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The Ambiguous Position of Cooperatives vis-a-vis the Issue
of “Difference”

by
Yair Levi
International Research Centre on Rural Cooperative Communities
CIRCOM, Israel*

Abstract

The common meaning of “difference” when referred to cooperatives is what is
supposed to distinguish them from non-cooperative organizations and to enable
them to assert their distinctiveness in their surrounding context. Examination
of past and present experiences, however, shows that the cooperative difference
has been challenged from both without and within the cooperative camp. The
paper examines the ambiguous position of cooperatives vis-a-vis capitalism, the
thesis of “no-difference”, the defensive position and the recent efforts to sustain
their particularity. As high levels of economic activity tend to increase the
distance between the association and the enterprise aspects of the cooperative,
it ensues that pursuance of difference is helped by a state of low economic
involvement (e.g., “social cooperatives™) and, conversely, is hampered by a state
of high economic involvement and risk, as is the case with production — mainly
agricultural — cooperatives under strong market competition. Here ambiguities
persist as to whether the emphasis should be on strengthening the economic or
the social component of the cooperative.

Our argument is based on the following propositions: 1) difference is inherent
in the cooperative phenomenon and is at the core of its emergence as a reaction
to capitalism; 2) attempts at blurring the difference came from within and from
without the cooperative camp; 3) a defensive position has been elaborated, mainly
to reject the “degeneration theory” of cooperatives; 4) difference is strongly related
to the notion of distance between the association and the enterprise components
of the cooperative; 5) increasing globalization and competition have sharpened the
argument over conversion and related issues of difference vs isomorphism.

* Revised version of the paper presented at the International Co-operative Research Conference, Québec
City, August 28-29, 1999,

JOURNAL OF RURAL COOPERATION, 28(2),2000:121-135 ISSN 0377-7480 ©



122 Y. Levi

Historical-ideological background

Difference as an inherent feature of cooperatives

What most distinguishes a cooperative from a non-cooperative organization is at
the core of its original aim to counter the Industrial Revolution, i.e., depriving capital
of its power. Major operational tenets and practices would include:

o excluding the possibility of an economic objective being the main objective of
the cooperative;

e dissociating the decision-making power of the member from the type and
amount of his/her equity;

e precluding the tradability of members’ shares;
o limiting the remuneration of members’ shares;

e precluding the possibility of distributing operational surpluses to members
according to the kind and/or amount of their equity; distribution should rather
be done either on an equal basis or according to members’ participation
(patronage) in the activities of the cooperative;

o precluding the possibility of distributing the collective reserves of the cooper-
ative during its lifetime;

o “disinterested devolution”, to mean that in case of dissolution, the remaining
net assets cannot be distributed among the members but should rather be
transferred to another not-for-profit organization (though strongly debated by
the ICA, this principle was not included in the official list of principles, yet is
observed in many countries).

The above highlight the not-for-profit orientation and the delinking of capital
from decision-making, typical of cooperation, and broadly correspond to the first
and second principles of the ICA (see appendix). Unlike the principles, the above
tenets are formulated in a “what not to do” style so as to underline the counteracting
role assigned by the founders to their new project. Indeed, since their inception,
cooperatives have been haunted by the threat of capitalism and their main objective
was to countervail it. So, they used — as will be explained below — a terminology
borrowed from the latter and enunciating a contrario how cooperatives are expected
to behave (not-for-profit, limited interest, non-sellable shares, non-distributable
reserves, disinterested devolution...). In a way, a set of rules emphasizing what
is supposed to make the cooperative difference.

What emerges from the above tenets is the attempt to subordinate the economic
to the social. Preventing the dominance of the economic over society evokes:the
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notion of “embeddedness” (Polanyi, 1957) and of “disembeddedness” as its opposite,
namely the separateness of the economic from non-economic considerations and
institutions (in further discussion this will appear under “distance™). This is to be
achieved, to put it in a nutshell, through a set of modalites aimed to prevent the
economic from taking the upper hand and a democratic management that put capital
at the service of man rather than the converse as in a capitalist firm. The Rochdale
narrative, mainly its Law First (see appendix) supported this “embedding” orientation
and endowed cooperation with its utopian-community vision.

