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In thie age of bigness and diversification among all
segments of industry, agricultural ccoperatives

are aleao growing, diversifying and congtantly
re-exramining their objectives and policies to keep
in step and even lead the way in their respestive
fields.

--Exploring Farmer
Cooperatives.




FOREWORD

This report was prepared in response to House
Resolution 92, requesting the Legislative Reference Rureau
in cooperation with the Hawail Farm Bureau to conduct a
study on agricultural cooperatives and recommend possible
incentives to aid in their growth. The study grew out
of a concern on the part of the Legislature over the marketing
problems experienced by Hawaiian agricultural producers on
the domestic front and the seeming inability of agricultural
cooperative associations to aid the Hawaiian farmer in
this area.

We are grateful to the following persons who have
contributed their time and their knowledge towards the
completion of this report: Dr. Jack Ishida, University of
Hawaii, Cooperative Extension Service; Mr. Richard T. Morimoto,
Department of Agriculture, Farm Loan Division; the cooperative
assoclation managers in the State; the farmers, both cooperative
members and independents; the Hawaii Farm Bureau; and the

Berkeley Bank for Cooperatives.

Henry N. Kitamura
Director

February, 1972
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The problems of cocperative marketing are not new to Hawaii.
The development of agricultural associations has been slow and
for the most part, subject to a high rate of failure among indivi-
dual cooperative assoclations. However, i1t 1s now becoming
imperative that special effort be exerted toward the establishment
of more stable cooperative associations to aid the individual
farmer in his fight against the influx of mainland grown products
and the increasing gains in the cost of production without a
parallel increase in the market price and demand of commodities.

The Governor's Coordinating Committee on Agriculture, in its

report entitled Opportunities for Hawalian Agriculture stressed
the importance of cooperative marketing needs for all sectors of
the agricultural industry. It recommended as a "means of increas-
ing agricultural marketing efficiency(,)...the establishment of

local commodity associations or cooperatives, eventually forming

1

a State Commodity Association”. While the report goes on to state

that these associations may not solve all the problems now facing

the 1ndustry, it nonetheless lists four areas in which assistance

may be rendered:2

(a) Assist in expanding the demand for their products
through promotion and advertising;

(b) Provide industry leadership;

(c) Establish a marketing system based on grades and
guality;

(d}) Regulate the flow of product to market and other areas.
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of Hawaiil, the State Department of Agriculture, the Farm Bureau,

and others concerncsd with the cooperative movement. However, the

development of ccoperative associations wag the fact that there

for the farmer that

iz nothing the cooperative association can d«

he can't do for himself, If this opinion is true, then the

cooperative system now existing in Hawail has not been effective
in giving the farmer the necessary services and benefits that
a cooperative assoclation can.

Realizing the problems of agricultural cooperative associa-
tions and the need to strengthen the position of marketing
cooperatives on the State commodity market, the House of
Representatives of the Sixth Legislature, Regnlar Session 1971,

3

passed a resolution™ reguesting the Legisiative Reference Bureau,

in cooperation with the Farm Bureau, to conduct a study to

recormmend incentives for farmers to jein agricultural cooperatives.

According to a testimony guoted in the Standing Committee Report
No, 312 the Department of Agriculture stated that:

"At present, most cooperatives are organized for
purchasing benefits. We £feel that marketing cooperatives
provide a virtually untapped source for the economic
growth of Hawail's agricultural industry. Incentives
could bhe provided through tax exemptions for improvements
on real property, State-supported pilot plants which
directly result in formation of a cooperative to
operate the facility, or grants for market promotion
and development of commodities such as anthuriums,

-

macadamia nuts and other developing sectors of industry.
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=nh was done through interviews
with the cooperative assocclation managers in the several areas
of diversified agriculture, with the University Extension Service,

with the State Department of Agriculture, with the Department of

lanning and Economic Development, and with variocus other persons

iw]

in the private sector who are connected and involved in the
cocperative movement,
After preliminary research of the area, it was decided that
B two commodities in the agricultural industry were to be excluded
from consideration. They are sugar and pineapple. It has been

noted that these two commodities have an expansive and scophisticated

g
:
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marketing system and do not share the bagsic marketing problems of

diversified agriculture.
Sugar has accomplished its marketing effectively through
the cooperative known as California and Hawalian Sugar (C & H Sugar),
which processes and markets a finished product under the same name.
This type of marketing system represents the ultimate in cooperative
é marketing. Other examples of this type of total integration include
such brand names as Sunkist, Welch Grape Juice Company, Sun Maid
Railsins, Lindsay Ripe Olive Company, and Ocean Spray Cranberries,
Pineapple, on the other hand, is corporately owned and
marketed and therefore has established an integrated system from
; field to final product. In most cases, companies like Dole
; Pineapple or Libby own their own fields from which their products

are processed and marketing is done through the company.
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Amide from this, pineapple anda sugay oparats on a large

ye

scale relying on volume production whereas the rest of the
Hawalian agriculture is essentially a family unit cultivating a
small parcel of land‘.4 I"urther, both sugar and pineapple are
subject to world and national market conditions because of their
extensive export program and in the case ol sugar, the sugar
guota system administered by the federal government compounds
the complexity of marketing.

The emphasis of this report, therefore, lies in the area
of diversified agriculture and more specifically in those areas
where cooperative marketing associations have been established
but have not developed to its fullest potential. It is hoped
that this report will define the problems hindering the develop-

ment of these cooperative marketing associations and offer

suggested solutions to aid development.



AN HIBTORICAL VIEW AND BACKGROUKD

HISTORY - UNITED STATES

The economic organizatiocon known as the "cooperative association"
has become an important institution in many sectors of the American
economy. Cooperative forms now i1nclude agricultural cooperatives,
consumer cooperatives, health cooperatives, credit unions, utility
cooperatives, and most recently, condominiums and housing coopera-
tives. In all cases, the basic organizational principle remains
the same--"A&A cooperative can be defined...as a democratic association
of persons organized to furnish themselves an economic service
under a plan that eliminates entrepreneur profit and that provides
for substantial equality in ownership and control."l

Historicallyv, the philosophical and organizatiocnal basis of the
agricultural cocperative association movement in America c¢an be
traced back to the Rochdale Society of Eguitable Pioneers founded
in England in 1844,<2 with twenty-eight members. "The essential
Rechdale principle of co-operative associaticn eccnomy is that the
association shall be coperated purely for service and not at all
for direct profit as such. Indirectly, the patron may enjoy a gquasi-
profit in that he may accumulate more savings than he would accumulate
in a profit inspired economy."3 Since that time, under adaptation
to the American way of life, the original principle has been

expanded tc a model which is comprised of four specific kinds of
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addition, the three basic tenets which have emerged as the basis of
agricultural cooperative associations in the United States are:?

(1) Democratic corntrel by members. In a cooperative,

contrcl is associated with those who use and also
own the business, It is common practice to limit
each membery to one vote, regardless of the amount
of eguity interest held or the amount of patronage.
In a non-cooperative business corporation, voting
is assocliated with the anount of stock held.

Payment of capital limited to a conservative rate,

In a cogperative, members make investments and

assume related risk but are limited to only a fair
rate of return (or none at all) on the investment....

o
i
—

(3) Sharing the benefits and savings in proportion to

the patronage of the individual member. Any profits
or net income after paying expenses, including a
fair rate for the use of capital, belong to the
members. They share in the benefits and savings in
proportion to the amount of patronage rather than in
proportion to the amount of their investment.

The first cooperatives in the United States were agricultural
cooperative associations which were usually informal, based on
agreements among individuals to work together for a common purpose.
Impetus was given to the farmers to band together in a more formal
manner with a Michigan law in 18¢5 which provided a specific
statute dealing with the incorporation for agricultural cooperative
associations.

Lfter 1865, under a battery of federal® and state statutory
provisions, the agricultural cooperative association movement grew
rapidly to a peak ¢f 14,628 active cooperative associations in

1922. However, since that time, the number of cooperatives has

been on a constant decline. An extensive survey of farmer

3
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Administration, with the assistance of the bank for cooperatives,
colleges of agriculture and state agencies showed that there were

0,752 farmer cocoperative asgsoclations in 1936 which were engaged

'»....E

in marketing, purchasing and other related farm services. The
total membership for the same year was 3,256,000.°
By the middle of the century, the total number of farmer
cooperative associations had further declined to 10,064 and by
] 1963 it was down to B,907. Contrarily, the trend in total

membership in cooperative associations had risen to 7,091,000 in

>

: 1950-51 and to 7,200,000 by 19&2-63.

According to the latest survey, there are presently some

8,125 farmer cocperative associations functioning in the United States
with a total membership of 6.5 million; and it has been estimated
that by 1973, the number of farmer cocperatives will be down tc

é 7,000 with a possible further increase in the membership.’

Interestingly enough, this increase in membership is occurring during

the period when the total number cof farms is on the decline.

ot

HISTORY - EAWAIT

The Hawaiian experlence in cooperative organization has been
difficult and still remains in a tenuous position, although

cooperaticn in the area of diversified agriculture is not new to

the Islands. "In 1930 a coocperative of some sort was suggested for

the pineapple industry and in 1913 at least six agricultural



P e ’ T o pomm o o 3 . A
on Kawvazr, Hawail, and Mauil. &

survey of agricultural cooperatlves in the Territory 1n September
1947, reveals (sic) the existence of ten cooperatives, with a total
membership of 815 perscns. @ esarly cooperative associations,
only Hilco Meat Cooperative and C & ¥ Sugar Cooperative have

survived to the present.

A boon for agricultural cooperatlves came as a result of

fad 301

World War II when the economy of the Territory was subjected to
regulations controlling practicallily all phases of production and
marketing of agriculfural commodities. Through the Qffice of
Food Production, an agency of the Office of Civil Defense, the
"Hawa1i Produce Market"? was developed and operated for almost

T

four vears. In a report by C.W. Peters and John L. Rasmussen,

published by the Hawaii Agricultural Experiment Station of ths

University of Hawaii, entitled, Integrating Hawalian Agriculture

Through Cogperatives, an appraisal of the Hawaii Produce Market

was stated in the following manner:10

"By most objective criteria the Hawaii Produce
Market was a sucessful operation in that it coordinated
very well the flow to market of produce from scme 800
small farms and at the same time accumulated a
substantial amcunt of capital with an absolute minimum
of direct contribution from the membership. This showin
was made despite the very nominal charge made for services
performed by the cooperative. Desplte these elements of
success, however, the asscglation literally disintegrated
at the close of World War II when economic controls were

removed."

:
i
H
5
F

: The reasons for the disintegration of such a profitable
cooperative organizatlion were: {1} the farmers were "forced”

to conform to wartime marketing needs in Joining the cooperative

association so that when the war ended and the need no longer
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existed, went Dack o thely Iornaer marketing alffiliations

and practices without feeling any obligations to continue the

Hawali Produce Market; and (2) the accumulation of capital in

I

h

excess of $80,000 on sales of $3.5 million during its first three

years of operation served as a negative incentive for cooperation.

