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Abstract: The article reviews theories and investigates empirical data on how leader-
ship emerges in cooperative organizations and how it changes over time. We also ask
what is the leaders’ motivation to perform their tasks and how different incentives pro-
vided by organizations affect leadership strategies. The empirical evidence collected on
farmers’ cooperative organizations shows that groups created out of an initiative of a
strong leader tend to maintain strong leadership over time. Receiving a salary by the lea-
der and leaders’ power in decision-making are the most significant variables for determin-
ing the leadership strategy.

1. Introduction

There are a few studies that explore theoretically the concept of leadership in economics.
Hermalin {1998) models leadership as a way of influencing behavior of rational ac-
tors through setting an example or sacrifice. Hermalin (2007) extends the model and
studies leadership in a multi-period context. Foss (1998, 2001) shows that leadership is a
means of achieving an efficient outcome in both coordination and social dilemma games.
However, except laboratory studies in experimental economics (e.g. De Cremer/Van Vugt
2002; Giith et al. 2004, Giith et al 2007), leadership has been merely subjected to empiri-
cal analyses. Among exceptions we find Ziegenhorn (1999), who shows the importance of
knowledge and information possessed by leaders and the efficient exchange of informa-
tion between leaders and members for the success of cooperation (Ziegenhorn 1999: 66),
and Hurrelmann et al. (2006) who points out that in Central and Eastern European Coun-
tries trust in authorities remain low while personal trust between actors is present and
therefore cooperation is often initiated and sustained by leaders who are locally respected
actors.

As revealed by Hermalin (2007: 18), we still know very little about how leaders are cho-
sen or selected by their followers, what motivates candidates to run for the leadership
posts, and how and when leaders are replaced. This applies also to theoretical and empiri-
cal studies of cooperative organizations. While investigating the rationale for undertaking
cooperation and efficiency of cooperative organizations the literature omits the role of
leadership for setting up and varying performance of cooperative organizations (Bonus
1986; Hansmann 1998; Valentinov 2007).
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In this article we would like to fill this gap in the literature and answer both theoretically
and empirically why and how leadership emerges in cooperative organizations, how it
changes over time, and what is the leaders’ motivation to perform their tasks. Following
Hermalin’s (2007) theoretical deliberations we alse ask how different incentives provided
by organizations affect leadership strategies.

The first theory employed in the study is transaction costs theory. This theory suggests
that organizations function initially as peer groups. Over time, however, particularly as
they enlarge, some of them choose a leader in order to decrease total communication and
decision-making costs (Williamson 1983: 51). Introduction of leadership might be also
mean reducing shrinking costs through monitoring members’ performance (Alchian/
Demsetz 1972: 786). The second theory employed in the article, game theory, proposes
that in coordination games leaders emerge in order to economize on choosing one of mul-
tiple equilibria. In social dilemma games, furthermore, the institution of leadership in-
creases individual contribution levels by setting an example for other players and chang-
ing the payoff structure by introducing sanctions for free-riding (Foss 1998: 22; 2001:
357; Miller 1992: 34; Giith et al. 2004: 12). Game theory also suggests that leaders who
create extra value by making players change their strategies might be paid by their
groups for undertaking this work, or they might receive other non-material rewords (Foss
1998: 24-5). The performance of leaders can moreover be affected by a “tribute” paid by
members or perks of office (Hermalin 2007: 14). Both transaction costs theory and game
theory, nonetheless, perceive leadership mainly in the perspective of its functionality for
the group. A slightly different view is provided by collective action theory. This the-
ory proposes a notion of political entrepreneurs, people who engage in the provision of
collective goods for the groups in order to achieve their private interests (Hardin 1982:
35).

The empirical evidence was gathered from Polish cooperative farmer marketing organi-
zations called producer groups. The groups appeared in Poland in the mid 1990s. Their
main task was to organize joint sales of agricultural output produced by individual mem-
ber-farmers. All the groups were managed by a group leader, The leader was usually a
member of the group as well (Banaszak 2008). Fifty functioning groups were subjected
to the research. Most of the groups were established in 1999 and 1998. Each group asso-
ciated about 80 farmers. The majority of the groups associated farmers producing pork
(56%), vegetables (24%), and fruits (7%). The main task of organizing joint sales of the
members’ output was carried out by 80% of the functioning groups. Other groups were
only engaged in such activities as organizing trainings, joint purchases of the means of
production, and joint transportation of the output.

The following section theoretically analyses leadership in producer groups and formulates
testable hypotheses. Section three presents the methods of the research, and the forth sec-
tion presents the empirical results. The last section concludes and discusses the main find-
ings.
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2, Theoretical Background

2.1, Leadership in Transaction Cost Theory

Producer groups act as intermediary market organizations that coordinate exchange be-
tween farmers and purchasers of their produce. Both sides save on transaction costs
(Spulber 1999:263). Farmers associated in producer groups may also save on transaction
¢osts due to horizontal and vertical integration. Economies achieved by avoiding transac-
tion costs and vertical integration that decreases the number of market transactions and
strengthens the market position increase, however, internal coordination and bureaucracy
costs (D’ Aveni/Ravenscraft 1994:1192).

