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Encouraging Collective Farmers Marketing
Initiatives (COFAMI)

Background and objectives

Collective action by farmers has played an impdrtesie in the history of European
agriculture and rural development. During thé" 2@ntury the joint actions of farmers in
many EU countries gave rise to the foundation aficagural marketing co-operatives,

resulting in better market access, increased faiwomes and regional employment. More
recently farmer collectives have made an imporcamiribution to the spread of sustainable
production methods.

Now European agriculture is facing a range of néallenges. Farmers have gradually lost
control over supply chains, due to the growing poefeetailers, and are also confronted with
a general decline and reorientation of policy suppét the same time, there is a need to
respond to changing consumer demands for foodysafedlity and an attractive countryside.
Again, collective action may help in finding appriape answers for these new challenges.

Against this background the COFAMI project studies potential role of collective farmers’
marketing initiatives (COFAMIS) in finding adequatesponses to changing market and
policy conditions. More specifically it aims to w#y the social, economic, cultural and
political factors that limit or enable the develagmhof such initiatives. The project also seeks
to identify viable strategies and support meastwesnhance the performance of collective
farmers’ marketing initiatives.

Steps in the research

At the start of the researchcanceptual framework for the study of COFAMIs will be developed* A"
review of relevant scientific literature and a ‘ckiiscan’ of 8 previous EU research projects whiatuided
COFAMI cases will provide the basis for this.

For each study country status-quo analysisof collective marketing initiatives and relevamntextual
factors will be made. This involves an overviewegisting COFAMIs, their aims, organisational foramd
strategies, relations with other supply chain pagnand relevant market and policy environments.

A series of 18 in-deptbase studief different types of COFAMIs will be conductechdse will provide
more detailed insights into the influence of diéfler factors that limit and enable the development,
performance and continuity of COFAMIs. The perfonme of initiatives in terms of social, economic and
environmental impacts will also be assessed.

In the synthesisthe results of these different research activitidsbe integrated into general conclusions
about the relative importance of various limitingdaenabling factors for different types of COFAMIs.
Support strategies for COFAMIs and measures todkgtheir performance and dissemination will also b
formulated.
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Project results and consultation

Participatory methods and stakeholder consultatidirplay a key role in all stages of the projectensure
that research outcomes are grounded in field esipees and policy debates. A National Stakeholder
Forum will be established in each participating rdopt In addition a European-level expert group of
scientific and field experts will be formed to bdem geographical coverage beyond the 10 countries
represented in the project.

The research will provide farmer groups, suppagaaisations and government agencies with insigtes i
different collective marketing strategies, theicess and failure factors, and suggestions of messoat
support COFAMIs. Additionally, the project will ctibute to scientific and policy debates on thesrof
farmers’ initiatives and new supply chain arrangetsén promoting sustainable rural developmentthed
supply of safe and quality food.

All project results will be made available throuble project websiteaww.cofami.org

Project partners

» Rural Sociology Group, Wageningen University, Tretiérlandshenk.renting@wur.n{co-ordinator)

« Research Institute for Organic Agriculture (FiBBwitzerlandjuern.sanders@fibl.ch

* QAP Decision, Francgerald.assouline@upmf-grenoble.fr

« Institute for Rural Development Studies (IfLS), @any,knickel@em.uni-frankfurt.de

« Centre for Mountain Agriculture, Innsbruck UniveysiAustria,markus.schermer@uibk.ac.at
* Baltic Studies Centre, Latvig@lza.lv

« Research Centre on Animal Production (CRPA Spaly, k.de.roest@crpa.it

 Danish Institute of Agricultural Sciences, Denmation.noe@agrsci.dk

« Institute for Political Sciences, Hungarian Acadeshfciences, Hungaiiovach@mtapti.hu

» Faculty of Economics and Management, Czech Uniwyeos$iAgriculture in Prague, Czech Republic,
lostak@pef.czu.cz
SSPE-CT-2005-006541



Contents

(1@ ]\ =] N IS SO 4
METHODOLOGY AND MATERIAL USED .....coooiiiiiiiiiiies i 6
GENERAL DESCRIPTION OF THE ARANY SARFEHER GRAPE AND WINE
PRODUCERS’ COOPERATION. ....cittiiiieit ittt ettt e e 7
SOME GENERAL DATA ON THECOFAMI (SIZE, MEMBERSHIP) .......ccevvveeeeeerninienninnnnnnnanannees 7
THE HISTORICAL ROOTS OF THECOFAMI ..ottt e 7
THE GEOGRAPHICAL COVERAGE OF THIEOFAMI......coiiiii e 8
THE MAIN OBJECTIVE OF THE INITIATIVE 1.1 teeeevtttisseeeeeestunnaeeeeeessnssneeessssnsasessssssnnsneeseennes 9
TYPE OF ACTIVITIES ..ttt et e ttttttt et e e et ettt s e e e e e eet e e eeeee e e e et eebbbe s e e eeeesabtnaeeeeenntanneeaenes 10
THE NATURE OF PRODUGCTS..cettttttetttttttaaseeeeetttinaeeseesttesaeeestansaeeeeeesstnaaessesssnnnsaeaaeees 11
(D] =le] 2l =l =] = oo I =l o 1 1Y/ I 17 11
THE BENEFIT OF COLLECTIVE ACTION FOR MEMBERS......ccuuiituieiiiieitieeaeesieeannesaneenneeenns 11
THE INNOVATIVE NATURE OF THECOFAMI.....ciiiiiiiiiiiic i 12
CONTEXTUAL FACTORS AND DRIVING FORCES ..ot 12
DESCRIPTIVE FACTORS ... ttttttttti e eeeetttii s s e e e e ettt s s e e e st s e e e e ebbb e e e e eetb s e e e e eesban e eeaas 12.
Natural CONAILIONS .......ccouuiiiii e e e e e e e e e e et e e e e eees 12
DENSItY Of fAIMIS... i s e e e e e e e e e e e e e e e e et as 13
The local importance of agriCUUre ...........coooeiviii i 13
CULTURAL (SOCIOLOGICAL) FACTORS....etvtttuieeeetiutinaeeeteesttnaaaaesssttasasssssinnaseessessnnnnns 14
Earlier experiences wWith COOPEratioN .........ccecvvveiiiieeiiiiiii e eeeeiiaae e eenes 14
RUral SOCIAl CONESION. ... .uuuiiiiii it et e s s e e s e e aaaaeeeeeeeeenenees 14
SPECIIC SKIllS ...ovieeieeeeee e e 15
ECONOMIC AND MARKET FACTORS ... ttuituutettiatatieetnesaneetuneeseesnasnnnsennessnaestneesnnaesnaersnaes 15
(00 ] 101 o= 11 1Te] o [ USSP 15
International market relations............. i cceeei i 15
o I (032 7Y ] = 16
ORGANISATION AND NETWORK RELATIONS ...ttt et 16
INTERNAL ORGANISATION OF THECOFAMI....cooiiiiiiiiiiiiiiii i 16
EXTERNAL NETWORK OF THECOFAMI ..ot e et e e e e 17
THE DEVELOPMENT OF INTERNAL AND EXTERNAL RELATIONSHPS......iieeeeiiiiiieeeeeeniinnnaeeenes 18
CAPITAL ASSETS AND CAPACITY BUILDING .....cccvviiiis e 18
DYNAMICS OF THE COFAMI ...uutiiiiiii ettt et e e e e s 20
THE TIMELINE OF THECOFAMI ...t et s e e et e e e e e e anns 20
TURNING POINT OF THECORFAMI ...ttt 22
THE GRAPHICAL REPRESENTATION OF THE DYNAMICS OF THEOFAMI........ccvoiiiiiiiiiiinn. 22
IMPACT ASSESSMENT ..ottt e e e e e e e e e e e aent e 23
QUANTITATIVE IMPACT ASSESSMENT ...uuiiuuieiiniitteeetestnrestieeenaeeeneestsenaesaeernnaesnaestneeeniees 23
QUALITATIVE IMPACT ASSESSMENT .1t tttuetuu ettt eeeteeeteesnestneeensestneesnaeenestneeannaesneesnnaesnnns 23
Market PEIfOIMEANCE .......uvuiiiiieiiiei e e e ettt e e e e e e e e e e e e e e eeana e e e eeeennes 23
Farming MethodS..........oooiiiiii e 23
Cultural and social IMPACES ......uvviiieii e 23
ENnvironmental iIMPaCES ......iiii i ceee e 24



CONCLUSION OF THE MAIN CASE.........ooo e 24

MORAKERT COOP, THE FIRST SATELLITE CASE ....ccooeet eeeeeeeeee e, 26
GENERAL DESCRIPTION OF THEMMORAKERT COOPERATIVE ... cuuittitnieneeteaneenieseenierneeneesnnes 27
LESSONS LEARNT FROM THE CASE O ORAKERT ... euititittitetiiteineaeaeeteensansseessesnnnsanaes 29

ALTO PALANCIA COOPERATIVE, THE SECOND SATELLITECAS E.....c............ 29
GENERAL DESCRIPTION OF THEALTO PALENCIA COOPERATIVE. .. .uititiieiieeieieieeeeeeieeneenaes 30
LESSONS LEARNT FROM THE CASE OBLTO PALANCIA ..oviieeiiii e 31

(00 ]\ [0 I U5 [0 ]\ L 32
DISCUSSION OF MAIN LIMITING AND ENABLING FACTORS .. euiuitiitiietieteeneeeaseneeneensaanen 32
MOST IMPORTANT POSITIVE IMPACTS OICOFAMIS... ..o e 32
POLICY RECOMMENDATIONS. ... ctuitttitetteeteeeaetateeseatesasetesasesases et seseransensraeensetsenerssenns 33

Policy recommendations on national level:........cc.cccoooooiiiiiii i, 33
Policy recommendations on the EU [eVEl: ......eiiiiieiiieiiiieeeiiiee e, 34
ANNEX 1: LIST OF INTERVIEWEES......coieie e e 35

LIST OF REFERENCES ... oo ettt et et e e e et e e eans 36



Methodology and material used

We started our case study research by exploring:ttsting documents about Arany Sarfehér
Grape and Wine Producers’ Cooperation (ASF Coopg. aMalyzed the website of the
Cooperation and the news about it published intgezand internet sites. We searched for
the official documents about the changing ownersiiifhe local champagne factory and also
the measurements of the government related to BEABI (the press release about
acknowledging the Arany Sarfehér grape variety mstepted origin type and about the
guarantee provided by the government to the COFAMbrder to buy-up the champagne
manufacture). We also analyzed the local periodicaking for news about the leaders
(members) and the Cooperative itself, and aboutemrocal news as well that can be
interlinked with the development of the COFAMI (e.pcal elections, official visits,
festivals). During the desk research we attempte@xplore the local economic, social,
institutional and environmental context of the CQMAand also the historical roots of
champagne production located in the central tomsgKk. Furthermore, we identified the most
important questions to be explored by the fieldeagsh, such as 1) the role of key persons
(the chairman and the local mayor) in the develagnpeocess, 2) the historical context of
and the motivations behind the establishment ofGB¢AMI, 3) the relationship among the
members and between external stakeholders andabpe@ative, 4) and the development of
the used resources and the caused impacts of tRAKID