0

With the 1mposed tenure of the cooperative lasting only six months
after the end of the war, many were 1n favor of splitting the
3 money amnong all the members. Education o inform the members as
to the uses of the excess capital was sorely lacking.
However, the Hawaiil Produce Market did accomplish a number
of things:ll

(1} Production plans of the numerous small grower members
were coordinated.

(2) Harvesting and delivery schedules were set up for the
growars.

——
W8]
—

By pooling purchases cf production supplies, the cost
of these 1tems was reduced.

(4) Quality of produce was improved through the grading
and packaging program of the cooperative.

{5) Economies of scale were obtained through the consclidation
of small lots cf produce.

(6) A partial control of sales was effected through a subsidiary
cutlet in the Honolulu market.

The dissolution of the Hawail Produce Market was followed by
a number of attempts to revive some type cof cooperative marketing
iy system to take advantage of the economic benefits produced in

cocperative marketing, However, a dock strike during the latter

part of 1946 stymied any further developments as individual marketing

became a lucrative practice and many farmers found it more inviting
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By the following vear, Hawall had ten cooperatives serving
diversified agriculture with a membership of 915 farmers who

ne-fourth to one-fifth of the farmers.
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However, it has been stated that "these associations were an

O

important factor only 1in the marketing of fresh fruits and vegetables

. 17
and live hogs."*z

The year 1949 was a landmark year for Hawaiian cooperatives in
that the Territorial legislature passed House Bill 31 which became
Act 234, relating to agricultural cooperative associations. The
new law, based on the model adopted kv the National Conference of
Commis=zioners on Uniform State Laws as the Uniform Agricultural
Cooperative Associaztion Act, was essentially a reorganization of
Chapter 154, Revised Laws of Hawaili 1945. However, it provided a

number of clarifications and specifications directly related to

cooperatives:

{1) It restricted the formation of agricultural
cooperetive associations to producers in the
then Territory of Hawaii.

(2} It restricted the cooperatives to supply members
with commodities of an agricultural nature.

(3) It restricted the accumulation of reserves to
caplital reserves only.

(4) It continued to permit a cooperative to perform
services for nonmembers to an amount not
greater in annual value than the total business
conducted with members but restricted the cooperative
to deal in agricultural products of Hawaiilan
origin and not in commodities produced outside
the then Territory.
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cess of dividends
re to be made to
f patronage.

3

In addition, the Act defined some of the tax provisions relating

to cooperatives and their patrons as a result of the nonprofit

status of the cooperative association. It also separated the

incorporation of cocoperatives from the general corporation laws

=
j=iv

which had served as incorporation rulaes for cooperative

assoclations.
In 1959, ten years after the passage of the Agricultural
Cooperative Association law, the number of incorporated agricultural

cooperatives in Hawali had risen to twenty-seven. Distribution of

the cocoperatives by commodity were as follows:
Fruits and Vegetabkles 9
Livestock and Poultry 7
Coffee 4
Miscellaneous ({(including C & H) 7

Most of the above mentioned cooperatives had been organized
between 1946 and 1959. PErior %o that time, the failure rate of
agricultural cocperatives in the State was fifty per cent.

Tcday, the number of cooperatives has risen to thirty-two with
their areas of service belng extended over marketing, purchasing,
processing and other related activities as provided by law. Of
the thirty-two cooperatives, fourteen are in fruits and vegetables,
six in poultry and livestock, three in coffee, five in sugar cane,

four are miscellaneous cooperatives.i3

V)]
jn ]
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Because of the unique geographical situation of the islands,

the location of the cooperatives becomes an important factor in

the marketing of commodities. The present situation finds twenty-cne



ooperatives on the island of Hawaili {(five of which are cane
cooperatives), seven on the island of Oahu, three on Maui,

and none on Kauai. The Big Island cooperatives, other than

sugar cane, include beef, egg, vegetable and fruit and coffee
cooperatives. ©Oahu has vegetable, hog, dairy, and egg cooperatives
§ while Maul cooperatives are vegetable cooperatives., {See Figure 1

for the location and type of agricultural ccoperatives operating in

Hawail.)

Membership in the cooperatives 1s approximately 3,248. (The

number includes all members listed in the 1969 exhibits filed with
| the Department of Regulatory Acgenciles.) In terms of the farm

population of self-employed farmers who are eligible to join

cooperatives, the number represents approximately seventy-eight
per cent of the farmers in the State.

Except for sugar cooperatives which are primarily purchasing
cooperatives and a number of miscellaneous cooperative who deal in
garden supplies or act as bargaining agents for their farmers, most
of the cooperative associations in the state are a combination of
marketing/purchasing cooperatives. The degree to which each
cooperative association has developed within any given commodity

varies according to the type of commodity and the conditions of the

market for that particular produce or livestock or poultry product.
The marketing services provided by the various cooperatives in
diversified agriculture range from an integrated marketing
arrangement with the Kona Coffee industry where the total harvest
is sold to Superior Tea and Coffee Company to many small marketing

cooperatives in the vegetable industry to the beginnings of cooperative

1z
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Y . In t=xme of the total agriculitural

industry, sugar has the most complete cooperative marketing system;

marketing in Hawail is to examine the growth of sales through
cooperatives over a number of ysears. Statistics were gathered from
exhibits filed with the Department cf Regulatory Agencies regarding
cooperative sales and purchases. TFor the selected years of 196¢,
1269, and 1970 the dolilar value of cooperative activity in Hawaii
iz shown on the following table:
Figure 2
APPROXIMATE MARKETING SALES AND PURCHASES THRQOUGH

COOPERATIVE ASSOCIATIONS. Compiled from exhibits
filed with the Devartment of Regulatory Agencies.

1956 1969 1970
Mark. Purch. Mark. Purch. Mark. Purch.
Fruits and 1
Vegetables 2,691 394 3,403 576 4,102 887
Livegtock
and 9 3

Poultry 4,949 - 5,199 118 5,566 -
Coffee 1,964 311 2,006 241 1,262 - 222
Misc. 617 ——- 616 — 1,142 ——

Lad

I~

[y

All figurss in thousands of deilars,

Recerds of exhibits filed with the Department of Regulatory Agencies did not

show specific breakdowns for revenue gained frowm supply sales. Tt is, therefore,
assumed that a percentage of the amount under marketing sales may have gone for

ey
i

Figure is the sales for sales reported by 50th State Dairy Cooperative. No

other cooperatives reported sales in this area.

Miscellaneous includes macadamia nut cocperatives, cooperatives which subdivide
land and gain income, coeperatives which run retail stores. It does not include
cane cocperatives. Here again, purchasing and marketing were not discernable

in the reccrds,

13
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According to the statisiticg, marketing sales constitute a
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major part of a cooperative's business transactions. Over the
years, sales returns have increased for all commodity areas except
for coffee which has suffered a drop in world market prices.

The significance of such figures, however, can only be seen
when compared to the total marketing output for the same years in
the State of Hawaii:

Figure 3

MARKETING IN HAWAII OF HAWAIIAN AGRICULTURAL COMMODITIES
Source: Statistics of Hawaiian Agriculture, 1970

1966 1969 1970
Fruits and 1
Vegetables 8,431 9,718 10,233
Livestock %Pd
Poultry 37,118 39,796 41,748
Coffee 2,058 1,562 1,715
. 3
Miscellaneous 5,619 8,218 9,666

1 .

All figures in thousands of dollars,
z Does not include breoiler chickens.
3

Includes macadamia nuts; fruits such as mangoes, limes, lychee,
pomelos, loquats, and others; vegetables such as chicory, endive,
bitter melon, parsley, radish, sguash, chinese peas and others;
field crops as hay, corm, soybeans, and others; horticultural
specialties and forest products.

14
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The comparison of faigures for each commodity area begins to
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reveal, guantitatively, the extent to which cooperative marketing

o

has developed for Hawailan grown agricultural products. In fruit

and vegetables, the market impact has risen from twenty-five per cent
in 1969 to approximately fority per cent in 1970, Livestock and
poultry marketing impact has remained at a steady twelve per cent

for the years since 19646; and coffee has maintained over eighty

per cent level in marketing through cooperatives.

These percentage figures, while giving some indication of the
developmental level of cocperative marketing in the different
commodity areas, may be misleading., The high percentage of
cooperative marketing in coffee does not necessarily mean that
coffee cooperatives are the most successful cooperatives nor does
it mean that livestock and poultry cooperatives have failed.
Similarly, the existence of many ccoperatives in the area 1s no
indication of success.

Even more revealing 1s the contextual comparison of marketing
in diversified agriculture as compared to the total agricultural

income for the State. According to the Bank of Hawaii's 1971 annual

economic review, entitled, Hawaii '71, diversified agriculture

accounted for approximately $62.6 million or 29.5 per cent of the
total agriculture receipts which were $211.9 million,l4 Consegquently,
cooperative marketing associations in diversified agriculture account
for approximately fourteen per cent of the total marketing of

iversified agric ure. igns for i1ncrease 1n uture look dim
d fied ag ultur 5 £ inc the futu 1 di

under the present system.

15
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L MARKETING COOPERATIVES
IN EAWAII: THEIR PROBLEMS

Marketing is but one area of the total agricultural industry
but it represents the key to farming, since its executicn
determines the total income of the farmer. With proper marketing,
the farmer can: gain incentive to produce more and better crops
to meet the demands of the consumer; improve on his production
efficiency to produce better goods at a lower cost; and increase
the returns for his crep, thereby increasing his farming income.

Formerly, marketing of agricultural goods could be done by
the individual farmer. Market demands were such that he could
meet volume reguirements of the small retail store within his
community. However, with industrialization in the urban areas
and the changing base of socliety from an agrarian society to an
urban industrial society, the corner retail store began to
disappear only to be replaced by the large food chains and food
processing plants. Over ninety-two per cent of the retail food
sales now being conducted in the United States are through super-—
markets or superettes owned by chain store organizations or
independent grocers. Less than eight per cent of the nation's
food gsales are throucgh stores doing annual volume of less than
$75,000.1

Industrialization also brought in mechanization, forcing the

farmer to make large capital investments in the purchasing and

16
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elements in the soil and growing demand for mere feed on the part
of livestock and poultry producers. Mechanization also imposed
new efficlency methods which the farmers had to implement at their
own expense, While all of these costs for goods and services
rose beyvond the farmer's control, he found survival depended
upon his ability to adjust to the change. Those farmers who were
progressive moved toward larger more businesslike farms to
sffset the capital costs. Others, less aggressive, less willing
to change found farming to be an unattractive form of business.
Small farmers were eventually forced to sell to the larger farmers.
The nationwide experience has also affected the Hawaiian
farmer. However, because of land limitations, transportation
costs of shipping eguipment, chemicals, and feed over from the
mainland, and high labor costs, the problem has become more
acute. Figures reporting the average Hawaii farm net income at
517,471 in 1967 seem to indicate that Hawaii farmers have succeeded
despite the odds. However, this figure is partially misleading
when speaking of diversified agriculture. Part of the problem
stems from the fact that such figures are based on an income
averaging of all of agriculture including sugar and pineapple.
For the diversified farmex, the story is different.
Gross income for the diversified farmer normally ranges
between $2,500 and $10,000., The following table shows the distri-

bution of gross farm income for diversified farmers:

17



Figure 4

DIVERSIFIED COMMERCIAL FARMS IN HAWAIT
"""" ; BY GROSS INCOME CLASS, 1959 and 1964
; Source: Opportunities for Hawaiian Agriculture, p. 133

NUMBER OF DIVERSIFIED COMMERCIAL FARMS

1959 1964
GROSS INCOME CLASS PERCENT QOF TOTAL
%
$50--~2,499 19.2 23.1
$2,500--4,999 31.6 27.6
$5,000--9,999 21.2 20.1
£10,000-19,000 14.0 12.6
!
520,000-and over 14.0 16.6
|
TOTAL FARMS 2,110 2,248

18
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of the farmers in diversified agriculture sarned a gross ilncome

e

of less than $10,000 and by 1264 the percentage had improved by
only two per cent. Vegetable farming has probably experienced
the steadiest low income rate of all diversified agriculture.
"In 1968, total sales of the 5,562 vegetable and melon farms in

-

the State amounted to $6.5 million, valued at the farm. This

ol

averages about $11,650 sales per farm, an increase of eighty-four
per cent over the 1960 average sales of $6,250., Assuming a
conservative fifty to sixty per cent for production costs, average
net income to farmers is estimated to be between $4,660 and $5,825.
If these figures are converted to net income per capita, assuming
three to five people per family, vegetable farmers rank among the

2 It should ke noted, however, that many

lowest in the State.”
farmers in this sector of the industry ars part-time farmers.

