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Abstract

Influenced by the legacy of command economies, the recent agricultura cooperation in
Central and Eastern Europe is, compared to EU countries, marked by a different pattern.
Based on smplified ownership incentive gpproach, this paper distinguishes between the
fundamentd features of communigt, post-communist and democratic cooperatives. While in
most Central and Eastern Europe there are more production cooperatives than marketing /
supplying (secondary) cooperdives, in EU countries the ratio is reversed in favour of the
secondary cooperdaives. The more common utilisation of secondary cooperatives that
enable a verticd integration might be one of many reasons for more competitive agricultura
sector in the EU. Based on circumdtantid higtorica evidence, and the influence of internal
and externd factors, this paper identifies three common steps that form pre-requisites to a
successful cooperative development. The paper closes with noting that these three steps
might not be directly gpplicable to the CEEC dtuation.

" The author would like to thank Ingrid Henriksen, Kostas Karantininis, Niels Keagérd, Karsten Kyed,
Henrik B. Olesen and participants of the @resund Seminar, May 15", 2002 for valuable comments on
earlier versions of the paper.

This working paper presents a collection of material for understanding a range of cooperative related
issues and subsequently the base for paper entitled as: “Will post-communist cooperatives work?:
Social capital dynamics and the performance of cooperatives’.



1. Introduction

In generd, cooperation conditutes a naturd part of peopl€'s culture that enhances an
economic and socid life of rurd aress. Sociologists have known this fact for dmost a
century, and recently also economists have begun to take an interest in thistopic. Although
the socid sciences Hill lack a consensus on how to quantify cooperation, severd studies
have found significant links between socid indicators and economic growth (Knack and
Keefer; 1997, Temple, 1998, Zak and Knack; 2001). The meaning of the word
“cooperation” can be explained ether in a broad term or more specificaly, reaing to the
precise definition of cooperatives, which isintroduced in box 1, on page 3.

The exigence of cooperatives in the agriculturd sector is induced by a number of
biologicdly related conditions that imply grester uncertainty. Moreover, a farmer is dways
“amdl” in comparison with his trading partners. Driven by this economic force for survivd,
by joining together farmers tend to achieve a greater bargaining strength, which isindeed one
of the main reasons why they form cooperatives.

The historica as wdll as recent experiences show that in some countries and some sectors
cooperatives play a key role. Based on these favourable experiences and the fact that
cooperatives have been cdled “schools for democracy”, Hillbom (1998) states “there are
correlations between progress towards democracy, moves towards a market economy and
economic growth”. As implied by this notion, Hillbom (1998) proclams that cooperatives
could play amgor role in the process of EU enlargement.

The paper utilises a smple framework, depicting the need for a homogenous objective
within the cooperative. With this framework, it is eeder to capture some of the differences
between production (primary) cooperatives and the farmer-owned marketing or supplying
(secondary) cooperatives. The paper then examines the status quo of cooperative
development in the countries of Central and Eastern Europe (CEEC). The main objective of
this paper is to find common patterns leading to the success of cooperatives, and therefore
the paper closdy examines the cooperative development in various EU countries.

The paper is dructured in the following order. After the theoretical background and
approaches to cooperation, the practical reasons for banding together are elaborated. This
section is followed by description of cooperative culture and palitical environs. Experiences
from cooperatives operating worldwide are followed by the recent cooperative experience
in Centra and Eastern Europe. The issue of credit is elaborated as a separate section. Then,
a condderable attention is given to examples of cooperative movements in the existing EU
countries. Based on the country examples, the paper identifies the common denominators
for setting up cooperatives, and the paper terminates in conclusons.



2. Theoretical framework

Cooperation in genera terms determines the extent to which economies of scale and scope
are exploited and the degree to which complementarities are recognised, exploited and
utilised (Harris; 1998). Standard neoclassical economists suggest that economic agents will
co-ordinate their actions and engage in industry development activities whenever the benefits
from doing 0 outweigh the cogts. Under the neoclassca model, there is little room for
externd agents to facilitate industry development. Assuming, there is an absence of
externdities, then the market handles this most efficiently (ceteris paribus).

Despite the potential net gains, there are individuds and firms that are not able to co-
ordinate their activities to take advantage of the gains. There are many reasons for this.

Chloupkova and Bjarnskov (2002a) mention the lack of socid capitd, Fulton (2001) points
to the leadership problem, etc.! Whatever the roots of the problem are, one feature seems
to be common - when information is codtly to obtain, the information processing capabilities
of participants limited, the peer-assessng mechanism hampered, individud participants will
be tempted to act Strategicaly and to try and obtain abigger share of the “pi€’ for them. The
following box defines an optimal cooperation.

Box 1. Definition of cooperation process and cooper atives

Cooperation can be defined as working or acting together for a common purpose or
benefit (Webster’'s College Dictionary; 1991, p. 300). In essence, cooperation
represents the process of interaction between (i) cooperatively committed members,
employees and leaders and their expectations for the future, (ii) cooperative values
inherited from the past and expressed in principles, programmes, statues, books,
education material, etc, (iii) practical cooperative applications, structures, methods of
activity, education, etc. also inherited from the past, and (iv) the environment of
cooperatives, e.g. the government, the institutional structures of the society at large,
the economic system, the values in the community, etc. (ICA; 1998)

According to the International Cooperative Alliance (ICA), a cooperative can be
defined as a group of people who join together in a common undertaking in accord
with the six principles that are as follows:

0] Membership is open and voluntary.

(i)  Thereisdemocratic control, usually on the basis of one man, one vote.

(@iii)  Interest on share capital islimited.

(iv)  Distribution of surplus proportionally, according to the level of transactions
(v)  Cooperatives devote some part of their surpluses to education.

(vi)  Cooperatives cooperate among themselves.

! Social capital is usually defined by features, such as “trust, norms and networks that can improve the
efficiency of society by facilitating co-ordinated actions’ (Putnam, 1993, p. 167).




Despite this stringent definition, some cooper atives not always obey all of these
principles, for example Scandinavian cooperatives are less rigorous regarding
principle (v) and (vi).

Despite this theoretical definition, the gpplication of cooperative principles to redity has
aways been a matter of priorities and compromises. These criticd decisons pertaining to
the cooperative movement must swiftly reflect the changing environs, the interaction between
cooperétive development and the environs is depicted in figure 1.

Figure 1. Factors affecting the development of cooper atives

Economic and politicad system

Internationa Economy Q
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State, government E®)
Legjslation, Social and Economic Policy g
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Source: |CA; 1998

Furthermore, as mogt red-life Stuations, aso the cooperative movement is characterised by
uncertainty and by multiple interdependent agents with different short and long-term
interests.

Influenced by the semind work of Hansmann (1996) a framework that depicts ownership
issue for explaining objectives of enterprisesis considered.

Figure 2. Ownership and objectives of processing enterprises on the agricultural
sector

Owners Objectives Enterprises
@ Suppliers Max. price Farmer-owned cooperative
(b) Labour Max. salary Employee-owned firm
(© Capitd Max. profit Investor-owned firm
(d) Consumers Min. price Consumer-owned cooperative

This dmplified matrix illustrates that according to their ownership, various enterprises can
have various, sometimes contradictory interests. Table 3 in the appendix then depicts the
principa distinguishing festures between cooperatives and companies.



3. Why should far mers cooper ate?

For practical reasons cooperation has been one of the crucial means by which smdl farmers
managed to survive. With the development of capitdism, when larger companies were
sdling inputs to farmers and buying produce from them, farmers have been forced to protect
themselves from being picked off one by one, and generdly exploited, they have pooled
their buying power in order to attract lower prices from suppliers and pooled their sdling
power S0 that at the market one farmer cannot be played off against the other (Christensen;
1983).

For the purpose of pooling efforts and cooperating, some form of credible commitment is
often required. The exigence of a criticd mass can dso have a podgtive influence on
collective activities An externd agent can hdp in rdlying together a criticad mass of
participants and can assst groups to develop indtitutiona arrangements that creete assurance
and credibility; thisissue and examples are part of sections 8 and 9.

Box 2: Agricultural cooperatives

Agricultural cooperatives are then defined as. “ Groups of farmers mutually linked in
the corporation, which they form and whose services they avail themselves of, in a
double relationship of active participation and full membership. Their principle
activity is not agriculture, as might be expected from their title, but it is the farmers
concerted use of the means at their disposal to facilitate and develop their economic
activities” (Vienney; 1980).

There is a scope for exploiting farmer-owned merketing or supplying cooperatives in order
to ensure tighter vertica integration and to prevent that profits arriving from processing are
not pocketed by middlemen and processors. Simultaneoudy, globd issues, such as trade
liberdisation and industry concentration reflect the need of transformation of cooperativesto
seize the vertica integration opportunities? Van Bekkum and Van Dijk (1997) dlaim that as
the reasons for the existence of cooperatives are based on a number of Structura
characterigtics of agriculturd production and countryside life in the future cooperatives are
likely to continue to play a rdevant role in the agricultural sector; illudrative of thisis dso
that new cooperatives are being established.

4, Cooper ative culture and political environs
The structure and culture of agricultura cooperatives varies according to the weight

agriculture has in the economy. Generdly spesking, the strengths and wesknesses of
cooperatives are “two ddes of one coin’, rooted in the sructure of cooperatives.

2V/iz. paper “The Economic and Historical Foundations of Agricultural Policy” for more information




Holmstrom (2002) dtates that “a cooperaive must be organised around a homogenous
interest” in order to perform well.*> As an example of homogeneity in terms of the figure 2
can be given the uniform objective of milk marketing cooperative to achieve maximum per
unit price for the supplied milk, and not for example the highest sdaries. Table 1 then
illustrates how interests can vary within the cooperative.

Table 1. Various cooper ative stakeholders and their rational concerns

Publics Area of concern

Farmer/Members (i) Good price, (i) Equity price, (iii) Reduction of risks, (iv)
Access to the market, (v) Continuity of farming

Customers () Food safety, (i) Wholesomeness, (iii) Product price, (iv)
Marketing efficiency

Employees (i) Fnancid benefits, (ii) Recognition/Pride, (iii) Working
environment

Suppliers (i) Price, (ii) Stability, (iii) Continuity

Government (stateflocal) (i) Taxes, (ii) Prevention of oversupply, (iii) Law enforcement,
(iv) Competition (i.e. no subsidies)

Society (i) Sustainable growth, (ii) Preventing the outflow of resources,
(i) Education and services, (iv) Civil rights, (v) Pollution
abatement, (vi) Employment provison

Landowners (i) Good rent on land, (ii) Appreciation of land value

Source: Based on Van Bekkum and Van Dijk (1997)

Bogetoft and Olesen (2000) confirm that in order to secure cooperation, it must be
beneficial for dl groups of members to cooperate. In other words, no group of members
should be able to benefit by leaving the cooperation. In the sake of cooperative s efficiency,
its management must pursue the members  interests rather than their own (lbid; 2000). In
this respect, Fulton (2001) observed that due to their more heterogeneous interest,
multipurpose agricultura cooperatives are more likely to become trgpped in an inefficient
state.

It would be desirable to correct the cooperative structure and iron out any discrepancy
rdlated to non-homogenous objectives. However, the cautious conservative tendency
towards change can work againgt the cooperative itself. This conservative and democratic
qudity, whilst desirable in itsdf, becomes problematic within an environment that demands
rapid decisons, such as giving up unprofitable activities; the leadership problem as presented

% “Markets vs. Managers’ presentation by Prof. Bengt Holmstrom, Department of Economics, MIT,
Cambridge, USA on April 25", 2002 in Copenhagen.



by Fulton.” In some cooperative environments, common (planned) functions tend to become
too rigid, too insendtive and tend to increase conflict between the demand for loca
autonomy and the traditiond vaues of solidarity (Brazda and Schediwy; 1989). If the vague
dructure of ams of the cooperative dlows it, this can lead to the stagnation, and even
collapses of cooperatives, snce some cooperdive leadership falls to adapt to changing
environments and incompetent leaders could persst in their functions until their retirement.
A prerequigite for any successful structurd change is a change in the state of mind of the
elected leaders, at management level and with the members of cooperatives. In addition, the
cooperative culture can lack honesty (e.g. the free rider problem) and thusit isimperative to
ensure that each cooperative member has easily obtainable information about the other
members.

