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Editorial

This issue of the Review contains papers from the XXVl l
I nternational Co-operative Al l iance Research Conference,
hosted by the Rural ia Insti tute, University of Helsinki , in
Mikkel i August 201 1 . Fal l ing on the eve of the 201 2
International Year of Co-operatives, Mikkel i was a fi tting
location to examine the theme, “New Opportunities for
Co-operatives”. The ICA Committee on Co-operative
Research would l ike to thank the Rural ia Insti tute for
hosting this very important event.

The cal l–for–papers invited participation of researchers
from al l discipl ines, as wel l as practi tioners from private
and publ ic enterprises, and civi l society organizations.
Participants were encouraged to share their research
results on co-operative theory and practice, both
achievements and fai lures. The conference provided a
forum to exchange ideas on research needs and provided
an ideal environment in which to develop col laborative
partnerships. Enhancing communication between
researchers and practi tioners – leaders, managers and
promoters of co-operative development – was a central
conference goal . To faci l i tate this objective, round-table
sessions enabled academics and practi tioners to share
views and begin conversations regarding critical business
issues, to identify opportunities for co-operatives to fulfi l l
publ ic service needs, and suggest pol icy ini tiatives to
further ecological ly, economical ly and social ly sustainable
development.

The first paper in the issue, "Understanding Co-operatives
Through Research" reinforces a central theme of the
Mikkel i conference, inviting researchers from around the
world to look for opportunities to work more closely with
co-operative practi tioners to identify research questions of
mutual interest, as wel l as to implement the studies. The
paper outl ines a number of strategies that have proven
successful in bui ld ing col laborative research relationships
between co-operative organizations and academics with
the goal of bridging gaps. I t also speaks to the role that
the International Co-operative Al l iance Committee on
Co-operative Research can play in pursuing these goals
on an international level .

by Lou Hammond Keti lson



Differing ways to achieve sustainabi l i ty underpins three of the papers
included in this issue. "Developing Food Selection towards
Sustainabi l i ty – the Role of Consumer Co-operatives" examines the
role of the Finnish consumer co-operative as an actor-promoter of
sustainable food systems at the supply chain level , exploring the views
and practices of the consumer co-operative regarding sustainable
food production. Minna Mikkola and Martine Hingley argue that this
role is based in the character and ownership structure of the
co-operative, emphasising consumer communication and education
as the basis for greater growth. In "Multi -stakeholder Co-operatives:
Engines of Innovation for Bui ld ing a Healthier Local Food System and
a Healthier Economy", Margaret Lund argues that multi -stakeholder
co-operatives have much to contribute to the discussion of healthy
food value chains in the United States. She observes that recently
formed co-operatives are successful ly bringing together farmers,
workers, consumers, food processors, distributors and community
members in common ventures designed to ensure safe and healthy
food and to support a vibrant local economy. Final ly, "Co-operative
Solutions in the Area of Renewable Energy: Evidence from Austria"
examines the adequacy of the co-operative as a legal form for
organizing renewal energy projects. Reiner, Roessl and Weismeirer-
Sammer identify ease of entry and exit of members as offering an
important opportunity for citizen participation. Despite l imited interest
in the formation of co-operatives in Austria, they argue that
co-operatively organized publ ic-citizen partnerships (PCP) show
potential in the provision of renewable energy.

The importance of financial co-operatives in serving rural and other
under–served areas is identified in two papers in this issue. In
"Bringing Them into the System: The Role of Financial Co-operatives in
Promoting Financial Inclusion in Cameroon", Nathanael Ojong
demonstrates that financial co-operatives play a vital role in bringing
financial services to the unbanked in Cameroon, a group primari ly
comprised of those working in the informal economy. A variety of
strategies, such as the Dai ly Savings Scheme, l inkages with informal
savings and credit groups, and the usage of savings as col lateral ,
have proven effective. The impact of regulatory change on rural
savings banks (cajas rurales) fol lowing the financial crisis is examined
in "How Viable are Spanish Credit Co-operatives After Recent Bank
Capital ization and Restructuring Regulations?" Gemma Fajardo
concludes that i t is too early to know whether reforms wi l l help to
strengthen the co-operative credit sector or whether they wi l l h inder its
growth, but notes that significant change is occurring through
mergers and the establ ishment of co-operative groups.



An examination of the nature and impact of co-operative
entrepreneurial activi ty is examined in two papers. The use of the
co-operative form is explored in "Entrepreneurship Levels of
Co-operatives in Malaysia". Norwatim Abdul Latiff et. al . reflect on
the presence of entrepreneurial characteristics, proposing seven
strategies to improve the level of entrepreneurship in Malaysian
co-operatives: adopting characteristics of entrepreneurship in co-
operatives; improving managerial and technical ski l ls among
board members, management, and workers; fostering
entrepreneurship among members of the co-operatives;
emphasizing the role of co-operatives as corporate marketers;
establ ishing support systems to improve the performance of
co-operatives as organizations with entrepreneurial
characteristics; establ ishing a Research & Development One-Stop
Centre for Co-operatives; and promoting international ization.
"Satel l i te Accounts for Co-operative Economy of the Republ ic of
Serbia, 2009 – New Approach for Measuring Co-operative
Economy Success" provides a detai led overview of the history of
co-operative development in Serbia, and then presents results of
a significant data col lection exercise to quantify the economic
impact of the country’s co-operatives. Dragan Vukmirovi et. al .
conclude that the figures do not represent the real economic
capacity and potential for the future economic development of
co-operatives in Serbia, especial ly in agriculture.

In the last paper, "Co-operative Education in Africa", Faustine Bee
examines the current state and impact of co-operative education.
Noting that ini tial ly insti tutions outside Africa provided
co-operative education, independent African countries soon
establ ished their own Co-operative Col leges to cater to the needs
of their co-operatives in co-op education, training, research, and
advisory services. The paper discusses the provision of
co-operative education in Africa, examines potential opportunities,
and explores the chal lenges involved.

With close to 1 00 papers presented and both the academic and
practi tioner community wel l represented, the conference was
declared a great success. This issue of the Review includes a
sampl ing of those papers, providing an indication of the diversity
of co-operative research being conducted around the world. We
hope you enjoy reading the papers we have selected for this
edition.



Understanding co-operatives through research1

Author Robin Murray states in his review3

of the book,
4:

“There are many signs that there is a turn
in the toward co-operation…In
many ways practice has advanced faster
than theory. There is an explosion of
social economic ini tiatives, but much less
research on their common patterns and
characteristics. … . I f the tide is turning in
favor of co-operation, is the co-operative
movement prepared? I t needs the same
deep research on the factors for
insti tutional success that El inor Ostrom
and her col leagues have devoted to the
management of the commons. I t [the
co-operative movement] needs the
further articulation of the co-operative
idea in the Information Age. And it
requires the elaboration of the
insti tutional infrastructure – schools,
col leges, banks, think tanks, innovation
labs, information networks, ethical marks,
and currencies – in other words, the

economic soi l which al lows co-operatives
to flourish. ”

These comments by Robin Murray, wel l
known for his contribution

, suggest that there are
a number of gaps in the knowledge now
possessed by the co-operative research
community and co-operative leaders. He
further suggests that the research
community has a responsibi l i ty to bridge
these gaps.

But how can this be done? The fol lowing
paper outl ines a number of strategies
that have proven successful in bui ld ing
col laborative research relationships
between co-operative organizations and
academics with the goal of bridging
these gaps. Whi le my focus is primari ly
Canada, I wi l l also speak to the role that
the International Co-operative Al l iance
Committee on Co-operative Research
can play on an international level .

by Lou Hammond Keti lson2

Academic researchers have important
contributions to make toward the
understanding of co-operatives through
the research they conduct. To appreciate
these potential contributions and where
they can best be made, however, i t is
important to distinguish among the
various types of research that is
conducted.

Conceptual Research

Conceptual research is what is most
often expected of the academy. Such

research is theoretical and abstract,
rooted in a conceptual framework used to
outl ine possible courses of action or to
present a preferred approach to an idea
or thought.

Conceptual - or theoretical frameworks –
attempt to connect to al l aspects of
inquiry – problem defini tion, purpose,
l i terature review, methodology, data
col lection and analysis.

The outcome of conceptual research is
perhaps what has contributed to the



"Community-engaged
research is gaining
greater acceptance

among academics and
sector members al ike"

label , “ ivory tower” when many people
talk about the work of the academic in a
university setting. Because of i ts
theoretical nature, the research outcome
may be considered impractical and
removed from the real i ties of every day
l i fe, perceived as fai l ing to provide useful
answers to the concerns of the
co-operative community.

I t is cri tical to understand, however, that
theoretical research is fundamental to the
in-depth understanding of a particular
phenomenon understudy. To bui ld a body
of knowledge, research must be
repl icable over time, and capable of
being general ized across a wide variety
of settings and contexts. To have
confidence in the results there is a need
to be able to predict with some certainty
that what has been observed is true not
only of the insti tution under study, but in
every simi lar circumstance.

Conceptual research alone, however, is
not sufficient to serve the needs of
co-operatives organizations.