The production costs for vegetable farming are less than
production costs in other areas of diversified agriculture. An
interview with a poultry cooperative member on the Big Island
revealed that sixty-eight per cent of his cost went to feed grain.
Estimates for such costs in the livestock sector are approximately
the same. In any case, the income of the livestock and poultry
producer is not much better than the vegetable farmer,

Coffee farmers have also experienced the same phenomencn,
compounded by a sharp decline in the price of coffee on the
market. In 1964, the average income per farm was $3,517 and by
1968 the figure had dropped to a low of $1,797. ‘"According to a
study, the net return to coffee family labor amounted to forty-

eight per cent of gross return. "3

19
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of agriculture in Hawaii. As a resulf, persons involved in
agriculture have been on a long crusade to show farmers the
advantages in cooperative marketing. However, the task has not
been easy and many farmers still balk at the idea of marketing
cooperatively. In addition, because of problems inherent in the
organization and other external factors those cooperative marketing
associations which have been established have not fared well.

Although each commodity is plagued with problems peculiar
to the product, certain issues affecting cooperatives can be
generalized for all commodity groups. These problems have been
categorized into two areas: problems relating to the operation
of the institution, including financial, educational, and social
relationship problems; and problems relating to agricultural
marketing in the State, more specifically to the marketing condi-
tions existing including competition from other markets, marketing
practices and the independent farmer.

Interviews were conducted with cooperative association
managers and members on the islands of Oahu, Maul, and Hawaii to
define these problems facing cooperatives and to gain some insight
into the types of incentive programs which may be designed to induce
independent farmers to enter cooperatives. In addition to the
cocperative managers and members, informal interviews were conducted
with independent farmers gaining another viewpcoint on the coopera-
tive association as a marketing outlet. Government officials were
also contacted with the purpose of evaluating present government

services in the area of agricultural cooperative associations.

20



T MAarIaT g T AL
I Ll ANAL PREOBT EMS

Unfortunately, in the area of diversified agriculture, there
is no exemplary cooperative which can be termed "successful" and
from which farmers in the area can find incentive. Most of the
Hawailan cooperatives have been hindered by three essential

proplams: financing, management and education.

FINANCING. Hawalian cooperative associations are underfinanced

and have not been successful in accumulating reserves. In a 1968

study done by Heinz Spielmann and Edmund R. Barmettler entitled

: Financing Farmer Cooperatives in Hawaii, it was revealed that the

"basis of this condition rests on a lack of sufficiently owned

equity capital (net worth) of the associations.... In a majority
of the cases, there are clear indications that owned equity is
less than borrowed funds.... To attain a suitable balance of
| equity versus borrowed funds the rate of acquisition of cwned
capital must be increased in the majority of the asscociations in

i our sample."4

The problems of attaining sufficient equity capital begins
at the formation of the organization. The average membership
fee charged persons entering cooperatives is approximately $30
for a lifetime membership although they do range from a high of

$1,000 for a federated cooperative in the fruit and vegetable

area to a low of no membership fee in a livestock cooperative

association. Very few Hawaiian cooperatives issue shares of
stock. Hypothetically then, if a fruit and vegetable cooperative

were formed with fifty-one members {the average number of members
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capital would amount to $1,530. If one compares this to an amount
normally reguired to start a corporation, a businessman could
conclude that the persons establishing a cooperative would be
foolhardy to do so on such slim capital.

Realizing that initial membership capital is insufficient to
start a cooperative, loans are negotlated between the cooperative
and a lending instituticrn to make up the difference. It is
generally agreed that a favorable firancial condition for coopera-
tives is to own approximately fifty per cent of their total assets.
Again, taking the hypothetical cooperative, this would mean that

its total assets could amount to approximately $3,060 to maintain

a balance between eguity capital and borrowed funds. Normally, the
cooperative would be able to attain more capital through borrowed
funds from a private lending institution, the Berkley Bank For
Cooperatives, or from the State Farm Loan Division of the Department
of Agriculture. However, once the loan is made the cooperative
must begin to accumulate capital on its own and eventually establish
a solvent position from which to do business. Reserve capital
’ also acts as an insurance for the cooperative association against
¢risis situations in which uncommon amounts of capital may be
needed.

The financial system under which most of the cooperatives
exist does not lend itself to the accumulation of capital. Persons
knowledgeable in the area of cooperative financing advocate the
revolving-capital financing plan as the best way for cooperatives to

accumulate capital. This plan operates in the following manner:-
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: - does husiness through a cooperative,
he authorizes the cooperative to use a porition of the
meney he has furnished the cooperative through his
patronage. This may be either a specified deduction
for each unit of product scld or bought or a percentage
of the savings the member realizes on each transaction.
This money 1s provided and 1s used for capital purposes

o
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only.

This amount 1is cradited to the member on the
cooperative's books. At the end of the year the member
1s 1ssued a certifigate in the total amount of his
capital retains for the year., This certificate repre-
sants member capital invested in the cooperative.

The capital retains go into a revolving capital
fund. In the first vears of the cooverative's existence,
] money from this fund usually goes to pay off the long-

' term loan of original capital. Later on, capital retains
. are returned to the members year by yvear, in the order in
§ which they went into the fund. That is, the oldest are

: paid back first.

The revolving capital plan allows members to build
up an equity in their association in proportion to the
amount of business they do. It makes it possible to
return a withdrawing member's investment. And it gives
the business flexibility to meet changing conditions
that may cause financial needs to change."

Hawallan cooperatives, as a group, do not use thz revolving

financial plan because they have not been able to realize any

é form of surplus from which patronage dividends could be propor-

: tionated to the farmer members. Consequently, reserves have

never been accumulated. In turn, this lack of capital reserves
impedes the growth of the cooperative in terms of services and
phvsical expansion. Nor does it aid the cooperative during a year
of business reverses,

A view of the owned assets as compared to the total assets

was given in the Spielman-Barmettler report. They showed that

§ "the aggregate relationship of owner equity to total assets for
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per cent of assets in the form of owned equity. However, only

the miscellaneous and the produce-purchasing groups showed equity

w6 From these

capital holdings greater than borrowed funds.
findings it can be concluded that the marketing cooperatives
have an unfavorable equity capital to borrowed funds ratio.

Another contributing factor to the already underfinanced
condition of the marketing cooperative is the period of time for
which a cooperative member is required to bring his produce to the
cooperative, Mainland cooperatives have five- to ten-year contracts
with their membership. Hawaii cooperatives require only three
years (Section 421-18, Hawaii Revised Statutes). This three-year
reguirement is inconsistent with basic term financing of the type
the cooperatives are involved, which usually runs between five to
ten years or longer. The fact that a farmer can dissolve his
contract with the cooperative after a three-year period causes many
of the lending institutions to hesitate in extending the payments
of loan over a long period of time. Essentially, they have no
guarantee as to how many members will remain in the cooperative
beyond the three years nor as to the economic condition of the
cooperative beyond the same three-year period. The only alternative
is to finance on a short-term basis.

Short-term leoans, in turn, adversely affect the cooperative.
According to cooperative managers interviewed, it takes approxi-~
mately ten yvears before a cooperative is on a financially sound

basis where the returns to the farmer are good and the marketing

contacts well established. Short-term loans place an extra
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MANAGEMENT. Concomitant with the financial situation of the

cooperative are the managerial aspects. Good management is the
key to a successful cooperative, Without proper management,
inefficiency and waste occur which esventually result in smaller
returns for the farmer.

Management in Hawaiilan cooperatives is not up to par with

mainland practices. Most of the managers lack the proper back-

H

ground since many of them "stumbled" into the situation. Some
were former farmers, others were interested parties and still

others came from unrelated fields. A 1959 study conducted by

the Agricultural Experiment Station of the University of Hawaii
reported that one-fourth of the managers have had college or
business school training while two-thirds reported graduation

: from high school. While the percentage of managers who have

| had college or business school experience is improving, an
informal survey done through interviews essentially upheld the
fact that most managers do not have special training in the
management of marketing cooperatives.

Z The problem of attracting competent, trained cooperative

managers has been paramount for Hawail cooperatives because

they pay theilr managers a relatively low salary. This fact

was pointed out in the Experiment Station's 1959 report and was

restated in a 1968 report by Heinz Speilman and Edmund Barmettler.
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estructure of cooperative associations and their tight financial
position places a great burden on the managers to become jack-of-

li-trades. "Not infreguently, the managers have to perform the
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iing, purchasing, grading and accounting functions as well as
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the maintenance of membership relations (including advisory and

1

field man work) and unloading of trucks. This leaves little time
for the actual function ©f management itself, which consists
primarily of planning, coordinating, organizing and controlling--
in shor%t, activating all the resources available to the organiza-
tion."7

Under these adverse conditions, Hawaii cooperative managers
seem to he doing the best Jjob possikle. The fact that the tenure
of most of the managers is over five years attests to their
interest in helping the ccoperative. However, except for a few
areas such as coffee, the general attitude toward the future seems
to be to take each day as it comes. Master plans for future
expansion of services are almost non-existent. Crises are attacked
on a situational basis and preventative measures are not usually
undertaken. As a consequence, the cooperative bends with the
slichtest pressure and continually assumes a defensive position

in the areas of marketing.

