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Collective Entrepreneurship: An Emerging
Phenomenon in Producer-Owned

Organizations

Michael L. Cook and Brad Plunkett

This paper introduces and defines the concept of collective entrepreneurship. A review of
the defensive single-level rent-seeking objective of traditional agricultural cooperatives is
introduced followed by an analysis of recent studies documenting a shift in the objective
functions of producers jointly integrating toward more multiple-level rent-seeking entities.
This process of shifting from market failure—ameliorating collective action mechanisms
toward rent-seeking group action organizations is labeled collective entrepreneurship. The
justification for introducing this concept is based on the Olsonian premise that rational,
self-interested individuals will not act to achieve their common or group interests without

coercion or selective incentives.
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The objective of this paper is twofold: 1) to
explore the interface between the concept of
entrepreneurship and the evolution of the or-
ganizational arrangement known as the tradi-
tional agricultural cooperative and 2) to in-
form the debate on the emergence of
producer-controlled firms that assume nontra-
ditional organizational forms of governance.
Specifically, the paper attempts to develop a
platform for discussion of the concept defined
as ‘“‘collective entreprenecurship”—a form of
rent-seeking behavior exhibited by formal
groups of individual agricultural producers
that combine the institutional frameworks of
investor-driven shareholder firms and patron-
driven forms of collective action. After diag-
nosing the definition of collective entrepre-
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neurship, we explore public policy and
strategic management implications of this
emergent phenomenon.

Twentieth century economic scholars have
generally agreed that the agricultural cooper-
ative form of organization emerges because of
problems associated with publicness (nonri-
valry or nonexcludability) attributes, problems
affected by asymmetric information between
providers and customers, or both. More spe-
cifically, it can be stated that the “traditional”
agricultural cooperative form of organization
emerges when one of the three primary con-
ditions placed on the fundamental theorem of
welfare economics is violated. Sexton and
Staatz (1983) conclude that any one of these
violations leads to the emergence of inefficient
Nash equilibria. These three forms of violation
include asymmetric information, monopsony-
monopoly power, and externalities. In the so-
cial science literature, existence of any one of
these violations leads to consideration of col-
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lective action as a corrective measure. Econ-
omists usually proffer mutual vertical integra-
tion as a solution to this dilemma. Hierarchy
as a solution to this individual self-interest—
group efficiency dilemma is fraught with its
own challenges—what Miller calls the “‘social
dilemma.” Miller (p. 35) further concludes
that hierarchy may or may not afford an “‘ide-
al” incentive system to align the individual
participant’s incentives with the collective
good objective of the group. Recent empirical
analysis on the inner workings of agricultural
cooperatives (Chaddad, Cook, and Heckelei;
Hendrikse 1998; Hendrikse and Veerman; I1-
1opoulos) surface additional incentive align-
ment challenges regarding residual distribu-
tion and risk capital accumulation in this
popular form of collective action. This sug-
gests that we would expect to see shifts in the
structure of organizational arrangements de-
signed to alleviate the negative consequences
of the aforementioned market failure shifts as
their patrons become more heterogeneous in
their economic preferences. A brief note on
the evolution of this dynamic follows.

Background

Most North American agricultural coopera-
tives originated in the late 1800s and early
1900s because of the aforementioned absence
of competitive markets, private goods, or cost-
less information (Goddard; Nourse; Refsell).
Spurred by the world agricultural depression
following World War I and facilitated by en-
abling antitrust and state incorporation legis-
lation, agricultural cooperatives slowly but
consistently increased their aggregate market
shares of inputs sold, farm commodity mar-
ketings transacted, and services provided ev-
ery year from the mid-1920s until the mid-
1980s (Cook).