Appl ied Research

Appl ied research, often lead by
researchers working within co-operative
organizations, may – and ideal ly should –
begin with a conceptual framework to set
out the results of previous, simi lar
research and to suggest ways in which
the issue under review might be
successful ly studied. The method of
inquiry chosen should also be conducted
with the same degree of rigour and
concern for sound research methodology
as conceptual research. Ultimately,
however, appl ied research wi l l focus on
the short or long term concerns of an
organization. The value of the research
outcome to the organization should be
immediately recognizable.

Appl ied research is sometimes criticized
within academia for i ts narrow focus on a
particular organization. The research is
also less l ikely to be repeated and the
results are not general izable across a
large number of settings. The outcomes
of such research are considered to be of
greater value to the co-operative
community, but because of i ts specifici ty,
of lesser value to the academic
community.

In some cases an academic “partners”
with the community organization but
typical ly on only the one project.
Unfortunately a single project in isolation
from others is not sufficient to bui ld a
“theory “ of co-operatives. Within
academia such research may be
considered to be consulting or practise
of professional ski l ls, not ‘real ’ research.

Community-Engaged Research

Community-engaged research (also
referred to as community-based
research) is gaining greater acceptance
among academics and sector members
al ike. This model of research is bui l t upon
an ongoing partnership between the
academic and the practi tioner, often with
many practi tioners in simi lar
organizations. What sets this approach to
research apart is the premise that the
research method involves co-construction
of the research question, the choice of
research method, data col lection,



analysis and interpretation. The
researcher is not merely an objective
observer of the organization as object,
and the organizational leaders are as
active in the research design and
conduct as the academic.

The outcome of this model and this
approach to research is results that are
of benefi t to both the academic and the
co-operative. The problem can be framed
in such a way as to have academic rigor,
theoretical and practical value. The

model supports both appl ied and
conceptual research – conceptual
research disseminated in ways which
have relevance; research questions
driven by co-op partner needs, but
framed in longer-term context so as to
add to bui ld ing a body of knowledge.

I wi l l use my own personal experience to
i l lustrate the ways in which community-
engaged research has evolved in the
Canadian setting.

Unti l the mid 1 980’s most large
co-operative organizations in Canada
hired their own research staff and had
fairly extensive l ibraries of their own.
Research was specific to the decision-
making needs of the co-operative but
also had a strong pol icy orientation. This
is no longer the case as one by one the
research departments and l ibraries have
closed5. Today there are three research
insti tutes as wel l as five research chairs
located at universities across Canada,
whose work focusses specifical ly on
co-operatives, each receiving funds in
varying proportions from francophone
and/or anglophone co-operatives6. I wi l l
describe the approach and research
focus of the one with which I am most
fami l iar, the Centre for the Study of
Co-operatives located at the

.

The Centre for the Study of Co-
operatives, University of Saskatchewan

The Centre for the Study of Co-operatives
is an interdiscipl inary teaching and
research insti tution located on the
University of Saskatchewan campus in
Saskatoon

We are part of an international network of

simi lar centres and organizations.
Founded in 1 984, we are the largest
centre of this type in Anglophone
Canada, arguably the most research-
oriented in North America, and one of the
most interdiscipl inary in the world.

Our purpose as university researchers
and academics is to support university-
level and university-based research,
teaching, and outreach related to
co-operatives; in doing this, we foster
mutual ly enriching interaction between
the university community and the co-
operative sector. The work of our Centre
is driven by a mandate that envisions a
future in which people are empowered
through co-operatives—among other
solutions—to develop an economy and
society that are democratic, participatory,
responsive, creative, diverse, productive,
and sustainable.

is broadly
appl icable to many different kinds of co-
operatives and to the strategic decisions
and issues they face; at the same time, i t
is an area of fundamental interest for
researchers and students who seek to
understand the world. Through the
conceptual research we conduct at the
Centre for the study of Co-operatives, we



aim to bring together the academic and
co-operative sectors.

Co-operatives embody values that are
attractive to many people, and interesting
for academic study. As microcosms of
society, co-ops show the intersection of
pol i tical and economic affairs. They are
rich and instructive examples of complex
organization. But we study them not only
in abstract theory: co-ops also need to
be studied in their contemporary contexts
and in relation to social and economic
needs, in Saskatchewan and elsewhere.

Our goal is to conduct
research that involves mutual exchange,
ideas that are of interest and benefit to
researchers and learners both within and
outside of universities. As such we strive
to be a leading centre for

.

Our interests, and that of co-operatives
as an area of inquiry, also require us to
be , and we
enthusiastical ly embrace this direction.
We see the Centre for the study of
Co-operatives as a leading example of
organizational innovation, one of a
growing number of university research
centres around the world. A key part of
our strategy is to create l inkages among
groups of researchers and learners in
different fields and discipl ines, with
co-operatives as our common thread. We
have used this model very effectively in
bringing together some fifty community
partners and twenty five academics to
study the social economy.

Our strategic focus on co-operatives
leads us into connected themes and
areas. These include community
economic development, social economy,
community and social cohesion, the
study of organizational innovations,
insti tutional governance, the new

economy, the role of social movements in
economic change, sustainable
development, and empowerment.

The Centre undertakes research about
co-operatives and the pol i tical , social ,
and economic aspects relating to them.
One of our largest projects — Linking,
Learning, Leveraging: Social Enterprises,
Knowledgeable Economies, and
Sustainable Communities (2005-201 1 ) —
investigated how social economy
enterprises, including co-operatives, not-
for-profi ts, and other community-based
organizations, bui ld stronger and more
entrepreneurial communities. The project
involved partnerships between university
researchers and a broad spectrum of
more than twenty-five community
enterprises whose goals and activi ties
contribute to the foundation of the
regional economy and its sustained
growth and development. Student
employment and training was also
integral to this project. Over fifty students
benefi ted from project funding with
scholarships, internships, and other
stipends. Many of the internships
involved co-op development work across
Northern Ontario, Manitoba and
Saskatchewan.

The Centre for the Study of Co-operatives
has a long history of working closely with
the establ ished co-operative sector,
conducting research to faci l i tate decision
making by elected leadership and
management. More recently our research
has focused on the emerging
co-operative sector, and more broadly in
communities where co-operatives are not
extensively represented. In addition to
generating information for co-operative
managers and decision makers, much of
the research we do informs pol icymakers
at the local , provincial , and national level .



National Ini tiatives

The co-operative sector in Canada also
has a long history of sector organizations
working in partnership with academics to
conduct research of relevance to both
parties. Representatives from the federal
government and national co-operative
organizations, francophone and
anglophone, have been active
participants in the Canadian Association
for Studies in Co-operation, the national
association of Engl ish speaking
co-operative researchers, as wel l as
CIRIEC Canada, the French counterpart,
since their inception over 25 years ago.
Annual meetings and associated
publ ications provide a venue for
discussion and sharing of contemporary
research results.

Starting in the late 1 990s a new model for
conducting research began to emerge
with the assistance of funding from
Canada’s national funding agency for the
social sciences, Social Sciences and
Humanities Research Counci l (SSHRC).
This model , official ly cal led a Community-
University Research Al l iance (CURA),
was intended to refocus the emphasis
from theoretical research with l imited
immediate value to the non-university
audience, to community-focused,
partnership-based research.

In 2000 the Centre for the Study of
Co-operatives obtained SSHRC funding
to pursue the largest of i ts day, national
study on co-operatives. With government
and co-op sector partners involved in
research design, data col lection and
dissemination, i t was the first in a series
of large ini tiatives employing a
community-engaged research model .
Seven federal ly funded, large-scale
CURA projects examining the social
economy in Canada fol lowed (2005 –
201 0), entrenching the col laborative

model of research more firmly in the
Canadian research landscape. In each of
these instances, the leading insti tution
was a university, with co-operatives
involved as active partners. In 2009 in
Quebec, then 201 0 national ly, co-
operative organizations were successful
in obtaining CURA funds, this time with
the co-operative organization being the
lead insti tution, working in partnership
with academics across the country.

These most recently funded initiatives are
the largest projects to-date conducting
research specifical ly on co-operatives.
Développement Terri torial et Coopération
(2009-201 4) is partnered with five
Quebec universities, a francophone
university in New Brunswick, co-op
development and municipal
organizations, and lead by Consei l
Québécois de la Coopération et de la
Mutual i té.

(201 0-
201 5) involves four universities located in
the Atlantic region, central Canada, the
Prairies and the West Coast of Canada,
co-operatives across Canada, lead by
Co-operatives and Mutuals Canada.
These partnerships are changing the
face of co-operative research in Canada,
laying the groundwork for both rigorous
and grounded research results.

I t is worthy of note that funding and
methodological room is sti l l there for
independent, theoretical research for
those who prefer i t.

Developing a National Co-operative
Research Agenda

In 2009 the federal department
responsible for co-operative development
in Canada, the Rural and Co-operatives
Secretariat7, in i tiated an effort to develop
and move forward a national research
agenda for co-operatives. This process



was lead by a National Steering
Committee comprised of representatives
from academia, national and provincial
co-operative associations, and the
federal government. The steering
committee gathered information on
co-operative research past, present and
ongoing, and col lected input to set
priori ties for a national agenda. The
resulting report recommended the
establ ishment of a national co-operative
research network. The Canadian
Co-operative Research Network/Réseau
canadien de recherche sur les
cooperatives – serves as a portal to
research on co-operatives in Canada.
The goal of the site is to create an onl ine

network of co-operative researchers and
practi tioners that al lows for idea
exchange, research-sharing,
col laboration, determining research
priori ties and creating a l ink between
researchers, students, practi tioners and
existing co-op networks year-round8.

