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ABSTRACT

This study investigates the impact of internatiaion on the results achieved by agriculturalpmratives in
the State of Parana, at the same time examiniategtes for diversification of markets as well astkification

of products aimed exclusively at international nedsk Of the 28 cooperatives to be included in thdys 67.9%
returned valid structured questionnaires. The ctdld data was submitted to non-parametric stalstinalysis.
Key findings suggest the following: external maskeire served by indirect and direct exports; probduc
diversification strategies are motivated by theatios of revenue alternatives to members and byetaction

of risks associated to agricultural business; difieation strategies are conceived to develop besiness in
accordance with market demand and to expand custanpiroducts from the existing portfolio; the fotioa of
strategic alliances prioritizes access to distidyutchannels abroad; internationalization and diVieation
strategies produce positive results both from amemic and a social perspective.
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INTRODUCTION

This study aims to observe internationalizatioratsyies while taking into account not only
alternatives for diversification of markets butaafer diversification of products aimed exclusivelly
international markets and the effects of both @rdsults achieved by agricultural cooperativethén
state of Parana. In addition to the complexity lagd in the formulation of internationalization
strategies, this field of study also has some §ipedetails that somehow affect the whole research
process. In different countries, agricultural caagiges have gradually become more consistent and
diversified due to the adoption of advanced managerstructures. The simple export of commodities
that has traditionally linked the cooperativestte global market is giving way to the developmeént o
added value agro-industrialization practices. Tiverdification of agricultural activities is consickd
a possibility to increase the surplus of coopeeativt is a powerful and competitive alternative fo
entry to new markets that provide a chance to opes a higher level of commercialization of
products abroad and overcome protectionist barr&itglies about world market tendencies stress the
decline of raw material and commodity exports, whitave been overtaken by processed and
industrialized products (Lopes, 2003).

In Parana, a state in the southern part of Brhatl is traditionally known for its rural activitie§3%
of the agricultural economy belongs to agricultwabperatives, which accounts for 18% of the Gross
Domestic Product [GDP] (Organization of Cooperaivd the State of Parana [OCEPAR], 2006).
This segment, according to the Organization of @oaiives of the State of Parana (OCEPAR, 2007),
exported, in 2006, the equivalent of $852,900,08&;ounting for 30.1% of total exports from
Brazilian cooperatives and 8.5% of the total expatft the State. These results put the agricultural
cooperatives of Parana in the second place in dimkirg of Brazilian exports (Ministério do
Desenvolvimento, Industria e Comércio Exterior, r8eria de Comércio Exterior [MDIC/SECEX],
2007) and confirm the tendency to look farther ldfieStrategic investments have been made in
segments of agribusiness, either for implantingaexling or modernizing agro-industries. According
to Ferreira and Denardin (2006), six hundred millreais have already been invested in 2005 and
seven hundred and ninety five million in 2006. B)iQ, a further three and a half billion reais il
injected into the system. These data indicate timaiperatives have been considering product
diversification to meet external market demandslavimiternationalizing. Due to the complexity and
implications inherent to the strategic decisioninternationalize, the intention of this exploratanyd
descriptive study is to contribute to the incregskmowledge of the subject and provide a basis for
further study. Therefore, there are two reasonsfther the investigation of the internationalipati
process of agricultural cooperatives: the scamitgtudies on the subject (Donoso, Rudzki, Shadbolt
& Bailey, 2003) and the growing relevance of coagiges to the Brazilian balance of trade.

Within these guidelines, this study aims to idgntdnd describe the possible impacts of
internationalization and diversification strategasthe results of agricultural cooperatives inaifar
through the operationalization of the following eifie goals: a) to identify and characterize the
agricultural cooperatives of Parana involved ineinational activities; b) to outline the
internationalization strategies of the cooperativaesler study; c) to identify and characterize the
eventual diversification activities in the interioaialization of the cooperatives under analysistod)
identify and characterize the factors that fad#itand hinder the internationalization strategies the
resulting diversification process of the coopergivand, e) to describe the possible impacts of the
internationalization and diversification strategies the results of the cooperatives involved in
international activities.
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COOPERATIVISM AND THE COOPERATIVES

In this study, a co-operative is “an autonomou®eiasion of persons united voluntarily to meet
their common economic, social and cultural needd aspirations through a jointly-owned and
democratically-controlled enterpriseAl{anca Cooperativa InternaciondACI], 2006). For a better
understanding of the concept of cooperatives irziBré is important to point out that one of the
biggest challenges facing cooperatives lies in afpmralizing their uniqgue democratic management
model: one member, one vote (Waack & Machado, 19@8jch sets them apart from ordinary
businesses. There is another unique charactetisédidimensionality of the cooperative, where the
association of people is concerned with socialoasibility and the enterprise is the sum of itsitzp
In other words, the member plays a double rol¢hatsame time he is the client and the owner of the
cooperative. As a client, a member wants the highese; as an owner, he wants the best possible
economic result. Thus, cooperatives operate imlianensional context, i.e., business and social.

Zylbersztajn (1994) noted that small and large eoafives tend to reorganize their structures in
order to allow a proper agency which can facilithie formation of alliances and cooperation between
cooperatives or other strategic partnerships witdmad outside the country. These new structures,
continues the author, are contractual arrangemtbatsenable efficient performance in demanding
markets — in this way, the problem of ownership andtrol, the high costs of trading, and other
problems, are minimized. Particularly in the cabaternationalization, Novkovic (2007) argued that
the international presence of cooperatives is sifiel due to competitive pressures. In other words
successful cooperatives are those that adopt $esteategies to reduce the impact of the governance
structure, as observed by Zylbersztajn above.

INTERNATIONALIZATION

The internationalization of agricultural cooperasly seen as the process of growing involvement in
outward international activities (Welch & Luostain 1988), is a world tendency and studies claim it
is one of the main challenges faced by coopera{esosoet al, 2003). Existing theories in the field
of international business demonstrate the compléritolved in the internationalization process of
companies, even though most of them are multinatsorMultiple definitions are offered, varying
according to assumptions, aggregation levels amalalysis perspective of the phenomenon. In short,
each theory in particular assumes specific analgsi®eria that may point out different entry
possibilities for the same company.