Another aspect, which can act as a disadvantage to cooperatives, is that the traditiona sdif-
financing can be in conflict with the increasing need for investments. The basic am to serve
the needs of members has traditionaly given cooperative organisations a locd orientation.
Brazda and Schediwy (1989) argue that cooperatives have not considered export
opportunities, and by tradition, producer cooperatives do not enter the territory of other
cooperatives, when they want to export. On the contrary, Bogetoft and Olesen (2000) state
that Danish agricultural cooperatives are engaged in export to a great extent.”

Rooted in the traditiona cooperative vaues, the process of adaptation becomes problematic
and matters in cases when a decision should be taken as to whether it would be beneficid to
transform into a joint stock company, obtain equity capitd from source other than the
members, sell cooperative shares on the stock exchange markets, expand by taking over
private enterprises. ICA (1998) claims that cooperative organisations are moving from their
traditiona structure towards capita-associative systems.

Based on the down points of cooperatives described above, a New Generation
Cooperatives (NGCs) have been introduced during the past decade in order to avoid some
of the problems of traditiona cooperatives relating to niche and specid production (Bogetoft
and Olesen; 2000). The dements, which make up the NGCs, are not in themsalves new.
What is new is the combination of eements and the relatively large number of cooperatives
tha share these characteristics NGCs are paticularly distinguished from traditiond
cooperatives by having closed membership and thus can exclude certain producers from
becoming members. This can be advantageous if the producers have private information
about other producers (non-members) activities, and for obvious reasons cannot be
exploited in cooperatives with open membership. The second distinguishing fegture is the
fact that can operate with tradable production rights (Ibid; 2000). Production rights can be
bought when the cooperdive is in gart-up, or when there is an expansion of its capita or
production. Production rights give both, a right to supply and an obligation to supply.
Members can only supply in accordance with their production rights, and the cooperative
can buy production from athird party at the member’s expanse if amember cannot fulfil his
obligation to supply.

* “Leadership in Democratic and Participatory Organisations’ presentation by Prof. Murray Fulton,
University of Saskatchewan, Canada at @resund Seminar, Copenhagen, 17 April 2002.
® Danish Crown exports 80% of its output (Bogetoft and Olesen; 2000).



5. Cooper atives around the world

The pattern of the cooperative dtructures is different in different parts of the world,
depending on their initid stages of development. For example, in the leest developed
countries, there are only few cooperative organisations that would qudify to be members of
the Internationd Cooperative Alliance. In least developed countries, primary agriculturd
cooperatives are dominant type and credit cooperatives are connected © the primary
agricultura cooperative (ICA; 1998). Furthermore, these countries might have various types
of precursors of cooperatives, and more or less informa work groups belonging to the old
culture. On the other hand, 25% of the developing countries have cooperative organisations
that belong to the ICA (Ibid; 1998). The largest proportion of them seems to be the credit
cooperatives, followed by agriculturd, consumer, fisheries and workers cooperatives.

In newly industrialised countries, such as South East Ada, ICA membership is quite high and
cooperative organisations have been expanding since the 1970s (Ibid; 1998). Agriculturd,
credit, consumer and multipurpose cooperatives are the dominating types. In the
industrialised countries with market economy, most countries have cooperative organisation
that belong to the ICA. In these countries, consumer cooperatives predominate, closely
followed by agriculturd and insurance cooperatives. In industridised countries the
cooperative pattern is more diversfied, with an increased level of credit cooperatives and
housng cooperatives however they 4ill conditute reatively smdl pats of the tota
cooperative sector. Credit unions account for the largest cooperative part, especidly in the
USA, Canada and France (Ibid; 1998).

6. Cooperativesin Central and Eastern Europe

Based on the pogtive experiences from a number of cooperatives that exidts in the EU
countries, many sources advocate that cooperatives should be reintroduced in the post-
communist European countries in order to iron out problems inherited from transforming
their agricultural sectors (eg. FAO; 1994, Hillbom; 1998). Before proceeding in the
description of cooperatives in the post-communist countries, it is important to darify the
potentidly mideading terminology.

Using the concept of figure 2, the “cooperdaives’ under the communist regime denoted
agriculturd  production cooperdives, in fact collective fams. Within the theoretica
conditions of this framework, these cooperatives most closdy resembled landowners
pooling their land in order to farm together for high return on their land achieved via the
utilisation of economies of scale® Despite the forced membership to these cooperatives, the
objective of their members could be characterised as homogenous. What led to their
mafunctions was a whole range of factors, from which the biggest obstacle was that they
operated in command economies with constrained input and output opportunities. Despite
the theoreticd homogenous interest at the beginning of cooperative era, later it became

® |n a case when the state is the owner of the land, then its objective is state budget balance, and not
necessary the highest return on land, etc.



common that dso land-less people could joint the cooperative (see resemblance with the
employee-owned firm in figure 2). Thisimplies mixing two different objectives and arriving at
heterogeneousinterest of the cooperative. Although this negative effect during the communist
regime was probably overshadowed with a more adverse impact of command economies,
this mixture of contradictory interest must be considered for the reformed cooperatives of
the free market.

Although it was politicaly advocated that collective farms were “joining resources and
sharing bendfits’, these “cooperatives’ did not obey the principles set by ICA, nor were
they agriculturd cooperdives in terms of Vienney (1980) definition This pseudo-
cooperation was possble due to the atificidly enforced third party mechanism. The
following table depicts the importance of collective farms (known as cooperatives) before
and after transformation.

Table 2: Importance of agricultural producer cooperativesin CEEC

Sharein totd agricultura area (%) Average sze (ha)
Y ear 1988 1997 1988 1997
Poland 4 3 335 222
Hungary 80 28 4,179 833
Czech Republic 61 43 2,578 1,447
Sovakia 69 60 2,667 1,509
Egtonia 57 na 4,060 na
Lavia 54 n‘a 5,980 n‘a
Bulgaria 58 42 4,000 637
Romania 59 12 2,374 451

Source: European Commission; 1998

As table 2 shows, the number and the importance of collective farms (cooperatives) have
declined during the last decade. These “surviva” cooperatives have usudly transformed into
“new” cooperdtives that comply with the ICA definition. Based on their previous operations,
most of these transformed cooperatives continue to operate as production cooperatives. At
the same time, the marketing and supplying cooperatives have emerged.” Although not
adways available in the gatidics, the digtinction between these two “cooperative’ forms is
imperative.

The following country examples illudirate the point thet athough available gatistics might give
the impressions thet there are plenty of “cooperatives’, a condgderable part of them are the
production cooperatives (mainly reformed collective farms). The true cooperatives are not
currently widespread in CEEC (Chloupkova and Svendsen; 2002). What farmers would
benefit from is the existence of cooperatives in the up-&-downstream sectors (see appendix
for table 4 and 5, which compare cooperative structure in EU and CEEC). The role of these
cooperatives would be further enhanced they operate as farmer-owned cooperétives, a
proven gtructure in the Danish agricultura sector.

" Marketing cooperatives are based on vertical integration and horizontal coordination.



Current gatistics from the Czech Republic illustrates that in 2000 there are 791 production
cooperatives, with 262,000 members and 68 supply and marketing cooperatives, with
2,013 members. The production cooperatives have its market share estimated at 34%
(Associion of Agricultura Co-operatives and Companies of the Czech Republic; 2001).
Despite the successful experiences with a whole range of “secondary” cooperatives, esp.
credit cooperatives (kampelicky) in Bohemia and Moravia in the 19" and beginning of 20"
century, the more recent history of communist regimes sheds some light on the fact that the
current cooperative sector is dominated by the “leftovers’ of collective farms, the production
cooperatives. Nevertheless, Chloupkova and Bjarnskov (2002b) warn that no government
should engage in a direct involvement (eg. subsdies) in order to help set up these
cooperdives. Smilarly, there are economic arguments for abolition of any codly third-party
enforcement mechanism that keep reformed production cooperatives viable® The current
Czech cooperdaive scene is lacking more “red” cooperatives in the up-&-downstream
sector that would strengthen the vertical integration in the agro-food chain. Based on the
shared higtory during the communist regime in Czechodovakia, the Stuation in Sovakia,
where in 2000 operated atogether 801 agricultural cooperatives resembles to a certain
extent the Stuation in the Czech Republic (Association of Agriculturd Go-operatives and
Trading Companies of the Sovak Republic; 2001).

Smilaly, the Bulgarian cooperative sector is dominated by agriculturd production
cooperatives that produce 82% of wheat and 20% of the milk (Nationd Union of the
Agriculturd Co-operatives in Bulgaria; 2001). While production cooperatives dominate the
Bulgarian agriculture, there is no mentioning of solely “secondary” cooperatives in the up-&-
downstream sector. This is despite the fact that after 1990, the export marketing
organisations has been liquidated and now there is no foreign market outlet for the
agriculturd products, therefore “agriculturd products, even in a little quantity, can be not
sold” (Ibid; 2001).

Hungary is one of the countries where the need of new cooperative mode was recognised
and with the promotion of Count Sandor Karolyi, the Cooperative Devel opment Foundation
was established. Danish Federation of Co-operatives provided intellectua assistance in the
development of cooperation and was aso in charge of the clarification of conceptud issues
(Nationd Alliance of Hungarian Co-operatives and Producers; 2001).

In Latvig, the current influence of farmer-owned processing or vaue added cooperatives is
vay sndl and quantifying ther economic importance is difficult (Lavian Farmers

8 “Theoriginal philosophy underlying the concept of state-sponsored cooperatives, namely to allow co-
operators to learn by making their own mistakes, was gradually abandoned and instead the policy to
prevent rather than to cure, was applied, covering cooperatives with a net of interventionist owners of
inspection, inquiries, approvals required for aimost every decision, secondment of staff and direct
interference with the day-to-day management administered by an ever increasing, costly but largely
inefficient development bureaucracy” (Muenkner; 1991). Thisillustrates that cooperatives can in certain
conditions degenerate and thus become burden to the economy. In instances when cooperatives have
political influence and thus are protected from their natural disbanding, they might become an additional
burden to the economy.

10



Federation; 2001). The farmer owned cooperatives that have developed during the last
decade usudly operate on aregiona leve. The assstance to the formation of the new farm
owned cooperatives represented by the Latvian Farmers Federation has came from
Sweden, Denmark and the USA (Ibid; 2001).

Due to many objective and subjective reasons, cooperation is difficult and the Lithuanian

cooperative deveopment is dow (Lithuanian Association of Agricultura Cooperatives,
2001). One of thereasonsisthat smal unproductive farms gain little profit, making it difficult
to raise money for purchasing new machines, as well as for paying their service. The second
reason is linked to an insufficient legal basis and inadequate support from the government
(Ibid; 2001). Thethird reason isthe lack of information and knowledge. The acceleration of
the process depends significantly on the propagation and awareness of cooperation idess.

The fourth reason rests upon arather conservative nature of thinking formed by five decades
of command economy and the legacy of distorted cooperation of former collective farms
(Ibid; 2001). The Lithuanian agriculturd sector in 2000 had atogether 350 registered

cooperatives with 12,000 farmer members (1bid; 2001).

The dtuation in Poland, where collective farms never enveloped into a considerable
proportion of the agriculturd sector, is more favourable in respect to the “secondary”
agricultural cooperdtives. The datidics provided by the Polish Nationd Council of Co-
operatives (2001) show that in 2000, there were 1,100 production cooperatives, 1,691
farm supply cooperatives and 1,125 farm machinery cooperatives.” In addition, reviva of
rurd producers groups in fruit, horticulture, and recently dso in wheat and meat sectorsis
taking place. There are about 350 such groups in Poland, registered as companies,
asociaions, individua economic entities, as well as cooperatives (1bid; 2001).

When comparing the productivity of agriculturd production cooperatives in Poland and the
Czech Republic, the joint effects of higtorical legacies and competitive markets become
clear. The productivity of agriculturd production cooperatives, measured in 2000 as the
average production per member, was gpproximately € 8,900 in Poland and € 5,900 in the
Czech Republic.® The difference in the performance of the production cooperatives can be
explained by the fact that under the communist regime, the agricultura sector was heavily
collectivised while Poland never adopted a drictly collective approach to the sector. This
has left the Czech Republic with a historica legacy of large- scale cooperatives that have yet
to be fully reformed and disconnected from date interference and support. Thus Czech
production cooperatives, to some extent, serve as a rurd unemployment buffer, while in
Poland this role is assumed (and to a larger extent) by the private sector (Chloupkova;
2002a, Chloupkova 2002b). This perdging employment in agriculturd production
cooperatives in the Czech Republic at the beginning of trangtion, as well as most CEEC, is
dimulated by the wrong market incentives and lack of infrastructure thet reflects the need of

® Farm supply cooperatives had 240,000 members, 125,000 employees and its market share was 32%. The
farm machinery cooperatives had 200,000 members, 20,000 employees and its market share was 2.5%.
The production cooperatives had 55,000 members, 50,000 employees and its market share was 3%
(Polish National Council of Co-operatives; 2001).

