
www.halegroup.com

Discover.

Analyze.

Strategize.

Implement.

Measure.

HaleThe
Group

  

Are Business Disciplines
Embedded into Your
Corporate Culture?

An interview with James L. Rainey, Jr.,
former CEO of Farmland Industries, Inc.

Vol. 2 No. 1
CO-OPSTRATEGIES

www.halegroup.comTheHale Group

Vol. 2 No. 1

Strategic Commentary from The Hale Group, Ltd.

Are Business Disciplines
Embedded into Your
Corporate Culture?

An interview with James L. Rainey, Jr.,
former CEO of Farmland Industries, Inc.

In 1986, Farmland Industries, Inc. teetered on the edge of bankruptcy –
having experienced operational losses of $358 million over five years –
with a loss of $152 million in 1986 alone.  The Board of Directors asked
James L. Rainey, Jr. to serve as their next CEO – even though he had
no prior experience in working for a cooperative.  In 1987, Farmland
enjoyed a profit of $50 million, and by 1989, profits rose to $110 million.
Unfortunately, Farmland encountered serious financial trouble again in
the late 1990s and declared bankruptcy in May of 2002 – eleven years
after Mr. Rainey retired.

Bob: If I did my math correctly, you led Farmland through a $202
million turnaround in the first year of your tenure.  How did you do
it?

Jim: Several factors contributed to the dramatic turnaround in that
first year: (1) I immediately initiated a cost-cutting offensive that reduced
the headquarters staff and trimmed the overhead; (2) we raised prices
on selected items to our member-cooperatives because our members
had gotten into the habit of expecting the most attractive price in the
marketplace throughout the year and attractive profitability for Farm-
land at the end of the year; (I launched an educational effort to con-
vince our members that this strategy wouldn’t work long term); (3) we
got lucky because natural gas prices declined and that reduced our
costs in our fertilizer operations; and (4) our employees got creative in
suggesting all sorts of ways to improve profitability.

Robert J. Ludwig

In this article, we highlight
insights from James L.
Rainey, Jr., the former
CEO of Farmland Indus-
tries who orchestrated an
impressive turnaround in
the late 1980s. Jim shares
some valuable lessons
about managing coopera-
tives that offer you an op-
portunity to evaluate and
rethink your current strat-
egies.

To discuss cooperative
management issues in
more detail, or for extra
copies of this article for
your Board of Directors,
please contact me at
rludwig@halegroup.com
or 978-777-9077.

Bob Ludwig
Principal

"In today’s economic environment, farmer
cooperatives cannot survive if they aren’t
committed to practicing sound business
disciplines."

James L. Rainey, Jr
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Bob:  Was it a big change for you going from a
publicly traded company to a farmer cooperative?

Jim: In some ways, yes.  Early in my time at Farm-
land, I would inquire why we did certain things.  I
found the answer to be very, very interesting.  In a
variety of ways some employees communicated to
me that, “Oh, we do it this way because we’re a co-
operative.”  In effect, I was being told very politely
that what goes on in the rest of the world doesn’t
apply here.  They were tactfully trying to teach a fel-
low who didn’t know anything about cooperatives how
things were done in farmer cooperatives.

After getting this response a few times, I eventually
told these people, “A dollar never knows where the
hell it’s working, but it always works the same way
regardless of whether it works for a co-op or an
investor-owned corporation.”

Bob: What were the biggest differences that you
experienced in going from a public corporation
to a farmer co-
operative?

Jim: I think
the most signifi-
cant differences
were that at
Farmland Indus-
tries in 1986,
there seemed to
me to be an al-
most complete
absence of ef-
fective employee
accountabi l i ty
disciplines.  I’m
referring to accu-
rate job descrip-
tions, profes-
sional objectives for each employee, fair performance
appraisals, and accountability consequences for good
and mediocre performance.

Bob: Did anything else strike you as different?

Jim: Yes, the lack of prudent financial manage-
ment, which I found to be most apparent by the
Board’s minimal concern about self-imposed borrow-

ing limits.  And maybe most importantly, there was
very little effort to encourage upward communica-
tion from employees throughout the entire organiza-
tion.

Bob: Are you saying that the company made de-
cisions at the top and communications flowed
from top to bottom, without employees giving
feedback, suggestions, ideas, from the
grassroots?

Jim: Absolutely.

Bob: Do you attribute this phenomenon to the
culture of cooperatives in general, or was it just
the culture created by the prior management of
Farmland Industries?

Jim: I think it was some of both.  I became so in-
terested in the uniqueness and the intensity of what
I’ve just described to you that I asked a lot of ques-
tions in my visits to local cooperatives within the
Farmland Industries federated system.

I found wide differences among some local coopera-
tives.  Some were managed very professionally and
their general managers involved employees effec-
tively, while others had a culture very similar to what
I’ve described at Farmland.

Bob: Co-ops by definition are member-based
organizations.  Were the CEOs of the poorly man-
aged co-ops listening to the members, but not
the employees, or did they listen to no one?

Jim: Good question.  They listened to members
because they knew they had to.

However, in many cases the CEOs were driven by
limited input from a very small number of individuals
who had significant influence in the co-op.  Too many
decisions were politically driven by a few vocal
people, and the general manager and the Board didn’t
necessarily check that political influence against the
business disciplines in making decisions.

Bob: So, sometimes cooperative culture is
more association-driven than business-driven.