Starting with the assumption that internationalmatrequires coherent long-term decisions and
considerable assets, the Federation of Danish Catbyges (FCD, 2000) considers a cooperative to be
international when at least one of four internai@ation strategies is adopted: exports, alliances
direct investments and organization of a transnaticooperative. In fact, in the Danish model,
cooperatives cooperate with each other to become rmompetitive, and mergers appear as an
alternative to cope with the giant companies initigeistry while supporting the achievement of their
major objective which is to obtain profit and tongue in the market (Karantininis, 2004). Arlan-
Foods, for instance, is the largest dairy coopegaith the world and is the result of the merger of
Danish MD-Foods and Swedish Arla in 2000. This dreis observed among large national
cooperatives and transnational strategic alliaases means to gain economy of scale vis-a-vis globa
market demands (Nielsen, 2000).

According to Cook (2000), there are four basic cetitipe strategies to be considered by companies
in the agricultural sector, including cooperativetien analyzing the possibility of internationaligi
their business: imports, exports, direct foreigrestment and commercial relationships. After making
a study of New Zealand cooperatives, Donoso, SHadhd Bailey (2004) developed a new model



Claudia Monica Ritossa, Sergio Bulgacov 190

that describes six strategies for entrance to thernationalization process: exports (direct and
indirect), direct foreign investment (joint ventarand wholly owned ventures), sourcing overseas,
knowledge agreements (licensing, research and a@aweint), strategic alliances and transnational
cooperatives. Although limited in its empirical baghe latter model allowed the researchers to
organize entrance strategies not only for the c@pes under study but also for cases found in
literature. Suppliers of commodities have beengtepup their search for sourcing opportunitiegin
wide variety of markets in order to reduce trarisactosts (United States Department of Agriculture
[USDA], 2002), as can be seen in the commerciatiaiship and overseas sourcing strategies
proposed in the above models.

From a macro perspective of the global environm@itchall (2005) suggested two opposite
strategic alternatives, in which the cooperativiagiples would still be preserved: (i) to think &ly
and act globally: large cooperatives act globallyilev expanding beyond national borders through
joint ventures, mergers and acquisitions; theykttacally while convincing the community that their
needs will not be neglected and, in addition, d@ffgthem incentives to comply with the internationa
demand, such as providing credit lines at prefeakrdates; and, (ii) to think globally and act Itdga
in order to be collectively large enough to neigelglobal competition through the development of
customized solutions to local demands, small cadjwes remain under local control, developing
federated representation structures and share@esgmather than adopting more aggressive growth
strategies.

Although a federation is a traditional way to gelvantages of size and location, agricultural
cooperatives may not obtain the necessary authamty control to deal with the dynamics of
globalization. An alternative suggested by Birch@l005) would be the formation of transnational
alliances with decentralized structure. AccordingBialoskorski (2003), these alliances are often
made in European cooperatives. In Brazil, howedespite the possible commercial and economic
benefits that transnationalization may offer, coafiees involved in internationalization processes
prefer to expand either by establishing represiemtatffices in several countries or by merging with
domestic companies.

Brazilian agricultural cooperatives are particifgainta large portion of the country's exports, ared
apparently satisfied with the role of horizontabatinators of a wide range of individual suppligrs
the international originator companies. Under theiseumstances, Zylbersztajn (2002) proposed to
overcome the tariff escalation that follows highggregate value of the products in several cowtrie
through the introduction of intercooperatives oreinational alliances activities. “Brazilian
cooperatives have not identified the potentialtodtegic associations outside of Brazil regardimg t
industrialization of the product exported from BfazZylbersztajn, 2002, p. 17). In addition to
reducing the level of competitiveness, the addédevproduct tends to find a consumer less sensitive
to price and more willing to exploit the attributed the industrialized product. Furthermore,
Zylbersztajn (2002) argued that the success ofilBxazooperatives in the international arena leas |
them to adopt strategies once disregarded, suclioad: sanity and quality control, international
consumer trends and issues associated with intenahtprotectionism. While not exhausting all
alternatives of internationalization strategie® thaintenance of competitive advantage vis-a-\@s th
gradual emergence of innovative organizationalreeaents of cooperatives should be mentioned.
Nilsson (1999) suggested that to achieve aboveageeperformance by implementing the classic
business strategy of sustainable competitive adgento innovative organizational arrangements,
cooperatives are positioned in one of Porter’'s 9) @@&neric strategies, as shown in Table 1:
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Table 1: Organizational Arrangementsvis-a-visPorter's Generic Strategies

COOPERATIVE COMPETITIVE STRATEGY
ORGANIZATIONAL ARRANGEMENT
TRADITIONAL COOPERATIVE COST LEADERSHIP (economies of scale)
COOPERATIVE WITH OUTSIDE DIFFERENTIATION (capital for high
INVESTORS investments)
COOPERATIVE WITH INVESTORS-

MEMBERS FOCUS (capital is limited to niches)

Source: adapted from Nilsson (1999, p. 463).

To this end, the outlining of outward internatianation strategies adopted by Parana’s agricultural
cooperatives in this study was based on the modepoged by the behavioral theory of
internationalization of Uppsala (Johanson & Vahl&877, 1990), which supports entry into new
markets in sequential stages of internationalimatibat are developed in a chain of growing
involvement abroad, interposed by the contingedmorty (Donaldson, 2006). A good part of the
literature adopts a contingency approach to expésines related to strategic choice and organizaitio
changes (Bertero, 2006), suggesting that compauiapt to ever-changing environments. From this
point of view, the achievement of organizationahlgadepends on the ability of the company to adapt
its strategy to the conditions of the environmenivhich it operates (Donaldson, 2006; Fry & Smith,
1987; Roth & Morrison, 1992).

Although the cooperative system was built to prevsupport for the families of agricultural
producers, environmental, domestic and internakiohanges have influenced the markets in which
the cooperatives operate. Demands for differentices, products and structures indicate the need to
adapt to new alternatives. The greatest challeogedoperatives lies in establishing priorities agno
the many different goals of their members, whigh szmetimes in conflict with one another. There is
a need to balance the interests of members witltdhgpetitive market dynamic (USDA, 2002), in
addition to observing a correspondence betweenrniatieonalization strategy and governance
structure, the attitude towards risks and lossestlam situation of the cooperative’s capital (Psar
2004). The interest of the members in internatiaatibn activities is based on the results thatlman
achieved from the operations in external markets.

