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I ntroduction

This edition of the
features a selection of conference papers presented at
the ICA Research conference in Nicosia, Cyprus in 201 3.
Our selection reflects the conference theme
“Co-operatives during crisis and post-crisis period”, but i t
also addresses another emergent and related theme:
co-operatives in crisis.

Authors explore a number of issues facing co-operative
organizations and the co-operative movement, not least of
which is the view that the co-operative movement may be
at a crossroads. Mitch Diamantopoulos bui lds on his
research in two Canadian provinces and asks some
difficult questions of relevance for the global co-operative
movement: Firstly, do maturing co-operatives have a
systemic tendency to drift from movement goals with a
co-operative, community development approach toward
an increasingly exclusive, market-driven, firm-oriented
focus? He argues that degeneration is not merely a self-
contained problem for individual co-operatives, but i t tends
to spread across sectors, eroding their social base. The
author further explores movement regeneration strategies
deployed in Quebec as a model of what is possible to pul l
co-operatives out of crisis. Final ly, Diamantopoulos asks
whether the movement is at a crossroads, and if so,
whether the post-201 2 (International Year of
Co-operatives) support for the strategies of the Blueprint
for a Co-operative Decade is a boost toward its renewal .

Kleanthous and Paton conjecture that as a result of the
financial crisis and its aftermath disclosing unethical
business practices, doors were opened for potential
co-operative entry and growth as a sustainable and ethical
business model . However, there is no evidence that this
displacement of the investor-owned form in favour of
co-operatives took place on a significant scale in the five
years fol lowing the onset of the crisis. The authors address
the question of why this may be the case, and suggest the
possibi l i ty that co-operatives in fact fai l to portray
themselves as an ethical alternative, cal l ing into question
their sustainabi l i ty. Assumptions in this paper need to be
chal lenged or supported by further evidence, and other
paral lel causes of such developments need to be
explored.

by Sonja Novkovic



Co-operatives often find themselves in crisis
when they reach the mature stage of their
l i fe-cycle and if they do not find ways to
adjust to new real i ties. This seems to be the
case in the Greek food industry, according to
Sergaki et al . The authors compare
networking among food producers by
enterprise type, and observe that investor-
owned businesses in Northern Greece form
networks to innovate and survive in this
highly competitive industry. Co-operatives, on
the other hand, either do not deploy the
principle of co-operation among
co-operatives to form networks, or when they
do, they co-operate solely for scale
economies and price competition. This
finding is counter-intui tive and suggests that
co-operatives in the food industry in the
region under study have entered their mature
stage and need to find solutions beyond
short-run economic logic to continue to be
relevant players in the industry.

Co-operatives also face crisis resulting from
changing economic landscape and pol icies.
Many financial co-operatives around the
world resorted to mergers as a strategy for
survival , but this road has its chal lenges,
from loss of identi ty to issues in governance
as they distance themselves from their
members. Akira Kurimoto compares mergers
of Japanese consumer and agricultural
co-operatives, noting important differences
in their performance. Whi le agricultural co-op
mergers were imposed as a top-down
decision, consumer co-ops integrated their
operations in a more spontaneous way. The
author captures some differences in
performance of the two groups of
co-operatives, indicating that large
co-operatives in Japan may function more
effectively when their growth is organic, but
their governance chal lenges are shared, due
to their size and distance from grass-roots
membership.

Evidence shows that co-operatives, and
co-operative banks in particular, performed
better than their investor-owned counterparts
in the economic crisis (Birchal l , 201 3). Temel
conducts an analysis of the Canadian
financial sector and confirms the hypothesis
that credit unions display significantly less
appeti te for risk-taking, and therefore
contribute to macro-economic stabi l i ty.
Establ ished to support the financing needs
of their communities, credit unions provide
financial capital on non-predatory terms and
avoid risky practices. Co-operative banks
increased their assets, their membership and
outstanding loan totals during the course of
the recession whi le many large commercial
banks were either rescued by the
government or declared bankruptcy.

"Co-operatives also
face crisis resulting

from changing
economic

landscape and
pol icies. "



Kontogeorgos et al . study the response of
Greek agricultural co-operatives to the
economic recession of 2008-201 3.
Agricultural co-operatives have adjusted to
the harsh external conditions by restraining
their activi ties, increasing exports to find
markets for the existing production, and
relying on member capital to finance new
investments. Co-operative managers also
resort to networking and formation of
strategic al l iances to weather the crisis.
Their behaviour confirms findings of
previous studies, as wel l as those of Temel
in this volume, that co-operatives
demonstrate counter-cycl ical behaviour by
increasing (or maintaining) their activi ties in
a recession and thereby providing
macroeconomic stabi l i ty.

The last paper, by Fi l ippi , looks at the food
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price volati l i ty crisis in France and asks
whether new legislation created to counter
this instabi l i ty does the job better than
agricultural co-operatives. Co-operatives
typical ly stabi l ize earnings of their members,
but industry differences, supply chain
organization and product differentiation are
also relevant factors influencing price and
income volati l i ty. Co-operatives can therefore
play an important stabi l izing role in supply
chain management.

The articles in this volume of the Review
assess how co-operatives deal with, or adjust
to, external and internal crises. Not
surprisingly, their performance has a
stabi l ising effect if their decisions are
consistent with the principles of co-operation,
a factor that also increases their capacity to
regenerate after a crisis.



On the Conference

The 201 3 ICA CCR conference was
hosted at the European University
Cyprus with the general theme

. The conference aimed to
bring together academia and industry in
the co-operative and social economy
sectors to exchange views about the
role of co-operatives in the 2008
financial crisis that transformed into an
economic and social crisis thereafter.
The crisis had a number of negative
consequences global ly, including fai lure
of enterprises, increased
unemployment, and even a risk of fai lure
for certain countries. The key issues
addressed by the conference were the
consequences of the crisis for
co-operative and other social economy
enti ties. Discussions centred on
co-operatives' behaviour up to the crisis
point, the changes that took place as a
result of the crisis, and a view to how
they wi l l emerge from the crisis.

A crisis can occur in many different
contexts. Crises may be national or
international in scale, but they can also
take place at the local level , or even
within a co-operative as an

The conference provided a forum for the presentation and discussion of scientific
papers covering theory, methods, and appl ications in the field of the co-operative and
social economy, covering a wide range of sectors and problem areas. Some specific
issues discussed include:

entrepreneurial enti ty. Therefore the
crisis-related questions discussed at the
201 3 conference, although focused on
the 2008 financial crisis, are relevant to a
broader set of periods and
circumstances.

The conference covered many relevant
aspects of the crisis' impact on
co-operative enti ties, including issues of
management and financing within
co-operatives, as wel l as governments'
management of the crisis i tself. Other
issues discussed include social
entrepreneurship and government pol icy
and support for the co-operative
movement. The conference presented a
unique opportunity for co-operative
managers, academics, and government
pol icy-makers to exchange ideas about
how the co-operative movement could
face the crisis, overcome it and continue
to operate successful ly in the recovery
period. Cyprus offered an appropriate
venue for these discussions, since it is
one of the EU countries that suffered
most during the crisis, and the effects
were keenly felt by the co-operative
sector, particularly by financial
co-operatives.

• : Despite
the recent decl ine in the percentage
contribution of agriculture to gross
national income in many developed
countries, i t remains a significant
employment sector and in many
countries, the co-operative movement
plays an important role. Recent
developments and chal lenges to
agricultural co-operatives were
discussed under this theme.

• : The
contribution of co-operative forms of
banking, the special chal lenges that
co-operative banks face in a period
of crisis, and their competition with
commercial banks were among the
key topics under this heading.

by Athanasios Haj imanol is and Simeon Karafolas



• : I ssues of
co-operative governance not only in
developed, but also in developing
countries were discussed in this session,
and the del icate balance between
democratic participation of members,
transparency, and economic efficiency
were considered.

• : I ssues of
leadership and development in
co-operative organizations are of major
importance for co-operatives, as
highl ighted in this session.

• : The role of
co-operatives in the creation of wealth
and especial ly their contribution to its
more fair distribution in society were
discussed in papers under this theme.

• : The current
interest in the evolution of organizations
and insti tutions has revived the interest in
co-operative history and its impact on the
development of modern co-operative
organizations. Papers in this session dealt
with such histories in several countries.

•
: Marketing and strategic

management issues are as important for
co-operatives as they are for other types
of firms. The delays within segments of
the co-operative movement in adopting
modern management and marketing
approaches, the chal lenges this brings to

competing effectively with private firms
and, in particular, the strategies for
addressing such problems, were among
the topics of discussion in this session.

• : The role of values
as influencers of behavior and action is a
theme related to co-operative history and
the founders of the movement. Various
differences between co-operatives and
private firms are correctly attributed to
value differences. Several papers in this
session analyzed the relevant issues.

• : The recent
emergence and substantial growth of
social enterprises which, particularly in a
period of economic crisis, can offer
significant contributions to the al leviation
of suffering of vulnerable social groups,
is a topic of much interest today. The
simi lari ties and differences between
social enterprises and the co-operative
movement were discussed.

In conclusion, many important insights were
gained by participants at this conference,
which highl ighted the resi l ience of
co-operative organizations in difficult times.
This capacity for resi l ience and endurance
wi l l surely help secure the survival and
eventual prosperity of the co-operative
movement during and after the crisis period,
despite the severe difficulties faced in
certain Southern European countries and, in
some cases, the need for major
restructuring.
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The Blueprint Paradox: Can Co-operators Overcome
Movement Degeneration to Drive Post-Crisis Recovery?

Corporate global ization and the post-
2008 world recession have placed new
strains on co-operatives. External
chal lenges have also exacerbated a
long-standing structural crisis, deeply
rooted within maturing co-operative
movement-sectors1 : the problem of
movement degeneration. This concept
refers to maturing co-operatives’
systemic tendency to drift from
movement goals and a co-operative,
community development approach
toward an increasingly exclusive,
market-driven, firm-oriented focus.
These movement-wide pressures have
accelerated degeneration and thus
prevented some mature movements
from capital izing on new opportunities.
This retreat into a siege co-operativism
poses significant chal lenges to the
expansive aims of the International
Co-operative Al l iance’s

. One such
chal lenge includes making co-operation
the world’s fastest growing business
model by 2020.

Bui ld ing on a recent comparative study
of the Canadian provinces of Québec
and Saskatchewan, this paper highl ights
findings of international significance. I t
argues degeneration is not merely a
self-contained problem for individual
co-operatives; but that degeneration
also has field effects: that ‘degeneration
contagion’ tends to spread across
movement-sectors, and that this can
place powerful drag on new

development. This process of cultural
demutual ization from within may also
drive formal demutual izations, sector
contraction and the erosion of the
co-operative movement’s historical
bloc—the social base for i ts long-range
expansion and renewal .

Global ization-era findings from
Saskatchewan, where privatizations
decimated the agrarian co-operative
base, i l lustrate how 'stealth
degeneration' may threaten movement
objectives—subtly, slowly and even
imperceptibly. An outl ier of extreme
movement degeneration in recent
decades, the difficulties of the
legendary Saskatchewan case provide a
cautionary tale. However, i t is also
argued that ‘degeneration drag’ can be
overcome through concerted movement
regeneration strategies. Québec, where
the number of co-operatives doubled in
twenty years, serves as an exemplar of
alternative possibi l i ty. These diverging
paths represent a central paradox of
global ization era co-operation in
Canada. They also provide an instructive
parable for a world movement at a
crossroads.

: co-operatives; global ization;
degeneration; Canada; Saskatchewan;
Québec; Blueprint for a Co-operative
Decade

by Mitch Diamantopoulos



"Movement-bui ld ing
largely involves cultivating

movement values and
development ambitions to

drive new frontiers of
democratic economic

action. "

The International Co-operative Al l iance’s

chal lenges the movement to become the
world leader in sustainabi l i ty, the
people's most preferred business model
and the fastest growing form of
enterprise by the year 2020 (Davies &
Mi l ls, 201 3). This article argues that this
campaign’s success depends on
effectively turning back the
‘degeneration wave’ that swept
global ization-era co-operation over the
last three decades. This sustained,
albeit uneven global retreat from
democratic commitments—such as
co-operative education, community
organizing or insti tutional intermediaries
that support co-operative start-
ups—hampered co-operative
development in many regions. This
degeneration wave also created the
socio-cultural conditions for the
‘demutual ization waves’ that broke out
during this period (Herman & Souza,
201 2; Myers, Maddocks & Beecher,
201 2). Clearly, persistent degenerative
trends and the Blueprint, as a
regenerative project, exist in a
contradictory tension. Overcoming the
former is a key to the success of the
latter.

To i l lustrate, this work contrasts case
histories of two Canadian co-operative
movements that emerged as world
outl iers for degeneration and
regeneration in this period. Drawing
from semi-structured interviews,
statistical comparisons and historical
research (Diamantopoulos, 201 1 ) , this
report highl ights conceptual findings of
international significance. To clarify the
universal character of the degeneration

threat and the regeneration imperative, i t
also sets these individual explanations
within the larger explanatory framework
of the market-driven managerial ism that
drove co-operation's world-wide
business response to
global ization—responses that often
came at the expense of demobi l izing
democratic energies, movement values
and development capacities.

Central to this study's approach is the
role of strategic movement action. In
particular, the analysis focuses on the
conceptual triad of cultural
mutual ization, cultural de-mutual ization
and cultural re-mutual ization. To explain:
a process of cultural mutual ization must
precede co-operative
development—establ ishing
understanding of the model as wel l as a
wi l l ingness to work co-operatively and
democratical ly. Movement-bui ld ing
largely involves cultivating movement
values and development ambitions to
drive new frontiers of democratic
economic action. Elaborating a mutual ist
culture is the traditional function of co-
operative education campaigns.



Conversely, a process of
prefigures the

disenchantment that eventual ly leads to
the formal , legal act of demutual ization.
I t is the end-point in a long process of
degenerating commitment to the
distinctively democratic, social
objectives that once distinguished the
model . For example, as co-operatives
focus on business priori ties and come to
resemble other businesses, a decisive
bloc of members may eventual ly decide
that the ‘co-operative’ is no longer worth
fighting for.

In their formative stages, movements
typical ly invest heavi ly in co-operative
education, a movement press and
aggressive campaigns to cultivate the
co-operative values, bel iefs and
atti tudes. This is the socio-cultural
foundation on which the prospects for
co-operative development depend.
Conversely, the demutual ization waves
of the global ization period signal led the
hol lowing out of those co-operative
values, bel iefs and atti tudes.
Co-operative campaigns once drove
co-operative enl ightenment and
engagement as a preface to the
development of new co-operatives. By
contrast, the retreat from co-operative
education and support to emerging

co-operatives fostered the decl ine of the
co-operative ethic and the democratic
disengagement, disenchantment and
moral turn-over of i ts social base.
Cultural demutual ization thus left
co-operative firms vulnerable to
predatory demutual izers and the hosti le
manoeuvres of the investor-led culture-
pol icy bloc (Carrol l , 2004). As the case
of Saskatchewan i l lustrates, long-range
retreat from movement-bui ld ing activi ties
reduced co-operation’s democratic
resi l ience in a crisis context. The result
was movement degeneration, decl ining
formation rates and an open door to a
demutual ization wave.

In contrast to the Saskatchewan case,
some movements mustered sufficient
democratic responses to the
global ization shocks first felt in the
eighties to drive a cultural
remutual ization in which democratic
ambivalences were overcome in favour
of a reform project for co-operation. As
the case of Québec i l lustrates, stepping
up co-operative education, community
organizing and support to new
co-operatives drove movement
regeneration and rising formation rates.
This paper more closely examines this
theoretical and strategic issue.

Closed or isolated organizations tend to
lose democratic energy, with their
associational l ives lapsing into inertia
and entropy over time (McAdam, 1 982;
Michels, 1 91 5; Weber, 1 958). Simi larly,
co-operation’s development potential
has long been stealthi ly eroded across
maturing world sectors. As
co-operatives mature, associational
vi tal i ty and movement mission gradual ly
decay. Professional management

ecl ipses their early rel iance on intensive
democratic involvements. Expanding
market involvements encourage
managerial ol igarchy and co-operatives’
gradual assimi lation into the norms and
values of the dominant economic culture
(Cornforth, Thomas, Lewis & Spear,
1 988; Diamantopoulos, 201 2a;
Greenberg, 1 986; Vanek, 1 971 ). More
market-driven and bureaucratic, they
become less l ikely to enl ist civi l society



in new co-operative campaigns. This
demobi l izes membership and cuts off
the sector of economic function of the
firms from their founding, social
movement base. Democratic energies
and the developmental know-how and
social networks to drive new campaigns
and start-ups are disengaged and
disperse. Degeneration cycles thus
routinely stunt co-operation’s
development potential . This is a
‘systemic’ hazard (Briscoe, 1 991 ;
Meister, 1 984; Webb, 1 899).

Systemic degeneration is bui l t into the
‘dual nature’ of co-operatives. On the
one hand, they are democratic
associations—rooted in extended social
movement fami l ies. On the other hand,
they are commercial
enterprises—embedded in competitive
markets (Diamantopoulos, 201 2a;
Fauquet, 1 986; Levi , 2006; Pussa,
Mönkkönen & Varis, 201 3). Whi le this
dual i ty is asymmetrical , contentious and
may shift over time, in the absence of
democratic interventions, market-driven
involvements increasingly tend to crowd
out social objectives such as movement
expansion (Cornforth et al . , 1 988;
Develtere, 1 996). Paradoxical ly however,
establ ished co-operatives may grow,
become prosperous and diversify into
new markets even as the movement’s
development capacity loses its traction
in civi l society.

This systemic tendency toward the
growth of large and wel l-establ ished
co-operatives whi le co-operation as a
social movement decl ines has recently
been reinforced, consol idated and
accelerated. A new wave of ‘episodic’
degeneration was fostered by the
overlapping shocks of global ization and
the post-2008 economic crisis. Indeed,
the eighties introduced a volati le,

uncertain and risky moment for world
co-operation. Investor-driven
deregulation transformed the terrain to
quicksand under co-operators’ feet. For
over thirty years, this regime of
‘structural adjustment’ squeezed
co-operatives. A rapidly global izing
pol i tical economy favoured the
economies of scale enjoyed by heavi ly
capital ized multinational corporations
over regional ly rooted co-operative
enterprises. This drove investor-led
development at co-operation’s expense,
‘from above’ (Marchak, 1 991 ). Shifting
cultural pol i tics also fostered
competitiveness, individual ism and
market popul ism—also corrosive of co-
operative values—‘from below’
(Coleman, 2004).

The 2008 Wal l Street col lapse further
tightened this vice on co-operation’s
structures and values (Myers et al . ,
201 2). Certainly, this period’s market
and state fai lures created new openings
for co-operative action (Bibby, 2009;
Birchal l & Hammond Keti lson, 2009;
Reed & McMurtry, 2009; Stigl i tz, 2009;
Webster, Brown, Stewart, Walton &
Shaw, 201 2). However, economic
uncertainty and the rise of an angry,
authoritarian popul ism (Barber, 201 0)
discouraged that action. This is crisis-
era co-operation’s paradox: when
col lective action is most urgent i t may
also become most difficult.



Of course, al l business models faced
wrenching change in this global izing
world—but as both a network of
economic enterprises and a social
movement of democratic associations,
co-operation was uniquely destabi l ized
by the market-driven shift from a
‘developmental ’ regime that balanced
economic and social objectives toward
an increasingly ‘technocratic’ regime.
Emphasizing business priori ties and

managerial power, this technocratic
hegemony over co-operation in the
global ization era discounted social
objectives, sped up degenerative trends
and cast off the regenerative
safeguards erected by previous
generations. Over time, the prevai l ing
structure of managerial power and its
increasingly technocratic ‘common
sense’ would pose formidable obstacles
to movement expansion.

The unique conditions of the last three
decades exacerbated co-operatives’
systemic tendency to degenerate.
Global ization accelerated maturing
sectors’ tendency to abandon movement
goals, such as new co-operative
development. Instead, these pressures
encouraged the opposite: a narrowing
focus on short-term, firm-specific
business goals (Levi , 2006). Market
restructuring thus forged the priori ties
and ideology of a market-driven faction
of co-operative ‘traders’. Their
orientation was defined by a preference
for strong management, market-
pragmatism and a single bottom l ine
focus (Briscoe, 1 991 ). Their crisis-
hardened and devoted quest for
business efficiency, growth, sales and
profi t margins were purchased at the
expense of movement-bui ld ing. Inimical
to projects that fai l the ‘straight l ine test’
of establ ished indices of business
success, traders regarded co-operative
education, the movement press,
community outreach, coal i tion-bui ld ing
and new sector development campaigns
as so many dispensable fri l ls or counter-
productive distractions. This
technocratic turn had unintended but
significant and perverse impl ications for
development: accelerating degeneration
on a global scale.

Indeed, global ization pressures
provoked a profoundly defensive
business reaction. Crisis management
focused on running a ‘tight ship’.
I ncreasingly charged to steer the course
were strong, ‘hardbal l managers’—with
a laser l ike focus on the bottom l ine and
a wi l l ingness to make tough choices
(Stalk & Lachenauer, 2004). Co-
operative businesses needed speed,
flexibi l i ty and expertise to navigate
rapidly global izing markets. Members
routinely braced themselves for
cascading regulatory and market
change by authorizing an ever wider
scope for swift and decisive executive
action. In short, co-operatives
responded to market threats by
increasing management power.

External threats trained the focus of a
generation of co-operators on market
manoeuvre. They protected the co-
operative legacy’s business foundations
through this turbulent period. However,
co-operation’s commercial successes
increasingly came at the long-range
expense of i ts democratic social project.
For the most part, organizational
cultures, the locus of decision-making
and the balance of power shifted
gradual ly. Creeping structural
reforms—such as introducing term l imits



and professional izing board make-
up—further consol idated managerial
authority and trader ideology.
Global ization thus heralded a new
period in co-operative movement history.
I t was defined by defensive
retrenchment, the hegemony of hardbal l
management and movement
demobi l ization. The 2008 crash further
reinforced this siege mental i ty. Indeed,
Quarter, Mook and Armstrong suggest
today’s co-operatives are mere rel ics of
once vibrant movements, l ike fish
stranded ashore after a high tide:

There are l inkages that suggest that
there is a co-operative sector,
al though any semblance to a social
movement (e.g. , the ‘co-operative
commonwealth’) could be argued to
be an artefact of history […] The
dream of a co-operative
commonwealth is no longer referred
to, or at least is l imited to the zealous
few (2009: 8, 53).

Global izing markets ushered in an era of
technocratic co-operation: instrumental
in i ts narrow market focus, vertical ly
fragmented into enterprise si los asnd
disengaged from civi l society needs and
movements.

In this strategic retrenchment, movement
goals were set aside. Rather than a
short-term tactical retreat, this new
‘common sense’ soon congealed into an
entrenched managerial strategy,
discourse and set of standing plans,
pol icies and best practices.
Co-operation thus waged a great retreat
from forging new democratic frontiers of
movement education, community
organization and new sector
development. Instead, i t pul led up the
drawbridges of i ts isolated and
besieged firm fortresses. Perpetual ly
postponed movement expansion

became the new normal . As some firms
inevitably fai led without new sectors
emerging to replace them, this churn
drove sector contraction. And as the
investor-led economy expanded, co-
operation’s relative weight, importance
and credibi l i ty shrank yet further.

However, managers were not general ly
vi l lains and members were seldom
hapless victims in this shift. Managers
were frequently encouraged, if not
compel led, to ‘take charge’ by their
boards. Directors often lacked co-
operative education and commitments;
they were pleased to lessen their
democratic burden by ‘leaving it to the
experts’. Bl inkered bureaucratic frames
increasingly reduced the scope of
leaders’ co-operative vision: from long-
range movement expansion to the short-
term market manoeuvre of their firm.
However, l ike managers who turn a bl ind
eye to the maintenance, repair and
replacement of their firm’s physical
plant, short-termism al lowed their
movements’ social capital to be
depleted and their development systems
to break down.

Focused on short-range market battles,
the movement increasingly risked losing
long-range wars for hearts, minds and
new sectors. I t yielded vast ‘green fields’
of co-operative development and new
ideas to the investor-owned model . I ts
status as a meaningful development
alternative was increasingly questioned.



For example, a 201 2 study of
international publ ic opinion discovered
that almost a quarter of non-members
were either ‘unfami l iar’ or ‘unaware’ of
the co-operative option. Worse, another
quarter were ‘sceptics’. They distrusted
that co-operatives actual ly adhered to
movement values, particularly the large
ones. Fai l ing to promote those values,
the sector further fed their scepticism
(Ipsos & Université du Québec à
Montréal , 201 2).

This disconnect suggests how the
technocratic interests, visions and

values that became dominant in the
global ization era thwarted co-operation’s
democratic advance, even in the wake
of the great col lapse of publ ic faith in
investor-led development sparked by the
2008 crash. For many, co-operation had
become indistinguishable from the
corporate establ ishment—bureaucratic,
self-interested, distant and remote. I t
was part of the problem. For others it
was either irrelevant or invisible.
Technocratic capture and market-driven
mission drift help explain why the
“ninety-nine percent” fai led to turn to co-
operation in greater numbers.

The ICA’s ebul l ient declaration to
become the world leader in
sustainabi l i ty, the people's most
preferred business model and the
fastest growing form of enterprise by the
year 2020 (Davies and Mi l ls, 201 3) may
therefore understate obstacles,
particularly outside Britain, Africa and
the global financial sector (Webster et
al . : 1 -2). Chief amongst these is the
pernicious problem of degeneration
drag. In many maturing sectors, ‘frozen
co-operatives’ have become
disengaged from co-operative education
and community outreach (Fairbairn,
Bold, Fulton, Hammond Keti lson & Ish,
1 991 : 42). As co-operatives drift from
their founding moorings in community
and social movement networks
(Develtere, 1 996; Fairbairn, 2001 ;
Diamantopoulos, 201 2a), they tend to
become increasingly market-driven and
bureaucratic. This corporate
managerial ism undermines their abi l i ty
to inspire and support new development
(Diamantopoulos, 201 2b).

Moreover, this retrenchment reaches
beyond individual co-operatives or even
establ ished sectors: degeneration has
field effects (Staber, 1 992).

Degeneration contagions may engulf
whole ‘frozen movements’ as leading
co-operatives mature and enter
degenerative phases. Through their
historic tenure, economic weight,
cultural influence and pol i tical roles in
apex organizations, these co-operatives’
leaders are best positioned to set the
pattern, tone and scope for movement
(in)action across the co-operative field.
Due to their strategic structural location
they are most l ikely to adopt the traders’
narrow market-based instrumental ism.
They also command the power and
influence to impose that hardbal l
development logic on wider movements.
Furthest removed from co-operatives’
founding ethos, the regeneration
chal lenge is greatest with the trader
cadres of these long-establ ished,
legacy co-operatives. Paradoxical ly,
whi le these sectors have the greatest
base of resources, experience,
communication channels and cultural-
pol i tical leverage from which to launch
campaigns, many of their leaders have
led a decades-long retreat from
movement-bui ld ing.

