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Are Farmer Cooperatives
Real Businesses?

By Robert J. Ludwig, Principal

The title of this article sounds like a stupid question.  But is it?

Several recent high profile bankruptcies in the co-op world indicate that
a few CEOs and Boards of Directors have not paid sufficient attention
to their co-op’s financial performance.

The causes of any particular financial failure are usually numerous.
However, one of the causes, we believe, has historical roots.  Histori-
cally, many farmer cooperatives were formed to provide competition to
investor-owned businesses and to get a “fair price” for farmers, e.g., a
lower price for fertilizer or a higher price for wheat.
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The recent bankruptcy of
several large farmer coop-
eratives raises troubling
questions for the remaining
3,200 farmer cooperatives in
the United States.  Without
being comprehensive, this
article describes what The
Hale Group believes is a
“cooperative culture” among
far too many cooperatives,
and it describes how these
problems can be corrected.

The issues raised by this
article should be debated
vigorously by the Boards of
Directors and their CEOs in
co-op board rooms across
the nation.  For more infor-
mation contact me at
rludwig@halegroup.com or
978-777-9077.

Best regards,

Bob Ludwig

Principal

x

4.96%

Return
on Equity

2.95

Financial
Leverage

1.69%

Return
on Assets

2.48

Asset
Turnover

Profit
Margin

0.68%

x

$10,126

Member
Equity

$29,916

Total
Assets

$74,184

Total
Revenue

$502

Net
Margin

._. ._.._.

CO-OPSTRATEGIES

www.halegroup.comTheHale Group

Are Farmer Cooperatives
Real Businesses?

By Robert J. Ludwig, Principal

The title of this article sounds like a stupid question.  But is it?

Several recent high profile bankruptcies in the co-op world indicate that
a few CEOs and Boards of Directors have not paid sufficient attention
to their co-op’s financial performance.

The causes of any particular financial failure are usually numerous.
However, one of the causes, we believe, has historical roots.  Histori-
cally, many farmer cooperatives were formed to provide competition to
investor-owned businesses and to get a “fair price” for farmers, e.g., a
lower price for fertilizer or a higher price for wheat.

Vol. 1 No. 2

Strategic Commentary from The Hale Group, Ltd.

Robert J. Ludwig

Source:  The Hale Group, Ltd. analysis, based on data from Rural Cooperatives Magazine, USDA,
January/February 2003

continued on page 2

Key Financial Measures for the 100 Largest
Farmer Cooperatives, 2000-01

(Dollars in Millions)

The recent bankruptcy of
several large farmer coop-
eratives raises troubling
questions for the remaining
3,200 farmer cooperatives in
the United States.  Without
being comprehensive, this
article describes what The
Hale Group believes is a
“cooperative culture” among
far too many cooperatives,
and it describes how these
problems can be corrected.

The issues raised by this
article should be debated
vigorously by the Boards of
Directors and their CEOs in
co-op board rooms across
the nation.  For more infor-
mation contact me at
rludwig@halegroup.com or
978-777-9077.

Best regards,

Bob Ludwig

Principal

x

4.96%

Return
on Equity

2.95

Financial
Leverage

1.69%

Return
on Assets

2.48

Asset
Turnover

Profit
Margin

0.68%

x

$10,126

Member
Equity

$29,916

Total
Assets

$74,184

Total
Revenue

$502

Net
Margin

._. ._.._.

Are Farmer Cooperatives
Real Businesses?



www.halegroup.com 2TheHale Group
www.halegroup.comTheHale

Are Farmer Cooperatives Real Businesses?
continued from page 1

 2

This contrasts sharply with the goal of maximizing
Return on Investment (ROI) employed by most in-
vestor-owned firms.  The desire of co-op members
to get a better price from their cooperative has some-
times led to dangerously thin margins for co-ops.
While many co-op leaders recognize the need for co-
operatives to be profitable, the “fair price philosophy”
is still pervasive among many co-op members – in-
cluding many co-op directors.

Were the recent failures just a few bad exceptions?
How well are the leading farmer cooperatives doing
currently?  Each year the U.S. Department of Agri-
culture publishes the consolidated financial state-
ments of the 100 largest farmer cooperatives in the
nation.  The chart on page 1 provides a simplified
summary of the aggregated financial performance of
these 100 cooperatives.