INTERNATIONALIZATION OF COOPERATIVES — MOTIVATIONS AND ADVANTAGES

The reasons behind the motivation for internatiaagibn of agricultural cooperatives are generally
the same as those found in any other form of oregdion (FCD, 2000). Specifically,
internationalization in the cooperative sector ehgsidered one of the most promising ways of
accessing new markets and obtaining sustainableeado success (Theuvsen & Ebneth, 2005). As a
consequence, a great motivation for the segmentrnsach economies of scale (Donesal, 2003).
The very fact obeing a cooperative offers advantages inherent to tisreawhich tends to encourage
internationalization. Along with other possibildigpotential members overseas may be attractézto t
loyalty and solidarity that exists between membérs, traceability of products and joint interests.
Although there are huge differences between camtithere are many basic shared attributes to
cooperatives no matter where they are located (RR0OD0).

Seipel and Heffernan (1997) identify other advaesig working with cooperatives: end consumers
and farmers have guaranteed the consistent suppilglo quality products; cooperatives are seen as

ethical and trustworthy business partners; coopeaican be exclusively qualified to fill local and
reaional market niche<s: and thev can also redimearns over the <afetv and atialitvy of food nrodiicts
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Agricultural cooperatives in the United States, eavaf these advantages, seem to be developing
global strategies based on three self-proclaimeshgths: access to the supplier of the raw product;
reputation for quality and supply guaranteed; aadnanent innovation for the highly competitive
industries of the segment (Cook, 2000).

On the other hand, the governance structure ofileiazooperatives in the States of Minas Gerais
and Sao Paulo was investigated by Antonialli (20808 Cruzio (1999) and their findings point to the
low attendance of members at general assemblieserpoentralization, lack of administrative
competency of directors, slow decision making psscand lack of long term planning, all of which
suggest a lack of ethics and practices that argzholly trustworthy.

PRODUCT DIVERSIFICATION IN INTERNATIONAL MARKETS

The premise of this study is that diversificatiomdlves processes of adding value to the production
of agricultural cooperatives, the development olv qeeoducts or new business matrices in order to
penetrate further into or develop new accessestéoniational markets. In the empirical phase of the
research, identification and characterization diiveies for diversification for the internationaétion
of agricultural cooperatives was based on Ansoffypology (1957): vertical diversification
(integration), horizontal diversification (relateaid lateral diversification (unrelated). In spitethe
relevance of product diversification strategiesegach new markets, literature on internationaluati
has had little to say on the subject.

Donosoet al. (2003) pointed out that the future of cooperatidepends on the ability of their
managers to create a structure to match competityjonffering multiple commodities and higher
value products on a global basis. However, the emdjyve segment has traditionally concentrated on
the sale of unprocessed products or products witkvdevel of processing. More recently, according
to Cobia (as cited in Donoset al, 2003), cooperatives have sought greater veriitaration in
order to increase control of the production chdghtr up to the final retail consumer, at the
international level as well. Cooperatives that rienia the commodity business, concentrating on
holding the bargaining power of their members, hiamged possibilities for growth, whereas those
who seek greater margins through differentiationpadducts, will find greater rewards down the
business chain (O’Connor & Thompson, 2001).

Nevertheless, the investigation carried out by S&édga and Lemes (2005) disclosed the case of
poor vertical integration and diversification perfance of a Brazilian cooperative settled in the
northern area of the State of Parana. The cooperastablished a diversification strategy based
exclusively on contingent factors and local demamdsich proved to be inefficient since the retalil
market configuration was not taken into considerati

Specialized literature states that cooperativesildhplace themselves closer to the end consumer
and reach higher levels in the value chain wheeeetlis greater profitability (Donosat al, 2003).
Carlos Marés, president of the Far South Regiomaleldpment Bank [BRDE], is in favor of product
diversification and says that “those who produc@modities and do not add value to their production
are absolutely subject to the market” (Anonymou¥)&2 p. 9). The main opportunities for creating
value through diversification will come, according Grant (2002), through the full use of a
company’s resources and competencies.

The international market for higher value produtas grown with the dynamic of the globalized
economy. Coltrain, Barton and Boland (2000) pointed three main market forces that motivate
product differentiation: (i) increased consumer dathfor products related to health, nutrition and
convenience; (ii) efforts of food processing conipanto improve their productivity; and, (iii)
technological advances that enable cooperativegraduce what consumers and food processing
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companies wish. Thus, the focus of production besomme end consumer rather than only the
production of commodities.

According to Ferreira and Braga (2004), the higmber of cooperatives which run at a loss or with
low profits from their main activity appears to encage diversification as a new strategic posture
aimed at minimization of risks and impulsion of eaues. The authors carried out their study
investigating 64 agricultural cooperatives in that&s of Minas Gerais and S&o Paulo and noticed tha
most of the cooperatives adopt diversification ofivaties led by internal and external factors.
Internally, diversification is most closely linkdd satisfying the interests of the members of the
cooperative and to achieving improved financiaulss External motivation is mostly found in the
drive to satisfy the needs of the community in Wahice cooperative is active and to take advantége o
entrepreneurial opportunities that arise.

On the other hand, Hendrikse and Oijen (2002) emtexdd in their study on the Dutch market that
venture capital companies have higher degrees laiteck and unrelated diversification than
cooperatives and that the cooperatives that diygpiice more emphasis on unrelated diversification
In another study by the same authors (Oijen & Higsdr 2002), the influence of the governance
structure of 118 Dutch cooperatives and corporation unrelated product diversification and on
financial outcomes was analyzed. Results suggedtgbvernance structure does matter since: (i)
cooperatives are less diversified than corporati@ijscooperatives have a higher ratio of unrafate
diversification to total diversification than comations; and, (iii) cooperatives’ performance are
negatively influenced by unrelated diversificatiovhile corporations have no influence at all.
However, different institutional environments mdfeat the governance structure in different ways.

