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News & Events from CfBA

Recent Events Highlight the Cutting Edge of Analytics, Al, and Ethics

The Centre for Business Analytics, in collaboration with the Centre for Al and
Digital Ethics at the University of Melbourne, recently hosted an insightful
breakfast session on 14 November 2024, titled "Deepfakes: A New Frontier in
Business Threats and Risks". This exclusive event brought together some of the
most distinguished voices in the fields of ethics, law, and technology. Jennifer
Mulveny, Director of Government Relations and Public Policy for Adobe Asia-
Pacific joined Ryan Black, Director of Government Affairs at Microsoft, along
with Professor Jeannie Marie Paterson from Melbourne Law School and
Katherine Forrest, Partner at King & Wood Mallesons, to explore the rapid rise
of deepfakes.

The discussion centred on the ethical, technical, and legal challenges posed by
synthetic content in an era where generative Al has made the creation of highly
realistic fake images and voices alarmingly easy. The panel spoke about the
dangers of fraud and scams arising from this technology and explored who
should bear responsibility for mitigating its misuse. More than sixty attendees
were particularly drawn to the exploration of regulatory contrasts between
Australia and the UK, leaving the room buzzing with insights and reflections on
how businesses can stay ahead of these threats.

Earlier, on 22 October 2024, the Centre hosted another exclusive event:
"Transforming Retail Through Data, Analytics and Al", with Douglas A.
Gray, Walmart’s Director of Data Science. Held at Melbourne Business
School, this dinner event focused on the transformative power of data,
analytics, and Al in revolutionizing the retail industry. With over three
decades of experience, Douglas captivated the audience with insights into
Walmart’s use of advanced analytics to optimize supply chains, enhance
customer experiences, and achieve operational excellence. The evening
was marked by lively discussions among the fifty attendees, including
industry leaders and corporate members, who relished the opportunity to
exchange ideas and explore the cutting-edge strategies shaping the future
of retail.

These events underscore the Centre for Business Analytics' commitment to leading conversations on the most pressing
issues and opportunities in analytics and Al. Stay tuned for more thought-provoking events that push boundaries and
inspire transformative decision-making.

Looking ahead to 2025, we’re thrilled to expand our offerings with new short courses, including our much-anticipated
program on Generative Al, launching in March 2025. We remain committed to fostering innovation, driving critical
conversations, and advancing the field of business analytics.

We would also like to take this opportunity to thank our corporate members, faculty, and community for your unwavering
support. Wishing you and your families a joyful festive season and a healthy, happy New Year. The Centre looks forward
to another successful and inspiring year ahead!

Melbourne Business Analytics Conference 2024 Recap

The Melbourne Business Analytics Conference, held on 15 August 2024 at the Grand Hyatt, was a resounding success.
Highlights included presentations from Owen Wilson (CEO, REA Group) and Leah Weckert (CEO, Coles Group) to showcase
how analytics and Al are transforming their organisations, emphasising the importance of strong leadership in fostering a
data-driven culture. Professor Gad Allon (Wharton) explained how data only creates a competitive advantage when it
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enhances differentiation, urging companies to replace the term “barriers to entry” with “moats” in their business
strategies. Professor Maxime Cohen (McGill) demonstrated how Generative Al can revolutionise pricing decisions,
particularly in housing, by offering more equitable solutions than traditional Al approaches. Robyn Hill (AWS) provided a
framework for navigating the Al era, lain Jardin (Gurobi Optimization) explored the power of prescriptive analytics, and
Dr. Stephen Brobst (Ab Initio) broadened perspectives on Generative Al beyond common applications.

Congratulations to all involved and we look forward to welcoming back the participants in 2025!

Latest Whitepaper from CfBA: Why do analytics and Al projects fail?

WHY DO ANALYTICS AND A new Yvhltepaper from Melbourne Busmess.SchooI s Fjentre for Bus.lness An.alytlcs
Al PROJECTS FAIL? sheds light on why more than 80% of data science projects fail, despite growing
interest in analytics and Al. The paper identifies key reasons for these failures and
provides actionable solutions to help organizations avoid common pitfalls.