After the desk research we identified the firstmbwf potential interviewees by the help of
the chief executive officer who attended to thetfiMational Stakeholder Forum organized in
June, 2006. We described him the groups of stallef®lwe would like to speak to (the
chairman, the management of the Cooperative andhhimpagne factory, member farmers,
non member farmers, buyers, consumers of the wimd @ampagne, local political
stakeholders) and then he provided us names amiephonbers for almost each stakeholder
groups. Later we complemented the list of interdew using the snow-ball technique. We
conducted the first round of interviews on the 3%.f February. We interviewed three
member farmers (from which one is a member of tard of trustees), two representatives of
the local wine communitiégfrom which one was a key person in the establésttjnrand the
head of the production at the local champagne facfthe second round of the interviews
was conducted on the 14"16f March — this round contained interviews witle tthairman
and the chief executive officer of the Cooperativey family enterprises producing wihe
non-member grape processor entrepreneur couplevgilrean is the PR manager of the local
wine order), the local notary, two other membemfars and one non-member farmer. Then a
third round of interviews was conducted on th& 8. March when we interviewed one non-
member farmer and a guard of the National Bavlast of the interviews were made by two
researchers. The duration of the interviews rumf6® to 180 minutes with an average length
of 90 minutes. We could record eleven interviewst, tlense notes were made during the
remaining five interviews as well. All interviewsene made in a semi-structured way: we had
a few initial questions but the interviewee couiceck the conversation towards those issues
which he or she is interested in the most.

. The countrywide network of wine communities wagablished in Hungary between 1994-96 in order

to control and represent vine growers and produckvine communities function as public bodies,
documentation and administrative support are thetnmmportant tasks of their representatives. Foremo
information visit:http://www.hnt.hu/aboutus/index.php?&lang=en

As grape growers they are member of the Cooperadind although they produce wine as well they
compete in a different market segment than the O@F-#us they are not competitors with the ASF Coop
3 The complete list of interviewees can be founthmannex.




Interviews were supplemented by transect walks@ratographing as well during the field
visits. We visited one farm, one vine processor tmedchampagne factory where proprietors
showed us everything from the machinery to the gnoducts while describing their activity.
We also visited the central area of the Nationak Reear Izsak and discussed the most
important nature protection issues with the loealrdg of the National Park.

After collecting these materials we started analgzhem. Interviews were taped and then we
made a content analysis on the transcriptions. ¥ée photographs and notes to complement
and sometimes confront the results of the conteallyais.

General description of the Arany Sarfehér Grape and Wine
Producers’ Cooperation

Some general data on the COFAMI (size, membership)

Arany Sarfehér Grape and Wine Producers’ Cooperdtivstate acknowledged producers’
group) was established in 2003 by 154 farmers deoto join forces and help farmers to
produce and market their products. The Coopera@se546 members today with a cultivated
area of 1211 hectares. Members are mainly smdi-$aamers but some family enterprises
joined as well — the heterogeneity of the memberghivell indicated by the farm size which
varies between 0,3 and 130 hectares with an avefafydhectare. Members are mostly part-
time farmers who produce only the grape but dopmotess it, although some bigger farmers
have own cellars to make wine from the produceggrahe membership shows a continuous
growth from the establishment (last year 122 famjeined the cooperative), though there is
a small fluctuation because some of the elder fesroet out their plantation to get the EU
subsidy. Most of the farmers are from lzsak (mdm@nt50% of the vine-growers in lzsak
joined the cooperative), but there are members fr@meighbouring villages as well.

Last year member farmers produced 5,600 tons ogbegrérom which 2,000 tons was
processed in the cellars used by the Cooperatiagtlypin the old cellar hired by the
COFAMI and in the champagne factory bought-up y@OFAMI). The net average price of
the vine reached 57 HUF/kg (0.23 €/kg) in contradicto the 30 and 43 HUF/kg in 2004 and
2005. Thanks to this the net revenue of the COFAktleeded 333 million HUF (1.4 million
£€).

The historical roots of the COFAMI

The local traditions of viticulture around lzsdketcentral settlement of the COFAMI, can be
traced back to the late 1&entury when vine-pest perished the majority @& Hungarian
vineyards except those located on sandy soil becaung-pest is not able to spread on the
sand. Thanks to the vine-pest and the general dainstopping shifting sand, viticulture
started flourishing in the region from 1875 resigtin a remarkable increase of the price of
vineyards. Farmers initially sold only the vine aheéy produced wine just for the family
from the remaining part of the production. Latesytistarted to process the vine and sold it in
small barrels made of wood using the post for @eiing the products. The special type of
Arany Sarfehér (ASF) vine was selected in thesdy danes by the brother of a famous
Hungarian painter, Tivadar Csontvary Kosztka. Tlsatk the steady high yields of this
variety and its relatively good resistance on the band, and the growing market demand for



the grape and the basic wine for champagne (mé&iofy abroad) on the other, the area where
ASF were grown expanded quickly.

During the socialist era huge vineyards were eistaddl where intensive cultivation started
often accompanied by the harsh modification ofrtiief (the majority of the sand dunes was
made to be flat). However, thanks to the unfavderalatural conditions of agriculture and
the stabile structure of small-scale family farmiffgpmesteads), specialized cooperatives
were established in most of the villages insteatheforiginal type of socialist cooperatives.
The existence of specialized cooperatives resuliethe relative freedom of farmers in
making decisions about production and marketindenypriovided them technological support.
Izsak was the only settlement in the small regidreng original type socialist cooperatives
were established (and later merged) together witlrge-scale state farm, the champagne
factory, which processed the entire vine produaedhe surrounding settlements. In the
“golden age” (in the eighties and early ninetigs¢ thampagne factory produced 14-15
million bottles per annum and employed more thamredred people — approximately 80% of
the total champagne production was sold abroadn{yn& the Soviet Union). In the early
nineties the champagne factory was privatized bypgduan investors, who were forced to
modify the strategy after 1998 when sales stadddlt down because of the extremely high
protective duties launched by the former Soviet ntoes. The management tried to
strengthen the position of the factory in the ddimasarket by newly developed brands that
became well-known within a short period of time viligheless, the factory was bought up by
a foreign investor (Ecker) in 2002, who sold al iamous brands to the biggest competitor,
Torley (owned by Henkel&Soehne), in 2005.

The brief description of the historical contexttbé local agriculture and viticulture seems to
be important because the establishment and thergrday functioning of the COFAMI is
deeply rooted in the history of lzsadk. The threesmmnportant things indicating this
relationship are the following:

» Atfirst, vine is a significant source of incomdlgbday for many families.

« Secondly, the champagne factory and the state catbye had different impacts on
the local community.

» Finally, as the brief historical description showdjculture is a part of the local
cultural heritage, people insist upon the tradiiaf vine-growing and the ancient
varieties as well (e.g. they name the local civibgl, the folklore association and
other public bodies Arany Sarfehér).

During the analysis of the COFAMI we will discussmore details these three key relations
between the past and the present of the local catipe efforts.

The geographical coverage of the COFAMI

The Cooperative is located in Izsak, but farmersetjained from nearby settlements as well,
thus the COFAMI covers geographically 19 settlemmevithin a radius of 20 km. This region
is situated in the Western part of the HungariaeaGPlain — it lies between the River Danube
and Tisza, near Kecskemét. Izsak is about 100 krfrden Budapest, both the motorway and
the main railway lines avoid it, although Kecskertegproximately 20 km far from Izsak)
connects with the main traffic lines.

4 The most important difference between the speedland the original type of cooperatives is the

degree of collectivity: members of the specializedperative were permitted to keep their farmlaals farm
there individually in exchange for the annual tasually 10-20% of their total production), while migers of
the original cooperatives were forced to surrertdeir land to the cooperative and could farm onlesy small
piece of land (called croft land).
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1% picture: The geographical situation of Izsék, the central settliement of the COFAMI.

This region is characterized by a variegated refief lowlands are broken up by small basins
and sand dunes (some of them are still in move)d 3ad clay are the typical components of
the soil: in some place the thickness of sand dediches 50-60 m. The climate is arid and
warm; this is the sunniest part of the country. @hes is poor in both fresh water and ground
water: although originally swamps covered the stbaflins, after the drainage most of these
swamps dried out and the level of the ground wdtepped significantly (there are places
were the decline exceeds 2 m). The surviving wdtlaabitats are under nature protection
(see the green borders on the map) — the arepad af the Environmentally Sensitive Areas,
Natura 2000 areas and a National Park.

Although the natural conditions do not really favagriculture, the relatively huge distance
from developed, industrialized parts of the courfosced people to live on the land. Self-
sufficient family farms (homesteads) were typicafdse World War Il. that marketed only
the remaining part of their production. As we wrieviously, many of these homesteads
survived the socialist collectivisation, but theinfitability started to decrease remarkably
after the political and economic transition. Nowgslathis area is one of the most
underdeveloped regions of the country with a higfe of unemployment and a continuously
aging population (Izsak seems to be an exceptiamamployment is negligible and the age
pyramid is balanced). Villagers usually commuteKiecskemét to work in the processing
industry or in the services, while tourism is dtitiutilized and agriculture is declining.