Producer groups therefore have to bear costs of coordinating farmers’ actions and orga-
nizing production, marketing and administration. The simplest form which the organi-
zation may take is a peer group. Actors in such groups take decisions collectively. The
groups may involve some type of income sharing, but do not entail subordination
(Williamson 1983: 321). This type of organization may provide advantages in indivisibi-
lity, risk-bearing and associational respect, however, it is vulnerable to free rider abuses
and usually rmposes a costly communication and collective decision-making process due
to bounded rationality of the actors (Williamson 1983: 41, 45). Therefore some groups
will supplant the all-channel network in the peer group by a wheel network of a simple
single-stage hierarchy where the leadership is taken by a central coordinator, who takes
the burden of managing the decision-making process and information flows. However,
introduction of a single-stage hierarchy enables the group to save on both total informa-
tion transmission and decision-making costs (Williamson 1983: 51):

Peer group Single stage hierarchy

Fig. I Peer group and single-stage hierarchy structure (adapted from Williamson 1983; 46)

The costs of information and decision-making in the peer group are closely connected to
the communication intensity and the number of members in the group. The number of lin-
kages in the peer group increases as the square of the number of members, We may as-
sume therefore the likelihood of replacing a peer group structure with a single-stage hier-
archy increases with the number of group members. Hierarchy has higher set up costs;
however, the costs increase linear as the number of actors increases (Beckmann 2000:
110):
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Fig. 2: Peer group and single stage hierarchy costs (adapted from Beckmann 2000 111)

Another advantage of hierarchy is that it assigns the central actor the tasks of auditing and
experience-rating, which reduces the risk of opportunism and free-riding (Williamson
1983: 54). The position of the leader who is charged with auditing and experience-rating
changes, however, and implies a supervisor-subordinate relationship (Williamson 1973:
322). This inequality between actors may offend their sense of individual and coliective
well-being, That is why not all peer groups will be replaced by simple hierarchy (Wil-
liamson 1983: 55). Alchain and Demsetz (1972; 786), moreover, point out that introduc-
tion of central coordination might be also a means of reducing shrinking costs through
menitoring performance of team members, T hey suggest that the motivation for the moni-
tor to specialize and perform the monitoring tasks honestly can come from giving him ti-
tle to the net carnings of the team. Both specialization in monitoring and dependence on a
residual claimant status will reduce shirking (Alchian/Demsetz 1972: 782). In a producer
group situation, this would mean that some leaders who appropriate residual claims would
turn cooperative group fnto companies run by thernselves.

2.2. Leadership in Game Theory and Collective Action Theory

There are two main types of noncooperative games that might be played by producer
groups. The first case is a coordination game. In this type of game the players need to co-
ordinate on one strategy that is Pareto superior for all of the players (Rasmusen 2001:29).
The coordination game describes a situation where the producer group is able to negotiate
higher prices for the members’ produce by enlarging the quantities of the product offered
on the market, and thus lowering per-unit transaction costs. Under such circumstances the
Pareto superior strategy for the players is to cooperate and sell their output through the
group, since on their own they would not be able to decrease per-unit transaction costs.
The cheice of cooperation by all the players results in a Pareto superior Nash equilibrium,
Each coordination game moreover might have more than one Nash equilibrium (Ras-
musen 2001:29). The problem here is how to coordinate players on the most efficient
equilibrium, We can imagine a situation where farmers have a choice to sell their output
either (o a plant A or a plant B. The farmers will get a price (P) enlarged by the premium
(p) which results from lowering the transaction costs only if all of them at the same time
deliver their products to either one of the buyers:
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Farmer 2
Plant A Plant B
Plant A P+p,P+p E P
Farmer 1
Plant B PP P+p,P+p:

Tab. 1: Multiple equilibriums in a coordination game

At least three types of problems emerge from playing this type of coordination game: how
players coordinate on an equilibrium, how they select among multiple equilibria, and how
they move from an inferior equilibrium (Foss 1998: 8). In terms of table 1, the players
must come to hold beliefs that will sustain one equilibrium (e.g. Plant A, Plant A}, they
must select one equilibrium, and if it turns out that p2>pl they must coordinate on a joint
move from selling their products to Plant A to Plant B.

Foss (1998} claims that the phenomenon of leadership is closely connected to the above
coordination problems. Leadership is a higher-level coordination instrument that makes
more efficient coordination on strategies at lower levels {p.13). Miller {1992) puts for-
ward a similar argument. Hierarchy and leadership help groups playing a coordination
game o coordinate members’ actions on one of multiple equilibria and therefore lower
bargaining costs which players would have to spend to agree on and implement one of
the options (p. 50). Ternstrém (2006: 7-8) theoretically proves that the probability of co-
ordinating on an individual is greater than the probability of coordination on an action. Ac-
cording to this finding, it is more efficient for groups to coordinate whom to choose as the
leader than to coordinate on each action separately. The leader will later choose and coor-
dinate the group on other actions undertaken.