Ideally, the social and the economic components of cooperatives, i.e., the asso-
ciation and the enterprise, are supposed to be strongly intertwined and not amenable
to a clear distinction. This strong interrelation, known in the cooperative doctrine as
the “double nature” of cooperation, is its very raison d’étre. An association devoid
of an entreprenecurial content or an enterprise devoid of a specific priority to non-
economic considerations, i.e., to people and their needs, would take us away from
the idea of a cooperative and rather approximate the benevolent-assistential and the
for-profit organization, respectively. Such an inclusive and integrated approach has
been strongly supported in the cooperative literature (see e.g., MacPherson, 1996,
and Birchall, 1997).

In the course of our analysis, though, it will be shown that, throughout history
and until today, a variety of factors have acted against both the “integrated” and the
“subordination” approach, thus preventing or limiting the emergence of the expected
“difference”. In practice, the “double nature” of cooperation is at the root of the
socio-economic tension which accompanies cooperatives since their inception:

In a way, cooperatives live in two worlds: the world of enterprises
dominated by technological and economic factors, and the world of
associations dominated by socio-political factors. In order to reproduce
their cooperative identity they have to operate satisfactorily in both
worlds, combining internal processes of reproduction with the ability
to cope with environmental, isophormic processes (Bager, 1994).

It is argued that the tension stems from the paradox of a movement that, born to
counter an adversary, soon found itself depending on it and relegated to a position
of defense against it or of its imitation. Paradoxically, it can be said that what is
supposed “to make the difference” is, in a way, what limits the cooperatives™ ability
to achieve it.

Attempts at blurring the difference

Inconsistencies and ambiguities. The inner potential for difterence was not fully
used to the advantage of cooperatives, due to inconsistencies between means and ends
and the ambiguous position of the very cooperative movement vis-a-vis capitalism.
With time the principles and the Law First came to signify, in a way, the business
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and the community orientation of cooperatives, respectively. This differentiation
produced an enduring tension. At the 14th Congress of the ICA (London, 1934)
a statement was approved to say that the aims included in the Law First *.. .can
hardly be considered as fundamentals of the economic base of the Rochdale system
and should rather be considered as reflexions of the Owenite philosophy with which
the Pioneers were intimately associated”. It wasn’t until 1980 that the spirit of the
original Law First was revived at the London Congress in the Laidlaw Report. The
comeback of the cooperative community was requested through the establishment of
“Cooperative Villages” in urban conglomerations, i.e. multi-functional organizations
to meet growing needs for employment and food in the world. The Report expressed
doubts as to the suitability of the old Rochdale principles, originally devised for the
current management of a consumer store, to the requirements of the society of the
2000s.

The adaptability of the ICA to changing conditions has been recently assessed,
especially with regard to new changes and additions to the principles, namely the
recognition that part of the cooperative’s reserves have to be undistributable (principle
3); the need to acknowledge the possible participation of external capital, albeit under
due precautions as to the cooperative’s autonomy (principle 4); and the concern for
the community (the newly approved principle 7). On the whole, however, wonder
was expressed at how the recent dramatic changes in the global markets and in
the growing needs for social services could leave cooperation with relatively so
unchanged forms and rules as emerging from the latest 1995 ICA Statement (Chomel
et Vienney, 1996). If cooperation is to keep its meaning, it has to be able to give
answers to the new needs in the “social and welfare domain:” ...If cooperation
inherited from the 20th Century is largely dominated by its economic arm, it may
be that its significance, if not its existence, will be conditioned by the development
of this social arm (/bid). Social concerns of this kind, however, seem to be hardly
served by such individualistic tendencies as recently manifested by the opposition to
include cooperatives in the “social economy” on the ground that: “1) cooperatives
are supported by individuals who pursue private interests and aims; 2) cooperatives
pursue the economic interests of their members; 3) cooperatives are private and
economic enterprises; 4) cooperatives practice solidarity with their members for the
benefit of both sides” (Wiilker 1995).

