The Role of Farmer
Collaboration in Creating

Supply Solutions

e N“rrIEln “» .

AUSTHALIAann

FARMING SCHOLARS

By Ben Ranford

2008 Nuffield Scholar

August 2009

Nuffield Australia Project No 0814

Sponsored by: Australian Wool Innovation

e australian wool

INNovation

* limited



© 2010 Nuffield Australia.

All rights reserved.

This publication has been prepared in good faith on the basis of information available at the date of publication
without any independent verification. Nuffield Australia does not guarantee or warrant the accuracy, reliability,
completeness of currency of the information in this publication nor its usefulness in achieving any purpose.

Readers are responsible for assessing the relevance and accuracy of the content of this publication. Nuffield
Australia will not be liable for any loss, damage, cost or expense incurred or arising by reason of any person using or
relying on the information in this publication.

Products may be identified by proprietary or trade names to help readers identify particular types of products but this

is not, and is not intended to be, an endorsement or recommendation of any product or manufacturer referred to.
Other products may perform as well or better than those specifically referred to.

This publication is copyright. However, Nuffield Australia encourages wide dissemination of its research, providing
the organisation is clearly acknowledged. For any enquiries concerning reproduction or acknowledgement contact
the Publications Manager on ph: (03) 54800755

Scholar Contact Details

Ben Ranford
PMB 31, CLEVE SA 5640

Phone: 08 8628 2152

Fax: 08 8628 2153
Mobile: 0428 282 152
Email: benkathy@activ8.net.au

In submitting this report, the Scholar has agreed to Nuffield Australia publishing this material in its edited form.

Nuffield Australia Contact Details

Nuffield Australia
Telephone: (03) 54800755

Facsimile: (03) 54800233
Mobile: 0412696076
Email: enquiries@nuffield.com.au

586 Moama NSW 2731


mailto:benkathy@activ8.net.au

Foreword

Farmers find themselves in an exciting age of opportunities. Demand for agricultural output has
never been greater and must continue to rise. In addition to currently feeding nearly 7 billion
people agriculture is also a source of fibre, pharmaceuticals and increasingly bio- energy.
Agriculture may have a leading role to play in sequestering carbon and providing environmental
solutions for air, water and land. However, farmers will not automatically benefit from increased

global demand for all its products and services.

Consolidation of agriculturally based supply chain players makes individual farm businesses
very small by comparison. Farmers are often deficient in skills and scale to negotiate reasonable
trading terms. When dealing with commodities, the market will always be the market and it is
difficult to affect price. As farmers we focus on issues including risk, costs and profit margins
for our production systems because efficiency and productivity will be the basis for success in
supplying commodities. The supply chain adds value to our produce but it also adds costs. It is in
farmer’s interests to understand their current arrangements and identify the extra value which can

be extracted from developing their supplier capabilities beyond the farm gate.



Farmer collaboration is a proven strategy to build supply capacity and capability. A detailed
understanding of the status quo is the basis on which farmers can make judgements about
existing supply chain arrangements and identify opportunities to add value. The scale and supply
profile created by aggregating production is a sound basis for building relationships with current
and potential supply chain partners.

Personal reflection

From the time | applied for a Nuffield scholarship I was told that it would be a life changing
experience. | never doubted that but I couldn’t anticipate how the people I would meet and the
places I visited in a year could reshape my world. From the halls of power in Washington DC to
minefields in Cambodia, observing the “nouveau riche” in glitzy Kiev and sharing meals with

farmers in rural India, it was a journey filled with contrast and inequity.

The glorious hospitality shown by Nuffield scholars across the UK and France provided a
cultural insight and real perspective on how short our white Australian history is as | took in
picturesque countryside, medieval castles, Gothic cathedrals and Roman ruins. Savouring fine
local food and wine, including snails and frogs legs, | appreciated the French connection with the
finer things in life. Competing in a French triathlon gave real perspective on how unfit Nuffield
travels had made me!

A few of the 260 tractors currently operating at Stamoules farms. San Joaquin Valley, California USA

I saw magnificent crops and farming excellence, | was overwhelmed by the scale of production
in Californian horticulture and the Bountiful productivity that is far from realising its full

potential in Brazil.



I was also horrified at the destruction of lives and resources caused by politics, poverty and
ignorance. | witnessed sad examples of environmental damage caused by a lack of regulations
and farmer education. A region of irrigated rice in Cambodia brought food security to drought
prone fields but not without consequences. Water diverted from a river is used for drinking and
washing in villages each side of flood irrigation and then flows back into the river. | found empty
“Red Dog” pesticide containers in drains which had contained atrazine. | mentioned that these
chemicals harm aquatic wildlife. My translator confirmed that there are no longer any frogs, and

no more snakes in this area where “it was once so loud from the frogs”.

The legacy of war: physical and economic pain for Cambodians

Visiting countries scarred by wars, | became aware of Australia’s privileged status of not sharing
land borders with other countries and having avoided the horrors of war within our nation. The
ANZAC tradition stops short of comprehending the nightmare of genocide and destruction

experienced by Germany, Poland, Ukraine and Cambodia.

Access to resources varies dramatically across nations and has profound implications on how
people can work together and what is possible. As an Australian, it is hard to accept that many
countries appear to have absolutely corrupt and self serving political leadership and there is no

agenda for developing the common good of the people.

My Nuffield travels have provided a most powerful perspective on “quality of life”, and the
circumstances people find themselves in the lottery of life. I comment on the way forward for
Australian farmers and their communities grateful for Australia’s place in world agriculture and

our stable and cohesive society.
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Executive Summary

Suppliers of commodities need to be the most productive and cost-efficient to absorb the
inherent volatility in supply and demand which determines price. For commodity producing
family farms to survive and prosper into the future they need to be highly valued by the
consumers of their produce and the supply chains involved. Achieving this may require farmers
to extend their focus from the internal functions of their business to the external processes of the

supply chains they are part of.
Aims

My research aimed to identify how adopting a collaborative approach can meet farmer’s
economic, social and cultural needs. In particular, how farmer collaboration can capture value

for farmers as well as create benefits for supply chains.

| have targeted overseas examples of farmer co-operation, investigating business models and
quantifying the outcomes generated. | sought to identify the motives which initiate collaborative
participation, and the principles that sustain farmer’s commitment. Conversely, | examined why
farmers choose to operate individually and reasons why collaborative approaches have not been

successful.
Key findings

A high capacity to supply and a professional business approach provides the foundation for

building relationships with key customers and building competitive, sustainable supply chains.

Farmer owned co-operative structures have succeeded in securing markets for their members.
This report contains overseas examples of farmer owned co-operatives which have lowered
costs, achieved higher margins and provided equity into value chains for their members. These
benefits have been made possible through building capacity to supply and are underpinned by
aggregating production and creating efficiencies. Economies of scale create the opportunity to
engage highly skilled management and apply technology to innovating competitive, sustainable

supply chains.

By understanding existing value chains and stakeholders farmers can gain an appreciation of
their role as suppliers. If a different outcome is desired they need to understand the costs and

benefits associated with change and their capacity to achieve it.

The sustainability of a supply chain relies on adding value to the customer and generating

a profit for every business in the chain.



Method

The research was undertaken throughout 2008 during 17 weeks of travel as a Nuffield scholar.
The scholarship involved 2 overseas study tours; the Global Focus Tour organised by Nuffield
Australia for a group of 10 scholars to visit California and Washington DC in the United States
of America (USA), Canada, Mexico, Brazil and the United Kingdom (UK). This provided access
to and insight into production, environmental, economic and trade issues affecting agriculture in
these countries. This was followed by an individual study tour where | visited farmers, supply
chain businesses and agricultural organisations in India, UK, France, Germany, Ukraine,
Cambodia and Vietnam.

Recommendations

My recommendation is that farmers look critically at their supply chain arrangements to gain an
understanding of how it works and who is involved. This becomes the starting point to identify

opportunities to capture extra value.

1. Farmers should develop relationships with supply chain partners to improve efficiencies
and understand how to be the ideal supplier.

2. Farmers should scope opportunities with a willingness to embrace collaboration to

achieve scale and attract resources out of the reach of individual small business.

3. Farmer collaboration needs to translate scale into efficiencies and increased capabilities,

to become the foundation for value adding.

4. Farmers need to understand the commitment and investment required to achieve supply

chain rewards.



Introduction

The planet's population continues to swell: from 1 billion in 1820, to 2 billion in 1930, 3
billion in 1960, 4 billion in 1974, 5 billion in 1988, and 6 billion in 2000.

By mid 2009 there will be 6.8 billion humans. The US Census Bureau calculates the current
natural increase to be 2.5 people/second i.e. 4.3 births and 1.8 deaths. The fact | find most
amazing is that the human population growth from 2 billion to 7 billion will fit into some

people’s own life time!