In spite of the representativeness of the cooperatgment in the Brazilian balance of trade aad th
high investments expected for the sector whictofelthe trend to diversify production through added
value processing, no specific literature was fotimat deals with diversification by cooperatives
(Oijen & Hendrikse, 2002) as part of their interoaslization strategy; we hope that this study
describes the possible associations.

INTERNATIONALIZATION RESULTS

A central theme for debate among academics has theeimpact of internationalization on the
financial results of the company. The experiencthofisands of companies that were studied would
seem to suggest a positive result (Sullivan, 1994us, the result of a company may be highly
correlated with its degree of internationalizatiancording to Geringer, Beamish and Costa (1989), i
is not always positive since, after a certain lesfeinternationalization has been reached, thedrigh
the number of markets the company operates inhitpeer the costs of managing the geographic
distances, which ends up reducing profits.

For the cooperatives, internationalization is ohthe most promising ways to gain new markets and
obtain sustained economic success (Theuvsen & EbP@D5). As the cooperative itself does not seek
profit, but rather is essentially a provider ofvéegs for its members, seeking better results neathb
reflex of the need to maximize benefits for its mens instead of maximizing profits. In this sitoatj
as Bialoskorski (1995) and Bialoskorski, Marquesl &feves (1995) pointed out, the cooperative
should act from theutside of the organization according to its economic rearknowledge and
business efficiency, and also from thside of the organization, distributing the fruits te inembers
at the end of the fiscal year, proving its socititaiveness. We cannot ignore the fact that the
member is both the user and the owner of the catiper

In the specific case of cooperatives, Ebneth andu¥&en (2005) suggested that the degree of
internationalization and financial performance directly linked to the capacity of managers to solv
the problems of ownership, horizon, control, pditfogovernance and origin. In effect, the prinegpl
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of ownership, control and benefits are what male dboperative different from a venture capital
company. These differences may have implicationsceming the financial performance of the
cooperative, especially profitability, capital sttwre, liquidity and the efficiency of assets. Tnark

of Hardesty and Salgia (2004) compared the finhmpaeformance of agricultural cooperatives with
that of the industrial sector capital venture coniga in the United States, and the data analysima fr
1991-2002 period shows that there are no considifatences between the financial performance of
cooperatives and that of venture capital companies.

Internationalization can equally enhance the paréorce of different companies in related activities,
as the differences of supply and demand and factmrserning international markets help reduce risks
and increase more stable returns (Hitt, Hoskis&olngland, 1994). Companies can also benefit from
internationalization with unrelated diversificatjoaither through scale or scope economies (Hitt,
Tihanyi, Miller, & Connelly, 2006). Empirical resedn demonstrates that companies which operate
internationally have better results through uneslatliversification (Geringeet al, 1989). Other
studies show that companies with high diversifaratievels are less profitable than those with lower
diversification levels (Montgomery, 1994). On thier hand, Grant (2002) analyzed over a hundred
academic studies and concluded that it is not plessd determine whether diversification improves
profitability or related diversification surpassbs performance of unrelated diversification.

Due to the scarcity of data on cooperatives, Thamvand Ebneth (2005) suggested that the
construct for this specific population should begared with only three internationalization varéshl
international sales index, network expansion inaieck a combined index with both of these variables.
When objective financial indicators are not avdéatx access to them is restricted, Brouthers (002
recommended utilizing subjective indicators of asegent of results. These indicators, given in the
opinion of managers, allow the evaluation not afl§inancial performance but also of other types of
performance; in the case of cooperatives, non-6ihindicators may be useful for revealing results
concerning the social aspects of the business.milasi methodology was used by Peterson and
Anderson (1996) in their study about the beneéitsfiembers of North American cooperatives due to
the different strategic choices made by their marag

Therefore, for this study, the results of the in&tionalization process are derived from financial
and non-financial indicators, influenced by invahent in international activities which reflect the
business efficiency and social efficacy of the agtural cooperative. The result indicators were
obtained from the opinion of the cooperative repnégtive, who evaluated the cooperative results
subjectively.

METHODOLOGY

Four analysis variables were established for rekeand for the theoretical-empirical foundation:
internationalization; diversification; factors whicfacilitate and hinder internationalization and
diversification; and results. The relationship hy@msized among these variables suggests that the
internationalization strategy of the cooperativess/rar may not include diversification of production
No matter what the situation, external and intefaelors can intervene either to facilitate or tader
internationalization and diversification, which farn can affect results. These factors are seen as
elements of the organization environment which mapduce a direct or indirect impact on decisions
involving internationalization or diversification ade by the top management of agricultural
cooperatives.

The empirical research consisted of the applicatidna survey with triangulation of data
(Eisenhardt, 1989). The sample for this stage wabagbilistic and included all the agricultural
cooperatives in the State of Parana involved invatd international activities. To avoid biasesha t
analysis, the population representing the themesdarch comprises 28 cooperatives which operate
within a significant level of internationalizatio® structured questionnaire was distributed with
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ordinal and interval scales according to the typequestion. From the 20 questions, four were
prepared with a five-point Likert scale rangingnfrd totally agree to | totally disagree and from
very important to not important.

Twenty-one out of the 28 cooperatives returnedctmapleted questionnaires, 19 of which (67.9%)
were valid. The respondents of the valid questioeadave the following profile: five are directans
superintendents of their cooperative, eight are agars and six are traders, market analysts or
coordinators. Due to the small population of thelgf the data collected in the survey were subjecte
to non-parametric statistical analysis with thel@ggion of the chi-square test, Spearman’s bivaria
correlation and the Kruskal-Wallis test. For thekiag there were not a sufficient number of cases t
apply the Median test. The significance level @0was used in all tests.

ANALYSIS

A great amount of data was collected and analykbd.considerations that follow are an attempt to
answer the key questions of this study.

Characterization of Agricultural Cooperatives in Parana

Agricultural cooperatives from all over the state ancluded in the sampling for this study.
However, the western and northwestern regions awee nwidely represented. Only one of the
cooperatives is a federation of cooperativesalldthers are first-degree cooperatives.

