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ABOUT THE COVER IMAGE: The “twin pines” is a familiar symbol for cooperatives
in the United States. The Cooperative League of the USA, which eventually
became the National Cooperative Business Association (NCBA), adopted it as
their logo in 1922.The pine tree is an ancient symbol of endurance and immor-
tality. The two pines represent mutual cooperation—people helping people.
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Publication notes

This publication is the fourth and most extensive
revision of the Marvin A. Schaars' text, Cooperatives,
Principles and Practices, University of Wisconsin
Extension—Madison, Publication A1457, July 1980.
What has come to be known simply as “the
Schaars book,” was originally written in 1936 by
Chris L. Christensen, Asher Hobson, Henry Bakken,
R.K. Froker,and Marvin Schaars, all faculty in the
Department of Agricultural Economics, University
of Wisconsin—Madison. Since its first publication,
the Schaars book has served as a basic reference
for cooperative members and leaders, cooperative
instructors and development specialists, and
students of cooperatives throughout the United
States and world. It has been translated into
several languages.

Although the Schaars book has been out of print
for some time, the University of Wisconsin Center
for Cooperatives (UWCC) continues to receive
regular requests for copies. Its straightforward,
basic information on the organization, structure,
financing, and management of cooperatives is as
needed and relevant today as ever.The revisions in
this version, which reflect over two decades of
learning about cooperative development as well
as new cooperative laws and ways of doing
business, will hopefully make it even more useful.
Although we focus on cooperative businesses in
the United States, and draw most of our references
from the agricultural sector, most of the book’s
content is pertinent to cooperatives anywhere, in
any sector. Readers are encouraged to seek out
other publications that deal more extensively with
cooperative laws in their own states and countries,
and provide more detailed information on
consumer, service and worker-owned cooperatives
and credit unions.

EXtension
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of the revised text. The following individuals
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David Erickson, Director of Member Relations,
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E.G.Nadeau, Director of Research, Planning and
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Services
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without generous funding from The Cooperative
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roups of individuals around the world and

throughout time have worked together in

pursuit of common goals. Examples of coop-
eration, or collective action, can be traced back to
our prehistoric predecessors who recognized the
advantages of hunting, gathering, and living in
groups rather than on their own.

B .- Although the word “coopera-
: tive” can be applied to many

\-EL_._ ¢ ~i - different types of group

i’l : activities, in this publication

the term is used to reference
a formal business model,
which has relatively recent
origins.The earliest coopera-
tive associations were
created in Europe and North
America during the 17th and
18th centuries. These associ-
ations were precursors to
cooperatives.The pioneers
of the Rochdale Society in
19th-century England are

The first signs of
organized hunting
activity based around
communities are
associated with
Homo erectus,
modern human
ancestors who lived

between 500,000 and celebrated for launching the
1.5 millionyearsago  \,qdern cooperative
in Africa.

movement. The unique con-
tribution of early cooperative organizers in
England was codifying a guiding set of principles
and instigating the creation of new laws that
helped foster cooperative business development.
Today, cooperatives are found in nearly all coun-
tries. Chapters 2 and 3 trace the remarkable history
of cooperative development internationally and in
the United States.

What is a cooperative?

The cooperative model has been adapted to
numerous and varied businesses.In 1942 lvan
Emelianoff, a respected cooperative scholar,
remarked that “the diversity of cooperatives is kalei-
doscopic and their variability is literally infinite.”! As
a consequence of this diversity, no universally
accepted definition of a cooperative exists. Two defi-
nitions, however, are commonly used.
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According to the International Co-operative
Alliance (ICA): a cooperative is an autonomous asso-
ciation of persons united voluntarily to meet their
common economic, social, and cultural needs and
aspirations through a jointly owned and democrati-
cally controlled enterprise. Cooperative leaders
around the world recognize the ICA, a non-govern-
mental organization with over 230 member organ-
izations from over 100 countries, as a leading
authority on cooperative definition and values.?

The ICA definition recognizes the essential
element of cooperatives: membership is voluntary.
Coercion is the antithesis of cooperation. Persons
compelled to act contrary to their wishes are not
truly cooperating. True cooperation with others
arises from a belief in mutual help; it can’t be
dictated. In authentic cooperatives, persons join
voluntarily and have the freedom to quit the coop-
erative at any time.3 The forced collectives preva-
lent in the former Soviet Union, for example, were
not true cooperatives.

Another widely accepted cooperative definition is
the one adopted by the United States Department
of Agriculture (USDA) in 1987: A cooperative is a
user-owned, user-controlled business that distributes
benefits on the basis of use.This definition captures
what are generally considered the three primary
cooperative principles: user ownership, user
control, and proportional distribution of benefits.

The “user-owner” principle implies that the people
who use the co-op (members) help finance the co-
op and therefore, own the co-op. Members are
responsible for providing at least some of the
cooperative’s capital. The equity capital contribu-
tion of each member should be in equal propor-
tion to that member’s use (patronage) of the co-
op.This shared financing creates joint ownership
(part of the ICA cooperative definition).

The “user-control” concept means that members of
the co-op govern the business directly by voting
on significant and long-term business decisions
and indirectly through their representatives on the
board of directors. Cooperative statutes and
bylaws usually dictate that only active co-op
members (those who use the co-op) can become
voting directors, although non-members some-
times serve on boards in a non-voting, advisory
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capacity. Advisory directors are becoming more
common in large agricultural cooperatives in the
United States, where complex financial and
business operations require the expertise of finan-
cial and industry experts. Only co-op members can
vote to elect their board of directors and on other
cooperative actions.

Voting rights are generally tied to membership
status—usually one-member, one-vote—and not
to the level of investment in or patronage of the
cooperative. Cooperative law in a number of states
in the United States and in other countries,
however, also permits proportional voting. Instead
of one vote per member, voting rights are based
on the volume of business the member transacted
the previous year with the cooperative. Generally,
however, there is also a maximum number of votes
any member may cast to prevent control by a
minority of members. For example, a grain cooper-
ative might permit one vote to be cast for each
1,000 bushels of grain marketed the year before,
but any single member would be limited to a
maximum of ten votes. Democratic control is main-
tained by tying voting rights to patronage.
Equitable voting rights, or democratic control (as
written in the ICA definition), are a hallmark of
cooperatives.

“Distribution of benefits on the basis of use,”
describes the principle of proportionality, another
key foundation for cooperatives. Members should
share the benefits, costs, and risks of doing
business in equal proportion to their patronage.
The proportional basis is fair, easily explained
(transparent), and entirely feasible from an opera-
tional standpoint.To do otherwise distorts the
individual contributions of members and dimin-
ishes their incentives to join and patronize the
cooperative.

EXtension

Co-op benefits may include better prices for goods
and services, improved services, and dependable
sources of inputs and markets for outputs. Most
cooperatives also realize annual net profits, all or
part of which are returned to members in propor-
tion to their patronage (thus, they are aptly called
patronage refunds). Cooperatives can also return a
portion of their profits as dividends on investment.
In the United States, however, federal and most
state statutes set an 8 percent maximum on
annual dividend payments.The purpose of these
limits is to assure that the benefits of a cooperative
accrue to those who use it most rather than to
those who may have the most invested; the impor-
tance of capital is subordinated.

Today, some co-op leaders and scholars consider
this dividend restriction arbitrary and harmful to
cooperatives. From their perspective, the 8 percent
maximum makes investing in cooperatives less
attractive than investing in other forms of
business. It makes cooperatives less competitive as
well, especially in the agricultural processing
sector, which requires a lot of capital for start-up
and growth. An overview of the federal laws that
govern cooperatives in the United States is
included in chapter 3.

Why cooperate?

People who organize and belong to cooperatives
do so for a variety of economic, social, and even
political reasons. Cooperating with others has
often proven to be a satisfactory way of achieving
one’s own objectives while at the same time assist-
ing others in achieving theirs.

Farmers create farm supply and marketing cooper-
atives to help them maximize their net profits. This
requires both effective marketing of their products
for better prices as well as keeping input costs as
low as possible. The farmers recognize that they
are usually more efficient and knowledgeable as
producers than as marketers or purchasers. By
selling and buying in larger volumes they can also
usually achieve better prices.

COOPERATIVES:



Consumer cooperatives are established to sell the
products a group of consumers want but cannot
find elsewhere at affordable prices.The consumer
members are primarily interested in improving
their purchasing power—the quantity of goods
and services they can buy with their income. They
naturally wish to get as much as possible for their
money in terms of quantity and quality. As owners,
the members have a say in what products their
stores carry.

Employees organize bargaining associations and
labor unions to negotiate collectively with man-
agement and owners. In some cases, employees
form worker-owned cooperatives. As the name
suggests, a worker-owned cooperative is owned
and controlled by its employees.* Employees
establish bargaining units and cooperatives in the
hopes of increasing their wages and fringe
benefits,improving their general working condi-
tions, and ensuring job security.

Cooperatives do not, as is sometimes assumed,
contradict the goals of capitalism. If that were the
case, cooperatives would not play such an impor-
tant role in the American economy. About 48,000
cooperatives, operating in nearly every business
sector imaginable, serve 120 million members, or
roughly 4 out of 10 Americans.® The top 100 coop-
eratives in the United States, ranked by revenue,
individually generated at least $346 million in
revenue during 2002 and in the aggregate, $119
billion.® They represent agriculture, finance,
grocery, hardware, healthcare, recreation, and
energy industries (figure 1.1).

Cooperatives are especially important to agricul-
ture.In 2002, 3,140 agricultural cooperatives
provided roughly 3.1 million farmers (many
farmers are members of more than one coopera-
tive) with agricultural marketing, farm supplies,
and other farm-related services.They captured 28
percent of the market share.”

Figure 1.1.Top 100 revenue generating cooperatives in the U.S. by sector, 2002

$58 Billion

GROCERY
18 Co-ops
$26.1 Billion
\ % FINANCE
LY S 12 co-ops

$10.2 Billion

TTT1

$9.7 Billion

ENERGY COMMUNICATIONS
16 Co-ops

HARDWARE & LUMBER

6 Co-ops
$8.8 Billion
OTHER
7 Co-ops

$6.5 Billion

AGRICULTURE
41 Co-ops

Source: NCB Co-op 100 Statistics, 2003.

PRINCIPLES & PRACTICES

IN THE

21ST CENTURY

CHAPTER



4

In terms of non-agricultural cooperatives, 84
million Americans are members of 9,569 credit
unions, 865 electric co-ops serve 37 million people
in 47 states, over 1.5 million families live in housing
cooperatives, and over 3 million people are
members of 5,000 food cooperatives.8

The involvement of so many people in coopera-
tives in such a highly competitive economy reflects
the general satisfaction of members toward their
companies and the apparent efficiency and solid
financial performance of these businesses. Chapter
4 provides a more comprehensive discussion of
the various types of cooperatives and the extent of
their economic success in the United States.

In short, cooperatives are organized to serve
member needs and are focused on generating
member benefits rather than returns to investors.
This member-driven orientation makes them fun-
damentally different from other corporations.
Additional cooperative structural characteristics
and guiding principles further distinguish them
from other business models. In most countries, the
cooperative model represents only one of several
different ways a business can choose to legally
organize.Chapter 5 presents a comparison of the
six major alternative business models in the United
States.