Foss (1999: 24) also discusses why in some groupings coordination emerges through con-
scious establishment of the institution of leadership and in others through spontaneous
formation of conventions. Leadership will be more likely to emerge in large groups, in
groups that play the same game for a long time, in groups where communication is costly,
and in groups where it is important to selve the coordination problem quickly. The
leader’s attributes matter as well, for example the ability of the leader to understand the
situation, judge and take action and the leader’s motivation and reward.

Additionally, Foss (2001: 379, 377) connects the role of leadership in coordination games
with the communication costs. Leadership might decrease communication and delay
costs. Economizing on the costs through leadership might also be due to enhanced crea-
tion of common knowledge among players. One role of leaders is to infleence how well-
founded players think certain beliefs are.

The second type of game that might be played by producer groups is a social dilemma
game, where the dominant strategy for each of the plavers is not to cooperate with the o-
ther players. However, if the majority of the players choose this strategy it brings worse
payoffs for all of them. The dominant strategy equitibrium in this game is having no co-
operation, but all group members would be better off if they all cooperated than if all de-
fected (Dawes/Messick 2000: 111). In a producer group situation this game could be
modeled as a prisoner’s dilemma game or a public goods game.
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In the prisoner’s dilemma game the strictly dominant strategy for each of the players is
not to cooperate with the others, however, it is not the best strategy for the players jointly
(Mas-Colell et al. 1995: 237). For example let us consider two farmers who usually get
price P for their produce, but once they jointly negotiated with one purchaser a very good
price premium (p) for 4 certain quantity of product. The farmers agreed each will provide
half of the negotiated quantity; however, in order to decrease transportation costs, they
agreed to pack their products on one truck. It is quite understandabie that the farmer to
whom the truck comes first has a serious incentive to load the whole truck just with his
produce, send it directly to the purchaser rather than the other farmer, and seil at the good
price premium twice as much as if he followed the agreement. The cheating farmer looses
some utility (u) from not being nice to the other farmer and hurting his own reputation,
but for sure he earns twice as much as if he cooperated. If they both try to shirk at the
same time, and quarrel as to whom the truck should come first, they might bath loose the
price premium (p) as a result of the delay and additionally they beth loose utility (u) from
not being nice and hurting their reputations. Although from the perspective of the group
as a whole cooperating and marketing the output jointly is the best strategy under these
circumstances, it is not a Nash equilibrium since at least one of the players would be
better off by shirking the agreement:

Farmer 2
Cooperation Shirking
Cooperation P+p+uP+p+u |[PP+2p-u
Farmer 1 -
Shirking P+2p-u,P P-u,P-u
where 2p > u

Tab. 2: Cooperation in a 2-person prisoner’s dilemma game

Foss (1999) again argues that in a prisoner’s dilemma situation establishing leadership
may lead to achieving and sustaining cooperation. A leader is a person who influences the
formation of preferences and beliefs. Particularly charismatic leadership changes the pay-
offs structure in the game by adding additional utility from reciprocating cooperation and
being “nice” to other players (Foss 1999: 22). A charismatic leader could therefore
change the pay-off structure of the above game, and increase the value of utility and repu-
tation (u) in relation (o the price premium (p) so the players would have stronger incen-
tives to cooperate. Exceptional leaders have an ability to transform the needs, values,
preferences and aspirations of their followers from self-interest to collective interest
{Shamir et al.1993: 577). French and Raven (1959 identified five types of leader’s power
that increase a leader”s ability to influence attitudes, values and behavior of others; these
are reward and coercive, legitimate, referent and expert powers. Leadership as a form of
hierarchy solves the tension between individual self-interest and group efficiency by dis-
ciplining the group members and monitoring their performance in order to reduce shirk-
ing {Miller 1992: 34). Banaszak and Beckmann (2006: 17} show that leaders’ decision-
making power was significantly correlated with exercising sanctions in producer groups
in Poland.
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In public goods games individuals contribute a sum of meney or other funds for the provi-
sion of a public good called a “group exchange”. The invested group exchange is then dis-
tributed equally among all the group members, In this situation the dominant strategy is to
contribute nothing, since those who do not contribute cannot be excluded from the
provision of the public good (Dawes/Thaler 1988: 188). In a producer group situation the
price premium negotiated for members’ output based on average quality can be consid-
ered as a local public good. If we assume that the price for quality of the good is a step
function, once the price has been set the incentives for members to maintain the initial
quality level will be expected to decrease. Nonetheless, if the average quality level de-
creases below a certain point, all members loose the quality premium.

The payoff structure of such a game is represented in Table 3. In this case p stands for lo-
cal public benefits produced by producer group, in this case quality premium, and c
stands for the costs of provision of the local public good for each player, that is main-
tenance of the quality.

