sheep sectors and submitted case study analysis in our empirical research.

The structure of the paper is organised as follows: after introduction, in the second section
overall aims, specific objectives and the theoretical framework of the ‘SFC Research Project will
be presented. A brief overall picture of the development of emerging POs in some of the NMSs is
shown in section three. Analysis of background, roles and development of emerging agricultural
co-operatives in Hungary are analysed in section four. Section five presents economic and social
prerequisites and constrains of collaboration in the Hungarian agri-food economy and finally we
draw conclusions with implications and recommendation for policy actions and further
researches.

Overall aim, specific objectives and the theoretical framework of the ‘Support for Farmers’
Cooperatives’ Research Project

‘Support for Farmers’ Cooperatives’ European Research Project (SFC) had been commissioned
and funded by European Commission, DG Agri recently (2011-2012) and had the following
overall aim according to Poppe (2012: slide 2):

‘European Commission searches policies that will help farmers organise themselves in
cooperatives as a tool to consolidate their market orientation and so generate a solid market
income’.

The project background and motivation can be summarised as follows:

+ ‘Statistics and EU research on cooperatives is scarce...

» It is also not clear how issues like the position of the cooperative in the food chain, the
internal governance of cooperatives and the institutional environment influence the
performance of cooperatives.

* For evidence-based government policies this is a pre-requisite and an overview of
successful policy measures in member states ... would be beneficial too’ (Poppe, 2012:
slide 3).

From the three specific objectives of the study”® (Poppe, 2012 slide 4) in present study we

deal with the first one, namely trying to provide a description of the current level of development
of agricultural co-operation in NMSs with a special regard to Hungary.

* The specific objectives of the SFC study are:
* 1. provide a comprehensive description of the current level of development of cooperatives in the EU.
* 2. identify laws and regulations that enable or constrain cooperative development.
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According to the above European Research Project (SFC) there are at least three main factors
that determine the success of cooperatives in current food chains (Bijman et al., 2012: 16-17).
These factors relate to (a) position in the food supply chain, (b) internal governance, and (c) the
institutional environment. The position of the cooperative in the food supply chain refers to the
competitiveness of the cooperative vis-a-vis its customers, such as processors, wholesalers and
retailers. The internal governance refers to its decision-making processes, the role of the different
governing bodies, and the allocation of control rights to the management. The institutional
environment refers to the social, cultural, political and legal context in which the cooperative is
operating, and which may have a supporting or constraining effect on the performance of the
cooperative (Bijman et al., 2012: 16-17). We use the above framework in our analysis.

A brief overall picture of the development of emerging POs in some of the NMSs
As we mentioned in Introduction agricultural co-operation is underdeveloped in most of the

27 member countries (Bijman et al., 2012) which statement is justified by data can be seen in
Figure 1.
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Figure 1: Market share of co-operatives per sector, for EU as a whole
Source: Bijman et al., (2012: 11)

Markets shares are very low in most of the examined sectors with the exemptions of dairy, fruit
and vegetable and wine. The situation in the NMSs is even sadder as can bee seen in Figure 2.

* 3. identify specific support measures which have proved to be effective and efficient to promote
cooperatives and producer organisations.’ (Poppe, 2012: slide 4)
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Figure 2: SFC Cooperative Index: Market share of all cooperatives, weighted for 8
sectors
Source: Bijman et al. (2012: 30)

Co-operatives have a very low market shares compared to the older member states, all of
them are in the second half of the list with less than 30% market share even in the most co-
operatively developed ones.

Agricultural economy in transition economics can be described by considerable uncertainties
(Szabo, 2008; Mészaros and Szabd, 2014) especially because of underdeveloped market
institutions. Apart from the traditional economic advantages (like increasing market power,
reducing transactions costs and market risk for the producer-members etc.), co-operatives and
other producer-owned organisations in NMSs have additional (often non-economic) advantages
as well; for example they can contribute to rural development and secure jobs (by multifunctional
agriculture, rural tourism, employment by the co-operative etc.) which are very important tasks
especially in less favoured areas. In most new member sates the above functions are essential for
the population living in the country side.