The main objective of the initiative

Building on the local traditions of viticulture,dtoverall aim of the initiative was to maintain
the role of agriculture in the local employmentatigh enhancing its profitability. To reach
this overall aim the most important goal is to htuigether farmersin order to achieve higher
prices for the vine produced in the region — asctierman said'A thought came then, that

s Before the COFAMI was established, there usebetdive individual contractors in the surrounding
villages who bought up and processed the vine. hesitractors acted in the market as an oligopblgy
decided on the price and the terms of the contrtacfsther, thus farmers did not have any opporuwitsell
their products with better conditions, only if thgyned forces and tried to influence the pricerétain sales or
process and market the products themselves.



we should try to unite those people who still hemefidence in agriculture and horticulture,
which was reinforced by the state’s regulation absubsidizing producers’ groups.The
main goal, however, had to be complemented by stimeorder to motivate farmers to join
the cooperative. Thus, the COFAMI aims also at euppy farmers in the input markets,
providing professional consulting and administrathelp. The hierarchy of the goals can be
drawn as follows:

Overall aim:
Profitable local agriculture

Main goal:
Higher prices through collective marketing

Help purchasing Professional Administrative

input materials: consulting: support:

collective purchasing trainings filling application forms
contracts with local study-tours accountant

wholesalers and
retailers

1% figure: The structure of aims

Type of activities

The range of activities of the COFAMI has expandednore and more fields since the
establishment and can be grouped as follows:
- basic services:
0 administrative support,
0 trainings, study tours,
0 community programs,
- central services:
0 mechanic harvesting,
o forecasting system,
0 collective processing and marketing,
- supporting activities:
0 networking, lobbying.
Farmers are able to have resort to some basiccesryirovided by the COFAMI such as
administrative help regarding applications, tragsinstudy tours and community programs
(both for the membership and for the wider locaiomunity — e.g. regular meetings for
farmers or wine tasting at the “Arany Sarfehérterdl festival). Beside these basic activities,
the Cooperative attempted to build up a range ofrakservices that are essential for acting
on the market collectively and reach the main giahigher prices and better livelihood.
Already in the first year the COFAMI hired harvesfi machines in order to ease and
harmonize the harvesting — this has had a positipact on the costs (harvesting one hectare
costs approximately twice as much by hand than aghimery) and also on the quality of the
products, though not every variety is appropriate rhechanic harvesting. Moreover, the
Cooperative established a forecasting system famtgbrotection which is connected to the
national agri-environmental programme and alsodtelarmers to apply for the subsidies by
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organizing the soil analyses collectively. Nextrydee COFAMI made the first steps towards
the collective marketing: it signed a long term tcact for hiring the old cellar of the former
state cooperative and started to buy up, procasselhthe vine produced by the farmers. The
processing capacity of the Cooperative was incteésgher when they managed to buy the
local champagne factory together with two neighbmuproducers’ groups (we describe this
in more detail in the sixth chapter); thus, frome #tutumn of 2006 the Cooperative is able to
process the vine grown by the farmers of the thsseciated producers’ groups and produces
and markets today quality wine, champagne and fuiges under the name of HELIBOR.
Finally, the Cooperative does some supporting dietssas well which are connected to the
representation of interest of farmers, such asyloigbfor the state acknowledgement of the
ASF grape and wine.

The nature of products

The most important products of the COFAMI are thevand semi-processed products (e.g.
grape juice or wine sold retail) on the one hamj and products such as quality wine,
champagne and fruit juices on the other; however,Gooperative itself sells only vine and
semi-processed products while end products areupeat by HELIBOR (the champagne
factory) which is owned by the COFAMI (among othmoprietors). The majority of the
grape produced by the members is sold to nearbyerbugnd processors through the
COFAMI, which means that members are not obligedsath their grape directly to the
Cooperative but even if they choose other buyesg tlave to make out an invoice to the ASF
Cooperative (this means that ASF sells nominallg trape to the buyer and not the
individual farmer). The majority of the producedapge is bought up by HELIBOR but the
COFAMI itself buys up some of the grape and retitils a semi-finished stage after storing
and squeezing it in its hired cellar. Beside theseducts the COFAMI maintain the
traditional landscape and the ,Arany sarfehér”itradal endogenous vine species, which can
be regarded as a special product of the Cooperative

Degree of collectivity

Member farmers can decide individually on their opvoduction — the used technology and
methods, the growing area, the quantity of produbis species to grow etc. — and they can
also choose freely between buyers, however theylliged to sell all their products under
the name of the COFAMI. Despite the small numbebplgfgatory collective activities (the
yearly payments and the invoicing to ASF Coopeegtivhowever, farmers cooperate
voluntarily in different kinds of activity, such gdant protection, harvesting, etc. Processing
and marketing activities organized by the COFAMId&HELIBOR, the champagne factory
owned by the Cooperative) can also be seen as bi@atwry collective activities since
farmers can decide on where to sell their grapkth&ke seem to support the assumption that
individual activities are in the first place whikmpllective activities are only secondary,
although farmers are interested economically ih ceaperation (e.g. they get higher prices
for the grape if they invested to HELIBOR, or thbgve pay fewer for the mechanic
harvesting if they order the machines collectively)

The benefit of collective action for members

According to our interviewees, the most importaahdfit of collective action for member
farmers is the increase of the price of the gr&pem 2004 to 2006 the average price of the
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grape has risen from 30 to 57-60 HUF/kg (albeiteh&as a general increase in the price of
the grape in 2006 because the unfavourable werthalted in less quantity). Farmers could
benefit from the collective organisation of sergidge two ways: on the one hand they save
money because of the price reduction provided ¢cA8F members, while on the other hand
they are able to produce better quality productsiklh to these services (such as mechanic
harvesting or plant protection). Farmers can aésdize benefit from the free fertilizers and
administrative support provided by the COFAMI — totample 40% of the member farmers
applied by the help of the Cooperative and gainegdpert in the Hungarian Agri-
Environmental Programme which means approximatejjearly subsidy of 100 thousand
HUF per hectare.

The innovative nature of the COFAMI

We think that the COFAMI has numerous innovativarelsteristics from which the more
important are:

- The key for the COFAMI’s innovative nature is thitatombines traditional knowledge
and cultivation methods with the latest technolegyl business strategy (and in the
same time it combines different local and extraalaesources as well) in order to
construct/reconstruct the image of the traditioAshny Sarfehér grapevine. This
results in innovative products (ASF protected arighampagne and wine) that have
both good quality and a special intrinsic value.

- Another source of the COFAMI’s innovative naturehie dense regional network and
the strong relationship with state offices built oy the chairman of the COFAMI
together with the mayor of Izsak. However, it iscalmportant that the Cooperative
was not only able to establish successful extemationships but a strong local social
base as well (it has legitimacy and acknowledgeraering locals and contributes to
the community life of the central settlement). Thisses the question of how the
COFAMI was able to mobilize and enhance differgpes of social capital.

Contextual factors and driving forces

Descriptive factors

Among the descriptive factors in the case of Ar&dyfehér Cooperative the following ones
are important:

o0 Natural conditions, especially landscape and berdity;

0 The relatively high density of farms with similaroguction structures;

0 And the relative importance of agriculture in tbedl economy.

Natural conditions

The natural conditions, mainly the landscape amdbibdiversity, are important because they
are very special and characteristic for the regibare is also a National Park as we wrote in
the previous chapter). There is important relatimbetween the ecological conditions of the
area and the demands of the regionally charadtegsipe species, the Arany Sarfehér. This
type needs high level of water in the soil, whistprovided by lakes and ponds of the region,
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like Lake Kolon in Izsak. As the interviews provetronly the leaders of the initiative are
conscious of this relationship, but also most eflttal farmers.

“And this variety, (we used to call it Whitemudizgak ...) likes sandy soil. But

it likes only if its roots are in the water, or olay soil, above the warm, and

then it can produce a lot, a lot of beautiful bigiden cluster... these look really

marvellous” (AF, 8' page)

“So, it resulted (the drying of the Lake and thespds around Izsék) that where

used to be good production areas for the Gold Muthylhere they started to

die out, as the water level of the soil sank doand it could not reach. So the

production area started to selected out.” (PK1 gage)
Also the new brands refer to this ecological relahip by using the spoonbill living in the
Lake Kolon as a symbol for Gold Whitemud. The retdtign of this relationship between
natural ecosystems and grape cultivation is an lemgpfactor, because it reinforces local
embeddedness and provides a unique possibility akenthe product different from other
wines and champagnes. It also helps to develop augfoduct range, grape species range
which suits best the local environment.

Density of farms

Discussing the high density of farms, we have tglemsize that not only the production
structures are similar, but also the social situatf the farmers and the size of the fdms
under which circumstances some kind of cooperatimrrge almost naturally (as it happened
also in this case).

“...then | recognized as well as others, that indinatly we cannot, we are

unable to stay alive, they (the wholesalers) magebankrupt, we have to

cooperate...” (AF 1 page)

“The average field is 1 hectare approximately, asctthe fields are small...” (it

does not worth investing in machinery) (KGYphge)
There are a lot of small farms (approximately 1taex farm) offering almost the same
products — raw material for winemaking — for a fe#volesalers. Without cooperation they
compete with each other in price, individually trerger law quantity of input materials and
services thus their bargaining position is wealkg amividually they are also unable to
develop the necessary machinery for productioroopfocessing the grape, thus their buyers
offer the price. These factors suggest that codiperais necessary and the positive
experiences strengthen the initiative.

The local importance of agriculture

Agriculture used to be the most important sectathefeconomy and although recently locals
work in the service sector and commute to the rmighng county centre, agriculture has
still remained important.“Two thirds of the inhabitants of 1zsak are boundedagriculture

in some way...” (AF © pagd, and also the interview with the notary enforitgsThere are
several families with one or two economically aetimembers where grape cultivation (and
sometimes wine production) means an additionalmmecoThey belong to the group of part-
time farmers, for whom grape cultivation providesiaportant part of the family’s income
(as we wrote in the Status Quo Report). Workpladease third sector are also connected to
agriculture. There is a wide range of differentivdités of the service sector that are directly
connected to farming: several shops offer inputipets for agriculture, a lot of entrepreneurs
sell machinery services (plant protection, soitieation, harvesting), trading (wholesale) is

6 Although we stated above that the farm size savsween 0,3-100 hectares, most of the member

farmers cultivate no more than 5 hectares and aféyv family farms own larger estates.
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also based on agriculture as well as processingaotiindustry to some degree. Grape and
wine and through the viticulture agricultural adiivas a whole has become part of local
identity: the harvest is a country famous festimebeptember.

The initiative’s main aim is to marketing the prothiof the prestigious activity (agriculture),
so it is also highly appreciated by the local intetis, local government and also the local
institutions.

Cultural (sociological) factors

From the cultural (sociological) factors we discthssfollowing three:
o0 Culture and positive experience of cooperation

0 Rural social cohesion

0 Specific processing skills

Earlier experiences with cooperation

The question of trust/mistrust in cooperation ipapular topic in Hungary. Interviewees
mentioned that collectivization, as all over theiwy, was not popular in Izsak, neither. In
the socialist time local farmers would have prefdrranother form of cooperation —
specialized cooperative — which would had left theore freedom to decide about farming
methods and marketing. As a result of this mistmsfocialist-type cooperatives, members
left the collective working in Izsak immediatelytexf the transition, and although it has
survived, it is not active economically and hasyanfew members.
However, interviews stateST(ll the seventies there were only traditional meds, and in the
time of the cooperative they started to plant ngpetplantations (KGy™ page)and other
interviews) also that the collectives and the Skdem (which established the Champagne
Factory) modernized local grape cultivation: planteew grape plantations, which were
suitable for using machines in different works, impged the whole system of production and
reorganized marketing. The loss of these results keat unfavourable, as the following text
shows:

“It resulted (the compensation) that they leftthd plantations, they got back).