Cooperative management
and development

To prosper, cooperatives must be well organized,
well financed, well managed, and governed well by
a committed membership. They must be progres-
sive, adapting to changing business climates, and
responsive to their members’ changing needs.
Members, the board of directors,and management
each have responsibilities within the cooperative.
Strong, viable cooperatives require all three groups
to do their share. Chapter 6 describes each group’s
unique and important role.

EXtension

Although capital, employees,
business volume, and good man-
agement practices are all very
important for successful opera-
tions, a co-op’s members are its
most important asset.

Cooperative success also hinges on effective
member education and communication. Indeed,
providing education, training, and information to
members is one of the seven cooperative princi-
ples adopted by the ICA.The unique education
needs of cooperatives and the essential elements
for a successful education and communication
program are also discussed in chapter 6.

Cooperative financing is also critical and in today’s
complex cooperative organizations it can be quite
complicated. Adequate capital is one of the funda-
mental principles of sound business operation and
at the same time one of the biggest challenges
facing cooperatives today. Financing options must
be consistent with principles of cooperation as
well as with federal and state laws. Chapter 7 lays
out the main concepts behind cooperative financ-
ing, including alternative sources of capital and
equity redemption plans.

As with other business forms, cooperatives should
be established only to meet a well-defined need in
the market. Before cooperatives are created,
advance research should be done by a steering
committee to ensure sufficient support by other
potential members in the community. Chapter 8
discusses in greater detail the procedure for organ-
izing cooperatives. A good feasibility study, strong
membership drives, and a comprehensive business
plan are essential ingredients.

A final analysis of the cooperative model’s benefits
and limitations, to members and the broader com-
munity, is presented in chapter 9.

COOPERATIVES:



he historical development of cooperative busi-

nesses cannot be disconnected from the

social and economic forces that shaped them.
Co-ops then, as now, were created in times and
places of economic stress and social upheaval.?
Ancient records and archeological discoveries
point to the existence of cooperative organizations
created by early civilizations in diverse parts of the
world (China, Greece, Egypt, etc.). But it is the
founders of the Rochdale Society in 19th century
England who are celebrated for launching the
modern cooperative movement.The Rochdale
pioneers, and the early European cooperative
thinkers and organizers who laid the foundation
for their success, are responsible for codifying a
guiding set of principles that helped guide the
development of cooperatives across the world.

Revolutionary roots
in England

The first cooperative businesses created in Europe
arose during periods of great social upheaval and
distress caused by dramatic shifts in agricultural
and industrial production practices. Prior to the
Industrial Revolution (about 1750-1850), most
families in England and other parts of Europe were
largely self-sufficient, creating enough food and
goods for their subsistence and small amounts for
trading. The Industrial Revolution introduced the
factory system of production and was marked by a
rapid succession of remarkable inventions that
accelerated the industrialization of business.
Examples of inventions during this period include
smelting iron with coal instead of charcoal, the
cotton gin and power loom, and the steam engine.
The writings of Adam Smith at the time, especially
his advocacy of the laissez faire principle (no gov-
ernment intervention in the economy), further
spurred the revolution.

The industrial system gradually replaced cottage
industries and home-based production. Workers
were required to move into cities to find work.
Away from land, their families were increasingly
integrated into a market economy; instead of pro-
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ducing most of their household requirements,
especially food, they had no other choice but to
purchase them. Advances in production were not,
unfortunately, accompanied by fair labor stan-
dards. Workers were typically paid very low wages
and were subjected to harsh working conditions.'®

People remaining in rural areas were not much
better off. An agricultural revolution was already
well underway in the 18th century.The introduc-
tion of new cultivation methods and crop varieties
supported a dramatic change in land tenure
patterns. Scattered, small plots of farmland were
aggregated into large, enclosed estates, primarily
for the purpose of grazing sheep and other live-

The historical development of
cooperative businesses cannot be
disconnected from the social and
economic forces that shaped
them. Co-ops then, as now, were
created in times and places of
economic stress and social
upheaval.’

stock. Between 1760 and 1843, nearly seven
million acres of agricultural land in England were
enclosed in estates. As a result, large numbers of
small farmers were driven from their land into
neighboring towns and villages with few remain-
ing jobs.

A movement towards greater freedom of expres-
sion was another hallmark of this revolutionary
period.The citizens of England began to publicly
dissent with government policies, taking issue with
the status quo and demanding more personal
rights. Therefore, the widespread poverty, unem-
ployment, and general social deterioration that
were left in the wake of the industrial and agricul-
tural revolutions were met with a public outcry to
the government for improved working and living
conditions.

21ST CENTURY
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Early cooperative societies

In the absence of public assistance, the people of
Europe established various types of self-help
organizations. Mutual fire insurance companies
existed in London and Paris as early as 1530,
although the first highly successful and well-
known example was organized in England in 1696,
the Amicable Contributionship.'! The people of
England also created Mutual Aid Societies (they
eventually became known as Friendly Societies)
that offered financial payments and assistance to
members in times of sickness, unemployment, or
death.'2 By the mid-18th century many well-estab-
lished societies were already in operation.They
were legalized with the passing of the first Friendly
Society Act (also called the Rose Act) in 1793. A
number of bills were introduced in the 19th
century to encourage Friendly Societies since they
lessened the public burden.'3 Workers organized
labor unions to bargain with employers for more
favorable working conditions and to lobby the
government for improved labor legislation.

Cooperative or quasi-cooperative industrial busi-
nesses were in operation in England by 1760. Most
were consumer-controlled organizations focused
on flour milling and baking industries. Cooperative
corn mills for grinding flour appeared in a number
of cities shortly after the turn of the 19th century
to cut the cost of flour and prevent tampering by
greedy millers. Purchasing cooperatives already
existed in most Western European countries by the
18th century.The Weaver’s Society in Fenwick,
Scotland (often referred to as “penny capitalists”)
began to purchase supplies as a group in 1769.14

The precursors to mutuals and unions were guilds,
the associations of merchants, artisans, and crafts-
men that date back to Medieval times. Guilds had
binding rules for production and business prac-
tices. Although guilds were created partially in an
attempt to establish local trade monopolies, they
incorporated socialist practices: member control,
equitable treatment of all members, and financial
support of members who were ill or faced family
crises.

EXtension

Robert Owen and
Charles Fourier—
Cooperative visionaries

“Often men wish to escape the
realities of life, and when they do,
they dream of Utopias.” "

The first cooperative
movement, that is, the estab-
lishment of a coherent
argument for the cooperative
form of organization, gained
momentum in the early 19th
century with the writings and
advocacy efforts of Robert
Robert Owen (1771- Owen and William King in
1858):“The Father  England and Charles Fourier in
of Cooperation.”  £ohce. Robert Owen and
Charles Fourier were both well-known Utopian
Socialists; not only did they envision ideal soci-
eties, they tried to create them in Europe and the
United States.1®

Robert Owen (1771-1858) was a prominent indus-
trialist who began to advocate the establishment
of a new type of community to alleviate the
poverty and suffering caused by the Industrial
Revolution. Charles Fourier (1772-1837) was a
bourgeois, famous French social philosopher
whose plans for self-reliant communities were
motivated by the French Revolution and his view
that the working class was being dehumanized
and repressed.

They both envisioned rural villages composed of
farms and small-scale industry, all operated coop-
eratively by the citizens who would also live
together communally. Owen originally conceived
of these communities as a solution for unemploy-
ment, but later believed (like Fourier) that they
were a better alternative to private capitalism and
competition, providing self-employment opportu-
nities and other conditions that would provide
universal happiness. Fourier called his planned
communal cities “phalanxes.”

COOPERATIVES:



Owen and Fourier were not abstract thinkers; they
laid out very specific details for their communities.
For instance, they believed that the communities
should contain 1,000-1,800 people living on a rela-
tively small tract of land. Fourier was more explicit:
the area should be three square miles.” Wealthy
supporters of Owen'’s ideas were willing to finance
the creation of such communities. Four were even-
tually created: New Harmony, Indiana (USA);
Orbiston, Scotland; Ralahine, Ireland; and
Queenswood, England. All ultimately failed.

Fourier never found philanthropists willing to fund
the creation of a phalanx. After his death, several
were attempted in France and more than thirty
organized in the United States.'® The most notable
in the United States were Brook Farm, near
Cambridge, Massachusetts (1842-1846),and one in
Fond du Lac County (now the city of Ripon),
Wisconsin (1845-1850). The phalanxes suffered
from a conflict between treating everyone equally
and rewarding those who provided more capital
and labor.The phalanx model, however, influenced
the successful kibbutzim in Israel (discussed later).

Owen was a visionary idealist, not a realistic coop-
erative developer. He was not at all interested,
therefore, in helping the early consumer coopera-
tives in England:“Joint stock retailing is not the
Social System which we contemplate...and will
not form any part of the arrangements in the New
Moral World.”1? In 1839 he did not even bother to
respond to an urgent request by Charles Howarth
to visit Rochdale, England to discuss organizational
plans for a new retail cooperative.

Owen’s attack upon individualism, the family, com-
petition, private property, the market economy, and
organized religion, alienated many people from
cooperation and provoked condemnation of coop-
eratives from various religious groups. Even so,
Owen is often called the “father of cooperation.”

Despite his failures, Owen continued preaching
that cooperative production and living were the
best medicines for the ills of society. His advocacy
stimulated the creation of cooperative societies,
labor exchanges (where handicrafts were traded
based on the amount of labor involved in their
making), and trade unions. Although most of the
organizations he started lasted only a short time,

PRINCIPLES & PRACTICES

IN THE

they provided the groundwork for another genera-
tion of cooperative development in Europe and
North America.

William King—
A cooperative developer
and pragmatist

Dr.William King (1786-1865), another social
reformer in England, was in many respects more
responsible than Robert Owen for spreading the
cooperative idea and for the actual organization of
cooperatives. Although he accepted much of
Owen'’s social philosophy, he disagreed on how to
reach those goals. King was more realistic about
cooperatives, advocating and inspiring the devel-
opment of consumer cooperatives across England.

As a physician, King became interested in improv-
ing the welfare of the working people of Brighton,
England. He was involved in organizing numerous
social and educational institutions, including an
infants’ school, a mechanics’institute, and a library.
Between 1828 and 1830, King published (at his
own expense) a small magazine called “The
Cooperator” that was widely distributed through-
out England. Its 28 issues were a source of inspira-
tion, information, and instruction on cooperation
in theory as well as in practice. The magazine advo-
cated a more realistic type of cooperation within
reach of the working class.

King believed that cooperatives should start small
with the original capital supplied by members, a
significant deviation from Owen and Fourier’s
large-scale operations funded by wealthy
investors. King did not necessarily object to Owen'’s
self-sustaining cooperative communities, as long
as they were funded with the members’ own
capital and were restricted to Christians. King was
a religious fundamentalist who believed that
biblical scripture should guide the ethics and oper-
ations of cooperatives. He also taught that cooper-
atives should not pay patronage refunds, but
instead reinvest all net profits to increase the
scope of their activities and to employ as many
members as possible. King also proposed the fol-
lowing guidelines for consumer cooperatives:
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(1) members should pay cash for all merchandise
purchased at the cooperative; (2) the co-op should
adopt democratic principles of governance; and
(3) it should publicize the cooperative movement.