The original organizational design of agri-
cultural cooperatives was influenced by a
path-dependent set of group action success cri-
teria initiated by the English Rochdale weav-
ers in 1844, an Americanized set of coopera-
tive principles, and specific state and federal
institutional constraints. Cooperative founders
in the United States translated and reduced the
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12 Rochdale principles to three “‘hard-core”
principles: one person—one vote, service at
cost, and limited return on equity capital.
These three principles were used by most state
legislators when they modified their incorpo-
ration statutes to include cooperatives. In ad-
dition to the three hard-core cooperative prin-
ciples, most of the 12,500 agricultural
cooperatives founded during the 1920s oper-
ated under the following rules, policies, and
practices; open membership, democratic con-
trol, capital formation with residual claimant
rights restricted to member patrons, redeem-
able ownership rights and allocated residuals,
residual claims allocated only to member pa-
trons or to the organization on the basis of the
discretion of the board of directors, and risk
capital contributed in proportion to patronage.
The risk capital accumulation systems were
limited to passive means (for cost of goods
sold—-type marketing and multipurpose coop-
eratives; this meant allocated and unallocated
residual was held for working capital purposes
and subsequently revolved at book value some
years later) and quasi-passive means (for
pooled marketing cooperatives this meant cap-
ital retains were held for generally shorter pe-
riods of time and revolved at book value.
This traditional organizational form is
known as the defensive model because it
aligned its incentive structure to generate eco-
nomic rents primarily at the member patron
level rather than at the cooperative firm level.
The term ‘““defensive” is used to denote that
the objective of the joint integration (collec-
tive action or cooperative) was to defend the
economic position of the patron relative to up-
stream or downstream transactors. This orga-
nizational structure is consistent with the
Noursian “‘competitive yardstick” school of
cooperatives, which espoused that the market-
oriented reason for collective action was to en-
hance competitiveness in which markets failed
to provide Walrasian equilibrium results. In
analyzing the six traditional types of rural co-
operatives formed in the early 1900s, Cook
analyzed drivers that led to the Farm Credit
System, Rural Utilities System, local and re-
gional multipurpose cooperatives, and bar-
gaining and marketing cooperatives and con-
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cluded that they were defensive organizational
arrangements, with their primary objective fo-
cused on countervailing opportunism and
holdup situations when markets, over extend-
ed periods, failed to function competitively.

This defensive organizational architecture
and conservative strategic behavior became
institutionalized into a five-stage life cycle that
can be segmented into genesis, growth, emer-
gence of internal conflicts, recognition and
analysis, and options choice stages. By the
mid-1980s, many U.S. cooperatives appeared
to be entering the fourth stage of the cooper-
ative organizational life cycle when a signifi-
cant economic depression unleashed an attack
on an overvalued and undercollateralized ag-
ricultural sector. This economic challenge at
the sector level and the debilitating effect of
free rider, horizon, portfolio, and collective de-
cision-making costs at the farm family firm
and at the cooperative firm levels forced co-
operative leaders to examine and analyze fu-
ture directions for their jointly owned enter-
prises.! Market shares that had exceeded 30%
on an aggregate level for marketing coopera-
tives and approximately 28% for input coop-
eratives by the mid-1980s suddenly decreased
to approximately 25% in 1986 and 1987. Ag-
ricultural cooperatives were confronted with a
stark reality—defensive strategies and orga-
nizational structures added little value to the
patrons’ asset base in highly competitive and
low-margin markets. Rationalization at the ag-
ricultural production, downstream, and up-
stream agribusiness levels—including coop-
eratives—become the norm. For the
cooperative sector, it was a period of extreme
stress and radical change.

The Emergence of New Models

Since the early 1990s a plethora of new co-
operative organizational models have emerged
in North America, Oceania, and Europe. The
design of these models appear to be not only

! For greater detail regarding intrafirm coordination
conflict during this period, see Chaddad and Cook
(2004a), Cook, Iliopoulos, Porter and Scully, Staatz
(1987), Vitaliano.
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a reaction to the exogenous environmental in-
fluences of globalization, industrialization,
consolidation, technological advances, insti-
tutional uniqueness of the country or legal en-
vironment, and overcapacity in the food sector
but also to the intrafirm coordination challeng-
es of redirecting strategy.