19 These differences are only exacerbated when controlling for characteristics such as agricultural yields
or national wealth (Chloupkova; 2002b).

1



private farmers. In this context, Bezemer (1997) and Schmitt (1993) confirm that production
cooperatives are conidered to have sgnificant incentive and productivity problems such as
free riding. Not surprisngly, Czech cooperatives dominate the market while the playing fidd
in the Polish agricultura markets isfar more equa and thus more competitive.

7. Theissue of credit:

Box 3: Importance of credit

It is known that in the CEEC the process of transition from centrally planned to
market economies, complemented by the removal of state subsidies lead to lowered
profitability (OECD; 1995, Chloupkova and Bjernskov; 2002a). Furthermore, the
process of transition made much of the existing agricultural capital and infrastructure
unfit for the emerging agricultural structure, necessitating additional investment in
restructuring production. As reformed credit institutions were reluctant to finance
agricultural investments, usually due to the lack of collateral, financing, and
especially long-term investments, became the crucial problem for the agricultural
sector in the Czech Republic, as well as other CEEC (Chloupkové; 1996, Hollis and
Sweetman; 1998, Chloupkovéa and Bjarnskov; 2002b).

The issue of obtaining credit for the non-wedlthy part of population can be an obstacle. As
Adam Smith (1776; reprinted 1983) points. “Money, says the proverb, makes money.
When you have got a little, it is often easy to get more. The great difficulty is to get that
little’. Generdly speaking, mogt ingtitutions regard farmers as “too poor” to save. Potentid
lenders are faced with borrowers whom they do not persondly know, who in some
instances do not keep written accounts or ,,business plans* and who want to borrow small
and uneconomic sums (Chloupkova; 1996). In summary, the potentia lenders do not know
the risk under which they are lending - the screening problem. Thus lenders are not able to
shield themsalves againgt these risks, since borrowers, by hypothesis, are too poor to offer
collatera (Suvovg; 2001).

In addition, the enforcement of the legd system might be too weak to repossess any
collaterd that is offered. Also, an insurance againg commonest hazards that afflict especidly
in developing countries smal producers (e.g. drought, livestock disease and breakdown of
equipment) can be difficult to obtain - the enforcement problem. The problems of
inadequate informetion and difficulty in enforcing loan repayment reinforce one another. In
such conditions markets for credit and insurance may smply not exist. However, in practice
such markets often shrink to a smdl supply or short-term consumption loans; thisis the case
of lending to agricultural sectorsin CEEC, induding the Czech Republic.

Based on the successful history of credit cooperatives, it would be optimal if they could play
arole in proving credit to farmers. That iswhy credit cooperatives have been set up. Credit
cooperatives are in fact agricultural banks of one kind or another that specialise in meeting
the needs of ther members for any of the usud range of banking service. Furthermore,
Hollis and Sweetman (1998) point out that local organisations can acquire information about
borrower characteristics a a lower cost than banks. Furthermore, the historica evidence




from some European countries, including Denmark, suggests that cooperatives can act as a
useful instrument in dedling with credit problems.

Some authors argue that credit cooperatives have developed adongside other cooperatives
as a conseguence of the success of agricultura cooperatives. Other authors (and country
experiences) show that credit cooperatives were the first types of cooperatives, based on
which other cooperatives developed (Kubacak; 1992). Authors arguing that credit
cooperatives are an outcome of marketing cooperatives underline their clam by saying that
the members of agriculturd cooperatives needed credit and they needed an agency that
would get a better price for their product than they could get in any other way. Other
authors argue that firgt the farmers needed the finance to invest and then upon the success of
credit cooperatives, they started to employ cooperative structures for non-credit purposes,
such as marketing. This was for example the case of Germany and the Czech Republic.
Above dl, it is not the purpose of this paper to identify what was firs — the egg or the
chicken (the credit cooperative or the marketing cooperative), but to stress that the
existence of cooperatives was build on trust (a festure of socid capitd), and vice-versa, the
existence of trust enabled the success of cooperatives. Y et, there is a third approach to the
credit cooperatives set-up — if they are not needed, eg. if the potential market for such
indtitutionsis dready saturated, they will not develop (Guinnane and Henriksen; 1998).

One of the success example of credit cooperative is“ Credit Agricole’ in France, apparently
the second largest bank in the Western world, and it is not aone at that: Credit Mutud and
Credit Cooperatif are dso important ingtitutions. Another example would be the cooperative
bank in the Netherlands, The Centra Rabobank, is the second largest bank in the country.
Its members are 990 local cooperative banks with 3,100 branches, 25,000 paid employees
and one million individual members. The Raiffeisen and Popular Banks forming the DG Bank
have made it the ninth largest in Germany. Mot other countries have credit cooperatives.
Only Spain has a bank, the Cga Labora Popular, which plays the same kind of role in
relation to worker cooperatives as most other cooperative banks do in reation to
agricultura cooperatives (Van Bekkum and Van Dijk; 1997, COGECA; 2000).

Contemporary credit unions in poor countries have in some countries been flourishing as a
“gndl ager” of the banks. They ordinarily consst of people with a common interest who
save regularly with the union and who decide from their knowledge of each other’s
creditworthiness who shdl get a loan. As historicd evidence point out, the existence of
cooperatives might help to solve various problems that farmers are facing, nevertheless
cooperatives are not dways able to solve al problems, and as some authors (e.g. Munker;
1991) point out, even cooperatives can degenerate.

Despite the podtive historical experiences with credit cooperatives their recent re-
introduction in the Czech Republic proved as negative (Kubacak; 1992, Pithart; 2000).

8. Cooper ative experience from EU countries

This section examines the development of cooperatives in the fifteen EU countries in order
to look for common paterns, such as the role of government on ther long-term



performance. As Hollis and Sweetman (1998) point out, referring to historic organisations is
vauable as their long histories can provide guidance on issues that cannot be addressed in
indtitutions formed only a decade ago. A summary of the current status of cooperative
development and the importance of cooperatives in the countries economies is contained in
tables 4 and 5 in the appendix.

Audria

The socid Stuation of the rura population in Austria was a direct reason for the founding of
the fira Raiffesen cooperative, the Raffeisenbank in Muhldorf in 1886. This cooperative
banking system, named after its inventor Friedrich Wilhem Raiffeisen, became widespread
within ten years dl over the country and resulted in a set-up of 600 “Raiffeisenkassen” (Van
Bekkum and Van Dijk; 1997). This bottom-up development of Raiffeisen cooperatives was
supported politicdly by the Austro-Hungarian Monarchy and financidly by regiond
parliaments. Consequently, the financial support provided by the Raiffesenbanks led to the
establishment of storage- and commodity cooperatives, the first storage cooperative was
established in 1898. The fird dairy cooperative was set up in Tyrol, in the early 1880s, and
the support of the Raffesenbanks made it possble to speed up the founding d dary
cooperatives throughout the region.

Most of these single cooperatives have joined together in regiond organisations, so-called
“Landeszentrden”, which formed a base for their top representation, the “Ostereichischer
Raiffeisenverband” in 1898. Thereby a three-tier federate structure, conssting of primary
cooperative, regiona association, federal association, was created.

The most important building stone in regard to the legd framework is the Cooperative Law
(“Gesetz Uber Erwerbs- und Wirtschaftsgenossenschafteri’) from 1873, updated by
numerous amendments. It defines a cooperative as an association with an unlimited number
of members, which has to support the income and to serve the economic interests of its
members. Van Bekkum and Van Dijk (1997) argues that this is a typicd product of the
short (1867-1873) laissez-faire liberadism period in Audtrian history, resulting in a number of
not binding flexible, regulations that can be modified by cooperative satutes. Second
important law is on auditing (“ Genossenschaftsrevisionsgesetz”’) from 1903 that favours self-
regulating principle over gtate control. Furthermore, there are specia laws regarding to
cooperative bankruptcy and cooperative merging, which reflects the tendency to reduce the
finacia respongbilities of cooperative members and the formation of larger cooperatives
and stipulates that mergers can take place only between two cooperatives (1bid; 1997).

Since 1977, manly due to the ongoing concentration of agriculture, the number of
agricultural cooperatives has decreased. Despite this fact, an average Audtrian farmer is
member of at least three cooperatives (Ibid; 1997). This illustrates strong incentive for
membership in voluntary organisations, and as Chloupkova and Svendsen (2002) argue can
uggest a reasonably high level of socid capitd among the farming population. Although
dairy, farm supply, livestock and mest, fruit and vegetables, wine and service cooperatives
represent the Austrian cooperative sector, the credit cooperatives are important. Austrian
Raiffeisen banking group is the largest private bank in Austria with a cooperative sructure
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and owned by its 1.7 million members; its market share in the credit-banking sector is about
20-21% (Ibid; 1997).

In relation to the CEEC, Audtria s cooperatives are involved in Hungary's sugar production
due to historic connections. A number of dairy cooperatives have expanded to Sovakia and
the Czech Republic. Also, the Raiffeisen Banking group has started a number of operations,
as fully owned subsidiaries and joint ventures in Poland and Slovakia. In addition, about 16
Sovenian cooperdtives are members of the Audrian national Raiffeisen organisation (1bid;
1997).

Belgium

The higtory of Belgian cooperative movement is marked by its development in three distinct
movements. Chridian, socidist and non-digned (Van Bekkum and Van Dijk; 1997). This
cooperative movement, which origindly sarted in the marketing sector, as consumer
cooperdives, is linked to the history of the Belgian Iabour movement at the end of the 19th
and the beginning of the 20th centuries.

Because of ideologicd and politica reasons linked to the development of the Belgian labour
movement, producer cooperatives are virtualy nornexistent in Belgium. The absence of legd
gatute for an agricultura cooperative, where cooperatives are not seen as societies, but as
corporations, no doubt reinforces this Stuation (Ibid; 1997). In fact, cooperatives are
regarded as the type of corporation that meets the least regulations by law.

Unlike France, where the cooperative movement is organised according to sectord
groupings (producer, agriculturd, consumer), in Belgium, as in Itdy, the cooperdive
movement is structured on an ideologicd and inter-cooperative bass. Chrigian and socidist
cooperatives were based on opposing ideology. The objective of the socidist cooperatives
was put in place in order to fight againg the capitdists and merchants, and to supply goods
and services to workers a low prices. Gradually cooperation became a vehicle for socid
change, in itsdf an dternative to the capitdist system (hence the conflicts with trade unions
and the party). In contrast to the social cooperatives, the aim of Christian cooperatives was
to give materid help to workers, to unite the socid classes and hdt the rise of socidiam.
Nevertheless, both movements have developed their commercid activity that suffered from
capitdist competition.

Every Belgian cooperdtive is a shareholder owned one (Ibid; 1997). Belgian cooperatives
arein paticular active in the horticulture, meet and dairy sectors. Although alarge number of
cooperatives are involved in the dairy sector, approximately hdf of the totd Belgium milk
supply is collected by two private companies (COGECA; 2000).

Denmark
It is the purpose of this paper to eaborate this section more than other countries sections.

The reason is not only the geographica origin of the paper, but more importantly, the Danish
cooperdtive movement being an illugrative modd used worldwide. As the underlying



objective of this paper is the assessment of agricultura cooperatives, the broad experience
with the Danish consumer cooperative movement is not included.