Whi le the Canadian model is perhaps
unique to the country’s history and
context, i t is the author’s opinion that this
model of academics and practi tioners
partnering to plan and conduct research
is scalable to an international level using
the I .C.A. Committee on Co-operative
Research as a platform.

The aim and objective of the International
Co-operative Al l iance Committee on
Co-operative Research (CCR) is to
promote and support the ini tiation and
furtherance of research activi ties within
co-operatives and research organizations
at global , regional , national and local
levels, so as to enhance their social and
economic effectiveness9. Further, the
col lective and cumulative work of the ICA
International and Regional Committees
on Co-operative Research is central to
the development of Co-operative Studies
as a field of inquiry.

The CCR began its work in 1 957 as the
Research Officers Group. In the 1 970's
the group changed its name to the ICA
Research, Planning and Development
Group, reflecting its widening scope of
activi ties and aspirations and its efforts to
provide practical input to cooperatives'
social and economic concerns. The
Committee today functions as a network
open to al l those – academic and
practi tioner al ike - interested in sharing

research on the co-operative model of
enterprise1 0.

The CCR benefits from the commitment
and leadership provided by the regional
representatives on the executive
committee, and continuity provided by
the continued and active involvement by
previous Chairs. CCR has a strong
relationship with and support from ICA,
most visibly through the publ ication of the
Review of International Cooperation,
whose articles have relevance for
practi tioner and academic al ike. A
diverse mix of academic discipl ines and
areas of expertise brings a multi -
discipl inary perspective to research
outcomes, and diverse geographic
perspectives provide a foundation for
comparative, cross-country and cross-
cultural research. Bolstered by new
research networks emerging at the
Regional level , with greater involvement
by cooperative organizations, the
membership of CCR is highly motivated
to produce research results.



The work of the Committee on
Co-operative Research is constrained,
however, by l imited resources overal l with
minimal dedicated resources to support
i ts activi ties. Unfortunately, the activi ties
and priori ties of the research community
are not wel l understood by sectoral
organizations, often resulting in a lack of
trust and sometimes, respect for
academic activi ties. Conversely, the
activi ties and priori ties of sectoral
organizations are not wel l understood by
some discipl ines among the research
community. And whi le many among the
membership of the CCR would support a
col laborative and coordinated research
program l inked more closely to the needs
of the Sectoral Committees and of the
co-operative movement more broadly, the
tradition of the “independent scholar”
and the universal principle of academic
freedom means that no central body has
the authority to plan and execute a co-
ordinated research program.

201 2 the International Year of
Co-operatives, however, presented an
important opportunity for generating
research and sharing research outcomes
with new audiences. The International
Year created many opportunities to

increase awareness among the
academic community of the activi ties and
priori ties of sectoral organizations. In
turn, awareness was also raised among
sectoral organizations regarding the
activi ties and priori ties of the research
community. Increased knowledge and
understanding on both fronts is
necessary to overcome the perceived
‘great divide’ between academia and
industry.

Sectoral organizations face many
chal lenges and can benefit from current,
sector-based research. Al igning the
activi ties and priori ties of researchers
and co-operative organizations is one
way to accompl ish this goal . Today, ICA
Board and staff are assisting CCR to
serve as a broker in finding researchers
to carry out appl ied and conceptual
research for sector committees. The CCR
is also faci l i tating the development of a
network of university researchers by
partnering with regional co-operative
research networks and centres to
support the discussions of co-operative
leaders. I t is hoped that these many new
research col laborations wi l l generate the
much needed information in support of
the Co-operative Decade.
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Bringing Them Into the System: The Role of
Financial Co-operatives in Promoting Financial
Inclusion in Cameroon

Financial co-operatives play a vital role in
bringing financial services to the
unbanked in Cameroon. Their strength is
based on the fact that they develop from
the base, hence are organized in close
proximity to the population they serve.
With over 200 of such insti tutions serving
more than 300,000 members throughout
the terri tory, financial co-operatives are
key drivers in the promotion of financial
inclusion in Cameroon. Financial
co-operatives have a long history in
Cameroon. In fact, the first financial
co-operative was establ ished in 1 963 in
Cameroon’s North West Region by
Anthony Jasen, a Roman Cathol ic Priest
from Hol land. From the North West
Region, i t spread to other regions and
subsequently led to the creation of the
CamCCUL network in 1 968. Today it is

the largest network of financial
co-operatives in the country, with 208
members. Organizing into networks has
al lowed them to improve services, thus
achieving significant impact. Savings,
credit and money transfer are the major
financial products offered.

This paper starts by examining the
reasons for the relative success of
financial co-operatives in reaching the
unbanked. The next section focuses on
the strategies used by these insti tutions
to bring financial services to the
unbanked. Strategies such as the Dai ly
Savings Scheme, among others, have
been very effective. We argue that i t is
through these strategies that financial co-
operatives in Cameroon have been able
to promote the financial inclusion mission.

by Nathanael Ojong

I n Cameroon, l ike in several other
developing countries farmers, petty
traders and smal l entrepreneurs,
amongst others, often complain of not
having access to financial services, vi tal
for the improvement of their farms and
the expansion of their businesses. This
segment of the population has long been
excluded by mainstream financial
insti tutions because they are deemed too
risky, and their propensity to save is
thought to be very low due to their “poor”
status. The operations of financial
co-operatives in Cameroon have shown
these assumptions to be inaccurate. In

fact, evidence from the field shows that
these low-income groups are indeed
rel iable cl ients. I t is for this reason that we
have seen an increase in the number of
financial co-operatives in Cameroon.
They help local communities deal with the
constraints of financial isation – that is, the
growing necessity of using financial
products to meet dai ly needs (Servet
2006)1 . Several reasons account for the
success of financial co-operatives in the
country.



Close Proximity to Local Community

Financial co-operatives are developed
from the base. They are usual ly formed
through the ini tiative of a local population
that wants to pul l i ts resources together
for the common good. Because they are
community-driven, they are located in
areas where the members so desire. This
explains why we find them in rural , peri-
urban and urban areas. Their close

proximity makes it easier for members to
have access to the services offered. The
North West Region of Cameroon has the
greatest number of financial co-
operatives in the country. In this region,
members of financial co-operatives do
not have to take a taxi or motorbike to get
to these insti tutions. This is not surprising
since this region has 72 financial
co-operatives out of a total of 208 in the
entire country2.

Of the 208 financial co-operatives, 70 are
located in urban areas whi le 1 38 are in
the rural areas3. Their presence in rural
areas is vital as the rural population rel ies
heavi ly on them since there is no good
alternative. Thus the rural outreach
enables members to smooth
consumption, save in a secure place, get
credit for investment as wel l as insure
against risk. These insti tutions are in a
better position to achieve rural outreach
at a relatively lower cost than other
financial insti tutions. This is due to the
fact that they have modest offices, fewer
staff and lower salaries, in addition to
benefi ts from their special tax code
status4. The money transfer service
rendered by these insti tutions in the rural
areas ensures that fami l ies receive
money from relatives who are working in
the urban areas. A member of a financial
co-operative said that she used to send
money through friends and local bus

drivers and at times the recipient did not
receive the money. They had no other
alternative but to use this riskier method
since there was no other formal means of
sending money. With the opening of a
financial co-operative in her vi l lage, she is
now able to send money back home
easi ly.

Organizational Structure

Financial co-operatives in Cameroon
have a simple organizational structure as
shown in Figure 1 below. Members are
deeply involved in the running of the
co-operative as they see it as theirs and
are proud of i t. Al l members of a financial
co-operative have the right to attend the
annual general assembly, with each
member enti tled to one vote. In fact, the
assembly is the main decision-making
body and the management cannot take
key decisions without i ts approval . The



general assembly elects members of the
board of directors. The board of directors
then appoints a manager who is
responsible for the day-to-day
management of the insti tution. The
manager, in close consultation with the
board of directors, recruits other staff
members. Those who consti tute the core

are: an accountant, a loan officer, a
membership officer, and a cashier. The
smal l staff reduces costs, which partly
explains why it is easy to establ ish a
financial co-operative. We visi ted one
financial co-operative whose manager was
also the loan officer, the aim being to keep
costs to a minimum5.