The original aim of the cooperative movement was to provide an alternative
to capitalism. The cooperative movement itself, however, became soon split over
this basic obvjective. The first controversy aroused over the state of workers in the
manufacturies of the British consumer movement: should they be treated as salaried
workers dependent on the cooperators as employers as in a capitalistic enterprise, or
should they be associated to the enterprise as co-owners and co-participants in the
remuneration? This debate reached its peak at the first Congress of the International
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Cooperative Alliance in 1895, where the position which finally prevailed was the
first.! At a later Congress (1902) it was from the German cooperators that the
strongest opposition came to the principle of surplus distribution among the members,
considered as a surrender to capitalism. Soon after, in 1904, the delegates of the
Raitfeisen and Schultze-Delitsch cooperatives strongly defended their program of
developing the cause of the middle classes in collaboration with, and not in opposition
to, capitalism (Desroche, 1976; Sapelli, 1997).

These controversies call into question the very cooperative principles: are they
a reaction to capitalism or, conversely, an adaptation to, or imitation of, the same?
According to Vienney (1960) the early pioneers of cooperation believed that in order
to change the dominant system, it would be sufficient to replace the modalities of
management of the capitalistic enterprises by new ones, based on self-management
of the workers/consumers (or otherwise the “user”-beneficiaries). This was achieved
by substituting the practice of “one man-one vote” for “one share—one vote”; the
principle of patronage refund for the practice of capitalist profit based on work plus-
value; and the maxim “all for the individual by society” for “all for the individual
by the individual”. The principle of limited interest on capital has been considered
as a “concession” to the capitalist system so as to secure a minimal capital reserve
(Lambert, 1964). The principle of “disinterested devolution” has been commented as
bearing a dissuading, rather than practical, value (Lasserre, 1965). In fact, when a
cooperative is wound up and further to the refunding of members’ shares and meeting
the cooperative’s debt, little is expected to be left for distribution. So, the principle
can be seen as a means to prevent the members’ temptation to dissolve the cooperative
and share its assets.

All these tendencies hint at a strong element of individualism, absorbed from the

surrounding ambiance, in turn undermining the efforts towards the attainment of the
cooperative difterence.
The thesis of no-difference. The thesis of “no-difference” maintains that cooperatives
and conventional firms do not basically differ and if they do, they ultimately tend to
converge. As carly as 1898 an Italian economist made the point that cooperatives, be
they of consumers or producers, are economic firms aimed to achieve economic ends
at lower costs than otherwise possible, to the advantage of members. This means that
the force that creates and upkeeps them is selfishness and the force they represent is
their individual interest (Pantaleoni, 1925:132-3).

Among American economists, two major models prevailed in the literature of
cooperative farm economics in the 1940s-1960s: the mode! of Phillips (1953) and that
of Helmberger and Hoos (1962). Whereas the first maintained that the cooperative is
not a firm and makes no entrepreneurial decisions, the latter presented all decisions

*The participatory policy towards the salaried workers in consumer cooperatives is nowadays imple-
mented in the Eroski cooperative of Spain (see Soraluce, 1998).
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in the cooperative as being made by a single individual, the “peak coordinator”.
Beyond these differences, both models share maximization of member profits as the
cooperatives’ main objective, thus narrowing down any possible difference between
cooperative and non-cooperative organizations. The thesis of no-difference was best
expressed by such authors as Walras for whom the role of cooperatives was not ““. . .to
supress capital, but to make everybody a capitalist. . .” (Lambert, 1964:10) and Roy
who maintained that cooperatives are not only an integral part of the capitalist system,
they broaden its scope of action (Roy, 1969).