Demand for agricultural output has never been greater and must continue to rise. In addition to
feeding this mass, agriculture is a source of fibre, pharmaceuticals and increasingly, bio- energy.
However, farmers will not automatically benefit from increased global demand. In 2008, the
world’s farmers responded to low global grain stocks and unprecedented high prices. Within 6
months a record world grain crop was produced and down came the prices. Too often in

commodity markets the cure for high prices, is high prices.

Suppliers of commodities need to be the most productive and cost efficient to survive the
inherent volatility in supply and demand which determines price. Suppliers who are willing to be
innovative in developing solutions and provide value to targeted customers make the most

eligible supply partners.
Margins in value chains

“There is plenty of money to be made from agriculture, but not for the farmer” declared
Professor Biswas in Gujarat State, India. He outlined how wheat milled into flour more than
doubled its value through a quick and simple process after the farmer invested 8 months of cost

and risk to produce it.

A boutique brewer in France outlined the costs and returns on his tasty lagers - the price paid for

malting barley represented 1% of the cost of his bottled beer.

I left for my overseas tour wearing a 100% fine wool T-shirt, a little sheepish that I, the

wool grower, would receive about 1% of its value for the 150 grams of wool.

In each example a raw commodity has undergone post farm gate processing which has boosted
product value by between 100% and 10,000%. As a result of a value chain, barley and Merino
wool commodities are transformed into differentiated products; they become branded

experiences which consumers can rave about!



In value chains the greatest margins are reserved for the retail end. Thousands of farmers grow
the malting barley, yet one skilled brewer crafted each teaspoon of malted barley into the
consumer experience; a bottle of beer with his story attached.

The highly sophisticated retail sector is driven by fashions and perceptions. Its roles include
promotion and presentation which target products at identified market segments. There is
constant pressure to innovate, create customer value and grow market share. If the retailer gets it
right, our produce is purchased by consumers. The retailer may take an enviable margin but they
are the interface to the most important link in the chain, the consumer. The consumer is the only

one who puts money into the chain, everyone else involved is dividing up that revenue.

Linking the farm and the consumer’s shopping trolley is the supply chain. It is in farmer’s
interests to analyse the stakeholders in an existing value chain to understand their role, cost and

value they create.

A detailed understanding of the status quo is the basis on which farmers can make
judgements about existing arrangements and identify opportunities to add value.

If commodity producing family farms and their communities are to survive and prosper into the

future they need to be
e generating an acceptable return on investment
e highly valued by consumers of their produce
e creating solutions for value chains they supply.

In principle, collaboration is an appropriate strategy for supplying agricultural commodities
because the production sector is represented by many small producers. Individually they have
limited supplier ability but the combined supply profile is significant. If managed well
aggregation can facilitate supply efficiencies and value adding opportunities. If this is achieved
by a business owned and controlled by farmers, they are positioned to receive benefits from the

value they create compared to being customers of commercial third parties.

By adopting a collaborative strategy farmers have been able to employ skills and harness
technology to increase efficiency and effectiveness and create supply arrangements which

would have been out of their reach as individuals.



Supply chain consolidation

The family farm is at the low value end of the supply chain. In accepting this, farmers have an

incentive to increase their understanding of value chains and to explore value adding.

A weakness of individual farmers in Australia and across the world is their small scale and low
level of business skills and resources relative to other participants along commodity supply
chains. Mick Keogh, CEO of the Australian Farm Institute (AFI) describes farms as operating

the opposite to most successful businesses. The contrasts include
e costs not being linked to income
e ahighrisk profile
e earning a low return on capital
e usually profits are invested back into the farm

In contrast, traders, processors and retailers are becoming larger, more diversified and vertically
integrated. They are consolidating at a global scale. These companies apply specialised skills and

resources to every element of their business interests.

In Australia, stock firms and grain trading companies have merged to consolidate their positions
as “One stop shops” for farmers. These firms offer a suite of products including grain marketing
and broking for sheep, wool and real estate. They provide professional advice which underpins
their finance, insurance and merchandise products and positions them to generate a margin from

most farmer transactions.

I observed this type of “Rural business hub” gaining popularity in India and met with a
representative of Hariyali Kisaan Bazaar, a company in the process of establishing 1,000 outlets
across Northern India. These resemble our Australian rural supply shop fronts and provide an
even more extensive suite of products, including fuel, automotive and machinery products and

household supermarket lines.

There is a long history of Indian farmers having a heavy dependence on credit linked with
procurement systems for farmer’s produce. The Hariyali Kisaan Bazaar model has consolidated

this across “all the agricultural and household needs of the rural community™.



| was impressed by the emphasis put on “bridging the last mile” between agri-inputs and farmers
with a team of agronomists providing free consultation, “24/7 technical support and hand
holding”. The reality is that 1 agronomist is provided for each 5,000 farmer customers spread
across a 30- 40 km radius. | was quite cynical regarding the level of service and the terms of
trade provided to farmers by this model but it must have been an improvement for farmers who
previously had no agronomic support or quality assurance for fertilizers and pesticides
purchased. | was also informed that the terms given to farmers were transparent and equal for all
customers, which has not been available from other providers.

Australian Farmers and their counterparts across the world have stuck to production - taking on
its risks and inherent price volatility! While this is the case farmers should expect to buy at retail

prices, sell at wholesale prices and pay the freight (and commissions) both ways!
Co-operation and Collaboration: Working together

Across many references both co-operation and collaboration are described as working together.
In the Roget’s Thesaurus the words are interchangeable, along with “join forces”, “team up” and

“work together”. Co-operative describes a business which is designed around these concepts.

There are many variants to collaborative business models, but a common theme involves serving
members by meeting their common economic, social and cultural needs through jointly owned
and democratically controlled enterprises. It is the members who are the beneficiaries of the
business (Co-operatives UK). While the individual companies that make up a co-operative (co-
op) may make profits, as a condition of its charter in most countries, the profits of the co-op
itself are turned back into its promotion, or invested in its growth and functioning and not taken

as dividends of any kind (The Co-operative future).

Co-operatives are woven into the culture of many countries, particularly in Europe. In addition to
agriculture, there are a huge variety which exist to provide benefits to the members they were
created for. For example, “The Co-operative Group” in the UK is a consumer co-op and one of
the world’s largest consumer owned businesses, having over 3 millions members. The family of
businesses comprises: food, travel, banking, insurance, pharmacy, funerals, legal services,
investments, online shopping, electrical and bedding. Membership is open to everyone as long as
they share the Group's values and principles. Every year members receive a share of the profits
that they helped to create, based on the amount made in profits that year and the how much they
have spent with any of its businesses. The Co-operative Group is the largest farmer in the UK,
managing over 70,000 acres which provides an increasing amount of produce to its retail

business. (www.co-operative.coop)



http://www.co-operative.coop/

Banking co-ops include Rabobank which began as a rural credit co-operative in the Netherlands
in 1898. Farmers united to overcome rural poverty by providing finance to help build and
support each others’ business. Rabobank is now the world’s leading specialist in food and
agribusiness banking. There are also Housing, Utility, Fishery and Worker co-ops in which there

are no consumer owners, only worker owners.

Cambodian farmers do not have a collaborative history but I met with a group of them who were
willing to pool their physical resources and very modest finances as a strategy for building
productivity and releasing them from the cycle of poverty they have endured. Their co-operative
was still in the planning phase but their objectives include collectively marketing their produce
to attract greater competition from traders and collectively buying inputs to provide economies
of scale and more favourable terms. This farmer group also forms a focal point for aid
organisations such as CARE Australia to work with to extend programmes to improve farming
systems and community projects. If these Cambodian farmers succeed in their co-operative

venture it serves their social and economic needs as per the description in this section.

Australian agri-“culture”

This section provides background information describing the cycle of industry structures,
weather and farmer attitudes in Australian agriculture. I focus on the grain industry due to its

economic importance to my region of Eyre Peninsula, and also to many others.

The on-going consolidation of Australian grain industry supply chains presents opportunities and
threats to grower equity in its functions. If alignment with grower’s interests is lost there is a

potential erosion of value to farmers provided by storage, handling and marketing companies.

Most individual farmers don’t possess the grain marketing skills to consistently maximise the
value of their production and have limited ability to leverage the best “deal” when small
tonnages are offered. There are opportunities for farmers to aggregate production and employ

skilled professionals to act on their behalf to overcome these limitations.
“ Wh akout Me ? ”

Moving Picture’s 1982 Australian hit made it to #1 again over 20 years later when Shannon Noll
covered “What about me?” to the rural backdrop of his home town of Condobolin, NSW. The
anthem’s video clip depicts farmers and residents of Outback Australia struggling with the forces

of nature and a changing economic landscape.