The whole became weedy. Infected by several dseaskwho wished to do it

correctly on these divided small fields, had nostufity to farm economically.

So we fall back to — | don’t know — the level af ¢farly sixties.” (Ol I page)
To sum up, although on the one hand there are imegekperiences of cooperation and
collective action, on the other hand farmers exgrered the advantages of it, and the present
processes encouraged them to find a new approfoiateof cooperation.
This topic needs further analysis to decide whethés enabling or limiting and in what
extent.

Rural social cohesion

Trust in each other within the community has neslemappeared; at least we have no
interview parts or texts showing it. Even if we rtkiof the conversations after longer
interviews or other gossips turning up during tleddfvork, we can assume that rural social
cohesion is quite strong in the region. (Of coltsis problematic to decide whether it is
mistrust toward the non-locals such as the curiessarchers, or real cohesion among each
other.) There is also another aspect of trust tdibeussed here: all the interviews state that
the members have unquestionable trust toward thiencan of the COFAMI. He is kept to be
the engine of the initiative and his enthusiastarkuis inseparable from the achievements of
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the cooperative. The members of the cooperativetalst each other as they worked together
for long years in the collective or in the Statenrand as they know each other for years.

Specific skills

Specific processing and farming skills are impdremabling factors for the COFAMI. Local
vine-producers inherited farming methods from tipairents and grand-parents, as viniculture
has long traditions in the region. They use elementheir traditional knowledge; they know
the ecological potential of the fields and the sgedemand of the different grape varieties.
On the other hand some of the farmers have forchataion (university or college degree),
and most of the members used to work for the for@ete farm or for the socialist
cooperative, where they learned special agricultiremwledge and the modern farming
technology of the eighties (the typical practicethe green revolution).

The champagne factory, owned by non-local inves®edso an enabling factor. It provides
special processing possibilities — for the locald(aon-local) producers. As we will argue
later we assume that after that HELIBOR Ltd. (thejgct company of the COFAMI) bought
up the factory it became a physical capital ofitfigative.

Economic and market factors

From the economic and market contexts we will disan details the following two:
o0 Competition on the markets and the ownership afract
o Importance of international markets for sellingguots of the COFAMI

Competition

The weak market performance of the COFAMI and tkistence of a strong competitor is a
limiting factor. More than 90% of the Hungarian ofigagne market is in the hand of a spin-
off company (Torley) of a foreign multinational cpany (Henkell & Séhne). This company
was allowed by the Hungarian Competition Authotaybuy up all the traditional Hungarian

brands, among them the brands of the Izsak Chamepagctory, as we wrote it previously.

The competitor, thanks to its parent company, hetseb position when purchasing raw
materials such as wine and bottles, and also whamketing its products on the national and
international markets. The COFAMI's enterprise hadind the proper products to fill the

market gap left by the multinational competitordrder to survive. In chapter six we will

present the most important attempts of the Fadimriynprove new brands and products to
respond the challenge. As the chairman, the pramtuctirector of the Champagne Factory
and other members of the COFAMI said, this is pbijpdhe most decisive factor, that

influences the future of the initiative.

International market relations

As the text shows the leaders of the enterprisp kational markets important for selling the
COFAMIs products, but the importance of internaslomarkets are much higher, although
these relations have to be rebuilt before. Now #lso a limiting factor, because they have to
compete with the same rival as in the Hungariarketabut can transformed into an enabling
factor if they rebuild former relationships anddinew markets.
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Policy factors

Although we left the COFAMIS’ role in policy netwks to discuss as the last, it is an
important enabling factor, which was mentioned aissome of the interviews:

“Our mayor and the whole City Council are takingreeof the local farmers,

their faith and activity. So in the case of the quoers’ group especially to

purchase the Cellar (the Champagne Factory) we ctdaslse on the network.

The network of the mayor. So he is a great hu@eramong his hunter friends

one can easily find the people who can help.” (RZ fdage)
The previous interview part states that differenliqy and professional networks have
important role in the formation of the Cofami, alsp gain state acknowledgement of the
Arany Sarfehér grape wine and champagne as regjigo@tected species and also to gain
state guarantee for the bank loans necessary fawhasing the Champagne Factory and
developing new brands. Although these networksrarg important, we know few about the
nature of these networks and relationships, asitbeviewees did not talk about it.
The aim of the agricultural government to supparal scale farmers to make them be able
to purchase food-processing companies is an emglalator, but the fact, that the chairman is
member of several regional and national associi®a capital (a strength) of the initiative,
whilst the unknown network of the major of the sinbavn is again an enabling factor.

Organisation and network relations

Internal organisation of the COFAMI

The COFAMI was established according to the Act CXR000) on new-type co-operatives,
thus it is one of the acknowledged Hungarian predgcoups and it is authorized to apply for
EU support. The most important body of the Coopezais the general meeting where the
principle of one member/one vote is dominant. Theegal meeting decides on the president
and the members of the board and on the most imoguestions concerning the whole
organisation. As the Cooperative extends to mollagas, it is also possible to organize
partial general meetings. The Board of Directors $@ven members from which one is the
Chairman while the other six represent differetiages/areas covered by the COFAMI (there
are two members from lzsak and four from the neighing villages). The Board — and
mainly the Chairman — decides on strategic questim builds the external network, and is
responsible to the General meeting. The five membgthe Board of Supervisors control the
work of the Board of Directors. All these officeare elected by the General meeting and they
must be the members of the Cooperative. The Directominate the Chief Executive Officer
who is responsible for the business operation itftmay, marketing, sales etc.). The CEO is
not a member of the COFAMI but an employee. Fivheotemployees work at the
Cooperative who are responsible to the CEO: an radtrator and four blue-collar workers
working in the hired cellar. The following figurergsents the internal structure of the
organisation.
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General meeting
(500 members)

Board of Directors, Chairman
(7 members, strategic decisions, lobby)

Board of Supervisors
(5 members, control)

Chief executive officer

(finance, marketing, sales, internal

relationships etc.)

Administrator
(daily administrative work)

4 employees
(daily work in the hired cellar)

2 figure: The internal structure of the COFAMI

External network of the COFAMI

ASF Cooperative has built a dense network bothazal] regional and national level. We
start to describe these relationships from thellazdhe national level and from the closer
environment of the COFAMI to the more distant agtdrhe graphical representation of the
external network is presented by thefRjure.

Partners from the

Regional and national

Government associations
, Associated Organization of
Suppliers
input maerials, —  the three producers groups Local buyers,
— services) — processors
CO FAM I (grapevine)
Arany Sarfehér Grape and
Wine Producers’
Cooperative Consumers
(wine, champagne)
Local wine '
producers’ club HELIBOR Ltd.
Champagne Factory
Arany sarfehér -
wine order S~ Foreign
consumers
(table wine)

3" figure: The external network of the COFAMI

ASF Cooperative takes place in the focal pointhefpicture. ASF Cooperative established an
associated organisation with two nearby producexsupgs, which acts in the market
uniformly. It was an important question whether thstablishment of the associated
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organisation was the expansion of the COFAMI owis “only” the development of its
external network. Although ASF Cooperative is thesindominant in this association, the
three producers’ groups have different formal oigmtions (with different management,
constitution and rules), thus we argue that thebdishment of the association is the
materialization of the small-regional cooperatidrpmducers’ groups. The association then
founded HELIBOR and bought up the champagne faabiysak, hence the factory (under
the name of HELIBOR) became the property of thedhassociated producers’ groups and a
financial investor. ASF Cooperative owns 40% of #imares of HELIBOR, the two other
producers’ groups have 25-25% and the financiaéstor owns the remaining 10%. The
dominance of ASF in HELIBOR is mirrored by the mmal relationships as well since the
Chairman of the COFAMI was elected as the chairmiaRELIBOR, too. In this way the
COFAMI built up a local supply chain for wine andaenpagne. The COFAMI is in relation
with market actors (suppliers, buyers, Hungariad foreign consumers) either directly or
indirectly through the HELIBOR, and thanks to theaicman it has strong relationship with
country-level and regional associations and offithe chairman is a directorate member in
the national board of producers’ groups, he iscterman of the Danube Wine Region and
the chairman of the Kunsag Wine Region).

The COFAMI, the other two producers’ groups andrtheject company (HELIBOR Ltd.) is
embedded in the local community and connected &irdngly, by cultural, personal and
social links.

The development of internal and external relationsh ips

Agricultural and vine-production is important fdret local community for many reasons, we
described above. Local society was an important barsthe establishment and development
of the COFAMI, although external actors gave imaottimpulse in this development as well
(now we would only refer to the joining of the threproducers group to gain state
acknowledgement and support or to the establishiofetite HELIBOR Ltd to purchase the
champagne factory).

Capital assets and capacity building

In this chapter we discuss the status and changéeamcial, social and human capital in
more details. We mention some extent also the stafwcultural capital. We assume that
although it is not possible to observe significatianges when examining the capitals
separately from each other (because the actorsliffeeent capitals parallel), all forms of
capital has increased during the short historhefGOFAMI.

The amount ofinancial capitalowned by the initiative was quite negligible at theginning
and has not changed radically. The members havpayofor the collective an annual
membership fee, but it pays them dividend and pi@fiee services, as the chairman and the
Chief Executive officer said. The first time thagked their own capital was last year when
the member farmers should have collect the mongyutohase the Champagne Factory, but
they could provide only a smaller part of the nsaeg capital.

Although the financial capital of the initiativeddinot increase significantly, thghysical
capital of the COFAMI grew by lending the cellars of tlerher (socialist) cooperative and
then by the buying-up of the champagne factory. Nwsy are possessing high value tangible
assets, which create the basis of future developmen
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From the different forms o$ocial capitalwe would emphasize the relevance of bonding
social capital, which is based on the local commyursind enforced by the positive
experiences of cooperation. The members trust edwdr as well as the chairman. Linking
social capital is more important in the case of ¢hairman of the Cofami, who creates a
bridge between the local actors, initiatives anel tlational authorities, the government and
other institutions. We keep the activity of the Mag contextual factor, as he does not belong
to the initiative personally.
We mentioned among the contextual factors thatdéesmegard the initiative as an investment
in the future. Agricultural work has high prestige the community; it admits the time-
consuming and tiring work with the grape, which has important results. On the one hand
they work steadily even under unfavourable cond#idOn the other hand not only the local
society acknowledges agricultural activity, but kedractors as well: non-regional markets
pay for the special quality grape and wine. These ghenomena result that farmers trust in
the future. We assume thatiman capitalconsists of farmers’ orientation toward future and
endurance. More precisely, the peasant habitusaisformed to human capital which is
converted to economic benefits. We have severahirws demonstrating this assumption,
for example one of them (AF) described how his pirevorked with grape in the thirties,
which was exported to Austria:

“...because it was a really hard work, first to ctitto select it, to pick it up.