According to lead author Dr. Evan Shellshear, analytically immature organisations—
those lacking in-house expertise, quality data, or senior stakeholder buy-in—are most
vulnerable. These organisations face failure rates as high as 90%, compared to 40% for
analytically mature companies that possess the right resources and experience in
applying analytics effectively.

The paper groups common failure points into four key areas: People, Process,
Technology, and Strategy. It offers practical recommendations to help organisations
improve their analytics capabilities and increase their chances of success.

cEwtmerom gy |
Wihitepaper Series ‘: BUSINESS e
August 2024 ANALYTICS oo

Dr. Shellshear emphasises that addressing these challenges is critical to the future of the analytics industry, stating, “If
this high failure rate persists, it will significantly damage the industry. Our goal is to provide a clear path to success,
particularly for organizations that are still developing their analytics maturity.”

Download a copy of the whitepaper from our website to learn why analytics and Al projects fail — so yours won'’t.

Congratulations to Suncorp for Winning the SAS Practice Prize 2024

Congratulations to Suncorp for winning the SAS Practice Prize

.( : e, with their groundbreaking Climate Index Project! This
MELBOU i 7 innovative initiative showcases Suncorp's leadership in
leveraging Al and climate analytics to measure, predict, and
manage climate-related risks across Australia and New
Zealand. By developing sophisticated models that quantify
climate risks and translate them into financial impacts,
Suncorp has redefined the insurance industry’s approach to
natural hazard pricing and risk management. The project,
presented at the Melbourne Business Analytics Conference on
15 August 2024 alongside other finalists from Forethought and
Coles, not only helps forecast weather extremes but also
enhances disaster preparedness, benefiting both the company
and the broader community. Well done, Suncorp!
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A Brand-New Master of Applied Business Analytics Degree
Program at MBS

Melbourne Business School is launching a new business analytics
degree with flexible study options designed for working professionals.
Commencing in March 2025, our Master of Applied Business Analytics
will equip students with the skills to analyse and interpret data, driving
strategic decision-making and solving real-world business challenges.
The part-time program can be completed entirely online or through a
blended format with evening classes. We also welcome individuals from
diverse academic and professional backgrounds. If you haven’t
previously studied a related field, such as commerce, mathematics, or
science, you can begin with our Graduate Certificate then transition into
the Masters program. Read more online.

Master of Applied
Business Analytics

Shape the future of your career
by mastering the skills to unlock
opportunities through business data.

GLOBAL. BUSINESS LEADERS
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Card Surcharges: Time for Australian Businesses to Rethink?

Gerardo Berbeglia

Associate Professor, Melbourne Business School

About the Author: Gerardo Berbeglia
is an Associate Professor of
Operations at Melbourne Business
School. Gerardo has a PhD in
Operations Research from the
Université de Montréal, and a Master
in Computer Science from the
University of Buenos Aires. Prior to
joining MBS, he was a Senior Scientist
at ExPretio Technologies Inc and, later,
a Postdoctoral Fellow at McGill
University

Gerardo’s research focuses on
revenue management and
quantitative models that account for
social influence in online markets. His
research has been published in
leading journals, including
Management Science, Transportation
Science, INFORMS Journal on
Computing, and European Journal of
Operational Research.

Credit and debit card surcharges in Australia have become so routine that it’s
easy to forget there was a time when they didn’t exist. Since the Reserve Bank
of Australia (RBA) permitted merchants to impose surcharges on credit card
payments in 2003, the practice has steadily increased, particularly during the
COVID-19 pandemic.

This widespread adoption is a classic example of how certain practices
become accepted over time. Initially, only a few retailers added surcharges for
card payments because they feared driving customers away. But as more
businesses followed suit, customers began to accept the extra cost, making
surcharges quite common. This mirrors other practices like airline baggage
fees and food delivery app charges—those annoying little extras that have
changed our expectations.

The Price Transparency Dilemma

Interestingly, card surcharges aren’t as common in other parts of the world as
they are in Australia. Why is that? Perhaps because, as a relatively wealthy
nation where people are willing to spend a bit more, a few extra cents or
dollars might not seem like much to Australians. Tourists, however, often find
these added fees confusing, sometimes mistaking them for service charges or
tips. When they ask about them, some even look around for a service they
might have missed!