In the global ization era, the trader
mental i ty priori tized the growth of



establ ished co-operatives over wider
movement-bui ld ing concerns such as co-
operative education, community
organizing and development assistance.
This degeneration drag thwarted new
opportunities. Organizing know-how and
development coal i tions eroded as
founding generations retired or withdrew.
Emerging co-operatives, and the younger
activists who tend to lead them, were
isolated. This demobi l ization of
development-focused co-operators
narrowed the movement’s leadership base
and further strengthened managerial
power.

Global ization’s degeneration wave thus
depreciated social capital , cul led activist
cadres and campaign know-how,
weakened social movement ties and
disarticulated co-operation from anti-
corporate democratic blocs2. I t hobbled a
whole generation of sector expansion.
Worse, the atrophy of developmental
expertise, structures and networks made
regeneration and expansion ever more
difficult. I t therefore frequently took crises
such as co-operative fai lures and
demutual ization waves to overcome
entrenched technocratic hegemony and
muster the regenerative energies to arrest
and reverse the decl ine (Webster et al . ,
201 2). This vicious degenerative spiral
conceded emerging markets to an ever-
expanding investor-owned economy and
economic authority to the investor-led
bloc.

Fai lures to coordinate new co-operative
development reflect a break-down in
sol idaristic movement norms and social
capital (Coleman, 1 988). I ronical ly, many
establ ished co-operatives that deny
support to emerging development
coal i tions and ventures benefi ted from
vigorous campaigns and voluntary and
insti tutional investments in their founding
periods (Hammond Keti lson, Fulton,
Fairbairn & Bold, 1 992). This movement
‘free-riding’ defies co-operative principles

(‘co-operation among co-operatives’ and
‘concern for community’) , weakens
movement unity and identi ty and breaches
inter-generational sol idari ty. Indeed, in
many regions, this trader-led, technocratic
retreat from co-operation’s social
objectives ended the ‘developmental
accord’ that once governed nation state-
era co-operation and countervai led
degenerative tendencies. In that historic
compromise, co-operators balanced
business and movement objectives. They
were col lectively committed to movement
expansion and funded strong apex
organizations. Continuous education,
campaigning and new co-operative
development acted as a brake on
degeneration.

However, in the age of ‘ lean management, ’
many developmental functions were shed
in favour of the new, hardbal l market
pragmatism of the ‘technocratic accord’.
Emerging sectors were increasingly left to
‘sink or swim’ as establ ished sector
management trimmed involvements not
deemed mission-cri tical to i ts business
interests. Shared movement commitments
were curtai led, occasional ly under the
threat of dues strikes against ‘bloated’
apex organizations or expendable joint
ini tiatives. Driving movement expansion
against such entrenched degeneration
thus pivots on first ‘unfreezing’ or
bypassing bureaucratic structures.

Unfortunately for the ’s
developmental ambitions, technocratic co-
operation lacks the traditional movement
know-how, networks and incl ination to
drive development ‘from below’. I t is also
deeply entrenched—ideological ly,
discursively and insti tutional ly.
Disinterested in popular education,
community organizing or bui ld ing social
movement coal i tions, traders tend not to
see the point of such ‘off-task’
sociological interventions. This is the

paradox.



Co-operation is a far-flung and wide-
ranging movement. Abstracting from its
diverse expressions and experiences
thus casts only dim l ight. Two
dramatical ly contrasting provincial
movements from Canada i l lustrate how
movement formations have emerged,
evolved and, in one case, decl ined in
the concrete and particular historical
contexts of the global ization era: the
radical contraction of Saskatchewan’s
co-operative sector and the robust
expansion of the Québec movement
from 1 980-201 0 (Diamantopoulos,
201 1 ) .

Canada is one of only four countries
where a majori ty of the population
belongs to a co-operative (Zamagni &
Zamagni , 201 0). The Saskatchewan and
Québec movements have been
traditional leaders in the Canadian
context. From 1 980-201 0 however,
Saskatchewan was wracked by
privatizations in dairy, poultry and grain.
I ts co-operative sector retrenched.

In stark contrast, a whole new
generation of worker, worker-
shareholder and sol idari ty co-operatives
emerged in Québec. They penetrated
vast new frontiers of co-operative

enterprise, from funeral homes to home
care and ambulance services. Across
most of the twentieth century, the
Québec and Saskatchewan movements
grew in successive waves. Now a wide
gap in co-operative formations,
memberships, revenues, assets and
innovations has opened up between
them.

With Saskatchewan lagging the national
average by almost 6:1 in new
co-operative formations from 1 985 to
2005, whi le Québec more than doubled
its pan-Canadian performance
(Co-operatives Secretariat, 1 987, 2008),
these movements embody opposite
extremes. They are outl ier cases of
extraordinary movement degeneration
and regeneration respectively. Their
dramatical ly diverging fortunes in the
global ization era are thus of wider
significance. They shed l ight on why—in
some periods, regions and stages in
their l i fe-cycles—some movements
decl ine whi le others expand and
prosper. These ideal-typical cases also
suggest why some movements, l ike
Saskatchewan’s, might be at risk of
degenerating over time; and how they
might be successful ly regenerated, as in
Québec’s case.

"Canada is one of only four countries
where a majori ty of the population belongs

to a co-operative. "



How could Saskatchewan’s legendary
co-operative movement decl ine so
quickly and profoundly? In short,
global ization drove the consol idation of
agriculture into larger but fewer farms.
By reducing the number of middle
farmers—the movement’s bedrock—it
thus eroded the co-operative historical
bloc, numerical ly and ideological ly3.
The crisis of the fami ly farm transformed
agriculture’s class structure, thus
weakening movement strength and
cohesion. Rural decl ine also pressured
establ ished co-operatives to consol idate
branches, central ize operations and cul l
‘fri l l ’ expenses in publ ishing, education
and movement bui ld ing. Final ly,
deregulation opened Saskatchewan
co-operatives to new cost and
competitive pressures. This further
reinforced a siege mental i ty to draw up
the bridges in self-defence. The
emergency response was defensive—to
put management in charge, focus on
core operations and set aside long-
range movement-bui ld ing. This was a
particular and extreme case of maturing
co-operation’s more general
global ization-era malaise.

Formal demutual izations in dairy, poultry
and grains were thus prefigured by a
creeping cultural demutual ization or
‘degeneration wave’. This degeneration
wave eroded popular commitments to
co-operative potential , but the price paid
for decades of neglect was not visible
unti l the demutual ization wave swept the
province. By then the movement base
had been deski l led, demobi l ized and
divorced from each other and their
historic social movement al l ies. ‘Frozen
co-ops’—disengaged from co-operative
education and community outreach—
had become Saskatchewan’s new
normal (Fairbairn et al . , 1 991 : 42),

and were therefore particularly
vulnerable to demutual ization.

2.1 . 1 Stealth degeneration

This case i l lustrates a central problem
for co-operators everywhere: the
invisibi l i ty of degeneration. Co-operators
are too often l ike the frog in the pot,
slowly boi l ing al ive because they can’t
perceive the temperature’s gradual
increase. This creeping degeneration
may take place alongside exemplary
business performance and take
decades to manifest in a crisis. The
signs are difficult or impossible to
measure with conventional management
tools. The problem may therefore be
imperceptible, particularly if managers
del iver tangible results in sales, margins
and member rebates, al l of which are
easi ly measured.

The danger, of course, is the gradual
erosion of intangibles—democratic
norms, meaningful member involvement,
social movement ties and bloc cohesion.
For as the associational vi tal i ty of the
co-operative dissipates, movement
networks, organizing know-how and
values also atrophy, quietly and
gradual ly. As Maaniche (in Crewe, 2001 )
argued, a co-operative’s l i fe-span wi l l be
only a generation and a half without
educational interventions to regenerate
its founding movement culture. By the
co-operative’s second generation,
directors and managers have no first-
hand memory of why the co-operative
was formed, how it was organized or
who helped. I t is now an establ ished
co-operative, led by professional
managers and board members, not
community organizers. Members get
used to rubber stamping board motions
to approve management’s proposals



and recommended slates at AGMs or they
simply stay home. Managers get used to
running the show (Cornforth et al . , 1 988).
As MacPherson (1 987) warns, co-
operatives lose insti tutional memory,
forgetting why or how to organize
campaigns for new co-operatives. And
since co-operatives often emerge in
waves—in response to some common
generational experience—the retirement
of a founding generation of activist-co-
operators can mean the broad-based loss
of development networks, know-how and
values. Degeneration advances by stealth.

2.1 .2 Degeneration as a ‘wicked problem’

In this degeneration wave in
Saskatchewan, which culminated in a
spate of demutual izations during the
1 990s, individual co-operatives’ residual
‘associative intel l igence’ was gradual ly
replaced by emergent managerial
networks, methods and values, al l of
which soon become dominant4. The case
of Saskatchewan’s agrarian producer
co-operatives demonstrates that a period
of cultural demutual ization may not simply
thwart expansionist aims; i t may
undermine the member loyalty of
establ ished co-operatives—even serving
as a preface to formal demutual izations. I t
also shows how quickly rapid socio-
economic change can transform what had
been a slow, plodding movement decl ine
into a ful l -blown, irreversible crisis.

Few saw the epic col lapse of agrarian
co-operation coming in Saskatchewan.
Fewer sti l l had any idea what to do about
i t. That’s because degeneration is a
‘wicked problem’ (Rittel & Webber, 1 973).
I t defies routine approaches. I t is
entangled in other social and economic
problems. Solutions differ from one
context to another. Like nai l ing Jel l -O to a
wal l , i t frustrates technocratic quick fixes.
Every region and sector has to find their
own solutions, which require resources

and sustained, broad-based educational
action. This kind of problem-solving
requires sociological ly sensitive and
exceptional ly vigi lant, ski l fu l and
democratic leadership. I t requires a
cultural shift.

Unfortunately, l ike a virus on a computer
network, once degeneration takes hold of
one node of a co-operative sector, i t may
gradual ly spread across the whole
movement—through managerial networks,
second tier co-operatives, federations and
apex organizations. Crisis contexts
frequently create ‘affective epidemics’
craving swift, focused and decisive
executive action5. In these instances,
developmental aims are easi ly dismissed
as naïve, impractical and inconsistent with
core business objectives. Indeed, the
dominance of trader discourse and lack
of meaningful democratic voice in a co-
operative press, official newsletters, publ ic
statements and annual reports over time
can incremental ly deter activists from
expressing their views. In this ‘spiral of
si lence’ they fear being stigmatized and
excluded (Noel le-Neumann, 1 984). In this
context of degenerating democratic
commitments, occasional crises provide
pretexts to rol lback expenditures on
vestigial movement functions. To hard-
nosed managers, co-operative education,
community economic development and
bloc-bui ld ing fai l to al ign with bottom-l ine
business priori ties. They may simply be
viewed as wasteful distractions. A few
maturing, frozen co-operatives that refuse
to participate in joint movement action
soon yield a frozen movement.

Degeneration is therefore in the end much
more than a wicked problem. I t is a ‘super-
wicked problem’ because the leaders
charged to fix i t are themselves part of
that problem (Brown, Harris & Russel l ,
201 0). Most invested in a bottom-l ine
business focus, they are frogs in the pot of
everyday business management. Trained
to ‘over-commit’ to cri tical business



objectives, managers are least l ikely to
even see how ‘neglecting’ potential ly
expensive and distracting social
objectives is a problem. Indeed,
trimming such involvements is a
signature of ‘due di l igence’ in the
investor-owned firm formulae of the
business schools’ curricula.
Modernizing leaders are unl ikely to
commit scarce organizational resources
to co-operative community development
ini tiatives or encourage members whose
views they consider disruptive or
inconvenient. In the age of market-
driven market pragmatism, they view
their job as pruning trees not seeding
forests.

I l lustrating the sl ippery dynamics of
degeneration, the Saskatchewan case
serves as a cautionary tale for
co-operators everywhere. I t
demonstrates the importance of
regenerative ini tiatives, l ike the .
But i t also reminds that reversing
decades of degeneration may take
years; that i t wi l l encounter entrenched
resistance; and that proactive leaders
need to remain vigi lant against ever-
present, regressive tendencies by
continual ly investing in a developmental
movement. A strong democratic offence,
as in so many fields, is certainly co-
operation’s best defence.

The Québec case i l lustrates that
degenerative tendencies can be
reversed. Whi le global ization reinforced
movement degeneration in
Saskatchewan, i t had the opposite effect
in . Certainly,
degenerative pressures also intensified
across this province at this time.
However, double-digit unemployment
rates provided pol icy-makers and civi l
society leaders with a strong,
countervai l ing incentive toward
co-operative expansion. Unl ike the
centrifugal pressures which polarized,
fragmented and weakened
Saskatchewan’s agrarian-co-operative
bloc, circumstances in Québec
enl ivened the ‘movement nexus’ that tied
co-operators to trade-unionists,
community groups, anti-poverty
organizations and others. The agitations
of this bloc expanded the traditional
social base for economic
democratization and pressured the
sector to reinvent i tself as an
increasingly engaged and
developmental movement.

There are a number of mechanisms
within Québec that have helped expand

co-operation in the province in the last
few decades. The network of

(regional development
co-operatives or CDRs) is a particularly
important mechanism, and its role wi l l
be highl ighted here. (Savard, 2007;
Côté, 2007)6. Starting in the ‘80s, the
CDRs have brought delegates from
establ ished and emerging co-ops
together to develop more co-operatives
in their regions. This has given
movement renewal an important boost.
This modern network is publ icly funded,
sector self-managed and professional ly
staffed. However, i t is functional ly
reminiscent of an earl ier era of Cathol ic
co-operation in which
(credit unions) were organized around
parishes—with the active involvement of
priests (Lévesque, 1 990; Rudin, 1 990).
The CDR network simi larly provides
development with powerful patrons, an
insti tutional base and a regional
network—in this case by pool ing
community, sector and state resources.
The CDRs’ staff, board members,
member co-operatives and local
supporters drive new start-ups by
strengthening emerging sectors and re-



engaging social networks at the
movement base. At the board table of
individual co-operative firms, new
co-operative development is at best a
marginal concern. By contrast, this is a
second-tier co-operative’s .
Thus, from 1 985 to 2005, CDRs
recreated an efficient, modern nucleus
of a regional development coal i tion.
They reached out to civi l society to
stimulate and support new
co-operatives. Over time, those efforts
renewed regional co-operative blocs.

By focusing on community development
rather than firm growth—and
empowering community action rather
than executive action—the CDR network
served as a check against movement
degeneration. Indeed, these paral lel
structures cross-cut the vertical si los of
business-oriented co-operation, re-
animating horizontal movement relations
and re-opening democratic space to
focus on movement goals. Structural
lynchpins in the reinvention of Québec
co-operation as a developmental
movement, CDRs ‘locked in’
co-operative education, community
outreach and a culture of continual
campaigning.

Like CDR outreach staff who publ ish
member newsletters and regional
magazines, organize publ ic events
during Co-operatives Week and visi t
co-operative boards and high schools,
CDR delegates from regional
co-operatives also act as movement
ambassadors. They bui ld trust, goodwi l l
and interest in how the model might
solve community problems—both with
their home co-operatives’ directors and
staff and through fami ly and community
networks. By returning to their home
co-operatives with a broader,

community-oriented development
perspective, they revital ize movement
culture ‘from within’ . Occasional ly, they
also bring opportunities for local
co-operators to lend practical
support—from financial or technical
assistance to the use of a meeting room
or a cal l for volunteers. These gestures
of mutual aid help recreate a culture of
reciprocity, community service and inter-
co-operation. Complementing the work
of CDR outreach staff, delegate-
directors help to rebui ld the co-operative
movement culture ‘from without’ by
gradual ly strengthening co-operation’s
ties to local civi l society through their
home co-ops.

By harnessing untapped movement
potential , this decentral ized network of
regional development co-operatives
overcomes coordination fai lure and
inertia in co-operative development.
Indeed, the CDR network helped launch
over a thousand new co-operatives and
created or maintained over 1 1 ,000 jobs
in i ts first fi fteen years (

, 201 0). This system of
co-operative support is exemplary—
both as a development mechanism for
new co-operatives and as a regenerative
mechanism for a mature movement once
both stymied by long-entrenched
degeneration and menaced by
global ization’s degeneration wave.

Québec has made extraordinary strides
in popularizing the co-operative model .
I t is an example for co-operators
everywhere. Whi le the project
is ambitious and wi l l face entrenched
resistance, Québec co-operators show
that another, more developmental
movement is possible in this age of
corporate global ization and austeri ty.

"By returning to their home co-operatives with a broader, community-oriented
development perspective, they revital ize movement culture ‘from within’ . "



These outl ier cases contrast the peri ls
and promise of global ization-era
co-operation. Saskatchewan’s movement
plunged into crisis and contracted
dramatical ly. By contrast, Québec’s
movement expanded decisively,
dramatical ly out-pacing Canadian sector
growth. Global ization pressures tested
each sector’s economic resi l ience,
movement sustainabi l i ty and bloc
cohesion. Indeed, the development gap
between them was largely driven by
bloc dissolution and re-invention—the
market-driven erosion of
Saskatchewan’s traditional , agrarian-
co-operative bloc on the one hand and
civi l society’s renewal and expansion of
Québec’s social economy bloc on the
other. Against the prevai l ing technocratic
mono-mania for market-based solutions,
each case i l lustrates the understated
importance of co-operative social
structures to movement fortunes
(Bourdieu, 2005; Coleman, 1 988;
Granovetter, 1 992).

Saskatchewan’s traditional movement
base was radical ly and rapidly reduced
by wrenching agricultural consol idation.
The col lapse of the wheat province’s
traditional , farmer-led co-operative bloc
left l i ttle energy and few resources to
expand the movement’s reach into new
urban sectors (Fairbairn, 2005). With the
decl ining hegemony of the historic
co-operative-agrarian bloc; the virtual
dissolution of i ts traditional leadership
base; and the dismantl ing of education,
communication and movement-bui ld ing
structures and meaningful sector-state
partnership, Prairie co-operation
plunged into rapid decl ine.
Co-operatives adapted to the turning
tide defensively—by retreating to
narrow, short-term business goals in a
vicious degenerative cycle that

reinforced decl ining formation rates and
opened the door to the province's
demutual ization wave.

By contrast, Québec’s strong urban
base, actively supportive labour
movement, engaged research
community and developmental state
responded to the jobs crisis by driving
movement modernization and bloc
renewal . The resulting co-operative
boom helped position the movement for
further gains (Lévesque &, Ninacs,
2000; Neamtan, 2004, 2008;
Vai l lancourt, 2009; Vézina, 2001 ). A
series of campaigns demonstrated the
model ’s wide-ranging potential but
bui ld ing a developmental movement
took broadly-based, long-range
movement vision and strategic
commitment. I t hinged on the
democratic intervention of a diverse set
of actors, from individual co-operators,
to directors, to CDR staff and delegates.
Of course, there is no protection against
rapid change or churn. Inevitably some
co-ops wi l l fai l . Simi larly, co-operative
leaders natural ly tend first to their own
operations. However, the Saskatchewan
and Québec examples suggest a more
balanced, developmental movement
approach may better serve co-operation
over the long term. The tragedy of the
co-operative commons in Saskatchewan
provides a warning to short-sighted
leaders who do not invest time and
resources into movement succession
and regeneration7. The resurgence of
co-operation in Québec, by contrast,
provides movement modernizers with a
model for renewal .

As a vast, varied movement that spans
the planet, co-operation evades faci le
general izations. Degeneration’s origins,
character and chal lenges vary by



context and thus require tai lored local
responses. At the same time,
degeneration's tendency to cross-cut
co-operative contexts creates a common
barrier to the world sector’s further
development. Indeed, the extreme case
of Saskatchewan reflects a wider
degenerative threat, particularly for
those regions dominated by maturing
co-operatives and an entrenched
managerial tradition: long-range
movement renewal is too easi ly taken for
granted or dismissed, particularly in a
crisis context. Conversely, the Québec
case i l lustrates this fate is not inevitable.
The CDRs i l lustrate one model of how
regenerative networks have been
mobi l ized to expand co-operation in the
global ization context. By re-pool ing

movement resources, real igning
movement priori ties and re-tasking
internal and external movement
partners, Québec’s development culture
was revital ized. This paired case study
thus suggests qual i fied optimism for the
ICA’s goals. I t took a major
economic crisis in Québec—including
movement discord, co-operative fai lures
and a major social mobi l ization to set the
stage for co-operation’s resurgence.
This suggests that the ’s
success rests on the local abi l i ty of
movements to recognize and find their
own means for resolving the
degeneration di lemma—within the social
and economic terms of their own
development contexts.

Notes

1 The term movement-sector is used to capture the dual i ty of co-operation as both a democratic movement and
an economic sector.

2 Carrol l and Ratner have defined Gramsci ’s concept of an historical bloc as “a strategic al ignment of classes,
class fractions and popular groupings whose interests and outlook are real ized within the project and whose
coalescence establ ishes an organic relation between (the economic) base and (the ideological-cultural)
superstructure” (1 989: 30). See Gramsci (1 971 ) for the seminal discussion.

3 Within the span of just one generation, Saskatchewan farmers’ went from a decisive majori ty to an even more
decisive minority of the population. The percentage of on-farm population decl ined from 61 percent in 1 931 to
only 1 6.2 percent by 1 991 . Average farm size almost tripled from 1 931 to 2001 (Stirl ing, 2001 ).

4 MacPherson defines associative intel l igence as “a special kind of knowing that emerges when people work
together effectively; a conviction that people through working together could learn ski l ls that would make
col lective behaviour more economical ly rewarding, social ly beneficial and personal ly satisfying” (2002).

5 Grossberg (1 992:284) defines the affective epidemic this way: “l ike a moral panic, once an affective epidemic is
put into place, i t is seen everywhere, displacing every other possible investment. But, unl ike a moral panic, such
epidemics are not always negatively charged.”

6 In the early seventies, the Consei l des coopératives de l ’Outaouais emerged. This experiment in joint regional
action inspired the launch of the co-opératives de développement régional (CDR) program in the eighties. Pi lot
ini tiatives in Outaouais, Québec and Saguenay / Lac-St-Jean in 1 983 generated 27 new co-operatives and 275
permanent new jobs within two years (Tremblay, 1 985: 1 47). The network was launched in 1 985, i ts
co-operatives organized into a democratic federation under the provincial movement umbrel la in 1 998 and the
CQCM assumed management of the program in 2005. There are eleven CDRs in operation in 201 3.

7 I ronical ly, early movement pioneers’ success in ‘broadening-out’ (Fairbairn, 2005) made Saskatchewan’s the
most diversified movement on the planet in the mid-forties (MacPherson, 1 979) and ensured its future beyond
the col lapse of the agricultural production sector. This case is also thus a lesson in the importance of movement
history and of resisting the complacency that often accompanies prosperity.
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The Financial Crisis:
The Co-operatives are Here. Case Closed (?)

Even though the financial crisis of 2008 has
shown that the governance of traditional ,
Westernized, financial insti tutions has
basical ly fai led, no meaningful action, as
yet, has been taken to systematical ly and
fundamental ly chal lenge the status quo in
terms of prevai l ing financial wisdom.

Co-operatives, with over 1 00 years of
experience and success, could be the
answer to the financial crisis as they fol low
their own distinctive business model that is
both stable and sustainable, and is
therefore in direct contrast to that of
investor-owned banks. Co-operative
financial insti tutions fight usury, promote
inclusion and assist in enhancing their
members’ wealth and the wealth of the
surrounding communities. Moreover,
co-operatives are engaged in ethical and
fairly conservative relationship-based retai l
banking and are created, managed and
owned by their cl ients/members. These
differences encourage long-term
stakeholder relationships and minimize
opportunistic and short-termism

behaviours. On the other hand,
co-operative financial insti tutions are
criticized for their perceived inabi l i ty” to
raise additional capital fast enough and to
safeguard their capital , as wel l as for
problems arising from their supposedly
ineffective supervision and corporate
governance schemes.

Despite the possibi l i ties their ethical
banking model offers, co-operative
financial insti tutions do not seem to have
taken the necessary steps to fi l l in the gap
that the financial crisis has created. Could
the reason be that co-operatives have
distanced themselves from their founding
principles and values? Prel iminary research
from Scotland provides some evidence of
this. Further research is needed to
systematical ly assess what the co-operative
principles and values mean to the various
stakeholders of co-operatives in different
geographical areas.

: co-operatives, credit unions,
banks, financial crisis

The financial crisis of 2008 and its
consequences have provoked many cal ls for
change. Questions arise, are there
sustainable and ethical alternatives to the
existing financial model? In this paper, we
wi l l explore co-operatives as one such
alternative. But to begin, let us consider the
views of academic and industry
commentators: what do they see the fai l ings
to be, and what remedies do they suggest?

Academics and commentators argue that
executive directors’ powers must be put in
check and stakeholders, including non-
executive directors, should act as devi l ’s
advocates or “internal regulators”,
constructively cri ticizing their executive
director's decisions and plans (Sharpe,
201 0; Sharfman, 2009; Turnbul l & Pirson,
201 1 ) . Moreover, the non-executive directors
should protect the financial health of the
corporation by discouraging opportunistic

by Akis Kleanthous and Robert A. Paton



behaviour by management and/or influential
shareholders (Sharfman, 2009). In addition,
the financial crisis has shown that i t is not the
idea of free markets that has fai led, but rather
the static financial system in which the
financial insti tutions were forced to operate
(Dowd, 2009). Final ly, i t seems that hoping for
a miracle wi l l not be enough (Geanakoplos,
2009) nor is sitting and waiting for the invisible
hand to sort things out (Richter, 2009); tighter
regulation of the financial market is urgently
needed (Dam, 201 0; Kotz, 2009; Ingves,
2009a; Ingves, 2009b). I t has become
abundantly clear that when big businesses are
left unsupervised, they wi l l go back to the
relentless pursuit of profi ts (Munir, 201 1 ) .

Another demand among academics and
commentators is for regulatory changes to
include provisions for external factors (e.g. in
l ine with the “Spanish Dynamic Provisioning
Scheme”) (Brunnermeier & Sannikov, 2009);
provisions for the shadow banking sector
(Gorton & Metrick, 201 0; Gorton, 2009) as wel l
as provisions for moral hazard (so that
whoever takes a risk should also pay for i t)
(Dowd, 2009; Scott, 201 0). I t is argued that of
equal importance to the regulation itself is i ts
implementation: each individual piece of
legislation must be implemented as part of a
larger set of regulations and not by itself
(Campbel l , 201 1 ) . On the other hand, Scott
(201 0) argues that what is needed is not more
legislation, but rather better methods of
resolving crises as and when they occur.

I t is further argued that the financial crisis of
2008 is a natural point for al l involved in the
financial sector to start considering a new
financial architecture (Brunnermeier et al . ,
2009), in order to gain back confidence and
avoid a simi lar crisis in the future (Dudley,
2009). I t seems that academic economists
have been trapped in their own self-reinforcing
feedback loop thus ignoring the chal lenges of
the real world (Colander et al . , 2009). Despite
the expectations to the contrary, the crisis did
not give rise to a new paradigm for

governance (Peters et al . , 201 0), where the
traditional assumptions about wel l -informed
and rational participants are replaced by more
real world assumptions (Berg, 201 1 ) .