Relationship with the Informal Economy

A huge proportion of the unbanked group
in Cameroon works in the informal
economy. According to a survey carried
out by Cameroon’s Insti tut National de la
Statistique (INS) in 2005, the informal
economy provides about 90.4% of
employment for the unbanked (INS, 2006).
Those in the informal economy do not have
access to financial services because they
are not capable of meeting the
requirements as stipulated by the
mainstream financial insti tutions. To open a
bank account, many banks require
documents such as proof of residence
(electrici ty or water bi l ls) , business l icense
(for those with no regular salary), etc. , plus
an ini tial deposit. The low-income
unbanked, who mostly work in the informal
economy, are unable to provide these
documents. Opening a savings or current
account in a financial co-operative is very
simple and straightforward. To open an

account, a prospective member needs to
provide a photocopy of their national
identi ty card, submit a passport-size
photograph, and buy the minimum
required shares. Then he/she has to
complete an appl ication form. Any adult
aged 1 8 can easi ly meet these
requirements. In addition, i t is less costly to
open an account with a financial co-
operative. To open an account with Mbatu
Financial Co-operative, for example, a
person simply needs to pay a registration
fee of 2,000 FCFA ($4.40 USD) and buy
shares of not less than 1 0,000 FCFA
($21 .80 USD)6. Once this is done, the
person becomes a member and can start
saving or depositing money into the
account. Depending on the workload of
the staff, this entire process can take less
than thirty minutes. This simple and less
expensive process has al lowed a
significant proportion of the unbanked
group to turn to financial co-operatives for
access to financial services.



Because financial co-operatives operate
within local communities, they are capable
of developing innovative ways to reach the
target population. Having an
understanding of the local environment
and the financial l ives of the people
permits them to develop varying products
for different population segments.

Linkages with Informal Savings & Credit
Groups

Financial co-operatives have been able to
promote financial inclusion in Cameroon
by l inking with informal savings and credit
groups local ly cal led ‘njangi ’ . These
l inkages have given them an edge over
other financial insti tutions, especial ly the
commercial banks. Njangi groups have
existed in Cameroon for several decades
and have been widely used, especial ly by
those excluded from the mainstream
financial system, to mobi l ize resources.
However, these njangi groups provide only

short-term loans due to their short l i fe
span, usual ly twelve months. Financial
co-operatives fi l l th is gap. Several financial
co-operatives now have Njangi Security
Accounts. These are special accounts for
njangi groups. Instead of saving money at
home, the treasurer of the njangi group
comes along with two or three members to
deposit the money col lected from the
njangi meeting. They can choose to save
the money (so as to earn interest) or
simply deposit the money in their current
account to withdraw it whenever they need
it. As a result of the opening of this njangi
account, other members of the njangi
groups become acquainted with the
various products and services offered by
the financial co-operative they have an
account with. Several of them
subsequently use part of their savings
from the njangi group to register as a
member of the financial co-operative,
thereby benefiting from the range of
services offered by the insti tution.

Once the unbanked join these financial
co-operatives and start making use of the
various services offered, they tend to invite
others to join as highl ighted by Justina, a
member of a farmers’ financial
co-operative in the North West Region:



"Dai ly savings is another method
used by some financial

co-operatives to promote
financial inclusion. "

The njangi members who subsequently
become members of financial
co-operatives can be divided into two
categories. On the one hand, we have
members who immediately stop belonging
to njangi groups and on the other hand, we
have those who continue participating ful ly
in njangi groups. For the former, they
usual ly stop when they real ize that the cost
of belonging outweighs the benefi ts. A
former member of a njangi group
summarizes it as fol lows: “

” The latter group maintain their
relationship with their njangi groups and
they save the money they get from these
njangi groups in their individual accounts
at the financial co-operative as noted by
El izabeth, a management committee
member of a farmers’ financial
co-operative: “

”

As shown in Figure 2, financial
co-operatives tend to have l inks with
commercial banks. Most financial
co-operatives in the North West Region
have accounts with various banks such as
the Union Bank of Cameroon (UBC),
National Financial Credit (NFC) and
Société Générale de Banques au
Cameroun (SGBC). Some of these
financial co-operatives are not so secure,
especial ly those in the rural areas; to
reduce the risk of robbery, they prefer to
have some of their funds in commercial
banks.

Dai ly Savings Scheme

Dai ly savings is another method used by
some financial co-operatives to promote
financial inclusion. These insti tutions have
agents who visi t smal l traders in market
places on a dai ly basis and col lect the
amount they wish to save. They are al lowed
to save as l i ttle as 500 FCFA ($1 USD). This
is quite a good saving mechanism as it
encourages the local traders to save l i ttle
amounts at their convenience and these
traders real ly appreciate this method as
captured in the fol lowing statement made
by Innocent, a dai ly saver: “

” I t also acts as a
commitment device since people are
encouraged to save because they see their
neighbor do so. Some traders who are
more discipl ined set targets and have a
minimum amount they must save each day.
This is usual ly the case of those who want
to have a lump sum to invest in their
businesses, pay for chi ldren’s school fees,
etc. Once a target is attained, they set
another target. Over time, these people
achieve many targets they would otherwise
not have easi ly achieved in the absence of
this scheme. Many women are part of this
scheme because it permits them to save in
a secure place without the knowledge of
their husbands, since the agents come to
their business sites. As one participant
puts it: “



” In such cases
the desire to protect their savings from
their husbands prompts many women to
participate in the Dai ly Saving Scheme.
There is the temptation of spending the
l i ttle money they make for the day on other
things, taking into consideration the
sol idari ty spiri t in Cameroon. Because of
the high propensity to redistribute the l i ttle
money they have within their social
networks, most people prefer to save as
soon as they earn some money. At the end
of the day, the agents take the money they
have col lected to the financial co-
operative, which then registers it. I t is
worth noting that those who belong to the
Dai ly Savings Scheme are not yet
members of these financial co-operatives.
This means that they cannot make use of
the various financial services avai lable to
members. The Dai ly Savings Scheme
serves as a stepping stone that permits
these people to accumulate some money
and then open an account with the
financial co-operative. Hence the Scheme
permits them to gradual ly accumulate
money that they can use to register, buy
shares, and become ful l members of the
financial co-operative. This strategy has
been very effective in granting the
unbanked access to financial services – it
is l ike a “rai l ” on which a range of financial
and non-financial services can ride. Some
people do not graduate from the Dai ly
Savings Scheme even after becoming
members of financial co-operatives. Such
people continue to save through the
Scheme and at the end of the month, they
transfer the money into their account. The
reason why they do this is because with
the Dai ly Savings Scheme, their savings
earn no interest, so in order to earn
interest on their savings, they have to
transfer i t into their savings account. In
addition, the Scheme is advantageous to
them since they do not have to go to their

co-operatives each day to deposit money.
The time they would have spent going
each day to deposit money is actual ly
spend at their business places.

Use of Savings as Col lateral

The unbanked have often been denied
access to loans because they cannot
provide col lateral . Most mainstream
financial insti tutions usual ly prefer loans to
be col lateral ized with land certificates. By
so doing, they exclude the low-income
population. Our findings reveal that the
poor do indeed own land but in most
cases they do not have a land certificate.
Several reasons account for this; first, i t is
too costly for the poor to pay the money
required to obtain a land certificate. Money
is required as the appl ication fi le goes
through the various stages. Secondly, the
entire process is long and too
bureaucratic. As a result the poor,
especial ly those who are not acquainted
with the system, are left with no other
option but to be content with the de facto
recognition of the land by the traditional
ruler. In Cameroon, several financial
co-operatives accept loans to be
col lateral ized with savings on members’
saving accounts. This appears irrational
from a pure accounting point of view since
these borrowers could save on interest
payments by financing their various
projects with their savings instead of
borrowing (Baland et al . , 201 1 ) . However
borrowers l ike this method for numerous
reasons. By using their savings, they
bypass the huddle of providing the usual
i tems usual ly taken as col lateral . Also it is
relatively cheaper for borrowers to get a
loan with their savings. Most financial
co-operatives, especial ly those in the
North West Region, charge two interest
rates – 1 .5% per 1 ,000 FCFA ($2.20 USD)
for loans with savings and 2% per 1 ,000
FCFA for loans above savings. In addition,



the interest rate is calculated on the
outstanding balance, which means that the
total amount to be paid as interest
decreases as the borrower repays the
loan. Using savings as col lateral also
pushes borrowers to be more discipl ined.
Borrowers at times have l i ttle or no
incentive to put back the money they took
from their savings, whereas this is not the
case when they get a loan. In addition,

they continue to earn interest on their
savings whi le using it as col lateral . I n the
end, this strategy permits them to save,
and to carry out their projects at the same
time. I t might be argued that using l iquid
savings as col lateral for loans is not a good
strategy since these members are too poor
to save. Contrary to received wisdom,
members save more and borrow less as
shown in Figure 3 below7.