In the Netherlands, traditional marketing
cooperatives faced problems in responding to
the increasing differentiation in demand as
well as supply. These forces were the result of
fundamental economic changes brought about
by the increased competitiveness within the
European Union as producers were faced with
larger, more demanding, and more segmented
consumer markets. From a supply point of
view, the change on the demand side forced
producers to indicate preferences as how to
meet the changing demand scenario. Groups
of producers wanted to create a marketing sys-
tem that would more efficiently serve the new
consumer markets, whereas others wanted to
maintain the traditional auction price discov-
ery system. Consequently the “old” system
advocates have pursued a rationalization strat-
egy by merging auctions and centralizing their
limited price discovery—type functions, where-
as others have moved toward more federated,
vertically integrated, more capital-intensive
systems (Hendrikse and Bijman 2002b). Si-
multaneously, we observe heterogeneous
groups of producers experimenting with alter-
native group action models that attempt to
achieve their new investment and marketing
objectives. Between 1995 and 2001, 74 new
growers’ associations were formed in the
Netherlands fruit and vegetable sector (Bij-
man). Most of these new entities have a “re-
turn on association investment” performance
objective.

Chaddad and Cook (2004a) develop a
property rights—based taxonomy of seven
emerging cooperative organizational models.
The authors characterize these models on the
basis of various organizational attributes, in-
cluding ownership structure, membership pol-
icy, voting rights, governance structures, resid-
ual claim rights, distribution of benefits, and
the strategy-structure interface. In addition to
the traditional cooperative model, their re-
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search found six other organization models
that are becoming increasingly prominent in
the Organisation of Economic Co-operation
and Development agricultural sectors. These
models include proportional investment mod-
els; member investment cooperatives includ-
ing subgroups that offer participation units,
cooperative capital units, and redeemable pref-
erence shares; new-generation cooperatives;
cooperatives with capital-seeking entities, in-
cluding equity-based strategic alliances, trust
companies, and subsidiaries; investor-share
companies, including preferred stock cooper-
atives, nonvoting common stock organiza-
tions, investor participation share models; and
finally, conversion to investor-owned firms.
Their article identifies numerous examples and
describes minicases for each of the models de-
scribed.

Merrett and Walzer explore in considerable
depth the aforementioned emerging new co-
operative models—particularly the new-gen-
eration cooperative. Through archival and sur-
vey research methods, they analyze 120
new-generation cooperatives (NGCs). The dif-
ference between the new-generation coopera-
tive and the traditional cooperative is in the
property rights structure. The NGC has a more
clearly defined membership policy (closed or
well defined), a secondary market for mem-
bers’ residual claims, patronage and residual
claimant status restrictions, and enforceable
member precommitment mechanisms. This is
in contrast to traditional cooperatives, whose
property rights structure is characterized by
open membership, capital generated through
earnings from patronage, and illiquid owner-
ship rights. Their findings support the rationale
for founding new-generation cooperatives to
be more “offensive’ than “‘traditional defen-
sive” to be consistent with the premise of this
paper.

Chaddad and Cook (2004b, forthcoming
research) explore cooperatives exiting the pa-
tron-owned form of ownership in a broad ar-
ray of industries, including insurance, credit
unions, financial exchanges, savings and loan
associations, and agricultural cooperatives. A
number of their findings relate to the defen-
sive-offensive organizational structure issue.

Journal of Agricultural and Applied Economics, August 2006

They found that 1) waves of demutualization
often follow disruptive institutional changes;
2) in general, organizational structure changes
were efficiency enhancing; 3) conversion ame-
liorates perceived financial constraints; 4) con-
version provides members access to unallo-
cated equity and reserves; 5) conversion is
related to weak governance systems; 6) de-
mutualization is creating cooperative hybrids;
and 7) institutional innovation might prevent
future waves of demutualization.

These aforementioned studies are a smat-
tering of empirical, anecdotal, and research
case analyses documenting the emergence of
more offensive or investor-driven types of pa-
tron-owned firms. The following section ex-
plores in greater depth what is meant by the
term ‘“‘offensive type of cooperative.”

Rent Seeking at the Farm or Cooperative
Level

Economic rents are returns to a (quasi) fixed
factor that are in excess of the level required
to keep the resource in its current use. The
basis for rent generation rests on factor het-
erogeneity and an absence of competitive
pressures that would otherwise lead to rent
dissipation, at least in the short run (Peteraff).
Monopoly rents arise from a restriction of out-
put as opposed to Ricardian rents, which arise
from an inherent scarcity of supply of an input
factor. Resource heterogeneity is consistent
with both monopoly and Ricardian rent gen-
eration frameworks.