In addition to the advocacy of Owen and King, the
cooperative movement in England was supported
by a number of short-lived cooperative journals,
which were circulated between 1825 and 1830.
Cooperative congresses also advocated and
promoted cooperation; the first took place in 1830
in Manchester, the second in 1831 in Birmingham,
and the third in 1832 in London. Owen'’s influence
and rhetoric were exhibited in these and later con-
gresses. For instance, the Third Congress stated
that “the grand ultimate object of all cooperative
societies is community on land.”

What began with a few cooperative societies in
1826 quickly grew to about 300 consumer cooper-
atives by 1830, many patterned after King's
Brighton Cooperative Trading Association.King's
ideas may have also influenced early American
cooperatives. A treasurer of a cooperative in
Brighton, England, William Bryan, helped organize
a consumer cooperative in New York City in 1830.

King was compelled to discontinue his active role
in the cooperative movement in the late 1830s for
two reasons: his medical practice was suffering and
poor management and internal discontent
plagued individual co-op stores. By 1840, the
cooperative movement in England was basically at
a standstill and King'’s ideas were forgotten,
ignored in the cooperative literature for several
decades.

EXtension

The Rochdale Pioneers

In the first wave of consumer cooperatives, a short-
lived society was created in Rochdale, England in
1833. James Smithies, one of the original organiz-
ers, was inspired by King’s cooperative magazine
and shared it with his co-founders.Their ultimate
cooperative goals, however, echoed Owen’s teach-
ings. Although their first co-op effort failed after
only two years, a core group of 28 continued to
work actively for social reform and eventually
created the prototype cooperative model for a
modest shop on Toad Lane in 1844.

The so-called Rochdale Pioneers were ambitious
and had lofty goals for their co-op: (1) to sell provi-
sions at the store; (2) to purchase homes for their
members; (3) to manufacture goods their
members needed; and (4) to provide employment
for their members who were either out of work or
poorly paid. In sum, they wanted to “establish a
self-supporting home colony of united interests”
and to “arrange the powers of production, distribu-
tion, education, and government”in the interests
of its members. In addition, they hoped to open a
“temperance hotel”in one of the cooperative
houses to promote sobriety.

The foundation for the Rochdale cooperative was
built upon the intelligent combination of various
ideas that had been tried by previous coopera-
tives.The Pioneers learned from the co-op failures
of the past. For example, the business practices
they adopted for their small store, later called the
Rochdale Principles (sidebar), were novel primarily
in their combination; many had been borrowed
from other cooperatives.

The original Rochdale Cooperative shop on Toad Lane.
It is now preserved as a museum.
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Rochdale cooperative principles

1. Voting is by members on a democratic
(one-member, one-vote) basis.

2. Membership is open.
3. Equity is provided by members.

4. Equity ownership share of individual
members is limited.

5. Net income is distributed to members as
patronage refunds on a cost basis.

6. Dividends on equity capital are limited.

7. Exchange of goods and services at market
prices.

8. Duty to educate.

9. Cash trading only.

10. No unusual risk assumption.

11. Political and religious neutrality.

12. Equality in membership (no discrimination
by gender).
Adapted from David Barton,“Principles,” in David

Cobia (ed.), Cooperatives in Agriculture. Englewood
Cliffs, NJ: Prentice Hall, 1989.

Some of the Rochdale Principles, such as demo-
cratic control (one-member, one-vote) and limited
dividends on equity capital, are still followed by
most cooperatives around the world. Other princi-
ples, such as cash trading, are clearly outdated in
most countries where credit cards and (in agricul-
tural co-ops) seasonal loans are the norm. As a set
of guiding principles, they are not necessarily
appropriate for all types of cooperatives in all loca-
tions.They are after all a product of a historical
period and economy and were meant to govern a
small retail store (see chapter 4 for further discus-
sion of cooperative principles).

The phenomenal success of the Rochdale coopera-
tive, which is still in operation today, was just the
boost that the cooperative movement in England
needed. Rochdale became the cooperative beacon
for others to follow. It provided the organizational
pattern that became the prototype for other coop-
eratives and spurred on the cooperative
movement in Europe and North America.

PRINCIPLES & PRACTICES

IN THE

The first cooperative law

The Industrial and Provident Societies Act, author-
ized in England in 1852, was a major development
in the cooperative movement. Prior to the enact-
ment of this law, the Friendly Societies Acts of 1834
and 1846 regulated the registration of coopera-
tives, even though these acts were designed for
mutual-aid groups and not for businesses
engaged in trade.Therefore, the consumer cooper-
atives did not have the proper legal protection
essential for their business operations. The acts
further prevented them from selling to people
other than their members.

The Industrial and Provident Societies Act
provided both important legal protections for the
cooperatives while also imposing some operating
restrictions. It protected the property of the soci-
eties, gave binding legal authority for their rules,
safeguarded the savings of their investors, allowed
them to sell to non-members, and provided legal
status so that an association could sue fraudulent
officials. It allowed cooperatives to pay patronage
refunds on purchases but limited dividends on
shares of stock to five percent. Although members
still faced unlimited liability for cooperative debts,
share limits of £100 per member were enforced.

The passage of the Industrial and Provident
Societies Act of 1862 loosened some of the restric-
tions and provided limited liability for members,
meaning they would be liable only for co-op debts
less than or equal to the value of their stock. Share
limits were increased to £200 per member and
cooperatives were permitted to invest in other
cooperatives. As a result of these changes, the
organization of the North of England Co-operative
Society became possible. Established in 1863 to
create cost savings for members by purchasing a
variety of goods in bulk, today the Co-operative
Group comprises a family of businesses employed
in a wide range of activities (food, finance, farms,
funerals, etc.). It is a unique consumer-owned
business that is the largest of its kind in the world.
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The beginnings of
cooperative credit

During the 1840s, later called “the Hungry Forties,”
famine and extreme hardship spread throughout
Europe. A blight ruined potato crops in many
European countries, although Ireland was the most
severely hit, during 1845-47.The shortage of
potatoes drove up other food prices. Low fishing
yields further exacerbated the food shortage,
which caused millions of deaths and led to severe
economic depression, high unemployment, and
political unrest in the region.The Communist
Manifesto was published in 1848.

During this same year, FW. Raiffeisen, a mayor of a
group of villages in Northern Germany, created a
cooperative society to alleviate some of the suffer-
ing in his community. The cooperative gave
potatoes and bread to the poor. He soon realized,
however, that charity alone could not solve the
problems of poor farmers; they needed to become
self-sufficient and earn more money. Raiffeisen
then started to organize loan societies, which
embraced various cooperative features. Although
Raiffeisen continued to advocate self-help, his first
societies were mainly efforts to transfer money
from the rich to the poor.In 1862, he helped the
rural farmers of the little town of Anhausen
organize a truly cooperative loan society.

Meanwhile, Herman Schulze had created a
somewhat similar credit institution among artisans
in Eilenburg in 1850. He further refined this model
to fit the credit needs of artisans and other small-
scale industries and developed other credit organi-
zations. Raiffeisen may have been familiar with
these organizations and used them to inform his
own co-op development efforts. Both the
Raiffeisen and Schulze cooperative bank models
rapidly spread across Europe. Features of both
models were used to form credit unions in North
America. Incidentally, the Credit Union National
Association’s headquarters in Madison, Wisconsin
was called “Raiffeisen House” for a number of years.

EXtension

Early agricultural
marketing and farm
supply cooperatives
in Europe

Denmark is generally regarded as the most out-
standing example of early and successful coopera-
tive farm marketing and farm supply organiza-
tions.20 The first cooperative creamery in Denmark
was established in 1875 at Kaslunde. The early
cooperative creameries incorporated some signifi-
cant improvements in the butter-making process,
including a standardized grading system.The high
quality butter was marketed under a government
brand to reflect their supervision of the grading.

The first cooperative creameries were very success-
ful. News of their success and popularity spread to
other rural areas of Denmark; many others were
soon organized throughout the country.These
developments took place without government
assistance or subsidies.

The early and striking success of cooperatives in
Denmark can be primarily attributed to the role of
the Folk High School. An institution unique to the
country, this school educated young adults in rural
areas.The schools were inspired by the philoso-
pher and clergyman, Bishop Nikolai (N.S.F.)
Grundtvig (1783-1873), and popularized by Kristen
Kold, an educator. Grundtvig established the first
Folk High School in 1844; the one created by Kold
in 1851, however, was more successful and widely
replicated. The mission of the schools was to
enlighten Danish citizens (beyond what they were
learning in primary schools) so they could partici-
pate in the governance of the kingdom.They were
not meant to be vocational or cooperative training
schools but rather designed to expose students to
new ideas and experiences. Today, we would call
them liberal arts schools. Numerous such schools
still thrive in Denmark. Although supported finan-
cially by the state, they are free to set their own
curricula and are required to be nonvocational and
without examinations.

COOPERATIVES:



Folk High Schools created trained, rural leadership.
They also established bonds of trust among those
who came to live and study at the schools.The
students developed a willingness to think
together, work together, and play together—in
short, to cooperate. Although not an intended
outcome, the spirit of cooperation produced in
these schools has been, without doubt, an impor-
tant factor in the growth of Denmark’s cooperative
movement.

Cooperatives
around the world

The cooperative movement gradually spread
around the world in the 19th century (table 2.1).
Another notable cooperative advocate is Sir
Horace Plunkett (1854-1932), an Irishman (who
spent 10 years as a cattle rancher in the United
States in the 1800s) famous for advocating the
benefits of agricultural cooperatives in Ireland and
beyond.2! He was instrumental in creating an
international cooperative movement and promot-
ing the cooperative principle of political neutrality.
The Irish Cooperative Organization Society
(formerly the Irish Agricultural Organization
Society), originally founded by Plunkett in 1894, is
located in The Plunkett House in Dublin.

Cooperative businesses are found
in nearly all countries, from the
developing nations of Africa, Asia,
and South America to the indus-
trial countries of Europe and
North America.

PRINCIPLES & PRACTICES

IN THE

Today, cooperative businesses are found in nearly
all countries, from the developing nations of Africa,
Asia, and South America to the industrial countries
of Europe and North America. Northern Europe,
where the cooperative movement took hold very
early, still contains a strong cooperative presence,
especially in agriculture. Many of the cooperatives
in these countries have long histories and are
extremely successful. However, as is the case in the
United States (see chapter 3), economic pressures
have been met with cooperative mergers and con-
solidations. As a result, cooperative numbers in
these countries appear quite low (tables 2.2 and 2.3).

Cooperative numbers in India, even on a per capita
basis, are by comparison astounding. In the case of
India and other countries with relatively high
cooperative numbers, this situation typically
reflects the existence of numerous, local coopera-
tives. More cooperatives do not imply necessarily
that the cooperative sector as a whole is stronger
or more competitive, however.