Money Transfer – Telecash

Money transfer services offered by
financial co-operatives have been of great
help to members, especial ly those in the
rural areas. Those in the urban areas used
to send money to their fami l ies and friends
in the rural areas via local buses and
motorbike riders. This method was very
risky and costly. At times, the money fai led
to reach the beneficiary and even when it
did reach the beneficiary, i t was not on
time. Since financial co-operatives both in
the urban and rural areas started offering
money transfer services, many people
have shifted from the old method to this
fast, rel iable, and cost-efficient means of
sending money. This service has
encouraged many people to become
members of financial co-operatives, hence

benefiting from the range of services
offered. Between January 2009 and June
201 0, 24 financial co-operatives that were
implementing a project aimed at the
expansion of Telecash in rural Cameroon
experienced an increase in the volume of
transfers and the number of new
members8. The volume of transfers sent
during this 1 8-month period totaled
$1 ,636,1 86.30 USD whi le the number of
new members attracted to the 24 financial
co-operatives since the instal lation of
Telecash reached 1 ,477. During this same
period, 3,824 transfers were sent and this
number is expected to increase to about
91 35 in the next five years, according to
CamCCUL’s projections. In Mbingo, for
instance, where the Mbingo Baptist
Hospital is located, over $21 ,442.40 USD
was transferred through the system in the



first week of the Telecash faci l i ty’s
operations. Prior to that, relatives of
patients had to travel for long distances
with huge sums of money to pay hospital
bi l ls. This was very risky as travelers were
sometimes attacked by armed robbers. In
Nkor (another community that benefi ted
from the Telecash project) , vi l lagers had to
travel for over 30km on very bad roads to
access money transfer services in Kumbo.
Now they are able to have access to this
service in their vi l lage. The Telecash Rural

Project has led to a significant
improvement in the provision of money
transfer services across Cameroon
through the CamCCUL network. Presently,
over 200,000 people in the rural areas are
able to send and receive money. To
evaluate the impact of this service, i t is
vital to take into consideration that the
beneficiaries of these money transfers are
members of fami l ies, thus there is a
multipl ier effect that extends far beyond
the immediate household.

Financial co-operatives have and wi l l
continue to play a vital role in promoting
financial inclusion through the wide range
of financial services and products offered,
such as loans (education, farming,
business, and real estate), savings, money
transfer, and insurance. Their close
proximity to local communities makes it
easier for them to del iver these services.
The various strategies, such as the Dai ly
Savings Scheme, l inkages with informal
savings and credit groups, and the usage
of savings as col lateral , have been very
effective in bringing financial services to

the unbanked.

That said, there is the need for financial
co-operatives to embark on financial
l i teracy projects, especial ly in the rural
areas. By so doing, the members wi l l be
able to draw maximum benefit from the
financial services offered to them. In
addition, financial co-operatives need to
stay attuned to the financial needs of
different segments of the population so as
to develop innovative financial products
tai lored to their needs.

Notes

1 For detai led explanation of financial isation, see Servet, J. -M. , 201 0.

2 This figure is based only on financial co-operatives that belong to the Cameroon Co-operative Credit Union
League (CamCCUL) network. Not al l financial co-operatives belong to this network, as a number of them are
independent. Over 60% of financial co-operatives belong to this network. These financial co-operatives are
scattered al l over the country. Cameroon is made up of ten regions (previously provinces) and these regions are
made up of divisions. We decided to focus on those that belong to the CamCCUL network because it was
difficult to get data on al l financial co-operatives from the Ministry of Finance.

3 I t is worth mentioning that the 208 financial co-operatives represent just the head offices of these insti tutions.
Most of them have branches in other regions.

4 The government is now in the process of changing the tax code so that these insti tutions have the same tax
code as those governing commercial banks.



5 I t should be noted that the total number of staff depends on the size of the insti tution. Financial co-operatives
usual ly start with few staff members and increase the number as their membership base increases and as they
carry out more operations. For instance, as they grow, they might recruit more loan officers, loan recovery
officers, and an assistant general manager.

6 The exchange rate used throughout this paper is $1 USD = 458.6 FCFA.

7 Data cover only financial co-operatives that are part of the CamCCUL network.

8 The goal of the project was to extend CamCCUL’s remittance faci l i ty, Telecash, to 24 rural communities through

24 financial co-operatives. The project started in January 2009 and ended in June 201 0. As a result of this

project, 24 rural financial co-operatives now offer money transfer services.
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Co-operative education in Africa: Opportunities
and chal lenges

1 . Background Information

Co-operative education is very critical for
the advancement of innovative
co-operative development worldwide. I t is
offered mainly through designated
co-operative training insti tutions that are
establ ished for that purpose. Historical ly,
the origin of co-operative education can be
traced as far back as the Roman Empire
(Bisschoff, 1 997; Wessels & Jacobsz,
201 1 ) . The concept of co-operative
education was first developed in the United
Kingdom in the 1 800s, from which it later
spread to the United States of America in
1 906, Canada in 1 957, and Austral ia in
1 962 (Wessels & Jacobsz, 201 1 ) . I n some
African countries it was introduced during
the colonial period whi le in others it was
introduced by independent governments.
In many cases, the processes of
introducing co-operative education in
Africa received numerous donors’ support.

There are diverse opinions on what
consti tutes co-operative education
(Wessels & Jacobsz, 201 1 ; Shaw, 201 0;
Engelbretcht, 2003; Cooperative Education
Association, 1 998; Baumgart et al . , 1 994).
However, i t is an undisputable fact that
co-operative organizations and some
international agencies profess that a
positive role is played by co-operative
education in shaping the growth and
development of co-operatives worldwide.
According to Wikipedia, the free
encyclopedia (201 2b), co-operative
education is a “structured method of
combining classroom based education
with practical work experience.”
Consequently, co-operative education has
been given several work-based

terminologies such as co-op, professional
practice, sandwiched trainings,
internships, externships, apprenticeships,
and career academies (Groenewald,
2004). This defini tion makes co-operative
education unique in i ts conduct and
method.

The Fifth Co-operative Principle also
underscores the central i ty of co-operative
education, training, and information in
co-operative development. Co-operative
training is defined as the process of
acquiring specific ski l ls needed to run a
co-operative enterprise, first as a business
organization and second as a social
enterprise. The social dimension of the
enterprise is included because, unl ike
other forms of organizations in the publ ic
and private sectors, co-operatives are
formed to improve the economic, social ,
and cultural circumstances of members
(Chambo, 2009).

The provision of co-operative education
has not been smooth in most countries.
Beginning in the mid-1 980s through to the
early 2000s, co-operative education went
through crises, as did co-operative
organizations themselves. However, in
recent times the resi l ience that co-
operatives have shown in the face of global
economic crises has sparked renewed
demand for co-operative education.
Currently, there are efforts to promote
co-operatives as an alternative business
model as opposed to share capital
corporate enti ties. Co-operative education
is, therefore, viewed as a critical factor in
the development of the new generation of
co-operatives.

by Faustine Bee



2. Scope, Methodology, and Organization

Co-operatives have a long and complex
history in Africa. Formal co-operative
organizations were establ ished in many
countries during the colonial era to
faci l i tate the marketing of export crops that
were produced by smal lholder farmers.
With the expansion of co-operatives in
terms of size and business turnover and
the ensuing management problems, co-
operative education was found to be the
solution. Ini tial ly, co-operative education
was provided outside Africa, mainly at
Loughborough Co-operative Col lege in the
United Kingdom. Later on, independent
African countries establ ished their own
col leges to cater to the needs of their
co-operatives in co-operative education,
training, research, and advisory services.

This paper, therefore, discusses the

provision of co-operative education in
Africa, examines potential opportunities,
and explores the chal lenges involved. The
sharing of these experiences with other
partners global ly can enrich one another’s
work and bui ld necessary partnerships.

The methodology used in the generation of
data chiefly involves a l i terature review and
an examination of the experience of the
researcher in the sector as a co-operative
trainer.

The paper is organized into five sections.
Section one provides an introduction, whi le
section two reviews co-operative education
in Africa. Section three discusses the
international ization of co-operative
education and section four examines future
prospects for co-operative education.
Final ly, section five contains some
concluding remarks.

1 . Defini tions: Education and Training

I t is an undisputable fact that education
has a critical role to play in any country’s
development. Almost al l developed
countries have evidenced the role played
by intangible assets such as knowledge,
ski l ls, and innovation, embodied in their
human capital , in bringing about their
respective development. This is true for
almost al l developed countries, such as
Israel , Japan, Germany, Singapore, and the
United Kingdom, just to mention a few. The
term “education” is derived from a Latin
word, educare, which means “bring up,”
which is related to educere (“bring out” or
“bring forth what is within”) . According to
Wikipedia (201 2c), the term “education”
may be defined as an “act or experience
that has a formative effect on the mind,
character, or physical abi l i ty of an

individual . I n i ts technical sense, education
is the process by which society
del iberately transmits i ts accumulated
knowledge, ski l ls, and values from one
generation to another. ” Thus, education is
the process by which people learn through
instructions, teaching, and learning. Formal
education is comprised of systems that
include preschool education, primary
education, secondary education, higher
education, adult education, and
co-operative education.

On the other hand, the term “training”
refers to the process of acquiring
knowledge, ski l ls, and competencies
through teaching, apprenticeship, and
professional development. In other words,
i t is a process of changing the atti tudes,
knowledge, ski l ls, and behavior of human
beings (Wikipedia, 201 2e).



2. The Context of Co-operative Education
and Training

Co-operatives are based on the values of
self-help, responsibi l i ty, democracy,
equal i ty, equity, and sol idari ty. In the
tradition of co-operative founders,
co-operative members bel ieve in honesty,
openness, social responsibi l i ty, and caring
for others. As pointed out above,
co-operative education and training is one
of the Seven Co-operative Principles.
Unfortunately, there are l imited empirical
studies on co-operative education and
training. Thus, research into co-operative
education is cal led for in order to address
this gap. For instance, there are no
comparative studies and there is no
consensus on what consti tutes
co-operative education or a co-operative
del ivery methodology, or how these differ
from other systems of education.

