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Articles

Democratic Control and
Cooperative Decision
Making: A Conceptual

Framework

Bruce L. Anderson

What is the impact of democratic control on cooperative decision making? The
purpose of this article is to present a conceptual framework for the analysis of
democratic control. It suggests that democratic control does not guarantee optimal
decisions for the cooperative. Suboptimal decisions result from simple majority
rule, the activity of cooperative interest groups, members pursuing their interests
to the detriment of the cooperative firm, and management pursuing its interests
at the expense of the membership. This paper also outlines strategies cooperatives
can adopt to correct the problems due to democratic control.

Democratic control by members is a fundamental characteristic of co-
operative organizations.' However, only recently have cooperative research-
ers begun to recognize that the political aspects of cooperative decision
making have an important impact on economic performance (Vitaliano;
Ladd; Knoeber and Baumer; Staatz; Buccola and Subaei). Qur understand-
ing of the political economy of cooperatives still is in its formative stages.
But for cooperative decision makers to arrive at the best decisions, it is
imperative they have an appreciation of both the advantages and disad-
vantages of democratic control.

The purpose of this paper is to examine the impact of democratic control
on cooperative decision making. It explores the dynamics between various
groups of members as well as between the membership, the board of di-
rectors, and management. This is done through the presentation of two
conceptual models that provide a general framework for analysis. In ad-
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dition, strategies to deal with the weaknesses of democratic control are
identified and discussed.

Decision Making in Cooperative and Noncooperative
Organizations:>

The goal of a noncooperative firm is to enhance the economic well-being
of the firm’s owners by maximizing profits. In a noncooperative relation-
ship, each party is concerned only with its own personal costs and benefits.
No party is interested in the impact a proposal or decision has on the other
parties involved. Both farmers and noncooperative firms would accept those
proposals where the private benefits exceed the private costs and reject
those where the reverse is true.3

How does decision making differ in cooperative organizations? The gen-
eral goal of a cooperative organization is to improve or maximize the eco-
nomic well-being of its members. Rather than consider the impact of a
decision on any individual party, a cooperative organization should con-
sider the total impact of a decision on the cooperative firm and its mem-
bership. Consequently, the appropriate decision rule for a cooperative
organization would be to accept those proposals where the total benefits
accruing to the cooperative firm and all its members exceed the total costs
imposed on the firm and its members.* Conversely, the organization would
reject proposals where the total costs are greater than the total benefits.5

At first glance, it does not seem troublesome that a cooperative orga-
nization should analyze the total impact of its decisions. Recognition of
an interdependence between the firm and members is a major reason for
the existence of cooperative organizations. However, this interdependence

in decision making results in three unique situations for cooperative or-
ganizations. They are:

(a) Some types of issues impose different patterns of costs and benefits
on different groups of members.

(b) With some types of issues, the cooperative firm bears a large share

of the costs while its members receive a major portion of the benefits.

(c) With other types of issues, members bear a large share of the costs
while the cooperative firm garners a major portion of the benefits.
(Although the cooperative receives the benefits in the short run,
members should benefit in the long run as patronage refunds are
passed along to members.)

These three situations, it should be noted, do not arise in noncooperative
business organizations. Parties looking out for their individual interests,
as is the case in a noncooperative relationship, will never be faced with

these three dilemmas. The consequences of each situation are analyzed in
the following sections.

Different Patterns of Costs and Benefits Among
Members

Throughout this analysis, it is assumed members are interested solely
in their individual welfare and they can perfectly estimate the impact of a

]
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proposal on their welfare. Decision rules for individual members are as-
sumed to be the following:

Favor proposal if:

Member's Benefits > Member's Costs.
Oppose proposal if:

Member's Benefits < Member's Costs.

Further, suppose all members vote on all proposals or perfect represen-
tation prevails.® In addition, assume democratic control 1nvol\.7es'one-m§3m-
ber/one-vote and a majority (i.e., 50+ percent of the membership) is requl‘red
for any proposal to be adopted. Finally, for every issue, suppose there isa
majority opinion (represented by more than 50 percent of the membership)
and a minority opinion (represented by less thar} 59 percent.of the mem-
bership). The primary difference between the majority and minority is the
relative magnitude of the costs and benefits that would be experienced by
each group. . . o 4

Before proceeding, two points concerning cooperatlye majorities an
minorities are worth noting. First, the issue being considered de:tngmn(.:s
whether a member is in the majority or minority. A common d1v1s19n in
many cooperatives is for small-volume producers to gonstltute the mfcljorlty
and large-volume producers to make up the minority. But, depending on
the issue, other divisions also are possible: younger versus older membe'rs,
diversified versus specialized producers, members located close to major
markets versus those located some distance from markets, farmers m.ter-
ested in the highest possible market prices and no cooperative services
versus those interested in a multitude of services and lower prices, etc.
Second, the composition of the majority and minority Wil] change' as issues
change. Any individual can be a member of the majority on one issue and
a member of the minority on the next issue.