Monopoly models have in common the
supposition that cooperatives in favorable po-
sitions possess downward-sloping demand
curves. Heterogeneity in this framework can
arise from spatial competition or product dif-
ferentiation and intraindustry mobility barriers
that differentiate groups of firms from each
other, so that even homogeneous firms can
earn monopoly rents (e.g., regulatory barriers).
Many monopoly models are strategic in that
cooperatives take into account the behavior
and relative position of their rivals.

As stated previously, earlier waves of col-
lective action in the form of agricultural co-
operatives arose chiefly to counter the extrac-
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tion of monopoly rents from farmers by farm
input suppliers or marketers of farm products.
From Williamson’s point of view, this avoid-
ing of opportunism is the organizational re-
sponse by producers justifying the formation
of cooperatives. Vulnerability to opportunism
can be usefully segmented into three compo-
nents: ex post contractual ‘“‘holdup,” ex ante
market power, and asymmetric information
problems, all three implying the ability to ex-
tract monopoly rents (Hansmann; Hendrikse
and Bijman 2002a).

Consequently, much of the wave of coop-
erative investment in the earlier 20th century
can be thought of as strategic investment: of
ensuring that by being on both sides of the
transaction, farmers could reduce the expected
costs that might otherwise arise from oppor-
tunistic behavior. The primary objective is not
likely to be return on capital per se at the co-
operative level, but to safeguard on-farm re-
turns. In other words, this defensive strategic
investment can be thought of as a real option.
Brealey and Myers describe real options as op-
tions found in real assets that managers, for
instance, exercise to mitigate loss. The true re-
turn of a project is therefore the discounted
cash flow plus the value of the option embod-
ied in the asset. The pertinent real option em-
bodied in the defensive cooperative asset can
be characterized as the value of follow-on in-
vestment opportunities at the farm level. A de-
fensive cooperative investment could be
thought of as a call option, in that the value
of a successful initial cooperative investment
could underpin a much larger payoff from
subsequent investment at the farm level. This
is because the farmer could avoid expected
loss to his farm-level discounted cash flow that
could arise by a supplier or procurer’s future
strategic choices. The value of the real option
would then be a function of the probability of
an adverse outcome because of the exercise of
market power by a trading partner and the val-
ue of the wealth that the farmer has at risk. A
farmer member can rationally earn a low re-
turn at the cooperative level if his expected
on-farm return is high.

Not all agricultural cooperatives have re-
mained ‘“‘defensive’ in orientation. Historical-
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ly, most single-commodity cooperatives start-
ed as minimally capital-intensive bargaining
cooperatives and then evolved into marketing/
processing cooperatives attempting to bypass
investor-owned firms to avoid monopsonistic
rent extraction. Over time, these cooperatives
acquired processing and distribution facilities
and invested in intangible assets such as brand
names. They sought to leverage their defen-
sive reason for formation into offensive rent
extraction. Influenced heavily by Aaron Sapi-
ro, a strong proponent of the Capper-Volstead
Act, which permitted limited immunity to an-
titrust prosecution, these quasi-offensive—ori-
ented cooperatives attempted to extract some
degree of economic rents.

These cooperatives also sought scale and
scope economies to generate Ricardian rent by
assembling superior productive factors that are
in limited supply (i.e., they could be fixed fac-
tors that cannot be expanded or quasi-fixed in
that they cannot be expanded rapidly). These
resources are scarce in the sense that they are
insufficient to satisfy demand (e.g., the ability
to coordinate complex transactions). Firms
with these resources earn economic profits.
Firms with inferior resources enter production
to satisfy demand. In equilibrium, these higher
cost firms will earn only break-even profits.
Consequently, Ricardian frameworks focus on
generating and holding these Ricardian rents
by an internal strategy to foster a unique com-
bination of superior resources relative to other
firms in the industry. This combination of Ri-
cardian and monopoly rent-seeking behavior
through group action operating under the co-
operative umbrella defines an “offensive” co-
operative or producer-owned entity.