The origins of the Danish cooperative movement are linked to rura population that hed
learned about democracy and democratic respongbility at the folk high schools. These
products of the folk high schools were active in the liberd party of opposition and in the
development of the cooperative movement and their loca experience consequently helped
them in the larger politicd associations of the liberd oppostion (Jensen; 1975). The
educationd reformer, N.F.S. Grundtvig, played an influentid role in this movemen.
Padldly to this by-product of the conditutional battle, agricultural cooperatives aso
evolved as a response to the agriculturd depresson, in particular the dramatic change in the
grain prices, in Denmark, and countries that served as outlets for Danish agricultura
produce, such as the Great Britain. Unlike in the Greet Britain, a Danish farmer was the
owner of hisland, and no assstance was given to him to cover for the losses, he was l€ft to
his own mercy. Having no dternative, the Danish farmer opted for cooperation. In addition,
he changed his production methods, and replacing his grain growing, where Denmark lacked
the comparative advantage, for the production of milk and rearing of pigs. By grouping,
farmers pooled their sdling power, so that on the market one farmer could not be played off
agang the other.

This bottomrup gpproach in the evolution of Danish cooperatives illudrates that the
cooperative movement was not started by a circle of philanthropists, or landlords for the
purpose of benefiting the practicd farmer. The group of farmers that promulgated the
cooperative idea was a dominant one in the sense that it owned % of dl arable land. It was
adso a wdl-to-do group in terms of per capita income (Henriksen; 1999, p. 59). The first
cooperative was the dairy cooperative in Hjedding, established in 1882, established on the
initiative of the farmers, financed by the farmers and managed by the farmers (Christensen;
1983, p. 103). Farmers were jointly respongble for any debts that might be incurred, and
profits were divided among the members proportiondly to the amount of milk each of them
delivered.

In essence, cooperatives provided market access to a smal farmer, who on his own had a
negligible bargaining position and who otherwise, would not be able to market his produce.
Consequently, the upswing of cooperatives contributed to the development of smalholdings.
Direct advantages of cooperative operation included, (i) economies of scde on
trangportation, (i) quality packaging, and (iii) regular dispaich of a uniform quadity and
quantity that can only be achieved through large-scae organisation. Perfect packing was an
absolute necesdity in presaerving the excellence of butter. Other benefits included regular
weekly financid settlement from the dairy. The farmers dso received a share in the profits of
digribution and thus pocketed profit that would otherwise go to the middiemen. The
conditution of the dairy cooperative gipulates that members must for a fixed period,
origindly up to ten years, recently only few years bring al their milk, except what they
needed for household use, to the cooperative dairy. Heavy fines were imposed for infraction
of this rule. Strict rules were laid down rdating to proper feeding of the cows, sanitary
milking, etc. (Christensen; 1983).
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This atempt at creating cooperative dairying was an immediate success since better qudity
butter was produced. With this approach, it became possible to standardise output, and in
turn demand higher prices. Technicd improvements that upgraded both the quantity and the
qudity of the butter were introduced. Soon the cooperative dairy butter surpassed the
celebrated 'Edate Butter’ for which Denmark had been famous and the cooperative
movement spread to other sectors (Haagard; 1911).

Driven by the incentive for dairy cooperative establishment, the need to get together, and
borrow the necessary capital from a savings bank arose. Members of the dairy cooperatives
had an unlimited liability towards their debts. The origind funds for condruction purposes
were repaid in ingdlments, while the starting capitd was supplied by a guarantee paid by
each member. When the origind |oan was repaid, a new |oan was taken from the bank. The
financid resources obtained were handled over to the origind members who dl dike
proceeded to repay the new loan. Saving banks were thus directly interested in the
development of the dairy cooperatives (Ibid; 1911).

Cooperatives were governed in a democratic way, usudly each member had one vote,
irrepective of the number of cows he possessed. Farmers, members of the cooperative,
elected the board of directors who appointed the dairy manager, usudly a specidist in the
field. Local cooperatives were free to join into a centra federation, which amed at
deveoping the indugtry by expositions, conferences and collection of material.

This movement awakened farmers to the scientific possibilities of dairy production and of
cettle breeding. Among the economies was the skimmed milk, saved for feeding hogs, which
consequently  stimulated the bacon industry, and thus brought about the opening of
cooperaive daughterhouses. This in turn led to the building of cooperative daughterhouses
and pork packing societies. The first cooperative abattoir was formed in 1887. The
cooperative daughterhouses were organised in Smilar pattern as the cooperative dairies.
Members enter into an agreement to bring dl of ther hogs to the cooperative
daughterhouse, even though they are offered higher prices e'sewhere. A daughterhouse or
bacon factory on cooperative lines has following advantages (i) the commisson pad to
deders is saved, (i) the difficulties experienced by exising daughterhouses in disposing of
the offd become reduced when the cooperators became interested in its utilisation, (iii) the
cooperators would share between them dl the profit.

The cooperative movement aso has a characterigtic history in the cooperative egg export
society. Price of eggs shows gresat fluctuation. The temptation to hold back eggs in autumn
before sling and shipping them was therefore very greet, and to this temptation many of
those who handled the eggs in Denmark in the eighties and ningties of last century
succumbed. As Denmark exported a significant portion of eggs to Greet Britain, there were
many middemen between the hen and the English consumer. The farmers, or rather the
farmer's wives, gradudly learnt to increase their profit by holding back the eggs one or more
weeks during the latter haf of the year. The hucksters who collected eggs from the farmers
were equaly clever, and the merchants, who bought from the hucksters or had their own
collectors, likewise tried to improve their position by the same shortsighted policy. The result
was that more and more Danish eggs arrived in England in a bad condition
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The means of detecting stale eggs were less developed in those days, and thus serious
complants from large English importers were received by the Royd Agricultura Society of
Denmark in 1889. The Society tried to influence the farmers and local buyers of eggs by
means of reports in the agriculturd and locad daly papers, explaining how dishonest it was to
sl gae and kept eggs as fresh, however without an impact. The merchants and shippers
were ds0 in difficulty, as if they refused to pay famers for eggs manifestly kept or even
partly spoiled, farmers would sdll to competitors, and they would not receive any eggs
themsdlves, neither fresh nor bad. The price for eggs, as ddivered by the farmers, had
therefore to be fixed so as to alow for incurred losses. Fresh eggs were, therefore, during
about one-half of the year quoted consderably below their red vaue.

Loca societies emerged as a response to this unsatisfactory state, the members of which
bound themsalves to ddliver their eggs weekly and never to send any stale eggs. Thiswas a
gep in the right direction, but had only a loca gpplication, and did not influence the trade
and export of eggs asawhole. In 1894 an attempt was made by the Agricultural Society of
Horsens to get the egg producers dl over Jutland to combine to form one large society for
the improvement of the egg trade. The society was formed, but failed to secure the
necessary support. The same result followed smilar attempts at other places.

In order to get egg-producers interested in the egg trade, it was not enough to ask them to
improve the quality of eggs sold to dedlers. It was necessary to go the whole length, to do
away with the hucksters and agents who travelled the country districts to collect eggs, and to
form a society not only for collecting, but aso for trading in and exporting eggs. A system of
marking eggs was proposed by which it could be seen a once from which producer any egg
had been delivered.

Society with branches dl over the country began operations in April 1895. Each branch has
its digtinctive number, and each member has his number with his branch. Before the eggs are
delivered to the collector for the branch, each egg is marked by means of a rubber samp
with the number of the member and the number of the branch, and those two numbers prove
the origin of the egg, so that when a“ spotted” or stde egg is delivered it can be a once be
seen who is the offender. At the packing and exporting warehouse the trademark of the
society is stamped on each approved egg next to the two numbers. As aresult, Danish eggs
re-entered the English market and the export of Danish eggs during the firg three years of
the society’ s activity hasincreased sevenfold.

Based on the success of cooperatives, the Danish farmers soon found it necessary to carry
cooperation a step further, for example to control the digtribution of their produce in
England, which was the chief market for many Danish agriculturd products. Danish farmers
formed a cooperative export association. As coperation was not confined only to the
sling of fam products and buying of merchandise and farm supplies, the improvement
societies emerged, such as, cooperative fertilizer plants and canning factories. Another
example was the maintenance of cow and swine improvement and breeding societies and
seed-testing organisations (Haggard; 1911). The breeding of cattle, horses, swine and sheep
was promoted by cooperative societies. The centra societies am was to improve breeding



of farm animals by keeping accounting systems of the quantity of milk produced per cow, its
content of butter fat, as well as the relative cost of maintenance. The first centrd society was
established in 1895. Almost every need of the farmer was supplied through one or more
organisations of this kind. In addition, there were societies for accident insurance againgt hall
and other storms, and for the insurance of livestock (1bid; 1911).

While in most countries credit societies were developed before or smultaneoudy with other
cooperative undertakings, credit cooperatives came very late in Denmark (Christensen;

1983). This could be explained by the existence and operation of loca savings banks (dso
known as parish savings banks) that filled the need in providing credit to the cooperative
undertakings (Guinnane and Henriksen; 1998). Despite this success of loca savings banks,
dissatisfaction in cooperative circles, and the feding that joint and cooperative action in

monetary meatters would be a desrable action, led to the formation of the Centra
Cooperative Committee in 1898. The origina idea was to arrange monetary matters, and
that cooperative societies were to be financed by ther own members. Therefore
cooperative societies and savings banks formed a bank, and became its members by taking
shares in afixed proportion to the totd turnover of the cooperative societies or paid money
to the savings banks. The first Danish cooperative congress that took placein 1903 and at a
cooperative congress in 1906 a committee draw up a scheme for the bank (Haggard;

1911). This bank sarted its operations in 1914, was organised and owned by the
cooperative societies, with its headquarters in Copenhagen and branches in provincia
towns.

The bank was chartered to carry on a genera banking business. The capital stock consisted
of shares subscribed by cooperative societies in proportion to their yearly turnover. This
capital stock served as security for the bank’s obligations. The shares in the bank were
limited to cooperative societies, cooperative credit and savings associations, savings banks,
banking associations conssting of at least five persons, and other societies or associations of
which the bank may approve, as well as municipdities and municipa inditutions. Nether
private individuds nor profit-making corporations or partnerships were accepted as
stockholders. Private people were alowed to cooperate by joining a“bank society”, which
then became a member and took share in proportion to the number of its individud
members. Further kinds of members were the cooperative village banks (Christensen;
1983). The bank was governed by a generd assembly that conssted of delegates
representing the regiona branches. In addition, there was a committee of representatives,
equivaent to aboard of directors with arespongbility of the generd supervision of the bank.
Furthermore, this committee aso dected the manager and a small executive committee. The
objective of the bank was to obtain higher prices for bank drafts in sterling or marks, to
grant chegper loans, to provide higher interest on deposits, but primarily to be ready to
support every reasonable cooperative scheme submitted to it.

With a successful start of the bank, its prosperous undertakings were interrupted by
war-related affairs and its operation was revived in 1925 as " Dansk Anddls og Folkebank”
(Danish Cooperative and Folk Bank) (Henriksen; 1997).
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Finland

Finland has dways been a country of smdl and free farmers, owning their farms, with a
tradition of working together and cooperating. Cooperation spread rapidly after the
formation of the Pellervo Society (now Finn Coop Pellervo) in 1899 (Van Bekkum and Van
Dijk; 1997). Finland differs from most other countries in the sense that a central organisation
was formed before cooperatives were formed in any greater extent; a top-down approach.

Since the beginning of the 20" century cooperatives have played an important role in the
processing and marketing of agricultura products, with market shares exceeding 50% for
most products. Also consumer cooperatives played an important role in both sdlling inputs
to farmers and agricultural products to consumers. Apart from the beginning of the Finnish
cooperative movement, the government has been neutral towards cooperatives and has not
given any direct advantages compared to other forms of enterprises.

Van Bekkum and VVan Dijk (1997) points out the legidation from 1901, 1954 and 1989 that
influenced the development of cooperaives in Finland. The practicd cooperative
development in the past few years, as well as the generd Stuation in Finnish agriculture, has
been largely influenced by Finland’s admission to the EU in 1995. Agricultura cooperatives
were forced to adapt their structure — to raiondize their commercid activities from
producer- to consumer oriented. Prior 1995, Finnish agriculture was very much influenced
by its nationa agricultura policy, which was based upon high price subsdies. The Finnish
food industry was very centralised with big secondary processing and marketing
cooperatives. With the EU membership the price support subsidies were stopped and the
agricultura cooperetives were obliged to comply with a new legidation on competition and
competitive behaviour. The former federative structure with the big secondary cooperatives,
such asin dairy and meet sector, was in conflict with this legidation and had to be changed.
With the EU membership, the agricultural producer prices dropped and this was another
reason why Finish cooperatives had to rationdise their structures in order to decrease costs.