Long ago they put the clusters on the furrow ... lgdotthe sand, and then the

others came to pick the clusters and with tinyelitissors they took out the

wrong berries and put the clusters into a nice leagKAF 8" page)
This shows that working was highly appreciatechia tommunity, and also by the non-local
economic environment. The following citation protes endurance of the farmefs..(The
peasant) has to have reserved money, have windancellar and one more year of
persistenc” (AF 18 page) because grape is profitable only three yearsémyefive years.
Another important element of human capital is teeplknowledge of grape cultivation and
wine making, learned traditionally and in officeducation as well. This latter resulted in the
high level of bonding social capital: the membefrshe initiative were also members of the
former (socialist) cooperative or worked at the t&tdarm — so knew each-other
professionally and personally.
We found that the different forms of social and lamncapital created the basis of the strategy,
on which financial capitals could grow (the membargested in the COFAMI either by
paying the membership fee or contributed to thetistpacapital of the HELIBOR Ltd). The
successful purchase of the Champagne Factory transfl a factor (the existing processing
capacity owned by a non-local proprietor) to phgsicapital and led also to the increase of
the mentioned three forms of capital, as well asstrengthening of local identity.
Bonding social capital was necessary to found thdyxers group. To gain financial support
and state acknowledgement as a Producers’ Groupgfa@ guarantee for the loan, in order
to reach the necessary production volume and tease the amount of involved farmers the
ASF had to cooperate with the producers’ groupaeifhbouring villages — it required the
use of bridging social capital. The chairman arelrtrayor used linking social capital — as a
result of it the Cofami gained state acknowledgeanoéthe PG, also of the grape variety and
also state guarantee for the loan. It enforced laksal identity. The different forms of capital
evolved, increased thanks to the special way aadtwes used and combined them.
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Dynamics of the COFAMI
The timeline of the COFAMI

2002

The members started to organize the associatieadjrin 2002. One of the initiators
was the clerk of the local wine producers’ assdamiatwho started discussions with

other wine growers to establish cooperation to hatpl wine production.

2003

Member farmers established the cooperative in April

A German financial investor bought the local ChagmmaFactory, the biggest local
merchandiser of the cultivated grape. The presidettie Cooperation worked earlier

at the factory as a manager, thus he refused ® iakt in the organization of th
COOP because of ethical reasons. He joined the ecatipe only after its

establishment in April, when he was removed fronre ttompany by the new

proprietor.

The ASF Cooperation decided to merge with two n@igiing producers’ group i
order to obtain an annual revenue of 300 millionFH,2 million EUR) to gain th
official state acknowledgement and financial suppaid for the producers’ group

They promised to reach the 300 million individuatythe next two years, which they

managed. The COFAMI gained the state support (dougrto the decree of th
Hungarian Government).

2004

The COFAMI hired the cellar of the former state gpe@tive and renovated it (the

buildings and the processing capacities, barratks). There it has storing capad

and processing possibilities for special types afewUsing these possibilities the

e

n WS

e

ity

cooperation started also marketing and collectatess The major buyers of wine and

grape juice were Germany and the Czech Republic.

The members and the leaders of the Cooperativgnersd that their market power

even not enough so when the possibility to buyltital champagne factory turned
up, they decided to give bid on it. As we alreadyte in previous chapters, the
German investor decided to withdraw from the Hursgarmarket and finish

is

processing grape, sold the well-known brands ofthampagne Factory to its biggest

Hungarian and Central European competitor (Torldgnkell & Séhnlein), and
planned to sell the factory and its materials. Tthenleaders of the COFAMI asked
informally the price and conditions in case theyuldgpurchase the factory. Although

the price of the factory was quite high they sthttework on a bid. They realised th
the factory with its tools machines and storingawaty even without its previou
markets and well-known brands may provide secusébet only to survive but als

even to grow bigger. It is the only way to secume livelihood of the local grape and

wine producers in the long term. As the chairmariated:
"...everybody should use its own land, plantationt lshould process
together, the product, the raw-material (the grape) create the end-
product, through which the profitability of the st and everybody
involved in it may find livelihood.” (Ol*ipage)

2005

at

%)

(0]

The members also realised that the ASF itself isweak to buy the Champagne

Factory alone, so they decided to continue cooperatvith the other twg
neighbouring villages’ producers’ groups. The thgreups established a proje

enterprise called Helibor Ltd. As the general megif the three producers’ group

ct

decided to make a bid the leaders started to lookdurces to finance the transactipn.
One part of the purchase price was given by the lmeerfarmers the rest was bank

loan with the guarantee of the Hungarian GovernmEme COFAMI had to ask als

(0]

for a current assets loan. It was an extreme effod a real success of the
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management of the COFAMI to obtain the loans. Noly dhe manager of the
cooperative but also the major of Izsak did a toffind the financial sources (as
several interviews show it (RZ, El, KGy). He hadgomal contacts to the leaders| of
the Ministry of Agriculture and Rural Developmenthe current Minister of
Agriculture expressed several timebat the Government have to assist and support
farmers and small-scale agricultural producersaable to possess food processing

companies. This way small-scale farmers are ledaregered by the sudden changes

of agricultural raw products and food markets.

2006| The negotiations with the Ministry, the banks ahé bwners of the Champaghe
Factory took almost one year, so the project entafhad the loan only in the second
half of 2006, thus the three producers’ groups aoplrchase the factory in
November. The managing director of the project emige (and the chairman of the
Cooperative, who is the same person) became adsmdmager of the factory and the
two companies (the project enterprise and the chgmpfactory) absorbed. Now the
joint enterprise rebuilds its market relations alegielops new products and brands to
replace the lost ones. This activity is based am ¢hpacities of the Champagne
Factory, on regional, territorial specialties and tbe acknowledged grape species,
Arany sarfehér (Gold-mud-white).

The state acknowledged Arany sarfehér as proteciggin grape, wine and
champagne. It is the only grape species in Hungdiigh gained such state. This was
the result of the lobby activity of the local wiaad grape research institute, the Igcal
civil associations of wine and grape producers tedproducers groups. The whole
movement started years ago and was led and suggayrtidne chairman
The new enterprise plans to increase its markeesbspecially among the quality-
products, and develops according to this aim it8 heands. The company signs ﬂhe
new products marketed in Hungary with local andalized symbols (such as water
birds, e.g. spoonbill, and the famous Hungariamteaj Csontvary Kosztka Tivadar -
http://www.hung-art.hu/index-en.htjnl or general Hungarian historical, national
symbols, like the Carpathians, or the first Hungaking, St Steven, and finally with
the special protected origin species. These symdm@lsknown in Hungary and may
bring success in the national context. The compaisp develops brands for the
international market. Their focus is on the Easteomntries, such as the former
Soviet Union countries, Eastern European counsmgsFar-eastern countries. Among
these brands they try to create distinguishable rante valuable products as well,
like the champagne fermented in bottles that reguspecial production method and
needs more hand-work, or the special champagnaipeddirom organic-wine (wing
made of organic grape). Of course most of the misdare sold as retail wine for the
Czech and German market.

After the establishment the cooperative plannest@oe and process the grape before selling
it. In these early times the main activity of theoperative was to help production and
marketing. The initiative offered weather and plandtection forecast for the members, later
they borrowed a harvesting machine (since thennilmber of the borrowed harvesting
machines increased to five), and helped member di@nio contract with providers of
machine work. This latter was appreciated by thenéms and the assistance in plant-
protection was emphasized mostly by the leadetseCOFAMI. Another important activity
of the COFAMI is related to marketing: it offereduble price for the quality grape (higher

! The Minister for Agriculture and Rural Developreave very few interviews (approximately ...), but

mentioned this theme ... times.
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degree of sugar) than the competitors in the regidre cooperation sold the grape or the
grape juice and a small quantity of wine processehbe hired cellar.

Turning point of the COFAMI

As the discussed COFAMI is quite young, it seembdareasonable to point out only one
relevant change in the life of the COFAMI, eventhfs point does not mean a profound
change in the strategy or in the degree of colkfam (collectivity). The two stages which
we distinguish are the following: the first stagefiom the establishment till the founding of
the project enterprise, while we suppose that #mored stage may last when the joint
company, the Champagne Factory will introduce éw brands and stabilize its market.

As we already wrote the aim of the initiative diok khange profoundly from the first stage to
the second, although there are some importantreliftes. The main aim of the COFAMI is
to market collectively the products, the wine ahd grape, and in the long term to bottle it
individually and sell end-product in both phasest B achieve this they needed to broaden
the membership and strengthen cooperation at filtst. aims and the strategy of the first
stage (purchasing input materials, administratiyepsrt, professional consultifjgesulted it.

As the number of members increased and cooperagiocame stabilised, the strategy to reach
higher prices became more feasible. The establishofethe project enterprise (HELIBOR
Ltd.) was the first step toward the buying-up af tbhampagne factory, which reinforced the
original aim (to reach higher prices) but at thensatiime raised new challenges for the
initiative in the second stage, such as to devakp brands and build new markets in order
to secure the livelihood of the members and the-piroducers of the region.

The graphical representation of the dynamics of the COFAMI

_ - 1
Development stages
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Market penetratit developmentf__/,»
Buy-up the champagne
Growth y facto ry
network Protected origi
L Improvement |
oA Figure: The dynamics of the COFAMI
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Starting to prepare f
buying-up the faetory
Establishment< Establishmeiw

formation Chairman-electio
State-ackn dgement
Preparatory Associatéed producers’ group
work -
B . Z > Years
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See also Figure 1.
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Impact assessment

Quantitative impact assessment

In the Hungarian case we have found only a few tjiadine data on the impacts of the
COFAMI. We have already presented that in 2003 fesders established the initiative,
which has 546 members today with a cultivated afei211 hectare. Another indicator of the
growing acceptance of the organization is thatAls& Cooperation could found a project
company together with two other producers’ groupuochase the local Champagne Factory.
This will surely increase the economic performaacd the importance of the initiative.
Although the members and the leaders of the ini#atnentioned that the price of the grape
has doubled in the last year, there is no postilidi estimate the impact of collective action
in this phenomenon. The weak evidence would evggest that it is independent from the
activity of the COFAMI: the price of the grape irased all over the country and not only in
this region (the market share of the COFAMI is valg only in the region), and also
individual grape producers outside the region cggtdmuch better price than the year before
(2005).