Table 1 illustrates six different types of membership issues faced by
cooperatives. The issues are identified by capital letters in column 1. Col-
umn 2 indicates the relationship between the benefits and costs that WOu@d
be experienced by members of the majority on each issue. Colurr_m 3. il-
lustrates the benefit and cost relationship for members of the minority.
The impact of each proposal on the total membership is shown in cplur_nn
4.7 Proposals A through C have a positive net effect on the organization
while proposals D through F have a negative impact.® Colgmn 5 indicates
the optimal decision for the organization as a whole. It is based on the
decision rule, previously outlined, that a cooperative accept those proposals
where there are positive net benefits for the organization as a whole and
reject those where the total costs outweigh the total benefits.

The Impact of Simple Majority Rule

With simple majority rule, only those proposals where the benefits exceed
the costs for the majority will pass. Conversely, if the costs exceed Fhe
benefits for the majority, the proposal will fail. The resu}ts of applying
simple majority rule to each policy proposal is illustrated in column 6 of
table 1.
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Table 1.—Impact of Majority Rule, Vote Trading, and Interest Groups
on Cooperative’s Economic Performance

Type Net Impact on: Simple Majority Rule  Majority Rule +
of Total Optimal Majority + Vote Trading +
Issue Majority Minority Membership Decision Rule Vote Trading  Interest Groups
(1) (2) (3) (4) (5) (6) (7) (8)
A B>C B=>C B>C Pass Pass Pass Pass
B B>C C>B B>C Pass Pass Pass Fail
C C>B B>C B>C Pass Fail Pass Pass
D B>C C>B C>B Fail Pass Fail Fail
E C>B B>C C>B Fail Fail Fail Pass
F C>B C>B C>B Fail Fail Fail Fail

With simple majority rule, all decisions will correspond to the optimal
decisions, except Type C and D issues. Simple majority rule will result in
suboptimal decisions for Type C and D issues.

Although the proposals are of net benefit to the cooperative organization
as a whole, Type C proposals are rejected because the costs experienced
by the majority are greater than the benefits they receive. An example of
a Type C issue is a proposal to change a cooperative fee structure from a
per-unit basis to a structure with a fixed rate for each member and a lower
per-unit charge. This type of proposal will likely fail because the total fee
for small-volume producers, which are in the majority, will likely increase.
Differential pricing schemes that decrease the cost to large-volume pro-
ducers and increase the cost to small-volume producers are another ex-
ample of this type of proposal.

Because Type C proposals fail when simple majority rule prevails, they
are not adopted as cooperative policy. Nonetheless, while being considered
by membership, these issues usually provide for lively discussion at co-
operative meetings.

With simple majority rule, Type D proposals pass because the benefits
exceed the costs for the majority. But these proposals are a detriment to
the cooperative organization as a whole because the net costs imposed on
the minority exceed the net benefits accruing to the majority.

In general, it is difficult to identify Type D proposals because they often
are assumed to be a part of the cooperative’s normal operations. In fact,
many Type D issues may have been decided when an organization was
founded. The per-unit fee structures of many cooperatives probably are
Type D decisions and were adopted when the organization was formed.
Free or subsidized services also may fall into this category by consuming
cooperative resources and reducing the earnings of the organization. These
decisions are suboptimal in that they are detrimental to a minority of
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current members and they most likely discourage some potential members
from joining the organization.