Farmer 2
Contribution to the pub- | No contribution
lic good
Contribution to P+p-¢c,P+p-c P+p-c,P+p
Farmer 1 | the public good
No contribution P+p,P4+p-c B.P

Tab. 3: Cooperation in a public goods game

Experiments in public goods games show that introduction of leadership results in achiev-
ing higher contribution levels within the groups. Leaders who move first set an example
for other players. Also, giving the leader power (o ostracize leads o higher contributions
(Giith et al. 2004: 12). Other experiments also show that the leader’s commitment and
fatrness and the selection procedure are important for achieving higher individual contri-
butions. Players’ coniributions in public goods experiments were higher with an elected
leader than with an appointed leader (de Cremer/van Vugt 2002: 134),

Empowering one player versus the other might nonetheless influence the distribution of
benefits in the group. As revealed by Rode and Le Menstrel (2007: 1, 16), players use
their decision power to increase their monetary gains. The division of gains is perceived
as more fair when the decision power over allocation of the resource is shared by all par-
ties involved. The findings suggest that on one hand leaders’ decision-making power
might decrease members’ benefits from the group’s functioning, and on the other hand
members’ participation in the decision-making process might diminish this negative im-
pact or at Jeast increase perceived fairness of the distribution of the benefits.

Atraining cooperation through leadership, however, does not emerge without friction. The
leaders of producer groups bare certain time, financial and opportunity costs due to exer-
cising their function in the producer groups. Why do they do it? Literature on coordina-
tion games suggests that the leader creates value by making players change their strate-
gies, and therefore he can be paid for creating this extra value. The leader might be also
motivated by receiving non-material rewards, such as the pleasure from exercising feader-
ship (Foss 1998: 24-5). Hermalin (2007: 14) points out that followers might bestow a fi-
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nancial or emotional “tribute” upon their leaders. Such tribute could be costly for follow-
ers but also could take a form of “perks of the office” and provide “virtue benefits” such
as prestige or fame to the leader. Additionally, Hardin (1982: 35) points out that groups
may obtain a collective good through leadership of a so-called political entrepreneur,
Political entrepreneurs are people who work to provide collective benefits to the groups
for their private interest and their own career reasons. Their reward is usually distinct
from the collective good.

Differences in leadership performance are seen as a result of providing different incen-
tive structures by organizations. Rotemberg and Saloner (1993 1313, 1317) model how
different incentive structures provided by organization shareholders influences firms” lea-
dership style and recruitment methods, “Empathic” leaders, who tend to be more nm.a&-
patory and whose utility functions include the utility of their managers, will be appointed
if the firms operate in an eppertunity-rich environment, whereas “selfish” leaders, who
are more antocratic and whose utility functions do not include the utility of their manag-
ers, will be appointed in stable environments.

2.3. Summary of the Theoretical Arguments
To summarize, regarding the role of leadership for establishing cooperation, transaction
costs econontics argues that leadership reduces transaction costs particularly in large
groups (Williamson 1983: 46). However, organizations can first function as peer groups
and then at a certain point introduce a central coordinator (Beckmann 2000: 111). Game
theory argues that leadership is important for facilitating cooperation irrespective of
which type of game is played. Leadership might also decrease communication costs and
time (Foss 1999: 24). In social dilemma situations leadership might add additional utility
to players’ payoffs from reciprocating cooperation or making sanctioning more credible;
these are expect to increase cooperation rates as well (Shamir et al. 1993: 577; Miller
1992: 34). The reviewed literature, however, does not address the problem of how leader-
ship emerges. In experimental settings leaders and the scope of their power are Fﬂ_m:w
assigned by the researchers. Similarly, we did not find any discussion tackling the issue
of transformation of leadership overtime.
Regarding leaders” motivation to perform their tasks, we may expect that different incen-
tive structures provided by organizations and also competitiveness of the environment
will influence firms’ leadership style (Rotemberg/Saloner 1993: 1313, 1317). Both trans-
action costs theory and game theory pay attention to compensation schemes adopted in
groups. Leaders might be motivated either by direct material rewards or indirect rewards
related to private interests, career reasons or self-satisfaction (Alchian/Demsetz 1972:
782; Foss 1999: 24-25; Hardin 1982: 35; Hermalin 2007: 14).
Collective action theory additionally argues that individuals might not have equal interests
and benefits from provision of a certain collective benefit. Thus those who expect to bene-
fit more might be more willing to take the lead in organizing provision of the good (Olson
1965: 45). However, as suggested by game theory, the decision-making power of a cer-
tain player might also impact on the distribution of benefits, in such a way that the em-
powered individual will assign himself higher benefits (Rode/Le Menstrel 2007: 1, 16).
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3. Methodology

3.1, Methods and Techniques of the Research

The cross-sectional research design was selected as a research method for this investiga-
tion. Within this design, the technique of social survey was employed, in which a struc-
tured interview with producer group leaders was the data collection strategy. The inter-
views were carried out in early 2005 in Wielkopolska Province in Poland. Fifty function-
ing groups, which associated 4,056 farmers were subjected to the research. Only 80% of
the functioning groups performed the task of organizing joint sales. Since the main re-
search questions posed in this paper is investigating dynamic in the role of leadership in
establishing and sustaining cooperation only the 30 functioning will be subjected to em-
pirical analysis. Additionally, in regard to the question on the leaders’ motivation to per-
form their main task, which in producer groups was to organize joint sales, only 40 func-
tioning and performing joint sales groups will be subjected to investigation.