These surcharges clash with a fundamental principle of price transparency—
that consumers should see the full cost of a product or service upfront. If you
ask an employee about the Visa credit card surcharge, you'll likely get an
uncertain “lI don’t know.” A friend visiting from overseas noticed that
sometimes the surcharge isn’t even shown on the screen during checkout; it
only appears on the bank statement later or if you request a receipt.

Is Change on the Horizon?

In response, the Australian Competition and Consumer Commission (ACCC)
tried to curb excessive surcharges by requiring that fees reflect actual
payment processing costs. For instance, EFTPOS debit payments are cheaper
to process than credit cards. So you’d expect a much lower surcharge for
EFTPOS debit than, say, for an American Express credit card. However, this
isn’t always the case. Many businesses engage third-party payment
processors or intermediaries that charge a flat rate across all card types,
regardless of the actual processing costs, effectively sidestepping the ACCC’s
intentions.

Some argue that card surcharges aren’t a major issue since Australians don’t
mind paying these small fees. However, the data tells a different story.
According to the 2022 RBA Consumer Payments Survey, around 20% of
customers avoid businesses that apply surcharges. This statistic underscores
that surcharging can negatively influence consumer behavior, potentially
driving customers to competitors who offer more transparent pricing. Setting
prices to maximize value is one thing, but adding small extra charges can
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create negative feelings over time. Additionally, surcharges
may even push some customers to pay with cash—a hidden
cost for businesses in terms of handling and security. As one
restaurant owner on the Mornington Peninsula noted, “If all
my customers paid cash, I'd need to create a ‘cash surcharge’
to cover the time we spend handling it!”

Credit and debit card surcharges in Australia could become a
thing of the past if the ACCC replicates what Europe did years
ago. In 2015, the European Interchange Fee Regulation ruled
that card-issuing banks cannot charge merchants more than
0.3% of the transaction value when a customer pays with a
credit card. Then, in 2018, another EU directive prohibited
businesses from charging addltlonal fees to customers paying with most credit or debit cards, meaning consumers in
Europe pay no surcharge at all on these transactions.

Meanwhile, for business owners, here is a suggestion: consider absorbing card surcharges and let your customers know
you’re a surcharge-free store—it could boost loyalty and revenue in the long run. If you absolutely can’t cover these fees,
display the surcharges for each payment type clearly and before the customer pays, not just afterward. And, importantly,
make sure your staff are informed so that when customers ask about the Visa credit card surcharge, they don’t just
respond with an uncertain “l don’t know.”
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Global Capability Centres (GCCs): Pioneering Innovation and Driving

Strategic Growth

Simon Aimers

Senior Director, Global Business Services, bp

Member of Industry Advisory Board, Centre for Business Analytics

About the Author: Simon Aimers is
the Senior Director of Global Business
Services at bp and a member of the
Industry Advisory Board at the Centre
for Business Analytics.

Simon Aimers is an accomplished
executive with extensive experience in
finance, operations, and strategic
leadership. With a career spanning
over two decades, Simon has held key
roles in multinational corporations,
where he has driven business
transformation, optimized global
operations, and spearheaded financial
strategy. His expertise lies in building
high-performance teams, managing
complex projects, and leveraging
technology to deliver sustainable
growth. Simon is known for his
pragmatic approach and his ability to
navigate dynamic business
environments with a focus on long-
term success.

Global Capability Centres (GCCs) are transforming the operational landscape
for multinational corporations and large national enterprises by streamlining
processes, harnessing global talent, and fostering innovation. These

specialised hubs are gaining substantial momentum, particularly in countries
such as India, the Philippines, and regions of Eastern Europe, where a highly
skilled workforce and cost advantages provide a solid foundation for growth.

According to a report by Ernst & Young (EY), India’s GCC market is projected to
reach approximately $110 billion by 2030, with the number of GCCs
increasing from around 1,500 to 2,400. Meanwhile, in the Philippines, GCC
revenues reached $32 billion in 2022—representing 15% of total national
revenues—highlighting their critical role in the economy and as key drivers of
foreign investment.