Robert J. Ludwig
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Jim: Yes.  You said that very well.  That’s exactly
right.  Too often decisions got heavily influenced by
vocal members, and they sometimes derailed a
sound business decision.

Bob: What are the aspects of co-op culture that
you believe are important to retain?

Jim: The greatest strength of the co-op culture is
organizational – the ownership by its clientele.  It’s
the single greatest strength of the cooperative sys-
tem and it’s vitally important to retain it and to take
fullest advantage of that strength.

Bob: Do you not agree with some observers that
co-ops are an outmoded form of business orga-
nization and don’t really have a future?

Jim: I do not agree with that.  We all know of co-
operatives that compete with their investor-owned
competitors very effectively.  The form of organiza-
tion is not the issue.  Sound business practices are
the key issue.

Bob: Don’t cooperatives have a conflict of in-
terest in the boardroom because board members
are constantly making decisions that either tilt
towards the benefit of the cooperative or tilt to-
wards the benefit of their own farming operation?
Isn’t that an inherent weakness of the coopera-
tive form of organization?

Jim: I don’t view it as a weakness, but as a vulner-
ability.  It’s a vulnerability which members, directors,
and CEOs must be very attentive to.  One of the things
that I felt best about in my five years at Farmland
was that I spent a great deal of time training the Board
about its responsibilities.  The Board got to the point
where it performed very well in decisions that had
potential conflicts of interest.  I could cite examples
when the Board made the decision that was the right
one for Farmland Industries when it might have been
tempting to make the opposite decision that favored
more cash to the local co-ops or farmers in the short-
run.

Bob: If Farmland had been in a better financial
situation than it was when you arrived, would your
job have been harder?

Jim: Absolutely.  Without a crisis, I would still have
felt compelled to help the management team and the
Board understand the need for change.  However,
without a serious crisis, it would have taken longer
and been more difficult to implement the necessary
changes.

Bob: Without a crisis, how would you have gone
about selling the need for change?

Jim: I think I
would have
made a very
concerted effort
to put together a
planning pro-
cess that began
with an eco-
nomic analysis
of agriculture, an
assessment of
the food system
and where it was
headed, and the
c o m p e t i t i v e
strengths and
weaknesses of
Farmland Industries.  The purpose of the effort would
have been to make it very clear that unless Farm-
land made specific changes over time, the likelihood
that it would be in serious trouble at some point in
the future was certain.

Bob: What advice would you give to the CEOs
of co-ops today?

Jim: Examine carefully and make absolutely cer-
tain that you have a deeply institutionalized commit-
ment throughout the organization to basic business
disciplines.  And, one of the most important, if not
the most important, of the basic business disciplines
is to engage in a business planning process and to
create an objective-setting performance evaluation
process for employees based on the business plan.

Bob: What advice would you give to a co-op
Board of Directors?

Jim Rainey
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Jim: Make sure that the key decision-makers, be-
ginning with your CEO, are making completely clear
to you that they understand the key elements of the
management process and that they are, in fact, imple-
menting and institutionalizing basic business disci-
plines effectively.

Bob: At the risk of over simplification, are you
saying that the cooperative form of ownership is
fine as long as the management and the Board
of Directors insist on practicing sound business
disciplines?

Jim: That’s exactly what I’m saying.  Farmer coop-
eratives should not feel inferior to their investor-owned
counterparts.  In fact, cooperatives should fully capi-
talize on the fact that their patrons are their owners
and are highly committed to the success of the busi-
ness.  However, in today’s economic environment,
farmer cooperatives cannot survive if they aren’t com-
mitted to practicing sound business disciplines.

Bob: What do you wish you had accomplished
at Farmland that, looking back, you didn’t accom-
plish?

Jim: The single most important thing that I failed
to accomplish adequately – looking back in the cold
light of dawn – was management development and
succession planning.

Earlier in my career I worked closely with Harry
Levenson, whom I came to regard as one of the most
impressive organizational psychologists I’d ever met.
After I announced my retirement from Farmland, he
tried to convince me that I ought to remain as CEO
at Farmland longer.  He looked me right in the eye
and said, “Jim, in a major organization with as many
employees as you have at Farmland, you cannot
effectively and successfully institutionalize significant
cultural change in less than ten years.”

At the time, I didn’t agree with him.  Now I realize
that he was dead right.

Bob: So, the CEO has to force the organization
to employ the critical business disciplines for
enough time so that they eventually become stan-
dard operating procedure for virtually all employ-
ees and thereby get embedded into the coopera-
tive culture?

Jim: Yes, that’s exactly right.  In my opinion, that
is the single most important message I can give to
today’s leaders in farmer cooperatives.

Bob: Jim, thank you for sharing with me your
keen insights into farmer cooperatives.

Jim: Thank you.  I appreciate the opportunity to
reflect back on my time at Farmland Industries.

Bob Ludwig serves as Principal for The Hale Group.
He started his consulting career thirty years ago and
since then, he has led many assignments for all types
of U.S. and international farmer cooperatives,
including closed and open co-ops as well as
federated and centralized co-ops.  Bob’s areas of
expertise include:  (1) strategic planning; (2) financial
management; (3) cooperative governance; and (4)
consensus building.
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Principles for an
Organizational Turn-Around

Encourage grass-roots employee
creativity

Launch a major cost-reduction
effort

Capitalize on good luck

Provide Board of Directors training
on good governance

Use the crisis to gain acceptance
for inevitable changes

Institute basic business disciplines

Base decisions on sound business
criteria, not internal political factors
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