The structured interview with producer group leaders was organized into a questionnaire
composed of 6 parts. The first part comprised general questions such as the group’s ad-
dress, legal status, number of members, and activities performed. The other 5 parts re-
garded the process of formation of the group, functioning of the group (divided into 3 sec-
tions: management and decision making, production and marketing, and membership),
costs and benefits of cooperation, the role of the institutional environment, and leader-
ship. The questionnaire comprised 132 questions in total. Two types of questions were
asked. The first type of question was related to facts such as numbers or descriptions of
processes; the second type was related to subjective evaluation of these facts.

3.2, Computation of Variables

For most of the analysis, descriptive statistics and correlation between variables were
applied. However, in order to investigate the question about leaders’ motivation, we used
probit and tobit regressions.

The probit model was employed in order 10 estimate the likelihood of entering by the
groups a long-term coniract, which was treated as a dichatomous dependent variable, The
tobit model was employed in order to estimate the likelihood of negotiating by the groups
a certain price premium. The regression was censored at the level of zero price premiums.

4. Empirical Findings

4.1, Profile of the Group Leaders

On average the group leaders were about 46 years old. The youngest leader was 23, the
oldest 62. The majority of the groups were led by & man, only one group was led by a
woman. Also, a majority of the leaders were married (94%), and on average they had
about 3 children, Considering education, 22% of the leaders had only vocational educa-
tion, 58% finished only secondary education, and 20% completed higher education. The
majority of the leaders interviewed were farmers (92%). For 80% of them, farming was
the main source of income, and for 12% farming was only an additicnal source of income.
The average size of agricultural holdings possessed by those leaders was 47 ha, which is
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substantially higher that the average for farmers in the province (about 8.5 ha — GUS
2004). Four groups (8%) were led by persons not occupied with farming at all. Most of
the leaders did not have any previous management expetience (52%), and also most of
thern did not finish any management training (64%).

Furthermore. the leaders appeared to be deeply embedded in their local community and
quite active in local arenas. Seventy percent of them grew up in the municipatity were the
producer group was cstablished, and 96% said they had either a good (20%) or very good
knowledge {76%) of the local people and environment. Also, 96% of interviewees de-
clared to know (86%) or somewhat know {10%) personally most of the local decision-
makers. What is more, 56% reported to have friendship relationships with most (30%) or
some (26%) of the local decision-makers.

4.2. The Role of the Leader for Establishing of the Cooperation

On average the stage of planning the establishment of the group wok about 5.7 months,
and about 6.6 people were involved in this process. Considering factors that led to for-
mation of the groups, the data indicate a quite important role for leadership. The largest
portion of the groups (46%) was initiated by one farmer who started to organize the group
and usually was elected as the official leader afterwards. Eighteen percent of the groups,
particularly those in pork, were created as an outcome of farmers’ strikes which ﬁow
place at the end of 1999 and the beginning of 2000 when farmers were protesting against
a dramatic decrease in pork prices. As the interviewees reported, the strikes created an
opportunity for the farmers to meet and discuss their situation together, and also it was
often the first time they undertook joint actions. The meetings and discussions brought the
farmers to the conclusion that only if they were united and associated in some kind of or-
ganization, would they be strong enough to impact the government and to influence the
agricultural market.

The remaining 36% of groups were created due to actions of external actors, which were
either extension service or a municipality office (18%), processing company (12%), mu-
nicipal cooperative (4%), or an outside businessman (2%):

Who/what initiated the process of group establishment?
municipality outside businessman

noowmﬂﬂeﬁ {4%) \,.‘. 2%)

processing company
{12%)

one of the farmers
extention service or {46%)
municipality office -

(18%)

strikes which
brought farmers
together (18%)

Fig. 3: Factors which lead to formation of producer groups (N=50)
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After the stage of planning the group, the members of all groups chose formal group lead-
eTs in an election process during the group’s first general assembty, The chosen leaders,
however, usually knew most of the group members quite well before establishing the
group and reported being involved earlier in some different social relationship with them.
Eighty percent either fully agreed (74%) or partially agreed (6%) with that they knew ear-
lier most of the members of their group. Moreover 66% declared having an earlier friend-
ship relationship with most of the members, and 18% declared having some eartier family
relationship with most of the members. Furthermare, 40% were involved in some busi-
ness with most of their groups’ members before the group was established, and these
business relationships were mostly positive. The majority of the interviews reported be-
ing fully satisfied with the relationship (90% of those who declared to be involved in a
business relationship with other members), or to be partially satisfied (10%). The data
also show that not only did the leaders know group members before, but most of them ac-
tually persuaded farmers to join the group. Thirty-four percent of the leaders fully agreed
and 24% partially agreed with the statement that they convinced most of the members to
join the group:

Do you agree?