There have been many rural Australian communities asking this question in recent years.
Changing weather patterns, water issues and the roller coaster of markets has left many
bewildered and questioning if their enterprises are relevant or valued by consumers and society.

Cohesive, supportive communities are a tremendous asset in strengthening the resolve of
individual farming families operating within the inherent “boom and bust” cycles of Australian
agriculture. Achieving vibrant, profitable farm businesses is the key to sustaining communities

and services in rural Australia.

Australian broad acre crop and livestock producers have experienced declining terms of trade
throughout the past 50 years. This trend accelerated from 2005 to 2008 as prices for oil and
mineral related inputs rose to record levels. While absorbing these dramatic increases in input
costs, production failures have denied many Australian farmers from capitalising on the massive
grain prices offered in the 2007 and 2008 seasons. Generally dry, and in many regions persistent
drought has limited productivity and removed human, physical and financial resources from farm

businesses and the communities which have existed to support them.
Eyre Peninsula

The Eyre Peninsula, a large coastal region in the south, central part of South Australia is the
region I am focussed on exploring agri-business solutions. Like many regions, Eyre Peninsula

has endured tough conditions in recent years.

It is a defined region, bounded by Spencer Gulf in the East, the Great Australian Bight in the
West and the Gawler Ranges in the North. It covers an area of 55,000 square kilometres
(ABARE 2006). Eyre Peninsula farms are spread across 250 mm to 600 mm annual rainfall

Z0ones.

Broad acre farms account for 95% of the farms on Eyre Peninsula. This equated to 2,242 farms
in 2004, of which more than 86% were dependent on grain growing or a combination of grain
and livestock production (ABARE 2006).

Currently, the region’s agricultural production fits into the “Commodities” category.

10



FREE Eyre Limited

My involvement with the Eyre Peninsula farmer initiative “FREE Eyre Ltd.”, an unlisted public
company formed in 2007 by the collaboration of 350 regional farming businesses has given
personal insight into the motivations for a cohesive approach to supply chain issues. Observing
collaborative farmer initiatives on my Nuffield studies revealed recurring issues shared with this
local example. These were:

1. Adversity. Expressed as poor seasons, low commodity prices, changing industry
structures and marketing/ trading environments is relevant to both FREE Eyre and many
other examples studied. “Bubbling” concern is a catalyst for change. Humans act when
the pain of change is less than the pain of staying the same. There is much less incentive
to change when businesses are enjoying success and healthy profits.

2. Aggregated production. The volume and consistency offered by effectively aggregating
production is significant to supply chains. Most individual farming enterprises have

insufficient resources to execute “supply chain” scale solutions.

The first business resulting from FREE Eyre Ltd. is a grain marketing joint venture. The
company, “EP Grain” was well supported by the region’s grain growers in 2008; receiving 15%
of the region’s total production its first year of operation. The year 1 profit has been invested into
starting FREE Eyre’s second business, “EP Storage” a newly built grain storage facility in the

region which will receive grain from the 2009/ 10 harvest.

The function of accumulating product in an efficient, effective way underpinned many other

value adding opportunities for collaborative ventures studied during my tour.
Australian agricultural leadership

Australian agriculture is experiencing a decline in collaboration. The structures of Australian
agri-business have changed in response to political policy and the leadership of company
directors and executives. The general trend has been to deregulate marketing and to convert
grower’s equity in supply businesses to shareholdings in publicly listed companies. Change has
not been driven primarily by farmers, but many have been apathetic in deciding the direction of

their industries.

Australian National and State based agri-political organisations are struggling to maintain
memberships due to increasing divergence in opinions over both grain and sheep industry issues
as well as very difficult water resources issues. Key industry organisations have damaged their

credibility and grower’s confidence with in-fighting and reacting negatively to threats.
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Australian agriculture has not been good at supporting those who dare to represent them.
Memberships and budgets of farmer organisations are shrinking. Delegates on many agricultural
related boards and committees are given little reward or encouragement for their efforts. This is a
stark contrast to the United State’s (US) and European Union (EU) where peak farm bodies are
very well resourced and funded indirectly through a raft of subsidies paid to farmers. Not

surprisingly, a core objective of these bodies is to uphold income support to farmers.
Commodities

A commodity is an article of trade or commerce, especially an agricultural or mining product
that can be processed and resold (Farlex dictionary). The Wikipedia definition of a commodity is
“something for which there is demand, but which is supplied without qualitative differentiation
across a given market”. The logical progression is that producers of commodities will always be

price takers and their supply can be substituted by competitors.

It is not ideal to be a “commodity” producer when competing in markets where other suppliers
have advantages such as price subsidies, lower costs or greater access to customers. Ultimately,

in these markets only producers with the lowest costs per unit of production will survive.

Agricultural commodity markets are historically volatile due largely to variations in supply. Too
often in commodity markets, “The best cure for high prices, is high prices” (Jasper Wormald,
USDA). This accurately describes the situation of extremely high grain prices in 2008 which led
to massive increases in global grain production in 2009 and a rapid retraction of grain prices as

global supplies outstripped demand.

Value Adding

Commodity producers are price takers, but (without changing the physical product) a supplier
may be able to differentiate their supplying characteristics to create value for customers and

secure market access.

There is a misperception by many farmers that adding value to farm produce requires processing
into a retail product, or creating a retail brand. But value adding can be as fundamental as
aggregating production and capturing benefits which result from meeting customer specifications

and delivering in the most efficient manner.

Value means different things to different people.
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1. Customers value reliable and consistent supply of product which meets their

specifications.

2. Customers value suppliers who have a clear understanding of, and ability to supply their
needs.

3. Customers value suppliers who build relationships with them to innovate supply chain

solutions. These suppliers are eligible to share the rewards for the benefits created.

Conversely, failure of a supplier is not tolerated, particularly in commodity markets. If a supplier
fails to deliver, customers discount or terminate the relationship.

To understand and adopt the characteristics of being a faultless, model supplier “requires farmers
to shift their focus from the internal processes of their business to external relationships with the

customer” (Fearne, 2008).
Adding Value to Grain

Investigating grain storage and marketing strategies in both mature and developing countries
gave perspective on what marketers and customers are demanding and the environment farmers
operate in. Historical supply chain arrangements and current trends help to understand why

business models are appropriate.

There are characteristics of Australia’s grain industry which contrast to every other country |
visited. The primary difference is that Australia exports a much higher percentage of its
production. Historically, Australian grain has been marketed by an organised selling system and
stored by co-operatively owned companies. North America, Europe and South East Asia have
relatively well developed and diverse domestic markets supporting large human populations,
intensive animal production and bio-fuel industries. Experience in storing and marketing grain in

fragmented, deregulated markets is normal for most overseas farmers.

Across all countries there were some common attributes which maximised the value of

grain. The hardest one to manage but made the biggest impact was time of sale.
Trading grain in Ukraine

| was fortunate to meet with David Sweere, an expatriate North American who farms with his
wife and son in Ukraine. David is also a grain trader. He has many agricultural interests
including bartering diesel for field peas on a large scale. It became apparent from David’s
experience that organised crime takes a keen interest in most profitable business in Ukraine and
their demands can erode profit margins at the very least. David has an excellent knowledge of

the culture of trading and the language of money.
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David made it clear that “unless farmers can hold back their grain from the market at harvest and
keep it clean and dry, they will get crucified on the price. Believe me, I do it”. These three

elements are the essence of adding value to grain.

Using high capacity grain dryers is often the solution to timely harvesting and safe storage in the
UK and Europe. This certainly maintains grain quality and manages risk for growers while
representing a significant cost. Camgrain co-op in the UK used over 2.6 million litres of fuel to
dry 160,000 tonnes of grain during a soggy 2008 harvest.

Most North American and European grain farmers | met had a strategy which spread their sales
out over 12 months with a minimum sold over the harvest period. This requires on-farm storage
equivalent to annual production or access to centralised storage. In many situations, farmers
chose co-operative storage because of financial benefits and the transfer of storage management
responsibility to a dedicated business. For the same reasons, farmers were employing
professional grain brokers to act as agents in pricing grain, or participated in grain marketing

pools managed by co-ops.
Camgrain

Camgrain is the UK’s largest farmer owned central storage business, located in Cambridgeshire,
East Anglia. It is an excellent example of having ownership and control of value- adding
functions. The wholly farmer owned, arable crop marketing and storage society provides a

seamless supply solution from the field to the retail customer.

Camgrain was founded in 1983 to increase farmer’s returns from grain cropping. It started with
60 farmer members and storage for 10,000 tonnes of grain. It has grown to over 300 members
and has a total grain storage capacity of 250,000 tonnes at 2 sites. Camgrain continues to grow
its membership due to strong demand from local growers and has plans to further expand

operations.