In some other countries, like Hungary and Poland they also help to save the environment by
offering traceability partly due to the long and close social relationship. Theoretically the co-ops
contribute to social benefits (ethics, values etc.) as well as being socially responsible by nature
however the latter statement has to be proved in cases of NMSs.

Apart from the above roles, there are some countries, like Hungary, Poland, Lithuania and
Latvia where new types or emerging marketing co-ops and other POs are active in some sectors,
like for example in dairy, cereals and fruit and vegetables and to some extent in pig sector
(Poland). However, the most important problem is that those organisations are small and
their secondary level organisation and internationalisation level is very limited. Most of the
co-ops in the MNss belong to the emerging type of co-operatives as can be seen in Figure 3.
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Figure 3: Results of a cluster analysis on the individual data on the
500 co-operatives gathered
Source: Bijman et al. (2012: 27)

Regarding trust and willingness to co-operate issues in NMSs, there is ‘.... a clear correlation

between the level of general trust (operationalized as “trust in people”), and cooperative
performance’ (see Figure 4 below, authors). ‘All New Member States (and Portugal) are in the
bottom left corner with low trust and a relatively small role reserved for cooperatives. Most of the
countries with a high market share for cooperatives are high-trust countries’ (Bijman et al., 2012:

88).
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Figure 4: The relationship between trust and coop. Performance
Source: Bijman et al. (2012: 89)

Main conclusions of SFC project which can be drawn from the perspectives are the followings.
There is more than one way of co-operative development in EU according to different history,
different political history, different types of co-operatives, different identities. In case of NMS:
social and cultural background, history and political context are extremely important. In most of
NMS (like for example in Hungary) supports are indispensable while in other countries (e.g.
Lithuania) the co-operation process strictly is a bottom-up one. While it is true that problems of
farmers coming from market imperfections and co-ordination in the chains cannot be solved
simply by the EU and/or government support, but they seem to be vital in the case of emerging
producer groups, like co-operatives, to be able to set up. Trust and willingness to co-operate are
key issues in all NMs. Int he next sections we analyse Hungary as a transition country and NMS
from the agricultural co-operative development point of view.



Analysis of background, roles and development of emerging agricultural co-operatives in
Hungary

Unfortunately, although the economic (like long-term market, decreasing transaction costs,
increasing countervailing power, higher price, reduced technological and market risk, lower level
of hold-up problems etc.) and non-economic (higher trust and willingness to cooperate and
increase in social capital, informal network, more diversified institutional environment etc.)
advantages, producer owned organisations are rare and underdeveloped in Hungary, their markets
shares, concentration and the level of secondary organisations are very low (Szab6 and Bardos,
2006; Szabo, 2011a,b; Szabo, 2012a,b).

Legal and economic background of producer owned organisations in Hungary
It is very important to note also that farm structure in Hungary is dual, in some sectors, like in
the fruit and vegetable, is atomised. There are very big companies, especially in the cereal sector
and there also very small farms. There were and are other significant general and operational
problems in Hungarian agriculture after the change of the economic and social system in 1991
such as:

e the lack of economic, political and moral (corresponding to social values) security and

sound concepts,

e economic uncertainty given starting from the so-termed Compensation Law (1991) and
procedure and continuing with the different ‘cooperatives laws’,
unclarified questions remained regarding land use and the land market,
low profitability in agricultural production;
collapses in the domestic and Eastern European markets;
the inheritance of the existing agricultural and cooperative system,

o very low level of producers’ ownership in the privatisation process, etc. (Szabd, 2012a)

There are other fundamental problems in Hungary concerning the emerging new agricultural

cooperative system:

o the share of the production-type co-operatives continuously decreased,

e limited concentration of the emerging marketing co-operatives especially because low
level of secondary co-operation

e heterogeneity of members,

e lack of transparency of the economy (black and grey markets) make negative impact on
formal co-operation,

e Jow level of capital endowment in case of co-operatives and it is hard to get access to
capital for them,

e lack of willingness to cooperate etc.

Of course the recent financial and economic caused a lot of problems, especially due to the
general lack of capital and insolvency of some trading partner as in the case of the flagship co-op
Morakert which had been a good positive example in a number of publications earlier (Bakucs et
al., 2007, 2008a, b; Dudas, 2009; Felfoldi, 2005; Szabo and Fertd; 2004a,b; Szabd and Kiss,
2003) but it is under bankruptcy in the last years. It is very interesting that smaller co-ops (like
Csabai Raktarszovetkezet) have less financial problems (e.g. demand for revolving capital) due
their smaller marketed volumes.