EDUCATION. Misconceptions of the function of the cooperative

assopciation as a marketing agent for the farmer members also
contribute to the weakness of the cooperative. Cooperative

assoclations thrive on participation by its members in determining
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and developing its potentials, Democraiic participation by the
members is a keyv tenet on which the cooperative is based, although
it c¢an be one of the most debilitating factors in the operation

of the organization. Under present conditions, many of the farmers
in Hawaii cdo not realize this fact., 2ll too often they see the
limitad role of a panacea to their economic
woes. For many, the cooperative is a place where one delivers

his goods and then goes home to await the returns on the sale of
the goods. This narrow concept of the cooperative's function
leads to a limited loyalty on the part of the farmer for his
cooperative., As a result, during times of crisis when there is

a price drop due to market imbalance between supply and demand,
the Hawaiian farmer may use the ccooperative as a dumping ground
by delivering all his goods to he sold. On the other hand, when
times are good and marketing conditions are such that the
cooperative is not necessary and the farmer finds that he can
obtain a better price for his produce by selling to the whole-
saler, he often engages in discriminatory selling. This means
that for those goods which are more difficult to sell and for
which the wholesaler cannot offer a good price, the farmer will
again "dump" it on the cooperative since it is obligated to sell
all the goods a member brings in., Then, for those goods which
the wholesaler is offering a premium price, the farmer will deliver
to the wholesaler. This practice undermines the existence of the

cooperative and is one of the causal factors which has led to the

effectiveness of many Hawailan cooperatives.
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The reason for the farmer's abuse of his cooperative is
difficult to determine. In the case of Hawaii, part of the
problem rests in the area of education. The farmers' first
exposure to a successful cooperative was under wartime conditions
which forced them to form the Hawaii Produce Market. Entering
a cooperative operation without proper education led to the down-
fall of the Market, which could have been developed further into
a statewide cooperative marketing system. While the Hawaii Produce
Market demonstrated that Hawaiian grown produce could be marketed
successfully with excellent returns to the farmer, its dissoclution
revealed that most of its participating members knew nothing of
the concepts or operations inveolved in cooperative associations.

The University of Hawail Extension Service is charged with the
responsibility of educating the farmer in the area of director and
membership training. Unfortunately, education is a slow process
and from looking at the present state of cooperatives, one could
conclude that these programs have not been particularly successful.
Farmer attendance at workshops and conferences has been pcor. For
instance, at the recent Fifth Biennial Cooperative Conference held
on the various islands, the attendance never exceeded seventy-five
persons, many of whom were government officials or resource persons.
If one considers that there are approximately three thousand
cooperative members in the State, the turncut at the conference
was poor indeed. Interviews with managers revealed that notices
of such workshops or programs are posted on bulletin boards at

the cooperative but that farmers did not pay much attention to them.

Managers do not have the time to individually urge each member

28



i
3
H
H
H

officers and the members of the board of directors are much better
than the farmer member. Since farming is a full-time job and

attending meetings and workshops often causes hardship to the

farm businesss, as the farmer himself is often the major laborer

on his farm, the inciination on the part of the farmer is to

is a continual one. Cooperative managers visit their members
regularly and for the most part membership relations are good.

However, cooperatives fall short in the area of membership

2

¢f education would consist of relaying to

education.
the farmer the meaning of his membership in the cooperative, the
obligations he has as & member, the long- and short-range goals of
his cooperative and other information to help him understand his
cpoperative, thereby aiding him in becoming a more responsible and
discernable member.

Another area in which education is lacking has been the area
of introducing new farming trends, production shortcuts, marketing
programs and other technological innovations to the farmer to
increase his producticn and returns. Some cooperatives have made
attempts in this area by bringing experts to talk on new trends
for farming or new feeding practices. iowever, cooperative
managers have reported that more likely thar not farmers listen to
the advice and then return to their farms to pursue their own

familiar course. ther cooperatives report that they have provided
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none of these
not intend to do so in the future. Many leave such things to the
University of Hawail Cooperative Extension 3ervice,

Public relations with the community at-large doesn't exist.
Outside of the farm communities, the large urban population is
unaware of agricultural cooperatives and their function in aiding
the farmer in his product marketing. Nor is the public aware of

cooperative and

the difference betwszen an agricultura

a wholesaler. It would be advantageous to the agri

0

ultural
community in general i scme effort were made t¢ acguaint the
general public with cooperatives. This program could also include
advertisements on island grown products emphasizing their superi-—
crity over mainland grown products. The cooperative can be
strengthened through the consumers' preference of island produced

agricultural products over mainland importe.

MARKETING AGREEMENTS. A common practice of cocperatives who

market agricultural goods is tc make a member sign a marketing

or membership agreement in which they contract toc market a portion
of all of the member's commercial production, either on the basis
of acreage or volume. In turn, the cooperative contracts to
receive and market all of the product specified in the agreement.
"These contracts are often called a 'two-way street' since they
assure the cooperative of a steady supply of 'raw material' and
the grower a home for his product. The contract relieves the

grower of doubts and a sense of insecurity at harvest time."B
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has been able to plan an effective marketing program which ha:
seen an increase in papaya exports to the mainland and a new market
for the fruit in Japan.
The inability of the cooperative manager to be assured of
a given quantity or guality of his marketing commodity allows
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for his farmer member. He cannct make contracts with wholesalers

or retail food buvers in advance because the manager never fully
knows how much he will have to sell. As a result, he is often

last in getting to the buyer, often being relegated to supplementing
other produce to meet the market commitment, This type of market-

ing presents little room for volume growth and no control over the

price at which the goods are to be sold.

PERSONALITY CONFLICTS. Internal personality problems have

also plagued the cooperative., Many cooperative managers, govern-—
ment officials and others connected with the cooperative movement

in Hawaii have noted that personality conflicts among Hawailian

m

farmers are more acute than on the Mainland., Explanations for thi



phenomenon vary, however. Some feel that the farmers in Hawaiil

are particularly independent and stubborn, refusing to work together
cooperatively. Others feel that because of the stiff competition
for a limited amount of marketing and the small yields which places
an uncommon dependence on the sale of the products, farmers are

less agreeable to share returns with others.

An anecdote told by one of the persons interviewed succinctly

conveys the attitude which used to be prevalent among many of

. the Hawaiian farmers towards their neighbors. He told of a man

who had gone crabbing at the beach. Each time he caught a crab,

he placed it in a bucket. Soon his friend came along, and noticing

the bucket full of crabs asked what type of crabs he had caught.

The crabber replied, "Oh, they're farmer crabs."

"How can you tell?"

"Well," said the crabber, "every time one crab is at the top
trying to get out of the bucket, another crab comes up from behind
to pull him back."

Farmers, however, are now slowly beginning to realize some

of the necessities of working together to market theilr products.

The first step being taken towards cooperation have come in the
form of statewide associations for the various commodities. These
assocliaticns are helping to coordinate production activities and
are informing the farmer of the future marketing conditions so
that he can plan his own production. The egg association, for
instance, has aided farmers in the recent overproduction of island
eggs., All the farmers in the association agreed to cut back their

flock by five per cent to avoid a further drop in the price of eggs.
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COOPERATIVE ASSOCIATIONS--SPECIAL PROBLEME

Fruit and Vegetable Cooperatives

é The tangible advantages for entering a cooperative
assoclation are least prevalent in the fruit and vege-
table sector of diversified agriculture and it is in
this sector that independent farmers have demcnstrated
the most resistance in joining cooperative associations.

N One of the reasons for their resistance is due to the

nature of the product they are marketing. The produce

4y
i
i
i

need little or no preparation for marketing, except

for crating which can easily be done by the farmer on

the farm. Once crated, the produce can be delivered
directly to a wholesaler or to the market. Since the
cooperative associations do essentially the same thing
for its farmers, the independent farmer finds it cumber-
some and unnecessary to channel his produce through the

é cooperative.

T In addition, many small farmers competing for a
limited market has created conflicts among the farmers
particularly between cooperative members and independents.
While this is not confined to the vegetable or fruit

i farmer, the problem has been most acute in this area.

! Livestock and Poultry Cooperatives

§ The necessity of being part of a cooperative is

more acute in the livestock and poultry sector of
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diversified agriculture because of the finishing and

processing reguirements before marketing. The problem,

therefore, lies not so much in inducing farmers to join
"""" . these cooperatives but to make these cooperatives work
to the best advantage of the farmer member.

Pork production has suffered a number of setbacks
during the last couple of years which has made hog
farming a dubious proposition although the pork producers
cooperative has managed to stablize the market. The
biggest problem is land, particularly since hog

production is centered on Oahu. The encroachment of

suburban housing developments have pushed the hog

farmer into areas where land is cheaper but which is
less accessible to market. Slaughterhouses and

market outlets are normally located in Honolulu forcing
the farmer to transport his hogs to the slaughter house.

This presents a difficulty since hogs may weigh up to

150 pounds at the time of marketing and transporting them

is not an easy task.

In addition, the recent Hawail Meat Inspection Act
(Chapter 159, Hawali Revised Statutes} implemented by
the State of Hawaii in compliance with federal law has
reduced the number of slaughterhouses to one for the

island of Oahu and one for the island of Hawaii. This

means that those persons operating these two slaughter-
houses have a virtual monopoly on the business and
neither of these two slaughterhouses are run by coopera-

tives.
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having the volume +g meet the market demands. As a
result they have slowly been losing a number of their
marketing cutlet. 'To make up some of the lass revenue,
the pork producers cooperative has branched cut into
subsidiary activities such as the production of laulau,
chinese roast pork and kalua pig to subsume scome of the
loss in market revenue. However, federal and state
regulations have severely curtailed these operations.
Much more coordination and communication in marketing
programs 1s needed to help the hog industry.

Milk marketing has improved since the implementation
of the Milk Control Act Chapter 157, Hawaii Revised
Statutes, which allows the pooling of milk to meet the
guota requirements. However, the milk industry faces
a threat from the sale of "filled" or "imitation" milk
which sells for approximately twenty cents less per
half galleon than "real"” milk. With the endorsement of
the State nutritionist and the health personnel at the
University of Hawail as to its vitamin equivalence to
"real"™ milk, "imitation" milk is expected to increase
in gsales. Since most of the milk of this kind comes
from the mainland, local producers will not reap benefits
from the sale of "imitation” milk which is expected

to cut deeply into their own sales.
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uch a plant,

¢4

federal regulatlions. The capital cost
however, are beyond the reach of local egg preoducers.
Under existing state programs, similar to those establish-
ing vacuum cocling plants for vegetable farmers in
Kamuela and Xula, money could be obtained from the state
§ to assist in the costs of such a plant,

Another large probklem shared by all three sectors
of the livestock and poultry industry is the feed
problem. Since feed grain is not produced in the islands,
all the feed must be imported from the mainland.
g According to one poultry farmer, feed costs represent

approximately sixty-eight per cent of the cost of

production. A manager of a dairy cooperative noted
that one cause for the high cost of feed is the lack of
uniformity among the farmers. That is, while he buys

§ the feed in bulk, he must have available different

feed mixtures to satisfy the needs of his members. The

acquisition of a number of different varieties of feed
- cuts down on the savings in bulk buying requiring the
farmer to pay more for his feed, Transportation costs

are another factor adding to the price of feed.

Coffee Cooperatives

The coffee industry has by far made the greatest
advances in integrated marketing. Its next step is to

% form some kind of integrated cooperative marketing system
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Other miscellaneous crops in frults and vegetables
have little or no market impact upon diversified agri-
culture because of their seasonal sales and the smallness
of the volume of production. Most of these commodities
experience the same problems affecting the rest of
diversified agriculture.