“The combination of sophisticated central storage and specialist marketing services is extremely
effective in gaining price premiums whilst minimising risk”. John Latham, Chairman of

Camgrain.
The services provided include:
e On farm pick up of grain to storage and all post storage logistics
e Efficient, centrally located storage providing drying, cleaning and segregation

e Partnerships with farmer owned grain marketers to provide comprehensive grain

marketing choices with cash and pooling
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e High profile contract to supply the wheat for all flour requirements of retail supermarket

“Sainsbury’s" 360 in-store bakeries.

This direct relationship with a specific retailer has led to the formation of “Sainsbury’s British
Flour Development Group” (SBFDGQG) to share information and best practice between the retailer,
the miller and the 300 Camgrain farmers. This process encourages open and transparent

communication from the farmer to consumer.

The group will drive efficiencies in terms of cost, processes and the environment and discuss

farming codes of practice (Sainsbury press release 2008).

For the Camgrain farmer member there are multiple benefits. They centre on sharing highly
sophisticated storage which provides first stage processing of grain to meet market demands.
John Latham, Camgrain’s chairman, stressed the importance of securing commitment from
members and that processes be designed which oblige members to use the system and services.
The Camgrain member’s commitment is through being allocated storage under the following

terms:

(2008Camgrain membership details and charges structure)
e |Initial purchase of a $25 share in the society
e Farmer commits to store a tonnage up to the amount of their annual storage requirements
e Qualification loan of $100/tonne, which is refunded in full after 10 years of membership

e Storage charge of $175/tonne over 10 years i.e.: $17.50/year plus interest on outstanding

balance. No storage charge after year 10.

e Handling charge ($23.75 in 2008) includes all transport costs from farm up to 50 km
from store, drying from 16% moisture on cereals, all cleaning, damping, gravity

separation, lab analysis, administration and store maintenance.

e These costs are paid following harvest. When a member decides to exit from Camgrain,
their storage will be reassigned and the retiring member receives a payment in line with

the current storage valuation ($225/tonne in 2008).

In essence, the farmer directs a substantial investment into centralised, professionally managed
storage which performs as an appreciating asset and can be liquidated if farming policy changes.
This strategy becomes the alternative to building on farm storage which is a fixed and

depreciating asset with the additional responsibility of management and cost of maintenance.
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Logistics and sophisticated storage solutions (Camgrain, UK)

Access to cost-efficient logistics, sophisticated storage and processing and a comprehensive
grain marketing service allows Camgrain farmers to concentrate on producing and harvesting
crops while their society provides “ideal supplier” functions along an innovative, competitive

supply chain through to a retail or end-user customer.

Camgrain is not unique in addressing grain supply chain functions on behalf of farmers in the
UK. There is a growing trend towards farmer ownership of central storage and marketing.

NetworkGrain UK

NetworkGrain UK is the umbrella organisation for 10 leading farmer-owned central storage co-
operatives in the UK. Their philosophy is to improve the grain received into their stores and give
members the best possible ownership experience from buying and using grain storage space and
utilising marketing options. Their members have confidence that from the time the grain leaves
the farm, the highest standards of storage and marketing will deliver the maximum value to them
(NetworkGrain UK website 2008).
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12 tonne/hectare wheat. Worcestershire, UK

Heartland Co-op, USA

Heartland co-operative is one of the largest grain and farm supply companies in lowa, USA. It
provides products and services to approximately 3,700 arable farmer members across 30
communities. It is also the largest employer in most of these communities with over 340 full time
employees. The co-op has evolved through the aggregation of approximately 20 grain farmer
owned co-operatives, some of which were operating 100 years ago. Its core functions are to
secure inputs and provide grain storage and marketing services. Heartland co-op has also
acquired a number of private companies and facilities associated with grain storage, supplying

fertilizer, fuel and cropping inputs.

Their motto “Helping farmers produce and market, profitably” is aligned with a mission
statement to have quality customer service, products and programmes at competitive prices while
maintaining profitability for both Heartland Co-op and its members. Profitability of the co-op is
the prime mover in Heartland’s success and underpins its corporate culture of being aggressively

growth-orientated.

A recent innovation in storage available to Heartland members is the “Grain Condominium”
programme, which provides grain storage space for share holders. Grain storage in the region has
been insufficient for a number of years, so in 2005 the grain condo project was started in
cooperation with 6 other lowa co-operatives. This concept is also being used successfully in

North Dakota and Minnesota.

17



Under the programme, Heartland sets up a limited liability company (LLC) as the ownership
entity for 2 storage bins each with a capacity of 500,000 bu. (13,000 tonnes) of grain. These are
built on co-op land near a grain receival site. Shares for 5000 bushels (130 tonnes) of storage are
available to members for US $5,750 each, equal to about US $45/tonne. The shares are valid for
the life of the facility (35 to 40 years) and are freely transferable. The grower retains ownership
of the grain until their decision to sell so they can participate in USDA non-recourse loan
programmes which are one of three forms of grain related subsidies available. Taxation is similar
to owning an on-farm bin regarding cost depreciation. The grain stored can be any combination
of corn or soybeans and even though each share holder owns part of a specific storage, their
grain can be taken to any of the 33 participating storage sites.

After the initial investment there is no storage charge but shareholders are billed for electricity,
maintenance, insurance and handling at the rate of US $230 per year for each 5,000 bu. share, set
for the next 3 years. This is less than US $2/tonne.

The benefits of the “Condo” storage option include a much lower cost to the farmer compared to
building on-farm storage and transferring the management of storage to the LLC. Many farmers
are renting land or have doubts about their long-term futures because of urban sprawl or
retirement. These operators are not confident to invest in private storage. It suits them to have the

transferable share as an easy exit strategy. (Jay Nelson, Director of Origination Heartland co-op)

So, the co-operative spirit is alive and well across the grain belts of the USA.

French Grain Co-Operatives

Co-operatives have played an important role in French agricultural development, especially in
storage and processing, marketing and procuring inputs. The co-operative culture still dominates
French agriculture. Since the end of the 1970s they have contributed more than 50% of farming
output in cereals and also other sectors including milk, meat and wine (Mauget and Koulychizky,
2003).

The support for a collaborative approach appears to be associated with a culture of farmer
interdependence. The French have a policy of small land holdings which are becoming more
fragmented with each generation. This ensures a large “farmer” population concerned with

agricultural policy but also creates huge issues with farm succession or expansion.
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The active farmer of each generation is required to compensate their siblings, usually with rent
for their respective shares of the farm. Land prices are so high most farmers cannot afford to buy
these other shares. This is causing some families to sell the farm and distribute the value of the
estate. This succession uncertainty and small scale operations are incentives for a collaborative

approach to machinery ownership, cropping operations and infrastructure such as grain storage.

Many French co-ops were formed over 50 years ago and are increasingly challenged with
replacing obsolete grain handling technology. A large percentage of older receival sites are now
situated in towns or cities due to urban sprawl which has surrounded them. This creates traffic
congestion, air quality issues and social conflict between farmers and urban populations.

Many co-ops are consolidating their memberships to fund new infrastructure, rationalising the
location and increasing capacity of grain sites. While some co-ops are getting bigger to capture
efficiencies and economies of scale, some members are withdrawing from the large organisations
in favour of forming small groups of like-minded, compatible farmers. These farmers feel that
greater benefits flow from building storage to service surrounding neighbours and avoiding the

logistical bottle necks at large co-operative receival sites.

Generally, French farmers retain a portion of their grain on farm to market themselves, but most
grain produced is stored by a co-op. Generally, the grain is captive to the co-op once delivered
and marketed by it. Farmers have the option of taking cash prices based on a forward month or
having grain pooled and sold over 12 months. Growers receive the price achieved by the co-

operative less the cost of storage and logistics.

France is home to the largest farming co-operative in Europe, “Champagne-Cereales” which

receives approximately 2.5 million tonnes of grain from over 9,000 members.

This co-op has many fully owned subsidiaries and partnerships within the food sector and
conducts agricultural research and development across Europe. It connects its members to
vertical integration from milling through to retail cereal products, and from malting barley

through to brewing.
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Farmer collaboration to supply sheep meat

| was interested in exploring red meat supply chains with a collaborative dimension to observe
the associated benefits and issues for producers. | was encouraged to visit Wales by Nicola
Raymond, 2006 scholar. Nicola provided me with some great contacts and | tracked down most
of the Welsh population at the largest agricultural/livestock event in Europe, The Royal Welsh
Show.

The value chains | observed in Wales were not co-operatives. Each one had a producer
membership or alliance which created the supply profile required to support a branded product.

| also studied the red meat industry framework in Wales to understand how its organisations
assist producers and provide consumer confidence to grow markets for Welsh red meat products.