The spread of the cooperative business model
from 18th century England to such diverse coun-
tries as India, Korea and Uganda, points to the uni-
versal adaptability and diversity of the cooperative
model.
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Table 2.1. Historical cooperative statistics for selected countries
First Membership
Country First co-op co-op law (% of population)
Albania 1946 NA NA
Austria 1794 1873 47.4
Belgium 1848 1873 354
Czech Republic 1852 1873 13.4
Denmark 1851 NA 34.2
Finland 1870 1901 45.8
France 1750 1887 30.1
Germany 1845 1867 27.9
Greece 1780 1914 9.9
Iceland 1844 1937 20.0
Ireland 1859 1893 59.5
Italy 1806 1886 13.3
Lithuania 1869 1917 6.8
Luxembourg 1808 1884 4.8
Netherlands 1860 1855 41.1
Norway 1851 1935 36.4
Poland 1816 1920 NA
Portugal 1871 1867 21.9
Romania 1852 1903 28.5
Russia 1825 1907 9.5
Spain 1838 1885 11.1
Sweden 1850 1895 53.7
Switzerland 1816 1881 50.1
Turkey 1863 1867 129
United Kingdom 1750 1852 16.6
United States 1752 1865 56.7
Yugoslavia 1870 1925 6.5
NA = not available
Source: Adapted from Shaffer, J. (1999). Historical dictionary of the cooperative movement.
London: Scarecrow Press, Inc. (pp. 437-39).
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Table 2.2. Cooperatives and membership by international region

Number Individual
Region of countries  Organizations Societies members
Africa 12 19 27,214 9,561,443
Americas 18 61 43,945 182,486,437
Asia 28 64 480,648 414,383,079
Europe 35 88 197,293 118,473,862
Total 93 232 749,100 724,904,821

Source: International Co-operative Alliance, www.coop.org/statistics.html (July 1,1998).

Table 2.3. Agriculture cooperative statistics
from select countries

Number Membership
Country of co-ops (millions)
Brazil 4,744 3.74
Canada 7,880 14.52
Columbia 1,936 4.82
Denmark 1,446 1.39
Egypt 6,992 4.28
Finland 46 1.07
France 23,573 17.49
Germany 9,112 21.64
India 446,784 182.92
Israel 256 0.03
Japan 3,860 42.84
Mexico NA 0.63
Morocco 9,635 0.68
Norway 4,259 1.59
Repub. Korea 7,669 17.07
Sweden 15,106 4.78
Switzerland 16 1.51
Uganda 3,131 0.64
United Kingdom 42 9.04
United States 27,076 156.19
Zambia 2,174 0.57

Source: International Co-operative Alliance,
www.coop.org/statistics.html (April 26,2002).
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ooperatives are neither indigenous to the

United States, nor are they an American inven-

tion. As Fairbairn reminds us,“The idea of the
co-op was both imported by the colonists from
Europe and also independently developed and
adapted by settlers of European origin under
North American conditions.”22 Pilgrims coming to
the new world on the Mayflower in 1620 signed
the Mayflower Compact, which described the
operations of an organization, or constitution, with
cooperative characteristics. Once they arrived, the
early settlers worked together collectively to clear
the land, build homes and communities, start
farming, and provide protection for their
families.Z3 The overview of cooperative develop-
ment in the United States provided here supports
the idea that cooperatives in the United States are
both an artifact of early settlers’ European heritage
and a collective response to harsh living condi-
tions in rural areas.

The driving forces behind cooperative develop-
ment in the United States include the following
five interrelated dynamics:

1. Market failure (monopoly power, excess supply,
missing markets, etc.).

Economic crises (depressions and recessions).
New technology.

Farm organizations and cooperative advocates.

oA W

Favorable public policy (presidential interest,
legislative initiatives at both state and federal
levels, and judicial interpretation).

The relative importance of these forces at different
periods will become apparent as we trace the path
of cooperative development. Since some of the
most significant contributions Americans have
made to the cooperative model and movement
have been in the agricultural sector, farm coopera-
tives will dominate this discussion.

PRINCIPLES & PRACTICES

IN THE

The first American
cooperatives

The first recognized cooperative business in the
United States (a mutual insurance company) was
founded in 1752, almost a quarter-century before
the birth of the country (America achieved inde-
pendence in 1776). Benjamin Franklin, one of the
signers of the Declaration of Independence,
worked with other members of fire fighting associ-
ations to create the first successful fire insurance
company in the colonies: The Philadelphia
Contributionship for the Insurance of Houses from
Loss by Fire.2 Franklin had already formed the
Union Fire Company in 1736, which became the
model for volunteer fire fighting companies.
Franklin had witnessed the success and impor-
tance of mutual societies when he was living in
England. The Philadelphia Contributionship was
based on a similar London association created in
1696.2

“Although European models and
European immigrant cultures
remained influential, it was in
agriculture that co-ops began to
take root in new and distinctive
North American forms.” *°

American farmers first attempted to organize in
1785 with the establishment of the Philadelphia
Society for Promotion of Agriculture.The first
formal farmer cooperatives were created in 1810:
a dairy cooperative in Goshen, Connecticut, and a
cheese manufacturing cooperative in South
Trenton, New Jersey. On the heels of these organi-
zations, other cooperatives involving different
commodities were formed in many parts of the
country (table 3.1).There was no identified coordi-
nated leadership and most cooperatives restricted
their operations to their local community. Most of
the early agricultural cooperatives were ultimately
unsuccessful.
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Table 3.1. Selected early cooperatives
and mutuals in the United States

Year Cooperative

1752 Philadelphia Contributionship for the
Insurance of Houses from Loss by Fire
(Philadelphia, Pennsylvania)

1810  Dairy cooperative (Goshen, Conneticut)
and cheese cooperative (South Trenton,
New Jersey)

1820  Hog marketing, slaughtering, and packing
cooperative (Granville, Ohio)

1853 Irrigation cooperative (Tulare County,
California)

1857 Grain elevator (Madison, Wisconsin)

1862  Tobacco marketing cooperative
(Connecticut)

1863 Purchasing cooperative (Riverhead, New
York)

1867 Fruit marketing cooperative
(Hammonton, New Jersey)

1874  Poultry marketing cooperative (lllinois)

1877  Cattle rustling protection cooperative
(Texas)

1885 Citrus marketing cooperative (California)

1887  Cotton gin (Wagner, Texas)

The early American
cooperative movement
in agriculture

Politics and cooperative development have been
intertwined in the United States from the very
beginning.2” The first organized cooperative devel-
opment effort was launched by the Order of the
Patrons of Husbandry, commonly known as the
Grange, one of the first farm organizations in the
United States. A U.S. Department of Agriculture
(USDA) employee named Oliver Hudson Kelley
founded the Grange in 1867 as a“fraternal order” to
help restore relationships between farmers in the
north and south after the Civil War. However, the
poor economic conditions most farmers faced at
the time soon compelled the Grange to instead

EXtension

focus its energies on improving farm conditions. It
believed that cooperatives were part of the solution
and thus helped organize hundreds of agricultural
marketing and purchasing cooperatives between
1870 and 1890.By 1875 the Grange had 858,000
members in thirty-two states.2® At its 1875 annual
convention, the Grange adopted a recommendation
endorsing the Rochdale Principles (it had sent a rep-
resentative overseas to gather information about
European cooperation). As a result, the Rochdale
Principles soon became familiar to farmers in many
parts of the United States.

As the Grange declined in influence, other farm
organizations took more prominent roles in fostering
the development of cooperatives.2 Though short-
lived, the Farmers' Alliance, formed in 1875 in the
South, and the American Society of Equity, formed in
1902, were both more political than the Grange and
also essential to early cooperative development
efforts. The Farmers’ Alliance was fairly radical; it grew
out of protests against rail and elevator monopolies
and eventually helped affiliated candidates gain
political power.39 The Society of Equity was the
creation of a farm magazine editor, J.A. Everitt, who
advocated the organization of farmers. In Wisconsin,
the Society of Equity supported the progressive
politics of Robert M. La Follette and a broad coopera-
tive movement in the state.3

By virtue of their long existence and organizational
strength, the American Farm Bureau (established
in 1919 and now the largest farm organization in
the United States) and the National Farmers Union
(which grew out of the Farmers Educational and
Cooperative Union of America, established in 1902)
have contributed the most to the development of
farmer cooperatives in the United States.They
have supported cooperative organizations directly
by providing technical assistance, and indirectly by
influencing the enactment of favorable coopera-
tive state and federal legislation. Several of the
largest agricultural cooperatives today can trace
their roots back to these two groups. The National
Farmers Union helped establish CHS, Inc. (today,
the largest farm supply and grain marketing co-op
in the United States) and the Farm Bureau helped
create Growmark (another large farm supply and
grain marketing co-op) and Nationwide Insurance
Companies.

COOPERATIVES:



Creating a cooperative
infrastructure: The laws
and government institu-
tions that supported
cooperative development

The first cooperative marketing statute was
enacted in 1865 in Michigan.32 Other states
followed suit: Massachusetts adopted a coopera-
tive law in 1866, New York in 1867, Pennsylvania in
1868, Connecticut and Minnesota in 1870 and so
on.By 1911 twelve states had enacted special
cooperative laws.33 Wisconsin passed its first coop-
erative law in 1887. After 1920, numerous state
laws were passed.The basic provisions of these
laws mirrored the Rochdale Principles. They gener-
ally included the following edicts: (1) cooperatives
could issue shares but the number of shares held
by each member would be limited; (2) voting rights
were to be tied to membership not investment;

(3) each member had one vote; and (4) individual
cooperatives would decide how to distribute their
net profits. Today, all states have cooperative
statutes that are remarkably uniform. Many were
patterned after the state cooperative laws in
Wisconsin, Nebraska, and Kentucky.

At the national level, the government was not as
supportive of agricultural cooperatives.The
Sherman Antitrust Act was passed in 1890 in
reaction to the negative influences of railroad, oil,
and other monopolies at the time. Although the
act contained no explicit reference to coopera-
tives, it made illegal every contract or conspiracy
that restrained trade or commerce. Since agricul-
tural cooperatives allow farmers to set a common
price, several attempts were made to declare them
illegal through court action. From 1890 to 1910,
directors and officers of marketing cooperatives
were indicted under state antitrust laws in six
states under the Sherman Act. Further, in 1897 the
Texas antitrust law was held unconstitutional since
it exempted agriculture.In 1902, the lllinois
antitrust law, similar to that in Texas, was also held
unconstitutional for basically the same reason.

PRINCIPLES & PRACTICES

IN THE

The precarious position of cooperatives was par-
tially corrected at the federal level with the
passage of the Clayton Act in 1914.This act
exempted “agricultural, or horticultural organiza-
tions, instituted for the purposes of mutual help,
and not having capital stock or conducted for a
profit”from the Sherman Act. 34 Although this
helped non-stock, non-profit, cooperative market-
ing associations, it did not clarify the status of
capital stock cooperatives.

The Capper-Volstead Act,
sometimes referred to as the
“Cooperative Bill of Rights,”
authorized the right of farmers
to unite and market or process
their agricultural products
cooperatively without violating
antitrust laws.”

In 1922, U.S. Congress made a bolder gesture in
favor of cooperatives when it passed the Capper-
Volstead Act.The act, sometimes referred to as the
“Cooperative Bill of Rights,” authorized the right of
farmers to unite and market or process their agri-
cultural products cooperatively without violating
antitrust laws.3° It made clear that eliminating
competition between agricultural producers by
their collective action in a marketing or processing
cooperative in and of itself did not constitute a
violation of the Sherman Act and its amendments.
The Capper-Volstead Act recognized both capital
stock and non-stock associations (this distinction
in cooperatives is described in more detail in
chapter 4).In short, it grants limited exemption
from anti-trust laws to agricultural producers who
act together in associations that collectively
process and market their commodities. This
exemption is provided only if the following three
criteria are met:

1. The association operates for the mutual benefit
of producer members (co-op members have to
be agricultural producers);
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2. A one-member, one-vote rule is followed, or
dividends on stock or membership capital are
limited to eight percent per annum; and

3. Non-member business must be less than 50
percent of the cooperative’s total business.

Even when these three criteria are met, Capper-
Volstead does not give cooperatives complete
exemption from anti-trust laws. For instance, coop-
eratives cannot force producers to join and they
cannot buy out non-cooperative businesses in
order to create monopolies. There have been
several instances of cooperatives brought to court
for anti-trust allegations even with this law in
place.In addition, farm supply and service cooper-
atives are not given any exemption (see the end of
the chapter for a more detailed description of the
Capper-Volstead Act). Finally, Section 2 of Capper-
Volstead authorizes the Secretary of Agriculture “to
issue a cease and desist order”if he or she has

EXtension

reason to believe that any such association has
monopolized or restrained trade to the extent that
the price of any agricultural product is “unduly
enhanced.”