The greatest area which is developing in diversified
agriculture is in flowers. Anthuriums and other ornamen-
tal flowers are presenting marketing challenges to the
industry. The hardiness and the long life span of the
anthurium make it an excellent prospect for exportation.
Orchids can also be exported as specialty items although
the care necessary in their growth may render them
unfeasible for volume marketing.

Presently no cooperative marketing association
has developed in this area and the possibilities for
benefits to growers through cooperative marketing look
good. Consolidation of packing and preparation procedures
would cut costs and air transportation rates may be

lowered through bulk transporting.

MARKETING PROBLEMS

TRADE STRUCTURE AND MAINLAND COMPETITION. The competition

from mainland products, which can be produced at a cheaper rate
and shipped over to the State and sold for less than native-grown

products, has always been a threat to diversified agriculture.

39



In recent years, the threat has been even more of a problem as a
result of more efficient production methods of mainland farmers

and the lowering of shipping rates through containerization while
production costs in Hawail have risen and inter-island transportation
costs have increased., The practical result is that mainland eggs

can be sold for thirty-nine cents a dozen while it costs forty-one

cents a dozen to process island eggs.

A study entitled The Impact of Economic Growth on the Agricul-

tural Trade Structure of an Island Economy, written by Bertrand M.

Renaud and published by the University of Hawaii Agricultural
Experiment Station, projected the supply and demand trends for
seventeen commodities in diversified agriculture which represented
ninety-five per cent of the crops. The conclusion involving the

interrelationship of demand, personal income, supply, and import

needs was stated as follows:9

"The long-run income elasticity of demand for all
fresh vegetables was negative and large. This implies
that the level of per capita demand will decrease as
perscnal income increases. In most cases, the growth
of population will maintain the volume of total demand
at the level of 1967. Nonetheless, the trade gap
will increase as supply is projected to decrease.

These trends in consumption are similar to those on

the mainland: consumer preferences are shifting away
from fresh vegetable products, while demand for addi-
tional services in the form of processed foods is
increasing with income. The trends imply a less
favorable trade structure for Hawaii's producers, since
brocessed foods are generally imported. The only eXcep-
tion is lettuce, which has a large positive long-run
income elasticity. Its level of demand is expected to
increase on a per capita basis as well as the total
volume. However, the level of local supply will not
increase sufficiently and the need for greater imports
will increase.
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In the case of animal products, the long-run
economic elasticity of demand was always positive.
Consequently, the volume of demand for beef and veal,
pork, chicken, eggs and milk will increase. For beef
and veal, the 1975 level of total demand is projected
to be one-third higher than 19¢7. Hawail's producers
are expected to expand their production significantly.
But due to the expected rapid rise in demand, the
current need for imports from the mainland will not be
reduced. Total demand i1s expected to be increasingly

: satisfied through imports. The demand for chicken 1is

expected to continue its upward trend hut local produc-

tion 1s not expected to resist competitive pressures

from the mainland and the level of imports will increase.

The demands for eggs and milk will increase at different

paces. In the case of milk, a significant increase

in the level of consumption of "filled" or "imitaticn™"

: milk is anticipated. This change has been interpreted

5 as an 1lncrease in impeort reguirements, since powdered
milk comes from the mainland.

As for tropical crops, the only two products of
great potential locally and for export are macadamia
nuts and papayas. Their long-run income elasticity 1is
very large and demand and supply are expected to
increase rapidly. Passion fruit alsoc had a large
. positive income elasticity, but as a crop it is not
§ economically very significant. The income elasticities
J of the other products were negative and theilr levels of
demand are projected to decline significantly.

| Overall, diversified agriculture does not appear
to be in a position to take advantage of the projected
increases in the level of income and of population.

The only sector that will greatly benefit is the animal
products sector. But even in this case, the level of
imports will increase. The trade structure of the
local economy is projected to require greater reliance
on mainland imports of food products. The only factors
which could reverse this trend would be greater scale
of production accompanied by greater efficiency, better
marketing technigques, and the development of local food
processing facilities. Otherwise diversified agricul-
: ture will not grow and the value of the tourist multiplier
5 will be consegquently reduced.™
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marketing system has not been effective in turning the tide against
mainland imports and unless measures are taken to revamp present
marketing and production practices in the State, agriculture may
become an import industry. Marketing emphasis, therefore, must

be changed.

Thus far, the state government has not done much in the area
of cooperative associations and the domestic marketing problems
faced by diversified agriculture. Most of the agricultural
programs established, such as the Agricultural Products
Program, administered by the Department of Agriculture or the
agricultural promotional functions performed by the Department of
Planning and Economic Development, have placed their emphasis on
developing agricultural commodities for export purposes or expand-
ing the export market for certain agricultural commodities. While
these programs do benefit commodities like pawvaya, coffee, sugar
and pineapple, the other commodities produced by diversified
farmers do not lend themselves to exportation and consequently
have not reaped the benefits of such programs.

Legislation in recent years has attempted to deal with this
problem by requiring labels to be placed on poultry and livestock
products to differentiate between mainland imports and Hawaii-
grown products. However, differentiation is not enough of a
stimulant to motivate the consumer to buy Hawailian products. 1In
order to save the domestic market, the State must begin to aild

diversified agriculture in a campaign to emphasize the advantages
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of Hawaiian grown products over mainland imporits, FPrograms such

as the one which has helped the papaya industry expand its markets
on the mainland and overseas should be implemented for other
diversified agricultural commodities with emphasis on expanding
the building of their domestic market potential. A "Buy Hawaii"
product promotion program is vital.

However, the State needs the cooperation of the diversified
farmer to produce the best possible product on which to base

a marketing campaign. This is where the cooperative association

can become an important factor. Since the cooperative associa-
| tion has the necessary power of enforcing guality and grading

standards, the State could work closely with the associations

to assure that the farmers will produce guality products. (A more
detailed discussion of gquality standards will be found later in
this chapter.) In addition, the cooperative association represents
an already existing organization through which programs may be
implemented and problems may be brought out.

The benefits of such a joint venture would ke the strengthening
of the domestic agricultural market as well as aiding the marketing

programs of the agricultural cooperative associations.

TRANSPORTATION AND PRODUCTION COSTS. Hawaii's isolation

from the Mainland and its island geography makes it particularly
dependent upon air and sea transportation systems as the main
thoroughfares of commerce. An adequate, efficient and low cost

transportation system greatly contributes to the well-being of

the economy. Inefficient, inadequate and high cost transportation

systems handicap the economy.
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ately, Hawall's dependence on sea and air transpor-
tation has not stimulated competition in the area but rather has
ieft the State in an almost monopolistic situation. Presently,
there are two airlines, Hawaiian Airlines and Alioha Airlines, and
one sea transport system, Young Brothers, Ltd. Such a situation
has presented many problems because of the imbalance between the
service supply and the demands of the economy. Freight and
passenger rates between the islands have increased steadily over

the past ccuple of yvears as a consequence of this imbalance.

However, there are other contributing factors to the rate

increase:lD

1. Limited back haul:
2. Uneconomic loads;

3, Competition for limited space;
4 High taxes and wharf fees; and

5. High cost of services.

With the present situation, the producers of agricultural
products on the neighbor islands have no real alternatives for
transporting their goods to market. Perishables are sent by air
through one of the two airlines, both of which charge the same
air freight rates. Hon-perishables mav go by barge through the
one sea transport compahy.

Aside from the effect the high cost of transportation has

on the final market price of the agricultural product, it also

iy
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fects the cost of production, particularly in the area of

F
|

livestock and poultry. Grain feed must be imported from the
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Mainland since Hawaii has no visible grain industry at present.
As a result, transportation costs are included in the cost of
feed, adding to the already high cost of production. Even bulk
purchasing does not significantly reduce the cost of feed to
allow island livestock and poultry to compete eguitably on the
market.

The dairy industry needs to develop an economic source for
feed concentrates and roughages. Estimates show that the annual
requirements amount to 135 million pounds. "At a cost of three

cents per pound, this equals approximately $4.0 million annually.

The estimated annual feed concentrate requirements amount to

seventy million pounds valued at $3.5 million."

The poultry industry faces the same problem since all the
raw materials necessary for production must be imported. This
transportation expense is then added into the price farmers pay
for the materials of production.

Vegetable and fruit production suffer from high costs due
to the small yields, the price of chemicals and fertilizers, and

the costs of transporting the goods to market,

WHOLESALER VERSUS COQOPERATIVE. The cooperative association

can help the farmer combat many of the marketing problems facing
: him. But thus far many cooperatives have not met the needs of
their farmer members. In most cases, the cooperative is in no
position to compete on the marketplace or more importantly to

compete with the wholesaler who remains his most potent competitor.
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The biggest advantage that the wholesaler has over the cooperative

association is his ability to deal in both Hawailan agricultural

products and mainland imports. As a consequence, the wholesaler

can meet the volume demands of large buyers. The cooperative
association, on the other hand, is limited by law to deal only

in "products of Hawaiian origin" (Section 421-2, Hawaii Revised
Statutes). This requirement places the cooperative in a weak posi-
tion since its volume is not large enough to meet the demands of the
large buyer leaving him with small markets which have limited growth
potential.

The resultant effect has been the necessity of selling the

cooperative produce to a middleman, either the wholesaler or a

"jobber", who in turn supplements the produce with mainland products
to be sold to retail food chains, the tourist industry and other
large buyers. What this means to the farmer is an extra transaction
which reduces the returns on the produce. This reduction happens
because of the system under which sales are conducted. The
cooperative does not pay the farmer immediately upon the delivery

of goods, but pays him after the goods have been sold to the

wholesaler. In turn the wholesaler pays the cooperative after

it sells its goods to the retail buyer. Then the wholesaler

returns to the cooperative the price it received minus the service
charge and profit; the cooperative then gives the farmer the
amount 1t received from the wholesaler minus the service charge.

As can be seen, this system dcoes cut intc the farmer's returns
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and defeats the purpose of using a cooperative as a marketing
outlet. Cooperatives should be selling directly to the large
food buyer or retail food chain, cutting marketing service costs

to a minimum and thereby insuring the farmer member the greatest

returns for his produce.

QUALITY STANDARDS AND GRADES. Grades and guality standards

present another stumbling block for the development of cooperative
marketing programs, particularly in the area of fruit and vegetable
and some areas of livestock and poultry marketing, Marketing
cooperatives on the mainland have been pioneers "in paying
producers on the basis of grade and guality. Cooperatives that
have done the gquality program (often) sell under their own brand
names and effectively merchandise and advertise their products."12
Unfortunately, a majority of the cooperatives 1n Hawaii do not
impose strict grade or quality standards for the commodity the
farmer markets through the cooperative. As a consequence, the
type of produce the cooperative may receive varies with the
producer or with the particular planting, leaving the cooperative
varied qualities of goods.

Standardization in quality and grades is an integral part
of any marketing program of agricultural produce. Consumers
buy on the basis of standardization. For instance, a product like
Chiguita Banana has based its marketing appeal on uniformity.
Every Chiguita Banana looks like every other Chiguita Banana.