These days, memberships in a cooperative in Finland is open in the sense that cooperative
by-laws may not block new members joining in or fix the number of members. However,
restrictions may be imposed in the membership based on the genera purpose or the
business sector of the cooperative. Also entrance fees make it possible to prohibit new
members entrance into a cooperative. Some agricultural cooperatives do not accept new
members. Membership in a cooperdive is voluntary in the sense that a member can freey
resign the cooperative. However, the by-laws may prohibit a new member to resgn within a
certain time period (maximum of 3 years). Membership of a cooperative may not be
transferred but can be inherited (1bid; 1997).



According to the law, each member pays a minimum of one cooperative share to the
cooperative (Ibid; 1997). The maximum or minimum of the share capitd or the cooperative
capitd is not regulated by the law. At the end of the of the membership, the member or his
assignee has the right to redeem his part of the share capita (or part of it) in nomina vaue,
providing that the solidity of the cooperative makes this possble. Entrance fees are usualy
not refunded. Unless otherwise stated in the by-laws, the members of a cooperative do not
carry apersond responghility of the ligbilities or debts of the cooperative.

Finnish agricultural cooperatives can be described as one-purpose cooperatives, as they
concentrate strongly on the business benefiting the members by producing and marketing the
raw materid of the members.

France

Although agricultural cooperatives existed in France as early as the 12" century, the
beginning of the modern cooperative movement commenced at the end of the 19" century.
A big influence on the development of cooperatives in France had the wine cooperatives
(Guedin; 1990). In the wine growing aress in southern France, at the dtart of the 20"
century, it was often clamed that the cooperatives were “the daughters of poverty”
(Rinaudo and Gavignaud; 1990). Around 1890, the owners of the destroyed vineyards in
Charentes began instead to breed dairy cows and this gave rise to the creation of dairy
cooperatives. In 1904, during the large wine criss, severa wine growers joined together to
produce and market their wine. Until WWI, agricultura techniques were improved, markets
for agricultural products expanded, and the number of cooperatives increased. During the
inter-war period, public authorities and farm organisations began to collaborate and it was a
time of growth and restructuring of the cooperatives. The economic and wheet market criss
in the 1930s lead to the development of cered cooperatives and in 1936, the “Bureau du
Ble’ (Wheat Office) was established (Van Bekkum and Van Dijk; 1997). The creation of
nationa associations of cooperatives began in 1945 on the order of the government. After
WWII, farmers increased production and agricultural cooperatives increased in numbers.
Neverthdess from 1960s, agricultrd cooperatives transformed and experienced
concentration.

In France, the cooperative society (“Societe Cooperative’) is a society, founded as an
commercid or a civil society, which has the purpose to decrease the cost price of certan
products and services, and to improve the quality of products to be delivered to or by the
members. Legidation on agriculturd cooperativesislaid down in Book 5 of the Rurd Code.

Since France is the second world's largest agricultura exporter, its cooperative sector is
sructured in a pattern to reflect this need; thisis true epeciadly in the dairy, cereds and wine
sector. Agricultural cooperatives as a whole hold a market share of 30% (Ibid; 1997).
Generdly, French farmers are members as wdl as participants in cooperatives. Exceptions
to this rule are the possbility of trading with non-members and the possbility of non
participants becoming members. Business with non-members is legdly dlowed, but
restricted to 20% of the cooperative turnover. Certain provisions can dso sipulate that
individuas and legd entities who will not use the cooperative services, but who intend to
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contribute to the cooperative achieving its objectives by providing capitd, may become
members. In the case of investor-members, voting rights are proportiona to their shares.

Germany

In the 1840s Germany was the birthplace of a system of credit cooperatives that grew to
become highly successful during the latter half of the 19" and first part of 20" century. There
were limited ligbility and mainly urban cooperatives, so-caled Schultze- Delizsch banks, and
unlimited liability Raiffeisen and Haas cooperatives. After a rdativey dow dart, Raffesen
cooperatives in Germany grew with astonishing rapidity at the end of 19" century. In 1885
there were only 245 Raiffeisen cooperatives, but in 1919 over 14,500 cooperatives with 1.4
million members (Hollis and Sweetman; 1998).

The influence of the first cooperatives sat-up by Schulze-Dditzsch, and the firgt law on
cooperatives from 1867 (Prussid) and consequently the law of the Reich from 1889, isin
essence il vaid today. These laws, facilitated the crestion of cooperatives by limiting their
civil responghility, assured solid management for the cooperatives thanks to the ingtitution of
compulsory ingpection by controlling bodies, but aso introduced redtrictions with respect to
operations carried out with non-members. The success they obtained in ther lending
operations resulted not only from the members knowing personaly who was borrowing, and
for what purpose, but dso from their strong incentive to ensure that al loans were repad.
Each cooperdtive operated in avery smal region, and thus members could have information
about each other without great effort (Ibid; 1998). Furthermore, these cooperatives were
subject to annud audit, which forestall the mismanagement by cooperative s directors.

The example from the former German Democratic Republic is illudrative for the CEEC.
After the reunification of Germany, in addition to the marketing and supplying cooperatives,
there exit redructures agriculturd  production cooperatives, the so-cdled
“Landwirtchaftlichen Produktionsgenossenschaften”- LPG, that became member of the
nationd Raiffeisen organisation.

Greece

Agricultura cooperatives in Greece are in a pre-eminent position compare to other types of
cooperdive. Such farming cooperatives have ther roots deep in Greek history. Informa

associations for the common rearing and marketing of sheep, known & “tsdingad’, have a
long and honourable higtory of their own. They exist in Greece for more than Sx centuries,
athough more forma cooperatives, both industrid and agricultura, were set up in 1780 in
order to finance and organise the production and export of purple cotton yarn.

The modern form of agriculturd cooperatives originated a Almyros in 1900. This
cooperative granted credit to its members and purchased costly farm machinery that were
used in common by its members. The growth after that was sharp enough to judtify
legidation, and for this foreign example from Germany and Austria was used that terminated



in Law of 1915 that accelerated further growth of cooperatives. A system of cooperatives
was built up which was (and is) as highly articulated in its organisationa structure and its
comprehensdveness. The objective of defending the professond interests of the peasantry
could not be fulfilled on anationd leve until the General Federation of Peasant Associaions
of Greece (GESASE) had been established in 1958 (Goussios and Zacopoulou; 1990).
Nonetheless on a loca levd and especidly in certain regions, where the cooperative
movement had dready been developed in the inter-war years, the organisation of a
peasants movement gave the impetus to the formation of a peasants union and cooperative
lobby movement (1bid; 1990).

These fird-degree cooperatives that services the locad farmers are a the base of the
structura pyramid. This base is composed of about 7,000 cooperatives of loca leve and
amog 750,000 individua farmers are their members. The usud role of these cooperdtivesis
to supply goods, seeds, fertilisers, foodstuffs, and to store produce. These cooperatives
often operate smal food-processng plants such as olive-mills ad fruit and vegetable
packing stations and, as agents of the Agriculturd Bank of Greece, they supply credit to
their members. Regiond Unions are second-degree cooperatives, which perform the smilar
functions for the loca cooperatives as they do for their membersin Stuations when it is an
advantage to have a larger body covering a larger area. This is usudly the case for buying
chegper or gaining economies of the scae. Nationa Centrd Unions and Regiond Centra
Unions are the third-degree cooperatives. They usudly market specific products or group of
products, and they may process them as well.

Paseges (The Panhdlenic Confederation of Agricultura Cooperative Organisations) is at the
top of this abstract pyramid, a fourth-degree type of cooperative. The Paseges represents a
forum within which initiative decisons about nationa policy are taken. Paseges is thus the
main representative body of the cooperative movement and represents them when deding

with government. Paseges then provides dl its member cooperatives with information and
consultancy services. There is no conflict of interests when assisting member cooperatives to
become more effective and while |obbying the government for more support on a nonparty
negotiating. Paseges clams to be non-palitica, and thus cannot be identified with any one
political party; for fear that its opposition will be one day in power, and also because it must
mobilise what political support it can to bring pressure on the government in the interest of its
movement. For example discussions between Pasages and the government that Sarted in

1975 and went through many phases and number of different legd drafts resulted in law

change in 1979. In particular, much of the old law of 1915 was retained, consolidated,

however dso some important changes were included; for instance, before 1979 it was
aways unclear whether cooperatives could handle the processing of certain foodstuff. That
iswhy every new factory was lidble to be the subject of digpute with private enterprise. So it
was with the supermarkets for ordinary consumers set up by the agricultura cooperatives.

To make the politicad game more complex, there is Generd Confederation of Agricultura

Societies, which functions as a propagandist body that is dlied with the left in politicsand is
far more overtly and one-sdedly political than Paseges. There are about five consumer

cooperatives, which are agricultural cooperatives with consumer in control, dthough most
supermarkets are not owned by cooperatives.
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Irdland

In 1846, when the great famine and agrarian outrage was rife in much of Iredland, peasants
joined ther forces in Vanddeur?s Raahine and Manufacturing Cooperative Association.
Beginning with 52 dected members, the association rented the land from Vandaeur, paying
in barrels of wheat and barley, and obtained livestock and the use of farm implements and
effects in return for an annua interest payment on their cagpitd vaue until such time as it
could afford to buy them. The members received weges in the form of labour notes, which
they could trade at the association’s own store or exchange for coin for outside spending. At
firgt the members found commund living difficult to get used to, but the experiment proved a
success, dthoughit lasted only 2 years.

After the collapse, haf a century passed before cooperation in any form was revived. Then
Sr Horace Plunkett came and his teaching successfully re-indalled the cooperative
movement in Irdand. During his lifetime, a the end of 19" century, he created avery strong
cooperative movement in Irdand. At that time Irdand was under British rule and
government was not involved in the cooperative movement in any sense. The fird red
agricultural cooperdtive, a dairy cooperative, was established in 1889. In 1894 the Irish
Agricultura Organisation Society (ICOS) was established by Plunkett to support and
promote the cooperative movement. The first rural cooperative was created in 1895 and the
firg livestock auction cooperative in 1955 (Van Bekkum and Van Dijk; 1997).

Farmers formed cooperatives as a means to give them economic independence from
landlords and merchants, this was of an importance to the butter export to Britain, but the
quaity of butter was poor. It came chiefly from Denmark where new methods of butter
making had been introduced. Although the new techniques gradually became accepted in
Ireland, Horace Plunkett saw that an action would have to be taken if they were not to be
entirely taken over by middlemen. It was not an easy tsk. Oppostion from business
interests and from various movements in the tangled web of Irish politica and socid life were
encountered, but the most serious difficulties were the ignorance, timidity, hopelessness and
mutud suspicions of the farmers themselves. Thus, the first cooperative creamery established
in 18389 and 30 more followed in the next five years. By 1904, the turnover of the
cooperative movement had grown by 900% (lbid; 1997, p. 87).

Important and successful in the Irish cooperative history were aso Irish loan funds, despite
episodes of corruption. They emerged as a response to the 1822 famine, when charitable
donation of £ 55,000 was given for the formation of the “Reproductive Loan Fund
Indtitution” (RLFI). These loan funds achieved an extraordinary penetration rate in an
extremely poor country, with a very smdl capita base and no government finance (Hollis
and Sweetman; 1998). The Irish economy saw the existence of the Irish Loan Funds that
were established by donations, or interst free loans from dtruigtic individuas. By 1843 there
were about 300 funds operating across Irdland. However, during the 1880s and 1890s,
many supposedly “charitable’ loan funds were taken over by profiteers who abused the
system (Ibid; 1998).
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The legidation which governs cooperatives, “The Industrid and Provident Societies Act”

that was created in 1893 and hence it is a British legidation was last revised in 1978. It
contains no details regarding the behaviour of cooperatives, dthough the courts have made
some clarifications. For instance, a cooperative can remove a member who is not doing
business with the cooperative; a norma cooperative share can never have a value greater
than its nomind vaue; and, when membership is terminated, cooperative shares are repaid
a anomind vaue (Van Bekkum and Van Dijk; 1997). There is no legd definition of a
cooperative, however, most cooperatives adhere to the ICA’ s principles on cooperation.