_D Fully &vmmanl ’
B Rather disagree
EdRather agree

Fully agree

% of answers

Tknew I had [ had family Thada If yes,Iwas I convinced
personally  frendship  relatioship buisness  satisfied with most of the
most of elatioship  withmost of  telatioship  doing that  members 1o
members  with most of  members  with mostof  buisness jointhe
before members members group
before befare

Fig. 4: The leaders’ previous relationship with group members (N=50)

"The group leaders also appeared to play a significant role in the process of designing the
group. The leaders, together with a few other farmers (on average 5), constituted initiative
groups which decided upon the legal form of the group (in 40% of cases) and the choice
of vision and mission of the group (in 74% of cases). The other groups relied on the ad-
vice and choices made by extension service employees, lawyers or other subjects (such as
processing plants, nearby cooperatives or examples of other groups). In 66% of the groups
the initiative group discussed the design of the group with all the members, in 32% only
with some members and in 2% did not discuss it with other members at all. The leaders
also played a key role in finding purchasers of the groups’ products. In 54% of groups it
was the leader who found the first buyers of the output. Moreover 42% of the leaders de-
clared to have previous contacts with the first purchasers.

To sum up, in maost cases the group leaders played a very significant role in brining the
farmers together, convincing them to join the group and in the process of designing and
starting up cooperation, The data also suggest that the leadership was not a source of
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problems for the groups. The majority of the groups at the beginning did not have any
problems with leadership (68%) nor with trust in the leaders (74%):

Which problems did the group face during the formatien stage?

100 —_—
[TT 7L ][ ._

20 O not a problem

804 Mminorprotlem [ [ £ LT 111 |
g 104 B major problem
oo L g
£50 -
=40
B30 A

I ship
to find buyers

10 obtain advice
to find membery

ar
£ 3
£

g 2
g 2
E 2

t0 agree upon legal form
members commitment

to agree upon what 1o produce
to finance necessary investments

Fig. 5: Problems which the groups faced in the formation stage (N=50)

4.3. The Role of the Leader During Groups® Functioning

The research results suggest that over time, as the group was running, leaders of most of
the groups had to share their power but also the work load with other members through
management teanms which, together with the leader, managed the group. Just 3 groups
(6%) were managed only by the leader and did not have any management team. The aver-
age number of people in the management team was 4.22. There is a significant (p=0.001)
positive correlation between the number of members and the number of people in the
management groups. The biggest groups had as many as 12 managers in the management
team. Also some groups (18%) incorporated in the management team people who were
not group members (¢.g. extension service employees). The management tearn on average
organized its meetings 2.6 times per month, all group members were meeting on average
about 1 time per month. There is no correlation between the intensity of both management
and group meetings and the number of group members. However, the data suggest that
some groups, irrespective of size, clearly preferred to have more frequent communication
and meetings of both their management team and all members. A significant positive cor-
relation (p=0.001) was found between the number of meetings of the management team
and the number of meetings of all the members.

The respondents were also asked a question about which group organ was the most pow-
erful and took the most decisions. The data show that for half of the groups the manage-
ment team was the most powerful decision-making body. The leader took most decisions
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in 34% of groups, and in 12% of groups all the members decided upen the most important
decisions. However, there is no correlation between the number of members and which
of the three group organs takes the decisions. There is a slight relationship, though, be-
tween the group being created as a result of the initiative of the leader and taking most
group decisions by the leader (p=0.09). We may expect, therefore, that groups created as a
result of an initiative of a strong leader tend to maintain strong leadership over time.
Seventy-four percent of groups had the same leaders from the beginning; in the remaining
26% the leader was changed. A change usually happened due to old leaders’ lack of time
or taking a new position outside the group (38% of groups who changed the leader) or due
to dissatisfaction with their leadership (another 38%).

Taking into account the time which the leaders had o devote to their work for the group,
52% of them worked less that 10 hours per week, 14% worked from 10 to 22 hours, 10%
worked from 20 to 35 hours, and 22% worked for their group more than 35 hours per
week. Most of the leaders, however, did not receive any financial gratification for their
work; only 22% of the leaders received a regular salary. Receiving a salary was positively
significantly correlated with working hours (p=0.01). However, the amount of salary that
the leaders recetved was fixed and similar in all the groups. It was in between the official
minimerm and average salaries for Poland.

It also seems that over time the leaders either realize opportunity costs or do not feel com-
pensated for their work and seem to step back from the group activity. As was already
mentioned, lack of time and other businesses was a reason of quitting the post by leaders
of 6% of groups. Moreover many leaders alse perceive the time they spent for the group
as a serious cost of group functioning. Twenty-four percent of leaders rank the costs of
their time as one of the major costs of group functioning, and 18% ranked their time as a
minor cost. It is interesting that a slightly significant negative correlation was found be-
tween the time cost of leaders and groups entering a long-term contract (p=0.06), which
suggests that leaders of groups who sold their output through a long-term contract felt
less overwhelmed by the work for the group.