Qualitative impact assessment

The fact that the COFAMI is quite young makes (gaave) impact assessment even harder,
so we have few possibilities to make grounded tptale assessment.

Market performance

Almost all the interviewees emphasized that the @fithe Cofami is to reach better price for
the grape, even by storing it, or processing ie Tilembers acknowledged the results of the
leadership, and assumed that the initiative wasesstul from this point of view. The
relevant market of the Cofami is the Champagnedegacbther local food processors (wine
cellars) and also foreign Wine cellars. As the $isedle farmers can appear on these markets
collectively, they do not have to sell their prothum wholesaler, or if it is necessary, they are
able to store their products, also the grape owihe waiting for better prices.

Farming methods

There is an interesting difference among the leadéthe COFAMI, the bigger and smaller
farmers in assessing the impact of the initiatimdarming methods.

Whilst the leaders always emphasized that the catipe offers different farming services
and also some of the farmers cultivating grapelmuafive hectares or more (the average is
about one hectare) mentioned it, farmers of onvorhectares did not even mention it, and
when we asked it directly, they expressed that din unnecessary service.

Cultural and social impacts

It is also difficult to assess the cultural and sleeial impact of the initiative. We assume that
these impacts are latent. The members trust inezatipn and in the future, as the following
reference states:

“So now | hope that it will success and now | wildnt 5 more hectare grape,

so there are some more people like me, we trustotizae has a future.” (AF

10" page)
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Wine production and grape cultivation belongs ® sklf image of the local community. The
initiative and the new brands of the Champagne dFadbuild on local symbols, as we

presented it in chapter 6, thus the cooperatioarea$ local identity.

Cultural performance of the Cofami has at least oywe aspect, which is based on the
production of a traditional grape variety (ASF).iStvariety had to be cultivated using

traditional methods partly. This needs a lot ofdwaork, and although the ASF has several
good characteristics (high production quantity, aquuality) it was continuously losing its

share of cultivated grape area. As it became amaadiedged protected variety, and the
Champagne Factory is paying good price for the gquodlity ASF, the decrease of this
variety may slow down or may even turn to grow.

Environmental impacts

Members of the Cofami participate in agri-enviromtad programs and have the possibility to

use plant protection forecast and advisory systehich result in decreasing environmental

pollution. Unfortunately we have no quantitativetadeon these effects. The internal

assessment of environmental impacts are similathto assessment of the impacts on
agricultural methods, the only exception is thatfars emphasized the reduction of pesticide
costs (and not the reduction of environmental hasar

Conclusion of the main case

The aim of this case study report has been to geotlungarian perspective for the study
COFAMI by setting the context for the interviewshel advent of post-socialism and the
European integration prognosticated new opporemitis well new uncertainties for the
Hungarian countryside and farmers’ common marketingtegies in it.

The first distinctive feature®f the Hungarian COFAMI has beerhistorical determination
from the socialist and pre-socialist times and @wtléhe studied COFAMI was established
some years ago, the social and economic goalsmtr&eting practices and strategies of
COFAMI members are strongly related to processgssefido-modernisations, privatization,
the introduction of market economy and the EU irdaégn.

Thefirst factorrelated to the past is the land property strucfline size of the members’ land
is generally very small, around 1 hectare and aljhothey have same marketing potentials
and offer raw material (grape) for winemakers andolesalers but as being individual
producers they wouldn’t be competitive or if soytheould be competitors on same market.
The co-operation is a necessity that mirrors tlaltef the post-socialist management of land
use and needs of common supply of machinery.

The second factothat is related to the past and to the recentipdbe role of agriculture in
the region in reference to farmers’ economic stfiate that are based on multi-sectorial
pluriactivity in lack of alternative income. Theaitlequate income level constantly stimulates
households to run mini- or small scale farms anastmakes a difference between the
majority of Hungarian and western agricultural progrs. While the Western pluri-active
strategy is an out-farm, complementary income mgisactivity the farming in the studied
region is not the basic but the extra source obnme what contributes to keep the high
density of COFAMI members farm size and dominarfcanall farms.

The third factor is the cultural and social heritage that permitthe COFAMI. Viticulture
has been local heritage in cultural and socialexdn{The location protected grape and wine
give markers for associations, and part of thell@entity, the rural tourism is planed to be
based on wine tasting with other words the prodfic€ OFAMI is source for the emergence
of local culture economy.
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The evidence that significant groups of local comityuare involved in grape and wine
production gives the prestige for COFAMI memberd ae may say that it strengthens social
cohesion. There are also important issues for Isoalal co-operation and trust based on
prestige by being hard worker in viniculture thggneration by generation, inherits the ethic
of work and persistent effort to well-being. Théllslf viniculture and of wine making is also
an inheritance that is related to social motivat@mnbeing well-thought-of member the
community. The traditional knowledge of soil ecological pdtahand deals with different
grapes are commonly used together with speciakaltpial knowledge and the modern
farming technology learned in the seventies antitigdg. The trust in the COFAMI leaders
and members, the inherited knowledge and work eit@cignificant enabling factors.

The second featuref the Hungarian COFAMI is thele of networksespecially the role of
policy network. Comparing growth patterns of thi©FAMI to other studied organisation in
the international project underscores two imporfamints. First is that different, but in all
cases personal policy networks played importarg nolthe COFAMI to get the regionally
protected status for local grape wine and champapgeeies across to the state and to get state
guarantee for the bank loans. The mayor’'s perspoiitical network is what the COFAMI
leaders could use however the mayor in not COFAMImner. His contribution to managing
the political network was not a result of systematbbying, much more occasional
activation of network potential. On the contrarg tBOFAMI leaders have been organizing
professional network by sitting in committees, #uating meetings, hosting professional
programs.

As 4.2. section presents the studied Hungarian Q@iF&ke Arany Sarfehér Grape and Wine
Producers’ Cooperative is well networked on locaheell regional and national levels. We
may say that the COFAMI is a network organisatitwattrelated to many economic
institutions, individual and institutional partnefithe level of networking clusters all the four
characteristics of contemporary networks that aemtioned in the relevant literature: the
network came into being around collective resouraed shared infrastructure, the local
labour market come to hold specific skill of viniituwe, reducing the cost of spatial inter-firm
transaction, the knowledge transfer, innovation laatning of economic actors. The network
based COFAMI determines the system of the co-ojperaind power relations inside the
organisation.

The third feature isapital assets and the way of capacity buildihgt has much more social
than economical character. The financial capital garmers’ financial contribution are not
considerable. The COFAMI members risked an investnenly at the buying—up the
champagne factory but the big majority of investmeas paid from state guaranteed bank
loan what will be paid off from company profit andt from members’ private budget. The
basic financial capital has not been intensivetyeased. The immovable estate, the physical
capital has been extended enormously when the emtipe bought up cellars and grape
preparing, bottler, champagne factory but thankspnao networking capacity and less to
economic effectiveness. The chapter 5 presents shaal capital (trust, common past,
common alternatives and analogous perspectives)hanthn capital (farmers’ orientation
towards future, transformed hard worker and econdmiestment centred ethic of peasant
habit into human capital) marked out the main laiehe strategy, on which the financial
capitals and common profit should grow.

This fourth feature is thelynamicsof the COFAMI that related to market performance,
external network and turning point of dynamics ke first stage after the establishment
(purchasing input materials, administrative suppgmofessional consulting, commonly
reached and fixed price) and the second stagediogrof the project enterprise, the joint
company bought up the Champagne Factory after easntimber of members increased,
cooperation became stabilised and a new strategpd®en emerged to reach higher prices and
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profit. Thus can be understood that while in thstfphase the social and human capital
played key role in the COFAFMI development thestedrinants will be replaced in the
second stage by market, economic forces. The dapili&e, powerful, investor-proprietor
stake-holders will be key actors after the turmapdidy giving priority of market oriented
strategy what may reduce importance of social amdam capital.

The stages of Hungarian COFAMI dynamics may asstimatethe strategic question is the
harmonisation of capital assets (financial, sotiaman) in all stages of dynamics. In the first
period the COFAMIs can have no sufficient finan@at physical capital and social, human
capital give base of the dynamics. In the lateisphdhe logic of economic growth and market
demands can devaluate social and human capitathentevel of collectivity what would
provide emerging power for the outer or inner it actors. The input question EU policy
related to COFAMIs is how to preserve multi-layercial and economic interests of the
members and how to harmonize it to market demands.

Morakert Coop, the first Satellite Case

In the previous part of the report we argued thatdase study of Arany Sarfehér Cooperative
is an interesting example of how to establish admatup cooperative in a post-socialist
country where the word cooperative has a quite dmuhotation among farmers. The most
important success factors of ASF is the strongad@eipital of the cooperative (especially the
trust among members and the linking capital ofrttamagement which is a crucial asset of its
lobby activity); the product innovation which stefnsm the combination of an ancient, local
grape variety, traditional cultivation methods @hd most up-to-date processing technology;
and finally the local and regional embeddednesth®fcooperative. Although the case study
of ASF is a success story up till now, it is a eaitioung organization working in an oligopol
market situation under the pressure of huge bamakslo The long term success of the
cooperative requires now continuous growth on tleket and in terms of membership as
well because ASF needs to penetrate the marketneithbrands and increase the turnover in
order to pay back the loans, but this is possihblg & membership is able to produce more to
rise the quantity and decrease the average costst@ price). Thus it seems rational to
choose such kind of satellite cases that had tme gaoblems in an earlier stage of their life-
cycle or answered to similar market challengesmovative ways.
Our first satellite case is the Mérakert CooperiiMungary) — a rather mature organization
(at least compared to ASF) that went through aodeof dynamic growth in the last years.
Although Morakert works in a completely differentarket where there are plenty of
competitors and where farmers are mainly pricersakece they do not have enough power
to bargain with retailers, it was established gu#e similar way as ASF and then was able to
grow more than ten times and establish a regiorahd that is well-known all over the
country. We think that analysing the history ofstiemarkable growth of Mérakert can help
us to understand how growth can secure the futieeawoperative as well as what kind of
problems emerge in a period of rapid growth and ftas possible to manage them. Hence
we pose two questions which we attempt to answerarf satellite case analysis:

- How is it possible to achieve and manage rapid trdar a young organization

based on regional branding?
- How does rapid growth affect the social capital péesally trust) of the
cooperative?