Ways to Correct the Problems with Simple Majority Rule

Because simple majority rule can result in suboptimal decisions, it'is
essential for cooperatives to have a set of strategies to c01:r§ct potential
problems. Although cooperators will not find the list surprising, becaqse
many cooperatives already use these measures, there are severgl strat.egl.es
that can be adopted to deal with the problems associated with majority

le.
ruThe first and most important strategy is for the cooperative .to carry out
a thorough and objective analysis of the issues being considered. The
analysis should include an examination of the impact of the proposal on
different groups of members as well as the cooperative organization as a
whole. For decisions with a minor impact, it may be sufficient. only to
compute the economic impact of the issue on the cooperative f1rrr_1 and
express the results on a per-member basis or as a percentage of projected
patronage refunds.® . N

Do cooperatives currently evaluate the impact of various decisions on
the membership as a whole as well as on different groups of merpber_s, or
do they merely evaluate the impact of proposals on the cooperative firm?
This author is unaware of any research on the topic. However, casual
observation suggests that most cooperatives only study the_ impact of a
proposal on the cooperative firm and do not carryout a quantltatn{e analy-
sis of the distributional impact of a proposal. Although an analysis of the
impact of policies on the membership does not guarantee decision makers
will arrive at the optimal decision, it will provide an estimate of the costs
and benefits that currently may not be available. Moreover, it may make
decision makers more aware of the financial trade-offs involved.

An aggressive member education program is a second strategy. For mem-
bers, perceived costs and benefits are more important than the real costs
and benefits. When data are lacking, there may be a tendency for members
to underestimate the costs and overestimate the benefits associated with
decisions they favor. The reverse is true for proposals they Oppose.

A third strategy is to keep reintroducing proposals that initially fall. but
are expected to improve cooperative performance. A fourth strategy is to
accompany the preceding activities with pleas for solidarity and }oyalty.
Calls for solidarity and loyalty often are made when a particular action will
adversely affect a large number of members personally but is likely to be
in the interest of the cooperative as a whole and should benefit all members
in the long run. For members to respect these requests, the predicted
results of prior calls generally must be realized.

Continually reviewing a cooperative’s existing policies is a fifth strategy.
Because simple majority rule has a major impact on decision making, many
Type D proposals already may have been adopted. Consequently, it may
be necessary for the cooperative to have a built-in mechanism to review
established operations and services.

The final strategy to correct problems associated with simple majority
rule is to transfer decision-making responsibilities from members and
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delegates to the board of directors. One important reason for this strategy
is to increase the speed of decision making. A second reason is that mem-
bers have a tendency to look out after their own individual interests while
the board has the legal responsibility to safeguard the long-run interests
of the cooperative. Because vote trading requires a small number of de-
cision makers, a final reason for moving major decisions to the board is
to increase the potential for vote trading. The concept and impact of vote
trading are analyzed in the next section.

Vote Trading and Simple Majority Rule

Vote trading involves members of a group exchanging votes on different
issues to arrive at a decision different from, but preferred to, the one that
would have been made with simple majority rule. Optimal vote trading can
correct the problems associated with simple majority rule. In the public
choice literature, vote trading is synonymous with logrolling and hypo-
thetical compensation (Buchanan and Tullock).

Vote trading is most easily explained in the context of hypothetical com-
pensation. Hypothetical compensation operates in the following manner:
If net benefits can be derived from a proposal, the members who benefit
should be willing to completely compensate the members who experience
increased costs because, if the proposal is approved, those who benefit
still would be better off by the amount of the net benefit. Conversely, if a
net cost is involved, the members who would experience the loss from a
proposal should be willing to completely compensate the members who
would benefit. By rejecting the proposal, the members who would lose from
it still would be better off by the net cost of the proposal.

Naturally, money never really changes hands. That is why one of the
names of this concept is “hypothetical compensation.” In practice, votes
are traded. Vote trading works best in small groups. It can work at the
board level but would be difficult, if not impossible, to implement at the
delegate or membership level. In large cooperatives with delegate and mem-
bership meetings, there often are too many individuals involved for vote
trading to operate effectively.

A few comments are in order. The idea of vote trading usually conjures
negative connotations, and most cooperative directors will deny they or
their boards engage in vote trading. In reality, vote trading is a very subtle,
implicit, and personal process. Rarely are votes explicitly traded. Vote trad-
ing is the act of compromise, and most directors freely admit they often
must compromise their original positions for the good of the cooperative.

If vote trading operates according to the rules of hypothetical compen-
sation, all Type C proposals will be approved and all Type D proposals will
fail. In other words, ideal vote trading has the potential to completely
correct the problems associated with simple majority rule. This is illus-
trated in column 7 of table 1.