In all cases, the fruit is yellow, large, and usually has no
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hetter prices for the assurance that the goods will ke of uniform
guality. In addition, uaiformity of the product prevents ineffi-
client marketing due to waste. The fact that some preoducts are
smaller in size or are not as attractive reduces thelr chance

of being sold, resulting in "left-over" produce which must be
thrown away or s50ld at a reduced price. Income losg through

waste 18 usually prevented through guality and standard reguirements.

The laxity of Hawallan cooperatives to impose stricter

At 4

of the buver to deal extensively with these cooperatives. This
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strict in their requirements but represent a limited market

with little or no room for volume growth in marketing.

CONSIGNMENT SALES. Consignment sales practices for produce

presents another problem for the cooperative association. Although
this is a long standing practice among wholesalers it adversely
affects the Hawaii farmer. Whether the farmer markets his goods
through the cooperative association or deals directly with the
wholesaler he is still subject to these consignment sales, Main-

land produce,; on the other hand, is usually bought under contract,

sometimes at a higher cost, and shipped over to the State. 1In

terms of marketing, this means that the wholesaler tends to sell

the mainland produces over the local produce since he has already
purchased those goods at his own expense. Hawall produce therefore
may be relegated to second priority.

Consignment sales also allows the wholesaler to return whatever
goods are unsold or which have been spoiled in the process of
marketing and cannot be sold. The farmer is then paid for only
that produce which actually were sold to the retailer. The
problems of spoilage and other biological processes which may
happen during the marketing process become the responsibility

of the farmer who faces the conseguences for conditions which are

essentially out of his hands. Of the three persons involved in
marketing, the farmer, the wholesaler, and the retail buyer,
it is the farmer who is least able to absorb the loss he now

must accept.
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THE INDEPENDENT FARMEER, Independent farmers have demonstrated

a great resistance to jolining marketing cocoperatives. Many coopera-
tive managers interviewed admitted that presently there is nothing
the cooperative can do for the farmer that he canncot do for himself.
This comment lead to an examination of some of the reasons why
independent farmers do not join ccoperatives,

{1} Independent farmers contend that cooperatives do not
allow for the maneuverability and flexibility that one man has

: in dealing with the wholesaler. Since both must deal with a

wholesaler, the independent farmer finds it more profitable to
deal directly with the wholesaler often being able to undercut

the price of the cooperative's produce while still making a profit.

(2) 1Independent farmers fear cooperative organizations
because many of them are large successful producers who do not
want to lose their power in the one-man-one~vote concept. Most
of the independents feel that the cooperative harbors many of the
less successful, less agressive, and less efficient farmers.
They do not wish to risk their profitable business in the hands
of those less capable.

B (3) Many of the independent farmers, through their own
initiative, produce some of the best gquality goods for market,
With the laxity in the guality standards of most cooperatives,
many feel that their asking price will be compromised since all
: goods are sold in bulk, Substandard produce from ancther farmer

will lower the price of the goods.



{4} Purchasing privileges, which mav once have been a selling
point for cooperatives, no longer is an effective inducement to
join the cooperative. In the case of fruit and vegetable farming,
many independents have informally formed a purchasing group which
can obtain the same type of discount the cooperative has provided.

(5) Since most independent farmers are progressive farmers,
many take the initiative of learning about new methods of more
efficient production. As stated earlier, cooperatives do not
really have any formal program to inform their members of new
production or marketing methods. Thus, this aspect of the coopera-
tive does not provide the independent with anything new.

(6) Many independents have had personality conflicts with
cooperative members and to some extent have been ostrasized from
the farm community. Being unwelcome in an organization is not
an incentive to join.

To a certain extent there is wvalidity in the seven points
brought out by the independent farmers. Iven cooperative members
agree on some points such as the favoritism on the part of the
cooperative manager, or the fact that many of the members of the
cooperative are less successful than the independents. However,
the independents themselves must begin to realize that they cannot
continue in the manner they have been moving. While they may be
successful now, their efficiency and volume output will not be
able to keep pace with the growing demand of the urban industrial
complex and eventually even these successful farmers will have to

face the hard realities now being experienced by the cooperative

assoclations.
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THE AGRICULTURAL COOPERATIVE ASSOCIATION LAW:
PROVISIONS FOR THE FUTURE

The Agricultural Cooperative Association law, Chapter 421,
Hawaii Revised Statutes, has not been significantly revised since
its enactment in 1949. During the intervening years, the business
practices and services of the cooperative have undergone a nation-
wide change and laws of other jurisdictions relating to agricultural
cooperatives have been amended tc adjust to the new demands placed
on cooperative associations.

Once based on informal cooperation among groups of farmers,
cooperative assocliations have emerged as large business concerns
affecting whole sectors of the agricultural community. Cooperative
brands such as Sunkist, Lindsay Ripe 0Olives, Sun Maid Raisins,
Ocean Spray and Welch's grape products represent the ultimate
in the development of marketing programs for its member farmers.
However their emergence has required adjustments in cooperative
organization practices.

Although surface evidence seems to point to a change from
one cooperative organization to another, the principles of demo-
cratic control by the members, the nonprofit status of the
association and the sharing of savings returns still remain
basic to the concevnt of cooperative associations. A change is
occurring, however, in an attempt at streamlining operations
to compete with the private businesses involved in the same

activities as the cooperative. Consequently, the cooperative

52



e given some

[
m
rt
Uy

ment within the concept of cooperative actiwvity.

To this end, the present law was reviewed with the help
of the legal department cf the Berkeley Bank for Cooperatives
and Percy Smith, Esguire, formerliy of the Bank and a consultant
to some Hawaill cooperatives. Most of the suggested changes
involved relieving the law from many of the encumbrances which
have either become archaic or have hindered Hawail cooperatives
from keeping pace with their private competitors.

The first suggested change and probably the most controversial
concerns the limitation in the law which requires cooperative
organizations to handle only "products of Hawaiian origin'.
Present marketing conditions show that Hawaiian agricultural
cocperatives cannot fulfill the needs of the consumer market.

Ls a result, most cooperatives are unable to sell directly to

the large retailer or to buyers such as the military or the
tourist industry since they cannot guarantee the guantities
required by volume buyers. Many are confined to selling goods

to small buyers whose markets provide little opportunity for
expansion or to wholesalers who supplement island products

with mainliand or foreign imports to meet volume orders. "In
order to supplement such supplies from other-than-Hawaiian
sources, some cooperatives....have set up subsidiary corporations
through which they are able to draw mainland supplies if necessary."
However, many of these subsidiary corporations have been like

an albatross to the already unstable cooperative.
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The removal of the Hawalian origin restriction i1s a nacessary
and vital part of strengthening the position of cooperatives in
the State and would preclude the necessity of forming subsidiary
corporations which may lead to legal entanglements. With the
ability to impor*t mainland goods to supplement present supply,
cooperative assoclations would have a stronger base and more
leverage from which to operate in meeting their market commitments.
For example, the ability to sell a viable and consistent amount
of a given product could lure the large retailer into buying
directly from the cooperative rather than dealing through a
middleman, either a private wholesaler or a "jobber". Greater
returns on the produce sold would be one of the benefits received by
the farmer. The elimination of the extra transaction with the
middleman, resulting in less handling of the produce, could reduce
the time between the field and the market, thereby improving the
condition of the produce sold to the consumer.

Secondly, the omission of the Hawaiian origin provision
permits the various cooperatives to develcp and implement more
orderly and reliable marketing programs. In the case of hogs,
for instance, the production of island pork does not meet the
demands of the buyers. Being allowed to import mainland pork
would give the island pork producers a chance to develop a total
marketing program by ensuring their buyers of a steady and
adequate supply of pork. In the case of poultry, the ability
to import mainland eggs would extend some control over the flow
of mainland eqggs to the poultry farmer, thereby establishing a

more stable market situation, eliminating conditions like the
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recent fluctuation in egg prices. The sams benefit would occur
in vegetable marketing. For instance, tomatoes grown in Hawail
could compete more equitably with mainland tomatoes if local
cooperatives were allowed more control over the importaticon of the
competing product.

Thirdly, the approval to handle non-native products would
enhance the cooperative association's price bargaining position
with the retail markets, large wholesalers and other food buyers.

This places the cooperative associations in an offensive position

:

to establish prices for their commodity as opposed to the present
defensive position which often leaves the farmer at the mercy of

the wholesaler or large buyer. Having produced a product at his

own expense, it should ke the prerogative of the farmer to demand

a given price for his crop provided it is in line with market
conditions. Presently, the Hawaii farmer has almost no control
over his goods beyond the production stage. With the leverage
given him by the ability to import mainland crops as supplements

to Hawaiian grown produce, he is in a better pesition to set prices
for his gocds and to extend the control over his product.

On the other hand, it should be noted that the fact that

cooperatives would be allowed greater self-determination and
more effective marketing development under the removal of the
"Hawaiian origin" restriction does not necessarily mean that food
prices will automatically come down. The result, however, would
be a greater return to the farmer and a more orderly marketing of
Hawaiian grown products, all of which will eventually affect

the price of agricultural products and establish the Hawaiian

u
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SECTION BY SECTION AMENDMENTS

Section 421-4 &Articles of Assccilaticn. Thiz section

relating to the formation of cooperative associations contains
a provision which can be eliminated. This is the requirement of

the word "cooperative" in the name of the organization. HNation-~

wide trends show that there is a definite move away from the use
{ of the word "cooperative" in the name of the organization, as
cooperatives branch out into other areas of agricultural services.

This, however, does not preclude the use of the word by any asso-

ciation that wishes to include it in i1ts name, but it allows

cooperative associations which feel that the name relates an

g uneasy connetation among the general public to by-pass the worad
while still embodying the practices and principles of cooperative

% associations. In addition, with the move towards greater corporate

pPractices, some cooperatives may feel that the use of the word in

the name would create expectations on the part of the consumer

which are not necessarily part of the cooperative's goal,.

Section 421-6 Filing and recording articles of association.

Paragraph (c¢) of this section limits the life of the cooperative
i assecliation to fifty years. Such a requirement is cumbersome

and not necessary since most corporate laws provide that a cor-

poration shall exist in perpetuity.
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Conseqguently, this provision should be changed to allow

the cooperative a life in perpetuity. The renewing of articles

of incorporation only causes extra work for the organization,

And since articles of incorporation may be amended at any time,

the necessity for having to renew the articlss becomes superfluous.
Section 421-9 Powers. The cooperatives are reguired to

limit their "annual purchases made for persons who are neither

members nor producers...to fifteen percent of the value of all

its purchases".l Such a limitation was placed in the law to

ensure that the cooperative would qualilfy for tax exemption under
; the federal law. However, at the same time, this forces the

cooperative into a tax exemption category. It is vossible that

some cooperatives may not necessarily want to be tax exempt if

the patronage from nonmembers is a vital part in building its

stability.

It can be argued that the omission of this phrase would
give the nonmember farmer an undue advantage since he could now
purchase at cooperative discount prices or use cooperative marketing
services without bearing the burden of the operational costs.
There are other ways of making nonmembership uninviting which
the cooperative may determine in its bylaws. In any case, the

cooperative membership is given the choice.

Section 421-18 Contracts between association and members.

