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Fonterra National Foods bid “foolish”
Alan J Robb

Fonterra’s bid to buy the Australian company National Foods Ltd, in which it already has a 17% shareholding, is facing opposition on several fronts.  
National Foods shareholders want to keep the company Australian owned, the Board say the price is too low, yet there is an acknowledged need for rationalisation of the Australian dairy industry to eliminate surplus capacity.
The dominance of Woolworths and Coles as food retailers has resulted in cut-throat competition which has driven down the returns to farmers.  One estimate is that in 1997 farmers received about 42%t of the retail price of milk while retailers got just 17%, but  six years later farmers were getting only 25% and retailers 22%.
 Another source pointed out that the price that dairy farmers in New South Wales receive for milk has dropped from A36c/litre to A25.4c/litre, but the retail price of milk in the super markets has dropped by only A5c/litre.
The unhappiness of the Australian farmers will only increase if the role of co-operatives falls and they are unable to secure an equitable portion of the sales dollar.  Fonterra’s bid for National Foods is unlikely to improve the return to National Food’s suppliers.  They will not be a part of a co-operative.  Nor will its present shareholders.  Fonterra’s perception of its Australian operations, if the takeover goes ahead, will increase its propensity to think and act like an investor-owned company.  

But it will be a company which will be divided against itself.  Its suppliers in New Zealand will be members of the co-operative; its suppliers across the Tasman will be contract suppliers with no stake in the co-operative.  Its New Zealand suppliers will be represented through the Shareholders Council; its Australian suppliers will have no such communication channel.  Its New Zealand suppliers will have the ability to hold the Board to account; its Australian suppliers will have no such right.  

These are major threats to traditional and basic co-operative principles of democratic member control and member economic participation.
At management level, too, a major cultural division would be created if National Foods were taken over.
National Foods operates a Performance Share Plan for senior executives under which they receive shares in the company at the end of a 3-5 year period, if certain targets for earnings per share have been met. 

Clearly, executives who operate under such a scheme will have a different mindset from those whose co-operative background recognises that shares are not primarily an investment instrument but are subscribed for as a condition of membership.  Co-operative principles hold that members usually receive limited compensation, if any, on capital subscribed but benefit in proportion to their transactions with the co-operative.
If Fonterra were to take over National Foods and retain its executives the internal pressures to demutualise would undoubtedly increase.  The outcome for New Zealand dairy farmers would not be beneficial.  They would have lost control of their livelihood and be increasingly at the mercy of international financial capital.

Fonterra is foolish to pursue this hostile bid.  It would serve its members interests better by seeking alliances with other co-operatives instead of acting like an investor-owned company.

Research from Ireland casts doubt on the claims that larger co-operatives are more efficient or that corporatisation leads to sustainable benefits.
Recent surveys in America and Canada have reported that approximately two-thirds of consumers trust co-operatives and would rather buy farm products from farmer-owned co-operatives.

Working with an Australian co-operative would enhance Fonterra’s co-operative advantage.  Buying National Foods will not.
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