The Expanding Scope of GCCs

Initially focused on traditional functions like IT and customer service, GCCs
have significantly broadened their remit. Today, they cover vital areas such as
finance, human resources, supply chain management, and research and
development. More recently, GCCs have pivoted toward high-value activities
like data science, data analytics, digital innovation, platform engineering,
automation, and software development. This evolution signals their shift from
simple cost-saving centres to innovation hubs driving automation and
strategic growth.

Key Drivers of GCC Growth

Several factors contribute to this impressive expansion. Advances in
technology and digitalisation have transformed global operations, making it
easier to manage dispersed teams and integrate functions across borders. As
competition increases, companies are moving away from traditional
outsourcing models in favour of building internal capabilities, providing
greater control and responsiveness to market demands. This shift allows
businesses to swiftly adapt to changing consumer preferences and market
conditions, giving them a competitive edge.

The Power of Data Analytics in GCCs

As GCCs evolve, the importance of data analytics in their operations has never
been more pronounced. A striking example from my experience is the
enhancement of fraud detection in card payments. By developing advanced
analytics models that leveraged historical transaction data, we designed
anomaly detection algorithms capable of identifying unusual patterns in real-
time transactions. This proactive, machine learning-powered approach led to
a 40% increase in fraud detection rates while significantly reducing false
positives. These improvements enhanced resource allocation across
operations, driving both efficiency and effectiveness.



9 CENTRE FOR BUSINESS ANALYTICS Newsletter (November 2024)

Another example of data analytics' transformative impact is within supply chain processes. By using analytics to assess
supplier performance and predict potential disruptions, a centralized data platform was created to integrate supply chain
data from multiple sources. This holistic view enabled scenario analysis to simulate the effects of various supply chain
strategies, reducing lead times by 19% and cutting procurement costs, all while improving supplier collaboration.

Looking Ahead: The Role of Data in Generative Al

Looking to the future, the role of data in powering generative Al is becoming increasingly pivotal. Generative Al models,
such as those used in natural language processing and image generation, rely on vast, diverse datasets to discern
patterns, context, and nuances. We are already seeing its potential in customer service applications, where it enhances
the effectiveness of chatbots or enables service agents to access accurate technical information seamlessly. The
continuous access to fresh data, inherent to GCC operations, is critical for fine-tuning these models and boosting their
creativity and adaptability.

The Future of GCCs and Data-Driven Innovation

As GCCs continue to evolve into innovation powerhouses, the role of data analytics in driving their services and
operations is clear. By fully leveraging the potential of data, GCCs can not only mitigate risks but also unlock significant
advancements in productivity and strategic growth. As businesses increasingly recognize the value of GCCs, investing in
data-driven capabilities will be crucial for long-term success in a constantly shifting global marketplace.
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Man to Machine: The Al Revolution in Hiring

Chamilka Udugoda

Student, Master of Business Analytics Program, Melbourne Business School

Student Fellow, Centre for Business Analytics

About the Author: Chamilka Udugoda
is currently a student in the Master of
Business Analytics program at
Melbourne Business School and a
Student Fellow of the Centre for
Business Analytics.

Chamilka is currently pursuing the
Master of Business Analytics program
at MBS. Coupled with a bachelor’s
degree in engineering and experience
working in Engineering Analytics, she
has acquired a strong foundation in
structured problem-solving with a
Data Science approach. Her passion
lies in tackling complex business
challenges through data-driven
decision making, by leveraging her
experience in both the engineering
and data domains.

In today’s fast-evolving technological landscape, artificial intelligence (Al) is
transforming the hiring process, offering companies unprecedented efficiency
and objectivity. From resume screening to initial interviews, Al promises to
streamline operations and reduce human bias, making it an attractive tool for
employers. However, as hiring shifts from human-led to Al-driven processes,
organisations must navigate a range of new challenges.

Effective Assessment with KPIs

To effectively assess candidates, companies need to establish key
performance indicators (KPIs) that not only reflect past success but are also
unbiased and reliable. This can be a significant challenge since performance
evaluation is inherently subjective, with success factors varying greatly across
industries, organisations, departments, and roles. Additionally, Al models
trained on limited datasets may struggle to make accurate predictions, which
could compromise the quality of decision-making.