The total average revenue for 2006 is of R$ 536l68om ranging from R$ 44.5 million to R$
2,662.5 million per year. The size rating basegomual revenues finds five small, nine middle-sized
and five large cooperatives. The average numbenerhbers is 4,224, and the average number of
employees is 1,744.

The business matrix configuration of the coopeeaiconfirms the agricultural inclination of the
State and emphasizes the importance of diversditats a way of offering new alternatives to the
farmer, reducing risks and boosting income. Themere of 63.2% of the sample originates from at
least three different matrices.

The internationalization activities for most of theoperatives account for less than 30% of their
total business income, which is below the percentmmnsidered ideal by the segment. Spearman’s
rankcorrelation coefficienindicates that total revenue is statistically m&igmificant with the number
of employees (p = 0.000) than with the amount adpswative members (p = 0.020) (Table 2),
suggesting that cooperatives’ revenue is expandeenvadopting diversification strategies which
require mass labor to perform industrializationggsses.

Table 2: Agriculture Cooperatives of Parana - Assdation among Total Annual Revenue,
Members and Employees

Spearman's rho Members Employees Total Annual
Revenue
MEMBERS Correlation 1.000 0.412 0.530(*
Coefficient
Sig. (2-tailed) . 0.074 0.02p
N 19 19 19
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(conclusion)
Table 2: Agriculture Cooperatives of Parana - Assdation among Total Annual Revenue,
Members and Employees

Spearman's rho Members Employees Total Annual
Revenue
EMPLOYEES Corrella.tlon 0.412 1.000 0.842(+
Coefficient
Sig. (2-tailed) 0.079 0.00p
N 19 19 19
TOTAL REVENUE gorrella.tlon 0.530(%) 0.842(**) 1.000
oefficient
Sig. (2-tailed) 0.020 0.000 .
N 19 19 19

* Correlation is significant at the 0.05 level (3l¢d).
** Correlation is significant at the 0.01 level (@ied).
Source: research data.

Internationalization Strategies

Internationalization strategies do not go beyoreddarly stages of involvement overseas. A hundred
percent and 57.9% of the sample, respectively, tadimpct and indirect exports modes of entry to
serve external markets, mainly Western Europe, Asid Eastern Europe. Only a fraction of the
cooperatives (31.6%) are involved in inward intéioralization.

The periodicity in which cooperatives of the samiplernationalize their activities expresses their
preference to operate on a constant basis (52.6é6) when external factors temporarily reduce the
profitability of the transactions. Despite the faleat the modes of entry indicate low involvement
abroad, the sector believes internationalizatiarusial for growth and intends to increase itsshud
international sales to improve revenues.

The effects of the strategic planning of Paranaisperative system to increase value added
processes of agricultural products can be sedreitypes of products that are traded overseaspgear
in mind that only a small number of cooperatives r@stricted exclusively to exporting commodities
(Table 3). Furthermore, the number of employedsgher in cooperatives that require mass labor to
industrialize their products (Table 4).

Table 3: Agriculture Cooperatives of Parana - Typeof Products Traded Overseas — 2006

TYPE OF PRODUCTS COOPERATIVES %
Commodities 6 31.6
Semi-industrialized and industrialized 7 36.8

Commoditiessemi-industrialized and
industrialized

TOTAL 19 100.0
Source: research data.

6 31.6
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Table 4: Agriculture Cooperatives of Parana - Compéason among Type of Products, Members
and Employees

N Means
MEMBERS Commodities 6 9.50
Semi-industrialized and
industrialized ! 6.29
Commoditiessemi-industrialized
and industrialized 6 14.83
Total 19
EMPLOYEES Commodities 6 4.17
Semymdus';nqhzed and 7 11.43
industrialized
Commod|t|e.ssem|-.|n(.justr|allzed 6 14.17
and industrialized
Total 19
Source: research data.
Statistical Tests (a, b)
Members Employees
Chi-Square 7,523 10,188
df 2 2
Asymp. Sig. 0.023 0.,006

a Kruskal Wallis Test.
b Grouping Variable: type of products.

Product Diversification Strategies in Internationalization

The development of customized products from thetieg portfolio (42.1%) and the development
of new business matrices to meet international denfd2.1%) are the diversification strategies most
frequently adopted by the cooperatives that areadly involved in added value processes.
Nevertheless, cooperatives that exclusively expornmodities (36.8%) have been carrying out
studies to start industrialization processes ireotd serve external markets.

Proximity to the international customer due to tifiler of differentiated products is reflected ireth
entrance strategies to overseas markets: an exgrgsstion of direct exports and all imports are
from cooperatives which export products which haeme degree of added value. This characteristic
has no implications in the periodicity in which peoatives internationalize since the export behravio
remains unchanged in spite of the type of prochattis traded.

Regarding the consolidation of the brand name,tthesactions in which the cooperative brand
reaches only the distribution channel abroad pr€68i2%). There are fewer cases in which, at the
same level of frequency (38.5%), the brand of theperative reaches the final customer or in which
the product comes out with the customers’ or distars’ brand.

The formation of strategic alliances to increadeciehcy and competitiveness finds two types of
behavior in the agricultural cooperatives. Whilestnaf the cooperatives of the sample have inténest
this type of partnership (52.6%), half of theseofaventure capital companies and the other half,
which consists primarily of small commodities exeos’ cooperatives, focus on cooperation among
cooperatives in Brazil or abroad, which is onehaf tooperative principles and facilitates commércia
interaction as their business outlook is similar.
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The access to distribution channels abroad is @igyriin the formation of business partnerships
(57.9%). Secondary goals are the access to newdklies and complementation of stages of
industrialization processes as a means to redugestpone investment in new plants.

Factors which Facilitate and Hinder Internationalization

The factors that encourage cooperatives to intiemelize their activities are very similar to those
which lead venture capital companies overseasedsead revenues, profitability and gains for the
cooperative and its members, along with bettertaites, figure as the main motives. There ar als
factors that point out the need to sell in differamarkets which, in addition to reducing the risis
operating in a single market, ensures the survdfathe farmer, the main supply agent of the
cooperative. Outlined in a minor degree of releeartioe international market provides access to new
sources of information and distribution channetswell as the acquisition of core competencies to
technologically innovate the cooperative.