The federal government went beyond merely
establishing legal legitimacy for cooperatives; it
helped support organizational efforts by providing
technical assistance, research, information and
credit. The Morrill Land-Grant College Act of 1862
established the land-grant university system and
the Smith-Lever Act of 1914 formalized coopera-
tive agricultural extension programs in the United
States.The research and extension efforts of land-
grant universities were instrumental in creating
many of the farm cooperatives that exist today. The
Cooperative Marketing Act of 1926 broadened and
formalized the USDA's support and encourage-
ment of farmer cooperatives. It established an
agency (today called the Rural Business—
Cooperative Service) to conduct research and
provide technical assistance and information to
foster increased awareness about cooperatives.

The Agricultural Marketing Act of 1929 established
commodity advisory boards for cooperatives and
the Federal Farm Board, which was charged with
expanding the cooperative movement. Since
access to credit was (and still is) a barrier to coop-
erative development, the government passed the
Farm Loan Act of 1916, which created the Federal
Land Bank for the purpose of providing loans to
purchase land, and the Farm Credit Act in 1933.
The Farm Credit Act helped institute Production
Credit Associations that provided farmers with rea-
sonable operating loans and established thirteen
Banks for Cooperatives (now merged into one
called CoBank) to provide credit to cooperatives
and farmers who were organizing cooperatives.3%
These agencies make up the Farm Credit System
(described in more detail in chapter 4).
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The Rural Electrification Act was passed in 1936 as
part of President Franklin D. Roosevelt's New Deal
programs.37 This act established the USDA Rural
Electrification Administration (REA) as a lending
agency to finance the extension of electric power
to rural areas. Nonprofit organizations were given
first preference for funds, but existing power com-
panies meeting REA loan provisions could also
receive funds. Farmers moved quickly to establish
cooperatives that could take advantage of the new
program. As a result, a formidable argument could
be advanced that rural electric cooperatives are
responsible for bringing about one of the more
profound changes in U.S. agriculture—the
adoption of electricity.

With a strong cooperative infrastructure in place,
cooperatives flourished during the first decades of
the 1900s. Many of today’s cooperatives were
established during this period. The first telephone
cooperative was organized in 1912 and the first
day-care cooperative in 1916.One of the first large
housing cooperatives was established in New York
City in 1927. A group of credit unions created the
CUNA Mutual Insurance Group in 1935.

In this sunny period of growth, agricultural cooper-
atives were prudent enough to form trade organi-
zations to protect their interests if public policy
were ever to shift against them. They established
state- and national-level associations that would
provide commodity information and educational
services to their cooperative members as well as
influence legislation. The Cooperative League of
the USA (now called the National Cooperative
Business Association), the National Milk Producers
Federation, the American Institute of Cooperation
(AIC), and the National Council of Farmer
Cooperatives (the American Institute of
Cooperation is now part of the National Council of
Farmer Cooperatives) were all created between
1916 and 1925.

PRINCIPLES & PRACTICES
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Early American
cooperators

Early American “cooperative thinkers” were distin-
guished by their commitment to building coopera-
tive business models instead of building utopian
communities or developing co-op philosophy. As
Abrahamsen aptly stated,“Their thinking led to no
fine-spun theories in the realm of social and politi-
cal philosophy. Rather, they were concerned with
cooperative business efficiency and performance
so as to best serve the practical needs of farmers.”38
Aaron Sapiro and Edwin G. Nourse remain the
most recognized examples of early cooperative
leaders and represent two distinct American
schools of cooperative thought that have influ-
enced agricultural cooperative development.

Sapiro (1884-1959) promoted the
organization of large-scale, central-
ized co-ops (legal monopolies) along
commodity lines to help producer
members capture greater market
shares and thereby achieve better
prices. As a lawyer, it is perhaps not
surprising that he also advocated long-term con-
tracts between growers and the co-op (instead of
relying on member loyalty) to ensure timely and
sufficient product delivery. Sapiro’s influence was
greatest in his native state of California and the
Pacific Coast, in part because in the early 1900s his
ideas were better suited to the specialty crops
grown in that region.

Aaron Sapiro

Sapiro was a forceful and dynamic speaker who
was able to sway large numbers of farmers
towards his way of thinking. As a result, during the
1920s many cooperatives were formed around the
ideas promoted by Sapiro. Sapiro created a
uniform cooperative marketing law in 1919 that
was adopted in whole or part by 26 states; it also
influenced the wording of the Capper-Volstead
Act.39 Since the ability of cooperatives to capture a
dominant portion of supply seemed highly
unlikely in the early 20th century, Sapiro’s ideas
were only briefly popular. Indeed, most of the early
Sapiro-inspired cooperatives failed. However, his
ideas seem to be more relevant in today’s agricul-
tural environment.
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Edwin G.Nourse (1883-1974), who
grew up on a small farm in lllinois and
eventually earned a Ph.D.in econom-
ics from the University of Chicago,
was staunchly opposed to monopo-
lies of any kind. In stark contrast to
Sapiro’s ideas, Nourse promoted
locally organized and controlled co-
ops that would be large enough to capture only
enough market share to force non-cooperative
firms into behaving more competitively. This idea
is often called the “competitive yardstick hypothe-
sis.”To help the small, local co-ops achieve
economies of scale and compete with larger firms,
Nourse advocated the creation of a federated
system. In a federated system, local co-ops coordi-
nate their purchasing and marketing activities (but
retain their autonomy) through a larger, regional
co-op.

4

Edwin G.
Nourse

As an academic who held numerous faculty posi-
tions over the course of his career, it is not surpris-
ing that Nourse believed in member education to
ensure member loyalty rather than the “iron-clad”
contracts espoused by Sapiro. Nourse also felt
member education was essential to ensure the
democratic governance of the cooperative would
be sustained. Nourse served
as chairman of the
President’s Council of
Economic Advisors under

Cooperative restructuring

The growth in new agricultural cooperatives, coop-
erative associations, and cooperative laws slowed
to a crawl after the zenith of the 1920s and 30s.
Cooperatives in the United States, like all other
types of innovations, have followed a typical
expansion and diffusion route:40

B Innovation and experimentation phase

B Take-off phase (a rapid expansion in co-op
numbers)

B Stabilization phase (co-op numbers stay
constant or low growth)

B Consolidation phase

The number of agricultural cooperatives in the
United States peaked in 1930 at about 12,000 but
has been steadily declining since (figure 3.1). By
the 1940s, agricultural cooperatives had started to
enter the consolidation phase and a major reor-
ganization of cooperatives, which continues today,
began. Mergers and consolidations as well as the
expansion of regional cooperatives became
common.The number of agricultural cooperatives
declined from 10,600 to 9,163 during the 1940s
and 50s. Yet, during that same period membership

Table 3.2. U.S. agricultural cooperative numbers,
membership, and net business volume

President Harry S.Truman

Net business

and was an initial founder Number of volume
of the AIC. Year cooperatives  Membership ($ million)
1915 5,424 651,186 1
1929-30 12,000 3,100,000 2,500
1940-41 10,600 3,400,000 2,280
1950-51 10,064 7,091,120 8,147
1960-61 9,163 7,202,895 12,409
1970-71 7,995 6,157,740 20,556
1980 6,282 5,378,888 66,254
1985 5,625 4,781,216 65,601
1996 3,884 3,642,000 106,069
2000 3,346 3,085,100 99,700
2002 3,140 2,794,000 96,750

Source: USDA-ACS, “Farmer Cooperatives: Cooperative Historical Statistics and
USDA/Rural Development; Rural Cooperatives, July/August 1997, pp 4-5,
Nov/Dec 2001, pp 4-5, and Jan/Feb 2004, pp 28-29.
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numbers increased from 3.4 million to over 7.2
million (table 3.2). Cooperatives were also increas-
ing their share of the market. By 1955, cooperatives
marketed more than 19 percent of farm commodi-
ties (@as measured by percent of cash receipts) and
supplied more than 13 percent of farm inputs (as
measured by percent of farm expenditures).
Agricultural cooperatives were also becoming
more diversified and vertically integrated. By the
1950s, fertilizer and grain inter-regionals (regionals
serving multiple states) were created with some
grain cooperatives moving into international
markets.

Cooperative consolidations, changes within the
agricultural industry, and declining farm numbers
have all contributed to the decline in cooperative
and cooperative membership numbers. The
number of farms in the United States peaked in
1935 at just over 6.8 million while membership in
agricultural cooperatives peaked in 1955 with
approximately 7.7 million members (table 3.2).

The early 1980s was a difficult period for agricul-
tural cooperatives. Both farmers and cooperatives
had over-extended themselves with debt during the
prosperous agricultural growth period of 1973-79.

Figure 3.1.U.S. agricultural cooperatives, 1930-2000
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Figure 3.2. Membership numbers in U.S. agricultural
cooperatives, 1930-2000
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By 1980, U.S. agricultural exports had declined
sharply. As a result, grain and oilseed prices
dropped sharply bringing down land values,
creating an agricultural downturn similar to the
1930s. Double-digit interest rates and falling land
values forced farmers to refinance and downsize,
and some were forced into bankruptcy. Farmers
had difficulty paying their bills and some coopera-
tives were forced to close their doors. While coop-
eratives’ market shares had grown during the
previous 30 years, by 1988 market shares for
almost all commodities and farm inputs had stabi-
lized while some declined. Cooperative shares of
farm marketings and farm inputs both fell to

25 percent by 1988.The number of agricultural
cooperatives declined to fewer than 5,000 and
membership fell to 4.2 million.

Cooperative merger activity increased dramatically
in the 1990s and cooperative numbers and mem-
bership continued to decline.The economy and
farm sector overall gained strength during the
1990s and GATT (General Agreement on Tariffs and
Trade) and NAFTA (North American Free Trade
Agreement) opened more international market
opportunities to agricultural businesses.The larger,
more competitive cooperatives that grew out of
the consolidation trend were able to capture some
new international market opportunities. As a result
of these trends, cooperative net business volume
and market shares once again increased during
the 1990s.

Nevertheless, farmers realized that they still faced
flat or declining farm returns.To generate greater
profits, they began to explore more intensive
value-added activities (processed commodities
capture a greater percentage of consumer expen-
ditures than raw commodities). Younger farmers,
who are likely to invest in the stock market, were
also demanding increased and more immediate
returns on their cooperative investment. This
forced cooperatives to consider alternative financ-
ing arrangements.