More recently, investor-owned firms (IOFs) and cooperatives have been men-
tioned in combination:

...business corporation is just a particular type of cooperative: a
cooperative is a firm in which ownership is assigned to a group of the
firm’s patrons, and the persons who lend capital to a firm are just one
among various classes of patrons with whom the firm deals In fact, the
conventional investor-owned firm is nothing more than a special type
of producer cooperative — a lenders’ cooperative, or capital cooperative
(Hansmann,1996:12,15).

Central to the thesis of convergence is the well-known degeneration theory. Its
stongest advocates were the Webbs (1914), followed by Oppenheimer (1896), Shirom
(1972), Meister (1974) and others. This theory maintains that under conditions of
strong competition cooperatives are expected to succumb, sooner or later, to the
surrounding capitalit system and adopt its methods. This interpretation is at the base
of the deterministic proposition, of particular relevance to producer associations, that
“‘since cooperatives keep failing, they must be impossible” (Stryjan, 1989:6).

The defensive position

To counter the alleged inevitability of the “degeneration theory” a wealth of
studies have been done to reject the thesis of the inferiority of labor-managed firms
as compared to capital-managed ones. A recent study recapitulating all major
research on labor cooperatives (Doucouliagos, 1997) suggests that labor-managed
firms are not less efficient or less productive than capital-managed ones and that
the labor-managed firm’s democratic governance, industrial relations climate, and
organizational setting do not appear to adversely affect productivity and efficiency.
Other studies have clearly pointed to cases of labor cooperatives outperforming
capital-managed ones, such as the plywood industry in the US (Greenberg, 1994)
the Mondragén complex of Spain (Bradley and Gelb, 1986) and the producer
cooperatives of Northern Italy (Bartlett ef al., 1992).

These studies take a defensive stance and one may ask whether they invalidate
or support the “no-difference” thesis. While showing that cooperatives are not
inferior to, and can even outperform, capitalist firms, the latter remain the yardstick
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for comparison. The problem may be to what extent can cooperativemanaged
enterprises perform according to the dominant capitalist logic and still preserve
their identity — if at all — as not-for-profit organizations. On the whole, one may
wonder whether “advantage” and “difference”, when referred to cooperatives, denote
the same property. A cooperative can show an advantage as compared to a non-
cooperative without necessarily being different from it.

The case for/against the difference has recently been sharpened by the argument
about the conversion of cooperative into IOFs and COOP PLC (Publlic Companies
with Farmer Coops as Majority Shareholders).

“Distance’ and difference

Basic to our approach to the issue of difference is the notion of “distance”
between the social and the economic components of the cooperative or, more
precisely, between the association and the enterprise. This suggests that the greater
the embeddedness of the economic in the non-economic (social and community)
components of the cooperative, the greater the latter’s potential for differing from
IOFs. In other words, the closer the association and the enterprise are to one another
(i.c., economic embeddedness), the greater the likelihod of cooperative difference,
and vice versa.

One of the first recorded paradoxes in the history of cooperatives is attributed to
Gide (1930:7) when he said that the more successful cooperatives are economically,
the more likely they are to fail socially. The size and scope of economic activity of a
cooperative is a major factor affecting the extent of closeness/separateness between
the association and the enterprise components and, in the end, the extent of difference.
The higher the size and scope of the economic activity of a cooperative, the more
difficult becomes the preventive and controlling role of the social over the economic.
In other words, economic development invites economic disembeddedness, i.e.
distance, and exposure to non-congruent isomorphic processes which homogenize
cooperatives with non-cooperatives (Bager, 1994).