Not all motivations are considered analogously. Knagskal-Wallis test indicates that cooperatives
with eventual internationalization activities, whi@re essentially exporters of commodities, place
more emphasis on the stagnated or saturated demmstiket f = 0.041) as an incentive to
internationalize. Larger cooperatives confer lespdrtance to the reduction of risks £ 0.028),
whereas cooperatives that trade both commoditidsiradustrialized products abroad attribute more
importance to this incentive.

The adoption of diversification strategies to m#wt requirements of the international market is
motivated mainly by the opportunity to create altgive gains for members and reduce the risks of
the agricultural business, placing special interast financial performance on the part of the
cooperative member. Spearman’s rank correlationfficeat indicates a significant statistical
association @ = 0.004) between alternative gains and betteretrpdces. However, meeting
international demand for differentiated products basignificant statistical association £ 0.002)
with the idle productive capacity of the cooperativ

Obtaining better trade prices through diversifmatis more relevant to cooperatives with more
frequent international transactions, and the pd#gibof adopting different strategies in the
international market is more important for coopgest that combine export of commodities with
industrialized products.

Internationalization is mainly facilitated for comatives that have food safety certifications and
present the same technological level as developattats and have access to distribution channels
abroad. Little importance is attributed to geogieahproximity and language differences, which are
referred to as psychic distance factors by the BlpgSchool.

The periodicity of commercialization and the sizk tbe cooperative do not interfere in the
assessment of the facilitators. However, those whdusively export commodities place more
emphasis than other cooperatives on their reldtipaswith exporters in Brazilp(= 0.037) and on
culture and language similarities with the coutitgy are trading withp(= 0.016).

Internationalization is mostly hindered by exterfadtors, including currency exchange policy, the
extra costs of doing business in Brazil due to gogistics and fiscal structure, barriers, bureaagr
and legal matters pertaining to the internatiomdilin process. Less importance is placed on interna
factors concerning the competitiveness of the cadpe, such as adaptation of the structure and the
cost of adapting products to meet the demandseoétternal market, lack of regularity of production
and the complexity of managing international operet

When considering the periodicity of internationedde, there is no difference in the difficulties
experienced by the cooperatives. However, largepetives place less importance on adaptation of
structure to meet international requirements (Kalsiallis test hap = 0.007), which is not the case
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for exporters of commoditiep & 0.004), who also consider the lack of regulaoityproduction g =
0.024) and the costs of marketing strategies tesscexternal markets € 0.024).

Results of Internationalization Strategies — Description of Impacts

Internationalization produces positive resultsdgricultural cooperatives, either from an economic
or social perspective. Its residual effects leadttategic and operational improvements by incregsi
performance and productivity, which develops cortipehess, strategic flexibility and operational
alternatives of the cooperativis-a-visthe targeted markets. The general assessmenbpéaives
concerning internationalization activities is faable, and members show little resistance to operati
in external markets when their interests are beimgf. The results and general evaluation of
internationalization are considered analogicallyatlycooperatives, irrespective of the periodicify
international trading, size and type of productée abroad according to the Kruskal-Wallis test
results.

The agricultural cooperatives see their revenuese@se when they adopt strategies of product
diversification geared to international marketsevdas cooperatives that only trade commodities have
the lowest averages of revenues and the coopesdhaétrade commodities and added value products
have higher averages (Table 5). In other wordssite of the cooperative is influenced by the types
of products traded abroad.

Table 5: Agriculture Cooperatives of Parana - Compéson between Type of Products Traded
Abroad and Average Annual Revenue 2006

AVERAGE
TYPE OF PRODUCTS COOPERATIVES ANNUAL STANDARD DEVIATION
REVENUE 2006
Commodities 6 R$ 179,198,990.88 R$ 135,702,639.25

Semi-industrialized and 7 R$ 321,214,385.28 R$ 216,944,194.11

industrialized
Commodities, semi-

industrialized and 6 R$ 1,145,474,180.67 R$ 752,36,.399.70
industrialized

TOTAL 19 R$ 536,659,985.58 R$ 601,859,123.36

Source: research data.

Statistical Tests (a, b)

Chi-Square 12,677
df 2
Asymp. Sig. 0.002

a Kruskal Wallis Test
b Grouping Variable: type of products

The Kruskal-Wallis statistical test indicates tttad revenues of cooperatives do not depend on how

often they internationalize their activitigs £ 0.285). However, the more diversification stgéde are
adopted, the higher the revenues of the coopergtived.013).

FINAL CONSIDERATIONS

While there have been many findings of this redeasome deserve to be given special attention.
First, the positive effects of internationalizatiane indisputable when considering the social and



Claudia Monica Ritossa, Sergio Bulgacov 200

economic results of the cooperatives. Meanwhilgemdification of products addressed to foreign
markets which did not reveal its magnitude at finsts acquired a significant proportion in thisdgtu
Evidence points to the importance of added valoeyxts to increasing the revenues of cooperatives;
the nine largest revenues and thirteen cooperatiassified as midsize and large are involved @ th
international trade of semi-industrialized and istdialized products. Besides the imperative need to
break protectionist barriers imposed on commodit@groindustrialization increases the overall
competitiveness of the cooperatives and allowsatthaption of differentiation strategies with more
profitable products. It is not possible to conceithe growth of cooperatives without agro-
industrialization processes and, curiously, withtbetmaintenance of exports of commaodities as well.

Second, the low international involvement of themeratives can be identified by the selected
modes of entry and the modest participation ofrirgBonal sales on total sales, especially for the
large cooperatives, which mostly have an intermaicommercialization rate below 25% of the total.
Although inward internationalization and direct exg are carried almost exclusively by cooperatives
of a larger size, which deal with added value potsluthe increase in international sales depends
greatly on the effects of external factors over dadeption of internationalization strategies by the
cooperatives. Therefore, the increase in internaticales is clearly linked to the problems of the
environment, even for larger cooperatives thatycdiversified products in their portfolios.