Final ly, in addition to the above demands,
some researchers have identified the need to
move to a more transparent and responsible
banking sector and to resolve principal-agent
problems (Congleton, 2009; Richter, 2009;
Gibbons 201 1 ; the European Coal i tion for
Responsible Credit, 201 1 ; Borio, 2008). In
addition, in order to achieve sustainable
development there is a need for financial
services and financial products that are based
on responsible credit, ethics and social
responsibi l i ty (ECRC, 201 1 ) . Moreover, i t
seems that there is a need for ethical
insti tutions to temper the financial insti tutions
that in the past have harmed vulnerable
people by exploitation, usury, greed and
voracious lending (ECRC, 201 1 ) . Furthermore,
there is demand for the simpl ification of
banks’ activi ties so that regulators can
understand the products as wel l as their
impl ications (Mehran et al . , 201 1 ) .

Viable solutions to the above problems could
be addressed by organizations that are more
open, more democratic and enable more
employee participation (Wel ls, 1 981 ). Such
organizations include not-for-profi t
organizations where ownership and control
are in the hands of the owners (e.g. not-for-
profi t co-operatives) (Cremer, 2009).
Co-operatives represent a distinctive form of
business, operating in an ethical , fair,
transparent and democratic way (Simon &
Mayo, 201 0) and featuring col lective control
and ownership (Wel ls, 1 981 ).

I n the fol lowing sections we explore the role of
co-operatives in the global financial sector,
consider the advantages and disadvantages
of the co-operative banking model , and
endeavor to assess whether they can provide
answers to the issues highl ighted above.



According to the International Co-operative
Al l iance (ICA), a co-operative is, “… an
autonomous association of persons united
voluntari ly to meet their common economic,
social , and cultural needs and aspirations
through a jointly-owned and democratical ly-
control led enterprise” (201 2). Traditional co-
operatives are defined as organizations
whose ownership rights are confined to their
members-patrons, and where benefi ts are
paid out to members in relation to their
individual patronage. In addition, the rights
on the residual value of the co-operative are
non-redeemable, non-appreciable and non-
transferable (Chaddad & Cook, 2004).
Moreover, because co-operatives are
democratic, member- based organizations
which exist to serve their members, they
also feature “democratic rights of
governance” (Spear, 2004b). Co-operative
members take a long-term view of their
investment in the organization, since they
understand that the more they transact with
the organization, the more they wi l l benefi t
(Hansmann, 1 988). Additional ly,
co-operatives, through the uti l ization of their
social capital , “help to strengthen the fabric
of civi l society” (Spear, 2000). Final ly, co-
operatives are seen as social enterprises
because they meet the three EMES criteria
(enterprise orientation, social ownership and
social aims) (Spear et al . , 2009).

The historic roots of the co-operative
banking sector in Europe are in Germany
(significant figures being Herman Schulze-
Del i tch and Friedrick Wilhem Raaffeisen)
where the first financial co-operatives were
created as a response to the social and
economic changes caused by the industrial
revolution and the increased competition
(Brannen & Ibrahim, 201 0). The first
co-operative financial organizations were
formed as non- profi ts with the objective of
increasing the wel l-being of their member-
customers and other stakeholders through
“maximizing their consumer surplus”
(Fonteyne, 2007). Today, co-operative

financial insti tutions, without any assistance
from donors, not only assist in the financial
inclusion of people and businesses that do
not have any other access to financial
products, but they also give increased
decision-making power to their members
(Cuevas & Fischer, 2006).

Co-operative financial insti tutions now have
a strong presence in most countries
(Fonteyne, 2007; EACB, 201 0) and is argued
that much of the competitiveness, economic
success and prosperity of Finland, Sweden
and Switzerland is due to the co-operative
businesses that operate in these countries
(Birchal l , 2009). In Europe alone,
co-operative financial insti tutions employ
757,000 people (Cuevas & Fischer, 2006);
they are among the biggest banking
insti tutions in Europe in terms of equity,
number of branches (up to 40% of al l
banking outlets in certain countries) and
total assets (up to 30% in some countries)
(Hesse & ihák, 2007). In addition,
co-operative financial insti tutions in
Germany at the end of 2003 had a
combined market share of 52% in the
financing of smal l and medium enterprises
(SMEs) (Stolz & Wedow, 2005). In the USA,
credit unions have grown to 78 mi l l ion
members, or 28% of the population,
managing $440 bi l l ion worth of total assets
(Goddard & Wilson, 2005). Worldwide in
2008 there were 53,685 credit unions in 97
countries, with almost 1 86 mi l l ion members,
owning assets of about US$1 .2 tri l l ion and
loans of about US$847 bi l l ion (Brannen &
Ibrahim, 201 0). Despite their large market
share however, co-operative financial
insti tutions account for less than 3% of the
total costs associated with the financial
crisis of 2008 (EACB, quoted in Stefancic,
201 0).

Co-operatives seem to be an important
player in the financial market: what are their
simi lari ties and differences to investor
owned banks?



2.1 Co-operative financial insti tutions vs.
investor owned banks

Co-operative financial insti tutions such as
credit unions act as significant competitors
to investor-owned banks with regards to
loans and savings (Brannen & Ibrahim, 201 0;
Feinberg & Rahman, 2006). Co-operatives
appear to have fewer l iquidity problems than
commercial banks because they typical ly
hold a higher proportion of a country’s
deposits (Fonteyne, 2007). Moreover, there is
evidence that the mere presence of
co-operative banks in an economy renders it
more stable, even for commercial banks
(Hesse & ihák, 2007; Feinberg & Rahman,
2006). In addition, through direct
competition between credit unions and
commercial banks, the functioning of the
financial markets stabi l izes, resulting in lower
risk of anti trust behavior on the part of
commercial banks (Hesse & ihák, 2007;
Feinberg & Rahman, 2006). Evidence exists
that credit unions offer the same products at
around 2% lower interest rates than
commercial banks, and credit unions are
slower in increasing their interest rates
(Feinberg & Rahman, 2006). In addition,
co-operatives are stable because of the
mutual support arrangements they enjoy
(Hesse & ihák, 2007). On the other hand,
when a commercial bank is weak, the
presence of financial co-operatives wi l l
render it even weaker because the non-profi t
nature of these co-operatives wi l l leave less
space for the commercial bank to exploit i ts
customers (Hesse & ihák, 2007).

In the fol lowing section we explore how
co-operative financial insti tutions could
satisfy the cal ls for change of the existing
financial model .

2.2 Information asymmetry, power and
agency problems

The present-day financial system is facing
inefficiencies and governance problems due
to asymmetric information between the

principal (owners) and the agent (manager).
Co-operatives can encounter fewer principal-
agent problems because the double- identi ty
of their cl ients as voting members enhances
control over management, thus restricting
behaviours such as empire-bui ld ing and
misal location of resources (Ferri , 201 2).
Moreover, because of member involvement
in decision making, co-operative financial
insti tutions seem to be better placed to
reduce the problem of asymmetry of
information between the insti tution's
management and its cl ients (Ferri , 201 2;
EACB, 201 0).

2.3 Social ly responsible financial services

Another problem identified by academics is
the lack of transparency in the current
financial system, and the lack of responsible,
sustainable and ethical financial services.
Co-operatives are in a better position to
identify and serve the needs of their
customers because the customers are also
the members—they have the power to steer
the co-operative towards meeting their
financial needs (Fonteyne, 2007; Brannen &
Ibrahim, 201 0). Also, thanks to the
“intergenerational endowment, ”
co-operatives enjoy a lower cost of capital
which in turn enables them to offer a whole
range of traditional financial products and
services at lower than market rates
(Fonteyne, 2007). Moreover, because of their
not-for profi t1 nature, co-operative financial
insti tutions not only have fewer incentives to
use their power to the disadvantage of their
customers (Fonteyne, 2007), but they also
feature social ly responsible and charitable
pol icies targeted to the communities in which
they operate (Brannen & Ibrahim, 201 0; Valor
et al . , 2007). Final ly, historical ly co-operatives
promote products that are both responsible
and ethical (Valor et al . , 2007).

"the mere presence of
co-operative banks in an

economy renders it more stable"



I t is also important to note that because
co-operatives have a social purpose rather
than a profi t-maximizing objective (Reed &
Reed, 2009), profi ts are redistributed back to
both borrowers and savers based on the
amount of business they transacted with the
co-op each year (Cuevas & Fischer, 2006).
Also, the not-for-profi t nature of
co-operatives enables them to provide their
members not only with an increase in
income but also with “social profi ts” i .e.
improvement in their l ives (Reed & Reed,
2009). I t is therefore argued that the lower
reported profi ts of co-operatives are not the
result of bad management or less effective
cost management, but rather the result of
the implementation of the co-operatives’
member-oriented objectives (Hesse & ihák,
2007).

Now that we have highl ighted the various
characteristics of the co-operative financial
model that could satisfy the cal ls for change
to the existing financial model , we wi l l next
examine some potential drawbacks of the
co-operative model .

2.4 Disadvantages of the co-operative
financial model

Co-operatives are considered
disadvantaged in relation to investor-owned
financial insti tutions because of restrictions
in the current legislation not permitting
co-operatives to raise additional funds (e.g.
in the case of a crisis or in an effort to
expand their operations) as wel l as due to
lack of expertise in deal ing with the money
markets (Fonteyne, 2007). In addition, the
current regulations governing co-operatives
impose restrictions on the amount of
additional finance that they can raise in the
form of capital (Reed & Reed, 2009).
Traditional ly, apart from the ini tial capital
raised during their formation stage, co-
operatives rarely needed additional
capital—and when they did, i t was financed
by retained earnings or debt (Chaddad &
Cook, 2004; Birchal l & Keti lson, 2009;
Fajardo, 201 2; Sacchetti & Tortia, 201 2;

Korres, 1 999: 1 42- 1 43). Retained earnings
are sometimes referred to as an
“intergenerational endowment” (Fonteyne,
2007; Papageorgiou, 2004: 56) or “col lective
capital , ” with current members seen as
trustees for future generations of members
(Birchal l , 1 997).

Another disadvantage for financial
co-operatives, at least in the UK, is that
historical ly they have been portrayed as poor
people’s banks: because they were
perceived as providers of humanistic but
unsustainable financial services (Jones,
2006). Although there was some element of
truth to this in the past, credit unions in the
UK have gone under major transformations
in recent years, moving away from
exclusively serving the poor whi le relying on
the generosity of donors and government
assistance, to being commercial ly viable
financial insti tutions having the means and
the know-how to serve a wider range of
people (Jones, 2006). Unfortunately, the
stigma around credit unions as "poor
people's banks" remains, and somewhat
l imits their abi l i ty to attract new members.

Additional ly, the co-operative business model
is perceived as inferior to that of commercial
banks because the co-operative business
model is more asset- and human resources-
intensive (because of the extended branch
network it sustains), and this increases
co-operatives' vulnerabi l i ty (Fonteyne, 2007).
However, empirical studies have found that
even though co-operative banks are less
profi table than commercial banks, they are
also much more cost-efficient than
commercial banks (Gutiérrez, 2008).

Another cri ticism of co-operatives is that
their governance system is “inappropriate” in
that the board of directors, drawn from the
co-op's membership, tends not to have the
expertise required to adequately control
management and direct management’s
effort in serving their current and future
stakeholders (Fonteyne, 2007). A number of



co-operatives’ governance
systems must be

strengthened to mitigate the
risks of 'empire-bui ld ing'

changes have been proposed to address
this issue, including more transparent
disclosures, more active involvement of
members in the strategy-setting of
co-operatives, attracting qual i fied
independent members to the boards,
increasing the minimum members’
investment and introducing systems to
expose co-operatives to market mechanisms
(Fonteyne, 2007).

Co-operatives seem to be disadvantaged
also by their perceived inabi l i ty to manage
their capital due to their lack of corporate
governance measures. Therefore,
co-operatives’ governance systems must be
strengthened to mitigate the risks of
“empire-bui ld ing”, (i .e. creating and
accumulating profi ts for no other reason than
their managers’ aggressiveness and power-
seeking) and the risk of misappropriation of
assets by their managers (Fonteyne, 2007;
Cuevas & Fischer, 2006).

Another disadvantage of co-operatives is
that the pace with which they implement
changes is too slow, given the rapidly
changing banking industry (Fonteyne, 2007).
To act/react more quickly, co-operatives
must find the balance between adapting to
new technologies, protecting their
employees’ job security, finding an
appropriate level of involvement of
employees in running the organization, and
deal ing with the inflexible costs relating to
operating and maintaining an extensive
network of branches whi le maintaining their
non-profi t nature and hence their competitive
advantage (Fonteyne, 2007).

Final ly, co-operatives seem to be
disadvantaged by their current oversight
model . Even though there are specific laws

governing credit unions, and establ ished
supervisory bodies in each country,
currently there is not enough oversight of
co-operative financial insti tutions (Cuevas &
Fischer, 2006). This is because the large
number of smal l co-operatives poses a
chal lenge to the governmental agencies that
supervise them, and results in the
government agencies relying on apex
organizations for support, triggering the
potential confl ict of interest (Fonteyne,
2007). The idea of subjecting
co-operative financial insti tutions to the same
laws and oversight mechanisms as investor-
owned banks could be a quick and not-very-
costly answer to the current problems
(Cuevas & Fischer, 2006) – this approach
was tested in India in 1 966 (Talwar, 201 1 ) . A
possible approach could be a transitional
phase with dual supervision—unti l such a
time as al l co-operatives are subjected to the
same or analogous legal and supervisory
environment as commercial banks (although
ideal ly, the regulatory environment would be
tai lor-made for co-operatives (Cuevas &
Fischer, 2006)) .

I n summary, the various real and perceived
disadvantages of the financial co-operative
model consist of the fol lowing: the perceived
inabi l i ty to raise additional capital fast
enough, the perceived inabi l i ty of
co-operatives to safeguard their capital , as
wel l as problems arising from the current
regulatory oversight scheme and the current
corporate governance scheme. We wi l l now
move to an assessment of the future for
co-operatives.

2.5 Concerns for the future of co-operatives

Looking towards the future of co-operatives,
the much-anticipated new credit union
model in the UK wil l be based on
international experience and it wi l l radical ly
alter the operational , organizational and
financial structure of the traditional credit
union (Jones, 2006). The new model wi l l
al low credit unions to increase their savings,



and give commercial loans to their members,
thus creating enough profi ts to bui ld up
reserves and pay dividends (Jones, 2006).
In addition, this new “qual i ty” credit union is
described as being able to attract members
from society at large by offering high qual i ty
services and products. Another possible
change for credit unions is the setting up of
transnational co-operatives (cal led
“European Cooperative Societies” under
SCE Regulation in Europe (Fici , 201 2)) ,
which wi l l create new opportunities for
growth and new ways of competing with
commercial banks (Fonteyne, 2007). A third
possibi l i ty for the future is the bui ld ing of
networks among co-operatives either
horizontal ly, in order to create economies of
scale, or vertical ly, in an attempt to add value
to their products or services (Reed & Reed,
2009). Final ly, i t is argued that co-operatives
should engage in promoting their principles
and values more strongly, using sound
communications strategies, in order to
influence governments to enact legislation
enabl ing co-operatives to better assist
vulnerable members of society (Reed &
Reed, 2009). This communication tactic
could also be used to better inform the
general publ ic, pol icymakers and the local
governments about co-operatives' social
mission, which could open doors for the co-
operative movement in new industries such
as health care, education and social
services (Borzaga & Galera, 201 2).

Despite the great future that lays ahead for
co-operatives, some academics have
expressed concerns that co-operatives are
increasingly moving away from their
principles and values. This may wel l be
related to some co-operatives recent
attempts to make adjustments to the model
in order to overcome perceived
disadvantages. Types of adjustments that
seem to move co-ops farther away from the
principles and values include issuing non-
voting shares to non-member-providers of
financing, changing consti tutions to al low
non-qual i fying persons to become members,

and changing the principle of “one-person,
one-vote, ” enabl ing those who contribute
more to have more voting rights, (Spear,
2004a). In addition, concerns have been
raised about the increase in competition in
retai l banking as a possible motivator for
co-ops to abandon their values. Furthermore,
the lack of diversification of co-operatives
(Stefancic, 201 0) and the possible
diseconomies of scale arising from mergers
between co-operatives (Alexopoulos &
Gogl io, 2009), are causes for concern.

In addition to the above “new” chal lenges,
co-operative financial insti tutions must deal
with a perennial lack of qual i fied and
experienced co-operative management, as
wel l as the pol i tical aspirations, col lusion and
personal agendas of their Board members
(Alexopoulos & Gogl io, 2009). I t would seem
that the most effective way to deal with the
above issues is to solve the problem of
disengaged membership, by finding ways of
incentivizing members to participate in the
democratic control of their co-operatives
(Birchal l & Simmons, 2004; Alexopoulos &
Gogl io, 2009); for example, by paying a cash
dividend to members who take an active role
in co-operative l i fe. (Birchal l & Simmons,
2004). A different concern about the future
of co-operatives comes from Fici (201 2) who
states that the legal framework of
co-operatives in Europe does not clearly l ink
the co-operative model with the co-operative
principles; as such, other organizations with
democratic structures but without a social
mandate could be mistaken for
co-operatives.

On the other hand, the co-operative financial
model is a proven one in many contexts, and
in the financial sector i t should continue to
strengthen itself as it attracts new cl ients
and bui lds relationships of trust with them
(Borzaga & Galera, 201 2; EACB, 201 0).
Moreover, co-operatives are able to cater to
the needs of the generations to come: they
have shown that they are more resi l ient to
financial crises than their investor-owned



counterparts. Fol lowing the 2008 crisis, not
only did co-operatives not have to be bai led
out by governments or central banks, but in
fact they were able to continue lending to
individuals and to SMEs (Ferri , 201 2).
Indeed, the recent crisis has shown that al l
those arguing that co-operatives are
obsolete and wi l l soon disappear were
wrong: the “Originate to Hold” business
model of co-operatives is much more
sustainable and benefits the whole of
society, unl ike the “Originate to Distribute”
model of the investor owned banks (Ferri ,
201 2; EACB, 201 0; Cuevas & Fischer, 2006).
Final ly, co-operatives seem to have
advantages over other forms of organization
where there is an element of trust involved
and particularly in the fol lowing three
situations: firstly, where there is a great
asymmetry of information between the
consumer and the organization (making it
more tempting to exploit the organization’s
position); secondly, where the buyer of a
service is locked in for a longer term and
there is a high probabi l i ty of “contract
fai lure” combined with “consumer inertia”;
and thirdly, where the provider of services
provides a low qual i ty and standardized
service to al l users (e.g. in education and
health care) (Spear, 2000). In these cases,
provided that people have a desire to
influence decision making and have access
to social capital , starting up a co-operative
to provide these services can be an
economical choice for the founding
members — financial co-ops can be quite
inexpensive to set-up, and can often attract
volunteers and donations (Spear, 2000).

Based on our analysis so far and taking into
account the over 1 00 years of history of
co-operatives as a proven business model ,
their ethical and sustainable financial

approach (which promotes the financial
inclusion of marginal ized people) and the
great acceptance co-operatives enjoy
global ly; one could easi ly pose the question:
i f co-operatives are so good for their
members and society at large, why have
they not triumphed over the gap created by
the financial crisis of 2008? Could the
answer to this question be, at least partly,
because co-operatives do not stick to their
principles and values and hence people do
not perceive them any longer as not- for
profi t organizations? Are the co-operative
principles and values used only as a
marketing tool in a successful marketing
campaign? Could it be that managers,
employees, members and other stakeholders
no longer work to ensure their co-operatives
operate in l ine with the principles and values,
but rather use them as a defense
mechanism? These may seem to be
rhetorical questions, but there is indeed
evidence, at least in some areas of Scotland,
that co-operatives do not fol low the
co-operative principles and values but
members merely use them as a defense
mechanism to remain independent (Wi lson &
MacLean, 201 2). During their research,
mainly among producer co-operatives
establ ished in rural and island areas of
Scotland, Wi lson and MacLean (201 2) found
evidence that co-operative members did not
seem to be concerned with the co-operative
principles and values. As the researchers
describe,

.
Moreover, their research findings left a
question mark as to the importance of
co-operative principles and values in making
co-operation work.

"Fol lowing the 2008 crisis, not only did co-operatives not have
to be bai led out by governments or central banks, but in fact
they were able to continue lending to individuals and to SMEs. "



Even though the financial crisis of 2008 has
shown that the governance of the existing
financial model seems to have fai led, no
action has been taken as yet with regards to
altering it on a grand scale or implementing
an alternative model .

Co-operatives represent a sustainable
alternative to the existing financial model :
they have been around for more than 1 00
years, fighting usury and exclusion and
assisting their members in enhancing their
wealth as wel l as that of the surrounding
communities. Co-operatives are engaged in
old fashioned, relationship-based retai l
banking which is ethical , sustainable and
fair. Co-operative financial insti tutions fol low
their own distinctive business model which
is in direct contrast to that of investor owned
banks. The mere presence of co-operatives
renders the whole financial system more
stable and reduces the abi l i ty for investor
owned banks to take advantage of their
position and impose detrimental terms on
their cl ients. Co-operatives continue to thrive
when i l l -intentioned Cassandras predicted
their extinction (Whyman, 201 2). The future
can only be bright for co-operatives, as
government budget cuts create gaps in the
economy which co-operatives are wel l
positioned to step in and fi l l , by assisting
people to continue their l ives just as they did
before the crisis. Moreover, the possibi l i ty of
setting up European Co-operative Societies
opens the doors for co-operation between
countries, exchanging experiences and
know-how: as such, the sky is the l imit.

Future research in this area should
concentrate on the fact that despite al l the
favourable signs and the existence of al l the
right pre-requisi tes, five years after the
financial crisis there is sti l l no evidence that
co-operatives are in the position to fi l l in the
gap. What are the reasons behind this
“inabi l i ty”, “un-readiness” or “unwi l l ingness”
of co-operatives to take this historic
opportunity to promote themselves as a fair,
sustainable and ethical alternative financial
model? Could the evidence from Wilson and
MacLean’s (201 2) research indicate a
possible reason for this fai lure to take
action? A more systematic assessment of
the extent to which co-operatives actual ly
fol low the co-operative principles and values
in practice, and what the co-operative
principles and values mean to the various
stakeholders in different geographical
areas, is needed. Regulatory environment is
also a factor that needs further scrutiny.

"Co-operatives
represent a
sustainable

alternative to the
existing financial

model"

Notes

1 Not-for-profi t impl ies that profi t is not the objective of the enterprise; however it can make a surplus (i .e. i t d iffers
from a ‘non-profi t’ enterprise whose financial objective is to break even).
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The Role of Networks in Strategic Orientations of
Enterprises: a Comparison between Agricultural
Co-operatives and Private Food Firms in Northern Greece

Networks offer significant benefi ts for food
producers; for example, the network
structure faci l i tates innovation and inter-
firm co-operation on technical aspects of
production. Both agricultural co-operatives
and private firms in the food industry in
Greece col laborate to advance their
market share. The main aim of this
research is to investigate whether one of
these two types of organizations is more
prone to participation in networks, and
examine how networks improve their
members' competitive advantage. To
answer these questions, this paper
analyzes survey data from 70 agricultural
co-operatives and private food firms. Both

firms’ and co-operatives’ competitiveness
are modeled using a methodological mix
of a multivariate categorical regression
technique and summary statistics.
Findings reveal that both types of
organizations are prone to col laboration
and networking but for different reasons
and to different degrees; findings also
indicate that firms that network fol low
different strategies, and are motivated by
different purposes, than co-operatives that
engage in col laborative activi ties.

: networks, food firms, co-
operatives, performance, competitiveness,
categorical regression

by Panagiota Sergaki , Stavriani Koutsou, Anastasios
Michai l id is, Helen Salavou, Ioanna Karypidou

Business networks offer participants a set
of relationships based on mutual trust,
shared risk and shared rewards that can
result in a significant competitive
advantage (Sergaki , 201 0;
Lamprinopoulou, Tregear & Ness, 2006;
van der Vorst, Beulens & van Beek, 2005).
The main concept of a network is that i t
brings together actors from within the
same sector, and establ ishes the roles
performed by each of them (Lambert and
Cooper, 2000). Social capital theory
suggests that networks add value for
members (e.g. individuals, organizations
or communities) by permitting them to tap
into the resources embedded in such
relationships for their benefi t (Fernandez-
Perez, 201 3).

The food industry is characteristic of a

highly competitive sector where a wide
range of supply chain networks are
developing via horizontal (i .e. joint-
ventures, strategic al l iances) and vertical
(i .e. buyer and suppl ier) co-operation1 ,
knowledge sharing, innovation, and
outsourcing agreements (OECD, 2001 ).
The high levels of competition in this
sector necessitate co-operation among
different players (e.g. at an informational
or logistical level) ; co-operation al lows for
a more efficient execution of processes
and a more regular exchange of
information for coordination purposes (Van
der Vorst, Beulens & van Beek, 2005).
Consequently, networking is a key strategy
for food sector actors who wish to
increase the scale and scope of their
activi ties in a rapidly changing market
(OECD, 2001 ).



Agricultural co-operatives are a characteristic
example of a type of organization that rel ies
on networking. Each co-operative consists of
multiple members who safeguard strong
relationships with their local communities,
based on the co-operative's material and
intangible investments and also on members’
local investments (Draperi & Touzard, 2003;
Bacattini , 1 991 ). Furthermore, because
farmers are often members of more than one
local co-operative, this tends to faci l i tate the
coordination of activi ties of local co-operatives
which belong to a higher level (regional)
co-operative network (a federation, or a
league).

Co-operative networks, founded on strong
relationships of inter-business col laboration
with other smal l or large co-operatives or other
economic units, can be based around
production, marketing or R&D activi ties.
Co-operative networks benefi t their members
by helping each individual co-op become
more competitive, through providing new
ideas, channels for easier penetration into the
market, opportunities for cost reduction,
access to a broader supply of products and
avenues for sharing critical information and
new technologies (Van der Vorst, Beulens &
van Beek, 2005). The l i terature on the
economics of networks among business
entrepreneurs, co-operatives and farmers is
extensive: research has been done on the
importance of connecting enterprises,
networks and agricultural co-operatives (Cook
& Chaddad, 2004; Bi jman & Hendrikse, 2003);
on the creation of networks (Contractor,
Wasserman & Faust, 2006; Duysters,
Heimeriks & Jurriens, 2004) and on the
important competitive advantages gained
(Chaddad, 2006; Dyer & Singh, 1 998).
Furthermore, relationships between supply
channel members have been explained via
transaction cost economics (Wi l l iamson,
1 975), Social Exchange Theory (Hinde, 1 979),
Social Interaction Theory (Hal inen & Salmi ,
2001 ) and Social Capital Theory (Fernandez-
Perez, Verdu & Benitez-Amado, 201 3).

This empirical study makes a contribution to
the research on food industry networks in
Greece. Firstly, though many researchers have
studied the impact of networks on food firms’
performance, few studies have undertaken a
systematic empirical investigation of the role
of networks on a company’s strategic
orientation (Fernandez-Perez, Verdu &
Benitez-Amado, 201 3). Secondly, this study
examines whether agricultural co-operatives
are more or less prone to col laboration than
private food firms, in Northern Greece. Thirdly,
this study advances our knowledge of how
different organizational types use networks to
boost their competitive advantage within the
food sector. Although the food sector is of vital
importance to the Greek economy, this is the
first survey attempting to assess the
importance of networking for the strategic
orientation of these two organizational types.