No wonder, therefore, that cooperatives with a relatively limited scope of
economic activity show high degrees of economic embeddedness, a resulting low
likelihood of socio-economic tension and a strongly perceived difference. This is
the case, for instance, with cooperatives like Evangeline in Canada (Wilkinson and
Quarter, 1996); the cooperative day-centres of Sweden (Pestoff, 1995) and the “social
cooperatives” of Italy (Borzaga, 1994; Levi e Montani, 1995, Barbetta, 1997; Levi,
1998)). In the latter example, the pronounced not-for-profit drive embedded in the
founders ideology, brought about many of the member-activators to view the payment
of an interest on the share or the distribution of surpluses, as practices alien to the
spirit of cooperation (Levi e Montani, 1995). The multi-stakeholder structure of most
“social cooperatives” enables them to go beyond the restricted traditional realm of
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member interests to serve broad community ends.

On the other pole of the spectrum the Saskatchewan Wheat Pool (SWP) of
Canada epitomizes the model of a big enterprise which, to cope with market
competition, issued in 1996 a new class of shares traded on the Toronto Stock
Exchange and available to member-users and to non-user and non-voting members.
On the whole, such a “hybrid” cooperative has been criticized as a possible deviation
from basic cooperative rules (Miinkner, 1994); as counterproductive to the future
distinctiveness of cooperatives from capitalist firms (Lévesque and Coté, 1996:22)
and as facing cooperatives with the difficulty “. . .to reconcile the co-operatives’ de-
emphasizing of the role of capital with the need to obtain sufficient funds to remain
competitive” (Rhodes, 1999). A paradoxical situation arises whereby the need for
economic empowerment of the Pool may jeopardize its survival as a cooperative.
When assets and control formerly in farmers hands are now shared with private non-
farmer interests .. .a situation is created where . . .in order to survive over the long
term a privatized cooperative will have to be more focused on maximization of profits
and less on high levels of services (Caceres,1998).

Conversion: the pros and cons

The case for conversion

The logic behind the attempts at restructuring cooperatives is nicely illustrated by
the attempts at their conversion into IOFs as is the case with the agricultural coops in
the US and in the European Union. In the first, the tendency, by economists, to stress
the similarities, rather than the differences, between cooperatives and IOFs, serves
the objective of facilitating their inclusion in mainstream economics, thus enabling
to eclipse those aspects that are found to “deviate” from neo-classical rationality
(Mooney et al., 1996). In the second case, a group of experts appointed by the
European Union to investigate the situation of agricultural cooperatives in 15 member
countries, issued a number of recommendations such as eliminating subsidization
of prices, no recruitment of new members on account of social arguments, capital
remuneration at market prices, reducing the amount of collective capital and issuing
tradable shares (van Bekkum and van Dijk, 1997, quoted by Rgkholt, 1999). In brief,
a sort of recipe for disembedding the economic thus blurring the diference between
cooperatives and non-cooperative organizations.

Among the cooperatives which underwent a conversion, no non-economic moti-
vations on the part of the farmers were admitted. To the neo-classical economist used
to the isolated economic actor, the cooperative represents an “irrationality”, limited
by the principle of democratic (as opposed to proportional to volume of business)
control and the pretence that interests other than economic may be important.

The strong resistence to demutalization of cooperatives in the US (see below)
seems to be an exception. Seen from the perspective of “congruent/non-congruent”
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isomorphism (Bager, 1994) the tendency towards the non-congruent model seems
to prevail. Evidence to this can be found in the experience of Norwegian big dairy
cooperatives (Bager, 1994); in the attempts to demutualize building societies and
mutuals in the UK (Spear, 2000); in the pervasive process of demutualization in
Australia (Cronan, 1999); in attempts at conversion of big farmer cooperatives in the
US (Gray and Mooney, 1998) and in the recent developments in the kibbutz sector
(Rosolio, 1999; Achouch, 2000).