Regarding legal regulation there were support measures in Hungary from 1999 following the
EU support measure system (Faro et al., 2003). The main message was to return to the co-
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operative practice of the first two decades in Hungary which was very similar development of
western practice. There were 700 purchasing, marketing and service (“BESZ”) co-operatives
established and supported during this early period. There were some other support measures
financed by the state which provided credits for (about 120) co-ops for their long-term
investments. Until 2007 the Ministry of Agriculture supported setting-up and operation of co-
operatives every year however with higher and higher level of requirements due to the increasing
limitation of resources. In the last years of the derogation period only a few coops could access to
supports. However, those co-ops had multiplied their membership and turnover compared their
first years and most of them are still active today in a form of producer organisations or groups.
After the EU accession Hungary took over the EU support measures for producer organisations
and groups (see more details: Szabo, 2012a, b).

Types and numbers of co-operatives and other producer owned organisations in Hungary
At present there are three main types of agricultural co-operatives in the Hungarian agri-food
industry:

A) “Production type” co-ops (in Hungarian “TSZ”) which are most of the time
multipurpose co-ops as well and transformed (some of them into joint stock
companies) many times in the last 23 years among other reasons due to the ever
changing co-operative laws. They are multifunction type of co-operatives
sometimes with social aims as well and their number is decreasing.

B) Supply and Marketing Co-operatives (in Hungarian “BESZ”) are organised on
territorial bases (e.g. integrating more activities and marketing channels). Due to
financial support from the state between 1999-2006 many ,BESZ” come to exist,
but after a short period of derogation since the EU-accession (2004) they could not
get any support from 2007 which made very hard to monitor them. Most of the
successful ones changed their forms into producer organisation or producer
groups.

C) Marketing or’new”, western type co-operatives, sometimes in the forms of POs (in
Hungarian “TESZ”) and PGs (in Hungarian “TCS”), which are often single
purposed ones focused on one marketing channel and got support from EU and/or
national budget. These are mostly marketing and/or supply co-ops which does not
carry out production, but they supplement the farmers’ production activity.

We focus our attention to the C) type of co-ops since the majority of emerging organisations in
Hungarian agriculture belong to that that category.

The development of the number of POs and PGs in Hungary between 1999 and 2013

One can see the development of number of producer organisations between 1999 and 2013 in
Figure 5. Between 2002 and 2004 a steep increase, in the period of 2004-2006 stagnation, from
2006 partly stagnation, partly decreasing trend can be observed. From the year 2012 definitive
decrease is the trend.
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Figure 5: The development of the number of POs and PGs in Hungary between 1999 and
2013
Source: Ministry for Rural Development and Dudés- Juhész (2013).

Table 1 shows data on Producer Groups' members and shares per sector between 2006 and 2012
which period is rather significant. The first year is the summit of evolution of the system of
producer groups and the end of the period are the years before the powerful “clearance period” at
the end of the first decade.’

It can be seen at first glance that after a starting peak the number of members in plant (crop)
production decreased. General reasons behind this decrease are (a) concentration in agriculture
and ageing of producers, (b) negative marketing and economic processes in sugar beet and
tobacco sectors and (c) selection process among the members, “quality” changes in membership.
Meanwhile producer groups in the cereal sector have realised significant growth in membership
due to co-operation of necessity caused by huge number of producers and market imbalances.
Although it is still not a problem to sell on the cereals market with a lot of active stakeholders but
the safety feature of co-operative trading and other supplementing services (see them later in
present paper) were appreciated.