Agricultural co-operatives, despite their smal l
presence in the food sector (just under 8% of
al l food sector organizations) are significant
players in the industry, with a long history,
especial ly in Northern Greece. This
geographical region is dominated by isolated
rural communities with l imited access to the
resources needed for community survival and
development (Salavou & Sergaki , 201 3). The
current study examines the degree of
networking among 70 food organizations
operating in the region. Data from surveys of
35 private firms and 35 agricultural co-
operatives within the food sector are analyzed
employing multivariate categorical regression
technique (Michai l id is et al . , 201 0; 201 1 ;
Loizou et al . , 201 4).

The remainder of this paper is divided into
four major sections. Firstly, the theoretical
framework is discussed in detai l . Next, the
methodological framework is presented; the
fol lowing section deals with analysis and
results. The final section concludes the paper
with impl ications for academic research and
practi tioners. An appendix provides further
information on methodology.



According to industrial economics theory
(Hakansson & Johanson, 1 994; Wi l l iamson,
1 991 , 1 975), a network is an intermediate
organizational form, whereby a number of
“nodes” (smal l business units) are related to
each other by specific “threads” (inter-
business interactions). The main reasons
that organizations engage in networking
stem from their desire to overcome common
problems in order to achieve greater
efficiency, as wel l as penetration into the
market beyond their individual reach, and
fulfi l lment of their individual goals.
Consequently, the orientation of a network is
closely related to the strategic orientation of
i ts member firms. Avai lable empirical
evidence confirms that networks: a)
stimulate firms’ competitiveness (Sergaki ,
201 0; Phi l l ips, 2006; Saxenian, 1 994); b)
faci l i tate trust and control , al lowing
combinations of economies of scale and
scope (Amin, 1 999); c) reduce transaction
costs (e.g. for local labour markets;
Carlsson, 1 997); d) solve several principal
agent problems (Mistri , 1 999); and e)
safeguard access to local publ ic goods
(Bel landi , 2002).

In the last twenty years, many networks have
been created in response to rapid
technological changes, trade l iberal ization
and the global ization of markets. The need
for greater flexibi l i ty, in order to be able to
more quickly respond to the external
environment and adjust to constantly
changing consumer demands (Gibbs &
Bernat, 1 997), has led to a greater need for
firms to engage in external co-operation via
networking (Trigi l ia, 2001 ). A network's
strategic al l iances, along with the
co-operative management of common
resources, give organizations the flexibi l i ty
they need to survive in competitive markets.
Research indicates that networking creates
important competitive advantages for
member enterprises through the

improvement of their performance (Sergaki ,
201 0; Phi l l ips, 2006; Bengtsson & Kock,
2000).

The theories that have been developed to
help enterprises achieve relative advantage
in the marketplace mainly concern
strategies with an underlying phi losophy that
other enterprises are competitors that have
to be faced as “enemies”. Networking
theory begins from the opposite phi losophy:
enterprises within the same sector become
teammates in the market and consequently,
co-operation among them can contribute to
the creation of advantages for each team
member, whi le at the same time resulting in
better market outcomes for consumers.

Indeed, col lective action creates a
framework that faci l i tates access to
resources, knowledge, entrepreneurial
opportunities and the market i tself (Brunori
& Rossi , 2000). As far as individual
enterprises are concerned, the development
of long-term relationships with other
co-operating enterprises is based on the
view that the future does not belong to a
single enterprise but to enterprise networks,
which unify their workforce to target certain
markets and specific consumers (Vlahos &
Karanikolas, 201 2).

"A network's strategic
al l iances, along with the

co-operative management
of common resources,
give organizations the
flexibi l i ty they need to
survive in competitive

markets. "



Fernandez-Perez, Verdu and Benitez-Amado
(201 3) studied 1 88 Spanish firms
participating in networks. They investigated
how networks’ characteristics (e.g. the size
of the network and the strength of the ties)
influence firms’ strategic orientation. They
found that the size of the networks and the
strength of ties have different impl ications
for strategic orientation from the perspective
of the social capital they provide (large
networks have more access to information
and knowledge, superior service and fast
and rel iable del iveries, and offer increased
awareness of new opportunities).
Li and Ling (201 2) examined 45
construction firms and found that profi table
firms that participate in networks are more
l ikely to adopt practices that differentiate
them from competitors instead of pursuing a
low-cost strategy. According to Delgado
(2009) who fol lowed 296 firms for 5 years in
the USA, the cluster (network) strength
induces member firms to priori tize qual i ty-
oriented rather than low-cost strategies.
Borch and Roaldsen (2007) examined 1 1
firms deal ing in lamb products. They
concluded that in order to apply a
differentiation strategy and at the same time
be competitive in price, the managers had
to coordinate closely with others in the value
chain.

Ritossa and Bulgacov (2009) examined 20
agricultural co-operatives in Brazi l and
pointed out that those co-operatives that
participate in networks or strategic al l iances
priori tize access to diversification strategies
and produce positive results both from an
economic and a social perspective, whi le
Cook (2008) finds that networks among
co-operatives improve strategic competition,
and dissuade imitation and price cutting.
These networks provide several additional
advantages to their members, leading to a
stronger strategic position in the market. The
most important of the advantages include
the fol lowing: lower barriers to entry (e.g.
access to information, resources, markets
and technologies) and exit (e.g. reduced

need for special ized investment) ; sharing of
assets, ski l ls, inputs, know-how and high-
ski l led personnel within the network; the
creation of competitive advantage; and
lower risk premiums on capital . Al l these
benefi ts help co-operatives to achieve their
strategic objectives (Sergaki , 201 0; Porter,
2000).

Novkovic (2007) compared worker
co-operatives with investor-owned firms in
order to investigate the role of networks in
innovation adoption (an element of
diversification strategy). She found that the
creation of close networks increases the
potential for co-operative survival , even
when investor-owned firms have the
innovation rate advantage.

Chaddad (2006) examined the role of
networks in creating competitive advantage
in US agricultural co-operatives. He
investigated the federated agricultural
co-operative system where patrons are
members of a local co-operative, which in
turn is a member of a regional co-operative.
He concludes:

Federated agricultural co-operatives are
structured by means of sequential layers
of ownership with strong vertical ties
between subsequent layers. This model ,
which adopts several elements from the
network theory, provides valuable
benefi ts for i ts members related to their
strategic orientation. Moreover, inter-
organizational col laborations in
co-operative net chains are fundamental
sources of competitive advantage that
may impact the future development of
agricultural co-operatives in both
developed and developing countries.

In a previous research project, Chaddad
and Cook (2004) identified that participating
in networks is increasingly uti l ized as an
equity capital-seeking strategy by US
agricultural co-operatives.



Hudson and Herndon (2002) examined 97
US co-operatives in order to measure their
motives for participating in mergers,
acquisi tions, al l iances and networks. The
results clearly indicated that co-operatives
are prone to col laboration and participation
in networks and strategic al l iances for
strategic reasons. The same conclusions
were reached by Rotrigues-Alcala (2000)
who conducted a survey of 1 2 US
co-operative managers to analyze network
formation by agricultural co-operatives.

In Europe, networking in the last twenty
years has had a profound impact on the
structure of the EU supply chain,
reorganizing it in response to the changing
environment (Sergaki , 201 0). One such
example is the creation of several
international networks with members
operating in different European countries
(KMU und Kooperationen, 2003). The
Community Strategic guidel ines on
Cohesion (CSGs), adopted by the Counci l
on 6 October 2006 for the period 2007-201 3,
expl ici tly encouraged EU member states
and regions to promote strong networks
between different countries as part of their
economic reform and competition strategies.

According to an extensive research study
conducted by the Observatory of European
SMEs, the European Network for SMEs
Research (ENSR) and Intomart, which was
based on 7745 interviews of SMEs in
Europe-1 9 in 2003, strategic networks are
quite common: 25% of 1 9.27 mi l l ion SMEs in
EU-1 9 participate in some sort of formal
co-operation arrangement, b) 65% of the
co-operating SMEs have more than two
partners, and c) 80% of SME partnerships
last more than three years. The researchers
found that 82% of the co-operating
companies reported that their partnerships
increased their competitive strength; they
also found that more than 2.5 mi l l ion SMEs
are part of strategic networks (KMU und
Kooperationen, 2003). A more recent (2007)
study by the same organization suggests

that strategic partnerships are a favorable
approach for SMEs in Finland (70%),
Lithuania (66%), Norway (64%) and Greece
(61 %). Countries in which the least number
of SMEs see networks as an appl icable
strategy include Malta (29%), Slovakia
(32%), the UK (33%) and France (33%). The
same report suggests that strategic
partnerships are more l ikely to be selected
by larger firms. More than half of LMEs
(52%) are incl ined to look to co-operation to
overcome difficulties whi le only 38% of
SMEs would select such a strategy
(Observatory of European SMEs, 2007: 68).

The Greek Government has been promoting
clustering amongst SMEs, and evaluating
the benefi ts of networking for firms in the
food sector. At the beginning of the new
century, the Greek Government gave strong
incentives to SMEs and agricultural
co-operatives to participate in clusters. The
final evaluation of several networking efforts
in Greece revealed that the most important
benefi ts were related to the development of
strong col laboration between competing
companies, the achievement of strategic
goals of the members, the improvement of
member-firms’ economic results and
increased regional development.

"Co-operatives are
prone to col laboration
and participation in

networks and strategic
al l iances for strategic

reasons. "



Greek agricultural co-operatives2, as
federated organizations, create an
expectation of high levels of on-going
col lective action. However, contrary to the
examples of other networking organizations
given above, in practice Greek agricultural
co-operatives operate separately from each
other with l i ttle wi l l ingness to col laborate.
Consequently, the benefi ts of networking are
not being real ized (I l iopoulos, 2000).
According to Sergaki (201 0), the main
weaknesses of enterprises participating in
agrifood networks in Greece are related to
the lack of trust of the members in the long-
term viabi l i ty of the networks; the internal
competition between members of networks
with homogeneous products; the lack of
confidence (which is usual ly related to a

lack of appropriate business mental i ty) ; as
wel l as the fai lure of members to appreciate
the beneficial characteristics of the
networks.

Based on the aforementioned observations,
the present study focuses on the Porter-
based perspective (Porter, 2000) and
empirical ly examines two main questions:

• How do private food firms and
co-operatives use networks to boost their
competitive advantage within the food
sector in Northern Greece?

• Are private food firms in the region more
or less prone to col laboration than
agricultural co-operatives?

The empirical research was conducted
by using semi-structured self-
administered questionnaires (Malhorta,
1 996). Throughout 2009, surveys were
distributed to management-level staff of
both private food firms and agricultural
co-operatives. The survey was designed
to gain insight into issues related to
networking in firms and especial ly into
the role of networks in firms’ strategic
orientation. Using the simple random
sampl ing method, potential participants
were selected one by one, mainly from a
sampl ing framework created for an ex
ante qual i tative research project. The
questions posed above are examined by
employing both descriptive statistics
and categorical regression models
(CATREG3) to handle the optimal ly
transformed categorical variables and to
determine possible relations between a
dependent variable and a set of
selected independent ones. See the
Appendix for a more detai led
description of methodology and
statistical results.

According to the empirical results of this
study, agricultural co-operatives and
private food firms in Northern Greece
exhibit substantial differences in
organizational characteristics: private
food firms tend to be younger (just
under half the age of co-ops) whi le their
sales volumes are fourfold. The number
of private employees in a given firm is
three times larger than number of staff
in a co-operative4. Whi le both private
food firms and co-operatives use
networks to boost their competitive
advantage, private firms are more prone
to col laboration. Regarding the
competitive methods they use, private
firms emphasize marketing issues,
qual i ty certification, R&D and innovation,
whi le co-operatives priori tize cost
reduction strategies, creative operations
and mutual development.



The objective of this empirical study was
two-fold: i ) to detect differences in the ways
private food firms and co-operatives use
networks to boost their competitive
advantage within the food sector in Greece
and i i ) to investigate which organizational
type (private firm or co-operative) is more
prone to col laboration.

Regarding the first question, the overal l
results indicate that food-based networks
are used to boost the competitive level of
both private enterprises and co-operatives
with the help of relevant competitive
strategies. However, private firms and
co-operatives differ mainly in the reasons
why they participate in networks. The private
enterprises participate in networks for two
main reasons: for economic development
(marketing, qual i ty assurance and
efficiency) and for differentiation reasons
(differentiation strategies). On the other
hand, agricultural co-operatives usual ly use
networks for cost reduction reasons (mutual
development and creative operations; i .e.
they employ cost leadership strategy). As a
consequence, these two types of
organizations adopt different strategic
orientations: private food firms focus mainly
on their long-term growth plan whi le
agricultural co-operatives focus on their
short-term growth plan.

These conclusions are in l ine with previous
research, which indicates that private food
firms and agricultural co-operatives in the
food sector in Northern Greece fol low
different generic strategies. Private food
firms emphasize differentiation-based
strategies (pure differentiation and
differentiation focus), whereas agricultural
co-operatives show a greater incl ination to
pursue low-cost focused strategies (Salavou
& Sergaki , 201 3; Papadopoulou & Sergaki ,
201 3, Sergaki , Kalogeras & Benos, 201 2).

Regarding the second question, our results
indicate that private food firms are more
prone to col laboration than co-operatives in
Greece. This finding is of particular interest
because according to the 6th international
co-operative principle (co-operation among
co-operatives) we would expect
co-operatives to fol low col laborative
strategies to a greater extent than private
firms. We see instead, however, that in
practice they remain isolated from others
even when struggl ing with serious
weaknesses in their performance levels
(Sergaki , 201 0; Goldsmith & Gow, 2004).

Several factors may explain the non-
col laborative atti tudes of co-operative firms,
which appear to be tied to their lower
performance levels compared to private
firms: poor management, greater age of the
co-operatives (which in several instances
correspond to l imited staff potential and
aging membership), as wel l as uncertain
work conditions. Moreover, Greek co-
operatives' anachronistic atti tudes may lead
to the adoption of defensive strategies,
which can in turn bring financial problems.
These atti tudes form part of a more
general ized conservative mental i ty that i t is
associated with decreased adoption of
innovative practices at the organizational
level .

"A network's strategic
al l iances, along with the

co-operative management
of common resources,
give organizations the
flexibi l i ty they need to
survive in competitive

markets. "



I n contrast, research shows that in recent
years, there is a clear tendency for private
food firms to actively participate in food-
based networks. The private firms that were
examined in the current study indicated that
they actively seek out networking
opportunities. They do this because the
competitive methods that form part of their
differentiation strategy are resource-
intensive and consequently require
col laboration from different actors in the
value chain.

The findings outl ined above are of vital
importance for pol icy-makers, as both
global ization and concentration within the
retai l sector are causing tremendous power
imbalances between different parts of the
food chain. Currently, a handful of retai lers
act as the trading partners for more than 1 3
mi l l ion farmers and 300,000 food-industry
enterprises across Europe, creating
unfavorable conditions for producers and
smal l food firms at the competitive level
(COGECA, 201 0).

In order to find the appropriate mechanisms
to faci l i tate networking both among
co-operatives and among private firms,
pol icy makers should re-evaluate the current
legislation and make the changes
(compatible with competition law) needed to
further faci l i tate horizontal and vertical
col laborations within the food chain
(COGECA, 201 0). Furthermore, pol icy
makers should establ ish appropriate
incentives for food organizations to
participate in networks that promote the

adoption of performance-improving
competitive methods, in order to help these
organizations secure competitive
advantages. Particular emphasis should be
placed on incentives for co-operatives given
that—as revealed by the research—they not
only tend to participate less in networks in
comparison with private food firms, but also
under-exploit networking advantages. One
method that might be used to help
managers change their atti tude towards
network formation would be to provide
special seminars emphasizing the
advantages of networking. Agricultural
co-operatives, with the help of other network
members, might be able to advance low-
cost drivers to gain a profi table cost
leadership position and/or develop
marketing platforms for adopting
differentiation-based strategic choices.
Simi larly, private food firms might be able to
enhance the uniqueness in their product
offerings and reap higher rewards.

This study has some l imitations. First, the
sample consists of agricultural co-
operatives and private food firms located in
Northern Greece. A useful direction for
future research would be to examine
whether simi lar studies of agricultural
co-operatives and private food firms located
in other regions of Greece confirm these
empirical findings. Moreover, the above-
mentioned impl ications wi l l have broader
appl icabi l i ty once the findings can be
confirmed in comparable national contexts
within Europe.

Notes

1 Term ‘co-operation’ is used interchangeably with ‘col laboration’ in this paper. Co-operatives, on the other hand,
are member-owned businesses.

2 There are over 6,900 such co-operatives with 782,000 members in Greece.

3 CATREG is one of the recent options in SPSS ver. 1 7.

4 Note that co-operatives usual ly employ seasonal staff because of the nature of their agricultural products.
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A discussion of methodology and statistical
results

The CATREG model (Van der Kooi j &
Meulman, 1 997) has been used to highl ight
possible relationships between the
subjective importance of networks and a set
of other selected independent categorical
variables. In fact, CATREG, as a modern
regression technique, is much more hol istic
and effective than multiple regression
analysis and the more commonly employed
logit-probit models. Both logit and probit
models in logistic regression are special
cases of a l ink function in a general ized
l inear model . They are the canonical l ink
functions for the binomial distribution. On the
other hand, the CATREG model can deal
more optimal ly with both qual i tative and
quanti tative data, as it works in two discrete
and simple stages: firstly, the nominal and
ordinal variables are transformed to interval
scales, in order to maximize the relationship
between each predictor and the dependent
variable, and secondly, multiple regression
analysis is appl ied to the transformed
variables (SPSS, 2007). CATREG tools
provide the framework for choosing between
reference cel l and effect cel l
parameterization. This means that
categorical variables, or interaction terms
that include categorical variables, wi l l drop
or add the entire variable or interaction term
and evaluate changes in model fi t, rather
than dropping one categorical level at a
time. Comparatively, even though CATREG is
relatively compl icated and sophisticated and
involves advanced statistical techniques
such as optimal scal ing for multivariate
categorical data analysis, there are several
advantages in using this model . The main
advantage is that CATREG can be run with
the fewest assumptions: (a) the normal i ty
assumption of the predictor variables is
relaxed, (b) factor levels are coded
simultaneously into values, therefore sample

sizes need not necessari ly be large, (c) only
one coefficient is needed for a predictor
variable and (d) nonl inear associations can
be detected with these models.

Relative importance indicates the
importance of each predictor, using Pratt's
measure (Pratt, 1 987). This measure is
roughly equivalent to the product of the
regression coefficient and zero-order
correlation. The Pratt index is primari ly used
to uncover suppressor variables. That is, in
the case that a predictor yields a relatively
high beta but low importance, the situation
suggests that the variable may have been
suppressed by other predictors. In addition,
partial and part correlations are simi lar to
zero-order correlations, except that the
effect of al l other predictors has been
control led. Final ly, tolerance is uti l ized to
identify multicol l inearity. According to the
econometrics l i terature (SPSS, 2007;
Siardos, 2002; Pratt, 1 987) relative
importance measures are much more useful
than the usual standardized beta weights. In
particular, relative importance indicates the
percentage of explanation of the dependent
variable whi le they can also be used to
predict i ts future values.

SPSS Ver. 1 7 for Windows was employed for
the multivariate statistical analysis of the
dataset (70 cases). Rel iabi l i ty analysis
(SPSS, 2007; Bohmstedt, 1 970) for the
eleven variables of Table 2 was used to
determine the extent to which these items
are related to each other, in order to
produce an overal l index of the internal
consistency of the scale, and to identify
i tems that had to be excluded from the
scale. In fact, none of the items were
rel iabi l i ty coefficient was found to be equal
to 0.89 (SPSS, 2007), thus indicating that the
return migration reasons scale is rel iable.
Friedman’s two-way analysis of variance,
with x2=2.322 ( =0.00) and Hotel l ing’s



T2=1 .033 (F=28.1 2 and =0.00), indicated
the significance in differences of i tem
means.

Then, having accepted the consistency of
the eleven items mentioned above and
investigating further the subjective
“importance of networks” (where: 1 =no
importance, 2=minor importance, 3=enough
importance, 4=major importance & 5=great
importance) in order to determine how
network decisions are influenced by firm
characteristics, a CATREG model was
employed along with the eleven
independent variables mentioned above.
The model yielded goodness-of-fi t (R2)
values ranging from 0.746 (private food
sector) to 0.829 (agricultural co-operatives)
indicating a moderate relation between the
“importance of networking” and the group
of selected predictors. However, since
R2>0.70, i t is indicated that more than 70%
(from 74.6% to 82.9%) of the variance in the
“importance of networking” rankings is
explained by the regression of the optimal ly
transformed variables used. The
aforementioned high values of R2 are not
unexpected as CATREG usual ly maximizes

the strength of the relation between the
dependent variable and the elected
predictors. In addition, the F-statistic values
(from 6.88 to 7.1 3) with corresponding
=0.00 indicate that this model is
consistently performing wel l .

The relative importance measures (Pratt,
1 987) of the independent variables show
that the most influential factors predicting
the “importance of networking” in private
food enterprises correspond to “marketing”
(accounting for 31 .2%), fol lowed by “qual i ty”
(29.6%), and “efficiency” (24.1 %) (Table 3).
Respectively, the relative importance
measures of the independent variables,
which are reported by the agricultural
co-operatives, are higher for the variables of
“creative operation”, “education” and
“mutual development”. The total percentage
of the “subjective networking” decision
which is explained by the estimated two or
three independent variables in each group
is calculated in the last column of Table 3.
Notably, the additive importance of
estimated independent variables accounts
for about 84.9% and 85.1 % for the first and
second group respectively.





Co-operative Organizations and Insti tutional Stabi l i ty:
Evidence from the Canadian Financial Sector1

This article examines the extent to which
co-operative rationale associates with
insti tutional stabi l i ty in the financial sector in
Canada. I t introduces a composite
indicator of insti tutional risk propensity by
blending the four balance sheet risks used
by the Canadian Central Bank. Quarterly
data between 2000 and 201 0 was used for
the CMRI (Composite Managerial Risk
Index) as the dependent variable in a panel
data analysis, which considered quarterly
growth rates of real GDP and M3 money
supply as macroeconomic, financial sector

share performance as sectoral , and
profi tabi l i ty of financial organizations as
organizational independent variables.
Estimations suggest that credit unions in
Canada display observably lower levels of
risk propensity in comparison to their
commercial competitors, and consequently
offer a more pronounced potential to
endorse insti tutional , sectoral and
macroeconomic stabi l i ty.

: credit unions, commercial
banks, CMRI , managerial risk, Canada

by Bülent Temel

Commercial banks and credit unions are
two types of financial organizations that
compete in the same sector with different
organizational structures (Table 1 ) .
Commercial banks in North America are
publ icly-traded corporations owned by
their shareholders/stockholders2. Funded
largely by stock sales, they exist to
maximize their share value by means of
profi t maximization and perception
management (stock trading). Each
stockholder’s voting power is determined
by the number of shares he/she owns,
which makes shareholder meetings a
convention with a heterogeneous
distribution of power. Stockholders elect a
board of directors, which in turn appoint
executives to administer dai ly operations
of the company. These three organs solely
pursue stockholders’ pecuniary interests,
and do so as a separate class than other
stakeholders of the company who are
influenced by operations of the

company—employees, customers,
vendors, traders and the local
government.

On the other hand, credit unions are not-
for-profi t co-operatives that are
democratical ly owned and control led by
their local stakeholders (members). They
are organizations establ ished and
expanded by members for the purpose of
satisfying each other’s financial needs.
Because credit unions do not issue
tradable shares, they are owned solely by
their depositor, borrower and employee
members. They observe a

, which al lows any
el ig ible person who opens an account to
be an equal owner with the same voting
rights as the existing owners—irrespective
of the size of his/her deposit. Credit union
executives are professional bankers
(Soltis, 201 3) who are appointed (amongst
their members, or from outside) by boards



boards of directors who are volunteer
members elected annual ly by al l
members. Credit unions do not operate for

, and they raise funds
mostly through their members’ deposits.
Their members are local people who
belong to a particular community as

defined in the credit union's bylaws—the
main categories used to describe such
communities are employment (such as
Harvard University Employees Credit
Union), residency (San Diego County
Credit Union), or professional affi l iation
(Navy Federal Credit Union).

Credit unions are community
organizations that restrict their
membership to members of their
communities, and they aim to serve al l
socioeconomic segments of the
population that makes up the defined
community. Commercial banks have no
el ig ibi l i ty requirements for patronage, and
they general ly target middle- and high-
income households. In credit unions,
profi ts are used to offer higher interest
rates for deposit accounts and lower
interest rates on loans whi le commercial

banks distribute their profi ts to their
stockholders as dividend payments and
use their profi tabi l i ty to improve their
market capital ization. The two
organizations differ minimal ly in terms of
the products and services they offer and
the mediums by which they offer them;
however, credit unions have a more
local ized character and focus than
commercial banks, which seek and
spread to other profi table markets with
minimal regard for their locations.



The differing organizational structures of
commercial banks and credit unions
incentivize the leadership of these
organizations to adopt different levels of risk
propensity (López-Puertas Lamy, 201 2).
Because maximizing shareholders’ value is
their ul timate purpose, executives in
commercial banks treat risk as an essential
enabler of profi t maximization, which helps
them accompl ish their organizational
mission. Distribution of profi ts to
shareholders as dividends further compels
bank executives to embrace risk-taking as a
positive leadership trait. On the other side,
credit union executives fol low a more
conservative atti tude towards risk, because
their performance is evaluated according to
earnings (59.6%), board evaluation (51 .6%)
and loan growth (43%) (Cartwright &
Dettmann, 201 3), and credit union profi ts
are used to offer more favourable interest
rates to members (Heinrich & Kashian,
2006). This corporate culture marks a
healthy perception of profi ts, which values
them no more than a means to help
members with their financing needs.

Accordingly, credit unions avoid volati le
instruments or accounting techniques l ike

. Their
reluctance to engage in subprime lending,
which led commercial banks to the brinks of
col lapse in the recent episode, was proven
to be a prudent approach over the course of
the financial crisis. In an examination of
resi l ience to economic contractions, Smith
and Woodbury conclude that “Banks and
credit unions have different loan portfol ios
and differ in their resi l ience to business
conditions for the same reason—they differ
in the degree to which they seek out and are
wi l l ing to accept risk” (201 0: 7). Crear adds
that instruments l ike “subprime mortgage
loans characterized by high interest rates
with large interest rate resets, negative
amortization, lack of sufficient underwriting

and other indicators of fraud” are
incompatible with “credit unions’ general ly
conservative lending practices and
phi losophical mandate to place member
needs ahead of insti tutional profi ts” (2009:
2).