Net Margin of $500 million on sales of $74 billion is
not robust.  Return on Equity (ROE) of less than 5%
is not a strong performance.  This level of ROE does
not allow for adequate reinvestment needed to
sustain future growth.

In the following paragraphs we discuss some of the
common financial pitfalls of farmer cooperatives,
which are directly linked to their genesis in the cul-
ture of “fair price” versus “return on investment.”

Common Mistakes Made by Farmer
Cooperatives

1.  Continue to offer unprofitable services

Many businesses – not just farmer cooperatives –
continue to offer services that are unprofitable by al-
lowing the highly profitable business units to subsi-
dize those that lose money.  Farmer cooperatives
are particularly vulnerable to this trap because Boards
of Directors sometimes resist efforts to discontinue
business units that are incurring financial losses over
concern about member reaction.

Recently, The Hale Group was engaged by a coop-
erative that appeared to be losing money in several

of its operations.  The co-op did not have adequate
cost accounting practices in place to determine
whether or not the operations in question were prof-
itable. When brought to the attention of the Board of
Directors, it chose not to investigate because it real-
ized the facts might force them into making a difficult
decision.

When specific business units cannot be turned
around, co-ops should cut their losses quickly.

2.  Accept mediocre financial returns

Eliminating unprofitable operations is necessary, but
not sufficient, for running a successful business.  The
Board of Directors also needs to set guidelines for
acceptable profit levels.  Questions that need to be
addressed include:

• What is the target ROE for this cooperative?

• What is an unacceptable ROE?

• How long should the Board tolerate business units
that perform below the acceptable threshold?

• How does the Board want this co-op to grow?

• How much risk is the Board willing to incur if it
wants to grow rapidly?

There are no right and wrong answers to these ques-
tions.  That is why businesses elect a Board of Di-
rectors – to debate these issues and to issue guide-
lines for the CEO.

Unfortunately, many farmer cooperatives accept me-
diocre financial results year after year with little scru-
tiny by the Board.  Why?  One common reason is
that many Boards spend very little time setting finan-
cial targets.  They find it much easier to make highly
specific decisions – like which model of pick-up truck
to buy – than set financial standards that should guide
management’s decisions.

By accepting inadequate financial returns, coopera-
tives set themselves up for solvency problems in
tough times.  Instead, Boards must set realistic, but
aggressive, financial goals for the cooperative, and
expect management to deliver. continued on page 3
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3.  Return too much money to members

This is an unpopular subject in co-op board rooms.
Times are tough for farmers.  Many co-op members
believe that an additional 1¢ per bushel of corn or
another 5¢ per hundredweight of milk will make the
difference between the survival and the demise of
some farmers.  This may, in fact, be the case.

However, the Board of Directors must balance the
need to return a portion of its net margin to its mem-
bers this year against the need to retain a portion to
invest in the co-op’s future. Excessively large payouts
to members slowly starve the business and ultimately
makes it less competitive.

The Hale Group was contracted to assist a coopera-
tive that nearly went bankrupt because its members
adopted a rallying cry, “I want my return at the com-
bine.”  The Board acquiesced and paid its members
the highest possible price for wheat – above the com-
petition – but weakened the organization and almost
drove the co-op into bankruptcy. In this case, the
board members failed to wear their “Directors’ hats”
in the board room.

In order to grow, every cooperative needs to retain
sufficient equity to allow for reinvestment.

4.  Do not adjust to new economic realities

Cooperatives are often slow to adapt to the changing
conditions in their industry.  In fact, some coopera-
tives get blindsided by competitive threats that could

have been predicted.  One reason is that Board mem-
bers of most cooperatives are very familiar with their
own farming operations, but do not fully understand
the competitive forces at work for the industry in which
their cooperative operates.

It is the responsibility of the CEO to educate the Board
of Directors (and the members) about the long-term
competitive pressures facing the co-op.  Sometimes
this can be accomplished by the staff of the co-op,
and sometimes it may be more effective to use out-
siders – like customers, industry experts, or consult-
ants.  If the Board is not well informed, it will inevitably
make bad strategic and financial decisions.