This conclusion applies only if ideal vote trading prevails. There are
several reasons vote trading may not operate perfectly. Members and di-
rectors may not correctly estimate the impact (i.e., the true costs and
benefits) of a proposal. Appropriate information may not be available be-
cause it is costly and time-consuming to carry out an accurate and thor-
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sis. Directors may not elect to or be able to accurately represent
(t)lllleg Iallgagrﬁlgyate opinions of their constitgents. One or more parties may thg
to capture all the benefits of vote tradmg and prevent compr(iim];se. o
ferent issues may involve different magnitudes of ngt costs and bene I
Coalitions change, and it may be difficult fqr the various pa'rtles tot repuyS
their obligations and achieve political equilibrium. Finally, mterej gro sgd
may arise. Interest groups can cause serious problems and are discus

in the next section.

The Impact of Cooperative Interest Groups

i t group is a small minority of the membership tha't §xperlences
regx‘:i\l/rélt; ligigg ané) concentrated benefits or‘.costs from a decision (Olsggl]s.
As a result, an interest group has ; ts}tlrongt ;lncte;l:évzft?l :tn:(s;é{:i E;Onptofaﬂ

i it are passed an ose tha ‘ ‘ .
%fogse;qlilegtfll;, ti?lterest g%oups are willing to invest considerable tl‘mte’I ef-
fort, and resources ensuring their proposals are gctqd on gf)prﬁprlade g{le

In the presence of interest groups, the majority is ‘dO.Cl €. 1s1 t(')vel
because the costs and benefits experienced t?y t.he majority are rf a ;th}é
small and dispersed. In cooperatives, the maj‘orlty usually consis stg he
entire membership excluding members of the 1n_terest group in ques 1;) f.or
Members of the majority have little or no incentive to fight agghresswe yem_
beneficial issues and oppose detrimental prqposals because the per-m
ber costs or benefits are spread over the entire me_mbgrshlpl. ther than

The effect of powerful interest groups may be mmo‘nty. rule rta : e [han
majority rule. Column 8 in table 1 indicates.the potential 1mgacalo 1rt1 res
groups. Note that Type B and E issues deviate from _the optimal ou cot. n
Type B proposals fail although they are of net benefit to the orgartllllza 1oe
as a whole. On the other hand, Type E proposals pass although they ar

i he cooperative. ‘

delt’xrlfr)lrlggct)asilt(i; close BI.) local outlet operating at a loss is an exa(;nple (_)f asl
Type B issue. Many Type E proposals take the form of subsidized service

utilized by only a small proportion of members.

Strategies Used by Interest Groups

i arv to recognize the strategies of interest groups to ef_fectlvely
delafll\sviriicils;r;}., There Ere several short-run and long-run strategies com-
cooperative interest groups. '
m(\)lvnfll}t::rll1 ?:r(li i};};ue OI} concern arises, an interest group will likely be over-
represented at cooperative meetings. The group Wlll v1gqrously presetr.1t its
case and may attempt to dominate the discussion. In its present.a 1035,
the group may appeal to emotional arguments as well as cooperatllzle ide-
ology and principles. An interest group also may presgnt cases S o;;gmg
the extreme negative consequences of not acceptlng its proposgl. re-f
sources are available, it even may attempt to present its own e’stlma_te.s o
the impact of the proposal, which will likely support the group’s p051thn.
Finally, interest groups may exert considerable effort lobbying cooperative
officials (delegates, directors, and management) 1nd1v1.dually andasa grou;;.
Those involved with cooperatives probably recognize these Strat?flle% n
fact, cooperators are likely to consider these activities as essential char-
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acteristics of vibrant democratic control and something to be nurtured
rather than a cynical ploy by interest groups and to be avoided. The point
is: It is difficult to distinguish Type B issues from Type D issues and Type
C issues from Type E issues. In all four cases, the minority attempts to
promote its positions by lobbying directors and management as well as
trying to recruit the majority to its point of view. The only difference be-
tween the issues is their impact on the total organization. Type B and C
proposals will have a positive impact while Type D and E proposals will
have a negative effect. The only way to distinguish between the proposals
is through objective analysis. Moreover, given their tactics, it often is dif-
ficult to determine whether an interest group represents the interests of
the majority or the minority.

Interest groups also use long-term strategies to achieve their objectives.
One is to nominate and attempt to elect their candidates to cooperative
decision-making bodies, especially the board of directors. Other long-run
strategies include trying to change the attitudes of the majority and re-
cruiting new members who share their point of view.

The short- and long-run strategies of interest groups are a legitimate
element of democratic control. Moreover, it is important to keep in mind
that interest groups do not always have a negative impact on the cooper-
ative. They may be necessary for Type C proposals to pass and Type D
proposals to fail. Consequently, it is essential to know whether the issues
they support are beneficial or detrimental to the cooperative as a whole.