A study publ ished before the crisis in 2007
revealed that for-profi t commercial banks are
incl ined to keep minimal amounts of capital
to cover their potential losses. In their
analysis of the spread between

(the minimum capital required by the
law) and (the capital level
bank administrations would prefer if they
were free to determine it on their own),
El izalde and Rapul lo found that the two
capital levels are partial ly exclusive.
Although regulators seek to minimize the
spread between the two capital levels,
banks do not appear to acknowledge the
virtues of keeping economic capital levels
close to regulatory capital requirements. The
authors concluded that “there does not exist
a direct relationship between [the two]
capital levels. […] regulatory (but not
economic) capital depends on the
confidence level set by the regulator, whi le
economic (but not regulatory) capital
depends on the intermediation margin and
the cost of bank capital . These last two
variables play a key role in determining the
differences between economic and
regulatory capital” (2007: 1 1 1 ) .

"credit union
executives fol low a
more conservative

atti tude towards risk"



Credit unions, on the other hand, have
significantly lower rates of del inquency
(inabi l i ty to meet obl igations) and charge-
offs (use of insurance funds due to severe
del inquency) than commercial banks do
(52% and 77% of banks, respectively)
(Smith & Woodbury, 201 0). In their
comparative analysis of the data between
1 986 and 2009, Smith and Woodbury found
that “Banks and credit unions have different
loan portfol ios and differ in their resi l ience to
business conditions for the same
reason—they differ in the degree to which
they are wi l l ing to accept risk” (201 0: 7).
Authors suggest that financial sector
regulations should take this conclusion into
account, and reduce capital reserve rates
required from credit unions to levels that are
below those mandated for commercial
banks.

In commercial banks, segregation of
management/ownership and other
stakeholders as two separate classes
manifests i tself in compensation structure.
The fact that the organs that exist to serve
stockholders make decisions on executive
compensation results in stock-option plans
being positioned as a stable component of
compensation packages in corporate
America. Setting a large portion (as high as
92%) (Bebchuck & Grinstein, 2005) of
executive compensation to come from equity
is beneficial for al l three of the decision-
making organs. Regularly scheduled, large
scale purchases of the company’s own
stock (on average, 1 0.3% of corporate
earnings are spent on executive
compensation (Bebchuck & Grinstein,
2005), which is 296 times the average salary
in U.S. companies (Davis &, Mishel 201 4)
appl ies upward pressure on companies’
stock prices. I t increases companies’ market
capital ization, which in turn provides the
company greater abi l i ty to retain i ts top
executives. Despite its benefi ts for the
management/shareholders, stock-option
plans encourage excessive risk-taking
among financial executives (Rao & Wil l iams,

2006).

Equity-based bonuses further increase risk
incentives for leadership in commercial
banks. Executives whose performance in
increasing the company’s share value is
rewarded with bonuses are encouraged to
take excessive risks. Crotty l ikens executives
who are largely paid by non-salary means to

who have nothing to lose from
making positive predictions: I t is “[…]
rational for rainmakers to use unsustainable
leverage to invest in recklessly risky assets
in the bubble […] since boom-period
bonuses do not have to be returned if
rainmaker decisions eventual ly lead to
losses for their firms, and since large
bonuses continue to be paid even when
firms in fact suffer large losses” (Crotty,
201 2).

Confl ict of interests created by this value-
based compensation structure also leads to
the phenomenon—another
risk-incentive for executives. Written and
signed by executives and boards of
directors, employment contracts of
executives often include clauses that al low
for hefty compensation of executives in the
case of departure from the company.
Enormous exit bonuses del ivered to
executives as a result of their fai lure provide
perverse incentives for excessive risk-taking.
Wade et al . , who analyzed 89 Fortune 500
corporations, found that corporate boards
with more outsiders offer larger golden
parachutes, and these pay packages are
“associated with increased takeover risk” for
companies (Chandratat, O'Rei l ly & Wade,
1 990: 587).

Bank executive compensation packages are
largely based on equities, include golden
parachute bonuses, and total $7.8 mi l l ion on
average (Fahlenbracha & Stulzb, 201 1 : 1 6).
Executive compensation in credit unions, on
the other hand, does not offer equities or
exit bonuses (Cartwright & Dettmann, 201 3),
and is worth $256,339 on average. Birchal l



suggests that this difference, which had
been considered as a positive incentive for
management in commercial banking, ought
to be questioned as a source of perverse
incentive for excessive risk-taking in finance:
“Before the crisis, economists said financial
co-operatives were bound to be less
efficient than investor-owned banks because
they did not reward their managers with
shares. Now the thinking is, this is great, we
shouldn’t be rewarding managers with
shares because managers wi l l then take
high risk strategies, bai l out five years later
as multi -mi l l ionaires and leave the banks to
go bankrupt” (201 2). Vast differences in
compensation structure and the executive
priori ties they set are also found to be
associated with significantly lower qual i ty of
service in commercial banks vis-à-vis credit
unions (Addams & Al lred, 2000).

Another organizational feature of credit
unions that influences the risk atti tude of
their executives is the fact that credit unions,
as financial co-operatives, do not issue
tradable ownership shares. In expansionary
periods during which asset prices rise,
credit unions cannot raise equity by sel l ing
their shares as their commercial competitors
do. Whi le this inabi l i ty translates into slower
growth prospects for credit unions, i t also
prevents excessive growth that conceals
unjustifiable risk-taking. The recent financial
crisis demonstrated that financial insti tutions
become less manageable when their
portfol ios become highly complex. The
larger a financial insti tution is, the more
diverse and complex its asset portfol io
becomes, which compromises its
management’s capacity to administer and
monitor the portfol ios prudently. In the U.S.
financial system in which simi lar numbers of
credit unions and banks operate
(approximately 7,000 credit unions and
6,000 banks), the seven largest banks by
asset size (Avraham, Selvaggi & Vickery,
201 2: 71 ) control 70% of al l assets in the
system (US Dept of Commerce) whereas
the seven largest credit unions by asset size

(Jervey, 201 3) control a mere 1 .2% of the
assets.

A St. Louis Federal Reserve paper noted
that excessive concentration of assets and
diversification of operations consti tute a
systemic threat to the U.S. economy, and
these behaviours have to be curbed by
“incremental reforms such as the 201 0
Dodd-Frank Act, which includes l iving wi l ls
for orderly dissolution, capital requirements,
stress tests, risk-based assessments on
deposit insurance, FDIC orderly l iquidation
authority, the Volcker Rule and investor
protections, or radical reforms such as caps
on assets or deposits” (201 2). Whi le
opportunities for scale and scope
economies, and motivations to diversify and
comply with legal requirements increasingly
compel smal ler credit unions to resort to
acquisi tions and mergers (Deloitte, 201 0),
the acquiring side is nearly twice as large in
comparison to the acquired side in banks
(%7.9) (Pi l loff, 2004: 7), versus credit unions
(4.4%) (Dopico & Wilcox, 201 1 :
3)—indicating a higher concentration of
assets at the top in the bank subsector
compared to the credit union subsector.
Another St. Louis Federal Reserve paper
points out that credit unions have been an
attractive option for American consumers:
“Households respond to increased
concentration among local banks by moving
accounts to credit unions”(Emmons &
Schmid, 2000: 39).

Credit unions’ conservative approach to risk
taking is also l inked to the characteristic of
being businesses. Whi le
deposits in commercial banks are insured
by the FDIC (Federal Deposit Insurance
Corporation), which is funded by taxpayers,
deposits in credit unions are insured by
NCUSIF (National Credit Union Share
Insurance Fund) which is funded by credit
unions themselves3. Congruent with the
universal co-operative principal of co-
operation with other co-operatives, credit
unions transfer 1 % of the deposits they



receive to NCUSIF as a contingency
measure. This mechanism al lows credit
unions to not be a burden on publ ic
finance as deposits in fai led credit
unions are paid back using the NCUSIF
funds created by al l credit
unions—rather than being absorbed by
taxpayers as in commercial bank
fai lures. This structure also el iminates a
moral hazard existent in the commercial
banking subsector. In commercial
banks, proceeds from an investment
project accumulate solely for
shareholders whereas the losses in the
case of fai lure are assumed only partly
by shareholders. This mismatch
between potential gains and losses for
shareholders does not exist in credit
unions, whose depositors are insured,
but are also the same people as the
owners (Jensen & Meckl ing, 1 976) .

Predictably, commercial banks
registered colossal fai lures during the

Great Recession—costing taxpayers
enormous sums of money in terms of
FDIC paybacks and rescue packages.
In 201 0 alone, 1 57 banks fai lures
marked a 1 7-year historical high, whi le
860 other banks were admitted to the
FDIC’s l ist of insti tutions with
bankruptcy risk. Government rescues
of Bank of America and Countrywide
Financial alone have cost $1 .9 tri l l ion,
whi le the FDIC registered a negative
balance of $8 bi l l ion at the end
September 201 0 (Hi lzenrath, 201 0).
Furthermore, insurance losses are
typical ly much larger in the FDIC than
they are in NCUSIF. Prior to the
subprime crisis, the fund ratio was at
-0.28% at the FDIC but at 1 .3% at
NCUSIF (Hampel , 201 0). This real i ty
translates into higher costs to bank
depositors as banks’ FDIC insurance
costs are estimated to be 60% higher
than credit unions’ insurance costs with
NCUSIF (Hampel , 201 0).

3.1 Quantifying organizational risk
propensity: Composite Managerial Risk
Indicator (CMRI )

To examine the relationship between
organizational type and risk propensity,
this section analyzes data from the
financial sector in Canada. The
Canadian sector is a suitable choice for
a comparative analysis of credit unions
and commercial banks for a number of
reasons: firstly, i t is consistently ranked
as the soundest financial sector in the
world (Porter, 201 0), which makes credit
unions’ contribution to financial stabi l i ty
more observably pronounced. I t is also
a financial system in which credit
unions play a significant role—making
the comparative analysis involving
credit unions sufficiently relevant.
Final ly, data avai labi l i ty and qual i ty for

the Canadian financial sector is
high—making it possible to retrieve the
comprehensive data needed for a
multid imensional analysis that combines
cross-sectional and time-series
aspects.

The Canadian financial sector was the
only financial sector within the G7
economies that did not need a
government bai lout during the Great
Recession; furthermore, i t remained
profi table during that time. Porter
credits conservatively set capital
requirements, a low leverage cap,
prudential ly enforced regulations, and a
risk-averse culture for Canada’s
success (Porter, 201 0: 3-6). Another
factor is pol icy networks that respond to
misbalances in a co-operative spiri t with
the corporate sector (Roberge, 201 0).



Calomiris l inks this tradition to Canada’s
French colonial history whose legacy has
lead to a “highly-central ized federal
government which control led economic
pol icymaking and had bui l t-in buffers for
banker interests against popul ist forces”
(201 3). Just as a secular state keeps rel ig ion
and government separate, Canada’s welfare
state keeps corporate interests away from
the publ ic service. I t is i l legal for financial
corporations to lobby publ ic officials in
Canada, and corporate contributions to
election campaigns are strongly restricted.

In order to construct an empirical model to
examine whether commercial banks and
credits unions have intrinsical ly different
propensities for risk tolerance, these
organizations’ exposure to risk need to be
identified quanti tatively. For this, we consider
four balance sheet indicators of risk used by
the Canadian central bank, the Bank of
Canada:

and (Chen et al . ,
201 2: 24).

shows the extent to which a
financial insti tution’s assets were purchased
with borrowed money (D'Hulster, 2009).
Higher leverage indicates a greater
dependency on macroeconomic conditions
in sustaining an asset base, and is a risk
factor. defines a financial
insti tution’s abi l i ty to cover its risk-weighted
assets with owners’ equity and reserves. I t
was created and promoted by the Basel
Committee on Banking Supervision—a
Swiss-based organization comprised of
central bank governors of ten leading
economies. The committee’s decision to
create this ratio was a response to criticisms
that the previously-used Tier 2 ratio had
rel ied on subjectively-quantified Tier 2
capital . Also known as "supplementary
capital , " Tier 2 capital had included
undisclosed reserves, revaluation reserves,
general loan-loss reserves, hybrid
(debt/equity) capital instruments, and
subordinated debt. In a 2006 brief, the

committee announced that “They [elements
of Tier 2 capital ] may be inherently of the
same intrinsic qual i ty as publ ished retained
earnings, but, in the context of an
international ly agreed minimum standard,
their lack of transparency, together with the
fact that many countries do not recognize
undisclosed reserves, either as an accepted
accounting concept or as a legitimate
element of capital , argue for excluding them
from the core equity capital element” (Bank
for International Settlements, 2006: 1 4), and
so they ini tiated the Tier 1 ratio as a more
sophisticated risk indicator that
distinguishes between different types of
capital and assets. A larger value for the Tier
1 capital ratio points to greater coverage for
risk-weighted assets, indicating higher
managerial prudence.

and are two
newer concepts inspired by indicators
proposed in Basel-I I I guidel ines (Bank for
International Settlements n.d. ) . Chen et al .
describe the as a buffer shown
by the total value of cash, cash equivalents,
publ ic securities and secured short-term
loans per dol lar of assets: “The higher the
asset-l iquidity ratio, the more an insti tution is
able to withstand adverse shocks that
increase the need to l iquidate assets” (201 2:
24). is a measure of the
rel iabi l i ty of capital that funds the assets,
and refers to the size of wholesale (non-
personal) deposits and repurchase
agreements in relation to total assets.

The financial meltdown in the U.S. economy
revealed the insufficiency of each of these
measures as risk indicators alone. At the
end of 2008, the Tier 1 capital ratio, which
was the most frequently used risk indicator
at the time, was at 9.4% of risk-weighted
assets, and its surpassing the 4%
benchmark was thought to indicate
overcapital ization against the default risk
(Fratianni & Marchionne, 2009: 22). As Davis
and Karim find, the l i terature on the
importance of early warning systems (EWS)



has rapidly expanded in response to
increasing fragi l i ty in financial sectors due to
increasing international mobi l i ty of capital
and leveraging around the world, but
pol i tical considerations get in the way of
using EWS decisively in pol icymaking (Karim
& Phi l ip Davis, 2008: 89). Even though many
international organizations and central
banks keep track of financial stress—the
IMF, European Central Bank, Czech Central
Bank, and National Bank of Hungary to
name a few (Gadanecz & Jayaram, 2009)—
pol icymakers are often reluctant to rely on
EWS due to the high costs of predicting
banking crises incorrectly. In the face of
insufficient pol i tical wi l l to use risk stress
tests in shaping pol icies, publ ic officials
have conventional ly treated the l i terature on
this subject as having only l imited pol icy
relevance, and uti l ized only those measures
with an economy-wide perspective. A recent
study by SEACEN (South East Asia Central
Banks Research Center) reads:

In response to the global financial crises
in the 1 980s and 1 990s, national and
international insti tutions started to
monitor the soundness of the financial
system more intensively. A wide range of
instruments/indicators is used to assess
financial system stabi l i ty in analytical
practice. […] Composite indicators in the
form of the banking soundness index,
the financial stress index, financial
stabi l i ty index and financial stabi l i ty
maps are used by the authorities to
gauge financial stabi l i ty (Indraratna,
201 3: i i i ) . [… ] However, the use of
composite indicators is not widespread
in Financial Stabi l i ty Reports publ ished
by central banks which extensively focus
on sector specific indicators and macro
economic variables to assess stabi l i ty
(Indraratna, 201 3: 5).

For financial systems to be supported by
more stable financial insti tutions, the
individual risk indicators of these insti tutions
should be blended into a single,

comprehensive composite indicator that can
inform the markets, central banks, regulators
and the publ ic about the soundness of
balance sheets in the financial sector more
comprehensively than individual indicators
do. Such a composite measure would be
instrumental for enabl ing investors to assess
the prospects that financial insti tutions
represent, for regulators to establ ish
guidel ines for systemic stabi l i ty and enforce
them, and for pol icymakers to monitor the
del icate balance between risk and growth in
a rel iable fashion (Hol ló, Kremer & Lo Duca,
201 2). I t would also al low annual risk
rankings of financial insti tutions to be
prepared and announced so the general
publ ic could evaluate their banking options
for safety and viabi l i ty. Such rankings would
open a new l ine of competition for financial
organizations, and encourage them to offer
their cl ients lower organizational risk as the
trustees of their money—in addition to
conventional tools of competitive advantage
l ike better interest rates or service. In an
increasingly complex and intertwined
financial world, comprehensive risk
measures would supplement traditional
methods of bank assessment such as
perceived qual i ty of service or name
recognition with a more objective and
performance-based criterion, and al low
more informed decisions for economic
actors.

This article introduces a single aggregate
measure under the name

(CMRI ). The CMRI
blends the four balance sheet risks
identified above with minor algorithmic
changes made to them for the sake of
interpretive consistency: because the CMRI
endeavors to point to risk propensity in
financial insti tutions, i ts consti tuent elements
ought to be real igned so that higher values
wi l l indicate higher risk levels. To convert the
four indicators into ratios that positively
correlate to higher risk propensity, new ratios
are derived whi le remaining committed to
the subject ratios’ original spiri t.



Total assets / (Total owner’s equity + Subordinated debt)
gives way to

: 1 / Leverage ratio
= (Total owner’s equity + Subordinated debt) / Total assets

and to
: 1 - Reverse leverage ratio

= 1 - (Total owner’s equity + Subordinated debt) / Total assets

Simi larly,
: Adjusted net Tier 1 capital / Total risk-weighted assets

leads to
: 1 - Tier 1 capital (adequacy) ratio

= 1 - Adjusted net Tier 1 capital / Total risk-weighted assets

Likewise,
: (Cash and cash equivalents + Publ ic securities + Secured short-term

loans) / Total assets
leads to

: 1 – Asset l iquidity ratio
= 1 - (Cash and cash equivalents + Publ ic securities + Secured short-term loans) / Total assets

And final ly,
: (Non-personal deposits + Repos) / Total assets produces

: 1 - Funding ratio
= 1 - (Non-personal deposits + Repos) / Total assets

The CMRI is then bui l t as a composite indicator that blends the four risk indicators by applying
equal weights to each indicator. This approach conforms to the approach in the financial sector
risk l i terature, which welcomes homogenous attribution of significance across risk indicators. As
the Bank for International Settlements notes, “the variance-equal method […] is the one most
commonly used in the l i terature and consists of normal ising each variable and then assigning
equal weights” (Gadanecz & Jayaram, 2009: 372).

Each of the four ratios is indexed across al l observed organizations and time periods, and
incorporated into the composite index.

= 0.25 Leverage Assets Ratio Indexi, t +
0.25 Capital Inadequacy Ratio Indexi, t + 0.25
Asset I l l iquidity Ratio Indexi, t + 0.25 Mobi le
Funding Ratio Indexi, t where i : Observed
organization and t: Time period

: Leverage Assets Ratio Index: LARi, t –
(Minimum of al l LAR values across al l
organizations and periods) / (Maximum of al l LAR
values across al l organizations and periods –
Minimum of al l LAR values across al l
organizations and periods)

: Capital Inadequacy Ratio Index: CIRi, t –
(Minimum of al l CIR values across al l
organizations and periods) / (Maximum of al l CIR
values across al l organizations and periods –

Minimum of al l CIR values across al l
organizations and periods)

: Asset I l l iquidity Ratio Index: AIRi, t –
(Minimum of al l AIR values across al l
organizations and periods) / (Maximum of al l AIR
values across al l organizations and periods –
Minimum of al l AIR values across al l organizations
and periods)

: Mobi le Funding Ratio Index: MFRi, t –
(Minimum of al l MFR values across al l
organizations and periods) / (Maximum of al l MFR
values across al l organizations and periods –
Minimum of al l MFR values across al l
organizations and periods)



The CMRI is to be used with cognizance of
a number of l imitations. Firstly, i t is a
prel iminary indicator of balance sheet risk
that does not distinguish from

(Kalafatcı lar & Kele , 201 1 : 9).
Co-operatives are organizations that exist in
the capital ist system, which rel ies on risk as
a necessary element of i ts functioning.
I rrespective of the role paid by government
(regulatory vs. participatory, minimal vs.
significant, etc. ) , or the way various
economic actors relate to one another
(unions vs. employers, regulators vs.
businesses, workers vs. entrepreneurs, etc. ) ,
al l forms of capital ism (neol iberal , social
democratic, state capital ist, or any other
form) include economic actors who control
capital to make investments towards
maximizing returns. As I l l ing and Aaron
point out, “a low propensity for risk
translates into a higher cost of capital ,
potential ly l imiting business investment,
whi le a high propensity for risk can produce
booms in credit and asset prices, sowing
the seeds of eventual recessions and stress
on the financial system” (2005: 37). I t is
therefore not surprising that the Dutch
consulting co-operative KPMG's

observes that the question of “How much
risk . . . an organization need[s] to take on in
order to attain appropriate and sought-after
returns . . . can be exceedingly difficult [to
answer]” (KPMG, 2008). The threshold
where risk level begins to jeopardize an
organization or economy’s functioning is
based too heavi ly on specific context to be
determined accurately. Accordingly, any
l i terature written within the language of
capital ism (such as the present work) has to
make use of the term in a non-
judgmental fashion. I t is essential to interpret
the findings of this article and any other that
may use the CMRI in the future with ful l

awareness of the fact that the CMRI is a
measurement of risk when risk is thought of
as (but not necessari ly, )
delegation of control . This conception of risk
overlaps with the common (negative)
connotation of the word only when CMRI
figures are relatively high in an observed
data set.

Secondly, the CMRI is not a defini tive
quanti tative measure that is perfectly
comparable across data sets. I t shows
outcomes of an indexing procedure, which
by defini tion, refers to assessments of
observed phenomena relative to others
within the same set of phenomena. I t is an
attempt to quantify a compl icated and
abstract concept l ike

as pol icy-relevantly as
possible—not an absolute gauge leading to
perfectly objective evaluations. A particular
CMRI value would not necessari ly indicate
the same level of real risk in different
analytical sets with different actors, because
different datasets would include different
empirical values, from which CMRI values
are determined4. For example, i f al l banks in
Sweden are significantly more risk-averse
than banks in Singapore, then a Swedish
bank with a CMRI score of 0.8 would have a
much less risky portfol io than its
Singaporean counterpart with the same
score. Therefore, international comparisons
based on the CMRI (or any other index)
should be made only by analyzing the
relative position of each observed unit
against units in al l countries without a
national stratification—e.g. a Swedish bank
compared against al l banks in al l observed
countries rather than banks in Sweden only.
This approach would help analysts avoid the
“i l lusion of precision . . . efforts to quantify
risk propensity can sometimes produce”
(KPMG, 2008).



3.2 Econometric model

There are 28 domestic commercial banks5

and 1 1 domestical ly chartered credit unions
in the Canadian financial system. Of these
organizations, this analysis focuses on the
five largest commercial banks and the five
largest credit unions as they control the vast
majori ty of assets in their respective
subsectors6, and their asset total col lectively
consti tutes 91 % of al l assets in the sector.
Assets control led by the five banks ($3.2T)
are 1 0 times the total assets held by the
other 23 domestic banks combined
($0.32T), and assets control led by the five
largest credit unions make up 98% of the
total assets in al l 1 1 of the domestical ly
chartered credit unions in Canada
($0.305T)7. The five largest of the banks and
credit unions also make a workable sample
due to better data integrity, as they are the
most professional ly-managed and
transparent organizations in the Canadian
financial sector.

The CMRI figures for financial insti tutions
al low for an investigation of managerial risk
propensity with respect to the various
factors that influence it. This study uses the
CMRI figures of financial insti tutions as the
dependent variable, and computes their
values out of the quarterly balance sheet
data provided by the Office of the
Superintendent of Financial Insti tutions—an
independent government agency in
Canada. In addition to using the CU (credit
union) dummy variable to identify the effect
of organizational type on risk propensity, the
model also includes growth rates of
quarterly real GDP (GGDP) and M3 money
supply (GM3) as macroeconomic factors,
financial sector share performance (GTSX)
as a sectoral factor, and profi tabi l i ty of
observed organizations (GPROF) as
organizational factors affecting CMRI
outcomes as independent variables. The
l inearly formed model is as fol lows:

Quarterly growth rates of real GDP are
expected to affect financial insti tutions’ risk
propensity in two opposing ways (Hu &
Shen, 2007: 32): firstly, as positive news
surfaces in an economy, increased output
translates into better economic prospects
and higher demand for leveraging.
Expanding business volume in the financial
sector would drive bank executives to
assume larger risks in order to sustain their
rewarding positions, which are based on
their banks’ growth (Amador, Gómez-
González &Pabón, 201 3). On the other
hand, recent positive profi tabi l i ty
performance improves financial insti tutions’

—the present value of
expected profi ts based on recent
performance, which curbs financial
insti tutions’ risk propensity. Financial
executives that successful ly meet their
performance targets could be motivated to
adopt a more conservative approach to risk
in order to avoid compromising their
favourable current stance (Demsetz,
Saidenberg and Strahan, 1 996: 1 ) . No sign
is expected at the GGDP variable in the
model due to the potential presence of
these two opposite effects. GGDP data were
retrieved from the OECD8.

Money supply influences risk propensity in
the financial sector by causing interest rates
to change (Altunbas, Gambacorta &
Marrqués-Ibanez, 201 4). Increased money
supply appl ies downward pressure on the
monetary pol icy rate, which increases the
values of the real and col lateral ized assets
that financial insti tutions control . These
valuations compel financial insti tutions to
perceive their portfol ios’ default risks and
volati l i ty to be lower. As Bernanke and
Kuttner point out, these optimistic
assessments of risk encourage the use of
valuation techniques l ike VAR (Value-at-Risk)



that al lows financial insti tutions to
recapital ize their loan portfol ios by releasing
funds from their required reserves (2005).
Altunbas et al . adds that “changes in
measured risk by banks determine
adjustments in their balance sheets and
leverage conditions and this, in turn,
ampl ifies business cycle movements”(201 4:
98). This condition creates a simi lar effect to
that of a fal l in lending discipl ine as a result
of lower rates. When market rates decl ine,
financial insti tutions may feel encouraged to
screen their loan appl icants less
demandingly, which paves the way for
subprime lending—just as increased
competition on lending practices in the
sector would do (Ruckes, 2004).

The IShares S&P/TSX Capped Financials
Index Fund (TSX Fund from herein) is used
as an indicator of sectoral performance that
would influence risk-taking in the financial
sector. The TSX Fund is a mutual fund
“comprised of securities of Canadian
financial sector issuers l isted on the TSX,
selected by S&P using its industrial
classifications and guidel ines for evaluating
issuer capital ization, l iquidity and
fundamentals. ” The fund, which provides an
average value of the shares in financial
insti tutions in Canada, manages $847M
worth of assets in i ts consti tuent companies,
and has 29.2M outstanding shares. 69.31 %
of the assets the fund manages belong to
the five commercial banks analyzed in this
article (IShares, 201 4). The relationship
between share prices and risk propensity
fol lows a circular path: organizational risk
propensities shape the extent to which
businesses invest in the opportunities
avai lable to them, which in turn influences
their share values. As Epetimehin points out,
“Determining the risk propensity of an
organization wi l l help in determining the l imit
to which it can accept or take risks, which
eventual ly affects the value of the firm either
positively or negatively” (201 3: 335).
Consecutively, increases in share values act
as an indicator of executives’ effectiveness,

which subsequently drives executives to
sustain or increase their risk propensity in
order to respond to the shareholders’ growth
expectations. As Raghuram G. Rajan
explains,

[…] positive excess returns (the amount
by which returns exceed the returns on
the market) generate substantial inflows
whi le negative returns generate much
mi lder outflows—in short, inflows are
convex in returns. Thus an investment
manager’s compensation is directly
related to the returns he generates, but i t
is also indirectly related to returns via
the quantum of assets he manages,
which are also influenced by returns.
The superimposition of these two effects
leads to a compensation function that is
convex in returns, that is, one that
encourages risk taking because the
upside is significant, whi le the downside
is l imited (2005: 1 8-1 9).