To address these challenges, it is essential to combine Al-driven data analysis
with human judgment when developing and refining KPIs. By collaborating
with data scientists and HR professionals, companies can ensure that their Al
tools are adapted to the complexities of human resources. Regularly updating
KPIs based on real-world outcomes also helps maintain their relevance and
fairness. Partnering with specialised recruitment agencies can further improve
Al-driven assessments by utilising better algorithms trained on larger, more
diverse datasets.

Transparency and Accountability

One major concern with Al hiring is the lack of transparency in its decision-
making process. Al systems can inadvertently inherit and amplify biases from
their training data, which may result in discriminatory practices that are
difficult to explain. For example, if historical data reflects biases towards
certain races or genders, an Al model trained on that data could
unintentionally discriminate against other groups. This "black box" nature of
Al introduces legal and reputational risks for organisations.

To mitigate this, regular audits to identify and address biases are crucial.
Additionally, it's important for organisations to understand not just which
factors are linked to success but why those factors are significant. Focusing on
causal relationships allows companies to make decisions that are not only
effective but also fair and justifiable. This approach reduces the risk of
perpetuating biases and provides a stronger legal and ethical foundation for
hiring decisions.

Candidate Engagement

A purely data-driven approach to hiring can overlook candidates' soft skills
and unique strengths, which are critical for a holistic assessment. Moreover,
Al-driven processes can reduce human interaction, leaving candidates without
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valuable feedback on their application outcomes. The efficiency of Al can also lead to a high volume of applications being
processed quickly, often resulting in multiple rounds of technical assessments and interviews. This demanding process
can demotivate candidates and cause companies to lose out on exceptional talent.

Incorporating qualitative evaluations, such as structured
interviews and group dynamics assessments, can offer a more
comprehensive understanding of each candidate. Al tools
that analyse soft skills through natural language processing
can maintain assessment efficiency without sacrificing quality.
However, it's important not to overwhelm candidates with
too many assessments at once; a step-by-step, progressive
approach is more effective. Additionally, ensuring that the
final stages of hiring involve human judgment adds a personal
touch and validates Al recommendations. Gathering
candidate feedback throughout the process and providing
detailed insights based on performance analytics can also
help maintain engagement and build trust in Al-driven hiring
systems.

While Al has the potential to significantly improve hiring efficiency and objectivity, it also introduces challenges that
require careful management. Organisations must integrate Al with traditional hiring practices to harness its benefits while
preserving fairness and a positive candidate experience. By effectively balancing these aspects, companies can attract top
talent and gain a competitive edge in today’s dynamic job market.
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Cracking the Cash Crunch: How Co-ops Can Boost Farmer Profits and
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Deputy Dean, Academic
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Academic Fellow, Centre for Business Analytics
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Dean, Academic at Melbourne
Business School. Tava is an award-
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supply chain management, with a PhD
from Stanford University and
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departments at the University of
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She taught operations and
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Washington University’s Olin Business
School —first as Associate Professor
and later Professor — from 2000 to
2010, and was an Assistant Professor
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1994 to 2000.

This article provides a non-technical summary of the recent research paper
published in Production and Operations Management titled "Financing and
Farm-Gate Pricing Strategies for Agricultural Cooperatives With Cash-
Constrained Farmers", authored by Gerardo Berbeglia in collaboration with
Xiaoyan Qian and Quan Zhou.

Citation: Qjan, Xiaoyan, Quan Zhou, and Tava Lennon Olsen. "Financing and Farm-Gate Pricing
Strategies for Agricultural Cooperatives With Cash-Constrained Farmers." Production and
Operations Management 33, no. 8 (2024): 1641-1658.