> When analysing the data in Table 1 one should keep in mind that those are provided by the producer groups so they
are not supervised therefore the level of reability is only medium.
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Table 1: Data on Producer Groups' members and shares per sector (2006-2012)

Data on Producer groups' members
No. |rate| No. |rate| No. |rate| No. |rate| No. | rate| No. | rate| No. | rate

Sector capita| % |capita| % |capita| % |capita| % |capita| % |capita] % |capita] %
2006 2007 2008 2009 2010 2011 2012
Cereals 4969 | 279 | 5079 | 28,3 | 6212 | 32,2 | 7531 |46,59| 7417 |47,29| 6878 |47,11| 6100 |50,64
Oil seeds 3515 (19,7 | 3673 | 20,5 | 4071 | 21,1 | 4764 |29,47| 4794 |30,57| 4694 |32,15| 3527 |29,28
Sugarbeet 301 1,7 306 1,7 270 1,4 259 | 1,60 | 124 | 0,79 71 0,49 | 102 | 0,85
Tobacco 1677 | 94 | 1378 | 7,7 | 1175 | 6,1 | 1251 | 7,74 | 1114 | 7,10 | 912 | 6,25 | 887 | 7,36
Soyabeen 132 0,7 148 0,8 150 0,8 178 | 1,10 43 0,27 44 0,30 45 0,37
Potato 542 3 604 34 638 3,3 172 1,06 | 121 0,77 96 0,66 96 0,80

Grape&Wine | 2653 | 14,9 | 2448 | 13,6 | 2325 | 12,1 | 2008 |12,42| 2071 |13,20| 1904 |13,04| 1288 | 10,69

Horticulture |13789| 77,4 |13636| 75,9 (14841 | 77 |16163|78,92|15684|77,77|14599 |78,82|12045|72,29

Dairy 414 | 23 | 463 | 2.6 | 558 | 2.9 | 438 |10.14| 421 | 939 | 404 [1030| 381 | 825
Cattle 0 0 0 0 | 27 | 01 | 69 |160| 74 | 1.65| 80 |2.04| 114 | 247
Pig 884 | 5 | 987 | 55 | 1033 | 54 | 889 |2059| 815 |18.18| 724 |18.45| 875 |18.96
Sheep 836 | 47 | 943 | 53 | 969 | 5 | 1003 |2323] 1057 |23.58| 928 |23,65| 1270 |27,51
Poultry 704 | 4 | 795 | 44 | 777 | 4 | 713 |1651] 765 |17.07] 757 [19.29] 779 |16.88
Rabbit 166 | 09 | 140 | 08 | 123 | 0.6 | 94 |218| 93 |207| 55 |140| 57 | 123
Honey 964 | 5.4 | 936 | 52 | 898 | 47 | 1048 |2427] 1193 |26.62| 913 |23.27| 1076 |23.31
Aquaculture 54 | 03] 60 | 03| 60 | 03 | 64 | 148 | 64 | 143| 63 | 1.61| 64 | 139
Animal 4022 | 226 | 4324 | 241 | 4445 | 23 | 4318 |21,08| 4482 |22.23| 3924 |21.18| 4616 | 27,71
husbandry

Total 17811] 100 |17960| 100 | 19286 100 | 20481 | 100 |20 166| 100 |18523| 100 | 16 661| 100
Natural

person 15180 | 85,2 | 15173 | 84,5 | 16 406 | 85,1 | 17 439 | 85,15 | 16 798 | 83,30 | 15 632 | 84,39 | 14 581 | 87,52
members

Source: Ministry for Rural Development

The number of members increased in animal husbandry in the examined period (2006-2012) with
exemption of rabbit sector! Among the reasons behind the general fact of increasing membership
trend is for example the wrecking market situation of subsectors. Stability of producer
organisations against bankruptcies was realised by the producers. Apart from marketing the
products of members secured payment was appreciated as well. In cases of pig meat and poultry
(two of the most distressed sectors) the membership of producer organisations increased despite
the fact that producers gave up production en masse. It means that the stabilisation and sustaining
functions of producer groups are approved.

It is interesting to see that the number of natural persons (not legal entities) did not decrease
during the 7 seven years which means that - with help of the services offered by producer
organisations - smaller, ageing, sometimes self-sufficient producers were not more vulnerable
than bigger members working in legal forms of different companies.

Although the number of members of producer organisations decreased by 10% it is not shown
in output (turnover) since mainly less active members left the groups. Members’ commitment and
loyalty have increased due to the membership revision process and new, more active members
were recruited instead of the less active ones.
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It can be seen from the data that emerging co-operatives (and in their operation very similar
Ltds) which were established for marketing purposes could fulfil their main roles and could
secure income for their members on ever changing and hectic agricultural markets.