Fol lowing the recent debates about the
nature of learning, i t is increasingly
real ized that there is an interface between
individual and organizational learning
(Shaw, 201 0). This approach to learning
focuses on the relationship of the
individual learner to his or her wider
organizations. The informal learning that
takes place in groups through the sharing
of knowledge, ski l ls, atti tudes, and
behaviors, is l ikely going to shape
organizations differently. This kind of
thinking is very relevant to co-operative
enterprises. Thus, whatever the form of
co-operative education is considered, i t is
key to the success of co-operative
enterprises. I t provides opportunities for
members, leaders, board members,
employees, and the publ ic at large to
better understand co-operatives and to
enhance their growth and management
efficacy.

Co-operative education can be offered
through various forms of training

conducted by designated training
insti tutions or individual experts. These
forms may include one or more of the
fol lowing:

• Self-directed learning guided by
organized tutoring

• Networking, especial ly for peer
learning

• Workshops, seminars, or tai lor-made
programmes

• Training of trainers and members
• Open and Distance Learning (ODL)
• Long-term training programmes

leading to some form of
accreditation

Co-operative members, leaders, and
interested individuals can acquire
co-operative education through self-guided
training, which can be conducted through
l istening to radio programmes, reading the
avai lable l i terature, access to onl ine
resources, and learning from one other.
This kind of learning is more effective if
learners are highly discipl ined and
dedicated.

Learning through peers or networking is
another form of co-operative training that is
very effective. This is practiced through
group learning in which people gather in
their local co-operative organization or
elsewhere and learn about issues related
to co-operatives.

Workshops, seminars, and conferences
are another form of co-operative training
that is common in most countries. These
are usual ly organized based on specific
themes that address pre-determined
needs or are tai lor-made to meet the needs
of an organization or several organizations.
They are conducted once or on a regular
basis. In most cases such programmes are
conducted based on participatory and
democratic education techniques.



The training of trainers (ToT) is a training
programme that creates a pool of co-
operative trainers who are expected to
train their col leagues. The process bui lds
trust and confidence among members and
leaders because trainers are drawn from
within and among the local i ties and from
co-operative movements; they are able to
speak a common language, including local
vernacular, and explain issues with simple
and understandable examples.

Open and Distance Learning (ODL) is a
method that releases learners from the
constraints of time and place whi lst
offering flexible learning opportunities. I t is
mostly conducted onl ine and as such it has
its own chal lenges. This method mostly
rel ies on computer referencing, computer-
aided instructions via the Internet,
television-aided learning, and audio/video
tape materials. Most chal lenging is the
access to contact through the Internet and
telephone, which presupposes the
avai labi l i ty of a stable electrici ty source
and computer l i teracy among the learners.

In recent times virtual learning, or e-
learning, or education via computer-
mediated communication, is becoming
popular. Virtual learning was developed in
order to improve ODL, but i t is now often
used to supplement traditional face-to-face
classroom training, creating what is known
as Blended Learning (Wikipedia, 201 2f) .
The system usual ly runs the course
through multimedia and or web pages.
There are situations in which virtual
learning faci l i tates face-to-face classroom
interactions whi le at a distance by al lowing
direct communication with trainers, the
display of emotions, and questions via
telephone and skype, among other things.
Trainers and students are able to use a
“virtual classroom chalkboard” to train and
learn. Sharing multimedia resources such
as video and audio fi les and transferring

PDF or Word documents among trainers
and students is possible.

Long-term or residential training
programmes are another form of co-
operative education and training based on
accredited programes leading to
certification. Such certification is not
different from what traditional training
insti tutions offer. This includes certificates,
diplomas, undergraduate degrees, and
postgraduate degrees. Even better is a
situation in which co-operative education is
mainstreamed or blended into insti tution-
wide programmes so that a larger number
of students, on graduating, wi l l have some
knowledge of co-operative studies.

3. Co-operative Training Insti tutions

The introduction and practice of co-
operative education in Africa is closely
associated with the development of the co-
operative movement. Cooperative
movements were introduced during
colonial times, which were associated with
the cultivation of traditional agricultural
export crops – mostly coffee, cotton, and
tobacco (Bee, 1 996; Kimario, 1 992). Thus,
the colonial administrations in Africa –
British, French, Belgian, and Portuguese –
shaped co-operative development in
different ways to suit the needs of the
industrial countries in Europe.
Consequently, the development of co-
operative education was influenced as a
result of the nature and forms of co-
operative organizations promoted and
establ ished in the colonies.

In the Anglophone countries in Africa, Co-
operative Col leges were developed. They
were connected to the Co-operative
Col lege in the United Kingdom, which was
establ ished in 1 91 9. I t is, therefore, not
surprising today to see Co-operative
Col leges that were establ ished in most of



the British colonies in Africa – Kenya,
Uganda, Tanzania, Zambia, Nigeria,
Ghana, and Botswana. This is also true for
Asia and the Caribbean (Shaw, 201 0).
These Col leges were, in most cases,
establ ished and run as tertiary educational
insti tutions.

During colonial times, the Co-operative
Col lege in the UK provided training for
senior- and mid-level personnel in the co-
operative movement and co-operative
development departments. The training of
lower-level cadres, ordinary members and
leaders, was left to the co-operative
movements in developing countries. The
British colonial administration establ ished
the position of Registrar of Co-operatives
in most of i ts colonies. Thus, some of those
graduating from the Co-operative Col lege
in the UK took the position of Registrar and
others were employed in emerging
positions in the civi l service of developing
countries. Others became instrumental in
the establ ishment of Co-operative
Col leges in the colonies. There were also
some graduates who became active
pol i ticians and joined the independence
struggle movements.

4. Operations of Co-operative Training
Insti tutions

The development of Co-operative Col leges
in most of the colonies was shaped by a
variety of factors, including pol i tical
ideology, funding avai labi l i ty, and the
strength of the movement. I t is partly as a
result of these factors that there are
remarkable differences among these
Col leges today, although they were
establ ished via simi lar arrangements.
Shaw (201 0) contends that “they exhibit
considerable diversity in their size,
strategic direction, governance and
capacity for outreach.”

General ly speaking, co-operative
education in Africa today is provided by

various agents, including training
insti tutions, the co-operative movement, the
government, non-governmental
organizations, and consultants. However,
programmes’ content and the cost of
training are among the major constraints to
members and leaders of co-operative
organizations in accessing them.
Furthermore, these providers employ
varied methodologies and curricula in
conducting co-operative education and
training, which can make comparisons of
training across borders difficult.
Appendices I and I I depict different types
of programmes offered by co-operative
training insti tutions. One may categorize
co-operative training insti tutions in Africa
as fol lows:

• Special ized University Col leges
dedicated to co-operative studies.
Currently there are two Col leges
that have been transformed into
University Col leges. These include
Moshi University Col lege of
Co-operative and Business Studies
(MUCCoBS), formerly the
Co-operative Col lege of Moshi and
the Co-operative University Col lege
of Kenya (formerly the Co-operative
Col lege in Lang’ata, Kenya).

• Co-operative Col leges that offer
non-university degree programmes;
these include:
o Lesotho Co-operative Col lege
o Uganda Co-operative

Col lege, Kigumba
o Co-operative Col lege in

Lusaka and Katete Col lege,
both in Zambia

o Cooperative Col lege of
Swazi land

o Federal Cooperative Col lege,
Oj i -River, Nigeria

o Ghana Co-operative Col lege,
Kumasi

• Co-operative training centers/
organizations:
o Co-operative Development



Centre, Botswana
o Centre de Formation et de

Recherches Coopératives
(IWACU), Rwanda

o Smal l Enterprise
Development Agency (SEDA),
South Africa

• Universities operating departments/
directorates/centers offering co-
operative education:
o Mekel le, Ambo, Hawassa,

and Haramaya Universities,
Ethiopia

o Directorate of Cooperative
Education at Tshwane
University of Technology;
Insti tute for Cooperative
Development at the University
of Fort Hare; and the Centre
for Co-operative Education
and Experiential Learning at
the University of Zulu land,
Kwazulu Natal , South Africa

Most of the programmes offered by these
co-operative training insti tutions are
accredited by their respective national
accreditation bodies. However, currently
there is no co-operative accreditation body
in these countries or at a regional level .
There is the potential for wide variations in
terms of curricula for simi lar programmes
in, for example, management, accounting,
and auditing, just to mention a few.

Programmes also vary from the certificate
to the postgraduate level . Likewise in terms
of insti tutions, in some countries (Tanzania,
Kenya, Uganda, Lesotho, and Nigeria) co-
operative education is offered through
special ized co-operative higher learning
insti tutions, whi le in others these roles are
played by other bodies. For instance in
Ethiopia, the role of co-operative col lege is
assumed by a number of universities such
as Mekel le, Ambo, Hawassa, and
Haramaya. In Botswana a division of the

co-operative development department
conducts co-operative education, whereas
in Rwanda a donor-funded NGO (Centre
de Formation et de Recherches
Coopératives – IWACU) does the training
(Bee, 201 1 ) .