This sectoral and direct relationship differs
greatly from the interplay between GDP and
CMRI , which is economy-wide and indirect
(Shen & Hu, 2007: 34). The share values
variable is included in the model as lagged
by one period in order to account for the
expectation that i ts value influences risk
propensity that is demonstrated in the next
period, and to avoid the possible
endogeneity problem. Thus, estimations are
expected to provide a positive sign for this
independent variable. Data for the TSX Fund
were extracted from TD Waterhouse’s
database that tracks fund values on a dai ly
basis (IShares Data: n.d. )9.

(Lagged) profi tabi l i ty is a firm-specific
independent variable in the model . I t shows
the total amount of profi ts (or losses) an
observed organization has made with
respect to its assets in the quarter prior to a
given one. The Profi ts/Assets formula (rather
than total assets) al lows us to maneuver the
scal ing issue given that the banks and credit
unions observed are typical ly of different



sizes. The underlying assumption in the choice
of this variable is that executive boards in
observed organizations would make their
managerial decisions based partly on the
profi tabi l i ty of their organizations in the last
quarter. The profi tabi l i ty variable is therefore
lagged by one period (quarter) in order to
reflect this reasoning, and also to avoid the
possibi l i ty of an endogeneity problem. A
relative assessment of profi ts in proportion to
the organizations’ assets is more l ikely to
motivate executives than profi t totals in
absolute terms, which would inform executives
about the company’s performance only
minimal ly, due to organizational size
differences across the sector. Variations in
lagged profi tabi l i ty derive from both time
(quarters) and cross-sectional (organizations')
dimensions. Profi tabi l i ty data were gathered
from periodic financial statements
(shareholder reports, balance sheets and/or
annual reports) made avai lable by the investor
relations offices in observed financial
insti tutions—onl ine and/or upon request.

The l ink between profi tabi l i ty and executive
performance is an organic element of
commercial rational i ty: commercial businesses
are establ ished to maximize their profi ts, and
accordingly their managers are hired to
accompl ish this goal . However, the same
rationale also harbors a moral hazard that
incentivizes excessive risk-taking among
executives. As Bebchuk and Spamann
observe, pay-for-performance schemes that
compensate executives largely in response to
profi tabi l i ty and share valuation reward

executives for profi tabi l i ty, but do not punish
them for losses. “Equity-based awards,
coupled with the capital structure of banks, tie
executives’ compensation to a highly levered
bet on the value of banks’ assets. Because
bank executives expect to share any gains
that might flow to common shareholders, but
are insulated from losses that the real ization of
risks could impose on preferred shareholders,
bondholders, depositors, and taxpayers,
executives have incentives to give insufficient
weight to the downside of risky strategies”
(201 0: 247). Nonetheless, increases in
profi tabi l i ty can also curb executive risk
propensity by el iminating the need for
managers to take on risks since their
organization already meets its performance
targets and the current state of the business
poses too large a stake to justify further risk-
taking. Because this risk-averting effect may
offset the opposite effect of risk
encouragement, no particular sign is
expected from the profi tabi l i ty variable in the
model .

Credit union CMRI scores are included in the
model as the dummy variable, and are
denoted as CU Dummy. Banks and credit
unions are identified as 0 (zero) and 1 (one),
respectively. The model is designed to control
for the risk propensity in credit unions whi le
holding the impact of al l other variables
constant—i.e. , . Thus, the
expected sign on the credit union dummy
variable is negative. Table 2 presents
descriptive statistics of the variables in the
model .



Figure 1 i l lustrates the historical trajectory of
the CMRI figures across banks and credit
unions between 2000 and 201 2. Linear
presentations of risk levels in commercial
and co-operative banks demonstrate that
credit unions display a more conservative
approach to corporate governance. Bank
CMRIs show a significantly lower standard
deviation than credit union CMRIs (1 .8% vs.
1 5.5%). However, they also appear to be
above credit unions’ CMRI level in al l

quarters observed. Average credit union
CMRI fluctuates between 0.8 and 0.9
whereas average bank CMRI floats within
the 0.94-0.97 interval . Average bank CMRI is
0.956, which is 1 8% higher than the average
credit union CMRI of 0.857. Commercial
banks’ higher risk absorbance provides
empirical support for the argument that their
higher risk propensity is an organizational
feature relevant to their ontological purpose.

The CMRI is distinct from the risk propensity
indices in the financial l i terature in several
ways. The (GRAI )
developed by Coudert and Gex points to “a
correlation with a negative sign between
price changes of the different assets and
their volati l i ty” (2006: 85). I t is designed to
be appl icable to a number of markets,
particularly currency and stock markets. The
diversity of asset classes it fi ts gives it a
more general character than the CMRI ,
which blends risk indicators that exist in the
balance sheets of financial organizations
only. Others such as the

(WP),
(UBS),

(LCVI ) , and

(ML) include
variables from fixed-income, equity, currency
and commodities markets1 0, and do not
focus solely on financial sector insti tutions
as the CMRI does. “Since these measures
combine many different types of risk
(l iquidity, credit, and market risks), the[ir]
subcomponents do not always move
together, ” and their scope ends up defeating
the purpose behind “combining the
components, [which] is to capture the
overal l risk propensity”(I l l ing & Aaron, 2005:
38). Dresdner Kleinwort’s

(ARPI ) , which shows the
“weighted average of seven indexes of
perceived risks: foreign exchange, equity,
credit, commodity, l iquidity, emerging market



and yield” (FX Week, 2008), and Lehman
Brothers’ Market Risk Sentiment Index
(MARS), which is the “two-day moving
average of the aggregate index [that
combines] market volati l i ty (one-year FX
impl ied volati l i ty and equity impl ied
volati l i ty) , EM event risk (EM CDS spreads
and EM equities), market l iquidity (G3 swap
spread), and risk propensity ratios (equity to
bond returns, gold price to gold equity
returns, and US equity P/E ratio)” (González-
Hermosi l lo, 2008) are vulnerable to the same
problem of over-comprehensiveness.

The CMRI also differs from other indices
such as the

(ICI ) ,
(BIS),
(GS),

(CSFB), and the
(BE) in two fundamental

ways: firstly, i t does not cater to the needs
and priori ties of particular organizations
such as the State Street Corporation, Bank
of International Settlements, Goldman
Sachs, Credit Suisse-First Boston, and the
Bank of England, which have developed
these indices for their corresponding
missions, respectively. Secondly, the CMRI is
an empirical index that fol lows a different
approach from these theoretical indices,
which are constructed against theoretical
backgrounds. As KPMG notes, “Thinking
about risk propensity is often unclear,
defini tions are vague and contradictory, and
the gap between theory and practice is

wide”(2008). The CMRI ’s sector-specific,
performance-based and non-overinclusive
design promises to provide focused and
rel iable information to market participants in
finance—primari ly banking consumers,
pol icymakers, and financial insti tutions.

3.3 Empirical results

Panel data analysis is employed on the data
that are bidimensional across time and
individual organizations. This technique
investigates the relationship amongst a
number of specific enti ties with regularly
repeated measurements over time. By
al lowing researchers to mitigate the
heterogeneity problem and distinguish and
observe individual/group effect and time
effect by means of fixed and random effect
analyses, panel analysis provides a more
informative and diverse, and less col l inear
conclusion with a higher degree of freedom
and efficiency (Baltagi , 2001 : 6). The
quarterly data used consti tutes a 1 0x52 long
panel matrix that provides observations for
risk and profi tabi l i ty in five commercial
banks and five credit unions, and for growth,
money supply and the TSX index in the
Canadian economy over a period of 52
quarters between 2000 and 201 2.

Estimation results are presented in Table 3.
The table presents the results of both OLS
and random effect estimations. F values and
Wald statistic for the estimations indicate
that the regression model performs wel l .



Impact of profi tabi l i ty (PROF) is found to be
statistical ly insignificant. This could be an
outcome of a correlation between
profi tabi l i ty and other independent variables.
Furthermore, rises in executive risk
propensity as a result of recent favourable
profi tabi l i ty performance may be offset by a
corresponding fal l in risk tolerance due to an
increase in future profi tabi l i ty prospects. As
the increases due to
improvements in efficiency, soft power from
organizational and personal relationships, or
new or increased penetration into less-
competitive markets, stakes may rise too
high to justify higher risk-taking. The
argument for a negative correlation between
franchise values and risk propensity bui lds
on a seminal work by Michael Keeley who
found that a long period of fal ls in franchise
values over the three decades fol lowing the
mid-1 900s led to a rapid rise in
organizational risk tolerance in the U.S.
banking sector in the 1 980s (1 990: 1 1 83). A
final and perhaps most instructive inference
to be drawn from the finding that profi tabi l i ty
is insignificant to organizational risk
propensity is that of a corporate culture in
which value maximization is attained
increasingly by forward-looking speculative
trading rather than backward-looking real
accounting.

This point is supported by the finding that
financial sector performance in the
securities market (TSX) influences
organizational risk propensity in a

statistical ly significant way. Modern
corporate culture that places a significant
emphasis on stock compensations leads to
a subordination of performance targets in
customer service, economic expansion and
labour practices to a crude aspiration to
maximize share values. This dynamic is
consistent with a substantial research
l i terature on executive compensation, which
documents the l ink between securities-
based compensation schemes with higher
propensities for business acquisi tions,
volati le instruments, and uneconomical
capital accumulations.

The roles of real output growth (GDP) and
money supply growth (M3) appear to be
statistical ly significant at a 95% level of
confidence in the random effect estimation.
This outcome endorses the argument that
improved economic prospects and the pool
of avai lable funds in the economy
encourage further risk-taking among
financial insti tutions. I t points to an arguable
negative correlation between conservatism
in the financial sector and in the
economy (rise in output and money
circulation). The OLS estimation, on the
other hand, indicates that the influence of
the factor is insignificant on the
observed dependent variable. I t appears to
concur with the ,
which argues that higher concentrations of
market share result in lower non-performing
loan ratios in periods of economic
expansion.

The panel data estimation results are
consistent with the theoretical expectation
that co-operative-type insti tutional ization is
associated with lower risk propensity in the
financial sector. The commercial form of
financial intermediation appears to
encourage risk-taking among financial

sector executives who face risk-driven
incentives for performance. Real growth in
output and money supply appear to
influence risk atti tude among financial
executives. As the present value of future
expected profi ts increase, financial
insti tutions take on a more conservative



rather than l iberal approach to risk.
Nonetheless, share values are found to be a
major factor behind organizational
perception of risk in finance. Publ icly
trading, profi t-maximizing financial
insti tutions provide a contextual incentive to
their leadership to assume higher risks than
their co-operative counterparts. This aspect
of corporate culture marks the distinction of
co-operative insti tutional ization that rewards
service and prudence rather than value-
maximization and aggressiveness. I t
confirms the hypothesis that credit unions
are measurably less responsive to
macroeconomic cl imate in terms of risk-
taking.

Co-operative financing has its own distinct
chal lenges as wel l ; however, these are
chal lenges that can be managed with
proper governance at the organizational and
sectoral levels. Improving the binding rules
and regulations within and outside credit
unions, executing external auditing, avoiding
external credit, and improving incentives to
attract savings are some of the ideas that
have been put forward to improve the
effectiveness of the internal checks and
balances within credit unions. Since prudent
governance complements the prudent spiri t
behind the co-operative form, credit unions
wi l l offer an increasingly advantageous and
stable option in 21 st Century banking.
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Examination of Stabi l i ty in Contemporary Pol i tical Economy” submitted to Ati l im University Insti tute of Social
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certain retirement accounts and $1 00,000 for other accounts.

4 The issue of international incomparabi l i ty can be mitigated by national ratifications of international laws that
mandate certain intervals for risk indicators, which narrows down the spread between maximum and
minimum values in the CMRI procedure.

5 , which are domestic, deposit-accepting insti tutions owned solely by Canadian enti ties
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Co-operatives During Crisis: The Reaction of Greek
Agricultural Co-operatives to the Economic Crisis

The Greek economic crisis had numerous consequences on
businesses and employment, leading the whole economy to the
edge of col lapse. One severe consequence for enterprises was
the very low l iquidity and a cash shortage in the market. In
response to this situation, companies cut off investment activi ty,
slashed wages and reduced personnel . I n the long term
however, companies wi l l have to reform and reconstruct their
business strategies by adopting more sophisticated solutions in
order to cope with the crisis and lead the whole Greek
economy to the post-crisis era. This is also the case for the
Greek agricultural co-operatives.

This paper conducts a strategic assessment of the Greek
agricultural co-operative sector in order to i l lustrate how it has
responded to the economic crisis and also to investigate its
strategic options for the future. Qual i tative research was carried
out during the first half of 201 3 using in-depth interviews with
co-operative executives in order to assess their co-ops'
financial si tuation and reaction to the crisis. This is the first
study undertaken in Greece relating to agricultural
co-operatives’ strategic management processes and how they
have responded to the crisis.

The analysis of our results shows that agricultural co-operatives
restricted their activi ties in response to the crisis, and were
eager to export their products. In addition, the cash shortage
forced them to rely exclusively on their members to finance new
economic activi ty. According to the co-operatives’ executives,
their future strategy excludes abandoning their activi ties or
sel l ing equipment and real estate properties, but does involve
exports, the hiring of more experienced personnel and
increased investments in marketing. These results could
provide helpful direction not only for agricultural co-operatives’
management boards but also for other agri-food businesses
operating within a severely restrictive economic crisis.

: economic crisis, Greece, agricultural co-operatives,
strategic management, l iquidity, investments

by Achi l leas Kontogeorgos, Fotios Chatzitheodoridis and

Efstratios Loizou



The Greek economic crisis, in i ts 6th year
in 201 3, has had numerous negative
consequences on businesses and
employment, leading the whole country’s
economy to the edge. One severe
consequence for enterprises is cash
shortage and low l iquidity. In response to
this situation, companies cut off
investment activi ty, slashed wages and
reduced personnel . At the same time, the
high rate of unemployment reduced
workers’ income resulting in a dramatic
reduction in consumption. This has fed a
recession cycle that cannot be broken
without radical economic reform for the
whole country. At the same time, individual
companies wi l l have to reform and
reconstruct their business strategies,
adopting more sophisticated solutions in
order to cope with the crisis and lead the
Greek economy into the post-crisis era.

The food production sector makes up
approximately 1 7% of the total number of
Greek enterprises, contributes 22% to
total employment and 21 % to annual
turnover in the manufacturing industry.
Thus, the importance of the agri-food
sector for the Greek economy cannot be
understated (IOBE, 201 0). On the other
hand, agricultural co-operatives, in total ,
make only a smal l contribution to the agri-
food sector (almost 8% of al l agri-food
enterprises). Despite their relatively smal l
numbers, however, agricultural
co-operatives play a crucial role in
improving the socio-economic status of
their members and local communities.
Greek agricultural co-operatives have
increased the negotiating power of
farmers and consti tute an important rural
development mechanism, as they
contribute to the economic viabi l i ty of
rural areas, especial ly in the less affluent
regions of Greece (Theodosiou et al . ,
201 0; Chatzitheodoridis et al . , 201 3). In
addition, agricultural co-operatives in

Greece command significant market share
in the ol ive oi l , table ol ives, wine and dairy
sectors.

Whi le Greek agricultural co-operatives
clearly play an important role in rural
economies, they have been found to
provide only l imited value for their farmer-
members (I l iopoulos, 201 2). This could be
explained by the number of “operational ly
inactive” agricultural co-operatives: many
existing co-operatives do not serve any
real business purpose, but their existence
is justified on a pol i tical basis. In the last
80 years, pol i tical intervention within the
Greek co-operative sector has been a
constant. Since the early 1 930s,
governments have used agricultural
co-operatives as a publ ic pol icy tool to
provide rural credit, organize agricultural
markets, and pol i tical ly influence co-op
members (Patronis, 2002). The
government's main method of intervening
in agricultural co-operatives' affairs has
been through co-operative legislation
(Karafolas, 2005). Ongoing
experimentation with different legal
frameworks and extensive pol i tical
intervention into the internal organization
and business decisions of agricultural
co-operatives led these organizations into
enormous troubles and high debt during
the 1 980’s and 1 990’s. In addition, in

"agricultural co-
operatives play a
crucial role in
improving the socio-
economic status of
their members and
local communities"



recent decades, several co-operative
leaders have used their position as a first
step for a pol i tical career in either the
national or EU parl iaments (Demakis, 2004).

The above-mentioned pol i tical interventions
had a negative impact on co-operatives’
positioning and competitiveness in the
marketplace. On top of these chal lenges,
agricultural co-operatives have had to
compete with investor-owned firms that
apply sophisticated management strategies
and marketing techniques. Only recently
(since the mid-1 990s) have co-operatives in
Greece engaged in systematic efforts to
reengineer their organizational structure and
business strategies to increase their value
added. Many agricultural co-operatives have
now become involved in secondary
processing activi ties, and have created their
own brands. A number of them also now
process Protected Designation of Origin
and Protected Geographical Indication
(PDO & PGI ) products. Despite these
advances however, and despite the fact that
many agricultural co-operatives have now
adapted management and marketing
strategies, marketing approaches are in
general weak, with products being far less
differentiated than those of large private
food producing firms (Sergaki and Semos,
2006, Salavou and Sergaki , 201 3). In
addition, the lack of strategic focus along
with a preference for production-oriented
strategies (Kyriakopoulos et al , 2004) has
made Greek agricultural co-operatives

extremely vulnerable (Benos et al , 2007) and
incapable of responding to rapid changes in
the markets (Novkovic and Power, 2005).
These strategic shortcomings were
ampl ified during the economic crisis.

Given the various chal lenges outl ined above,
there is a need to carry out a strategic
assessment of the agricultural co-operative
sector in order to evaluate the sector's
reactions to the economic crisis and identify
the most promising strategic directions for
the coming years. Unfortunately, the l imited
avai labi l i ty of co-operatives’ financial profi les
and sales data makes it necessary to rely on
expert assessments to obtain an accurate
picture of the Greek agricultural
co-operative sector. To this end, an
analytical study was undertaken during the
first half of 201 3, using in-depth interviews
with co-operative executives.

This paper is divided into three further
sections. The next section presents the
rationale behind the methodology, and an
outl ine of the questionnaire used in the
study. The fol lowing section presents
demographic information about the
executives participating in the study and
their co-operatives, and goes on to discuss
the findings of the strategic assessment as
wel l as identify the strategic actions for
Greek agricultural co-operatives going
forward. The final section presents the
conclusions of this study.

As already mentioned, there is unfortunately
no statistical data or previous experience to
draw on when making a strategic analysis of
the Greek agricultural co-operative sector
during the ongoing economic crisis, making
it necessary instead to rely on qual i tative
methods. By analyzing the current situation,
this study aims to identify alternative
management scenarios that could offer
potential solutions for the chal lenges the

sector is currently facing. This analysis is
based on the perceptions of agricultural
co-operatives’ executives, as wel l as an
assessment of the directions taken by
co-operatives' management boards in
response to the economic crisis. I t is our
bel ief that prel iminary research such as this
could be useful in drawing conclusions
about the strategies that the sector should
focus on in the future. Since formulating



alternative management scenarios is
subjective, i t requires the analysis of
qual i tative variables and subsequent
predictions employing an analytical method.
Analytical qual i tative methods can be used
for predictive purposes, i .e. extracting
information for future scenarios, as wel l as
for the analysis of particular issues for which
no prior studies are avai lable.

For this paper, in-depth interviews were
conducted with various co-operative
executives (general managers, presidents of
the elected boards of directors, and
departmental managers) in order to assess
both the problems currently faced by
agricultural co-operatives in Greece and the
possible solutions. In these interviews
conducted via the telephone, the researcher
asked open-ended questions and recorded
the respondents' answers. An invitation was
sent to co-operative's executives, firstly
through emai l and fol lowed up via
telephone, requesting their participation in
the survey. The topics of the interview were
announced to participants two to three
weeks in advance. The interview was
divided into three parts: in the first part,
respondents were asked demographic
questions relating to themselves and their

co-operative. The second part of the
interview consisted of two multi -i tem
questions, one concerning the management
techniques used by the co-operative and a
second one (a closed question using a 7-
point Likert scale) deal ing with the
co-operative's sources of funding. Both
questions referred to two distinct periods:
the first period being before 2009 (prior to
the crisis) and the second period being from
2009 unti l the spring of 201 3. The third part
of the interview sought the interviewee's
opinions on future strategies and tactics that
the co-operative sector could fol low in order
to overcome the effects of the economic
crisis. Participants were also asked to rank
the proposed strategies as either high or low
priori ty. In analyzing the results of the
interviews, the researchers sought to do two
things: firstly, to investigate how the
economic crisis has affected agricultural
co-operatives and, secondly, to determine
which management strategy(s) could be
implemented to help them overcome the
effects of the crisis. We bel ieve that the
qual i tative techniques employed in this
study wi l l yield useful information about both
the current status of Greek agricultural
co-ops and possible future directions for the
sector.

Twenty-four people employed in different
agricultural co-operatives took part in this
study. Their respective positions within
their co-operatives, along with some
demographic information, are presented
in Table 1 . I t is worth highl ighting that the
general managers have, on average, the

most work experience and the highest
levels of education; however it is also
worth noting that al l executives have a
significant amount of total work
experience (at least 1 3 years) and
considerable experience in their current
positions (more than 6 years).



Each respondent was asked to identify their co-operative's main activi ty, because the
majori ty of agricultural co-operatives in Greece are characterized as 'multipurpose, '
meaning they deal with more than one product or activi ty. Table 2a presents the
respondents’ answers to the question: “What is the main activi ty of your co-operative?”,
whi le Table 2b presents the answers to the question “Does your co-operative process food
products?” and also indicates whether the co-op processes food products labeled as
“Protected Designation of Origin - PDO,” “Protected Geographical Indication - PDI ” or both.

As we can see above, the majori ty of respondents are occupied in co-operatives whose
main activi ty is in the direct trading of cereals and suppl ies, although they engage in other
activi ties as wel l . Most of the co-operatives producing traditional or local products such as
ol ives and ol ive oi l , fresh fruit, wines, are run mainly (and sometimes exclusively) by women.



The remaining analysis is divided into two
parts. In the first part, we compare selected
indicators across the pre-crisis and crisis
periods. These indicators include total
turnover, exports, employee remuneration
and contract type, number of activi ties, and
an overview of funding opportunities and
their accessibi l i ty. In the second part, we
analyze the executives' intentions with
respect to how they wi l l steer their
co-operatives through the crisis period and,
more importantly, the post-crisis period. In
the tables below, responses were divided
into groups based on the agricultural
co-operatives’ main activi ty.

Table 3 presents the trends, as they were
observed by the co-operative experts, for a
number of selected indicators, compared
between the two examined time periods. I t is

worth noting that for almost al l co-operative
activi ties there is an increase in their total
turnover across the time periods, as wel l as
an increase in their exports. In our opinion,
this phenomenon is probably explained by
the aforementioned decrease in domestic
consumption that forced these co-ops to
seek new markets abroad. Although, on the
one hand, co-operatives began seeking
these new markets, on the other hand the
executives revealed a decrease in starting
new activi ties, buying new assets and
seeking new funds. We also see a trend in
decreasing labor costs as both ful l time and
seasonal personnel are reduced. This
situation indicates that co-operatives are
only turning to markets abroad in the crisis
era to del iver their excess production,
without making the necessary investments to
effectively claim a lasting market share.

I t is also interesting to note that
co-operatives deal ing with traditional and
local products, as wel l as those in the
canning industry, each face a completely
different situation than co-ops in the other
categories. The canning industry was
always export-oriented, with the vast
majori ty of their produce being exported.
Moreover the general characteristics of the
canning co-ops are completely different

than the other co-operatives: e.g. higher
turnover, and more employees working
seasonal ly with an increased seasonal
operational cost. On the other hand, the
co-operatives deal ing in traditional and local
products are mostly women's co-operatives,
operating at a local level with the primary
goal of providing additional income and
occupation to rural fami l ies. Without
neglecting their importance in social and



cultural l i fe and rural development, i t must
be said that these co-operatives' operational
priori ties are not primari ly financial , but
rather centred on providing rural women
with a means of achieving social integration
and personal empowerment: the additional
income source is of secondary importance.
Research indicates that their members’ lack
of professional ski l ls and unwi l l ingness to
undertake entrepreneurial risk has led them
toward an enterprise model that lacks
modern business methods in the areas of
qual i ty control , production systems,
organizational and managing technologies,
advertising and promotion, and the raising
of capital (Gidarakou et al . , 2000,
Lassithiotaki , 201 1 ) .

With the extent of the cash shortage in the
Greek market, even in recent years
(Manifava, 201 3) in mind, the next issue
examined was funding accessibi l i ty and

funding opportunities for the different types
of co-operatives. Across the board,
co-operatives’ executives reported that i t is
more difficult to access funds, especial ly
from private banks and European structural
funds. Their most rel iable funding source is
their members, however the data did not
show a clear trend indicating if i t was easier
or more difficult to access funding from
members during the crisis. This observation
could inspire a two-pronged quanti tative
research in this field: first, what would make
Greek farmers invest more in their
co-operatives and, secondly, how could
co-operatives motivate their members to
participate in their investment projects? A
recent study on the region of Thessaly for
the first decade of the 2000s showed that
agriculture received only 9.5% of publ icly
funded investments in the region, against
64.5% for industry and 26% for tourism
(Karafolas 201 3).

The third part of the analysis focuses on the
future plans of the co-operatives'
management. In the interviews, the
participants were asked to rank their
priori ties for future management activi ties. In
the table below, for each co-operative type,
the management strategies identified as
highest priori ty are characterized as “have
to” whi le the management strategies with
the lowest priori ty are characterized as

“avoid”. For almost al l the different types of
co-operatives, a first priori ty is to expand
their exports, to invest in marketing and to
create branded products. I t is worth
mentioning that wine co-operatives placed a
higher priori ty on differentiating their
products, attracting experienced managers
and motivating their staff with non-salary
benefi ts and motives.



I t is also interesting to note that fresh fruit
co-operatives identified their priori ty as
establ ishing co-operative networks.
Co-operative networks, strategic al l iances
and even mergers could permit the
concentration of the agricultural offer,
making it possible to offer agricultural
products at more competitive costs.
Taking into account the strong downward
price pressure exerted by the distribution
channels and hypermarkets, this strategy
could be compatible with a cost-reduction
strategy via the concentration of
agricultural supply. This observation would
require further quanti tative research to
determine which alternative strategy
(al l iances, networks or mergers) would be
most feasible.

Management strategies with the lowest
priori ty formed the “avoid” category. I t is
interesting that al l types of co-operatives
assigned a low priori ty to abandoning
activi ties and sel l ing equipment,
machinery and real estate. Greek
co-operatives are general ly multipurpose
co-operatives deal ing with many products
and activi ties. Even though is a common
management practice to abandon
activi ties that are not profi table, this is not
an option for Greek agricultural
co-operatives.