The aforementioned ex post 1990 group ac-
tion epitomizes the behavior and organization-
al structure of an offensive cooperative. Their
structure, more amenable to capital formation
(upfront equity capital in the form of delivery
rights or some other appreciable and tradable
asset), their exit ability (transferability of their
delivery rights or immediate redeemability of
the capital investment at a market value fe.g.,
new-generation cooperatives or Fonterra in
New Zealand]), and their closed membership
create the environment that assures that pro-
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ducer rent extraction at the cooperative level
will benefit the farmer not only as a user (de-
fensive objective of mitigating on-farm ex-
pected losses) but also as an investor (offen-
sive objective of a cooperative-level return on
investment).

Collective Entrepreneurship?

When examining research cases and surveys
of the emergence of new producer entities, the
perception is that these groups are entrepre-
neurial—very alert to new opportunities, in-
novative regarding organizational structure,
experienced risk takers, and charismatic in le-
veraging their personal social capital. In re-
views of the entrepreneur literature, these
characteristics and attributes are used to de-
scribe competing schools of thought regarding
theories of entrepreneurship. From Baumol to
Casson to Foss and Klein, the academic liter-
ature explores different schools of entrepre-
neurial thought. In addition to the three dom-
inant threads of economic thinking about the
subject (Schumpeter’s idea of the entrepreneur
as an innovator, Kirzner’s idea of entrepre-
neurship as alertness, and Knight’s idea of en-
trepreneurship as judgment under uncertainty),
Klein and Cook’s exploration of T'W. Schultz
human capital adjustments to disequilibria ap-
proach might inform the phenomenon of re-
cently emerging producer-owned and -con-
trolled entities. However, none of these
approaches addresses the complexities added
when multiple principals rather than single in-
dividuals engage in an entrepreneurial exer-
cise. It is often taken for granted that groups
of individuals with common economic inter-
ests are expected to act on behalf of their com-
mon interests, much as single individuals are
expected to act on behalf of their personal in-
terests.

This opinion about group behavior is based
on the assumption that individuals in groups
act out of their own self-interest. But Mancur
Olson, in his seminal piece on the logic of
collective action, stated that ‘‘. .. unless the
number of individuals in a group is quite
small, or unless there is coercion or some oth-
er special device to make individuals act in
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their common interest, rational, self-interested
individuals will not act to achieve their com-
mon or group interests’’ (Olson, p. 2). This
intuitive yet paradoxically counterintuitive ob-
servation surfaces frequently when analysis of
the emergence of these recently formed pro-
ducer-owned organizations is conducted. The
common assumption among economists and
management specialists that groups tend to
further their interests is consequently unjusti-
fied, at least when it is based on the premise
that groups act in their self-interest because
individuals do. Given this observation and the
overlapping behavioral characteristics and at-
tributes of the entrepreneurial schools, it be-
comes clear that our understanding of the for-
mation of offensive or entrepreneurial group
collective action is less than complete.

From an organizational economics and
managerial science point of view, this entre-
preneurial and group action quandary appears
to merit our attention. The phenomenon also
deserves attention from pubic policy makers
who explore the welfare consequences of in-
centives and disincentives for collective action
either for reasons of correcting market failure
or for rural economic development policies.

Our suggestion is that we identify this phe-
nomenon as “‘collective entrepreneurship” and
define it as the process of designing, financing,
and incorporating a path-dependent collective
(rather than sole or corporate) action form of
multiple-level rent generation. Designing in-
cludes the process of aligning incentives be-
tween the decision makers, residual claimants,
and property rights. Financing refers to the
process of forming estimates of future events
in situations in which there is no agreement
on the probability of succeeding or losing. In-
corporating includes the process of legally ac-
knowledging the joint deposit of “‘skin in the
game’’; that is, each member has personal
wealth at risk. Path-dependent collective ac-
tion implies that the entity or entrepreneurial
action is an organizational innovation based
on a past organizational form from which the
new entity arose. Numerous characteristics of
the former organizational arrangement are in-
cluded in the new organizational architecture.
Multiple-level rent generation suggests that
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economic rents, whether entrepreneurial, mo-
nopoly, or Ricardian, are sought at multiple
levels, and these levels have common princi-
pals and residual claimants.

We propose that the emergence of jointly
owned patron-controlled entities seeking rents
at multiple levels exhibiting group innovation
attributes, opportunity-seeking behavior, and
uncertainty-bearing characteristics be analyzed
as a separate and unique phenomenon defined
as “collective entrepreneurship.”

[Received March 2006; Accepted July 2006.]
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