Strategies for Cooperatives

There are several strategies cooperative directors, management, and
members can use to deal with the short-run efforts of interest groups. The
first is to try to ensure a high degree of attendance at cooperative meetings.
Second, the leadership should make sure the majority, as well as the mi-
nority, is well-informed about the issue. Although the majority typically
behaves in a docile manner in the presence of interest groups, it should
be prepared and willing to argue its position. Third, management, direc-
tors, and members of the majority should not hesitate to also use appro-
priate cooperative ideology and principles in making their case. Fourth,
because the extreme examples used by interest groups often are the result
of unrelated external factors (e.g., climatic conditions, changes in agri-
cultural policy, poor farm management, etc.), the leadership should try to
determine the external factors involved, if any, and discount the example
appropriately. Fifth, cooperative officials should keep thoroughly informed
and be prepared to defend the position that is in the best interest of the
organization as a whole. Finally, the cooperative leadership should take
the offensive and not be forced into taking a defensive position when deal-
ing with interest groups.

There also are long-run strategies cooperatives can adopt. One is for the
cooperative to have a well-structured nominating system. If interest groups
are based on geographical factors, then a district or delegate system of
nominating candidates may be desirable. Although minorities have the
right to be represented, the system should ensure interest groups do not
become overrepresented. Second, the cooperative should develop a work-
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icati feedback and early
o-way communication system that serves as a ;
at:fnti‘gg sys¥em for member attitudes as well as a method. to commur}lc;ltg
?;lformation to members. Third, members should be continually remin eil
that the purpose of a cooperative is to improve the long-rup economic wek-
being of all members and that, in the short run, democrat(licldems;lo(r)ltgear S-
i i ber will win on some issues and lose o .
e ally. the preceding discussi that it is essential for modern-
inally, the preceding discussion suggests that it : ;
I:i‘:zlnacgoperaltlz)ives to d%velop a data base and ana_lytlcal tec_hmques that car;
asg’ist in analyzing the impact of various decisions on different groups o
rative members. . ]
CO?JI[))eto this point, we have merely examined how different groups of mem
bers react to different types of proposals. It wastassutr}rlle((i: Otélpee:;stli,:;sfffg-
i i indirect impact on the .
sidered had no impact or only an in r !
i i en costs and benefits
the next section, we examine what happens wi '
;rl{e unevenly distributed between the membership and the cooperative

firm.

Conflicts Between Cooperative Members and
Management

eratives, there are issues where the cooperative flr.m_ bears the

coIsrtlscggg members receive the bene{littsl.1 Ther; ;;et i(‘),teh:é‘ccé‘ie‘sézlc'sl’rll: \S;vﬁsrr:
ip bears the costs an € coo '

tgfmmtf:rjltégiissl.’l II;I the latter case, members should ev_entually trece;vee tg:
benefits accruing to the cooperative firm through higher patronag
fu?r? ;{ploring the impact of the uneven di_strib_utiop gf costs and lt)errlrill:
between the membership and the cooperative firm, it is pecerslsary 0rleous
a few additional assumptions. Assume the memt?e'rshlp isa (imé)_ge neous
entity and the problems of majorities and minorities prev101‘1?1 yt hls;:m oed
do not arise. Also, suppose members are concerned on_ly wit | effecrt) et
of a proposal on their individual operations and th_ey 1g1?ore itse
the cooperative firm. Consequently, the membership will:

Favor proposal if: '

Totall) Mlgmbership Benefits > Total Membership Costs.
Oppose proposal if: .

r’)I‘I:Z)tal I\I;Iergbership Benefits < Total Membership Costs.

i t is to promote only the
Further suppose the primary goal of managemen
economic intrt)arests of the cooperative firm. In qther words, management
ignores the impact of issues on the membership. C‘onsequently, assumme
management adheres to the following decision-making rules:

Favor proposal if: ‘ _
Bengfits to Cooperative Firm > Costs to Cooperative Firm.