For the ' satellite case analysis we was able to use thétsasf a recent and detailed case
study research focussing on Mérakert Co-op thatmasaged by the Institute of Economics,
Hungarian Academy of Sciences. Beside the researtlits we used the interviews and the
case study analysis of Mérakert made by graduatiests of the Szent Istvan University for
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supporting farmers to establish new cooperatives. ddmplemented these materials with

relevant information from press releases and imery with key actors published on the

Internet. However, it is worth noting that theseenials were produced for research aims that
differ from ours, which means an important limitetifor our satellite case study since we
have not had the most appropriate data for ansgenm research questions. We hope to
solve this problem by combining the different dsadarces.

General description of the Morakert Cooperative

Morakert Purchasing, Marketing and Servicing Corapen is often mentioned as a success
story for new-type cooperation among farmers livimg/iérahalom and its surrounding. This
region is one of the sunniest and warmest part@fcountry which favours agriculture,
although the sandy soil and the low average priatiph makes this region appropriate only
for irrigated fruit and vegetable production. Irethocialist period state owned cooperatives
were established here as well as in other partduofgary, but thanks to the less favourable
natural environment and the special settlementct&ire (dominated by homesteads)
specialized cooperatives replaced state owned froes the 1960s. After the change of
regime in 1990 the compensation procedure resultadragmented structure of private lands
that left only few possibilities to establish ptafile farms producing for the market. Despite
this situation nearly 75% of the population livimgthis area dealt with agriculture. The low
profitability of agricultural land and the high mrartion of local inhabitants living on
agriculture forced the local authority to decide etfter to provide social assistance to
marginalized farmers or to establish an organingbi@moting farming.

The mayor established the Department of Agricultuvithin the local authority in 1993, then
the Common Agricultural and Entrepreneurial Socieis founded in1994 in order to help
small farmers to submit tenders and modernize thains. This Society was the forerunner of
the cooperative aiming at building a loose coopenaamong local farmers. Since most of the
locals were reluctant of the word cooperative, tdegided to call this organization society
which refers to trust and cooperation among farmeétisout recalling the bad memories of
state-owned cooperatives. The society was finabgedembership fees and its main aim was
to organize collectively the input trade and thdesaof the members by using the
countervailing power of the group. In the first iperall the physical work (transporting,
storing etc.) were done by the farmers themseked,the decisions were made collectively.
The power of this voluntary cooperation stemmednfrifie enthusiasm of farmers and the
trust among them, which resulted soon in the rédnicif purchasing costs.

Mérakert cooperative was established in 1995 bfak#ers as an official form of agricultural
cooperation and now works in parallel with the etci(although the latter has changed its
name). The fundamental aim of the cooperative isugport self-managing, individual local
farming in a not-for-profit way without taking thiesks of production. The co-operative is in
the property of local and regional farmers whotaeemembers of the organization. The most
important body is the general meeting where thaciple of one member one vote is
dominant. The general meeting decides on the mesidnd the member of the board of
directors and supervisors, while the chief exeeutssappointed by the board and does not
belong to the membership. The co-operative has diggartments: management and sales;
financing and accounting; development; input pusaig and distribution; and production
and storage. Morakert offers input materials, eation and technological advices if needed,
but does not determine to farmers what to prodiibe. organization buys up the contracted
amount of products from the members and other sutexdors as well, stores it, cleans it,
wraps it and then sells it on the market underctiikective brand. The co-operative provides
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many advantages for producers: the collective mgehof input materials contributes to
saving 8-12% of the costs, while the collectiveesairovides the possibility to surely sell the
products in large quantity though on a relativegprkssed price. Hence farmers are able to
compete with large-scale rivals on the market, ey tcan provide the market with high-
quality, branded products in a significant quantity

Morakert has a widening range of activities. Themfanctions are the following: collective
purchasing of input materials for fruit and vegétalproduction; consultation and co-
ordination of production; services (e.g. manipwalati storage, wrapping etc.); providing
environment-friendly techniques; and collective resgntation of interests. Through these
activities the priorities of the co-operations dce stabilize production prices, to apply
environment-friendly methods and to provide adegustchnological background for
preparing and selling products. Up till now theaperative has marketed only unprocessed
goods — fruits, vegetables — under the brand ofalént. The product range varies from
different types of potatoes through tomato, greepper, cabbage and carrot to fruits
(especially peach and grapes). Since the date &undation Mérakert cooperation has made
an imposing career. In 2004 it had 719 members ranoce than 2000 subcontractor, the
quantity of marketed goods reached the 18,000thennet income grew up to 4.5 million Ft,
and the number of employees rose from 1 perso®td@Be membership grew mor than ten
times although the initial payments required fraamiers rose considerable from 25,000 to
nearly 510,000 HUF (from this 180,000 HUF is themerative share and 330,000 HUF is a
single payment contribution for investments). Mdadkbecame a brand that is well-known
both in Hungary and the neighbouring countriespisducts can be found in the shelves of
big supermarkets while 30-40% of the productions@d abroad. Its activity gained
acknowledgement in 2002 as Modrakert was the fiostperative that received the title of
producers’ organization — the EU conform organaafiorm. The dynamic growth regarding
the market share and the membership of the COFAM accompanied by the development
of regional and national networks. In order to tgea more favouring institutional
environment, Mérakert became a member in regiondlreational organizations representing
farmers’ interest (like the National Potato ProdBdard, or the Agrarian Chamber of the
county). The cooperative takes share from smalbreg organizations supporting local
collective sales, and it also encourages otherstgbeo-operations among the farmers of the
region. In 2004 Moérakert established a secondampertive in order to increase to
competitiveness of the collaborating firms from thgion, and two years later it changed its
organizational form to a holding structure to berenfiexible and able to absorb financial
support from the EU.

This remarkable growth is partly the result of éaded and professional marketing strategy.
Since Morakert works at a competitive market whetailers (mainly supermarket chains)
dominate market relations and define the pricedemhiioducers are mainly price takers and
compete with the same conditions, Moérakert had éwetbp a situation in which big
supermarket chains could negotiate with the codperas a partner. For achieving this aim
Morakert put strong emphasis on the quality of patsl and the reliability of supply, for
instance it launched HACCP quality management systd'he products of Morakert are all
regional branded products, the labels inform thesamers about the regional origin of the
products and about the cooperative structure bethiedcompany name. These regionally
based brands are the key in the marketing stratdtfyough in order to provide the whole
product range during the year the COFAMI importeifgn products as well when seasonal
Hungarian products are over. For offering the lpstlity in every supermarket chain, the
cooperative established an own quality-controligngup which visits regularly the different
shops and control the quality of products standimghe shelves (in huge supermarket chains
lower prices mean sometimes lower quality or spateducts). Morakert is a strong-minded
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negotiator, and thanks to the countervailing polught up through the development process,
it is able to achieve better conditions (price aadurity) for member farmers by negotiating
directly with retailers instead of selling the puats through wholesalers.

Lessons learnt from the case of Mérakert

Two important conclusions can be drawn from thes cgfsMorakert, both of them belonging
to the question of market growth. One importansdeslearnt from the satellite case study is
the appropriate marketing strategy that is requicecensuring the continuous growth of the
sales. One key of the success of Mdrakert is thdentified its own market situation clearly
and then chose the right strategy that targetedrdtalers instead of wholesalers. In the
negotiations with supermarket chains the cooperaises its countervailing power which is
based on the huge quantity produced by the menalpetise one hand, and the dense regional
and national networks, on the other. However, tiaperative follows the way of products till
the customers in order to provide the best qualitthe whole supply chain — after figuring
out the tools supermarkets often use for increasiimgmargin, the cooperative is able to
counteract. Thanks to this strategy Mérakert was tabget in almost every huge supermarket
chains that dominate the Hungarian market, andeasame time was able to obtain the trust
of consumers and increase its sales continuously.

The other important conclusion that can be drawmfthe case of Mérakert is how the initial
role of trust has been replaced with institutionédés and norms as the organization has been
growing. When the cooperative was established th& rsources of the cost effectiveness
stemmed from the cheaper services and input mestdrimight together and the low costs of
controlling the members. Trust among members was ntlost important feature of the
cooperative which held together farmers. When taperative started growing and more and
more farmers got involved, trust started eroding arstitutionalized control mechanisms
were required. On example for this is the incradgbe price of the cooperative share and the
extra payment for joining the cooperative. This atlder kind of institutional arrangements
provides now the smooth functioning, although tthange was accompanied by the rise of
transaction costs.

Alto Palancia Cooperative, the second Satellite Cas e

In the previous part of the research we found th&t case study of Arany Sarfehér
Cooperative is an interesting example of how taldisth a bottom-up cooperative in a post-
socialist country where the word cooperative hgsite bad connotation among farmers. The
most important success factors of ASF is the streagial capital of the cooperative
(especially the trust among members and the linkimgital of the management which is a
crucial asset of its lobby activity); the produchévation which stems from the combination
of an ancient, local grape variety, traditionaltimaltion methods and the most up-to-date
processing technology; and finally the local angioeal embeddedness of the cooperative.
Although the case study of ASF is a success stomlinow, it is a rather young organization
working in an oligopol market situation under thegsure of huge bank loans. In the first
case-study we discussed the main factors of lomg $eiccess of the cooperative: continuous
growth on the market and of membership as well, fdwtors which may lead to market
penetration to increase of turnover in order to lpagk the loans. Thus we presented the case
of the Morakert Cooperative.

Our second satellite case is another agrarian ecatipe in Spain (not far from the city of
Valencia) the Alto Palancia Cooperative, this Ca®m second degree cooperative which
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integrates fourteen cooperatives with about 900 begm so it is a more mature organization,
than the ASF. Alto Palancia produces organic otive and works in a completely different
market where there are plenty of competitors andre/fiarmers are mainly price-takers since
they do not have enough power to bargain with legiit was established in a quite similar
way as ASF. We think that analysing the Alto Paiarman help us to understand how small
scale farmers can maintain their activity, housktharming. Thus we will discuss two
questions in the™ satellite case analysis:

- How is it possible to support house-hold farmingotigopol markets?

- What are the advantages and which way is it pasdibl produce special quality

products?

For the 2° satellite case analysis we used the results efent case study research focussing
on Alto Palancia Co-op that was managed by thearesgeam of the University of Valengia
for the CORASON research project. We complementesse materials with relevant
information from press releases published on thermet. However, it is worth noting that
these materials were produced for research aimsdiffer from ours, which means an
important limitation for our satellite case studgyice we have not had the most appropriate
data for answering our research questions. We kmgelve this problem by combining the
different data sources.