Welsh lamb industry background

The Welsh lamb and beef industries have developed a large range of differentiated retail
products which have resulted in demand growth for Welsh red meat. A range of branded red
meat products are offered and most of these are consumed by the domestic UK market. The
major retail supermarkets (Tesco, ASDA, Sainsbury’s, CO-OP, and Waiterose) are the largest

markets.

Each branded product range is underpinned by production systems and processes that ensure
quality, consistency and specifications are met. These value chain models require an appropriate
number of committed producers to dedicate their production systems and livestock to specific
markets. | observed the challenge of producers extending their product responsibilities to add

value to customers through quality assurance programmes and traceability systems.

Welsh red meat organisations

The creation of differentiated “Welsh” red meat products, product improvement, traceability,
access to markets and boosting consumer confidence is assisted by a red meat industry
framework and includes the following organisations which are all substantially funded by Welsh

Red Meat producers.
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Meat Promotion Wales (HCC)

Meat Promotion Wales (HCC) is the industry led organisation responsible for the development,
promotion and marketing of Welsh red meat. It has commonalities to the role of Meat and
Livestock Australia (MLA). It is partly funded by producer and processor levies collected on
animals for slaughter or live export. HCC aims to improve eating quality, increase cost

effectiveness and add value to red meat products across the whole supply chain.

“Nice rack”. Welsh lamb (Wales)

HCC has programmes for uptake of technology and innovation on farms and provides training
and information for producers to calculate costs of production, target markets and meet
specifications. HCC also works with processors, butchers and the food service sector to ensure

consistent quality and inform them of new product developments along the supply chain.
Farm Assured Welsh Lamb (FAWL)

Farm Assured Welsh Lamb (FAWL) is a voluntary welfare and husbandry compliance scheme
which producers pay an annual subscription to. It is an opportunity for producers to provide

proof of their expertise and integrity. Farms are inspected annually.

Lambs born and raised in Wales which comply with environment and FAWL standards are
eligible for branding with a signature “Welsh Lamb” logo. This depiction of blue sky and green

pasture is easily identifiable and guarantees provenance.
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Protected Geographical Indication (PGI)

PGI status has been awarded to Welsh lamb which is fully traceable (individually numbered tag
and husbandry record) in addition to the “Welsh Lamb” standards. This protected food name
scheme was developed by the European Union and is awarded to quality products from a defined
region. When the “Welsh Lamb” and PGI logos are displayed on packaging it assures consumers
of first class quality, food safety and traceability.

Branded Welsh Lamb examples

The following supply chains are examples of differentiated Welsh lamb (and mutton) brands and

their unique quality parameters.
ASDA Lamb Link

ASDA s part of the Walmart group and the second largest retail supermarket chain in the UK.
Welsh Country Foods is the processing company that supplies ASDA with Welsh lamb through
the “Lamb Link” chain. It has 2,600 producer members who supply about 1 million lambs a
years to ASDA.

The benefit for producers who supply this market is the constant, large volume demand for
product and no contract required to supply. The processor provides on-farm pick up, with
payment made 2 working days post slaughter. The bid price is based on the SQQ (live auction
indicator) average. A carcase specification grid provides premiums for well conformed, lean

lambs dressing 15 to 21 kg. Lambs outside the preferred specifications are heavily discounted.

ASDA Lamb Link subsidises the purchase of “ideal” sires for producers who commit their lamb

progeny to the supply chain.
Waiterose Organic Lamb:

Waiterose retail supermarket chain is UK’s 7" largest and considered a premium outlet by
consumers. It offers a range of premium organic fruit, vegetable and meat products including

Welsh and New Zealand Organically produced lamb.

Waiterose contract producers to supply lambs reared to the legal standards of the UK register of
Organic Food Standards. This involves grazing “organically” managed pastures and restrictions

on veterinarian products used.
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Due to suitability of traditional production systems to achieve “organic” standards with little (or
no) extra cost or loss in productivity, there is often an over-supply offered to this market. This
removes the price premiums for a large part of the season. Producers have also been frustrated by
the small numbers of stock that Waiterose is willing to contract.

Salt Marsh Lamb (SML):

SML is sold through retail butchers. Lambs are born and bred on member producer’s holdings
and individually tagged to provide full traceability. The point of difference for this product is
that lambs graze for at least the last 6 weeks on saline marshes which gives the meat a distinctive
flavour. Preferred carcase weight range is between 16- 22 kg. The volume of Salt Marsh lamb is
relatively small due to scarcity of ideal pastures, it is promoted as rare and pristine.

Cambrian Mountain Lamb:

Cambrian Mountain Lamb is sold through the Co-operative Group, a UK consumer co-operative
and one of the world’s largest consumer-owned businesses. (Wikipedia 2008) This group has
purchased the Somerfield chain of stores which gives it over 3,000 outlets across the UK and
makes the Co-op the 5" largest UK food retailer.

Lambs supplied are native breeds produced in Mid-Wales mountain production systems. There is
promotion of the virtues of traditions which still exist in this region. The fact that there are no
fences between neighbours and a culture of farmers helping each other is a point of difference
promoted to consumers. The target consumers have also chosen to be members of and shop at
the Co-operative group stores so the production systems resonate with both the consumer and the

culture of the retailer.
Renaissance Mutton:

Renaissance Mutton is supplied through retail butchers and supermarkets. The product is meat
from a traceable, farm assured sheep over 2 years of age which has been finished on a forage
based diet and has been matured (hung in a chiller) for at least 2 weeks post slaughter. Educating
consumers regarding appropriate dishes and cooking methods is a priority of the Brand’s
promotion and relies heavily on butchers to assist customers. HRH, Prince of Wales is a patron

of Renaissance Mutton and the product is marketed as rediscovering a lost treasure.
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No profit growth for Welsh lamb producers

Progress is being made in growing markets for Welsh lamb. November 2008 statistics showed a
2% increase in domestic lamb purchases over 2007 levels (Assembly Govt 2008). Consumers
can choose the story and brand which most appeals to them in most retail butchers or
supermarkets. However, this has not translated into more profitable returns for lamb producers.
Farmers | surveyed who were supplying lamb into every marketing option were disappointed
with the market based prices being offered. Detailed analysis of farmer’s production costs by the
supermarkets appears to set the wholesale buy price. Producer’s have a firm view that retail
supermarkets set the price and are only prepared to pay farmers an amount equal to their cost of
production. This left the farmer to rely on the single farm payment subsidy as their profit per

acre.

The supermarkets generally contracted the majority of their lamb requirements through supply
chains of their own design. As a result, the sale yard prices represented uncontracted animals and
some of these were not within ideal specifications. On this basis farmers felt that the live auction

indicator price (SSQ) was a poor choice of market indicator.

The Assembly Government statistics show the sheep and lamb flock in Wales has dropped 5% in
the November *07 to November ’08 period. “Farmers continue to have a lack of confidence in
securing a profitable future in Red meat production. Livestock producers must see the market
place deliver returns to allow them to invest with confidence in their business” (Dai Davies,

NFU Cymru President 2008).

Farmers have been innovating cost reductions, improving the growth and conformation of lambs
and providing traceability. They pay levies to market and promote their product. The farmer’s
opinion is that they have not been rewarded for their increased investment. Lamb producers have
“raised the bar” for retailers and consumers to have more confidence and satisfaction from their

product while they remain at the edge of viability.

The extra investment in branding and differentiating Welsh Lamb has contributed to growth in
demand; however the supply of lamb for most of the year is still greater than demand. Whenever
demand has driven improvements in price, supply has increased to exceed it. The supermarkets
also use optionality of supply by importing lower cost New Zealand lamb product and presenting
it next to Welsh lamb. This provides choice to consumers and assists the retailers to leverage the

price of domestic lamb down.
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| thought this industry was a great example of retail supermarket power. Also that price is a
function of supply and demand. The Welsh have developed wonderful lamb products with great
brands and stories. The products follow through with a satisfying eating experience. The
dilemma is; that described every tray in the meat section! They are all competing in the same

category again.
A Dairy Co-Operative in India

Gujarat Co-Operative Milk Marketing Federation

India is the largest dairy producing and consuming nation in the world. India’s largest food
marketing company is the Gujarat Co-operative Milk Marketing Federation. It has over 200
retail dairy products sold domestically and exported under the “AMUL” brand. The co-operative

sales turnover for 07/08 was over US$1.3 billion. (Amul.com)

The company is owned by 2.7 million Indian milk producers who deliver less than 3 litres per
day on average! This represents their surplus milk after family consumption and private sales.
Prior to 1970, dairy consumption in India was restricted by low production and a lack of
refrigeration and processing. European dairy surpluses, which resulted in “Butter Mountains” in
the late 1960’s, prompted food aid initiatives to developing countries. India accepted the aid but
a Dr. Kurian, who became father of India’s “White Revolution”, argued giving dairy aid free to
the population would destroy India’s dairy industry and make the nation forever reliant on
imports. He lobbied for a National dairy development board to manage aid product, reconstitute

milk and distribute it for sale.

