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2015 marked the beginning of a new era for European dairy co-
operatives  

 The end of the quota system implies member milk pools that will be unpredictable but mostly 
rapidly growing 

 

 Demand growth is to be found outside rather than inside the European market 

 

 Consumers in emerging markets require other dairy product formats than those developed for 
Western markets 

 

 Relative margin levels within the portfolio are turned upside down due to emerging market 
preferences 

 

 Differences in milk price levels amongst co-operatives are becoming bigger 

 

 International excellence is a multidimensional game that increasingly requires a solid image 
reflecting coherent value chains and sustainable farming and processing practices 
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Dairy demand growth shifts towards Africa and Asia 

Forecasted dairy demand growth between 2015 and 2020 
(mln kgs MEQ) 

 Every European processor with suppliers that have 

growth ambitions should look outside the EU for 

market development 

 

 Developing markets outside the Western world is a 

long term and high risk project … 

 

 …. but it‘s the only way to go in order to avoid the 

option of growing volumes through price competition 

in the saturated markets of the Western world 

 

Source: Voorbergen s/d model, 2015 
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Business models: options for internationalisation 

Time 
requirement 

 Manufacture a commodity range of milk powders 

 Sell it directly to different types of buyers (recombining, food 
processing) 

 Sell it partly via global traders  

 Manufacture a base powder 

 Sell it b-to-b  to different types of buyers in babyfood 

 

 Manufacture a dedicated consumer product 

 Find dedicated partners taking care of the marketing and 
distribution in individual markets 

 Invest locally in emerging markets 

Increasing 
level of 
capital 
intensity 

Emerging market access strategies have different levels of 
capital investments 



International 

 Competitive 

Strength  

Stable  milk 
supply 

(limited weather 
influences) 

Coherent and 
sustainable 
value chain 
with good 

image 

The right 
products for 

emerging 
dairy markets 

Efficient high 
quality 

processing 

Value added 
access to 
emerging 

dairy markets 

Cost efficient 
and flexible 
milk supply 

 

Image and “sustainability score” are largely established in 
the upstream part of the value chain 

Challenges for the remainder 
of the value chain 
 

Challenges for farmers 
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The many dimensions of international competitive strength 



International excellence requires strong value chain 
coordination 

 Most of the strategic drivers described in previous slides require action  

 

 Assuming companies aspire to avoid competition on price in a saturated market 

 

 Several of the strategic challenges  target more than one segment in the value chain 

 

 

 

 

 

The co-operative model could potentially provide advantages in creating solutions for 
the entire chain 
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35 year old 
starter 

55 year old 
without a 
successor Conventional 

Organic, 
sustainable 

Big 

Small 

Risk seeking 

Risk averse 

Heterogeneity is becoming more pronounced post- 2015 

Member 
profile  

In expansion 
mode 

In consolidation 
mode 



A farmer in expansion mode 
accepting a certain level of 
risk  wants growth oriented 
internationalisation from 
his/her co-op 
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Member mindset determines the preferences for 
the strategic direction of their co-operative (1) 

A risk averse farmer in 
consolidation mode may 
opt for the safety of the 
traditional local markets 

Internationalisation 
or localisation 

Member profile  Owner profile  
Strategic dilemma 



A 35 year old starter  may 
realize that conventional 
farming practices may be 
unsustainable in 10-15 years 
time 
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Member mindset determines the preferences for 
the strategic direction of their co-operative (2) 

A 55 year old farmer without 
successor not willing to 
change farming practices and 
destroy farm value at the end 
of his productive life 

Sustainability or 
cost efficiency  

Member profile  Owner profile  
Strategic dilemma 



A big cost-efficient farmer 
keeping his cows indoors 
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Member mindset determines the preferences for 
the strategic direction of their co-operative (3) 

A small organic farmer 
keeping his cows on 
pasture 

Ingredient cheeses for  
global foodservice or 

organic cheese for the 
affluent consumer 

with exquisite taste  

Member profile  Owner profile  

Strategic dilemma 



It’s not a matter of “either-or” 

 It may be clear that none of these tension areas within co-operative strategies are a matter 
of ”either-or”, but they do require a sense of time-related or market-related prioritization 

 

 

 Co-operatives have to find a strategic direction that reflects: 

 the strengths, weaknesses and cultural beliefs as they are derived from the current 
strategic positioning 

 the profile and ambitions of the member base 

 

 While remaining a reflection of the nature of the co-operative and a representation of the 
common interest  
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Things may seem quite complicated 

 Sustainability/pasture-based farming 

 

 Focus on scale and cost efficiency 

 