Economic and social prerequisites and constrains of collaboration — co-operation among
producers in the Hungarian agri-food economy with special emphasis on trust issues

Advantages of belonging to co-operatives (POs/PGs) for members in Hungary

It is one the most important questions of our research to examine economic and social
prerequisites and constrains of collaboration — co-operation among producers in the Hungarian
agri-food economy with special emphasis on trust issues. During the research we systematically
collected economic and non-economic arguments for and against co-operation, as well as social
and (economic) psychological constrains.

First, in this section we summarise one of the main results of our empirical research. Needless
to say that not all of advantages for members of belonging to a co-op (or POs/PGs) are true in
every organisations, but those answers below were the most important ones (see in more details
Szabo, 2012b: 31-32):

1) to obtain EU support for Production Organisations/Groups (according to some respondents the
aforementioned organisations will exist until they can get access to supports),

2) to obtain secured and long-term access to markets,

3) to gain more bargaining power, occasionally higher prices,

4) members can get their payment through co-op more safely and quicker compared if they would
sell their produces themselves,

5) the co-operative is solvent and it can (at least partly) prefinance the activities of the members

6) to get access to services provided by the co-op (e.g. providing inputs for production, drying
and storage of cereals etc.) at business at cost principle or at least at lower prices than the
market one,

7) to reduce market and technological risk,

8) to obtain easier and cheaper market information,

9) to get extension services/education,

10) to save time on supply and sales operations,

11) membership in POs/PGs is an advantage in some tenders (policy measures).

The above answers prove that Hungarian producer owned organisations could provide the same
advantages as Western European and US co-operatives usually do. However, it is important to
clarify why producers are not willing to cooperate even in cases when it would give them sure
economic advantages hence contributing to the survival of their farming.

Constrains of collaboration — co-operation among producers in the Hungarian agri-food
economy

Apart from some legal regulation and macro-economic issues the main problem of the co-
operation is the lack of trust and the low level of social capital (Szabo, 2010, 2013; Szab¢ et al.,
2011). A number international (EUROLAN, 2005) and Hungarian (Dorgai et al.; 2005, Barta et
al., 2010; Kapronczai et al., 2005 etc.) showed that the willingness to cooperate is very low in
Hungarian agriculture. In some cases support measures like purchasing machinery were
counterproductive since crop farmers were not forced to co-operate because they could get access
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to all machines they needed. However farmers invested heavily into machines therefore they got
less capital to invest in more value added activities. Producers often choose less formal co-
operation, like in cases of machinery arrangements (Baranyai, 2010; Takacs-Baranyai, 2010,
2013; Takacs et al., 2012).

One of the obstacles of practical co-operation in Hungary is that in agriculture everybody
knows the “secret” and does not like to accept somebody else’s decision. Sometimes producers
think they know everything, so they do not need advices or collaboration and they often lack
expertise and information how to set-up and run a co-op.

Heterogeneity of (potential or would-be) members might cause a problem in decision-making
in co-operatives, however since the level co-operation is very low, it is not the uppermost
question. It is also true that in some cases bigger farmers are not willing to co-operate with small
ones, but generally speaking it mostly depends on the charisma of the founders/leaders of the co-
operative to be able to handle this phenomenon (trust issues).

Among economic reasons the lack of capital is apparent that is why all the interviewed
producers emphasised the importance of support measures. Co-ops have very limited ownership
in processing industry due to lack of capital and vertical strategy thinking.

On macro level the very high level of VAT and the connected black and grey trade (which is
estimated about 40% in some sectors) are very bad for co-ops and other producer organisations
since they are less competitive due to the fact that they do everything white which is good for the
whole economy but not for the members. Members could gain much from selling black for cash
without any contracts or papers.

The other main problem regarding regulation is that administration is very sophisticated and
the present upper limit of support (100,000 EUR in case of a producer group) is not preferential
for concentration since producers will set-up more smaller organisation in order to get more
support. That is one of the reasons why secondary co-operation is rare and not efficient.

Economic and social prerequisites of collaboration — co-operation among producers in the
Hungarian agri-food economy

Is there any chances for a new co-operative — producer owned (integration) model using the
experiences and examples of Western Europe and USA in Hungary? In order to be able to fully
answer this question more researches are needed in the next years however some prerequisites of
collaboration — co-operation can be listed.