Revenue was invested into developing dairy in India to meet domestic demand. A three tier
model of producers, processors and marketers resulted. This has been replicated by other Indian

Dairy co-ops and is referred to as “The Amul model”.

Members are active dairy producers who will adhere to set standards. They receive cash on
delivery to their village collection point twice a day. A bonus is distributed each year determined

by profits of the co-operative and relative to each member’s total deliveries.
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Delivering milk to India’s largest food company

(Gurjarat Milk Co-operative Marketing Federation, India)

Currently about half of the milk produced in India comes from buffaloes which produce only
10% of the yield of milk that an average US dairy cow produces. (International farm comparison
network 2003). The population love this rich, distinctive milk but the co-op provides free
artificial insemination (Al) with superior dairy genetics. This is an important strategy in an
already crowded nation full of urban cows, to get more milk from fewer cows. Free vet

treatment is also provided. These services would not be affordable for small producers.

Members can buy high nutrition pelleted feed for their cows through the co-op. The daily cash
flow allows producers to reinvest in their cows and gain higher productivity. The normal cow
diet is only the scraps and rubbish found in the city where they wander, supplemented by any
fodder owners can find for them. Prior to this supply chain being created there were no cold
storage options and dairy product would spoil very quickly. Traders with refrigeration would

offer a very low price for milk knowing producers had to take their price or get nothing.

This co-op has made a huge difference to the lives of the very poor people it was created to
benefit. They have a daily cash flow which gives them consumer status and they are owners of
Amul, “The Pride of India”.The entire Indian dairy supply chain has benefited from adopting this
model. The largest dairy consuming nation now boasts an increasing production base, a vibrant
processing sector and consumers with access to quality, affordable, value-added local dairy

products.

Indians believe that the success of this reinvestment scheme has led to a reduction in
international food aid for India. Prof. Biswas pointed out “When offered wheat or tractors, India
chose tractors. Wealthy nations would rather give away their over-production than improve

other’s capacity to compete.”
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Why do collaborative initiatives often fail?

There is a long list of reasons why some farmer groups or collaborative ventures have not been

sustainable. Not understanding enough about the supply chain and the costs and risks associated

with change is a common stumbling block. Managing expectations of all stakeholders in a supply

chain and the reactions from existing players is another key issue.

The following points are gathered from experienced overseas and Australian food supply chain

participants regarding producer supply chain initiatives and reasons why they have not

succeeded. | have grouped them in common themes.

1. Lack a commitment to change:

It is a global trend that farmers are older on average than people in most other industries.

This older demographic is less likely to embrace change.

Many feel they have seen it all before. “That was tried 20 years ago”. They are not

willing to engage in or be part of another potential failure.
Producers want “more” without changing.

Farmers who say “yes” and mean ‘“no” when they are asked if they will commit to

change.

2. Immediate self interest above long term gains:

Getting farmers to work cohesively is “like herding cats”, due to a culture of autonomy.

“A lot of time can be spent creating a long term solution, and farmer’s loyalty is
surpassed by a few dollars of short term gain”. Farmers are conditioned to opportunistic

behaviour.
Farmers try to solve their own problems without solving others.

Producers think their product is special, and its not.

3. Farmers fail to understand their capacity and capability to supply:

Producers are unaware of their cost of production and therefore the costs/benefits of

change.

Variations in productivity (costs) across a group of farmers which have socialised/

standardised returns.

Lack a point of difference such as a differentiated product or service solution.
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e Unrealistic expectations of development time and costs.

e Suppliers who do not appreciate the impact of human/systems/quality or quantity failure

on partners in the supply chain. Often, “one strike and you’re out.”
e Inexperience and lack of expertise leads to mistakes. Mistakes kill new businesses.

e The start up phase of a business requires excellent management, often this is not
affordable.

4. Farmers lack awareness of strategic issues:
e Have no idea about the real meaning of “Control” and “Power” in business.
e Don’t know the rules, and who makes them.
e Cannot manage the negative reactions from existing supply chain participants.
e Select the wrong business partners.
e Use contracts poorly, basing prices on the wrong market indicators.

e Have little empathy or understanding for others in the supply chain, including their needs,

investment or intellectual property.

e Have a dilemma of scale: They are often too big (difficult to manage and finance in start
up phase), or too small to be a consistent/reliable supplier or gain economies of scale and

profitability.
e Have not been able to modify strategy as business environment changes.

e Have not integrated an exit strategy to minimise losses and provide alternatives to

stakeholders.

The mechanics of delivering a collaborative (or other) business model will be a unique
recipe of processes, systems and relationships to suit a particular industry or social

situation. The principles involved however, are common to most cases.
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Conclusion

In accepting that the farm is at the low value end of the supply chain, farmers have the greatest

incentive to extend their involvement in value chains and to have equity in value adding.

Choice is fundamental to leveraging value and service. There is no power to negotiate when
alternative options are unavailable. If producers or others in a supply chain believe a situation is
unacceptable then it is their responsibility to co-innovate a solution. No one else has any

incentive to change.
Consolidation

If producers cannot affect the price received for commodities they need to focus on efficiency,
costs, price and profit margins for the inputs and output of our business and determine how to
“take some margin”. Collaborative business models can positively impact on these issues and

create a form of consolidation for farmers.
Collaboration

Farmer collaboration is a proven strategy to build supply capacity and capability. The level of
support for this principle and the models adopted do not remain constant due to many factors

(economic, political and physical) impacting industry over time.

A clear understanding of the status quo is the basis on which farmers can make judgements about
existing arrangements and identify opportunities to leverage benefits from a collaborative

approach.

The scale and supply profile created by aggregating production is a sound basis for building
relationships with current and potential supply chain partners. The Camgrain model in the UK

and the “Amul” model in India are stellar examples and illustrate the progress possible.

In the USA, UK and France many agri-businesses are co-operatively owned by farmers. There
has been a significant tradition of co-operatives in the majority of European countries and the
current trend is for increased support of these co-operatives. There is also considerable
consolidation of co-operatives such as the evolution of Heartland Co-op in lowa and Champagne
Cereale in France, creating more vertical integration and giving critical mass to implement

value-adding strategies.

29



Northern hemisphere farmers have generally enjoyed record returns from grain prices in 2007
and 2008. With high grain incomes and supported by subsidies, many European and US farmers
are investing into collaborative supply chain solutions. Their goals include cost reductions,
transfer of management and strength in marketing. This is occurring as farmers conclude that a
collaborative approach achieves these outcomes more effectively than private on-farm

investment.

I believe there is currently a collaboration “hangover” in Australian agriculture. This has
resulted from deregulation in a number of industries where a co-operative approach had served
farmers well but restructures have exposed farmers to painful new responsibilities which they
have not been prepared for. Australian farmers do not have the political support or financial
assistance provided to farmers in many Northern hemisphere countries which has been utilised in

creating overseas collaborative models.

Collaboration initiatives by farmers are often unsuccessful due to limited understanding of the
supply chain and the customer. The unique skills possessed by farmers do not often extend to the
business skills and experience required to innovate supply chain solutions. Knowledge gaps
should be identified and addressed by engaging expertise and experience. A lack of skills and
resources and underestimating the time and cost to commercialise a project is a common

downfall.
Value Adding

Value adding can be achieved through supply management, creating efficiencies and solutions

for partners, as well as processing and marketing.

Rewarding value-adding opportunities do exist for farmers, but these needs to be tempered with

the fact that adding value usually involves adding cost and complexity.

Consistency is generally the most important supply requirement. It is critical not to fail in
meeting agreed volumes and specifications. Producers need to fully commit to a higher level of

responsibility when they take on the role of “supplier”.

If a different outcome in supply dynamics is desired by farmers then they need to understand the

costs and benefits associated with change and their capacity to achieve it.
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Change: High level of motivation required

Generally, people are resistant to change. It is only when concern becomes widespread, or when
circumstances bring an acute awareness of fundamental issues, that people get sufficiently
motivated to change. This fits with the old adage that “things happen when the pain of change is

less than the pain of staying the same”.

Farmers generally have extraordinary pain thresholds relating to supply arrangements, choosing
to whinge rather than take decisive action. This is in contrast to the way they approach their
production systems, utilising their experience and expertise and investing a great deal of capital
in the process. Production results are predictable given a set of circumstances even though many
of these circumstances are beyond their control.