Non-congruent isomorphism is eased by a combination of external pressure and
weak internal awarness of the cooperative identity. The business community tends
to see the cooperatives as a “deviation” from rational management of capital and a
good many cooperative managers dont see a contradiction between economic short-
termism and profit maximization, on the one hand, and the very notion of cooperative,
on the other. Under the logic that economic success means adding value to the share
at the expense of member and community participation, no wonder that the way to
increased competitivity is based on more emphasis being put on the enterprise side
ot the cooperative.

The case against conversion

The above criticism of “hybridization” of the SWP of Canada as an outcome of
the latter’s demutalization is recently backed by a reaffirmation, by US farmer cooper-
atives, of their determination to resist attempts at conversion. Asserting the difference
is part of the struggle for cooperative survival. By positioning farmers as member
owners and users, on the one hand, and investors (members or not) as owners-non-
users, on the other, a whole rationale has been elaborated explaining the reasons that
may lead to conversion, its consequences and the ways of preventing it (Torgerson,
1999). This tunes with the view that the supposedly “weaknesses” of cooperatives
(in the case of farmer cooperatives, their alleged inability to efficiently handle their
capital) cannot be cured by just becoming more economic. On the contrary, the
business and the association should join hands in the pursuance of a “Strategy B”
trend (see Rgkholt, this issue) based on substituting loyaltybased solidarity for power-
based solidarity, horizontal and vertical integration for vertical integration only, and
recognizing the limitations of agency theory and transaction costs economics as
tools to analyze cooperatives. To become more competitive, cooperatives should be
more cooperative, Le., foster their inner potential for developing trust both internally
and vis-a-vis the customers, as e.g. in ecological agriculture where the interests of
trustworthy producers and of sophisticated consumers can converge (Presno Amodeo,
2000).

Cooperatives’ distinctiveness is evoked under many aspects. First, by stressing
that **. . .their interests are long-term and are derived from ongoing organizational use,
control, and benefit, as opposed to simple profit-taking on short-term investments”
(Mooney et al., 1996). Then, by emphasizing their potential for an alternative to the
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dichotomy “market or state”, hence as an alternative way of organizing economic
activity and as basic and unique constituent elements of community and society
(Pestoft, 1995) and finally, by emphasizing the “extra something” that makes the
difference between cooperatives and IOFs (Freeh, 1993).

Summary and conclusion

The notion of cooperative difference is far from unequivocal as it ranges from
negation to assertion. The dominance of the neo-classical paradigm and its impact on
cooperatives are at the root of the phenomenon. Theoretically, both the “subordina-
tion” and the “integrated” model act in the direction of reducing the distance between
the association and the enterprise side of the cooperatives. In practice, though,
the “subordination” model is expected to prevail over the “integrated” one as long
as the dominant paradigm of mainstream economics serves as the main legitimate
(therefore “rational”) term of reference, in turn calling for appropriate controls. The
difficulty of maintaining a balance between the social and the economic components
is related to the threat/lure of isomorphic trends. Tendencies towards non-congruent
isomorphism, i.e., the assimilation of cooperatives to non-cooperatives, Invite a
lessening of difference.

The issue of difference depends on the kind of cooperative activity and the
scope of the economic herein. For cooperatives facing strong market competition,
the challenge is different than for cooperatives dealing with social-relational and
community concerns and facing relatively simple economic problems. Here the
attainment of difference is greatly eased by the possibility of extending the scope
of activity beyond the conventional realm of members and their interests.

A change may be in sight under the combined impact of cooperative and non-
cooperative factors. Among the latter, we note the recent resort, by general manage-
ment theory, to such non-economic devices as networking, social auditing, ecological
controls, trust generating strategies, customer clubs, etc. As to cooperatives, they
still seem far from making the best of their potential for matching the proclaimed
values of solidarity and reciprocity and the means of attaining them. A convergence
of “embedding” strategies, increasingly popular in the world of business, and new
cooperative openings, especially in those fields where they are supposed to suffer
from “weaknesses”, may lessen the pull effect of the neo-classical paradigm and its
consequent attraction to non-congruent isomorphism.
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