In contracts between associations and its membership, the

length of time for which the member 1s committed to patronize the
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cooperative associaticn is three years. Thereafter, the member may

terminate the contract and withdraw from the association. This with-

drawal and termination requirement should be lengthened from
the present three-year recguirement to a period of ten years.
The importance c¢f such a commitment becomes evident when a
cooperative association 1s seeking financing for capital improve-
ments or other loans. The financial institution normally loocks
at the willingness of the cooperative members to commit themselves
to the association. The rationale for such thinking rests on
the principle that if the cooperative members are willing to
invest ten yvears in thelr cooperative organization, then the
bank gains some assurance that the organization will be in
existence for at least ten years. Banks are hesitant to extend
term financing if they cannot be assured that the organization
will have a duration at least the length of the loan. The
commitment also gives the lending institution some indication
of the reliability of the members who compose it. Some of the
borrowing problems of the cooperatives in Hawaii stem from the fact
that members often do not invest a fair share of the capital
investment and expect the government or the private bkanking
institutions to extend them credit. The realities of good
banking procedures, however, do not work in this manner.

If, on the other hand, during the ten year period a member
is expelled from the cooperative, he should not be reguired to

honor the ten year obkligation against his wishes. A provision
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for the voiding of the cvontract except when both parties agree

to continue the contract should be included.

SECTION 421-23 Taxation. There is a reference to the filing
of documents with the director of taxation of each district
concerning the operations and proceeds of the preceding calendar
year. The March 20 deadline has caused problems for many
cooperatives since not all cooperatives keep their accounts based
on a calendar year. In cases where the cooperative association
uses a fiscal year, the association is now required to file a
figscal year report for its patrons and a calendar year report
for the director of taxation.

In addition, most farmers Xeep theilr accounts on a cash
basis and report their gross income for the period from December
to November. This figure will therefore differ from the January
to December figure required by the director of taxation.

The reguirement for such reports to the tax department
should be changed to ninety days after the close of the fiscal
year as are presently required by law for corporations.

Without foresaking the principles of cooperative associations
it is necessary for the law to allow the cooperative association
to adjust some of its procedures to establish a form of organi-
zation which would grant the greatest efficiency to help eliminate
waste in both production and distribution. Much more power
should be given to the cooperative on such internal issues as
tc whether to become a taxable institution, how to deal with

nonmember business, and most importantly the ability to deal
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Marketing agreements setting out velume reguirements and
guality standards and grading schedules have never been formally
established between the cooperative and the member, The result
has been an unsteady flow cf goods, varyving in guality and grades,
making it particularly difficult to implement a scheduled and
steady marketing program. The total result has been a weak
and ineffective marketing of Hawaiilan diversified agriculture.

As with most existing institutions, there is a limited
oprortunity for sweeping changes in the methods of operations
of existing cooperatives, save dissolving them all and establishing
§ new integrated cooperatives within the various commedity groups.

However, there are a number of areas in which cooperatives can

implement or change their practices which may help improve
i their marketing potential.

{1l) Consclidation and merger. Consolidation and
merger must be undertaken if Hawaiian
coopmeratives are to make any rsal impact
and influence on the agricultural market
of the State. Cooperatives with small
volumes, competing for the same buyers,

= result in the eventual demise of the

cooperatives and pave the way for large

! food distributors to dominate the market.

(2) Marketing agreements. Marketing agreements
should be instituted between the farmer
and the cooperative. Stricter regulation
of guality and grading standards should be
enforced and farmers who do not bring in goods
of the specified standard should be penalized
in some manner. Volume reguirements should
also be implemented so that the cooperative manager
will be able to plan a better marketing program
for his goods. Likewise, the cooperative manager
has the responsibility of establishing marketing
outlets so that the sale of the goods will be
consistent.

(3) Revolving Credit Plan. Cooperatives should use
the revolving credit plan, where possible, to help
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nuild up capital reserves and farmers should
be informed of the long range benefits of such a
Capital investment on the part of

program.
the farmer should be increased for greater ease

in obtaining lcans from financial institutions.
In addition, a greater monetary investment on the
part of the farmer makes him realize that he

has a financilial stake in the business to protect,.

(4} Bylaw and articies of incorporation. Cooperative
assoclations should review theilr bylaws periodically
to determine the feasibility of some of the
practices they provide for or adjust those which
have become outmoded. Associations should experi-
ment with different voting methods to insure
egquitable treatment for all members.

E
H

(5) Plans for future marketing. Plans for future
marketing should be designed with the aid
of the State Department of Agriculture, the
Cooperative Extension Service, and the Department
of Planning and Economic Development. Cooperative
Associations should look into other alternatives to
their present marketing programs.

In addition to these internal changes within the cooperative
associations, a parallel development should be occurring in the
formation of a State Council for Cooperatives. The coungil should
provide the vital communication linkage and leadership now

lacking among cooperative associations. It would act as a liaison

between associations and the general public or between the
associations and the various government agencies including the
legislature. Council programs vary widely in the thirty-three

states which have organized such councils. However, most of their

programs can be categorized into four areas: (1) advertising and
public relations; (2) education and member relations; (3) legisla-
5 tive work; and {4) work with other organizations and agencies.

The state council may undertake those programs which the existing

cooperatives cannot furnish its members--a newsletter of cooperative
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aticnal and ressarch sarvices in the

area of merket promecticn and new product recommendations, public
relations work in the schools and educaticnal instituticons to
interest voung peopie in farming as a professiocon,

The recommendations mentiored in +the above discussicn must
be done by the cooperatives themselves and are not the subject
of legislative concern. Government programs are not necessarily

the answer to the problem.

GOVERNMENT PROGRAMS

The role of government in the area of cooperative marketing
should bhe to encourage farmers to use marketing cooperatives as their
marketing agent. Encouragement can come in many forms including
direct and indirect benefits to the cooperative or to the farmers
themselves. Promotional programs, capital investments for facilities
resulting in the formation of cooperative associations, educaticn
programs to helip the farmers learn of cooperatives in other juris-
dictions and tax incentives should be considered.

The most direct form of incentive would be to exempt farmers
from the gross income tax on the sale of goods that are marketed
through the cooperatives. Presently, under the general excise
tax laws of the State, the farmer is required to pay one-half
of one per cent on the gross income he receives from the sale of
his goods. The amounts of loss in state revenue would be
minimal. According to figures gathered during 1%70, the sale

of goods through cooperative associations amounted to a total
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At the rate of the taxaticn,

one-half of one per cent, this would mean that State would
ke losing some 559,000 in revenue. However, this amount is
expected te increase 1f more farmers join cooperative associations,

and tharefore such a tax incentive could be limited to the first

Another area of tax exemption which could be extended to
the cooperative association is a real property exemption on the
land, the building, improvements and other capital investments
on the facilities of the cooperative association. Without the
real property tax, cooperatives may be more likely to consider
capital improvemsnts on their property. The property tax exXemption,
may also allow cooperatives to obtaln more centrally located
business properties thereby allowing for easier market contacts.
Presently, this would mean an exemption on some thirty properties.
The amendment could either be made by adding the c¢lass of
agricultural coopsratives to the present exemptions under non-
profit corporations found in Section 246-42(6), Hawaii Revised
Statutes, or by adding a new section spelling out the exemption.
Pilot programs and product promotional programs should ke
expanded. Presently these two programs are being administered
by the Department of Agriculture and the Department of Planning
and Economic Development, respectively.
On product promotion, the legislature normally appropriates
a lump sum to be given to the Department of Planning and
Economic Development for adminisgtration. The department then

divides up the money for the different commodities depending on
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the needs of the industry and the amount the industry can contribute
since the program is based on a matching funds systemal However,
a number of cooperative managers who were interviewed mentioned

that some industries do not have the money to match with the

state's contribution and therefore lose the funds. It may be possible
that flexibility be used in the matching fund formula allowing

the state's and the industry's contribution te vary with the

economic condition of the industry. ©Or it is possible that the

State may contribute the whole amount with payment from the

industry for its share coming at a later date.

Thus far, both coffee and papaya promotional programs

have been implemented through funds provided by the legislature.

While it is realized that each commodity has certain unique qualities
that may be taken advantage of in an advertising and promoticnal
campaign, nonetheless, the State, along with the agricultural
industries and in particular the industry associations and the
cooperative marketing associations, should consider a statewide
promotion on Hawaiian agricultural products, emphasizing those

gualities which may set them apart from mainland or foreign imports.

More importantly, the State must begin to focus its attention

on the domestic market procducts rather than continue to concen-
trate on only export commodities. Both the product promotion
program under the Department of Planning and Economic Development

and the agricultural products program under the Department of

Agriculture have focused on export promotion and potential rather

g than in state promotion. As a result only those products which

have export value are promoted.
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Pilot projects administered through the Department of
Agriculture have established a vacuum cooling plant on the island
of Maui and Hawaii.? The capital investment on the building
of the plant was made by the State through legislative appro-
priations. Land used for the building was state land and the
operators of the plant pay a minimal rental to the State for
the use of the land. In the process of establishing a wvacuum
cooling plant, however, a cooperative had to be formed to take
over the operations of the plant from the State, the result was
the Kamuela Vacuum Cooling Cooperative and the Maui Produce Processing
Cooperative,

The pilot program for building facilities could be expanded
to other areas of diversified agriculture. For instance, the
livestock and poultry industries could benefit from feed grain
storage warehouses to aid them in keeping down the cost of feed
and stocking the feed supply to ensure a constant supply even
during times of a dock strike which may cripple the island's
supply indefinitely. The pork industry would find benefit in a
slaughterhouse since recent development have left them at the mercy
of two slaughterhouses for the State. Other industries such as
coffee, dairy and livestock, macadamia nuts, flower and other
growing areas may possibly apply for help in these areas.
However, prior to the planning of such programs, feasibility
studies should be conducted to determine the probable success
of such ventures. In addition, the operational aspects of these

physical plants should be done by cooperatives formed for such

a purpose.
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Educational programs 18 another area in which the State
and the cooperative aggociation may work in the promotion of
cooperative marketing. For instance, an exchande program may
be established between Hawall cooperative members and cooperative
members from other jurisdictions to meet either here or on the
mainland to discuss problems and exchange ideas. The biennial
conference could be scheduled annually and an agricultural fair
sponsored Jointly by the cooperative associations and the State
could be used as a vehicle to develop public awareness of the
agricultural sector of the economy.

As previcusly discussed, the Agricultural Cooperative
Association law, Chapter 421, Hawaii Revised Statutes, should
be amended to allcocw at least a percentage of the wvolume a
cooperative may handle to be of non-Hawaiian origin. Of all
the suggested amendments, this is the most important as it
would give the Hawaiian cooperatives the needed volume supplement
to meet the market demands cof food buyers. It would also
insure a more stable price on the goods sold and give the
cooperative more control over fluctuating prices due to over
supply cof goods.

With all of its small farmers producing small volumes of
agricultural goods, Hawaiian agriculture should be most conducive
to cooperative marketing. However, such has not been the case.
Instead, marketing has developed into many small cooperatives
competing against larger independent farmers for the same

marketing outlets., While it may have been possible at one time to
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adopt a "wait and see" policy, time is bheginning to run short.
Mainland competiticon is gaining on the market and unless some
kind of reformation occurs in the present marketing system,

agriculture may become a purely import business.