Most farmers have limited knowledge or experience of functions beyond producing and selling a
commodity. Addressing supply chain issues takes them outside of their comfort zone. Loyalties
to supply chain institutions and a fear of “burning bridges” with existing players prevent them

from stepping over the “farm gate” line. These are rational considerations.

Many producers resign themselves to being better farmers; striving to increase productivity and
efficiency to compensate for their diminishing terms of trade. Unfortunately, this is unlikely to
be a sustainable approach for many Australian farmers. | observed agriculture in many countries
which realise higher productivity and lower costs while achieving this more reliably than many

Australian producers can.
Shared Vision

When there is an appetite for change amongst a group of producers there needs to be a shared
vision to harness collaboration. This vision has to develop into a strategy which clearly identifies

the current situation as a starting point, and maps the desired outcomes.

Usually the process is driven by a small group of passionate, dedicated, key drivers. These
people take responsibility for developing the ideas and vision of a group into a clear set of

objectives within a structure.

It seems universal that progress is made by harnessing the capacity of a minority of people often
referred to as leaders, innovators, champions and visionaries. These people are programmed to
question the status quo and are willing to explore the possibilities. They are also the personalities
targeted by government, community and industry organisations when change is proposed.
Through their leadership other people can be made aware, observe and gain confidence in a

process.
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Commitment

| was advised by experienced collaborative managers that it is better to start with a small group
of reliable and committed people, rather than involve a large number of people who are not. This
reduces the risk of spending large amounts of energy and resources working around the demands
of those who may not sustain their interest or ultimately support the business.

Individuals choosing to be part of a collaborative business need to accept that a degree of
autonomy is sacrificed and that short term personal gain needs to be over-ruled by loyalty to the
collaborative process to realise sustained benefits. This sounds fair enough to most producers in
theory, but is sorely tested when they are faced with receiving returns below an alternative

pathway at any point in time.

Managing the expectations of those who commit to a collaborative process is most important.
Most farmers underestimate the costs and development time involved with start-up businesses.
Benefits and premiums are often preceded by years of work and investment. The start up phase is
also a particularly vulnerable stage for a business when competitors may employ strategies to

undermine supply or processes.

All producers, whether they have chosen to be part of a new collaborative venture or not, should

analyse the effect it has on the service and prices offered by existing players in the market place.

Converting in-principle support into commitment requires mechanisms which compel producers

to participate in the business. This can be achieved in a number of ways:
e A binding contract between producers and the collaborative business.
e The process or service provided by the new business is incontestable
e The business provides access to value adding through vertical integration.

e The producer invests in the collaborative business to provide management solutions

which transfers those functions away from their own business.

e The producer invests in collaboratively owned infrastructure, skills and technology in

place of individual capacity.

e The producer has equity in the business and receives a dividend from the profits in

proportion to their supply.

Benefits need to be apparent to sustain a collaborative approach. These may be expressed as a
price premium, but more often with commodities it involves lowering costs to producers through

efficiencies and adding value through service and processing.
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Management and Leadership

Successful businessmen across Europe reinforced the message of how important management is

to success. These are some examples of their advice:

“You need the best management.”

“The manager has a heavy weight of responsibility, and they need to be prepared to be
hit hard”

e “It is not what they (management) cost, rather it is the return on investment in them for

the business that matters”.
e “Avoid mistakes, they can kill a business”
e “It is most important to identify and manage risks”

These points are not confined to managing a collaborative farming venture, they can be applied

to all those who find themselves in a management role. The sporting coach is a good parallel.

The art of management is making the right decisions in a timely way. It also requires
implementing a strategy and communicating effectively with all the stakeholders involved.

A business plan may be the result of a flawless desk top analysis but the execution of the plan

and success will rely on the human resources applied to it, which include:
e Skills and experience
e Motives
e Health

The best farming businesses across the world have embraced a high standard of corporate
governance to increase strategic and operational capacity. A collaborative venture requires an
appropriate structure, systems and processes. Usually this is developed through a skills-based
board of directors selected for their individual expertise in specific areas, and who as a group

have an appreciation of, and commitment to, the overall objectives.

Due to the numbers of participants involved and the democratic nature of collaboration, an
extraordinary level of communication can be required to represent the organisation and create an

understanding across its membership.

Leaders need to be supported by key people and resources. “Burn out” of drivers in both
community and business is common. Succession planning for management and leadership roles

provides an exit strategy for those in control and a career path for others.
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Recommendations to farmers

Critically examine farm product supply chain arrangements:

As part of understanding the status quo and scoping opportunities farmers should:

Understand how supply chains work and who is involved. Identify the players, the roles

and responsibilities of supply chain participants
Understand the costs and value each link in the chain adds to their produce
Understand the rules of the supply chain, and who makes them

Ask: “what do I offer as a supplier in the current chain?” and “Could I innovate new

products or processes to customers which they will value?”

Explore opportunities to capture extra value:

Invest in the best human resources possible in scoping and planning. Outsource skills and

experience.
Always have a plan B, including an exit strategy.

Determine the financial investment, skills and technology and development time

required.
Consider the impacts (both positive and negative) on existing supply chains.

Ensure that sustained benefits result producers as well as supply chain partners and the

consumer.

Scope opportunities with a willingness to embrace collaboration if achieving scale and

accessing resources is an objective.

Understand the prerequisites of adding value:

Efficiency and effectiveness will be central to success at any link in the supply chain.

Understand the additional roles and responsibilities of a “supplier” over being a

“producer”.
Determine the capability and capacity of a group of producers to supply consistently.

Understand cost of production. Adding value can involve adding substantial costs.
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Move forward using an appropriate

framework managed by the best people

e Employ the best management skills combined with sustained passion for the objectives of

the business.
e A collaborative business requires a high level of corporate governance.
e Consider partnerships and alliances to achieve goals compared to replicating resources.
e The business model needs to secure commitment from producer/suppliers.

e Communicate effectively across all stakeholders to build and sustain support.
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Contacts: Companies, brands and people

Alvis Mr DJ (David)

Lucks Cottage, 11 Church Street, Buckden, Cambridgeshire, UK, PE19 5TE
Tel: 44 1480 810 402

Mobile: 44 7900 698710

Email: dave@alvis101.fsnet.co.uk

Richard is a 2008 Nuffield Scholar

Austrade

Lucy Coward

Senior Export Advisor (Agribusiness and Consumer)
AON Tower

Level 23, 201 Kent Street

Sydney NSW 2000

GPO Box 5301

Sydney NSW 2001

Australia

Tel: 61 2 9393 2181

Fax: 61 29393 2024

Mobile: 91 421 588 676

Email: lucy.coward@austrade.gov.au
Website: www.austrade.gov.au

Australian Farm Institute (AFI)

Suite 73/ 61 Marlborough Street

Surry Hills, New South Wales, 2010

Tel: (02) 9690 1388

Fax: (02) 9699 7270

Email: info@farminstitute.org.au

Website: www.farminstitute.org.au

The Australian Farm Institute has been established to conduednasinto public policy issues
impacting on the Australian farm sector, and to promote policy solutions that maximise the
economic and social wellbeing of farmers.

Australian Trade Commission (India)
Anirban Deb

Business Development Manager
1/50 G, Shanti Path,

Chanakyapuri

New Delhi 110 021

India

Tel: 91 11 4139 9998

Mobile: 91 98109 91156

Fax: 91 11 4149 4491

Email: anriban.deb@autrade.gov.au
Website: www.austrad.gov.au

Bayer CropScience

Milton Y. Suzuki

Manager of Business Strategies and Projects
Latin America Region
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Bayer S.A.