We can summarise our empirical findings by listing the conditions for successful collective
action (marketing) done by producer-owned organisations as follows (based on Szabo, 2012a: 69,
2013):

1. real economic necessity,

2. willingness to co-operate — demolition of mental/psychological barriers,

3. screening of potential members,

4. strict and exact quality and quantity requirements for products delivered to co-
op/producers’ groups (total traceability),

5. consistent adherence to delivery obligations regarding both quantity and quality
(standardisation of commodities),

6. appropriate logistics, branding, product differentiation,

7. ensuring balanced (liquid) financing both short- and long-term,

8. to get a qualified, skilled and trustworthy manager (either outsider or an active member
but professional),

9. efficient and multi-way communication(between members and management),
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10. trust between members and management, as well as between members and leadership of
the co-operative.

The crucial issue for the future of agricultural co-ops is the loyalty of farmers to their co-op
and the leaders of the co-operative, especially under uncertainties dominating in transition
agriculture like Hungary.

Generally speaking producers should be encouraged (Katona Kovdcs et al., 2011) to take over
the marketing approach and try to think as their consumers offering them to meet their demand
for good quality products at a reasonable (competitive) price otherwise they will be continuously
defencelessness regarding the vendibility of their produce.

Conclusions with implications and recommendation for policy actions and further research

There is more than one way of co-operative development in EU according to different history,
different political history, different types of co-operatives, different identities. Problems of
farmers coming from market imperfections and co-ordination in the chains cannot be solved
simply by the EU and/or government support, but they seems to be vital in the case of
emerging Hungarian producer groups, like co-operatives, to be able to set up. Trust and
willingness to co-operate are key issues in all NMSs.

Although most of Hungarian co-ops are active on horizontal level with collecting
agricultural raw material/products from members and selling tem to processors, retailers or
wholesalers, some of the co-ops/POs/PGs are good examples for the vertical integration based
on the horizontal coordination of farmers as initiators. Despite the limited concentration of
co-ops/POs (e.g. very low level of secondary co-operation) in Hungary and recent liquidity
problems of some co-ops, they have also proven that by co-operation there is an opportunity to
significantly improve their countervailing power and to establish ownership for farmers in the
upper part of the food chain if they can secure strict quality requirements, solid financing, loyalty
and trust in their organisations. Unfortunately most co-ops are price-takers they can not
countervail the power of retail chains and other commercial partners and they can not influence
the content of their contracts. A higher degree of co-operation among producers is important from
the point of view can influence of better coordination of the whole chain and it can enhance
(consumer) welfare as well.

All in all the following urgent actions and policy measures needed in order to help co-
operative development in Hungary in 2014:

1. Changing morals/attitude of farmers and demolish mental and psychological barriers

2. Solving the problem of the black market — with decreasing the very high level of VAT (it
18 27% in 2014!)

3. Offering (preferential) short term credits for producer owned (member based)
organisations - mainly for current assets

4. Distributing information on co-ops and their advantages for both farmers and consumers

The other most important factor is the ,,human” of soft factor of cooperation. Willingness
to cooperate and trust should be improved and major psychological obstacles have to be removed
in order to facilitate cooperation among the farmers. The crucial issue for the future of
agricultural co-ops is the loyalty of farmers to their co-op and the leaders/management of the co-
operative, especially under uncertainties dominating in transition agriculture like Hungary.

There are more internal governance conditions of successful collective action done by
producer owned organisations like real economic necessity, screening of potential members, strict
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and exact quality and quantity requirements for products delivered to co-op/producers’ groups,
consistent adherence to delivery obligations, ensuring balanced (liquid) financing both short- and
long-term, efficient and multi-way communication, to get a qualified, skilled and trustworthy
manager (either outsider or an active member but professional).

There are two very important directions of future co-operative research in Hungary apart
from analysing the trends of successful agriculture co-operative models Europe and US. One is
about the statistics on co-operatives (at membership-level) and the other one is on the
economic, sociological and psychological prerequisites and constrains in the agri-food
economy including the role of trust in co-operation (see our ongoing OTKA research: K105730).
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