General description of the Alto Palencia Cooperativ. e

The project was selected because the key actar &gyearian cooperative. This cooperative
produces organic olive oil. It is second degreepeoative which contents numerous local
agrarian cooperatives and farmers. This cooperatiteePalanciawas founded in 1991 with
only three local cooperatives; currently, it integs fourteen cooperatives and 900 members.
The majority of members in the cooperative are-pam¢ farmers that maintain their crops
mainly because of sentimental and territorial idgmeasons. This fact introduces particular
features to the way the cooperative strategy tgk@se. For instance, it introduces more
complexity to decision-making processes sinceatjtiproductivity is not a key objective for
most farmers and this gets into conflict with theebtive Committee’s objectives that it
necessarily has a more commercial view. Nonethefasssible reticence and disagreements
among actors in the cooperative are reduced wherefa see how profitability increases.

The idea of grouping responded to a quite logicess and to the need of achieving a more
efficient size and of facilitating the necessaryeirsions. It was also the aim of regional
department of Agriculture that promoted the grogpof local cooperatives into second
degree ones, and it provided economic support tier required initial inversions. These
inversions were necessary given the fact thathe)oil press in the base cooperatives were
old and obsolete; b) agriculture, that in this asefocused on olive trees, was irremediably
going towards disappearance because productivityadded value were very low. Before the
creation of the Alto Palancia cooperative there vgeneralised feeling among farmers of the
need to improve quality of the product, and thiflofeed the same direction that trends
promoted by the regional agriculture departmentd\ioeless, olive oil produced in this area
has always had a well recognised high quality thas been gradually improving and
extending to productions all over the areas; befxtra virginwas only produced by two of
the cooperatives.

The actions initiated by the new cooperative inedlvmportant innovations especially in the
transformation and commercialisation processes,adsul in terms of production. Basically,
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the strategy consisted on increasing the qualitythef olive oil and adding value to the
product. For this, it was necessary a series ohgds (i) to modernise the machinery for
olives’ transformation; (ii) to change some proessknked to the selection of the olives and
the process of crushing the olives; (iii) to investthe bottling and commercialisation
processes because the oil was sold in bulk, with®watvn bottle and label.

The cooperative is located in a LEADER area whheethree phases of the programme have
been implemented. In fact, they obtained funds ft&fADER | and Il for the improvement
of infrastructures and for a cooperation projecthwan ltalian group dealing with the
commercialisation of organic olive oil.

The Alto Palancia olive oil cooperative case isomd)example where traditional practices
linked to olives’ production and oil elaborationshheen gradually including innovative
components and processes for achieving highertability and competitiveness. In this case
we find a traditional component which is all thedbknow-how behind the production and
elaboration of a very high quality olive oil, andcamponent of expertise and innovation
introduced in the form of technical and specialidewledge (agriculture engineering,
quality control, marketing) and new technologieat ttontribute to improve more this quality
but specially to codify and standardized some m®ee that before were part of farmers’ tacit
and experiential stocks of knowledge.

Lessons learnt from the case of Alto Palancia

Two important conclusions can be drawn from thesaafsAlto Palancia. One lesson learnt
from the satellite case study is that traditionalctices can be maintained and incorporated in
innovative modern methods. Alto Palancia becameesasful because it could built on the
ancient methods used by individual farmers, whib tstid the traditional local knowledge of
oil tree cultivation and oil production. The leaslef the cooperative and the local action
group realised these resources. Thanks to the catape of the different actors traditional
technology and modern administrative and managskild (like quality control, cooperation
with development agencies) resulted that the oaweduality olive-oil, for mass-production
became a high quality olive-oil product, which baeawell-known and acknowledged also
by the consumers.

The other conclusion that can be drawn from the cdsAlto Palancia is how the individual
farmers, continuously loosing their potential téluence their markets and to maintain the
level of their income could stop these processdstiammed it back. The knowledge sharing of
local and non-local actors resulted that now fagrand olive-oil production is again a real
alternative for farmers, a real alternative sowfcecome.
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Conclusions

In the Status Quo Report (WP3) we identified thmegin types of COFAMI organizations:
the integrator companies, new-type cooperatives sandll bottom-up initiatives. Most of
these organizations were active in agriculturewisargued farmers’ interests and aims not
always considered by integrator companies thepadth in certain cases these companies
have decisive role in innovation as they introduoeaovative modern technologies in
Hungarian agriculture. Most of the small bottominftiatives have no legal organizational
form, their market share insignificant, their sb@altural impacts is very minor even in the
community or micro-region where they are active.

Thus we choose a new type agricultural cooperas/enain case study. One of the satellite
cases is a mature new type cooperative and the ctiellite case is a second-level
cooperative; it reflects on one of the most impargaroblem of Hungarian agriculture. The
second satellite case study presents how partfiinmeing can be maintained and that croft
farmers can have a common marketing strategy ondtienal and international markets.

Discussion of main limiting and enabling factors:

According to the ASF Case Study the main enablexjofrs are cultural and sociological
factors, like the culture and positive experienteamperation; the high degree of rural social
cohesion and the still existing specific processkifls. Of course it would be difficult to give
a general prescription, how these factors coulupeoved in a certain cases. As the example
of the first satellite case shows initially persborelationship among the members resulted
trust, but it erodes by the growing of the coopeeatand it must be supplemented by
institutionalized control mechanisms (for exampdelige farmers to sell the grape to the
COFAMI).

Also good relationships within the community (bamglisocial capital), among different
stakeholder groups (bridging social capital) andh® higher administrative level (linking
social capital) are important enabling factor.

The main and most frequently appearing problembisut market performance. The ASF
Coop has serious problem to re-establish its mamidetions and stay alive in the huge
competition. Also the lack of financial assets isimiting factor for the cooperative. The
results of the different forums and stakeholdersodtation reinforced these findings.

The huge common charges (taxes) and bureaucraeysarémiting factors.

The institutional environment of agricultural andral development also does not favour
COFAMIs. On one hand the Hungarian Rural Develogn®an (now called: New Hungary
Rural Development Program (NHRDP)) focuses on aralp production. It is problematic,
because crop farming is not profitable without sdies, while it employs fewer people and
the added value is lower here than in other adricail activities (e.g. Horticulture). On the
other hand the NHRDP provides most of the subsitiiesbig farms, whilst COFAMIs
integrates several medium or small scale farms.

Most important positive impacts of COFAMIs

Cooperatives have eminent role in reorganizingstileunorganized Hungarian agriculture
Agriculture has an important role in rueinployment policyEspecially small-scale farming
provide job and additional income for locals, maueed, industrialized farming does not
create enough job for local people. COFAMIs provalernative livelihood strategies for
local people by making small-scale farming moreotaable.
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Policy recommendations

Our most important policy recommendations are basedhe above findings and on the
results of the NSF and other stakeholder forums.

Policy recommendations on national level:

Influence Hungarian consumeitirough PR and marketing actions to buy more
Hungarian products. It may help to establish betterket circumstances for the
products of the COFAMIs.

There have already been several initiatives toiolitas aim, but they have not been
really successful, e.g. Buy 599! (the code of Huppgéhis initiative was accused by
some people for being nationalist, others disapgothat products wrapped in
Hungary but produced outside the country could bstefit from the campaign.

The participants of the forum did not evaluate phssibility and the consequences of
such initiatives, because there was a lack of tifilere is a company which will be
responsible for the marketing of Hungarian winéss(funded by wine-producéf$.
Although cooperatives’ have an important role i tHungarian agriculture and
mistrustis still a problem, the subsidies have to be naaietd and the legislative
environment should be developed to become friendlie

Farmers prefer to stay independent, even if econaronditions would suggest
collective action, subsidies my help to break theibr of mistrust. (“We did not want
to establish a cooperative, but the lawyers kepmaying that it is the best way for us”
— said the chairman of a cooperative) Subsidies alag help to increase state
incomes, by increasing production and working mace

Subsidy system should focus on small scale farmisg since these small farms
could help to decrease the problem of farm inhecgaand aging. Household farms
provide additional income for families (thus desmasocial inequalities), and
contribute to maintain some of the natural values @ultural heritage.

Additional subsidy for promising initiatives.

Subsidizing secondary cooperatives in order to lied¢gn in developing processing
facilities.

10According to a new agreement among wine produceganizations and the Hungarian Ministry for
Agriculture and Rural Development, a certain amafnwine producers’ tax payments creates the bafsis
wine marketing.
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Policy recommendations on the EU level:

» As the mistrust is still a problem although coopiees’ have an important role in
agriculture, the subsidies have to be maintaineth eafter the five year periodhe
cooperatives in Central-eastern Europe need tim&rengthenThe participants keep
it an EU level recommendation, because now sulssidiethe new type cooperatives
are financed by the EU

= The COFAMIs in Hungary as well in entire Centralrépe could not accumulate so
much financial and social/network capitals as COR&\M the West or even powerful
actors in the regional agriculture and thereforestibuld be consideredpecific
(financial, lobbying, informationsupportfor them otherwise the multinational and
big national companies would benefit from existauipsidies.

» Hungarian farmers feel to be suffering from disadage because they receive less
subsidies then the farmers’ of the old member state

» Both of the above mentioned recommendations shawHhangarian agriculture have
some special characteristics, which should be aglatmed also in European policy
level. Of course it is not the most serious probtgr@OFAMIs in Hungary.
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Annex 1: List of interviewees

Name | Gender | Position Length Date
A.F. Male Member Farmer, Member of the Board| @20 min | 22-02-07
Trustees
B.M. | Male Member farmer, wine producer ??7? 14-03-07
D.Gy. | Male Representative of the local wine comrtyuni 60 min 22-02-07
E.l Male Member farmer 150 min  15-03-07
H.I. Male Non member farmer 180 mirn 15-03-0f
H.J. Male Notary ?2?7? 14-03-07
K.Gy. | Male Representative of the local wine comryuni 60 min 23-02-07
K.L. | Male Member farmer, wine producer 90 min 14@3
L.T. Female| Guard of the National Park 150 min 3160
0O.G. | Female| Entrepreneur, PR manager of the wither or 90 min 14-03-07
O.l. Male Chairman 120 min | 14-03-07
P.K.l. | Male Member Farmer 120 min  22-02-07Y
R.Z. Male Chief Executive Officer 90 min 14-03-07
Sz.F. | Male Head of Production at the champagneact | 60 min 23-02-07
Sz.X. | Male Non member farmer 90 min 31-03-07
T.S. Female| Member farmer 120 min  15-03-07
V.J. Male Member Farmer 120 min  22-02-0Y
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