Oppose proposal if: . ‘
FI)%)enefirt)s to Cooperative Firm < Costs to Cooperative Firm.

i i i tive mem-
resents six alternative relationships betw'een. coopera
gggeaﬁdpmanagement. The alternatives are identified in column 1 by ro-
man numerals. The reader will note table 2 is similar to table 1 except the
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Table 2.—Impact of Member-Dominated, Management-Dominated,
and Balanced Cooperative on Organization’s Economic

Performance

Type Net Impact on: Cooperative Dominated by:
of Total Cooperative Total Optimal Balanced
Issue Membership Firm Organization Decision Members Management Approach

(1) (2) (3) (4) (5) (6) (7) (8)

I B>cC B>cC B>C Pass Pass Pass Pass

II B>cC C>B B>C Pass Pass Fail Pass

I C>B B>C B>C Pass Fail Pass Pass

v B>cC C>B C>B Fail Pass Fail Fail

A% C>B B>C C>B Fail Fail Pass Fail

C>B C>B C>B Fail Fail Fail Fail

headings have been changed. Column 2 indicates the relative costs and
benefits experienced by the membership for the six proposals. The cost
and benefit relationships experienced by the cooperative firm (i.e., man-
agement) are presented in column 3. Column 4 shows the net impact of

A Member-Dominated Cooperative

Let us first examine the performance of a “member-dominated” coop-
erative. A member-dominated cooperative is defined as one in which the
desires of the membership always prevail. This is most likely to occur in
cooperatives with a strong board of directors and a weak team of top ex-
ecutives. Although the board is sincerely interested in the welfare of mem-
bers, it goes to extremes advocating member interests. _

Column 6 of table 2 illustrates the decisions that would be made by a
member-dominated cooperative. There are two deviations from the ideal:
Type Il and Type IV issues.

Type III proposals should pass, but in a member-dominated cooperative
they fail. For the organization as a whole, the total net benefits outweigh
the total net costs. Because the cooperative firm derives the benefits and
members bear the majority of the costs, the proposal is defeated.

11
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i tremely high degree of

ity. However, many cooperatives have an ex : f
lmyerrl;ge and probably few cooperatives have marketing programs ast_ag
geressive,as those of their noncooperative countergartts. Ortle tel’)l(ff)sls?:s 111(;1’31

i i i costs
i members are too concerned with the immediate : >
fnt};at In other words, one possible explanation for membershlp-m?paglf
;ne%xconﬂicts is that members focus on the short run a;ndt hgve d1‘f1 11(1:11;‘,23/
i itive i t strategies wi
iating the positive impact sound managemen ‘

?rll)ptfec longgrun.ll:l) The cooperative may be member-domlnatedlgnd the
need for financing and marketing programs may become Type Haﬁisfsﬁ
In a member-dominated cooperative, Type IV proposals pass : ot.g
they should fail because they have a negative im};:agt on ttt;e or%a:arrlil‘zfs ;?12

is that members
hole. The reason they are approved is nhb °
ta;(senif‘i):s and the cooperative firm bears the costs. SubS1d1;ed supply de
partments of marketing cooperatives and excess membership services are
ible examples of Type IV issues. ‘
po’ls‘?lle precedigg discussion suggests that cooperative members_ dp not
instinctively know what is best for the cooperative as a \.;vhole'. It is 11ron10
that democratic control in a member-dominated co?peratlve ‘:)mlltn_cr)lttgr\g/;ﬁs
i isi i hip’s long-run best i .
t in decisions that are in the members s lor .
;‘—Ie;l;lav:er many cooperators recognize this possibility and reahge that t(i
improve the long-run economic well-being of members cooperatives rillus
be operated in a business-like manner. In fact, often one will even hear
someone suggest cooperatives should operate in the same manner as non-
cooperative firms. We now turn to an examination of this alternative.

Management-Dominated Cooperatives

A management-dominated cooperative is defiped as one whered pro;:)ostal:l(si
that benefit the cooperative firm always prevall: M.?magement-t orrinrir:am
cooperatives probably will arise when an organization has a bS] roi gn cam
of top executives and a weak board of directors. One [‘)‘OSS.I es grative
management-dominated cooperative is when one hearsg This E-OOPC ative
is run just like Corporation X.” This does not 1mply c_ymcal mo tlvess(zed e
part of management. Such management ofte?n is smcerely fl_n ere_al nn
the welfare of the association and focuses on improving the financi aIt)ive
formance of the cooperative firm. A managem?n't-dommated qoopfl:r e
does this by adhering to the management decision rules previi)_usl}; 0
lined and ignoring the impact proposa!s hthj, on the membertsdl;r)l.1 ted

The type of proposals approved and rejected in a managemen -dg inated
cooperative are illustrated in column 7 of table 2. The results in 1<I:Ia nat
all decisions correspond to the ideal outcome except for Type II an
ls%l;i)se Il proposals fail although they should be appr.oved. Thesfe prop(;staﬁs
are of net benefit to the organization as a whole, with the majority of the
benefits accruing to the membership. But managemgnt \{etoes the pro-
posals because they impose a net cost on the cooperative f'1rn"1. ‘

The number and level of member services may be more limited in man-
agement-dominated cooperatives than in other cooperatives. In fact, this
type of cooperative may not offer services that are of major benefit to mem-
bers. Such services could include member education, technical production
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advice, or a reasonable assortment of products. Moreover, management-
dominated cooperatives may put so much emphasis on the firm’s financial
performance that members sense an antagonistic attitude from manage-
ment. These are examples of Type II issues in a management-dominated
cooperative.