Italy

The most developed cooperative sector in Italy is composed of mixed, production, service,
housing, and agricultura-oriented cooperatives. This cooperative movement is represented
by three naiond organisaions “Lega Nazionde dele Cooperative e Mutue’,
“Confederazione delle Cooperdtive Itdiang’, “Associazione Generale delle Cooperative
Itdiane’. These organisations include dl types of cooperatives (consumer, agriculturd,
producer, etc.) that facilitate trade among them.

Individual cooperdatives are organised in unions, known as “consorzi”, with locd, regiond,
nationa or internationa responsbilities that play a fundamenta part in the Italian cooperdtive
movement and its development. These consorzi provide the cooperatives with services of a
very varied nature or raise funds, which the cooperatives could not obtain on their own.

The socidigs and the Catholics were paticularly involved in the promotion of the
cooperative movement. They both found the cooperative movement an impressive tool for
socid aggregation, athough from different points of views. The sociaists spread labour
cooperatives among farm labourers keegping in close contact with the cdlams lad by the
resstant leagues (Donati et a; 1990). On the contrary, the Catholics operated in the credit
sector, creating a network of associations destined to organise the rural middle classes not
reached by the socidists (Ibid; 1990).

The “Casse Rurdi” of Italy were dso moddled very closdy on the German Raiffeisen credit
cooperatives, and were successful in the North of Itay (Hollis and Sweetman; 1998).
Researchers attribute this difference to different sources. While Putnam (1993) claims that
this dissmilarity in performance is due to different levels of socid capitd in the Northern and
Southern Italy, Galass (2001) argues that such differences are not due to socid capital, but
other factors such as environs and indtitutions. As factors mentioned by Gdass (2001) are
reflected in most socia capital measures, the sources of the reasons might be very smilar.
Whatever the reasons, the impacts are clear, Casse Rurdi raised funds through public
deposits, and they obtained loans from saving banks secured through the unlimited liability of
the members. Members were required to work gratis for the cooperative, and fines were
imposed on members who failed to attend meetings (Hollis and Sweetman; 1998). In the
North of Itdy, where these cooperatives were relatively successful, the Casse Rurdi
obtained mogt of their funds through current and savings accounts, while in the South, where
they were much less common, loans from banks were more important. Some Casse Rurdi
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developed into savings inditutions, and often these inditutions had deposits 2 3 times as
large astheir loan portfolio with the excess being placed in saving banks (1bid; 1998).

Cooperative enterprises in Ity are legdly recognised mutud associations. The legd
framework is lad down in aticle 45 of the Itdian congtitutions. The law on cooperatives
was reformed in 1992 with the intention of increasing flexibility with regard to the financing
of cooperatives. Each cooperative is submitted to a number of obligatory principles or rules,
which have to be fulfilled when establishing a cooperaive. For indance, the minimum
number of members is fixed a 50 for consumption cooperatives, 15 for production and
worker cooperatives, and 9 for other types of cooperatives, which comprise adso the
agricultura cooperatives (Van Bekkum and Van Dijk; 1997). Cooperatives are exempt
from taxes on legd persons and local taxes, if the total remuneration of the membersis more
than 60% of the other costs making up the added vaue of the undertaking, and if this figure
is between 40 and 60%, the tax is only haf of the normal rete.

L uxembourg

The firg agricultural “rura cooperative” was founded in 1873. Numerous loca cooperatives
were subsequently set up throughout Luxembourg at the turn of the century, including locd
producer associations, wine-growers cooperatives, dairy cooperatives, Raiffeisen banks and
breeding cooperatives. After the WWII, the creation of a sngle professona organisation
“Centrale Paysanne Luxembourgeoise’ centralised the cooperative sector.

The lega requirements for cooperatives are laid down primarily in the grand duca decree
from 1945, which revises the act of 1900 on agricultura cooperatives (Van Bekkum and
Van Dijk; 1997). Thisis amended by the act of August 1986. Furthermore, the act of 1950
on trading companies determines the organisationd structure of trading cooperatives (Ibid;
1997).

There are two types of cooperdives in exisence in Luxembourg, agricultura and trading
cooperatives. Agricultural cooperatives (e.g. joint purchase of goods for farm enterprises,
purchase of machines and tools for common use and joint purchase of agricultura products)
may only have minority membership of nonfarmers. The minimum number of members
permitted is five (Ibid; 1997).

Netherlands

The first cooperative for the joint purchase of artificiad manure was founded in 1877, the first
cooperative-owned dairy factory in 1886, the first cooperative vegetable market in 1887,
the first cooperative sugar factory in 1889, and the first cooperative strawboard factory in
1900. Recently, cooperatives in the Netherlands play an important role in dairy, farm supply
and banking (COGECA; 2000).

The first cooperative banks came into existence towards the end of 19" century, the

Raiffeisenbank being formed as a unified affair in 1889 in Utrecht and the other Creditbank,
for the south of the country, in Eindhoven. The members of each were themsdves
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independent cooperative banks, directly responsble to their own individud members. They
survived the depression and the war and grew rapidly thereafter, as in 1970s they merged.
Agriculture and the related banking sector benefited greatly from the Marshall Aid.**

The Dutch law regards the cooperative as an independent form of association (Van Bekkum
and Van Dijk; 1997). Apart from afew gipulations, the legal rules for associations apply to
cooperatives. There are dso specific rules gpplicable to cooperatives, which concern the
lega definition, digtribution of voting power, regulation of the association, board of directors,
forms of ligbility, etc. (Ibid; 1997).

Spain

Firg atemptsto set up agricultural cooperative businesses took place at the beginning of the
20™ century. In 1913, the first Nationa Congress for cooperatives was held, where 255
cooperatives were represented. During the era of the Second Republic (1931-1936),
Span’s agriculturd cooperative system whose fundamenta ideology is based upon the
socid doctrine of the Catholic Church developed strongly. During the Civil War (1936-
1939), development and progression of the cooperatives ceased (Moyano et. d.; 1990).
The Franco regime essentidly reformed the cooperatives in accordance with its own
ideological principles. The absence of any developed welfare sate in Franco?s Spain of the
1940s and 1950s, and the outlawing of independent trade unions under his regime was
helpful to the early development of the Mondragon group (named after a priest from
Modragon that helped facilitated the development of cooperatives). It benefited from the
excellence of Franco?s cooperdtive laws and from the favourable tax arrangements, which
such enterprises enjoy.

Recently most cooperatives are active epecidly in marketing of dairy, wine, olive ol and
fruit and vegetables. Smilarly asin Italy and Portugd, cooperative regulations are laid down
in the conditution. Spanish condtitution explicitly states that its “public powers should
promote cooperative societies by means of gppropriate legidation” (Van Bekkum and Van
Dijk; 1997). Cooperative lawv esawhere in Spain effectively inggts that there should be an
identity (or near idertity) between those who work in a cooperative on the one hand and
those who own and contral it on the other. Spanish cooperative law is superior in other
more detailed respects as wdl, and thus cooperatives enjoy a complete holiday from
corporate taxation over the first ten years.

Sweden

The first Swedish farm cooperative was formed in 1850. County agriculturd societies and
grange associations spawned local farmers cooperatives which purchased farm inputs and
marketed members crops. However one of the biggest obstacles these cooperatives faced
was that no legidation applicable to cooperative associations existed - they were governed
by legidation for joint-stock companies. The government adopted legidation concerning
cooperatives in 1895 (Ibid; 1997). As a result, cooperatives could form associations

" Onethird of the Marshall Aid went to agriculture.
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without having to adjust for joint-stock company laws. Following the adoption of the new
law, several producer cooperatives were created.

By the 1930's, the combination of the Great Depresson and crop surpluses resulted in an
agricultura crigs as prices hit dl time lows. The government interceded with a number of
measures that congtituted the root of Sweden’s agriculturd policies. In 1947 it was decided
by the government that crop and food prices would be fixed. Thus, the cooperatives gained
strength under Sweden’s protective agriculturd policies that stimulated both agriculture and
cooperation.

Currently, there are about 50 agriculturd cooperatives in Sweden, mainly focusng on
marketing, meeat processing, farming and forestry. The rules on market competition in
Sweden are lad out in the Swedish Competition Act (SCA). When the SCA weas first
enforced it contained no exemption rules for cooperatives (Ibid; 1997). New rules regarding
cooperatives came into force in 1994. The SCA provides exemption for cooperative
associdions as long as they abide the following rules and the cooperative has the lega form
of an asociaion. Most cooperatives in Sweden abide by the following cooperative
principles. equa payments for cooperative costs (e.g. distance neutraity), one member, one
vote, equa prices for member products. To enter a cooperative, farmers must meet the
quaity and environmenta requirements of the cooperative and pay a modest fee. To leave
the cooperative, the farmer must give a written notice in advance (1-6 months) and then he
receives his entire equity (with no interest) within afew monthsif heisretiring, or after afew
yearsif he dill farms (1bid; 1997).

Portugal

While famers associdions have a farly old-established tradition, the cooperative
movement is a more recent issue (OECD; 1975). In the period after the 1974 April
revolution, several thousands of cooperatives were edablished in Portugd. This
“cooperative boom” was possible due to a positive attitude of Portuguese newly formed
government towards the cooperative principles — renewa and democracy (lbid; 1975). In
the same period, huge pressure was laid upon the cooperatives to form federations and
unions. Aim of the Federations was to coordinate the representation of the interest of the
respective sectors. Cooperatives in the southern part of Portuga were founded in aress
where huge aress of land, owned by large landowners, were split up according to land
reform and distributed among farmers. Cooperatives in the northern part however arose as
joint busnesses of smdl farmers.

Smilarly asin Italy and Spain, dso in Portugd are cooperative regulations lad down in the
Condtitution. Besides that, the basic legd framework under which Portuguese cooperatives
work can be found in the Cooperative Code (“Codigo Cooperativo’) of 1996 (Van
Bekkum and Van Dijk; 1997). In principle, a cooperdive is a legd entity with variable
capital and composition, with the purpose to satisfy the economic, socid or culturd needs of
its members. According to the “Codigo Cooperativo”, each member must have one vote in
the generd assembly. The minimum number that can form a cooperdtive is st a ten.
Membership in cooperatives is, in principle, open to everyone. To be accepted as a

28



member, one has to be a farmer, apply to ether the board or the generd assembly and
acquire at least three shares. In generd, members are dlowed to leave the cooperative at
any time. Departure arrangements are laid down in the by-laws, including the procedures for
paying back the value of one's shares. In most cases, by-laws sipulate the obligation for
members to deiver their tota production to the cooperative, or obtain dl products from the
cooperative.

United Kingdom

The first cooperatives in the United Kingdom were established in 19" century as consumer
cooperatives. Consumer cooperatives were the means whereby workers could assure
themselves of supplies of unadulterated food and other well-made goods at reasonable
prices instead of being dependent for them upon shopkeepers. In 1867 the first farmers
cooperative was established. In the succeeding years and through most of the following
century the cooperative movement manly developed in the supply sector, while little
progress was made in marketing. Until the 1920s agricultura cooperatives advanced dowly,
but after the collgpse of the federal Agricultura Wholesdle Society, agriculturd supply
cooperatives diversfied ther activities including processng, marketing or technica or
management services for their members.

Even in the recent days, agricultura cooperdives are not as strong in Britain as in some
other European countries, partly because public boards, such as Milk Marketing Board,
undertake a high proportion of agriculturd marketing (Hynn and Hawkins, 1990).
Nevertheess, England had a positive experience with Lending Charities, which operated on
the revolving loans principles in the time period of 1480 — 1660 (Hoallis and Sweetman;
1998).

Current British law does not provide a clear definition of a cooperdtive, but there are
incentives to steer the development into introducing a Cooperative Bill (Van Bekkum and
Van Dijk; 1997). Cooperatives can be registered under either the Industria and Provident
Societies Act, or the Companies Act, both regarded as enabling acts (lbid;, 1997). The
expresson “Farmer Controlled Business’ is increasingly used to designate al organisations,
including cooperatives, in which farmers hold both control and the mgority of sharesin the
ownership structure (1bid; 1997).
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9. Common denominatorsfor a cooper ative set-up

Basad on the evidence from the fifteen EU countries, and supplemented by the theoretica
background this section identifies the following factors as the most influencing and chief in
the set-up of cooperatives (for illustration cf. table 6 in the appendix).