This environment helped spur a cooperative
revival in the Midwest. Over 100 new generation
cooperatives (NGCs) were organized in the
Dakotas and Minnesota during 1990-2000.The
NGCs retain many of the characteristics of tradi-
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tional cooperatives, but concentrate on value-
added activities and require significant up-front
equity contributions that may result in higher
annual cash patronage refunds (see chapter 4 for a
more complete description of NGCs).

Cooperatives
in the 21st Century

The restructuring of agricultural cooperatives that
began in the 1930s continues today. Traditional
agricultural cooperatives continue to consolidate
and merge as they become more diversified, verti-
cally integrated, and international in focus. The
continued restructuring and reinventing of coop-
eratives appears to be paying off. For some com-
modities and farm inputs, market shares continue
to increase.

The success of the NGCs and continued interest in
value-added agriculture (which is capital intensive)
has spurred further cooperative innovation.
Largely in response to cooperative laws they felt
restricted their ability to attract equity from non-
members, a group of Wyoming lamb producers ini-
tiated a new state cooperative statute passed in
July 1,2001.This statute allows non-patronage
(investor) members to have unlimited returns on
their equity investment and voting rights (includ-
ing board eligibility). A similar law (308B) was
enacted in Minnesota on August 1,2003 and intro-
duced in Wisconsin and lowa for legislative consid-
eration in 2004. (See chapter 4 for a more detailed
description of NGC and Wyoming Cooperatives.)
This “Wyoming Cooperative Model” (WCM) is
clearly a departure from the way cooperatives
have traditionally been defined in the United
States and elsewhere. This model opens the door
to non-user ownership and non-user control, and
to benefits distributed based on equity, not use.
However, many cooperative leaders feel that new
cooperatives have no choice. They need larger
pools of capital.

Another significant development was the conver-
sion of a few large, successful agricultural coopera-
tives (including one NGC) to non-cooperative cor-
porations in 2002. This was part of a larger cooper-
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ative conversion trend.#! The primary motivation
was to gain access to larger pools of capital. Some
members may support conversions if they receive
substantial cash payments for their cooperative
equity. The new cooperative models might also
initiate dramatic changes in state and federal
cooperative policies and support since the differ-
ences between the new agricultural cooperatives

and investor-owned firms are not very transparent.

Growth in cooperative development during the
21st century is more likely to take place as a result
of rural and urban community economic develop-
ment initiatives. The last two farm bills (1996 and
2002) encouraged and funded the organization of
cooperatives in rural communities as a mechanism
for local economic development. As will be dis-
cussed in the next chapter, the cooperative sector
in the United States is extremely varied and con-
tinues to grow.

Major federal laws that cover
cooperatives in the United States

Federal laws that mention cooperatives cover a
wide range of activities: antitrust action, legal
organization, financing, taxation of net income,
regulatory measures that call for special treatment
of cooperatives, etc. The major laws and a brief
description are presented here.

1890: Sherman Antitrust Act—business acts that
restrained trade and conspiracies were
declared illegal.

1898: War Revenue Act—first tax law to specifi-
cally exclude farmers’ cooperatives.

1909: Corporate Tax Statute, Section 38—
exempted agricultural and horticultural
associations from income tax.

1913: Income Tax Statute—exemption granted to
“labor, agricultural, or horticultural associa-
tions.”

1914: Clayton Act—amended the Sherman
Antitrust Act and legalized non-stock agri-
cultural or horticultural cooperatives.

1916, 1918, 1921, and 1926 Revenue Acts—1916
and 1918 exempted from federal tax mar-
keting cooperatives serving as sales agents;
1921 also exempted farm supply coopera-
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tives; 1926 eliminated the requirement that
cooperatives serve only as agents for their
members.

Federal Farm Loan Act—created federal land
banks and federal land bank associations to
make long-term loans to farmers to
purchase land or farms.

Capper-Volstead Act—basic federal
enabling act for farmers’ marketing coopera-
tives, either stock or non-stock.

Federal Intermediate Credit Act—provided
for 12 Intermediate Credit Banks.These
banks sell debenture bonds to the investing
public to provide funds for the farm credit
cooperatives.

Cooperative Marketing Act—created the
division of cooperative marketing in the
United States Department of Agriculture for
research, education, and service work with
farmer cooperatives. Its name was changed
from time to time and today, this is the
USDA Rural Business-Cooperative Service.

Agricultural Marketing Act—provided for a
Federal Farm Board and a $500 million
revolving fund to make loans to coopera-
tives to purchase surplus commodities for
the purpose of stabilizing farm prices, and to
assist cooperatives generally.

Farm Credit Act—created 12 regional and
one central Bank for Cooperatives to make
loans to agricultural cooperatives; and
established the Production Credit
Associations to make loans to farmers for
production purposes.

Federal Credit Union Act—to charter credit
unions under federal law.

Rural Electrification Act—establish the REA,
a loaning agency to rural electric coopera-
tives, rural telephone companies (Oct. 1949
amendments to REA of 1936), and other util-
ities serving rural areas.

Robinson-Patman Act, Section 4—
cooperatives can make patronage refunds
to members and not non-members and not
be guilty of price discrimination.
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1937: Agricultural Marketing Act—has provisions
stating how and when cooperatives can act
for individual farmers in voting, pooling of
returns, and servicing producers under mar-
keting agreements and orders.

1940: District of Columbia Consumers’ Cooperative
Act—allowed consumers’ cooperatives in
the District or elsewhere to incorporate.

1948, 1950, and 1961: Federal Housing Acts—FHA
could insure long-term, high percentage,
mortgage loans to non-profit housing coop-
eratives at modest interest rates.

1962 and 1966: Revenue Acts—established how
cooperatives are currently taxed. The 1962
act established that exempt cooperatives
must pay at least 20 percent of net savings
allocated to members on the basis of
patronage in cash and obtain “consent” from
member-patrons for the remainder, if it
wished to exclude from federal income taxes
retained patronage savings; 1966 added
similar tax treatment for “per unit retain.”

1968: Agricultural Fair Practices Act—prohibits
unfair trade practices affecting producers

and associations of producers.

1978: Act to establish National Cooperative
Bank—Congress provided for the National
Cooperative Bank to provide financing to
cooperatives not eligible to borrow from the
Banks for Cooperatives or the REA.In 1981,
the Bank was privatized and is now totally

owned by its borrowers.

The Capper-Volstead Act of 1922

The Capper-Volstead Act has never been amended
and still provides exemption for certain agricul-
tural and horticultural cooperatives in the United
States today. The following are the principal provi-
sions of the Act:

B It authorizes associations of producers of agri-
cultural products.42

B The members of such associations must be
“engaged in the production of agricultural
products as farmers, planters, ranchmen,
dairymen, nut or fruit growers.”

EXtension

B The cooperative may collectively process,
prepare for market, handle, and market in inter-
state and foreign commerce.

B Cooperatives must operate for the mutual
benefit of members as producers.

B One cooperative may join with others to have
marketing agencies in common, i.e., federated
associations are permissible.

B The cooperative may be incorporated or unin-
corporated.

B Cooperatives may have marketing contracts
with their members.

B Cooperatives may be organized with or
without capital stock.

B Cooperatives must conform to one or both of
the following requirements:

—No member of the association may have
more than one vote, or

—The association may not pay dividends on
stock or membership capital in excess of eight
percent per annum

B The cooperative must not deal in the products
of nonmembers greater in value than those
handled by it for members.

Since some read more into the act than is actually
there, the following is a list of areas it does not
cover:

B [t does not regulate agricultural production nor
establish quotas.

B It does not prevent cooperatives from monop-
olizing the market of an entire commodity
through voluntary internal growth. It may,
however prevent such monopolization if it
occurs through mergers or acquisitions.

B [t does not give cooperatives special immunity
from antitrust or other laws, which would not
apply to other businesses firms under similar
situations. Congress did not intend to com-
pletely exempt cooperatives from the antitrust
laws nor to exclusively empower the Secretary
of Agriculture to supervise their conduct. This
was brought out in a number of court cases
decided by the Supreme Court, appeals court,
and the lower courts.

COOPERATIVES:



B It does not apply to purchasing or service asso-
ciations, but is exclusively restricted to farmers’
marketing and bargaining cooperatives.

B [t does not prevent price increases, but undue
price enhancement might invite prohibitory
action by the Secretary of Agriculture and/or
the Justice Department. In the history of the
act, such action has never been taken.

B It does not enable cooperatives to incorporate
under it.

B It does not permit members to buy products
and then sell them through the association as
dealers or speculators. It is restricted to
members as producers of the products
marketed.

B [t does not automatically grant eligibility to
borrow from Bank for Cooperatives.

B It does not require cooperatives to incorporate
to qualify under the act.

B It does not grant exemption from payment of
federal or state income taxes. Whether a coop-
erative pays federal or state income taxes
depends on whether or not they allocate net
earnings on the basis of patronage.

B It does not prevent pooling of commodities,
expenses, sales receipts, or net earnings.

Chapter 185: The Wisconsin
Cooperative Law

Wisconsin enacted its first cooperative law in 1887.
In 1911 Wisconsin passed a largely revised cooper-
ative law that was copied by 16 states. Wisconsin
revised its cooperative laws in 1921,in 1955 and
most recently, in 1989.This Wisconsin cooperative
law is referred to as Wisconsin Chapter 185.The
principal provisions of that law follow:

B Cooperatives may be organized under this
chapter for any lawful purpose except banking
and insurance.

B Five or more adults, one of whom must be a
resident, may form a cooperative by signing,
acknowledging and filing articles.

M Each member who is entitled to vote shall have
one vote, but local associations affiliated with a
central association (a federated structure) may
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vote on the basis of number of members the
local has, or on the amount of business trans-
acted with the organization.

Proxy voting is not allowed, but voting by mail
is permitted

A quorum must be present to legally transact
business.

The business and affairs of the cooperative
should be managed by a board of directors of
not less than five persons;in a cooperative with
fewer than 50 members, the number of direc-
tors shall not be less than three.

The members elect directors. Every director
shall be a member or a representative of a
member, which is a business entity. Unless the
bylaws provide otherwise, a director may be
removed upon a majority vote of all members.

Directors elect amongst themselves officers of
the board.

Marketing contracts are permitted but cannot
exceed 5 years. They may be self-renewing for
periods not exceeding 5 years each, subject to
the right of either party to terminate at the end
of each term. Such contracts may require liqui-
dated damages to be paid by the member in
event of a breach of the contract. The associa-
tion may file in the office of the Register of
Deeds of the county in which the member-
maker of the contract resides. This serves as
public notice. Any third party who interferes
with the completion of the contract between
the member and the cooperative may become
liable for damages to the cooperative.

Once annually the directors shall determine
and distribute the net proceeds after all oper-
ating expenses are met and reasonable and
necessary reserves are set aside. An amount
not to exceed 5 percent may be set aside as an
educational fund to be used in teaching or pro-
moting cooperative organization or principles.

A share of the net proceeds may be set aside or
paid to officers or employees, or both.

Dividends may be paid on shares of capital
stock up to 8 percent per annum; the remain-
ing net proceeds, after a reasonable and neces-
sary reserve for depreciation and obsolescence
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of physical property, doubtful accounts, and
other valuation reserves, shall be paid as
patronage refunds either to member patrons
only, or to member and non-member patrons
alike, or to non-member patrons at a lower pro-
portion than to member patrons. Net proceeds
from non-member business cannot be paid out
as patronage refunds to members, but may be
used to pay dividends on capital stock.