§
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{10 be made one and ten copics)
HOQUSE OF REPRESENTATIVES H
. . . 92

STATLE OF HAWATI

SIXTH = LEGISLATURE, 10 71
H}LF TN
| , r
L |

REQUESTING A STUDY TO RECOMMEND INCENTIVES FOR FENCOURAGING FARMERS
TO ENTER AGRICULTURAL COOPERATIVES.

WHEREAS, food is not only essential for human life, it is
the most pressing need of all goods and services; and

WHEREAS, the largest item in a family's budget is usually
food; and

i
i
H
i
i

WHEREAS, ability to pro luce food has provided the nation
with one of its largest and most costly domestic problems; and

WHEREAS, the repid advance of agriculture has brought im-
portant gains to society in the form of a low real price for
food; and

WHEREAS, agricultural advances have released resourcsas to
produce other goods and services of marginal urgency in an af-
fluent society; and

i WHEREAS, agricultural problems extend over the entire rural
i community and have a direct impact on the entire community; and

WHEREAS, the acgricultural community must be encouraged to
continue these contributions to progress while realizing equitable
returns in the process; and

i WHEREAS, agricultural cooperatives are unigquely equipped to
! meet the cqallengn of providing a firm base for facilitating ad-
justments needed in Hawaiian agriculture; now, therefore,

BE IT RESOLVED by the House of Representatives of the E&ixth
Legislature of the State of Hawaii, Regular Session of 1971, that
the Legislative Reference Bureau, in cooperation with the Hawaii
Farm Bureau Federation, is reguested to conduct a study which
would recommend incentives for encouraging farmers to enter agri-
cultural cooperatives, emphasizing the potential of marketing coop-
eratives; and

BE IT FURTHER RESOLVED that the Legislative Reference Bureau
is reguested to report its findings to the House of Representatives

HFIN 747 294
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twenty days prior to-convaening of the Regular Eession of 1972;
and

T FURTHER RESCOLVED that certified copies of this Reso-
fearence Bureau an

o

It
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FEDERAL LEGISLATION

"The cooperative undoubtedly represents an important development
of a different type of financial control in many parts of our economy
..-.In fact, like the labor union and the meonopolistic business
corporation, the cooperative has, in the past, had its existence
threatened by state and federal antitrust laws. Only after much
difficulty did the courts often with the assistance of specific
statutory exemptions, finally reach the conclusion that cooperatives
are not illegal under these (anti-trust) laws." (Law and Contemporary
Problems} Today, the statutes pertaining to cooperatives are
well defined and their federal income tax status has been cleared

by statute and regqulation.

(1} Capper-Volstead Act: Although not the first act
dealing with cooperative associations, the Capper-
Volstead Act formally authorized the formation of
associations of producers of agricultural products.
It gave these producers the right to "act together
in associations, corporate or otherwise, ...
in collectively processing, preparing for market,
handling and marketing in interstate and foreign
commerce such products of persons so engaged."”
(Capper-Volstead Act) Three provisos were added
to the sanction requiring each member to have only
one vote regardless of the amount of stock or
membership capital to eight per cent per year, and
limiting the amount of non-membership business to
an amount less than the value of the business
handled for members. Enacted 1922,
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(2) Agricultural Marketing Act {as
enlarged the Lapper—volshEQu Act
agricultural cooperatives to incl u'e any association
engaged in "farm business services” and made
cooperative associations eligiblie %o borrow from a
bank for cooperatives. In addition, it provided for
all business conducted cooperative associations for
or on behalf of the federal government shall not be
included as part of the non-member services 1in
computing the ration of the member services.

Enacted 1929,

(3) Cooperative Marketing Act: The establishment of
the Farmer Cooperative Service under the United
States Department of Agriculture was authorized
under this law. The Farmer Cooperative Service
was charged with informational, educational,
statistical and consulting services for farmer

] cooperatives. Enacted 1926.

(4) Robinson-Patman Act: Essentially, this Act prevents
discrimination by cooperative associations, as well
as other business concerns, in the selling of
commodities of the same grade and guality. It
does permit, however, a seller to give a buyer
discounts on the basis of the guantity of the sale.
Enacted 1936.

(5) Clayton Act (Section 6): This Act clarified the
status of cooperative associations under the Sherman
Anti-trust Act. The section reads "Nothing contained
in the anti-trust law shall be construed to forbid
the existence and operation of labor, agricultural or
horticultural organizations, instituted for the purpose
of mutual help, and not having capital stock or conducted
for profit, or to forbid or restrain individual members
of such organizations from lawfully carrying out the
legitimate objects thereof; nor shall such organizations,
or the members therecf, be held or construed to be
illegal combinations or conspiracies in restraint of
trade, under the anti-trust laws." However, this
section does not guarantee total immunity from any
kind of practice which blatantly exemplifies conspiracy
in restraint of trade. A Supreme Court decision stated
that the language of the section "shows no more than a
purpose to allow farmers to act together in cooperative
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associations without the associations as such

being 'held or construed to be illegal combinations
or conspiracies in restraint of trade under the
anti-trust laws' as they otherwise might have been."
(Legal Phases of Farmer Cooperatives)
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APPENDIX C

INCORPORATED AGRICULTURAL COOPERATIVES QPERATING IN HAWATI

July 1, 1971

Incorporation
Name and Location Date Functions Performed
I. PFruits and Vegetables

Hawali Farmers Cooperative

Association 1934 Marketing Purchasing
Hawaii Produce CooPerativeE/ 1952 Marketing Purchasing
Hilo Farmers Cooperative

Exchange 1943 Marketing Purchasing
Kamuela Farmers Cooperative

Association 1947 Marketing Purchasinyg
Kamuela Produce Exchange

Cooperative 1966 Shipping
Kamuela Vacuum Cooling

Cooperativel 1964 Processing Vacuum Cooling

Services

Maul Farmers Cooperative Exchange 1943 Marketing Purchasing
Maui Produce Processing

Cooperative 1964 Processing Vacuum Cooling

Services

Maul Vegetable Growers 1945 Marketing Purchasing
Mr. Papaya Cooperative, Inc. 1963 Marketing
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A PRCFILE OF OQOPERATICNAL AND MANAGERIAL
CHARACTERISTICS OF HAWAIIAN COQPERATIVE ASSQCIATIONS

MEAT AND POULTRY ASSOCIATIQNS

Age of meat and poultry cooperative associations: 1-44 years.
All are leocal associations dealing with local business associations
and mainly perform processing and marketing functions for their
members. Product marketed directly to the wholesalers, retailers,
and institutional trade. Manager performs selling function.
Perform limited purchasing functions--feed and breeding stock.
No farm implements are purchased. Storage and truck transportation
functions are carried on by the association with owned and leased
facilities.

One livestock association maintains contractual relationships
with its members, limiting deliveries of livestock solely to the
cooperative associations. One exercises quality standard control

set forth in its contract.

STRUCTURE. Only one of the associations in the group has,

aside from its central organization, a number of branches through-
out the State. None are affiliated with national federations or

other associations. No mergers reported.
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FRUIT AND VECETABLT MAREKRTING AND PRODUCE

,,,,, EE &

AND PURCHASING ASSOCIATIOHS

About 50 per cent in the group of associations engaged in
marketing fresh fruit and vegetables also purchase various farm
supplies for other members. With the exception of one association,
the manager carries on both sales and purchasing functions.
Majority sell directly from the association to the wholesaler
but two use jobbers. Transportation and storage are carried on
mainly in associations that own trucks and warehouses. No
contractual relationship with the membership or the exercise of
quality control, except federal inspection. Receive 100 per cent

of their product requirements from the membership.

STRUCTURE. No mergers or acquisitions of other businesses

or cooperatives were reported. None of the associations maintains

branches or is wertically or horizontally integrated.

COFFEE COOFERATIVE ASSOCIATIONS

All local organizations engaged partially in marketing of
coffee. One uses middle man as distribution channel. Others
sell directly to wholesalers in San Francisco. All perform
purchasing functions for their members and regularly carry a
stock of fertilizer. Chemicals, assorted farm supplies. Provide
transportation of coffee from producer members to their processing

plant in their own trucks.
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STRUCTURE. XNeither are the associations of this group

federated nor do they have any branches. Vertically integrated
inasmuch as they operate their own processing facilities. No

mergers or consoclidations.

Source: Financing Farmer Cooperatives in Hawaii,
Spielmann and Rarmettler, 1968.

4
H
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APPENDIX E

Owned equity capital as per cent of total assets of 23
Hawaiian cooperative associations (by groups), 1956-1953

S8

Association groups 1956 1957 1958 1959 1960 1861 1962 1953
Per cent| Per cent | Per cent |Per cent | Per ceunt | Per cent {Per cenl | Per cent

Fruit and vegetable

marketing 52.2 43.1 47.4 45.8 45,7 50,0 39.8 46,7
Produce and purchasing 48.2 94,8 87.3 66.9 63.3 64,2 59.7 63,7
Meat, poultry, and dairy 73.6 63.3 38.9 32.3 26,4 31.3 31.0 46,8
Caoffee 11,0 10.2 20.3 26.6 32.5 40.8 44 .6 44,6
Miscellaneous 48,2 33.B 48.3 51,7 56,7 67.8 76.9 5.9
All groups 54,3 38.8 40.9 39.1 34.6 41.8 40.9 1.6
Source: TFinancing Farmer Cooperatives in Hawaii, Heinz Spielmann and Edmund Barmetter.



APPRHNDIX F

For the years 1965-1571,

Economic Development has received the following funds for industry

and product prowmotion:

Act 99, SLH 1965

Product Promotion.

Act B, SLH 1566

Industry and Product

Provided, $34,000

the Department of Planning and

.$ 90,000

- -

Promotion .5100,000

-

to be used for engaging

a mainland industrial consulting firm to

develop and execu
action program.

Act 54, S1H 1967

Industry and Product

Act 74, SLH 1968

Industry and Product

Act 154, SLH 1969
Industry and Product
Provided, $20,000

industry provided
the cost.

Act 175, S5LH 1970

Industry and Product

te an industrial development

Promotion . . .$ 30,000
Promotion . . . .S 40,000
Promotiaon . + . .5130,854

be used for the papaya
they meet one-half of

Promotion .5305,000

B6



Industry and Froducticn Promotion
FY 1971-72. . . .$232,500
FY 1672-73. . . ,$267,500

Provided, that authorized appropriations
expended only to the extent that state
funds are matched by industry; and

Provided further, that $10,00¢ for the
FY 1971-72 and $5,000 for ¥Y 1972-73
appropriated on a non-matching basis
to encourage development of anthurium
market,
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APPENDIY G

The Department of Agriculture received specific appropriations
for the two pilot projects for vacuum cooling plants for the
Kahului and Kamuela areas:

Item A.4, Act 155, 1969
Vacuum Cooling Plant, Kahului, Maui....... 555,000

Item A.2, Act 187, 1370
Vacuum Cooling Plant, Maui...... e ra e $25,000

Ttem A,3, Act 187, 1970
Vacuum Cooling Plant, Kamuela, Hawali..... 518,000
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