Step 1: Economic threat

Economic threet is linked to the technicad economies of scale and /or politica development
(externd factors). In Denmark it was the response to the imposed threet of inexpensive
import of grain and the non-existing protection of tariffs, which caused production deviation
when Danish farmers devoted themsdlves to the production of value added anima products,
such as bacon and butter, that was produced from chegp primary products (cereds). The
immediate need to market these products, plus, the misuse of the town merchants (another,
consequentia form of threat/stress) mobilised the farmers to form cooperatives.

Smilaly, in many other European countries (Germany, France) the formation of
cooperatives was aso a response to threat imposed on farmers during indugtridisation. In
Ireland the threat came from famine (1831), which has triggered the dternative mechanism
of survivd, i.e. cooperatives. 110 years later, the same kind of threat of survivd was
imposed on Spain, when the Basque country was in ruins as a result of civil war (1941).
These externd circumstances of threet of survivd triggered the ,, dternative way/method” of
surviva, with the hope of progperity, which resulted in the formation of cooperatives.

However, in countries such as Belgium and Itay, the cooperative movement, is based on
ideological basis. The evidence implicitly illudrates that these ideologicd basis of the
cooperative movement not only gathered people of smilar believes, but have developed as a
response to some type of threat.*?

In the same pattern, the evidence illustrates a long history of six centuriesin regard to Greek
cooperatives. Were they formed on any base of threat or stress? Probably “yes’, they
emerged as a base for survivd. The evidence dso illugtrates, that with no circumstances of
threat, as in the United Kingdom, where the function of cooperatives was especidly in the
agro-marketing services subgtituted by public boards, i.e. the Milk Marketing Board, the
cooperatives have not such a strong base.

12 Sociologists claim that people with similar background, believes, etc. are more likely to cooperate than
a heterogeneous group of people.
3 I mplies to cooperativesin the agricultural sector, British consumer cooperatives have long tradition.



Step number 1 therefore illustrates the incentive for cooperatives formetion, being athreeat of
famine and aresponse to avoid its adverse effects.

Step 2: Marketing of the cooperative idea

The second factor enabling the set-up of cooperdives is the exisence of more internd
factors, the legd and/or structura congtraints or opportunities.

The higorica evidence identifies the importance of a charismatic leeder (e.g. priest or
member of dite) asin Germany - F. W. Raffeisen (1848), Hermann Schulze-Delitzsch, W.
Haas (1883), United Kingdom — Robert Owen (1771-1858) and the Rochdae Pioneers
(The Robert Owen Museum; 2002, The Rochdae Pioneers Museum; 2002), Ireland -
Horace Curzon Plunkett, the son of English aristocrat who had experience in USA and
became interested in cooperatives, Spain - Fr. Jose Maria Arizmendiarrieta, priest of smal
town of Mondragon, who had himsdf fought in the civil war, was influenced by the socid
doctrine of the church, he sought to hed the wounds inflicted by the war by minigering to
the socia and cultural needs of the suffering population.

However, this step may not to be necessary. As the Danish evidence suggests, farmers with
the minimd help of government have set-up their successful cooperatives. Nevertheless,
even Denmark has in some sense a charismédic leader, the educationd reformer N.F.S.
Grundtvig who promoted not directly the cooperative movement, but through the famous
“high schools movement” taught the farmers the badc principles of democracy and
democratic responghbilities.

Step 3: Palitical environs

Evidence from a number of countries shows that favourable political climate and targeted
lobbying efforts helped the cooperative movement to enhance their successful performance.
Efficiency on the cooperative levd is defined as providing greater benefits to its members
despite the potentid externdities for the greater society — ether postive or negative. Thus,
the efficiency of cooperative lobbying is examined in terms of the benefits it provides to its
members, not by itsimpact on the larger welfare (Fulton; 2001).

In Greece, where agriculture employs relaively more people than esewhere in EU, the
organisation for agricultura cooperatives with its propagandist body “ General Confederation
of Agriculturd Societies’ has a rdativey higher influence over the affairs of the country.
Elsawhere, the cooperative movement is borne on conflicting political observations, such as
the case of agriculturd cooperativesin Begium and Italy. Guedin (1990) gives the example
of United Kingdom in the crises of 1930s, when first the Labour (1931) and then the
Conservatives (1933) promoted the cooperative as a feature of their economic paolicy.
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While on the nationd level cooperatives are represented by their nationa organisations, on
the EU leve they are represented by COGECA (Comite Generd de la Cooperation
Agricole de la C.E/Generd Committee for Agricultura Cooperation in the European
Union). COGECA represents the generd and specific interests of EU agriculturd
cooperatives vis-a-vis the EU indtitutions and promotes ilations between cooperatives
across borders. For smilar purposes exist the INTERCOOP Europe and the International
Cooperative Alliance (ICA).

10. Conclusions and recommendations

Cooperation is one of the proven avenues how farmers can pull ther efforts to gan a
dronger postion a the market. Thus agricultural cooperatives play a sronger role in
countries where agriculture has until recently been predominant (e.g. Greece and Spain), and
in countries with large agricultural export (e. g. Denmark and France).

A fundamentd difference between the cooperatives in EU countries and the CEEC exidt.
While the existence of farmer-owned marketing or supplying cooperatives is more common
in the EU countries, the existence of production cooperatives, usualy composed of
landowners and employees, dominates the CEEC agricultural sector. Poland is the
exception to this strong producer cooperative structure. The mafunction of production
cooperatives during the communist regime was a consegquence of amix of reasons, primarily
rooted in the command economy and forced membership. These factors probably
overshadowed the non-homogenous objective of the cooperatives, or the lack of socid
capita - more sdient features. With the restructuring of these cooperatives, the communist
legacy in the new cooperatives is dowly vanishing. However, compared to the restructured
cooperatives, private farms are not burdened by this inherited legacy of the communist
regime. Furthermore, the reformed cooperatives are not necessarily structured around a
uniform objective, making its members and board pursuing different goas and objectives.

The paper then turns to the EU countries experiences, and identifies common steps and
patterns to the cooperative development, condsting of (i) economic threat, (i) marketing of
the cooperative idea, and (iii) political environs. Contrary to most EU countries, the
evidence from Finish cooperatives exhibits that the government first provided the
organisationd structure for the functioning of cooperatives, a top-down approach. Thiswas
possble due to the high socid capitd, partly given by the possble sdf-sdection into
cooperatives, presented in rura areas in Finland. However, due to the lack of socid capita
in CEEC, this top-down approach cannot be recommended. In addition, evidence from a
number of European, as well as internationa cooperatives show that organisations that
depend on government help were more fragile and tend to lose their activity focus.

For the success of the cooperdtive, it is imperative to ensure that al cooperative members
have good information about each other without great effort, and do sdf-sdect into the
cooperative. When this peer-assessng mechanism is hampered, individuds dart to act
graegicdly for themselves rather than for the benefit of the group. Historical evidence from
German credit cooperatives show that they were regularly audited, and thus, unlike the Irish
loan funds, were more successful in recovering losses incurred by frauds. This GermantIrish
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difference in gpproach is often judtified by the difference in rates of emigration that, among
other factors, back-pointsto the higher level of socia capita in Germany. Beside lower level
of socid capitd, Irish credit cooperatives, compared to German cooperatives received
ubgtantia governmenta assstance.

Despite these three steps that determine cooperative development, this approach cannot be
directly gpplied in the CEEC, due to the fundamentdly different Stuation. In fact, these three
steps were probably present in the development of the cooperative movement in CEEC,
eg. the development of credit cooperatives, known as kampelicky, during 19" century
under the promotion of Dr. Kampeik. However, due to the discontinuity of the naturd

cooperative development caused by the command economy of the communist regime, the
cause of the mafunction of current CEEC cooperatives is most likely attributed to this
communist legecy.



Appendix:

Table 3: Principal distinguishing features of cooper atives and companies.

Cooperatives

Companies

Primary motive

- to provide for the common needs of
the members

- to make profits for the shareholders

Voting rights

- based on principle, one man, one
vote, regardless of the sze of
shareholding: control is shared equaly
between the members

- based on the S ze of shareholding:
the biggest shareholder hasthe
greatest degree of control

Rate of return on
investment

- the shareholder isinvesting not
primarily for the return he will get on
his money, but because heisa
beneficiary in other ways, whether as
auser of its services, a customer for
its goods or aworker

- pad a afull commercid rate or a
dividend paid on equity capita

Profits

- digtributed in such away of work or
custom rather than what they have
contributed financidly in share capitd.
Though they are differences from one
country to another, they are dl
digtinguished by the fact thet
ownership and control rest with
members. workers are entitled to
membership by virtue of ther
employment in the coop

- paid a afull commercid rate or a
dividend paid on equity capitd




Table 4. Cooperatives and market shares in

different sectors and countries

Austria

Belgium

Denmark

Germany

Greece

Finland

France

Ireland

Italy

L uxembourg

Netherlands

Portugal

Spain

Sweden

UK

Czech Republic

Estonia

Poland

Dairy

Dairy
products

94

96

(0]
N

55

25

Milk

70

35

49

80

82

95

55

Cheese

50

Meat

Meat

30

69

40

25

Pork/pigs

20

12

35

25

25

Beef

20

15

10

Abattoirs

89

70

Farm input/supply

Supply

57

50

41

70

70

32

Fertilizer

60

75

30

Cereals

65

49

74

17

75

35

25

Feeding
stuff

60

Seed &
plants

95

Wholesale

65

Eggs

50

50

20

15

Potato
starch

79

100

Oliveall

60

11

75

Wine

40

50

52

55

49

70

Fruit &

72

20

25

30

32

28




vegetables

Howers

95

Oilseeds

50 | 3

Cotton

20

Forestry

33

60

Animd
Breeding

100

100

Fur

97

Sugar

100

28

7 63

Tobacco

100

30

Source: COGECA; 2000, Palish National Council of Co-operatives, 2001, Estonian
Co-operative Association; 2001, Association of Agricultural Co-operatives and
Companies of the Czech Republic; 2001.

Table 5: Top agricultural cooperatives in selected EU and CEE countries (above

10% market share)

Country Cooperative Sector Market
share
(%)
Audria Bergenlandmilch Dary 36
Bdgium AVEVE Supply & servicesto agriculture | 25
BELGOMILK Dairy 20
COVAVEE Meat 20
VMV Fruit & Vegetables 20
BZU Dairy 10
Denmark Danish Crown Saughter house 80
MD Foods Dairy 90
DLG Supply 27
Landsforeningen Den Supply 25
locadle Anddl
Steff Houlberg Saughter house 12
Fnland Osuuskunta Metsdliitto Forestry 33
vdio Dary 69
Hankkija Supply 41
AtriaLtd. Mest 31
HK Ruokatalo Meat 28
Italy Gruppo Conserve Fruit & Vegetables 40
Gruppo Cavivo Wine 12
AVI-COOP Poultry & rabbit breeding 15
Sweden Arla Dairy 64
Swedish Mesats Meat 75
Egtonia E-Fim Dairy 15
Saaremaa Dairy/meet 10
Egtonian Anima Breed Animd Breeding 100




Centrd Oail Cered (ail) 50
Lithuania KOTENAS Trade in oilseed repe & cereds | 10
VEGETABLE CENTRE | Tradein vegetables 25

Source: COGECA; 2000, Estonian Co-operative Association; 2001, Lithuanian
Association of Agricultural Cooperative; 2001.