Over time leadership becomes a more serious problem for the groups. At the beginning of
cooperation only 18% of groups reperted having major problems and 12% reported hav-
ing minor preblems with leadership. During operation, though, as many as 26% of the
groups reported having major problems with leadership and 16% reported having minor
problems. Nonetheless, there is no significant correlation between having problems with
leadership at the beginning of cooperation and during operaticn of the group:
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Fig. 6: Problems which producer groups face during their running (N=3 0}y

4.4. Leaders’ Motivation and Business Strategies

In this section we investigate what was the role of group leaders and their motivation
for achieving group goals. Since the main task performed by producer groups was to or-
ganize joint sales of members’ individual output, we analyze here only those groups that
cartied out this task at the time of the interview (N=40), Banaszak and Beckmann (2006)
identified two types of strategies which leaders of producer groups adopt in carrying out
their basic function of organizing joint sales. Group leaders were either trying to sell the
produce each time at as high a price premium as possible or they valued mare stability
and certainty and were searching for buyers who would sign a long-term contract with
the group. These two strategies are of course idea! types, and there were a few groups
that marketed their output at a very low price premium and did net have a long-term con-
tract, and a few others which had both a long-term contract and received a high price
premium. On average the price premium which members of those groups got for their
output was 9.5% higher than what non-associated farmers got on the market. The worst
performing group did not manage to negotiate any price premium; the most successful
were selling their produce at a price that was almost 40% higher than the non-member
market price. Furthermore 62.5% of the joint-sales-performing groups were able to nego-
tiate a long-term contract with purchasers of their output.

54

The theory suggested that direct, institutional structure factors as well as indirect per-
sonal factors affect leaders” performance. Institutional structure factors were measured by
asking whether the leaders were paid for their work and how strong was their decision-
making power. Indirect personal factors were measured by asking how big was the size of
the leaders’ agricultural holdings, t how many other organizations they belonged, and —
in order 1o measure seli-esteem rewards from exercising leadership - whether they
thought their group was successful. We also added to the model one environmental vari-
able, market competition, and a time dimension.

Twenty-seven percent of the leaders declared receiving a salary for performing their fune-
tion. The amount of the salary was in all cases similar, and was in between the polish offi-
cial minimum and average salary. The leader’s ability to enforce his decisions was investi-
gated by asking the leaders do they agree with a staternent that they take most of the deci-
sions in the group. In general the leaders saw themselves as rather strong. On average
their responses scored 3.02 on a 1-t0-4 scale, where 1 stood for disagree and 4 agree with
the statement. The mean size of agricultural holdings owned by the leaders was about 53
hectares. Five leaders did not have agricultural land at all, and one leader held 600 hec-
tares of agriculiural land. Political rewards from performing the leadership function were
measured by asking the leaders to how many social, agricultural, and political organiza-
tions they belong. Twelve leaders did not belong to any organization, and one belonged to
as many as 7 organizations. Obtaining self-esteem rewards was furthermore measured by
asking the interviewees whether they thought their group was a successful organization.
Leaders of 6 groups did not perceive their group as a successful business, 13 leaders de-
clared their groups were very successful.

Market competition was measured by investigating how the interviews perceived compe-
tition from other business organizations occupying the same market niche; in this case
these were intermediaries. On average competition was perceived as not very harsh and
it was ranked as 1.72 on a 1-to-4 scale. Regarding how long the groups operated, on aver-
age the groups were functioning about 4 years. The youngest group operating joint sales
was created several months before the interview was carried out, the oldest one has been
already for 12 years on the market. Table 4 and 5 present measurement and summary sta-
tistics for the distinguished dependent and independent variables;

Measurement y 4 St,
{Mean Value) Coding N | Mean | Min. | Max, Dev.

Dependent variables
How much is the price

Variable

T”_nm Pre- the members get higher % 40 lass |o 3930 | 11.56
mium than non-associated far-

mers get on the market?
Having a Does the group have a
long-term long-term contract with | Yes-1, no-0) 40 (062 (0 1 0.49
contract its buyer/s?

Tab. 4: Summary statistic of the dependent variables
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ally had a negative impact on the leader’s motivation to pursue group goals, Table 6 pre-
sents the results of running probit and tobit regressions.

. " Probit regression for
Independent variable ,_,o_u_m TRk fox having 2 long-term con-
price premium
fract
Salar 9.08] #* 557
. 3491% 821%
A -.040 * -015
i 022 016
" -732 T30 *=
Leadership strength 1973 335
Co it -4.701 ** 916 **
mpetition 2285 386
7 -1.200 * -.257 #=
Years of operation 213 131
Psendo R2 0.077 0.395
No. of Obs. 40 40

Independent variables
Does the leader get a
Salary financial gratification Yes-1, no-0 40 | 0.27 1 0.45
of his work?
1-disagree, 2-
. Does the leader take :
Leadership | - ¢ qocisions in the | 06T HSIBEE | 4 |3 09 4 .83
strength i 3-rather agree,
group. 4-agree
How bigis the leader’s | 0 rpoec |40 | 53.33 600 | 109.96
Area agricultural holding? .
o To how many social,
an- : oA .
mwwmmonw_ mmzo_.._z:.m_ u.zm politi- Zo.. of organi- 20 l17s 7 173
i cal organizations does | zations
mgmiceshin the leader belong?
1-not success-
f und ful, 2-small
Mh_c_o._u:m_:w Does the _wmmmq think success, 3- 40 | 292 a 102
the group is successful? | middle suc-
cess cess. 4-very
successiul
How would you evalu- wwﬂmﬁ n%a.
ition | € the competition. o omperi- 40 | 172 |1 |3 082
Compelition | .+, the middiemen on T T:Ew
the market? competition
For how many years
%mmwm ok does the group func- No. of years 40 (43 0 12 2.60
eration tion?