B The books of a cooperative may be examined
by a member or stockholder at any reasonable
time and for a proper purpose upon written
application.

B Only cooperatives may use the term “coopera-
tive,” or any variation thereof as part of their
corporate or business name.

B At any member meeting a cooperative may
adopt any amendment to its articles, if a state-
ment of the nature of the amendment was
contained in the notice of the meeting.The
amendment is adopted by two-thirds of the
member votes cast thereon. It also requires a
two-thirds approval by votes cast by stockhold-
ers, other than membership stock, if the
amendment has a potential impact on the
value of the stock.

B Mergers of cooperatives must be approved by
two-thirds of all member votes cast thereon
and two-thirds of the votes of all stockholders
(other than membership stock) cast thereon.
Members of a cooperative may amend their
articles to allow for approval with a majority of
votes cast.

In Wisconsin, Chapter 186 of Wisconsin statutes
relates to the organization and operation of credit
unions. Town mutual insurance companies are
organized under Wisconsin Chapter 612.No
special state laws for consumer cooperatives exist
in Wisconsin (just as in most other states); they can
be incorporated under Chapter 185.

EXtension
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n many ways, the “kaleidoscopic diversity” of

cooperatives defies classification. They exist in

nearly every sector of the economy and many
serve multiple functions.They range from very
small, locally oriented associations to multinational
business conglomerates. In spite of this diversity,
for ease of explanation and analysis, cooperatives
are often classified in one of three ways:

1. Primary business activity. Cooperatives are
often categorized as production, marketing,
purchasing, consumer, or service. Each of these
broad groups includes more refined categories
that reflect the wide variety of products
handled and functions performed by coopera-
tives.

2. Market area. Cooperatives can be classified by
the size of their market area: local, super-local,
regional, national, or international.

3. Ownership structure. Six distinct co-op owner-
ship models can be identified: (1) centralized;
(2) federated; (3) hybrid—some combination of
centralized and federated; (4) new generation
co-ops (NGCs); (5) the new “Wyoming coopera-
tives”; and (6) worker-owned co-ops.

This chapter provides a more comprehensive dis-
cussion of the various types of cooperatives that

exist and the extent of their economic success in

the United States.
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Cooperatives by primary
business activity

Agricultural production
cooperatives

Collectively producing food on community-owned
land is rare in the United States but more preva-
lent in other countries of the world. Collective
farms still exist (and now they are voluntary) in
Russia and other parts of the former Soviet
Union.*3 Production cooperatives are also part of
the agrarian land reform movements in many
Central and South American countries.

The kibbutzim and moshavim, established in Israel
in 1948, are unique forms of the village-based
cooperative.*4 In a kibbutz, the community owns
all the land and equipment and all production
decisions are made collectively.In a moshav, indi-
vidual households own plots of land and make
their own production decisions. A village-level
cooperative provides inputs, operates a machinery
pool, and helps market member products.

In the United States only a few dairy, hog, fruit and
vegetable production cooperatives exist. In these
cases, farmers have banded together to organize
relatively large operations to achieve greater
profits and to add value to their products (e.g.,
corn farmers raise hogs collectively, using their
corn as feed).

While technically not a cooperative, community
supported agriculture (CSA) represents a relatively
new approach to collective farming in the United
States.*> CSAs are part of a growing movement

LT

A kibbutz in Israel
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where producers and community members share
responsibility for their food production. Members
or“shareholders” pay an annual fee to cover the
cost of production for the upcoming season.In
return, members receive a portion of the farm’s
produce each week throughout the growing
season. This system can provide farmers with a
more equitable return for their labor and invest-
ment while relieving some of the burdens and
uncertainties associated with conventional mar-
keting.

Marketing cooperatives

As their name suggests, the primary function of
marketing cooperatives is to market the products
of their members. Beyond that, there is a great
range of additional functions the cooperatives in
this group perform. Bargaining cooperatives (or
associations) are at one end of the spectrum.These
associations negotiate with processors and other
businesses in the supply chain for better terms of
trade for their members. A pure bargaining associ-
ation does not physically handle or take title to the
product involved but merely bargains for price and
other terms of sale. Bargaining associations are
most prevalent in the dairy and fruit and vegetable
sectors.

Two or more cooperatives that are involved in
marketing may create a separate business to
perform this bargaining function. This business,
which is commonly called a marketing agency-in-
common, has a single purpose: to serve as the mar-
keting agent for its co-op members. It does not
physically handle products and it generally does
not take title to them.

At the other end of the spectrum, some marketing
cooperatives also grade, process, package, label,
store, distribute, and merchandise products.
Processing or manufacturing cooperatives focus
on the processing of raw farm products rather
than on the marketing and often leave that
responsibility to brokers or regional cooperatives.
In general, marketing cooperatives in the United
States are becoming larger and more vertically
integrated by increasing their ownership and
control of facilities beyond the first buyer level,
and in some instances, all the way to the retail
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One of the most
recognizable
cooperative brands
in the United

States, then and now.

BUTTER -

level. Some regional marketing cooperatives have
established well-recognized brand names (e.g.,
Land O’Lakes).

The Land O’Lakes “Indian Maiden” logo is one of
the most recognized brands in America. It was
created during the search for a brand name and
trademark in 1928.In 1939 it was simplified and
modernized by Jess Betlach, a nationally recog-
nized illustrator.

In 2002, cooperatives marketed 27 percent of all
farm products in the United States and had a
combined net business volume of $69.6 billion
(table 4.1). Dairy and grain cooperatives accounted
for nearly 60 percent of that figure ($40.5 billion).
Cooperatives are more important to the dairy
industry than to any other major agricultural com-
modity. In 2002, 196 cooperatives marketed 139.2
billion pounds of members’ milk, or 86 percent of
the country’s milk as it left the farm, up from 78
percent in 1985 (table 4.1).46 Cooperatives also
comprise a sizable share of dairy manufacturing.
Cooperatives account for about 85 percent of dry
milk products, 71 percent of butter, 40 percent of
natural cheese marketed, and 7 percent of
packaged fluid milk in the United States.*’ Dairy
cooperative product lines also include ice cream,
ice milk, bulk condensed-milk products, condensed
whey, dry whey and whey products, and frozen
product mix. Dairy cooperatives are heavily
involved in brand merchandising, accounting for
more than half of all the cooperatives that market
products under their own brands.
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Table 4.2. Agricultural cooperative statistics, 2002

Number of U.S. market share? Net business volume
Type of cooperative cooperatives' (%) (million dollars)
PRODUCTS MARKETED
Cotton 14 56 2,461
Dairy 196 86 23,038
Fruits and vegetables 212 19 7,338
Grains and oilseeds 768 35 17,474
Livestock and poultry 85 14 12,304
Rice 15 40 748
Sugar 48 55 2,440
Other products 219 8 3,852
Total marketed products 1,557 27 69,655
SUPPLIES PURCHASED
Crop protectants n.a. 32 2,713
Feed n.a. 21 5,573
Fertilizer n.a. 42 4,315
Petroleum n.a. 42 7157
Seed n.a. 12 1,086
Other supplies n.a. n.a. 3,035
Total farm supplies 1,201 27 23,879
Services and other 380 n.a. 3,416
TOTAL 3,138 n.a. 96,950

T Many cooperatives are multi-functional; they are classified by USDA according to their predomi-
nant commodity or function as indicated by business volume.

2 Market share estimates are based on data from several sources. Cooperative shares of farm mar-
ketings are estimated by calculating “farmer payments”( = cooperative net business volume-
gross margins) and dividing them by the appropriate total U.S. cash receipts. Cooperative farm
supply shares are estimated by calculating adjusted business volumes (= cooperative net
business volume-export business volume-sales to other firms-supplies sold for non-farm
purposes) and dividing them by the appropriate total U.S. cash expenditures (Kraenzle and
Eversull,“Co-ops increase share of farm marketings,” Rural Cooperatives, May/June 2003).

Sources: USDA, Rural Business-Cooperative Service, Rural Cooperatives, Jan/Feb 2004, pp 28-29. Information
about 2002 market shares from Eldon Eversull at USDA RBCS, unpublished.
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In 2002, 768 cooperatives marketed grains and
oilseeds.These cooperatives accounted for 35
percent of the nation’s market share, up slightly
from 33 percent in 1985.In grain and oilseeds, the
marketing cooperative’s role is most extensive in
aggregating, storing, and marketing. Relatively few
co-ops process grain.Those that do operate soy oil
refining plants, rice mills, flaxseed and sunflower
seed crushing plants, durum flour mills,and corn
wetmilling plants that produce syrup and starch.

Cooperatives also market nearly every type of fruit,
vegetable, and nut grown in the United States.
They play a major role in marketing oranges,
grapes, apples, cranberries, potatoes, and almonds.
In 2002, growers of these commodities owned 212
cooperatives that marketed products valued at
$7.3 billion.These sales accounted for 19 percent
of the market share. Many fruit and vegetable
cooperatives market products under their own
brands; consumers are probably most familiar with
Blue Diamond, Ocean Spray, Sunkist, Sun-Maid,
Sunsweet, Tree Top, and Welch’s.

Marketing cooperatives also play an important role
in the livestock and poultry sector. Marketing activ-
ities include selling and buying on commission
and dealer operations (buying stations with a
central sales desk buying feeder livestock for some

Blue Diamond, Ocean Spray, and
Sun-Maid are among the more
familiar cooperatives marketing
fruit, nuts, and vegetables.
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members and buying slaughter and feeder live-
stock from others). Some cooperatives go beyond
marketing and are involved in the production of

Cooperatives are involved in
marketing nearly every type of
fruit, vegetable and nut grown in
the United States.

feeder animals; contract hog production; and
slaughtering, processing, and meat distribution. In
2002, 85 cooperatives handled livestock and
poultry products with a net business valued at
$12.3 billion.These cooperatives accounted for 14
percent of the total U.S. livestock marketing
volume at the first handler level, up from 8 percent
in 1985.

Purchasing cooperatives

Purchasing cooperatives provide members with
dependable supplies at competitive prices. By pur-
chasing in bulk, the co-op receives volume dis-
counts, which are then passed on to the members.
Most farmers use purchasing (farm supply) cooper-
atives for their farm inputs (feed, seed, fertilizer,
petroleum products, farm equipment, hardware,
and building supplies). Over 1,200 farm supply
cooperatives sold 27 percent of all major supplies
purchased by farmers in 2002 (table 4.1). Today,
many farm supply co-ops also serve non-farmers (a
growing population in many rural communities in
the United States), and handle such items as
heating oil, lawn and garden equipment, and
household appliances. Some also operate gro-
ceries, convenience stores and restaurants, espe-
cially when no other business is willing to support
such operations in small, rural towns.The total net
business volume of farm supply co-ops in 2002
was $23.9 billion.

Cooperatives play a vital role in providing petro-
leum products to rural communities. Their range of
activities includes exploring for crude oil and
natural gas, refining and manufacturing, wholesale
and retail distribution, and related operations such
as research and product testing. By value, petro-
leum products are the largest component of coop-
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erative farm supply activity: $7.2 billion or 30
percent of supply cooperatives’ net business
volume in 2002. Farm supply cooperatives
accounted for 42 percent of farmers’ fuel pur-
chases in 2002. Feed sold at farm supply coopera-
tives in 2002 had a net business value of $5.6
billion. This volume amounted to 21 percent of
farmers' total feed purchases.*8

Farmers have used cooperatives to secure fertilizer
sources such as potash and phosphate rock. One
of the largest fertilizer manufacturing companies
in the United States is the interregional farmer
cooperative, CF Industries. In 2002, cooperative fer-
tilizer sales in the United States were valued at $4.3
billion. This represented 42 percent of the total fer-
tilizer purchased by farmers.