Abstract: Equity investment in agricultural cooperatives (co-ops) is typically limited to
farmer-members; yet farmers are usually cash-constrained. In addition to the common
stock that is held by farmer-members, many co-ops are changing their financial
structure by raising equity from external investors. This helps co-ops to collect capital,
but also brings to the fore the conflicting benefits of farmers and external investors. In
this paper, we develop a two-stage game-theoretic model to examine a start-up co-op’s
farm-gate pricing and financing strategies, considering two types of external fund:
preferred stock that bears a fixed return rate and outside stock that shares the net
profit (in proportion to equity) with common stock. We characterize the co-op’s
strategies in different scenarios and generate the following insights. First, while both
types of external equity outperform the case with common stock only, the preferred
stock generally outperforms outside stock due to its lower financial cost, higher
tolerance for fund size limits, and flexibility in setting farm-gate prices. However,
outside stock can outperform preferred stock if it allows a higher fund size limit.
Second, the co-op’s financial strategy exhibits a similar structure in equilibrium
regardless of whether it is preferred stock or outside stock, despite their distinct
financial terms. Finally, farm-gate pricing has a unique role in co-ops affecting the
returns to farmers and external investors, which also highlights the conflicting roles of
farmers as both patrons and investors when external equity is used.

Agricultural cooperatives (co-ops) are more than just organizations; they are
lifelines for farmers, especially those in developing regions where access to
markets, technology, and resources can be limited. By pooling resources and
collaborating, co-ops provide smallholder farmers with the bargaining power
and infrastructure they need to thrive. However, a major barrier stands in
their way—capital. Tava Olsen, Professor of Operations, Deputy Dean, and
Academic Fellow of the Centre for Business Analytics at Melbourne Business
School, and her colleagues, Dr Xiaoyan (Miya) Qian (University of Melbourne)
and Dr Quan (Spring) Zhou (University of Wollongong), delve into innovative
solutions that allow co-ops to raise necessary funds while safeguarding farmer
interests. The research offers a detailed roadmap for co-op leaders to navigate
the challenges of securing external funding, balancing risk, and ultimately
boosting profitability.

Farmers Need Cash, But Co-ops Need Capital

Co-ops rely on equity contributions from their farmer-members. This is where
the problem begins—many of these farmers operate on tight margins, often
struggling to finance even their own farming operations. Asking them to
contribute additional equity is a tough ask. For co-ops, this cash constraint
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limits their ability to scale up, invest in new technologies, or launch marketing initiatives that could significantly increase
their market share. Stuck in a cycle of low yields and limited growth, many co-ops fail to unlock their true potential.

To address this, some co-ops have turned to external investors, but this isn’t without risk. If outside investors gain too
much influence, it can dilute farmer control, undermining the very principles that co-ops are built on. This study provides
a sophisticated analysis of how co-ops can attract external funding while maintaining their cooperative structure, offering
insights that can help co-op leaders balance these competing priorities effectively.

Strategic Financing and Pricing

Olsen and her colleagues develop a two-stage game-theoretic model for the decision-making process of a start-up co-op
as it raises capital and sets pricing strategies. This model allows them to evaluate different scenarios, including:

e Common Stock Only: In this traditional model, co-ops rely solely on
equity raised from farmers. This approach ensures that farmers
maintain full control, but it is often insufficient for co-ops aiming to
grow or modernize.

e  Preferred Stock: This option introduces fixed-return equity from
external investors, who receive a set dividend without gaining voting
rights. It allows co-ops to bring in needed capital without
compromising farmer ownership and control, making it a popular
choice for co-ops seeking balanced growth.

e  Outside Stock: This approach offers equity that shares in the profits proportionally, much like common stock, but
without voting rights. While it can raise substantial capital, it requires careful management to align the interests of
external investors with those of the farmer-members.

Through this structured approach, the researchers identify which strategies are most effective depending on the co-op’s
size, financial needs, and market conditions, providing a comprehensive guide for co-op leaders looking to make informed
financial decisions.

How to Navigate Financing and Pricing

In Qian, Zhou, and Olsen’s research, three critical insights emerge that offer practical guidance for agricultural
cooperatives seeking sustainable growth. By strategically leveraging different types of external equity and optimizing
farm-gate pricing, co-ops can not only overcome capital constraints but also align their financial strategies with their
mission of maximizing farmer profits. These insights serve as a blueprint for co-op leaders aiming to build resilient,
profitable, and scalable businesses while staying true to cooperative values.

o Preferred Stock: The Goldilocks Solution: For co-ops that need external capital but want to protect farmer control,
preferred stock offers an ideal balance. Unlike outside stock, which shares profits with external investors, preferred
stock provides investors fixed returns. Because it doesn’t confer voting rights, farmers maintain control over key
decisions, ensuring the co-op stays true to its mission. This structure is not only cost-effective but also offers flexibility
in farm-gate pricing—allowing co-ops to adjust prices paid to farmers in a way that maximizes overall returns. The
study suggests that preferred stock is often the best fit for smaller or emerging co-ops seeking manageable growth
without overextending themselves financially.