Third, contingency factors of domestic and inteoral markets impact on the behavior of the
cooperatives that present eventual internatiortédizactivity. At the same time that this attitudiees
not bring major consequences to revenues as tieisaime quest for better conditions of tradeldes
commit the adoption of internationalization stra@sgof greater complexity that could leverage the
performance, productivity and therefore the opputiess of growth for those cooperatives, mostly
small exporters of commodities. Aware of the cortivet world scenario, these cooperatives have
been looking for alternative industrial procesdest increase product value. However, they run into
technical and financial difficulties that have bemrercome by cooperation among cooperatives and
closer relationships with exporting entities. Rethtnstitutions, attentive to this trend, may depel
technical support and market programs to diminggc#ic needs of the segment without interfering
with cooperative principles.

Finally, internal parameters of cooperatives argrticomplex relationship with the interests of
members have a significant effect on the intermafiaation process, in which the priorities of the
members may be comparatively relevant to marketlibons and their competitive dynamic. This
condition suggests important issues for futureistudn Brazilian cooperatives. This investigatias h
raised other related topics that may be considereiditure inquiry:

. One of the cooperative principles established lgyltiternational Co-operative Alliance advocates
cooperation among cooperatives. Inter-cooperatiothé state of Parana is preferred by smaller
cooperatives which exclusively export commoditiesthe detriment of other possibilities for
cooperation on a larger scale. The aversion of kaidized and large cooperatives and the
alternatives they prioritize need to be better wstded. Are non-cooperatives alliances being
preferred?;

. Agroindustrialization carried out exclusively doest appear to produce the same results as those
achieved in internationalization strategies whiombine commodities with added value products.
There are indications that the combined arrangempeovides higher revenues to agricultural
cooperatives and better technical and operatiooatliions to tackle the opportunities that offer
internationalization and diversification. A morengarehensive study may identify the existing
relationship;

. The adoption of low involvement internationalizatistrategies does not find support in the size,
types of products or available structures of défgrcooperatives. While access to overseas markets
is seen as a challenge to be overcome, no coogemgies beyond the direct export strategy for
entry into external markets. Why?;
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. In the State of Parana, only just over a thirdhef &gricultural cooperatives internationalize their
activities. The inclusion of agricultural coopevas that limit their operations exclusively to the
domestic market in future research could offer agr@mprehensive picture about the conditions
that encourage or restrict their access to intemalt markets.

The singularities of the cooperative organizatiahe external factors that impact the
internationalization process of the Brazilian caagiges, the lack of research in this area in Brazi
and the preliminary findings of this study, will fefully encourage future academic investigation.
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ANNEX 1

Research about the Internationalization of Agriculture Cooperatives @

Date: / /2007

Cooperative

Respondent name

Respondent position

Time in the cooperative Time in the position:

1. How is your cooperative classified?

[] First degree
[] Second degree
] Confederation

2. How many members and employees does your coope tradive?

Members

3. How much was the total cooperative revenue for 2006

4. How is the cooperative business matrix composed?
(choose as many alternatives as necessary)

(] Agriculture Sector - [% total revenue

Which are the main cultures?

] Meat Sector % total revenue

Which are the main segments? [ aviculture
] pig breeding
1 cow breeding
1 sheep breeding
] other

% total revenue

| Other _% total revenue
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5. How does your cooperative relate to the internatiomarket?
(choose as many alternatives as necessary)

] Indirect expor{trading and agents)

[] Direct export to customer or distributor

[] Subsidiary/Sales Office overseas

[] Licensing

[] Partnershipgoint ventureswith Brazilian or internationatapital companies

[] Partnershipg§oint ventureswith Brazilian or internationatooperatives

[ Imports of equipment and technology

[] Other

6. What are the products your cooperative negotiatesseas?
(choose as many alternatives as necessary)

[] Commodities:
Which? [ soybean

[ corn
O wheat
] beans
] coffee
] other

[] Semi-processed and processed products:
Which? [ dairy products

[1 meat products
] other

7. How often does your cooperative negotiate initbernational market?
(choose as many alternatives as necessary)

[] Occasional or sporadic

\:|
O
O

only when there is production surplus

only when there are unexpected orders

only when international circumstances are moverfble/attractive than the domestic
market

[] Continuous, however there are periods in whidbrerl factors create obstacles to the negotiati

(sanitary factors, exchange factors, etc.) andtloperative temporarily interrupts its internationg

operations.

] Continuous, the cooperative maintains the int@ynal operations even when external factors
(sanitary, exchange, etc.) are not favorable ®rindtional business and profit can be temporaril
reduced.

[] Other

pn
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8. How is the participation of international tradeefcasted on the total commercialization of thepeoative?

[] Participation tends to increase
[] Participation tends to be maintained at the prieseel
[] Participation tends to decrease

9. How important is international trading to the pecative growth?

[] very importan{_] important ] somewhat important] it is not important

10. What are the three main markets served by youpem@dive?
] North America [ ] Central America and Caribbean [] South America
[ ] Western Europe | Eastern Europe []Asia

[] Middle East [] Africa ] Oceania

11.What was the trading basis of the cooperative 1620

Domestic market - 2006 % International market - 200

12. Which diversification strategy (value added prees$ your cooperative adopts when seeking after new
international markets?
(choose as many alternatives as necessary)

[] The cooperative does not trade value added prsduetrnationally (it is limited to international
trade of commodities)

The cooperative is developing studies to introdndestrialization process (value added) aimed|at
external markets

The cooperative develops customized productsfernational customers from their existing
product mix

The cooperative introduces new business matrixsserve international market niches or demard
Other

0 A B
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13. From a marketing standpoint, how does your codjveraegotiates value added products in the intemnal
market?
(register the percentage of each alternative imtieh to the total)

% - Products leave the cooperative with the custaon distributor label
% - Products leave with the cooperative labellthé distribution network
% - Products leave with the cooperative labellthé final customer
: % - Other

100 % - TOTAL

14. Is your cooperative already involved or lookiog business partnerships (strategic alliancest jy@ntures,
etc.) regarding agro-industrialization processtriheo to meet the external market demand?
(choose as many alternatives as necessary)