 International  expansion 
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 Cost efficiency 

 

 Focus on adding value 

 

 Local domination 

 



Main challenge lies in the co-operative modus operandi 

 Most of the previously described tension areas stem from the 
increasing level of heterogeneity in the member base 

 

 The co-operative model potentially has instruments to solve the 
possible tension areas via: 

 Milk price differentiation 

 Differentiation in member financing 

 Differentiation in voting rights  

 

 However, opportunistic implementation of these instruments can 
cause the co-operative to drift away from its core principles 
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Let’s not forget about the principle goals of the co-operative 

 The unique qualities of milk in terms of perishability, frequency of production 
and required high capital expenditure on farm and in processing drove the 
emergence of the co-operative model in dairy 

 

 The key objectives of the dairy co-operatives are the same as what they were a 
century ago: 

1. the protection of the continuity of member farms 

 providing cover for the high milk-specific investments 

 providing cover for the high frequency of milk production and milk sales 

 guarantee that the milk of the member firms will be collected, processed and 
marketed at all times 

2. Maximise the returns on investments on the farm by 

 paying out the highest possible milk price, now and in the future 

 maintaining a healthy balance between milk-money and reserves. 
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The instrument of milk price differentiation (1) 
- Big versus small 

 

19 

 Quantity premiums can be justified due to the lower costs of collection, quality 
control and administration 
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 Anything beyond this sooner or later goes against the common interest of the co-
operative 

• A premium that is bigger than efficiency gains for the co-op can to some extent be 
justified  
• When the chosen strategy benefits more than proportionally from scale efficiencies at the farm 
• When the co-op runs the risk of becoming a co-op of small members only 



The instrument of milk price differentiation (2) 
- Regular versus organic 
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 Premiums for organic milk are an instrument to transfer the generally higher 
margins for these products to those members that have adopted the higher costs 
associated with organic farming 
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 Premiums that can only be temporary and/or flexible in nature are premiums 

  to attract new organic milk in times of high market prices 

  to emphasize a strategic focus on organic 
  

• Additional premiums for f.i. pasture-based farming can be justified 
from the contribution to the value chain image that it generates 



The instrument of milk price differentiation (3) 
- Expansion versus consolidation 
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 Putting a ceiling on milk volumes to be collected is not a co-operative solution, all milk will 
always be collected 

 

 An A and B-milk price system designed to reallocate the risks of milk price erosion due to 
strong growth of the milk pool towards the expanding members can be justified in a co-
operative context 

 

 

 The price difference should be the balanced result of the short term risk of milk price 
erosion and the longer term value of additional milk 

 

 
  



Differentiation in member financing?  

 Differences in capital contributions amongst members is already applied regularly 

 

 However, systems that allow for contributions  that are disproportionate to 
individual supply volumes can not be recommended  
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Differentiation in voting rights?  

 Is the “one man – one vote” – principle a line that should not be crossed? 

 Or can a degree of flexibility in line with the relative importance – milk volumes, 
capital contributions – be allowed, or even be favoured 



How to prevent a patchwork of opportunistic solutions 
 

 Maintain the key co-operative objectives: 
 Protection of the continuity of the member farms 

 Maximisation of the long term return on investment of the member farms 

 

 Adapt the co-operative modus operandi to the keys strategic objectives 
…. 

 

 …. without crossing the lines of the co-operative principles 
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Final thoughts on the role of the board of directors 

 The Board of Directors should play an equally important role in the co-operative as the 
management because: 

 The board is instrumental in providing the right prioritisation in the strategic options and 
dilemma’s  as a reflection of the preferences of the member base 

 The board is instrumental in keeping the member base together by means of co-operative 
solutions  

 

 The dynamics of the changing dairy landscape also require a high level of 
comprehension and commitment on the side of the board members that allows them to 
deal with the level of complexity that comes with governing a dairy co-operative 

 

 Standing still is not an option as it is not in the interest of the co-operative nor their own 
farm and those of their colleagues 
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Conclusions 
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 The big industry leaders may have the option to develop in all areas of the strategic playing field  

 

 Most of the followers however have to find a strategic direction that reflects: 

 the profile and ambitions of their member base 

 the strengths, weaknesses and cultural beliefs as they folllow from the current strategic positioning 

 

 The level of complication can get a bit overwhelming but a strategic standstill is not an option 

 

 Milk revenues are increasingly determined by the capacity  to excel in the international market 

 

 International competitive has increasingly become a full value chain effort 

 

 Prudent co-operative governance requires a synergistic balance between management and 
board of directors for a sensible strategic process to develop 

 