Table 6: Summary of common denominators of cooperative development in current

EU countries
Economic threet Marketing of Politicd environs
cooperative
idea
Audria Dire dtuation in rurd aress | Friedrich Politica support by the
Wilhdm Austro-Hungarian
Raffeisen Monarchy, Financid
support by regiona
parliaments, and Legd
framework of the “ Gesetz
uber Erwerbs- und
Wirtschaftsgenossenschafte
n’ from 1873
Bdgium Cooperative development dong three politica lines: Socid, Chrigtian and
Non-digned
Czech First cooperativesin Frantisek Cyril | Cooperatives created in
Republic financid services of Kampelik politicaly stable and
agriculture, tated asa raively free environment
economic defense againgt of rurd movement and
most inditutions that were radicalism agangst Austro-
in hands of the aristocracy Hungarian dudism ad
pursuit towards economic
autonomy
Denmark Thresat of chegpimported | N. F. S. No government
gran Grunditvig interference, truly afarmer’s
movement
Fnland Top-down approach followed after the establishment of Pellervo Society in

1899 by the government

37




France Dire gtuation of farmersin | Winefarmers | Government crested
southern France national associations of
cooperatives
Germany Dire stuation in rurd aress | Friedrich No direct government
Wilhdm interference. The
Raiffasen and | Cooperative Act is based
Herman on principles of sAf-help,
Schulze- sdf-respongbility and self-
Ddlitzsch governance
Greece Ancient tradition Highly hierarchicd sructure
with propagandist body that
isin charge of lobbying at
the government
Irdand Faminein 1831 Sir Horace No direct government
Plunkett interference. Legidation
“The Industrid and
Provident Societies Act”
Italy Cooperative movements devel oped along three lines, distinguished by the
adherence either towards Sociaist or Catholic framework
Luxembourg | Cooperativesinfluenced by | No particular | Creation of professiona
the internationa movement | person organization — Centrale
of the Raffeisen-type and Paysanne Luxembourgeoise
other cooperatives after the WWI
Netherlands | Cooperatives have been No particular | The postion of the Dutch
Set-up asingruments of person government towards
countervailing power and cooperatives has dways
cameinto being only when been aneutrd one
farmers pogtion in the
market demanded
corrective action. For that
reason, cooperatives are
adways highly specidised
and gngle- purposed
Spain Started in Basque country | Fr. Jose Maria | Based on the socidl
that suffered by civil wars | Arizmendiarie | doctrine of the Catholic
ta church
Spanish conditution
explicitly sates that public
powers should promote
cooperative societies
Sweden Result of Greet depression | No particular | Government interceded
and crop surpluses person with anumber of measures
that congtituted the root of
Sweden’ s agricultura policy
until recently
Portugal Major establishment of No particular | This cooperative boom was




cooperatives after person possible due to a positive
revolution of 1974 attitude of Portuguese
newly formed government
towards cooperative
principles
United Firgt set-up consumer Robert Owen | No direct government
Kingdom cooperatives asamean interference
whereby workers could
assure themselves of
supplies of unadulterated
food at reasonable prices

Literature:

Asociaion of Agricultural Co-operatives and Companies of the Czech Republic (2001) -
Generd Information of Czech co-operatives, Fact sheet in Agricultural Co-operation
in the Candidate Countries — Issues and Trends (COGECA), Brussels.

Asociaion of Agriculturd Co-operatives and Trading Companies of the Sovak Republic
(2001) - Generd Information of Slovak co-operatives, Fact sheet in Agricultura Co-
operation in the Candidate Countries — I ssues and Trends (COGECA), Brussels.

Bezemer D.J. (1997) — The Micro-economics of Pogt Communig Agriculturd
Trandformation in Centra Europe; Working Paper, University of Amserdam and
Tinbergen Indtitute, Holland.

Bjarnskov C., Chloupkova J. (2002) — Will post-communist cooperatives work? Socid
capita dynamics and the performance of cooperatives, Work in revison.

Brazda J., Schediwy R. (1989) — Consumer co-operatives in a changing world; University
of Vienna

Bogetoft P., Olesen H.B. (2000) — Afregning i Andelsselskaber: Teoretiske modeller og
praktiske eksempler fra slagteribranchen; DSR Forlag, 1. udgave.

Chloupkova J. (1996) — The Effectiveness of the Agriculturd Credit Market in the Czech
Republic; Magter’s Thes's, Wye College, Univeraty of London.

Chloupkova J. (2001) — The Economic and Historical Foundation of Agricultural
Poalicy; The Royd Veterinary and Agricultura University; Course Paper.

39




Chloupkova J. (2002a) — Czech agriculturd sector: Organisational gStructure and its
transformation; Unit of Economics Working Paper 2002/1, The Roya Veterinary
and Agriculturd Universty; Copenhagen.

Chloupkova J. (2002b) — Polish agriculture: Organisationd structure and impeacts of
trangtion; Unit of Economics Working Paper 2002/3, The Royd Veterinary and
Agriculturd Univerdty; Copenhagen.

Chloupkova J., Bjarnskov C. (20028) — Counting in Socid Capitd when easing Agriculturd
Credit Congraints, Journal of Microfinance; forthcoming.

Chloupkova J., Bjgrnskov C. (2002b) — Could Socid Capitd help Czech Agriculture?,
Agricultural Economics; Vol. 48 (6), p. 11-15.

Chloupkova J., Svendsen G.T. (2002) — Building and destroying socid capitd: The case of
cooperative movements in Denmark and Poland; Submitted to Agriculture and
Human Vaues.

Christensen J. (1983) — Rural Denmark 1750-1980; The Centrd Co-operative Committee
of Denmark, Copenhagen.

COGECA (2000) — Agriculturd Co-operation in the European Union, Issues and Trends;
Fact Sheets; Comite Genera de la Cooperation Agricole de la C.E. (COGECA);
Brusss.

Donati M., Capo E., Albanese F. (1990) — Agriculturd Co-operatives and Unions.
Competitions and Connivances in Co-operatives and Farmers Unions, in Western
Europe — Collaboration and Tensions (Just); South Jutland University Press,
Edbjerg.

European Commission (1998) — Agriculturd Stuation and Prospects in the Central and
Eastern European Countries, Summary Report; Directorate Generd for Agriculture,
Working Document.

FAO (1994) — Reorienting the cooperative structure in selected Eastern European
countries: Summary of case-studies, Central and Eastern Europe — Agriculturein
Trangtion 1, Food and Agriculture Organization of the United Nations.

Flynn A., Hawkins L. (1990) — Agricultura Co-operatives and the State: The Case of the
Milk and Potato Marketing Boards, in Co-operatives and Farmers Unions in
Western Europe — Collaboration and Tensions (Just); South Jutland Univeraty
Press; Esbjerg.

Fulton M. (2001) — Leadership in Democratic and Participatory Organizations, Presidentid
Address to the Canadian Agricultura Economics Society, CAES-AAEA Annud
Mesting, Chicago.



Gaass F.L. (2001) — Messuring socid capitd: Culture as an explanation of Itay's
economic dudism; European Review of Economic History, Volume 5, Issue 1,
April, pp 29-59.

Goussios D., Zacopoulou E. (1990) — The Co-operative and Union Movement in Greece;
in Co-operatives and Farmers Unions in Western Europe — Collaboration and
Tensions (Just); South Jutland University Press, Esbjerg.

Guedin A. (1990) — Agricultura Co-operatives versus Farmers Unions in France (1880s
to 1989s); in Co-operatives and Farmers Unions in Western Europe —
Collaboration and Tensions (Just); South Jutland University Press, Esbjerg.

Guinnane T. W., Henriksen . (1998) — Why Danish Credit Co-operatives Were so
Unimportant; Scandinavian Economic History Review; Vol. XLVI, no. 2.

Haggard H.R. (1911) — Rural Denmark and itslessons; Longmans, Green.

Hansmann H. (1996) — The Ownership of Enterprise; The Beknap Press of Harvard
University Press.

Harris A., Fulton M., Stefanson B., Lysyshyd D. (1998) — Working Together: The role of
Externd Agents in the Devdopment of Agriculture-based industries, Centre for the
Study of Co-operatives, Universty of Saskatchewan.

Henriksen 1. (1997) — A survey of inditutions that served the credit needs of Danish
agriculture o. 1865-1920; Working Paper, Inditute of Economics, University of
Copenhagen; February.

Henriksen 1. (1999) — Avoiding lock-in: Cooperative creameries in Denmark, 1882-1903;
European Review of Economic History, Volume 3, Part 1.

Hillbom L. (1998) — Impact of the European Union’s Enlargement on Co-operatives, Paper
presented at a seminar held in Prague in November 1997; International Co-operative
Information Centre.

Hollis A., Sweetman A. (1998) — Microcredit: What Can We Learn From the Past?, World
Development, Vol. 26, no. 10, pp. 1875-1891.

Internationd  Co-operative Alliance /ICA/ (1998) — web page accessed on
Http://www.coop.org/ica

Jensen E. (1975) — Danish Agriculture — past and present; The Danish Farmers
Organisations, The Agricultural Council of Denmark; Copenhagen

41



Knack S., Keefer P. (1997) — Does Socid Capitd Have an Economic Pay-Off? A Cross-
Country Investigation; Quarterly Journal of Economics, Vol. 112, pp. 1251-1288.

Kubacdk A. (1992) — Dgjiny zemedelstvi v ceskych zemich (Higtory of agriculturein the
Czech lands); Credit.

Latvian Farmers Federation (2001) - Generd Information of Latvian co-operatives, Fact
sheat in Agriculturd Co-operation in the Candidate Countries — Issues and Trends
(COGECA), Brusss.

Lithuanian Association of Agriculturd Cooperatives (2001) - Generd Information of
Lithuanian co-operatives, Fact sheet in Agricultura Co-operation in the Candidate
Countries — Issues and Trends (COGECA), Brussdls.

Moyano E., de la Fuente G., Acosta J.T. (1990) — Co-operatives and farmer unions in
Spanish agriculture; in Co-operatives and Farmers Unions in Western Europe —
Collaboration and Tensions (Femming); South Jutland University Press; Esbjerg.

Muenkner H.H. (1991) — African co-operatives and the State in 90s; Margburg/Lanhn.

Nationa Alliance of Hungarian Co-operatives and Producers (2001) - Generd Information
of Hungarian co-operatives, Fact sheet in Agriculturad Co-operation in the Candidate
Countries — Issues and Trends (COGECA), Brussdls.

Nationd Union of the Agricultura Co-operatives in Bulgaria (2001) — Generd Information
of Bulgarian co-operatives, Fact sheet in Agriculturad Co-operation in the Candidate
Countries — Issues and Trends (COGECA), Brussdls.

OECD (1975) — Agricultural Policy in Portugal; Agriculturd Policy Reports,
Organisation for Economic Co-operation and Development; Paris.

OECD (1995) — Review of agricultural policies; Organisation for Economic Co-
operation and Development; Paris.

Pithart P. (2000) — Banky do zachrannych clunu, kampelicky do more (Banks into rescue
boats, kampelicky into sea); ZN Noviny, Prague; 15 April.

Polish Nationd Council of Co-operatives (2001) - Generd Information of Polish co-
operdatives, Fact sheet in Agriculturd Co-operation in the Candidate Countries —
Issues and Trends (COGECA), Brussdls.

Putnam R. (1993) — Making Democracy Work: Civic Traditionsin Modern Italy; Princeton
University Press.

4?2



Rinaudo Y., Gavignaud G. (1990) — The Emergence of Wine Co-operdivesin the Midi in
Co-operatives and Farmers Unions, in Western Europe — Collaboration and
Tensions (Just); South Jutland University Press; Eshjerg.

Schmitt G. (1993) — Why Caollectivisation of Agriculture in Socidist Countries has faled: A
Transactions Cost Approach; in Csaki C. and Kidev J. (eds.), Agricultural Co-
operatives in Transition; Boulder, Westview Press.

Smith A. (1776; reprinted 1983) — Wealth of Nations; Penguin Books, New Y ork.

Suvova H. (2001) — Pohled banky na uverového diuznika — zemedelsky podnik — v
kontextu uverového rizika a kepitdloveé primerenosti (The bank approach to a credit
obligor — a farm business — in the context of credit risk and capitd adequacy); Live
Economic Issues of Agriculturd Enterprises, Research Inditute of Agriculturd
Economics, Prague.

Van Bekkum O.F and Van Dijk G. (Eds.) (1997) — Agricultural Co-operativesin the
European Union, Trends and Issues on the Eve of the 21% Century; Van Gorcum;
The Netherlands.

Temple J. (1998) — Initid conditions, socid capitd, and growth in Africa, Journal of
African Economies, Vol. 7, no.3., pp. 309-347.

The Robet Owen Museum (2002) - web page accessed on:  http://robert-
owen.midwaes.com/ on 15 April.

The Rochdde Poneers Musaum (20020 — web page accessed on:
http://mwww.manchester.com/tourist/rochdae/ on 15 April.

Vienney C. (1980) — Socio- Economie des organisations cooperatives (Socio-economy of
co-operatives organisations); Formation et transformations des Indtitutions du secteur
cooperatif francais, Paris.

Webster’s College Dictionary (1991) - Randon House Inc.; New Y ork.

Zak P., Knack S. (2001) — Trust and Growth; The Economic Journal, Vol. 111, pp. 295-
321.