e Farm-Gate Pricing: A Strategic Lever for Profit and Growth: Farm-gate pricing—the price co-ops pay to their farmer-
members for produce—is a critical tool for balancing the interests of both farmers and investors. By setting strategic
farm-gate prices, co-ops can influence the profitability of their operations and manage risk. This research emphasizes
that when external equity is involved, co-ops must carefully manage these prices to satisfy the dual goals of
maximizing farmer returns and ensuring that investors receive their expected returns. This dynamic pricing strategy
allows co-ops to navigate fluctuating market conditions while ensuring the long-term sustainability of their business
model.



14  CENTRE FOR BUSINESS ANALYTICS Newsletter (November 2024)

® Tailored Financial Strategies: Adapting to Growth and Market Conditions: One of the most valuable insights from this
research is that co-ops must adapt their financing strategies as they grow. There’s no one-size-fits-all approach. For
smaller or start-up co-ops, preferred stock often proves to be the most efficient route. It’s affordable and provides
the flexibility needed when capital is tight. However, as co-ops expand and require more substantial capital
investments—such as infrastructure development or scaling their marketing efforts—outside stock might become a
viable option, provided the market conditions are favourable. In these cases, outside stock can attract significant
investment by sharing profits proportionally, though co-ops must remain vigilant to avoid compromising farmer
control.

The Big Picture: Opportunities and Challenges in External Financing

Qian, Zhou, and Olsen’s research is particularly timely as
agricultural co-ops increasingly seek ways to modernize and
compete in a global marketplace. For co-op leaders, the
insights provided serve as a strategic playbook, detailing how to
approach external financing without losing sight of the
cooperative mission. By customizing financing and farm-gate
pricing strategies to align with their growth stage and financial
constraints, co-ops can unlock new opportunities for expansion
and profitability.

However, the study also highlights the potential pitfalls.
Introducing external equity, while beneficial for raising capital,
must be managed carefully. The research shows that while
preferred stock often strikes the right balance between growth and control, outside stock can be risky if not handled
correctly. Co-ops need to ensure that investor expectations are aligned with the long-term vision of the cooperative, and
farm-gate prices must be set in a way that satisfies both farmer-members and external stakeholders.

A Blueprint for Co-op Success

For co-op leaders, , Qian, Zhou, and Olsen’s study is more than just an academic exercise; it’s a practical guide for
navigating the real-world challenges of financing and growth. The research provides actionable steps:

e Start Small and Stay Flexible: For emerging co-ops, preferred stock is often the safest bet. It allows access to capital
without over-committing or risking control. Co-op leaders should focus on building a stable financial foundation and
ensuring that farm-gate pricing remains adaptable to changing market conditions.

e Scale Strategically with Outside Stock: As co-ops grow, outside stock becomes a more attractive option for raising
larger amounts of capital. However, it’s essential to keep a close eye on investor terms and ensure that control
remains with the farmer-members.

¢ Use Farm-Gate Pricing as a Tool for Alignment: The farm-gate price should be viewed as a lever that co-ops can
adjust to manage the expectations and interests of both farmers and investors. By strategically setting these prices,
co-ops can balance profitability and sustainability.

The Bottom Line: Growing the Future of Agricultural Co-ops

Qian, Zhou, and Olsen’s work sheds light on the financial pathways that agricultural co-ops can take to overcome cash
constraints and achieve sustainable growth. By thoughtfully implementing these financing models and pricing strategies,
co-ops can expand their operations, boost farmer profits, and bring long-term stability to their members. For co-op
leaders, this research provides a comprehensive strategy to navigate the financial complexities of the modern agricultural
landscape while remaining true to their mission of empowering farmers.

In an increasingly competitive market, the ability to balance growth with cooperative principles will be what sets
successful co-ops apart. With the right approach, agricultural co-ops can not only survive but thrive, becoming powerful
drivers of economic and social change for farmers worldwide.
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