Supply cooperatives also provide farmers with
crop protection products such as insecticides,
fungicides, herbicides, rodenticides, soil treat-
ments, and wood preservatives. In 2002, farmers
purchased 32 percent of their crop protection
products through a cooperative, up from 29
percent in 1985.The net business value was $2.7
billion.

Non-farm related purchasing cooperatives sell to
independent retailers. For example, the owners of
America’s independent hardware stores organized
purchasing cooperatives to pay less for the
products they eventually sell, which in turn helps
them compete with big warehouse chains like
Home Depot. Over 6,000 True Value dealer-owned
hardware stores are members of the TruServ pur-
chasing cooperative, established in 1948 with 25
members.The ACE Hardware dealer-owned coop-
erative, established in 1924, now serves over 4,800
stores.

Similarly, fast-food restaurants have formed pur-
chasing cooperatives (owned by the franchises)
that supply over 10,000 restaurants with almost
everything they need - food, restaurant supplies,
equipment, advertising, insurance, etc. Restaurants
like Burger King, Dairy Queen, Kentucky Fried
Chicken, and Taco Bell have all organized purchas-
ing cooperatives.

To better serve consumers, many independent
grocers also depend on cooperative wholesalers.
Examples include Certified Grocers, Piggly Wiggly,
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and Wakefern Food Corporation (owned by
ShopRite grocery stores). These wholesalers
provide their member-grocers with the identity,
brand names and buying power they need to
compete with the large grocery chains.

Hospitals have also formed purchasing coopera-
tives to buy supplies at lower prices.

Consumer cooperatives

Consumer cooperatives are a specific type of pur-
chasing cooperative. Food cooperatives, especially
natural food stores, are America’s quintessential
consumer cooperative. An English immigrant in
New York City established the first food co-op in
the United States in 1822. Many food co-ops were
organized during the Great Depression, when
people everywhere were trying to save money on
household expenses. Many of these food co-ops
still exist. Today, however, food cooperatives are
more commonly associated with supplying natural
or organic products. There are nine natural food
cooperative wholesalers across the United States.
Cooperative Grocer, an industry magazine, esti-
mates that natural food co-ops have 550,000
members while 4,000 food buying clubs boast
another 88,000 members. Altogether, they have a
combined retail volume of $600 million. Most food
cooperatives serve non-member customers,
although they customarily charge them higher
prices. Some cooperatives require members to
work a certain number of hours in addition to or in
lieu of a membership fee.

Service cooperatives

Farmers, consumers, and businesses use coopera-
tives to obtain a wide variety of specialized
services. In some cases, these services may be
provided as a division or subsidiary of a coopera-
tive whose primary function is either marketing or
purchasing. Agricultural service cooperatives
provide a wide variety of services, including artifi-
cial insemination, milk testing, cotton ginning,
trucking, storage, grinding, crop drying, and live-
stock shipping. Other common types of service
cooperatives include finance, electric, telephone,
housing, and health care.
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Finance. Eighty four million people are members
of 9,569 credit unions in the United States.*® Credit
unions are the fastest growing type of cooperative,
not only in the United States, but worldwide. Credit
unions offer a variety of services, savings and

loans, credit cards, and retirement accounts. Today,
one can find credit unions for schools and universi-
ties, federal employees, communities, companies,
etc. Increasingly, low-income communities have
come to view credit unions as a force for economic
development.

The Farm Credit System, created by Congress in
1916, is the oldest and largest financial cooperative
in the United States. It provides loans, crop insur-
ance, and other financial services to more than a
half million farmers, agribusinesses, agricultural
cooperatives, and rural utility cooperatives. It is a
nationwide network of cooperative financial insti-
tutions and service organizations (six Farm Credit
Banks and one Agricultural Credit Bank, which
serves over 100 local Farm Credit associations).5°
It is estimated that today the Farm Credit System
provides more than 25 percent of U.S. agricultural
credit.

CoBank, the national bank charged with providing
credit to cooperatives, is part of the Farm Credit
System. It was created in 1989 as the result of the
consolidation of 11 out of the original 13 Banks for
Cooperatives established by the Farm Credit Act of
1933.1n 1999, CoBank merged with the St. Paul
Bank for Cooperatives, making it the national
leader in cooperative lending. CoBank is owned by
approximately 2,500 stockholders (cooperatives,
Farm Credit associations, and other rural businesses).

Other financial institutions that serve cooperatives
include the National Rural Utilities Cooperative
Finance Corporation (CFC), which has loaned funds
to rural electric and telephone cooperatives since
1969, and the National Cooperative Bank (NCB), a
leader in providing loans to housing, consumer,
and other non-agricultural cooperatives in the
United States.”!

Insurance. Since the 1920s, cooperative insurance
companies have proven to be among the nation’s
most reliable suppliers of insurance. Mutual
Service Insurance (MSI) was established in the
early 1930s to provide insurance to farm co-ops.In
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2004, MSI Insurance Companies merged with
Country Insurance and Financial Services (operat-
ing under the latter name) and provides property
and casualty insurance to agribusinesses and
cooperatives, as well as life and homeowners
policies to individuals. Members of Ohio Farm
Bureau created Nationwide Insurance Enterprise to
sell auto insurance to Ohio farmers in 1926.Today,
Nationwide is one of the largest insurance and
financial services companies in the world, with
more than $148 billion in assets. It offers a full
range of insurance products (auto, fire, life, health,
and commercial) and financial services (adminis-
trative services, annuities, mutual funds, and retire-
ment plans).

Utilities. Rural utility cooperatives are essential to
rural community development in the United
States.They built the infrastructure to provide elec-
tricity and telephone service to rural areas when
no other companies felt they would make enough
return on that type of investment.In 2002, nearly
900 rural electric cooperatives provided electricity
to 37 million people in 47 states. Sixty-five are gen-
eration and transmission cooperatives (G&Ts),
which means they generate and transmit electric-
ity for other distribution cooperatives. Rural
electric and telephone cooperatives also invest in
their local communities, providing distance
learning programs for schools and establishing
industrial parks.

Housing. As housing costs in the United States
continue to climb, housing cooperatives have
become an increasingly attractive housing option.
Housing cooperatives make housing affordable to
millions of Americans from every walk of life and
every income level. Housing cooperatives today
take the form of retirement villages, mobile home
parks, co-housing communities, apartment com-
plexes for low-income residents, and even house-
boats. College students have been living in cooper-
ative housing for decades. One of the largest, the
University Students’ Cooperative Association
(USCA) in Berkeley, California, accommodates close
to 1,300 students (approximately four percent of
the total University enrollment) in 20 buildings.>2
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Health care. In at least a dozen cities in the United
States, companies have established member-
owned cooperatives to purchase health care for
their workers. Community health care centers,
another form of cooperative health care, can be
found in many rural areas and inner city neighbor-
hoods. Health maintenance organizations (HMOs),
many of which are organized as cooperatives,
provide health care to more than 1 million
Americans. HMOs have built their reputation by
concentrating on primary care, or preventive
medicine. Among the biggest HMOs in the nation
is Group Health Cooperative of Puget Sound,
Washington, which provides medical services to
477,800 people, one of every 11 residents in the
state of Washington.

Others. Examples of other consumer and service
cooperatives include cooperative memorial soci-
eties (approximately 140 exist in the United States
with 500,000 members), outdoor recreation retail-
ers (Recreation Equipment Inc., or RE|, is the largest
consumer-owned co-op in the United States),
hotels (created as a cooperative in 1946, Best
Western is the world’s largest lodging chain),
florists (Florists Telegraph Delivery Service—FTD),
and a cooperatively owned cable TV channel (C-
Span, founded by owners and operators of the
nation’s cable television channels).

Cooperatives by
market area

Local cooperatives

Local cooperatives have typically operated in rela-
tively small geographic areas (serving members
who live within a radius of 10 to 30 miles or within
a single county). Usually they have only one facility
(e.g., a single store or plant). Mergers and acquisi-
tions, however, have enlarged the operating size of
many locals in the United States. Some farm supply
and grain locals are now as big as regionals were
in the 1950s. Super locals cover a multi-county
area, often with several locations.
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Interregional and national
cooperatives

Large cooperatives serving one or more states in
an area are called regional cooperatives.
Interregional and national cooperatives serve a
major portion of the United States. Although
regional cooperatives are sometimes in competi-
tion with one another, they cooperate through
these national associations to better serve their
members.

Major interregional and national cooperatives
include CF Industries and Universal Cooperatives.
CF Industries is owned by eight regional farm
supply cooperatives; it serves over one million
farmers in 48 states and Canada. Universal
Cooperatives is owned by 17 regional agricultural
cooperatives; it provides manufacturing, distribu-
tion and purchasing services to over 8,000 retail
outlets and over two million co-op customers
worldwide. Products supplied range from tires to
detergents to food products. Universal owns the
CO-OP brand name, one of the oldest trademarks
in the United States.

International cooperatives

International cooperatives serve members and
operate in more than one country. Today, several
agricultural cooperatives that began in the United
States operate in several countries. For example,
Growmark has operations in the United States and
Canada; Land O’Lakes has investments in farm
supply and dairy processing operations in Eastern
Europe; and the International Cooperative
Petroleum Association, headquartered in the
United States, has member cooperatives in Belgium,
Denmark, Egypt, France, and other countries.
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Figure 4.1.The centralized cooperative
structure with one business location
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Figure 4.2.The centralized cooperative structure
with more than one business location
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Figure 4.3.The federated cooperative structure
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Cooperatives by
ownership structure

Centralized cooperatives

Centralized cooperatives are owned directly by
their members (figure 4.1) and are typically local
with a single branch. Most cooperatives in the
United States are centralized cooperatives.
Regional, national, and international cooperatives
may also be centralized, although it is not as
common. Larger centralized cooperatives may
have several branches or retail outlets but opera-
tional control and authority are centralized at the
headquarters of the cooperative (figure 4.2).
Centralized cooperatives have one main office, one
board of directors, and one CEO or general
manager.

The service area of a centralized regional coopera-
tive is often divided into districts. Each district
usually has a given number of delegates depend-
ing on the size of the cooperative membership.
Members within each district elect the delegates,
who in turn elect the board of directors. The board
hires the CEO or general manager.The CEO hires
managers to oversee the daily operations of each
branch.

Ocean Spray, the cranberry juice company, is a
well-known centralized regional cooperative. It is
owned by more than 800 cranberry growers and
126 grapefruit growers located throughout the
United States and Canada.The headquarters are
located in Massachusetts, but fruit receiving
stations and processing and bottling plants are
located throughout the United States and Canada.

Federated cooperatives

A federated cooperative is a cooperative owned
and controlled by other cooperatives (figure 4.3).
Local cooperatives elect, through their board or
elected delegates, the board of the federated
regional cooperative. Board directors at the
regional level typically represent geographic dis-
tricts weighted by the number of local coopera-
tives in a given area. For example, CHS has eight
regions and 17 directors; the number of directors
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per region varies from 1 (