Efforts have been made in the past to
force agricultural co-operatives to merge
their activi ties into a single co-operative
organization, to no avai l . The lack of
mergers has resulted in excessive levels
of competition. For example, whi le the
prices that producers receive for their
extra virgin ol ive oi l have dramatical ly
decreased, eight federated ol ive oi l
co-operatives continue to compete
against each other in the smal l prefecture
of Chania on the island of Crete
(Oustapassidis et al . , 2000). The situation
is simi lar with respect to other products in
other regions (Kontogeorgos, 2001 ). I n
sum, the number of primary and
secondary co-operatives remains very
high relative to the needs of farmers and
market demand (I l l iopoulos, 201 2). At a
first glance the explanation for this
unwi l l ingness of agricultural co-operatives
to merge into larger businesses may be
explained by their leaders’ reluctance to
abandon their sometimes powerful
governance roles, in anticipation of the
decl ine in avai lable board positions after
the merger (I l iopoulos and Valentinov,
201 2).



The analysis conducted in the previous section
is not only useful to i l lustrate the reaction of the
Greek agricultural co-operative sector to the
economic crisis, but also because it provides
information to help bui ld strategies for
improving their competitiveness. The results of
the analysis could provide helpful directions not
only for Greek agricultural co-operatives’
management boards, but also for other
agricultural co-operatives operating under a
severe economic situation such as the Greek
economic crisis.

The first set of observations that must be
underscored in relation to co-ops' reaction to
the crisis is that Greek agricultural
co-operatives have increased their exports.
This was reported by al l participants and is
considered a main part of their future strategic
plans. However, agricultural co-operatives
seem unwi l l ing to start new activi ties and
consequently they are not interested in buying
new assets (eg. machinery and equipment)
and thus, they are not seeking any additional
funding sources. At the same time, most of the
co-operatives (except those deal ing with
canned fruits) are trying to reduce their labour
costs (and consequently, their personnel)
regardless of whether their staff are ful l time,
part time or even seasonal employees.

The second key observation is that al l types of
Greek co-operatives face difficulties in funding
their activi ties. According to the research
participants, i t is easier to seek funding among
their members than from credit insti tutions and
the publ ic sector. Moreover, the whole
Mediterranean agriculture and co-operative
farming sector suffers from a marked lack of
financing (Campos-Cl iment, et al , 201 2). Greek
agricultural co-operatives should search for
new sources of funding apart from publ ic
funds (grants and subsidies) and traditional
credit insti tutions. I t is necessary for
co-operatives, for the successful
implementation of the aforementioned
strategies, to develop functional funding
strategies and ensure appropriate funding
sources for improving and promoting the

characteristics of their products.

The co-operative executives who took part in
this study revealed their intentions for future
strategic action. The ini tial results showed that
exports, new markets, and marketing
investments to strengthen the brand are among
their first priori ties across al l d ifferent types of
co-operatives. However, co-operative
executives in the wine sector set their first
priori ties as differentiating themselves from
other companies (mainly the IOF) and
attracting experienced managers using non-
salary motives. These priori ties show that these
co-operatives are fami l iar with the strategies
used by the IOF. Another difference was seen in
co-operatives deal ing in fresh fruit: their highest
priori ty is seeking to create networks in order to
expand their activi ties. Whi le there was some
diversity in high priori ty i tems, there was ful l
agreement on what was not a priori ty: al l
co-operatives’ executives strongly bel ieve that
co-operative organizations should not abandon
their activi ties or sel l their assets (especial ly
their real estate property).

I n conclusion, these results show, firstly, that
Greek agricultural co-operatives during the
economic crisis have “frozen” their activi ties
whi le seeking to export their excess
production. Secondly, there is a l iquidity
shortage for the co-operatives that forces them
to rely on their members to finance any new
economic activi ties. Their future strategies,
according to the executives interviewed in this
survey, exclude abandoning activi ties and
sel l ing equipment and property, but include the
promotion of exports, increased investments in
marketing (co-operative brands), and the
recruitment of experienced personnel .

Although this research is l imited because it
uses only qual i tative data, i t makes an
important contribution to describing the
reaction of the Greek agricultural co-operative
sector to the economic crisis, and also helps to
identify strategies which could improve the
future competitiveness of Greek agricultural
co-operatives.
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Evaluating Mergers in the Japanese
Co-operative Sector

There exist legal provisions for mergers and
business transfers of co-ops in Japan, but the
process of mergers has differed significantly
between the realm of agricultural co-operatives
and that of consumer co-operatives. Agricultural
co-ops had been pushed to merge in order to
cope with the financial crisis in the 1 950s,
through the Law Promoting Mergers of
Agricultural Co-ops, passed in 1 961 . As a result,
the number of agricultural co-ops has been
drastical ly reduced whi le further restructuring of
economic functions has been sought through
mergers between prefectural and national
federations since 1 991 . In contrast, consumer
co-ops have merged spontaneously and their
number has slowly reduced. As a result of these
mergers, major co-ops operating in the whole
prefecture were created in most prefectures in
the 1 980s. In the 1 990s consortia were founded
to attain economies of scale as inter-prefectural
buying centrals.

The performance of the merged co-ops is mixed.
Whi le the average membership of agricultural
co-ops doubled during 2000-2008, smal ler
co-ops have shown better performance than
larger ones in terms of sales-per-member and
labor productivi ty. I t is also pointed out that the
closure of branches as a result of the mergers
resulted in the loss of members’ contact and
(therefore) patronage with their co-ops. In the
case of consumer co-ops, the larger co-ops have
general ly performed better than the smal ler ones.
However, the larger a co-op becomes, the more
difficult i t is to maintain member participation.

: merger, consortium, regional society,
governance, agricultural co-operatives,
consumer co-operatives, Japanese co-operatives

by Akira Kurimoto



The Agricultural Co-operative Law in
Japan provides for both mergers and
business transfers of agricultural co-ops,
but the progress has been very slow. The
financial crisis in Japan in the 1 950s
prompted the government to push
agricultural co-ops to merge into larger,
more economical ly viable enti ties: to this
end, the government passed the Law
Promoting Mergers of Agricultural Co-ops
in 1 961 . As a result, the number of
Japanese agricultural co-ops has been
reduced from ca. 1 3,300 in 1 950 to 4,200
in 1 985, and only 725 in 201 0. In some
prefectures, in fact, the remaining
independent co-ops have merged into a
single prefectural society. Since 1 991 , the
restructuring of economic functions has
been sought through mergers between
prefectural and national federations
(Zenkyoren, Zennoh and Norinchukin
Bank).

Consumer Co-operative Law had confined
consumer co-ops in Japan to operating
within specific prefectures unti l 2007.
Within prefectures there has been some
spontaneous merging and the total
number of consumer co-ops shrunk from
730 in 1 991 to ca. 600 in 201 0. As a result,
major co-ops operating in the whole
prefecture emerged in most prefectures.
Consortia were then founded to attain
economies of scale in the 1 990's—these
are known as inter-prefectural buying
centrals. In 2007 Japanese law was
amended to al low mergers between co-
ops in adjacent prefectures, and since
that time, mega-co-ops continue to be
created through mergers among major
co-ops. In the field of insurance co-ops,
national societies were created (Zenrosai
and JCIA).

The performance of the merged co-ops
shows mixed results. Whi le the average
membership of agricultural co-ops has
doubled from 6,400 to 1 2,330 during
2000-2008, smal ler co-ops have enjoyed
better performance than larger ones in
terms of sales-per-member and labor
productivi ty. I t is also pointed out that
closure of local branches resulted in the
loss of members' contact with co-ops,
with a resulting loss of patronage. In the
case of consumer co-ops, larger co-ops
have general ly enjoyed better
performance than smal ler ones in terms of
sales-per-member and labor productivi ty.
However, the larger a consumer co-op
becomes, the more difficult i t is to
maintain member participation.

This paper wi l l describe the legal
framework pertaining to mergers of
co-operatives in Japan, and describe the
various consol idation processes that have
occurred through mergers since 1 945. I t
wi l l then evaluate the outcomes of the
mergers both from a business and
associational perspective. Final ly, i t wi l l
outl ine several questions for further
research.

"I n the case of
consumer co-ops,
larger co-ops have
general ly enjoyed
better performance"



The Agricultural Co-operative Law (1 947) provides for mergers and
business transfers of agricultural co-ops (Art. 44, 46, 50.2, 65-69).
There are 2 types of mergers: the consol idation-type merger in which
existing co-ops are l iquidated to create a new co-op with pooled
property and membership, and the absorption-type merger in which
one co-op takes over another co-op’s property and membership.
Co-ops have preferred the former whi le joint-stock companies have
mostly adopted the latter. The financial crisis in the 1 950s prompted the
government to push agricultural co-ops to merge into economical ly
viable enti ties through the Law Promoting Mergers of Agricultural
Co-ops. This law was passed in 1 961 , and aimed to promote mergers
through the provision of grants and other assistance to establ ish a
financial basis for merging co-ops. Upon the prefectural governor’s
approval of management plans for mergers, the government would give
grants to prefectures to cover expenses relating to the acquisi tion,
bui ld ing and improvement of necessary faci l i ties, costs of consulting to
the prefectures and co-operative federations, etc.

The Consumer Co-operative Law (1 948) also provides for mergers and
business transfers of consumer co-ops (Art. 40, 42, 50.2, 65-71 ). The
original law contained several insti tutional constraints: co-operatives
were not al lowed to trade with non-members, establ ish wholesale
societies, trade in other prefectures or engage in the credit business.
The restriction on co-ops trading only within their home prefecture often
prevented them from serving consumers who l ived in a co-op’s
catchment area but whose home address was registered in another
prefecture. This restriction proved to be anachronistic as the economy
expanded to a global scale and beyond to cyber space. Under such
circumstances, co-operatives had to adopt a strategy of establ ishing
regional federations (consortia) in the 1 990s instead of merging into
regional societies. This solution bypassed the restriction, but left co-ops
facing the governance problems of how to maintain members' influence
whi le seeking efficient business operations and how to strike a balance
between central ization and decentral ization. The Amendment Law was
presented in the Diet (the Japanese Parl iament) in Apri l 2007 and
unanimously passed in May. Regarding the business operations of
consumer co-ops, the strict rules were relaxed to some extent. For
example, the legal business operating area, which had been restricted
to within a single prefecture, was extended to adjoining prefectures
when necessary for the implementation of a retai l business. This
enables co-ops to make inter-prefectural mergers to enhance their
economies of scale and address the governance problems associated
with the dual board structure in co-op consortiums.



3.1 Mergers of agricultural co-ops

The mergers of agricultural co-ops have
been promoted by insti tutional
arrangements. In 1 950, more than 1 3,000
co-ops existed at the vi l lage level , most of
which were based on rural traditions;
however, most of them were too smal l to be
economical ly viable, and many were fai l ing
due to unprofi table assets carried over from
the pre-war days. I t was imperative to save
these ai l ing co-ops, and establ ish new,
financial ly healthy co-operative enterprises
as part of the government program to
implement measures for modernization of
agriculture and rural l i fe. Since the Law
Promoting Mergers of Agricultural Co-ops
took effect in 1 961 , mergers were
accelerated and the number of co-ops
drastical ly reduced; from cca.1 2,000 in 1 960
to 6,000 in 1 970, and 4,200 in 1 985. In 1 988
the 1 8th National JA Congress resolved to
work to further consol idate the sector to only
1 ,000 co-ops by 2000 in order to strengthen
business and management functions. In the
1 990s, the l iberal ization of the banking
industry pushed co-ops to make further
mergers to cope with stiffer competition,
and the number was consol idated to 725 in
201 0 (See Figure 1 ).

Mergers were also prompted by large-scale
merging of municipal i ties (cities, towns and
vi l lages) since the three-tier system of
agricultural co-ops had been organized in
paral lel with the publ ic administration
system. Co-ops had been obl iged to
implement government agricultural pol icy
and it was convenient for them to have
structures corresponding to the
governments at national , prefectural and
municipal levels. Based on the Local
Autonomy Law and other special laws, the
restructuring of municipal i ties was
vigorously carried out after the Second
World War; the number of municipal i ties in

Japan sharply dropped from 9,868 to 3,472
during 1 956-1 961 (the so-cal led Grand
Merger of the Showa era), and from 3,234 to
1 ,821 during 1 999-2006 (the Grand Merger
of the Heisei era). Meanwhi le the number of
co-ops fel l below the number of
municipal i ties in 1 992 and is now less than
half of the latter. As a result, the average
size of agricultural co-ops grew to more
than 1 3,000 members and in the prefectures
of Nara, Kagawa and Okinawa, single
prefecture-wide societies emerged. In the
case of the Kagawaken Agricultural Co-op,
co-op membership exceeds 1 33,000.

The JA group1 used to operate under a
three-tier system including primary,
prefectural and national levels. As
mentioned above, this corresponded to the
Japanese administrative system (municipal ,
prefectural and national governments),
which helped co-ops to coordinate publ ic
pol icies but became inefficient due to multi -
stage handl ing. In 1 991 , the 1 9th National
JA Congress resolved to consol idate to a
two-tier system, el iminating the prefectural
level . Since then, the restructuring of
business functions has been sought through
mergers between prefectural and national
federations. The insurance business was
consol idated to Zenkyoren (National Mutual
Insurance Federation of Agricultural
Co-ops), whi le the banking business is
undertaken by Norinchukin Bank (Central
Co-op Bank for Agriculture, Forestry and
Fisheries) and 38 prefectural JAs. The
supply and marketing business is mostly
handled by Zen-noh (National Federation of
Agricultural Co-ops) but 1 2 prefectural
federations and societies operate
independently. (See Figure 2). The non-
business functions for publ ic relations,
education and auditing are carried out by
JA prefectural unions and JA Zenchu
(Central Union of Agricultural Co-ops).



3.2 Mergers of consumer co-ops

In contrast with agricultural co-ops, consumer co-ops have tended to merge spontaneously
at their own initiative. That said, the total number of consumer co-ops steadi ly increased
unti l 1 990, as new co-ops were founded in every prefecture (See Figure 3). Since then,
even though membership has continued to grow, the total number of co-ops has started
decl ining because mergers have outnumbered start-ups . The JCCU (Japanese Consumer
Co-op Union) began to advocate a pol icy of consol idation of co-ops fol lowing its European
counterparts. As a result, major co-ops operating within an entire prefecture were created
in most prefectures by 1 990. Some competing co-ops with different strategies coexist in the
huge market of megalopol ies (See Table 1 ) . Most mergers were pro-active, undertaken to
accompl ish economies of scale; however some were passive, undertaken to save ai l ing
co-ops.



To accompl ish economies of scale under
the insti tutional constraint of being confined
in operating area to within a given
prefecture, starting in 1 990 consumer
co-ops began to create regional consortia
(business federations)—a legitimate form of
consol idation. I t is up to each primary co-op
to decide whether to join a consortium; and
if so, which functions they delegate to it and
how much they buy from it. The voluntary
nature of this arrangement has resulted in a
slow and diverse integration of business
functions in consortiums. Now two major

co-ops and thirteen consumer co-operative
consortiums cover most parts of Japan. The
second largest co-op, Co-op Sapporo, has
achieved ful l -fledged concentration of al l
consumer co-ops in the prefecture of
Hokkaido Island through mergers and the
transfer of engagements, whi le Co-op Kobe,
the largest co-op, has developed a strategic
al l iance with i ts sister society, Osaka Kita
Co-op by sharing merchandising functions
and human resources. Today, these major
co-ops and consortiums account for 90% of
consumer co-ops’ business (See Table 2).



The most important function of a consortium
is to buy products col lectively from
manufacturers and wholesalers at reduced
prices. In many cases this has been
accompanied with the development of
regional CO-OP labels as a result of
consol idating simi lar labels owned by
primary co-ops. The extent of integration of
buying and related business functions varies
from one consortium to another, largely
depending on consensus on business
strategies among affi l iated co-ops. The
concentration of buying activi ties taken on
by the consortiums ranges from 49% to
1 00%. The consortiums in the greater Tokyo
area have concentrated purchasing and
logistic functions and invest in physical
distribution/food processing faci l i ties on
behalf of affi l iated co-ops. In contrast, the
consortiums in Japan's northern and
western regions take on only l imited
functions on behalf of their member
co-ops—nearly half of al l commodities sold
to consumers are independently procured
and distributed by the primary co-ops.

Col lective buying has lowered wholesale
prices of products for Japanese consumer
co-operatives, as wel l as other expenses.
The third largest co-op, Co-op Tokyo, joined
the Co-opnet Federation in 1 999 and

successful ly reduced their purchasing price
by ca. 2 percent. These advantages were
obtained in mass-produced processed
foods. Whi le CO-OP brands have been
emphasized to give co-operatives a
competitive edge, other manufacturer’s
brands are also jointly procured in the
interest of lowering prices. Even though
many primary co-ops and regional
consortiums have developed their own
co-op labels, they have not always
succeeded in making their prices sufficiently
competitive, or adequately differentiating
their products' qual i ty. As a result, in 2000
Co-opnet Federation decided to partner with
the JCCU in 2000 to integrate their CO-OP
brand products and achieve more
competitive prices.

The consumer co-operative consortiums, as
second-tier organizations, have a delegate
governance structure. The general
assembly, made up of delegates elected
from each primary co-op, is the consortium’s
supreme decision-making body: i t elects the
board of directors who have the authority to
run the organization. I t is interesting to note
that whi le in primary co-ops, lay board
members elected from the membership
consti tute the majori ty of the board, with a
smal ler number of executives, in the



consortiums, the majori ty of the board
members are professional fu l l -time executive
directors, most of whom are nominated by
primary co-operatives. One would expect
that such interlocking directorates enable
effective decision-making and mitigate
potential confl icts between consortiums and
primaries. However, the coexistence of the
primaries’ and consortium’s boards can also
compl icate the decision-making process,
increasing transaction costs and requiring
more time. Some argue that this
organizational structure al ienates individual
co-op members from governance and does
not al low for their opinions to be reflected in
the decision-making of the consortium’s
board; that said, the issue of how to ensure
member participation in large-scale
organizations is a common problem,
whether they are federated or not.

The functions of consortiums and non-
federated primary co-ops often overlap. To
address this, Co-opnet Federation, Co-op
Tokyo and Saitama Co-op have consol idated
their buying and administrative functions to
reduce overal l costs. In fact, they are
heading for a de facto merger, which
became possible as a result of the
amended Consumer Co-operative Law in

2007. In contrast, Seikatsu Club Co-ops in
Tokyo and Kanagawa Prefectures made the
decision to divide into smal ler co-ops and
daughter co-ops with less than 20,000
members were created to ensure more
effective member participation in 1 993 and
2004 respectively.

Based on the amended Consumer
Co-operative Law, the insurance business
was separated from the primary co-ops and
integrated into the Japan CO-OP Insurance
Consumer Co-op Federation (JCIF) in 2009.
On the other hand, medical co-ops founded
their own Japanese Health and Welfare
Co-ops Federation (HeW Co-op) in 201 0.
Now the JCCU is a national apex
organization for al l types of consumer
co-ops (See Figure 4). Al l primary co-ops
(retai l , insurance, health/welfare and
housing) have to affi l iate with prefectural
unions, although retai l co-ops can instead
join consortiums on a voluntary basis.
Co-ops in the fields of insurance,
health/welfare, housing and post-secondary
education affi l iate with JCCU through their
national federations (Zenrosai , JCIF, HeW
Co-op, Zenjuren-National Federation of
Housing Co-ops and NFUCA-National
Federation of University Co-ops).



When we analyze the outcomes of mergers, we need to
evaluate from both a business and associational perspective;
that is, we need to evaluate both performance and member
participation. The former is evaluated to gauge to what extent
greater efficiency (one of the key objectives of mergers) is
attained, whi le the latter is evaluated out of concern about
how member participation can be maintained in larger
organizations.

The mixed performance of merged co-ops has been
observed. Whi le the average membership of agricultural
co-ops has doubled from 6,400 to 1 3,370 during the 2000-
201 0 period, i t was in fact the smal ler co-ops that enjoyed
better performance in terms of deposits and sales per
member, as wel l as in labor productivi ty (See Table 3). These
mergers often led to various rational ization measures
including integration/closure of branches/faci l i ties, which
enlarged the distance between co-ops and members and
therefore resulted in the loss of members' contact with their
co-ops and, subsequently, a loss of their patronage. Thus,
many of the merged co-ops seemed to be caught in a
‘negative spiral ’ in which the reduced co-op services drove
members away, which led to a reduction in the volume of
transactions and necessitated further rational ization. In this
regard, i t can be concluded that agricultural co-ops have not
so far been able to real ize the enhanced efficiency benefi ts
which they had expected to attain from the mergers, and yet
sti l l maintain member participation. At the same time
however, i t is worth considering that without these mergers,
some co-ops might have gone bankrupt in the wake of
financial l iberal ization and the lower credibi l i ty of agricultural
co-ops general ly. In addition, in recent years, larger co-ops
have been attracting more qual i fied graduates as candidates
for the board. The debate on mergers is sti l l ongoing;
proponents insist that the benefi ts of economies of scale
cannot be ignored, whi le opponents are concerned about the
desire for business efficiency (if any is in fact gained),
superseding associational effects. According to a
questionnaire survey on merged co-ops2, benefi ts were
‘strengthened strategy and control functions’ (36.7%),
‘strengthened business functions’ (33.4%), and ‘improved
financial structure’ (23.2%), whi le problems included
‘decreased member patronage’ (53.6%), ‘d ifficulty of
governance according to members' wi l l ’ (49.1 %), and
‘difficulty in coordinating business operations’ (39.9%).



I n the case of consumer co-ops, mergers and integration of business functions led to the
highly integrated consortium structure to which most consumer co-ops now belong.
Although there are a number of core characteristics shared among Japanese-style
consumer co-ops, a variety of co-op types can be distinguished in terms of their basic
orientation, membership composition, business format, and so on. A wide spectrum exists
from business-oriented mainstream co-ops seeking to involve a majori ty population, to
social movement-oriented co-ops addressing a minority of the population. In most
prefectures a major co-op competes with several smal ler co-ops (such as Pal System
Co-op and Seikatsu Club Co-op) (Consumer Co-operative Insti tute of Japan, 201 0: 1 4-1 7).

When we look at a comparison of both patronage and performance across different types
of consumer co-ops, we can see that the larger co-ops general ly enjoyed better
performance than the smal ler ones in terms of sales-per-member, return on assets and
labor productivi ty (See Table 4). However, in smal ler co-ops the share-per-member is larger,
which means that members' loyalty is di luted in larger organizations.



I t can also be observed that the larger a
co-op becomes, the more difficult i t is to
maintain member participation. Since major
co-ops already have a huge membership of
hundreds of thousands, they have
developed organizational structures to
faci l i tate effective member participation as
much as possible. Starting from Han groups
(for making/receiving orders and
communication) consisting of several
members at the neighborhood level , many
co-ops then set up intermediary bodies
such as district/shop committees at the
primary school district level and
area/regional committees at the municipal
level . These bodies faci l i tate co-operative
governance at the local/regional levels and
also faci l i tate each co-op’s involvement in
the affairs of the communities where they
operate. The active members in Han groups
often find ways to involve themselves in a

wider scope of activi ties, and also to
assume greater responsibi l i ty for co-op
affairs. In this way they are able to cl imb up
the echelon of co-operative administration,
first as committee members, then as
delegates to an AGM or as board members.
That said, with the shift in l i festyle of the
average co-op member, corresponding with
a decl ine in Han groups, the patterns of
member participation are also changing:
members are expecting to be able to
participate in a wider variety of ways, mostly
thanks to digital technology advances
(Consumer Co-operative Insti tute of Japan,
201 0: 27-44). For example, before the
foundation of Co-op Mirai (Co-op Future) in
March 201 3, a large number of members
were consulted on the merger in a variety of
ways and the overwhelming majori ty
expressed approval3.

I n the global ized economy, the size of an
organization tends to continue to increase in
order to survive in a highly competitive
world. As such, i t seems inevitable that
Japanese co-operatives wi l l have to achieve
a critical size and consol idate their
economic power in order to compete with
national and transnational enterprises.

In 2007, the amended Consumer
Co-operative Law al lowed consumer co-ops
operating in individual prefectures to merge
with co-ops in adjacent prefectures, under
the condition that they needed to do so in
order to remain competitive in the retai l
business. Thereafter, a number of mega-
co-ops were created by mergers among
major co-ops: Co-op Kobe absorbed Osaka
Kita Co-op in Apri l 201 1 ; Co-op Tokyo,
Co-op Saitama and Chiba Co-op merged to
create Co-op Mirai in March 201 3; and
Co-op Kanagawa, Co-op Shizuoka and
Co-op Yamanashi merged to Ucoop in
March 201 3. These new mega co-ops have
impressive membership: Co-op Kobe boasts

1 .7 mi l l ion members, Co-op Mirai has 2.8
mi l l ion and Ucoop has 1 .8 mi l l ion. There are
some pros and some cons related to these
mega mergers, but there is certainly a
consensus that the larger these
organizations grow, the more efforts wi l l be
needed to ensure they remain responsive to
their members' needs as they work towards
increasingly efficient business operations
and effective member participation.

However horizontal merges and vertical
integration resulted in mixed performance,
with many co-ops not yet exploiting the ful l
potential of their new economies of scale,
yet losing associational ties with their
members.

"Japanese co-operatives wi l l
have to achieve a critical size
and consol idate their
economic power in order to
compete"



Several questions sti l l need to be
addressed: Firstly, which structure provides
the most benefi ts overal l—consortiums with
a federative structure or regional co-ops
formed after mergers? Second, what is the
appropriate size of federated or merged
organizations, for different businesses
sectors (e.g. supply/marketing/retai l ing or
banking/insurance)? Thirdly, how can
performance be improved without

compromising member participation?
Fourth, how can governance functions be
improved in these large-scale organizations?
In order to answer these questions, we first
need to define the criteria for evaluation. At
the same time, we need to be able to
analyze the changes in performance of both
merged and separated co-ops over time,
through the col lection of panel data.
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Does the French Contractual ization Law Help
Agricultural Co-operatives Mitigate Price Volati l i ty?

I n the context of the agricultural price
volati l i ty crisis and major changes in
European market regulation tools, France
has recently introduced new contractual
agreements between producers and agri-
food shareholders. The measures in the
Loi de Modernization Agricole (LMA,
201 0) are aimed at guaranteeing
sustainable income for farmers. We
analyze the impl ications of this legislative
contractual ization for farmers and their
agricultural co-operatives. Our results
show that the differences between existing

co-operative contracts and the recent
legislative contractual ization can vary both
in the function of (i ) product price
determination, and (i i ) agri-food supply-
chains, according to low or high added-
value product differentiation.
Unfortunately, at this stage, LMA is only
able to offer a partial solution to the
problem.