Rua Verbo Divino, 1207

Bloco B — Térreo — Chécara Sto. Antdnio
04719-002 Séo Paulo Sp Brasil

Tel: 55 11 2165 7783

Mobile: 55 11 8644 8462

Fax: 55 11 2165 7605

Email: Milton.suzuki@bayercropscience.com
Website: www.bayercropscience.com.br

Burt, Mr RML (Richard & Sarah)

Lower Hollowfields Farm, Shell, Nr Himbleton, Worcestershire, UK, B96 6TQ
Tel: 44 1527 821813

Mobile: 44 7775 513227

Email: richardburt@ghb-ag.com

Richard is a 2000 Nuffield Scholar

CARE Cambodia

Greg Secomb

Agricultural Advisor

PO Box 537

House 255, Corner Mao Tse Tong Boulevard,
Street 63, Snagkat Tonle Bassac,

Khan Chankar Morn, Phnom Penh, Cambodia
Mobile: 012 619 043

Email: greg.secombe@care-cambodia.org

Centre Quest Céréales
Jean-Claude Maugé

Président du Conseil d’ Adminstration
Zae Chalamber

Rue Blaise Pascal

BP 10036

86131 Jaunay-Clan cedex
France

Tel: 33549 37 36 36

Mobile: 33 6 80 14 96 51

Fax: 33549 37 36 00

Email: sjicmauge@wanadoo.fr

Davis Mr NS (Nicholas)

Esgairdraenliwyn, Llaithddu, Llandrindod Wells, Powys, UK. LD1 6Ys
Tel: 44 1597 840240

Email: nickdavisl15@hotmail.co.uk

Nick is a 2008 Nuffield Scholar

Heinrich v.d. Decken
Guterverwalter

Hessische Hausstiftung
24321 Panker

Germany

Tel: 49 4381 7071
Mobile: 49171 773 49 81
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FieldFresh Foods Pvt Ltd
Vikram Singh

Agri Business Development
FieldFresh Agri Centre of Excellence
Central Seed Farm, Ladhowal,
Ludhiana 141 008 India

Tel: 91 1661 2801909

Mobile: 91 98155-99298

Fax: 91 161 2801900

Email: vikram.singh@fieldfresh.in
Website: www.fieldfresh.in

FREE Eyre Limited

20 Payneham Road, Stepney, South Australia, 5069
Tel: 61 8 8363 5010

Fax: 61 8 8363 5020

Email: info@free-eyre.com.au

Website: www.free-eyre.com.au

Gujarat Co-operative Milk Marketing Federation

PO Box 10, Amul Dairy Road, Anand 388 001, Gujarat, India

Tel: 91 (2692) 258506, 258507, 258508, 258509

Fax: 91 (2692) 240208, 240185

Email: gcmmf@amul.com

Website: www.amul.com

Gujarat Cooperative Milk Marketon Federation (GCMMF) is India's largest food products
marketing organisation. It is a state level apex body of milk cooperatives in Gujarat which aims
to provide remunerative returns to the farmers and also serve the interest of consumers by
providing quaity products which are good value for money.

HCC (Hybu Cig Cymru)

Ty Rheidol, Parc Merlin, Glanyrafon Industrial Estate, Llanbadarn Fawr

SY23 3FF

Tel: 01970 625050

Fax: 01970 615148

Email: info@hccmpw.org.uk

Consumer website: www.eatwelshlamb.com www.eatwelshbeef.com

Hybu Cig Cymru MeatPromotion WalesHCC) is the industryled organisation responsible
for the development, promotion and marketing of Welsmeat

Heartland Co-Op

2829 Westown Parkway. Suite 350,

West Des Moines,

Indiana, USA 50266

Tel: 1 515-225-1334 Tollfree: 1 800-513-3938
Fax: 1 (515) 225-8511

Email:

Website: www.heartlandcoop.com
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Heartland Ceop has50 locations providing products drservices to its farmer
members/patrons.

Henault Mr M (Marc & Sophie)

12 Rue Victorgilbert, Chartres, 28000, France
Tel: 332 3755 00 95 (H)

Fax: 33237 96 07 23

Mobile: 33 6 14 34 75 41

Nick is a 1991 Nuffield Scholar

Lindsay Mr BA (Brian)

Ridgway Cottage, Tetbury Lane, Crudwell, Wiltshire, SN16 9HB
Tel: 44 1666 575336

Mobile: 44 1666 575335

Email: shjal@tiscali.co.uk

Nick is a 2008 Nuffield Scholar

Rudiger Maller

Gut Bietikow 1

D-17291 Uckerfelde

Germany

Tel: 49 39858 275

Mobile: 49 171 7610380

Fax: 49 39858 47888

Email: gut-bietikow@t-online.de

Network Grain UK

Larkwhistle Farm Road

Micheldever Station

Basingstoke

Hampshire

S021 3BG

Telephone: 44 1962 794042

Email: enquiries@networkgrainuk.com

Website: www.networkgrainuk.com

NetworkGrain UK is acollaboration between ten leading farmawned central storage €0
operatives from across the UK who operate right across the length and breadth of the UKs
prime cereal growing regions from Aberdeen in the North, Kent in the South East to Truro in
Cornwall. Through joint ceoperation, NetworkGrain UK sets clear standards for supply of its
vendor assured grain.

NFU Cymru

Edmund Bailey

Vice President (Is Llywydd)
Ty-Amaeth — Agriculture House
Royal Welsh Showground
Builth Wells

Powys LD2 3TU

Tel: 44 1982 554200

Fax: 44 1982 554201

Email: edmund.bailey@nfu.org.uk
Website: www.nfu.org.uk
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NFU Cymru is the voice of Welsh farmers and is responsible for lobbying the National Assembly
for Wales

Nicola Raymond

Trenewydd Fawr, Croesgoch, Haverfordwest
Pembrokeshire, Wales SA62 5JY UK

Tel: 44 1348 831508 (H)

Tel: 44 1267 222 919

Mobile: 44 406 761 798

Email: nicolaraymond@hotmail.com

Nicola is a 2006 Nuffield Scholar

Lutz Scheibler

Dorfstrasse 30

D-18184 Poppendorf

Germany

Tel: 49 38202 30268

Fax: 49 39202 2179

Email: lutz.scheibler@t-online.de

The Co-operative Group Limited
The Co-operative Farms

4th Floor Old Bank Building
Hanover Street

Manchester

M60 0AD

Tel: 0161 827 6117

Fax: 0161 246 2019

Email: farms@co-op.co.uk
Website: www. c0-0p.co.uk

The Cooperative carently farms over 70,000 acres in England and Scotland, makemthe
largest farmer in the UK.

Thibault Mr F (Frederic)
Beauvais, Tauxigny, 37310, France
Tel: 332479210 24

Fax: 33 6 64 92 34 65

Email: thibaultfred @free.fr
Frederic is a 1999 Nuffld Scholar

Welsh Country Foods

Welsh Country Foods Ltd.

Gaerwen Industrial Estate, Anglesey, LL60 6HR, United Kingdom
Tel: 44 1248 421111

Fax: 44 1248 423270

Website: www.gcfg.com

40



References and personal communications

Keogh M, (2008) address to Nuffield Scholars pers. comm. (Australian Farm Institute).

www.farminstitute.org.au

Riccardo Lotti, Peter Mensing, Davide Valenti (2005) The Ceoperative Future Booz Allen
Hamilton www.boozallen.com/media/file/151589.pdf

WWW.CO-0perative.coop

ABARE 2006 www.abare.gov.au

(Farlex dictionary). The Wikipedia

Jasper Wormald, USDA www.usda.com

Andrew Fearne, Uni. of Kent, UK
http://www.kent.ac.uk/KBS/staff detail.php?page id=68&I1D=114

David Sweere www.ukrainebiz.com/companiesUKR/kiev atlantic.htm

John Latham, Chairman of Camgrain. www.camgrain.com

NetworkGrain UK 2008 www.networkgrainuk.com

Jay Nelson, Director of Origination Heartland co-op www.heartlandcoop.com

Champagne-Cereals www.champagne-cereales.com/

Meat Promotion Wales (HCC) www.hccmpw.org.uk/index.aspx
Farm Assured Welsh Lamb (FAWL)

(ai Davies, NFU Cymru President 2008 www.nfu-cymru.org.uk

Amul.com

41


http://www.farminstitute.org.au/
http://www.boozallen.com/media/file/151589.pdf
http://www.co-operative.coop/
http://www.abare.gov.au/
http://www.usda.com/
http://www.kent.ac.uk/KBS/staff_detail.php?page_id=68&ID=114
http://www.ukrainebiz.com/companiesUKR/kiev_atlantic.htm
http://www.camgrain.com/
http://www.networkgrainuk.com/
http://www.heartlandcoop.com/
http://www.champagne-cereales.com/
http://www.hccmpw.org.uk/index.aspx
http://www.nfu-cymru.org.uk/

Plain English Compendium Summary

Project Title: The role of farmer collaboration in creating supply solutions

Nuffield Australia Project

No.:0814
Scholar: Ben Ranford
Organisation: Nuffield Australia
Hligis: 08 8628 2152
e 08 8628 2153
Email: benranford@nuffield.com.au

Objectives Define how a collaborative approach can enable farmers to
participate in supply functions to capture more value from their
production.

Background Supply chain players are large and consolidating their positions.
Individual family farms are small and insignificant as commaodity
producers. Farm production is at the low value end of the supply
chain giving farmers incentive to extend their interest in value
chains and to have equity in value adding.

Research 17 weeks international travel in 2008 as a Nuffield scholar

Outcomes Collaborative businesses are creating value for farmers and
partners in supply chains through achieving scale. Expertise is
required to develop an appropriate business model and employ
excellent management to translate scale into efficiencies.

Implications Adding value involves adding cost. Do not under estimate the time
and investment required to develop supply chain solutions.
Collaborative models need to manage member’s expectations and
require clear communication.

Publications n/a
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