Tab. 3: Summary statistic of the independent variables

The probit model was used in order to estimate the likelihood of groups entering a ,.o:m.
tarm contract. The tobit model was employed to estimate the likelihood of negotiating a
certain price premiumt. Although seven independent variables were distinguished, two of
them, self-understood success of the group and membership in agricultural and political
organizations, were highly correlated with other independent variables and had to be wx‘
cluded from the model. It is interesting, nonetheless, that self-understood success was sig-
nificantly correlated with the dependent variable having a long-term contract (p=0.003).
That means that the leaders of the 40 groups analyzed in this section perceive themselves
and their groups as successful not in relation to obtaining a high price premium, but to be-
ing able to negotiate a long-term contract for the group and provide stability for the mem-
bers. This result is particularly striking in comparison with results obtained by Banaszak
and Beckmann (2006} who pointed out that from the members’ perspective, stability was
less valuable than selling at a high price premium. The best strategy to ensure members’
commitment and loyalty was searching for as high price premium as possible, and enter-
ing a long-term contract increased the likelihood of the group playing a prisoner’s di-
lernma game.

Considering the relationship of membership in other organizations, which was the second
excluded independent variable, with the dependent variables, it appeared to be signifi-
cantly negatively correlated with the price premium (p=0.02). This indicates that a pro-
ducer group’s leader’s membership in other agricultural and political organizations actu-
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¥ The upper line in the row indicates coefficient, and the bottem one indicates standard error
*** significant at .01 level

** significant at .05 level

* significant at .10 Jevel

Tab. 6: Regression results

The most significant positive impact on the likelihood of selling the group’s output at a
high price premium was paying a wage to the leader. Financial grasification appears to
provide the most efficient motivation for the leaders to work for their groups. Nonethe-
less, the price premium that could be obtained by the groups was highly influenced by
competition on the market. Those groups that faced harsh competition were less Hkely to
negotiate a high price premium. The age of the group had a negative impact on the price
premium, what confirms the prediction that over time the market adapts to the presence of
the group. Surprisingly the size of agricultural holding possessed by the leader also nega-
tively affected the price premium variable. This was probably due to the opportunity
cost of the leaders’ work on their own farms, which made them less available for the
groups.

These two variables representing the environment also had a significant impact on the
likelihood of groups entering a long-term contract. The only difference was that competi-
tion had in this case a positive impact on having a long-term contract. We can assume that
in a situation of harsh competition a long-term contract and its stability are more valuable
and enable one group to escape from its competitors. It is interesting that the decision
making power of the leader also had a positive significant impact on the likelihood of en-
tering a long-term contract. This suggests again that the leaders personally value more
having a long-term relationship on the market, which probably means less work for them.
If they have enough decision making power to force the group to enter such contract, they
are very likely to pursue it.
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5. Conclusions and Discussion

The study investigated the role of leadership in the process of establishing and functioning
of cooperative organizations, We also inquired about leaders’' motivation to perform their
tasks given the incentives provided by the group. The empirical evidence was collected
from Polish farmer marketing organizations called producer groups. As suggested by
(ransaction costs theory and game theory, the data show that leadership plays a key role
for establishing cooperative organizations. Similar to the findings of Ziegenhorn
(1999), most leaders had a good earlier knowledge of the members, and they convinced
most of the members to join the organizations. The literature reviewed in Sections 1 and
2. however, did not provide insights on how the institution of leadership transforms over
time. According to the data, the groups created as a result of an initiative of a strong lea-
der tend to maintain strong leadership over time. Nonetheless, in the majority of the
groups the leaders shared their power but also the work load with management teams.
As the group matures, leadership tends to cause more problems in group activity.

Taking into account leaders’ motivation to perform their task, game theory and collective
action theary suggest that leaders could be either paid by their groups or receive other re-
wards for creating extra value for group members, In the research we identified two types
of leadership strategies in managing the task of organizing joint sales. The leaders
could choose a strategy of searching for as high a premium as possible for group prod-
ucts, or they could choose a strategy which valued more stability and certainty and search
for buyers who would sign a long-term contract with the group. The main variable that
increased the likelihood of choosing the first strategy was whether the leader received a
salary. Nonetheless, if the leaders could take most decisions by themselves they were
more likely to enter a long-term contract. Entering a long-term contract was interpreted by
the leaders as a group success. Previous studies on producer groups show, however, that
members valued selling at a high price premium more than having a long-term contract
{Banaszak/Beckmann 2006: 20). Selling at a high price premium involves certain costs,
which are born by group leaders, such as monitoring the market and continually searching
for buyers.

We may conclude that leaders play an important role in establishing and maintaining co-
operation and that groups should be aware of the burden leaders have to take. Groups not
only can but must compensate leaders’ effort if they want o keep leaders’ work motiva-
tion high. If a group does not solve this motivation problem, the leaders might be more
willing to choose options which are less work-intensive for themselves but which are val-
1ted less by the group members. This might result in lower cooperation rates or eventually
having no cooperation.
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