5.  Do not prepare for economic reversal

No CEO or Board of Directors plans to lead its coop-
erative into bankruptcy.  Sometimes failure occurs
because the Board and the CEO made poorly in-
formed strategic decisions.  But some reversals are
due to general economic conditions and are difficult
or impossible to avoid.

Successful businesses have Boards that ask:

• What are the biggest risks this co-op faces?

• What are the most effective ways to protect our-
selves against those risks?

• How severe could an economic reversal be?

• How long could it last?

• To what extent would our bankers help us through
the tough times?

• How much member equity do we need to sur-
vive a major reversal?

The effective Board builds a strong balance sheet
with sufficient equity so the cooperative can with-
stand reversals.

Correcting the problems

Each of the above problem areas can be success-
fully addressed by cooperatives; however, none of
these actions are simple or easy.  To summarize, co-
ops must:

1. Discontinue unprofitable operations – unless their
losses can be reversed continued on page 3

Source:  The Hale Group, Ltd.

Financial Resolution For
A Co-op Board of Directors

This farmer cooperative is a business:  a farmer-
owned and farmer-controlled business.

This cooperative will generate a profit that is
equal to, or better than, the profit of our investor-
owned competitors.

This cooperative will invest in the future of this
business for the sake of our younger members.

continued on page 4
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Group

The Hale Group is a consulting 
and advisory partner assisting 
companies develop fact-
based strategies to contend 
with an evolving landscape.  
The underlying philosophy of 
the firm’s efforts on behalf of 
its clients, and in collaboration 
with them, is to formulate 
strategies that enable clients 
to break through the market 
clutter and identify platforms 
for growth.  

The Hale Group has developed 
proven processes and 
tools to help organizations 
gain perspective on the 
opportunities and challenges 
within an industry.  The level of 
The Hale Group’s participation 
can take many forms from 
addressing the overall process 
or an individual part of the 
process. However, in whatever 
capacity we participate, the 
desired outcome is for our 
clients to be successful.

Our products and services 
include:

 Strategy
 Organizational Effectiveness
 Market Research
 Operating Efficiencies
 Opportunity Analysis
 Mergers & Acquisitions

For more information about 
The Hale Group or to view other 
Strategic Initiative articles, visit 
our website at www.halegroup.
com or call us at 978.777.9077 
(Boston) or 415.285.3616 (San 
Francisco).

2. Set realistic, but aggressive, financial goals for the cooperative,
and stick to them

3. Retain a realistic portion of profits as equity to sustain a viable busi-
ness

4. Position the cooperative for the future – anticipate change and be a
leader in capitalizing on change

5. Prepare for economic reversals – assess risks and strengthen the
balance sheet accordingly

The chart below depicts these basic financial building blocks for suc-
cessfully managing the co-op’s finances.

If cooperatives do not start to manage for profits, the long-term outlook
for the cooperative movement in the U.S. is doubtful.  Cooperatives
can and must perform better than they have recently if they are to
continue providing a valuable service to the nation’s farmers.  The Hale
Group believes that the Board of Directors for each farmer cooperative
should consciously decide the following.

This farmer cooperative is a business: a farmer-owned and farmer-
controlled business.  This cooperative will generate a profit that
is equal to, or better than, the profit of our investor-owned com-
petitors.  This cooperative will invest in the future of this busi-
ness for the sake of our younger members.

Mr. Ludwig started his consulting career 30 years ago.  Since then he has led many
assignments for all types of U.S. and international farmer cooperatives.  Mr. Ludwig’s
areas of expertise include: (1) strategic planning; (2) financial management; (3) coop-
erative governance; and (4) conflict resolution.

Boston (Headquarters)     San Francisco     Washington, D.C.
            978 777 9077             415 285 3616        703 532 0116
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The Hale Group Provides
Strategic Counsel to

the Food and
Agribusiness Industry

Financial Building Blocks for Successful Cooperatives

Prepare for economic reversals

Prepare to capitalize on change

Retain sufficient net margin as member equity

Discontinue unprofitable operations

Set realistic, but aggressive, financial goals

Source:  The Hale Group, Ltd.