Lack of cooperative strategies to improve long-term planning, increase
member equity, and strengthen marketing programs are other possible
examples of Type II issues. Although contemporary cooperative manage-
ment should be aware of the advantages of these strategies, management
may not feel the personal rewards are worth the enormous effort required
to implement them. Consequently, they fail to adopt such strategies.!3

Although they should fail, Type V proposals are approved in manage-
ment-dominated cooperatives. They are of net detriment to the organiza-
tion but of net benefit to management or the cooperative firm. Management
ignores the fact that a major proportion of the costs are borne by the
membership. ,

Excess management emoluments (such as corporate aircraft, country
club memberships, luxury automobiles, and excessive staff) are examples
of Type V proposals. It is interesting to note that cooperative managers
probably have fewer perquisites then their noncooperative counterparts.
Perhaps the career paths of cooperative managers have taught them not
to expect or ask for such management perks. However, Type V issues also
can take other forms. Managers of management-dominated cooperatives
may pursue strategies and operational alternatives that enhance manage-
ment income, prestige, and power at the expense of membership. For
example, cooperative growth or diversification for its own sake may be
Type V issues. Moreover, management-dominated cooperatives may be more
likely to use unallocated equity (i.e., tax-paid retained earnings) as a major
source of capital. The use of unallocated equity rather than allocated mem-
ber equity may reduce member interest in the activities and performance
of the cooperative and thereby give managers greater decision-making free-
dom (Royer, p. 27).

It is now possible to conclude that not even a management-dominated
cooperative always will adopt those policies that maximize the net benefits
of the organization as a whole.

The Need for a Balanced Approach to Cooperative
Decision Making

Cooperative corporation law gives the board of directors ultimate re-
sponsibility for the survival and well-being of the organization. However,
the board cannot merely represent the interests of the membership. At the
same time, management cannot automatically apply the same decision-
making rules it would in a noncooperative firm. In cooperatives, the board
of directors and top management must consider the welfare of the total
organization. They must balance the interests of different groups of mem-
bers as well as the interests of the total membership and the cooperative
firm. Because it has been assumed that the primary goal of cooperative
leadership should be to maximize the net benefits of the total organization,
the appropriate balance depends on the relative magnitude of costs and

f.‘&k il ‘ -
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i erienced by the various parties. Consequently, the boa_rd and
lr)r(:al;lri'fll;:ntzn)f(rlr)ltrmust ma}I,{e every attempt to accurately estimate thg 1mpact
of various proposals on the membership as well as on the cooperative fllgr?
Column 8 of table 2 indicates the ideal resul‘ts ofa balapced approach to
cooperative decision making. It coincides with the optimal decisions in

5. . .
Co’lll‘ﬁzr;(ey to an effective cooperative is a balanced approach tq demsmr&
making. A balanced approach requires an indep‘endent. a.nd analytl.cal boar :
of directors and a top management team that is ser_lsmve to the m'lpact.o
decisions on the cooperative firm and membership. The preceding dis-
cussion suggests the role of the board and top mapggement may be even
more important than previously suggested. In addition to the normal re-
sponsibilities in any business organization, the board and top mana%;e-
ment of a cooperative must balance the interests of .m(?rpbers anq the
cooperative firm as well as the interests of different majorities _and minor-
ities within the membership. The conceptual framework outlined in this
article assists in identifying general factors the board and top managemept
should consider when making cooperative decisions, the type of sjcud‘les
that should be requested, and the problems that can arise in establishing
cooperative policies.