1 Yes, diversification is becoming feasible throwdfiances with Brazilian or internationehpital
companies

] Yes, diversification is becoming feasible throwagfiances with Brazilian or international
cooperatives

1 Yes, butitis not easy to find partners with saene interests as ours

No, we prefer to operate without partners

L]

[] Other

15. What are the main objectives expected with the tdlopf business partnerships (strategic allianjoést
ventures, etc.) in order of importance?
(rank in order of importance where “1” is the mastportant, “2” is the second most important, and sg
on, without repeating numbers)

ccess to new technologies

ccess to complementary stages of industrialipgpi@cesses in order to reduce the need ¢f
investment in industrial plants (refrigerating clars, slaughterhouses, etc.)
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16. What factors encourage your cooperative to sétek mew diversification strategies (value addeancpss)
in order of importance?
(rank in order of importance where “1” is the mastportant, “2” is the second most important, and sa
on, without repeating numbers)

educe the non-viability risk of the agricultunesimess
btain better commercialization prices

reate revenue alternatives to members — Increasgbers’ income

bsorb the technical and productive capacity ef¢hoperative
easibility of adopting differentiated strategieshe external market

nternational market demand for differentiateddurcts

17. Indicate the relevance of each factor considdting an ENCOURAGEMENT to your cooperative
international operations.

il 2 3 4 5

VERY SOMEWHAT NOT
IMPORTANT
IMPORTANT L L LT IMPORTANT IMPORTANT

12345

O O O O O stagnant or saturated home mai(setrplus production)

O O O O O Better commercialization prices

0O O O O O Possihility of increasing cooperative’s and membartome and profitability
O O O O O Reduce business risk

O O O O O Commercial leverage to reverse under-used productipacity

O O O OO Acquire core competences for innovation and difieegion of products

QO O O OO Access to new sources of information overseas

0O O O O O Benefit from fiscal and tax incentivéiecal and international)

QO O O O O Ensure the survival of the business

O O O OO Access to distribution channels abroad

O O O O O Existence of potential partners in the country edtthation

O O O O O Access to specialized resources abr@agbital, labor, etc.)

O O O O O Exploit market niches

O O O O O Access to financial operatiofddvances on exchange contracts, etc)

0O O O O O Inter-cooperatiorfcooperation among cooperatives, national and inégional)
QOO OO other
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18. Indicate the relevance of each factor consideiting a FACILITATOR to your cooperative internatad
operations.

il 2 3 4 5

VERY SOMEWHAT NOT
IMPORTANT
IMPORTANT INDIREERENT] IMPORTANT IMPORTANT

12345

O O O O O Geographical proximity with the country of destinat

O O O O O Proximity to the culture and language of the desitim country

0O O O O O Mix of value added products of the cooperative

O O O O O Network of contacts with public and private ingtitns in the country of destination
0O O O O O Relations with Brazilian exporting entiti¢APEX, ABIPEX, etc.)

0O O O O O Beacooperative

0O O O O O Existence of potential partners in the country edtihation

O O O O O Possess certifications that meet requirementofut fafety(certification of quality,
environmental management, traceability, etc.).

0O O O O O Possess technological production parity with dgvetbmarkets

O O O OO Access to distribution channels abroad

O O O O O Access to specialized resources abr@agpital, labor, etc.)

QO O O OO Access to new sources of information overseas

0O O O O O Existence of trade agreements or participatiorcoanemic blocks

0O O O O O Inter-cooperatiorfcooperation among cooperatives, national and indgional)
OO0 OO Other
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19. Indicate the relevance of each factor considdting a HINDRANCE to your cooperative international
operations.

il 2 3 4 &

VERY
IMPORTANT

IMPORTANT INDIFFERENT

SOMEWHAT NOT
IMPORTANT IMPORTANT

12349

00000 Brazilian exchange rate policy

ONONORONO) Tax and fiscal barriers

00000 Non-fiscal or tax barrier@echnical, sanitary, environmental, etc.)

Q0000 Bureaucracy and legal issues regarding the pradfeésgernationalization

ONONONORO; Brazil cost

00000 Lack of trade agreements and participation in endadlocks

ONONORORO Lack of technological skills of the workforce indzil

00000 Marketing strategies costs for accessing the intiemea market{brand
exposure, access to channels, participation irsfagtc.).

00000 Product adaptation costs to international requirgs(@rmulation, packaging,
technology, certification of origin, quality, etc.)

(ONONONONO) Be a cooperative

00000 Complexity in managing international operations

00000 Lack of production regularity

Q0000 Lack of storage, transportation and distributicinaistructure

ONONONORO Structure adequacy to meet international tradeireapents

ONONORORO Investment risk

Q0000 System and distribution channels of the destinatmmtry

(ONONONONO) Culture and language of the destination country

00000 Brazil's image abroad

QO O O O Q other
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20. Indicate the level of agreement with the statembelow regarding the RESULTS achieved in the
internationalization process of your cooperative.

il 2 3 4 5

TOTALLY PARTIALLY NO PARTIALLY TOTALLY
AGREE AGREE OPINION DISAGREE DISAGREE

1234%

0O O O O O The cooperative became more competitive, improitmgerformance and productivit
(locally and internationally)

QO O O O O Modified the mix of products of the cooperative

O O O O O Provided new alternatives to the cooperative aai{increase of flexibility, changes
in its structure, etc.).

0O O O O Q Increased the brand exposure

0O O O O O Consolidated relationships with customers / distdbs abroad
QO O O O O Allowed to pay better prices to members/producers

O O O O O Provided greater stability in the activity of thegucer

QO O O O O Increased the social result of the cooperative

O O O O Q Increased the profitability of the cooperative

0O O O O O Members resist to operate internationally

QO O O O O It was not a good experience — the internationalajons of value added products
were suspended

O O O O Q It was not a good experience, however new intesnatialternatives are being sough

QO O O O O Even operating at a loss in some periods, intevnalization has become an important
activity for the cooperative

00000 Facilitated the fulfilment of theconomic objectivef the cooperative
QO O O O O Facilitated the fulfillment of theocial objectivesof the cooperative
ONONONORO; Other

The disclosure of the name of the cooperative is #inorized only if bound to this research.

]YES INO