The extent to which there are outreach
programmes also varies among countries.
There are countries in which there is
systematic del ivery of outreach
programmes that have a higher impact
than in countries in which such
programmes are central ized. Countries
such as Kenya, Uganda, Tanzania,
Botswana, Rwanda, and Ethiopia have
displayed higher levels of provision of
outreach programmes.

Funding of these Col leges is through the
governments’ regular budgets, which is not
adequate to meet the needs of the
Col leges. However, Col leges also generate
l imited revenues through charging fees,
mobi l izing grants and donations, and
renting faci l i ties. Additional income is
generated through commercial consulting
services executed by staff when avai lable.

Physical infrastructure – lecture theatres,
seminar rooms, l ibraries, hotels, and
recreational faci l i ties – that was
constructed in the early 1 960s and 1 970s
requires major rehabi l i tation and
improvements. There is also a need for
expansion to meet the increasing demands
for admissions into new programmes.
There are a few cases in which l imited new
construction and rehabi l i tation is being
undertaken with funding from governments
in countries such as Ethiopia, Tanzania,
Botswana, and Lesotho. However, more
efforts are required to hasten the speed of
construction and rehabi l i tation to cope with
the growing demand for co-operative
education.



There are also emerging needs such as
access to computers and the Internet.
Thus, the instal lation of information and
communications technology (ICT)
infrastructure, which can faci l i tate learning
and research at the Col leges, is required.
Access to computers and the Internet are
critical requirem, but these faci l i ties are not
readi ly accessible to al l students, let alone
outreach programmes.

The recruitment and development of
human resources in the Col leges is the
backbone of the del ivery of qual i ty
co-operative education in Africa. Most of
those trained during the early 1 960s are
retiring and a new generation must take
over. In addition, changes in the global
economy have not spared the theory and
practice of co-operatives. Thus,
recruitment and staff development
programmmes must accommodate a shift
in development paradigms and theories in
co-operative studies. This unfolding
scenario requires the introduction of
graduate programmes to enhance
students’ research capacity and
independent thinking. There are, however,
l imited opportunities for graduate studies
in co-operative education.

5. Case Study: Moshi University Col lege of
Co-operative & Business Studies, Tanzania

Tanzania decided to establ ish its
co-operative education and training
del ivery system on 29 May, 1 962. The idea
to establ ish the Tanganyika Co-operative
Col lege of Moshi was conceived at a
meeting of the Heads of the East African
School of Co-operation at Lower Kabete
and Mzumbe Co-operative School , the
Commissioner for Co-operative
Development, and the Permanent
Secretary of what was then the Ministry of
Co-operatives and Community

Development. Prior to the establ ishment of
the Co-operative Col lege of Moshi , senior-
and mid-level co-operative personnel were
trained at Loughborough Co-operative
Col lege in the UK, now the Co-operative
Col lege, which shifted to Manchester in
2001 . Because of inadequate space for
training at Loughborough Co-operative
Col lege, the three East African countries of
Kenya, Uganda, and Tanganyika
establ ished the East African School of
Co-operation at Jean’s School , Lower
Kabete in 1 952 with the Registrars of
Co-operatives consti tuting its Board of
Directors (Co-operative Col lege of Moshi ,
1 984).

The East African School of Co-operation
did not last long, as in 1 959 Uganda
withdrew from the partnership and
establ ished its own School , fol lowed by
Tanganyika toward the end of 1 962 due to
a rapid increase in training requirements.
Tanganyika had started its own School at
what was then the Local Government
Training School at Mzumbe, Morogoro to
cater to the training needs of Primary
Co-operative Societies’ employees in 1 957.

Major co-operative unions such as the
Ki l imanjaro Native Co-operative Union
(KNCU) were able to send their senior
personnel for training at Loughborough
Co-operative Col lege as wel l . However,
lower-level personnel were not able to gain
access to such training. KNCU, therefore,
decided to establ ish its Commercial
Col lege in order to train i ts staff, members,
and leaders. In 1 962 the KNCU training
faci l i ties were offered to the government of
Tanganyika to start the Tanganyika Co-
operative Col lege of Moshi at a nominal
rent of one shi l l ing per year (Co-operative
Col lege of Moshi , 1 984).

The Tanganyika Co-operative Col lege of
Moshi began operations on 5 January,
1 963, with the first batch of 73 students,
which included 30 Primary Co-operative



Societies’ secretaries, 40 co-operative
inspectors, and 3 foreign students from
Malawi, Yemen, and Zambia. The first
course was an intermediate course in
which the fol lowing subjects were taught:
Bookkeeping, Duties of Inspection,
Co-operation, Co-operatives, Law,
Commerce, and Civics.

In order to provide the Col lege with a legal
basis, the Co-operative Col lege Act No. 32
of 1 964 was passed to provide for the
establ ishment of the Co-operative Col lege
of Moshi , which replaced the Tanganyika
Co-operative Col lege of Moshi .
Consequently, the government acquired a
30-acre plot of land one mi le from Moshi
town centre to construct the new Col lege.
Construction started on 1 9 February, 1 966,
and was completed in September, 1 967. I t
was official ly opened in October of that
year. The ini tial construction cost was 4.5
mi l l ion TZS, made up of a 20% government
contribution and an 80% loan from the
Swedish Government. I t was official ly
opened by the Prime Minister of Sweden,
Mr. Tage Erlander, on 25 January, 1 968, at
a ceremony that was also attended by the
President of the United Republ ic of
Tanzania, the late J.K. Nyerere
(Co-operative Col lege of Moshi , 1 984). An
additional 45 acres were acquired during
the 1 980s, making a total land area of 75
acres that the Col lege possesses in Moshi
today.

With the establ ishment of the Col lege, a
number of new courses were designed
and taught. First, the secretaries’ course
offered at Mzumbe was transferred to
Moshi , as was the intermediate course that
was conducted at Lower Kabete, Kenya.
New advanced courses in Accountancy
and Audits, Economics, Management,
Principles of Co-operation, Law, Statistics,
and Civics were introduced. Other courses
that were developed later included the

Association of Certified and Corporate
Accountants Course (1 968) and the
Ordinary Diploma Course in Management
and Accountancy (26 March, 1 971 ).

As the newly independent country had few
trained personnel in almost every sector,
the first group of teaching staff was
recruited from overseas, mainly Britain,
West Germany, Finland, Denmark, Norway,
and Sweden. These were recruited under
Technical Aid arrangements. However, the
teaching staff was al l African by June,
1 972.

The co-operative movement establ ished
their own co-operative education faci l i ty,
known as the Co-operative Education
Centre (CEC), in 1 964 to train members,
leaders, and primary societies’ personnel .
Although the two insti tutions were based in
Moshi , the nature of their ownership and
funding were different. Whi le the Col lege
was a publ ic insti tution owned and funded
by the government, the Centre was a
private faci l i ty owned by the Co-operative
Union of Tanzania (CUT) on behalf of the
movement. In the mid-1 970s, the
leadership of the two insti tutions came
under the same Governing Board and the
Principal of the Col lege assumed the role
of Director of the Centre as wel l . Unti l
1 993, the Chief Executive Officer of the
Col lege and its sister insti tution was known
as the Principal/Director. According to
Chambo (2009), the structure of the CEC
was decentral ized to regions through a
regional network structure cal led Regional
Wings. The CEC offered co-operative
education through short seminars,
workshops, radio study circles, and
correspondence courses, which were
structured for the understanding of basic
co-operative knowledge.

The Centre was formal ly registered to
operate in Tanganyika on 6 June, 1 967. In



1 968 the Government of Tanzania signed
an agreement with the governments of
Sweden and Denmark to support CEC in
providing co-operative education
countrywide through the establ ished
Regional Wings (now Regional Centres).

The establ ishment of national co-operative
education programmes occurred due to
four major reasons. First, after
Independence the number of co-operative
societies increased tremendously, which
increased demand for co-operative
education. Second, the number of spaces
for trainees at both Loughborough
Co-operative Col lege and the East African
School of Co-operation were inadequate,
which forced some co-operative unions to
establ ish Col leges. Third, training for
members and lower-level personnel was
not provided by these schools; local ly-
designed training for these groups was
required. Fourth, a special ized design of
co-operative education programmes that
reflected local needs was cal led for, as the
dominant form of co-operation in the UK
was the consumer co-operative system,
whereas in Tanganyika at the time the
agricultural marketing co-operative
movement was at the forefront (Chambo,
2009).

During the 1 960s, there were two
developments worth mentioning. First, on
26 Apri l , 1 964, Tanganyika and the
Zanzibar Islands united to form the
present-day United Republ ic of Tanzania.
In 1 967 Tanzania adapted a social ist pol icy
through the Arusha Declaration. In order to
spearhead the movement toward a
social ist economy, the government enacted
the Vi l lages and Ujamaa Vi l lages Act,
1 975, which was expected to establ ish
Ujamaa vi l lages (community-based

farming col lectives) in rural areas. Vi l lages
then took over the functions of the Primary
Co-operative Societies as multi -purpose
and production-oriented co-operatives.