Summary and Conclusions

Democratic control is a unique characteristic of cooperative organiza-
tions. The purpose of this paper has been to preseqt a framework to in-
vestigate the strengths and weaknesses of democratic control. -

This paper suggests that democratic control does not ensure coo;;erl?—
tives always will make decisions that are in the lopg-run 1r'1teFests o the
total organization. Poor decisions can result from §1mple majority rule, t e
activities of interest groups within the cooperative, members pursuing
their interests at the expense of the cooperative flrm,'and management
pursuing its interests at the expense of the mer_nbershlp. _ N

No individual organization is likely to be dominated entirely by the ma-
jority, the minority, the membership, or management. In fac‘t, over tugf,
any given organization is likely to experience some combination of all the
problems described here. _ _ dont ¢

This paper also outlines several strategies qooperatwes can adop c;
correct the problems that arise from democratic cont'rol. One 1mportar11
step cooperatives can take is to thoroughly analyze the }mpact of proposals
on the entire organization. The implementatior of t}ns strategy requires
cooperatives to increase their understanding of the impact of_ der_nocratlc
decisions on members, the cooperative firm, and the organization as a
whole as well as to develop methods to analyze this interdependence. qu-
ever, the most important strategy probably is for cooperatives to contin-
ually educate their directors, management, members, and employees about
the advantages and disadvantages of democratic control.

Notes

i i i i ferred to as “dem-
. Throughout this paper, the cooperative prmcip}e will be re :
oci‘at’il;: contgrol" rather than “one-member/one-vote. The former is broader than
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the latter and includes such forms of decision making as voting based on patronage,
voting based on equity, and mixed forms of voting.

2. The term “noncooperative firm" is used throughout this paper to distinguish
all other types of firms from cooperative associations. Noncooperative firms include
public corporations and partnerships as well as individual proprietorships.

3. When the time dimension is incorporated, the decision-making rule becomes:
Accept all independent alternatives where the net present value of the private cash
inflows and outflows is positive. For mutually exclusive alternatives, members and
firms should select the alternative with the highest net present value based on
their private cash inflows and outflows.

4. Although there seems to be agreement about the general objective of coop-
erative organizations, there is considerable disagreement about the appropriate
operational objective for cooperatives. Ladd has discussed alternative cooperative
objectives and suggests the preferred objective be one that maximizes members’
net revenues. That is the assumed objective used throughout this paper.

5. To incorporate the time dimension, the decision rule is to accept all inde-
pendent alternatives where the present value of the total benefits of all parties
exceeds the present value of the total costs imposed on all parties. For mutually
exclusive alternatives, the organization should accept the alternative with the larg-
est net present value based on the costs and benefits of all parties. (Although the
cooperative receives the benefits in the short run, members should benefit in the
long run as patronage refunds are passed along to members.)

6. Perfect representation implies cooperative delegates and directors can per-
fectly analyze, aggregate, and summarize the impact of an issue on the membership
and elected representatives vote in the same proportions as the members would
have if they had voted.

7. For the time being, assume the proposals are only concerned with the dis-
tributional impact of costs and benefits on different groups of members and they
have no direct impact on the cooperative firm. The effect of decisions on the co-
operative firm is discussed later.

.8. It is possible for a proposal to have a positive net impact on the organization
when the costs exceed the benefits for the majority (i.e., Type B proposals) if the
total net benefits accruing to the minority outweigh the total net costs imposed
on the majority.

9. Cooperatives should be cautioned against expressing the impact only on a
per-unit basis (e.g., per bushel, per hundredweight, per ton, etc.) or as a percentage
of producer prices. In these cases, there is a tendency to make the impact of a
proposal seem inconsequential.

10. When using parliamentary procedures, only one issue is decided at a time
and the decision is either “Yes” or “No.” Although different members on both sides
are likely to have different and even conflicting reasons for their positions on any
given issue, there is likely to be only one majority and one minority.

11. This suggests that cooperative members may have two discount rates: one
for their own operations and a higher one for their cooperative.

12. In this section, it is assumed managers are interested only in the financial
performance of the cooperative firm. Consequently, they ignore the impact of their
decisions on the membership.

13. One reviewer correctly noted that both member-dominated and manage-
ment-dominated cooperatives may lack the incentive to adopt programs that are
likely to be to the long-run benefit of the organization as a whole (e.g., a solid
€quity program, a strong marketing program, etc.). The reviewer went on to sug-
gest, and the author concurs, that a potential area of study would be analyzing
the trade-offs among decisions in terms of short-run and long-run costs and ben-
efits. In other words, one reason that Type 11l proposals fail in member-dominated
cooperatives is that members have a very short payback period vis-a-vis their
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eratives. They may not appreciate the potential long-run bengfits of sound

coop S :
management strategies.
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