: contract, supply-chain,
income, farmer, agricultural co-operatives

by Maryl ine Fi l ippi

Traditional ly, the Common Agricultural
Pol icy (CAP) has used several different
price supports, tariffs, or export subsidies
to support the agricultural sector. However,
the CAP has been evolving and as a result
of this, together with the “Agenda 2000”
reforms, intervention prices have been
reduced and, for several products, direct
payments have been introduced (Hanisch
and Rommel, 201 2; Chatel l ier and
Guyomard, 201 2). This reduction in
subsidies is aimed at supporting market
prices resulting from the gradual
dismantl ing of the CAP and this, together
with an increased demand for food
products, contributes to the strong
volati l i ty of raw material prices1 (Hanisch
and Rommel, 201 2; Deloitte, 201 2).

World price movements are felt differently
in regional or local markets and are
manifested in various pol icy responses,

exchange rate movements, competition
pol icies, market structures and degrees of
market openness (Interagency Report,
201 1 ) . Factors that explain these
differentials and contribute to the volati l i ty
in world prices of agricultural raw
materials include exogenous factors such
as the impact of cl imate change on farm
yields, and the possible non-rational
expectations of economic agents in the
short run (Gohin, 201 2). Such volati l i ty2

has had considerable repercussions on
producers, their economic organizations
and the organization of food supply
chains (Interagency Report, 201 1 ) .

Al l this increases the risk of uncertainty
concerning production cost levels, and
consequently the viabi l i ty and income of
producers. Faced with on-going crisis, the
French Publ ic Authorities have introduced
a pol icy based on contractual ization



between supply-chain stakeholders via the 201 0 Law of
Agricultural Modernization3 (Loi de Modernization Agricole,
LMA) with the objective of stabi l izing farmers’ income. This
publ ic pol icy contractual ization seeks to replace current
systems of coordination between farmers and their
co-operatives with legal ly recognized contractual agreements.
In France, three farmers out of four are members of agricultural
co-operatives: 60% in marketing and 40% in the agri-food
processing sector. How does this Contractual ization Law help
co-operatives, and what effects could it have on the stabi l ization
of supply-chains and/or producers' income?

This article investigates the way in which publ ic
contractual ization contributes to loyalty to co-operatives in order
to deal with the price volati l i ty crisis. We first address the
question of members’ income determination and then consider
the differences between publ ic and co-operative contracts, to
examine their impact on the stabi l ization of owner-members’
income. Economic l i terature has underscored the interest in,
modal i ties for, and risks of using contracts, defined as
commitments between parties. Can publ ic contractual ization be
opposed to co-operative contracts? Since there are no
statistical studies currently avai lable on the effects of the LMA
on farmers and their co-operatives, our methodology is based
on “expert opinions, ” analyzing the nature of the contracts
concerned, and taking into account effective co-operative
income. Examples from the dairy and meat sectors have been
highl ighted, since they were amongst the first to have the LMA
appl ied to them. Our analysis shows that the LMA only partial ly
stabi l izes both producer and co-operative incomes.

The determinants of producer income include product
differentiation, supply-chain organization, and the way in which
product prices are establ ished (Malpel et al . , 201 2). This is why
producers organize themselves into strong co-operatives in
order to address these chal lenges. Our aim here is not to
confront the two modes of contractual ization but to examine
how they can be used together to stabi l ize farmers’ income,
which is heavi ly impacted by raw material price volati l i ty.

The paper is organized as fol lows: Section 2 describes the
specifici ties of French legislative contractual ization and
co-operative contracts. In particular, we focus on the impact of
co-operative contracts on producers’ income. Section 3 deals
with the consequences of the new pol icy for farmers,
co-operatives and supply-chains. I t also considers the
organization of Producer Organizations (POs) and the
downstream levels, concluding that the LMA offers only a partial
solution for stabi l izing farmers’ income.



LMA contracts and co-operative contracts
are two alternative modes of intervention,
the former being publ ic, the latter private.
Even though they focus on the same
objective to stabi l ize producer income, the
LMA does not recognize the co-operative
contract, since its characteristics do not
conform to the LMA’s own specific defini tion
of a contract. In order to understand the
exact scope of the LMA contract and how it
works, we first study its modal i ties. We then
examine the ways in which the LMA contract
and the co-operative contract differ,
including their differing effects on stabl izing
owner-members’ co-operative income.

2.1 LMA contractual ization as a negotiating
tool for supply-chain stakeholders

France, within the insti tutional European
context, has opted for contractual ization
between producers and their buyers via the
LMA. This contractual ization pol icy aims at
encouraging the different stakeholders to
establ ish agreements to fix prices and
quanti ties.

The goal of these purchasing contracts is to
smooth out price variations in order to avoid
any excessive rise in costs between the
different parties, including consumers,
within the supply-chains. The underlying
principle is to sign five-year contracts
committing the parties to a certain volume
of agricultural products, and fixing the
modal i ties of price determination throughout
the supply-chain in order to combat price
volati l i ty. For example, the Mi lk Price
Agreement establ ished a differential pricing
scheme with the objective of increasing the
producers’ share in the added-value within
the supply-chain.

The dairy, frui t and vegetable supply-chains
are particularly affected, even though the

meat and cereal supply-chains have also
started to implement certain
contractual ization measures. I t should not
be forgotten that price determination is
related to the specifici ties of each supply-
chain. Article 1 2 of the Law4 defines the
characteristics of sales contracts for
agricultural products, which are the object
of the contracts between farmers and
co-operatives as wel l . LMA sale contracts
can become compulsory in the case of
such products as mi lk, frui t and vegetables.
The Law therefore imposes contractual
requirements on agricultural co-operatives
deal ing in these sorts of products.

2.2 Co-operative contracts as a tool for
stabi l ising owner-members’ income

A co-operative contract between owner-
members and their co-operative
contractual izes the commitment of both
parties. Even though membership in a
co-operative is free and voluntary, a
formal ization of this engagement represents
the legal foundation for this joint
commitment.

Terms for a typical co-operative contract
include the obl igation of a co-operative to
col lect the total production of i ts members
and/or provide them with the best service
possible; the owner-members must, in turn,
commit themselves to supplying their
production to the co-operative (ICA
Principles, 1 995; Fi l ippi et al . , 2006).
Members’ production contribution to their
co-operative needs to be exclusive (apport
total ) in the fruit and vegetables sectors in
France but in other cases this may vary, as
in the case of meat or cereals. The
co-operative statutes detai l the extent and
the duration of the commitment (a minimum
of three years and, on average, five years),
and the level of contribution that is required



regulated by internal rules and regulations.

A farmer's annual income from their
co-operative is usual ly based on an
“average price” (particularly when markets
are stable). This is composed of “fixed
advance payments”, paid at the beginning
of the production period and based on
expected production, plus a
“complementary price” related to the
effective execution of the production
commitment (Hansmann, 1 996). During the
General Assembly meeting, owner-members
decide how they intend to al locate their
co-operative's profi ts. When the results are
positive, members al locate surpluses for any
or al l of the fol lowing purposes: developing
their co-operative; setting up reserves, at
least part of which would be indivisible; and
benefi ting members in proportion to their
transactions with the co-operative. Any
dividend is then added to members' overal l
income.

= (fixed advance
payments + complementary price +
reimbursement) x quanti ties produced
+ l imited equity remuneration

In addition, more and more co-operatives
are practising differentiated remuneration
between farmers, based on qual i ty and
engagement (Nicolas, 1 995). This means
that co-operatives establ ish differing
contracts with each member, based on each
member's needs and contributions. This
evolution towards a greater emphasis on
members’ needs can be seen as evidence
of the growing importance of individual ism
within co-operative culture and a shift in
values from equal i ty to equity.

However, this also means that co-operatives
can develop “productive activi ties under
contract. ” These agreements involve
co-operatives signing a contract with
retai lers or transformers in order to supply
produce of a certain qual i ty and quanti ty to
the supply chain, and are mostly establ ished

as part of an industrial partnership, such as
with Heineken, McDonald’s or Bari l la.

I t is worth noting that owner-member income
can also vary depending on whether the
enterprise is a co-operative or a
co-operative group. In the latter case,
benefi ts from business subsidiaries may be
distributed to owner-members in the form of
dividends (including even dividends coming
from the subsidiaries, as authorized by the
French Laws of 1 991 and 1 992). However,
this legislation is seldom used, since
supplementary price distribution is
preferred.

To summarise, co-operatives, as pragmatic
enterprises, respond to their members'
needs through the development of
individual ized contracts with each owner-
member. This al lows co-operative
organizations to adapt to economic
constraints in order to better sustain their
owner-members’ activi ties (Bi jman, et al . ,
201 2).

"more and more
co-operatives are
practising
differentiated
remuneration between
farmers, based on
qual i ty and
engagement"



2.3 What is the expected effect of the two
types of contracts on stabi l izing producer
income?

According to the LMA, “co-operative
contracts” do not correspond to the
requirements of a contract. Even if a
co-operative contract is considered a sui
generis contract, i t does not legal ly
consti tute a “sales contract” for the
co-operative. This is because the advance
payment and the supplementary price are
fixed by the Board, and the reimbursement
to individual owner-members (ristournes) is
determined by the General Assembly. This
practice introduces uncertainty concerning
owner-members’ annual remuneration,
especial ly in the case of total supply
contribution (apport total ) . This explains why
the Publ ic Authority recommends that
co-operatives apply the rules of information
and transparency as regards the “price
criteria and modal i ties” indicated in Art. R
631 -1 0, 4th / EU N°26/201 2 of the European
Counci l 1 4th March 201 2 (Danel , et al . ,
201 2).

Co-operative contracts and contracts as
defined by the LMA also differ with respect
to the precise moment at which property
rights are transferred, and in the modal i ties
of price determination. Whi le the LMA has
adopted European criteria for the modal i ties
of price determination (art. R 631 -1 0,4),
French co-operatives have historical ly
referred to their legal statutes and
co-operative principles. Under the LMA, the
French Authority is now attempting to clarify
how these European criteria would be
implemented for agricultural co-op members
when drawing up legal ly val id contracts with
manufacturers and retai lers.

In practice, the determination of income and
contracts for co-operative members varies
with each type of product. As suggested by
Bi jman and Hanisch in their classification of
producer organizations (POs) and
co-operatives, i t would be relevant to identify

sector specifici ties, in order to better
understand co-operative structure and
behaviour. “For instance,” observe Bi jman
and Hanisch, “perishable products need
either some kind of processing before they
are sold, as in the case of mi lk, or they need
to be del ivered to the final consumer very
rapidly, as in the case of fresh vegetables.
Thus, dairy co-operatives are usual ly
involved in processing, which has
impl ications for capital requirements, whi le
fresh produce co-operatives are focussing
much more on efficient logistics” (201 2: 1 2).
As we know, price volati l i ty is passed on to
the consumer quite differently according to
the nature of the product, with i t being
passed on more quickly in the case of
perishable products (Gohin, 201 2). Further,
added-value is shared in different
proportions between shareholders,
depending on whether it is a raw material , or
a transformed or label led product, and
whether it is of protected origin.

When product price-determination differs
according to the type of product, i t has an
impact not only on producers but also on
production area differentiation; that is,
whether the products are classified as
premium, generic or for industrial use.

These differences also depend on the roles
played by actors and supply-chain
organizations in creating added-value.
Accordingly, co-operatives need to aim for
price stabi l i ty to ensure their
competitiveness, in accordance with the
co-operative objectives of promoting their
members’ products and income. Because
owner-members are subject to del ivery
obl igations and del ivery rights, the quanti ties
cannot be adjusted to a changing price, as
is possible for business firms (Hanisch, et
al . , 201 2).

This leads us to consider the consequences
for producer organizations (POs),
contrasting LMA contractual ization and
co-operatives.



The concern of this study is to explore in
what way, if any, the LMA offers solutions for
stabi l izing farmer income. One alternative
solution may be an increase in the number
of POs (producer organizations). A PO is a
special designation for an agricultural
organization: whi le many co-operatives are
POs, not al l are. POs are regulated by the
French Laws of 1 960 and 1 962 (Fi l ippi ,
201 2; Malpel et al . , 201 2). POs can take a
number of legal forms including
co-operatives, SICAs6 and producer
associations. Other kinds of associations or
companies may be considered POs if their
capital and voting rights are held in majori ty
by farmers (Art D 551 -2 du CRPM). POs
participate in improving the balance in
supply-chains in order to strengthen their
negotiating position. Their role changes
according to the degree of concentration in
the supply-chain—for example, i t is weak for
cereals and strong for meat (Deloitte, 201 2).

3.1 Upstream agricultural organizations: the
role of POs

The European Commission is committed to
faci l i tating the restructuring of the
agricultural sector by encouraging the
creation of voluntary agricultural POs. The
Directorate General (DG) of Agriculture and
Rural Development has launched a large
study, “Support for Farmers' Co-operatives, ”
that wi l l provide background knowledge to
help farmers organize themselves into
co-operatives in order to consol idate their
market orientation and thus generate a sol id
market income (Bi jman et al . , 201 2; Hanisch
et al . , 201 2). Although European Law
encourages POs to increase their
bargaining power, i t focuses more on
individual farmers than on their co-
operatives. From this perspective, French
Law and the CAP seem to introduce
ambiguity regarding the recommendations
of the Competition Authority.

The main objective of POs is to improve the
price paid to members, to help farmers
increase and stabi l ize their annual income.
The Rural Code (Code Rural D 551 -23)
distinguishes business POs, which take
ownership of their members’ production
before sel l ing it, from non-business POs,
which group members without property
rights transfer. In France, business POs
tend to outperform non-business POs. For
example in the case of the cattle sector, in
201 1 the Ministry reported 65 business POs
and 35 non-business POs operating, but
indicated that of the 68% of PO market
share, 60% of that was held by business
POs (Malpel et al . , 201 2: 22).
To become recognized as a PO, certain
membership requirements must be met. PO
membership involves subscribing member-
capital according to the proportions
indicated in the statutes and in conformity
with members’ commitment (products or
services). Supply contribution must be total
when the co-operative is recognized as a
PO. The Fruit and Vegetable Common
Market Organization (CMO) makes the
receipt of European aid conditional on
belonging to an official ly recognized PO,
which has to commercial ize (with some
exceptions) the total i ty of members’
production to that same PO (Deloitte, 201 2).
The supply-chains concerned by these
regulations include meat (cattle, sheep,
pork, poultry and rabbit) , fresh fruit and
vegetables, vi ticulture, tobacco, forests and
dairy (Malpel et al . , 201 2). Furthermore,
Bi jman and Hanisch report that, “In the fresh
fruits and vegetables industry, associations
of POs (so-cal led APOs) are newly
appearing. This development is actively
supported by the EU, as many POs are too
smal l to pose any countervai l ing power vis-
à-vis large retai lers” (201 2: 21 ) .

The legal recognition of a co-operative as a
PO contributes to reinforcing its role as a



market player, whose goals are to promote
supply concentration and members’ access
to the market. I t can also organize
production and adapt it to demand, promote
the qual i ty of both processes and products,
reduce production costs and regulate
production prices. PO recognition can also
help co-operatives promote innovative
cultivation practices, as wel l as
environmental ly-friendly production and
waste management techniques.
Recognition as a PO gives rise to chal lenges
for co-operatives, as wel l as the positive
outcomes described above. For instance,
once a co-op is recognized as a PO, it must
respect the legislation concerning POs. This
means taking into account a number of
cri teria, such as recognition of the number
of associate-members of the PO, the volume
traded, technical control and the activi ty
commitment of i ts members. In addition, an
associate-member cannot be a member of
two POs for the same product. Moreover, the
necessary statutory modifications (see Art
1 0 of Co-operative status) must be made,
and special group assembl ies, in the case
of multipurpose co-operatives, must be
organized.

The result is that, for multipurpose
co-operatives, co-operative functioning is
modified by the creation of a special ized
group for each product type that has
received PO recognition. These groups must
then be consulted for al l decisions made
about the product, and as wel l as for
Ordinary and Extraordinary General
Assembly decisions. This means that al l
decisions need to be agreed to by the PO
before being val idated by the General
Assembly, which accepts them or not,
without modifications. In fact, even in the
case of Board decisions, the PO needs to
be consulted beforehand.

The modes of functioning of POs are also
defined by legislation. These modes are the
same as for Ordinary General Assembl ies,
where decisions are made by a simple

majori ty of the votes cast; however there is
no need for quorum. This leads to a
co-operative being organized on the basis
of a PO special ized by product or trade.
The efficiency of POs is difficult to measure.
No studies have as yet been dedicated to
this, nor to analyzing the quanti tative data or
added-value created by POs. I t is also
difficult to determine what can be captured
by the downstream sector (more than 80%
of fruit and vegetables are distributed by the
large retai l sector) . Consequently, the
chances of PO success in obtaining better
remuneration for farmers can be jeopardized
(Malpel , et al . , 201 2).

The DG AGRI European Study concerning
co-operatives and POs in 27 countries
(Bi jman, et al . , 201 2), underl ines farmers'
interest in having access to markets and
improving their incomes. At the same time,
the study indicates that POs and
co-operatives have l imited potential to
improve farmers' income, due to the l imited
counterweight they offer to the downstream
players, including processors and retai lers.
Local production, shorter food supply-
chains and proximity relations with
consumers can improve income, as can
geographical labels, such as Protected
Designation of Origin (PDO) or Protected
Geographical Indication (PGI ) (Chever, et
al . , 201 2).

Although the development of co-operatives
is encouraged by the legislation, their
growth seems to induce in owner-members
the "feel ing" that they are losing control over
the decision-making process. In the dairy
sector, for example, the organization of
producers into bargaining organizations is a
natural response to the dairy farmers’ loss
of control over their co-operative in the on-
going race to reach a critical scale. At the
same time, farmers are losing the protection
provided by the CAP, and are increasingly
feel ing the consequences of imbalances in
the dairy markets. These imbalances
originate from the bargaining power of the



retai l sector in which just a handful of actors
influence prices. As explained by Hanisch
and Rommel (201 2), farmers experiment in
this case by reorganizing themselves into
bargaining associations, whi lst tending to
withdraw their membership from large
processing co-operatives. To farmers, this is
a way to secure del ivery rights in a time of
quota abol i tion. Consequently, another
motivation of farmers as owner-members of
large co-operatives is that, i f they cannot
manage to keep control of the co-operative,
to try, at least, to remain in the race-to-size-
scenario. In this situation, the organization of
new POs does not happen easi ly because at
least some farmers want to remain aboard
of large flagship enterprises playing key
roles in price negotiations with traders and
in price signal l ing vis-à-vis IOFs (Hanisch
and Rommel, 201 2).

3.2 Downstream negotiations: supply-chain
differences

The phenomenon of higher raw material
prices for consumers reflects recent
changes in the balance of power between
producers and retai lers. Whi le the degree of
market concentration is an essential factor,
the regulatory framework, degree of
competitiveness and level of vertical
integration also play a role in the
transmission of price volati l i ty (Besson,
2008; Chantrel et Lecoq, 2009).

Economic efficiency is even more
complex. Contracts, but also marketing and
retai l ing, exercise considerable influence on
the economic performance of co-operatives
and, consequently, on members’
remuneration. The key point is that, as
owner-members, farmers have the right to
control , as wel l to appropriate residual
earnings (Hansmann, 1 996).

• is also invoked as a strategy
to better manage price volati l i ty. This is a
major strategic issue for co-operatives
that want to have greater power vis-à-vis

downstream chains. But even the biggest
European co-operatives find it difficult,
regardless of their size, to have sufficient
power to protect their added-value
(Bi jman, et al . , 201 2).

•
are,

consequently, of particular interest.
These strategies can help co-operatives
to address market constraints by the
creation of added-value. The emergence
of new forms of relationships between
producers and consumers provides a
great opportunity for co-operatives, since
they are wel l connected to their farmer-
members, and also to the local terri tory
(Fi l ippi , 201 2).

• The associated with
volati l i ty has contributed to the need for
futures markets and hedging tools
(Declerck et Pottier, 201 0).

Confl icts of interest may arise as a result of
the Competition Law Regulations, due to
price commitments. This is why, in countries
such as Denmark and the Netherlands with
their co-operative monopoly markets in the
dairy sector, coordination between actors
over volumes and prices, (which is essential
for sharing the quasi-rent) , is arranged
within one and the same co-operative, which
vertical ly integrates al l the l inks in the food
supply chain. Can we then say that vertical
integration provides a solution for stabi l izing
price fluctuations, al lotting risk, and
improving farmers’ income?

The DG AGRI Study was unable to answer
this question, since the strategies of
co-operatives are intimately bound up with
the different determinants cited above
(Bi jman, et al . , 201 2). In the case of dairy
co-operatives, the co-operative contribution
contract includes quanti ty, qual i ty, and a
social capital commitment by members: i t is
not just a simple sales contract. From
co-operatives' point of view, their contractual



commitments produce the same effects as
those stipulated by the LMA, but by different
means. With the prospect of dairy quotas
coming to an end, co-operatives have
arranged to col lect the total mi lk contribution
from each of their farmer-members in order
to be able to better manage prices and
qual i ty via price differentiation, and to
ensure better col lection and processing
performance. A total contribution system
al lows co-operatives to manage the entire
dairy col lection process. By control l ing the
various processing stages, co-operatives
can ensure their opportunities for product
enhancement. Future pol icy measures are
expected to have an impact on both
co-operatives and production areas.

At the same time, there is increasing
pressure on co-operatives to form
co-operative groups, and to develop
strategic al l iances to al low them to manage
the increase in volumes related to the end of
dairy quotas. During the next 5 to 1 0 years,
added-value creation logic wi l l be more
related to associations between different
production areas than to production and
processing within one area. Product origin,
food safety and environmental issues wi l l
certainly play a greater role in determining
added-value.

For the meat sector, Rabobank (201 0)
anticipates that the international market wi l l
increase by more than 1 9% between 201 0
and 201 5. Currently, in the French pork
sector, 1 40 special ized co-operatives col lect
91 % of pork butchers’ products.
Co-operative organizations also differ
according to region: for example, in the
West we have seen mergers between Agrial
and Terrena; in the East al l iances are more
common; and in the South we see numerous
smal l co-operatives sti l l operating
independently. This diversity of regional
configurations, which influences each
region's organizational structures, i l lustrates
a resi l ient response by French co-operatives
to international competition, based on

specific local contexts.

3.3 Faced with price volati l i ty, is publ ic
contractual ization enough?

The original question we asked in the study
is: Wi l l publ ic contractual ization indeed
work to stabi l ize farmers' income? The
answer is both yes and no. Even though
contracts help protect farmers from volati l i ty,
co-operation and dialogue between
producers sti l l provides the best way to
access the market and negotiate with
stakeholders. Co-operative governance, at
the present time, remains a key advantage
(Bi jman, et al . 201 2).

Commitments between co-operatives and
members provide the only guarantee for
good governance, and help to promote
strategic decision-making that meets owner-
member expectations, addresses
competitive market constraints and
co-operatives’ industrial and commercial
capacities (National Federation of Dairy
Co-operatives, 201 3). 7 Hanisch and Rommel
(201 2) argue that the formation of
co-operatives is the necessary response of
producers to structural problems in the dairy
market. Whi le compensating for imbalances
on both sides of the dairy market,
producers must make a compromise when
deciding on whether to join co-operatives
and/or bargaining associations. Farmers
cannot avoid the need to develop a critical
scale of production. As they grow,
co-operatives wi l l have to introduce new
structures for internal governance and
control , which may stray away from the
traditional co-operative principles l ike direct
democratic control and self-management.
Neither competition pol icy nor national anti-
trust agencies have managed to prevent
imbalances, thus triggering further
concentration among retai lers and food
processors. Producers are trapped
between, on the one hand, the problem of
losing control over their increasingly
professional ized co-operatives, and on the



other hand, the problem of participating in
horizontal/vertical integration and in the
growth processes necessary to negotiate
fair terms (Hansmann, 1 996; Cook and
Chaddad, 2004; Hanisch, et al . , 201 2;
Bi jman, et al . , 201 2).

Consequently, the formation of second tier
co-operatives and strategic al l iances with
one or more investor-owned firms (IOFs)
could provide opportunities for developing
supply-chains. In this situation, a contract
would be a means to better coordinate
supply-chain actors, rather than an end in
itself. European and French regulations
seem to view agricultural co-operatives as
stakeholder organizations instead of as
col lective organizations ini tiated and owned
by farmers. This point of view tends to
marginal ize this particular ownership form.

Indeed, this reveals another ambiguity,
which is the way in which publ ic authorities

regard upstream concentration. Sustaining
producer organizations, be they
co-operatives with or without POs, in order
to give them market and negotiation power,
could enter into confl ict with the Pol icy
developed by the European Competition
Authority. Since the Competition Authority
does not al low price and quanti ty
agreements, i t effectively precludes the
possibi l i ty of al lowing co-operatives the
dominant market position needed to
negotiate with retai lers. An example of this,
in the cider sector, is Agrial , which became
a leader in order to better defend the
interest of i ts owner-members: the Publ ic
Authority condemned its monopol istic
position. However in the North of Europe,
we see that larger co-operatives are
permitted to exist, (e.g. Frieland Campesina
or Arla Food), and seem to do a very good
job at defending their members' rights and
interests.

This article analyzes the question of how
price volati l i ty can be regulated, by
undertaking a detai led review of the effects
of the French Contractual ization Law (LMA)
on agricultural co-operatives. We conclude
that the LMA focuses on organization and
support for individual farmers rather than on
their agricultural co-operatives. For
co-operatives, the impact of this imposed
contractual ization is not real ly a key issue,
because they already offer protection of
farmer incomes through their own contract
system, with the key differences concerning
ownership rights. Multipurpose
co-operatives are able to manage raw
material price volati l i ty repercussions
between the food crop and animal supply-

chains. When there is good co-operative
governance, owner-members can be trusted
to make the right decisions concerning their
remuneration.

We see that the LMA does respond in part to
the need to stabi l ize farmer incomes.
However, although the LMA does favour
agreements on sharing added-value, i t can
only solve one part of the problem. Other
determinants, such as supply-chain
organization or product differentiation,
introduce constraints on price determination
and, consequently, on farmer income. Other
private contracts with industrial players or
retai lers could provide alternative answers to
the problem of price volati l i ty.



Notes

1 “Not al l price variations are problematic, which is the case when prices move along a smooth and wel l
establ ished path, reflecting market fundamentals or when they exhibit a typical , and wel l-known
seasonal pattern. But variations in prices do become problematic when they are large and cannot be
anticipated and, consequently, create a level of uncertainty which increases risks for producers,
traders, consumers and governments, and may lead to sub-optimal decisions. Variations in prices that
do not reflect market fundamentals are also problematic as they can lead to incorrect decisions”
(Hanisch and Rommel, 201 2: 6).

2 With annual variations of 300% in wheat in 2008 and 200% in corn, these fluctuations seriously affect
both farm organizations and production systems.

3 The Law was promulgated on 27th July 201 0, with a decree on 31 st December 201 1 for the fruit,
vegetable and dairy sectors.

4 See Art 2 of Law 201 0-874 of 22nd July 201 0 (L 631 -24)

5 See 3rd sub-paragraph of Part I I of Article L 631 -24 of CRPM of Law

6 SICA : Societé d’Interêt Col lectif Agricole – Agricultural Col lective Interest Society

7 National Federation of Dairy Co-operatives: Fédération Nationale des Co-opératives Laitières; see
website http: //www.fncl .co-op
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