On 1 4 May, 1 976, the government
dissolved and l iquidated al l Marketing
Co-operative Societies, including unions,
through a decree based on the pretext that
they were inefficient, corrupt,
undemocratic, and incurring colossal
losses. Although some of these
accusations might be justifiable, there were
other reasons for this move that were
mainly pol i tical in nature (El l is, 1 988;
Hyden, 1 980). The activi ties performed by
co-operatives were handed over to Crop
Authorities, Regional Trading Companies,
and the National Mi l l ing Corporation, whi le
Vi l lage Co-operatives replaced Primary
Co-operatives Societies at the grassroots
level . The Co-operative Development
Department was replaced by the Ujamaa
and Co-operative Division under the Prime
Minister’s Office.

Subsequently, recruitment of students to
the Co-operative Col lege ceased as the
movement and the Co-operative
Development Department were abol ished.
This situation forced the Col lege to review
its curricula in order to find other ways of
recruiting students. As a result, the Col lege
had to focus on the needs of new sectors –
the Ujamaa and Co-operative Division
under the Prime Minister’s Office, Crop
Authorities, Regional Trading Companies,
and the National Mi l l ing Corporation. Thus,
new programmes were introduced,
namely:

• Nine-month Certificate Courses in
Management & Administration and
Management & Accountancy

• A two-year Diploma in Co-operative
Management and Accountancy



• A three-year Advanced Diploma in
Co-operative Management and
Accountancy introduced in 1 980

• Short-term and special ized courses
ranging from one week to several
weeks in duration depending on the
needs identified (e.g. Shop
Managers, Senior Management,
Wholesale and Distribution, Supply
and Credit Managers, etc).

Tanzania experienced serious
macroeconomic crises toward the end of
the 1 970s through the 1 980s, a situation
that forced the government to introduce
economic reforms. Co-operatives were
reinstated in 1 984 through the Co-operative
Societies Act, 1 982; l iberal macroeconomic
pol icies and sectoral pol icies such as
agricultural trade, monetary, and fiscal
measures were introduced. In the
agricultural sector, the newly-introduced
co-operatives were left to compete with
corporate companies, mostly multinationals
and private traders.

In the early 1 990s, further reforms were
adopted through legislation such as the
Co-operative Societies Act, 1 991 , which
made co-operatives autonomous
organizations that were free to compete
with the corporate sector. In the financial
sector, the Banking and Financial
Insti tutions Act, 1 991 , l iberal ized the
financial sector with the aim of reviving the
economy. The Co-operative Societies Act,
1 991 , permitted the formation of Savings
and Credit Co-operative Societies
(SACCOS) as independent co-operative
financial insti tutions, which were hitherto
operating as Savings and Credit Schemes
appended to Marketing Co-operatives.

The new developments in the economy had

their effects on co-operative education.
Thus, the Co-operative Col lege had to
review its curricula to meet the emerging
needs of co-operatives in a l iberal ized
market environment. I t was at this time that
the Col lege diversified its programmes to
include non-co-operative courses as wel l
as graduate diploma programmes in
finance, community development, SACCOS
management, and Co-operative Business
Management.

Trade l iberal ization weakened co-operative
organizations, rendering them almost
obsolete. The existence of the CEC as a
private co-operative education provider
was, therefore, threatened. In order to
prevent the closure of the CEC, the
decision was made on 1 August, 1 993, to
integrate the CEC with the Col lege by
transforming the former into the Directorate
of Field Education (DFE) whi le maintaining
regional outreach structures.

In a further development, Col lege staff
became concerned for the Col lege’s future
as admissions from the ai l ing co-operative
sector started to dwindle. The government,
with support from the World Bank, carried
out a massive retrenchment of the civi l
service, and one of the sectors that was
seen as redundant was the Co-operative
Development Department. Subsequently,
government funding to the Col lege
dropped tremendously between 1 990 and
2000. As a result, the Col lege had to lay off
some of its staff and close its campus at
Kizumbi in Shinyanga Municipal i ty.

The period from 1 990 to 2000 was difficult
for the Col lege as admissions and funding
decreased significantly, posing a threat of
closure. This was a decade of co-operative
education crises. The Col lege was not able



"The growing
management complexities

of co-operatives
necessitated higher levels
of co-operative education

and training"

to gain access to the education budget,
nor to research funding from the
government or development partners.
Furthermore, recruitment of students into
programmes was severely affected as the
government and the movement could no
longer sponsor staff to attend training at
the Col lege.

In order to address these chal lenges, the
process of transforming the Col lege into a
University Col lege was ini tiated by the
management and subsequently approved
by the Governing Board. The government
declared the establ ishment of the Moshi
University Col lege of Co-operative and
Business Studies (MUCCoBS) on 28 May,
2004, transforming the former Co-operative
Col lege of Moshi into a consti tuent col lege
of the Sokoine University of Agriculture
based in Morogoro Tanzania. I t was
granted a Charter under the Tanzania
Universities Act, 2005, on 1 8 August, 201 0.
I t operates as a semi-autonomous
insti tution with i ts own Governing Board
and budget, with the view of becoming a
ful l -fledged university by 201 4.

The establ ishment of MUCCoBS was
necessary as part of addressing the
chal lenges the Col lege experienced, but
also to meet the growing demands for a
university-based co-operative education in
Africa. The Co-operative Col lege of Moshi
had been the training base for senior- and
mid-level personnel from Lesotho,
Botswana, and South Africa, to mention but
a few. The growing management
complexities of co-operatives necessitated
higher levels of co-operative education and
training and hence there was a renewed
demand for university education and
scientific research into co-operatives.

The University Col lege is organized into
two faculties – Co-operative & Community
Development and Business & Information
Technology. I t has an Insti tute of

Continuing Co-operative Development and
Education that coordinates outreach
training activi ties in the thirteen Regional
Centres that formerly operated under the
Directorate of Field Education. There are
three academic directorates, namely the
National Co-operative Library and
Archives; Consultancy Services; and
Research and Postgraduate Studies. In
addition there are two administrative
directorates – Finance & Planning and
Human Resources Management &
Administration.

The University Col lege offers a wide range
of certificate, diploma, undergraduate, and
graduate programmes. I t has increased the
number of programmes from 1 1 in 2005/06
to 22 in 201 0/1 1 . I t operates a campus at
Kizumbi Shinyanga that teaches certificate
and diploma programmes, and another
campus at Mwanza along Lake Victoria
that wi l l open in October, 201 1 , where
certificate programmes wi l l be offered.

The number of students has increased
along with increases and expansions in
programmes and campuses, from 540 in
2005/06 to 3,775 in 201 0/1 1 . The number
of teaching staff also increased from 60 in
2005/06 to 1 30 in 201 0/1 1 . However, the
Col lege is grappl ing with an aging
teaching population as most of the senior
members of the academic staff are
retiring, leaving behind newly-recruited
young staff members who require not only
training to acquire the necessary
academic qual i fications, but also training in
co-operative education.



Co-operative education is increasingly
becoming international . This is happening
through the admission of foreign students,
recruitment of foreign trainers, and sharing
of training materials. Thus not only are
materials affected by international
influences, but exchanges of staff and
students are contributing immensely to co-
operative education’s international ization.
Perhaps the Co-operative Col lege of
Moshi , now MUCCoBS, was
international ized from its very beginning.
The first trainers at the Co-operative
Col lege of Moshi were mainly from Europe.
The Col lege also recruited students from
Malawi, Zambia, and Yemen to take
courses offered in the 1 960s (Co-operative
Col lege of Moshi , 1 984).

During the 1 980s and 1 990s, the Co-
operative Col lege of Moshi also recruited
students from Botswana, Lesotho, Kenya,
South Africa, Gambia, and Uganda for
mid-level training in co-operative
education. Although there was a lapse in
the late 1 990s and early 2000s resulting
from a poor image of co-operatives
worldwide, today there is a renewed
appreciation of the role co-operatives play
in socio-economic development. Co-
operatives have survived the recent global
economic crises. Thus there are renewed
demands for co-operative education in
order for co-operatives to address the
complex global socio-economic
chal lenges they face.

In i ts efforts to maintain i ts regional position
in the 1 990s, the Co-operative Col lege of
Moshi entered into col laborative
agreements with the Co-operative Col lege
in Lang’ata, Kenya and the Co-operative
Col lege in Lusaka, Zambia that involved
exchanges of teachers and teaching
materials. Although the programme did not

last long due to lack of financial support, i t
was a good beginning for regional
col laboration in human resources
development at the continent level .

Fol lowing the transformation of the Co-
operative Col lege into Moshi University
Col lege, new forms of col laboration have
been forged with governments, movements
and other col leges in the continent.
MUCCoBS is now training staff from the
Co-operative Development Department in
Botswana, as wel l as staff from the
Lesotho Co-operative Col lege and Centre
de Formation et de Recherches
Coopérative (IWACU) in Rwanda.
MUCCoBS has also provided support to
the governments of Rwanda and Malawi in
carrying out feasibi l i ty studies to establ ish
their own Col leges with assistance from the
International Labour Organization’s (ILO’s)
CoopAfrica. I t has also conducted
insti tutional capacity-bui ld ing sessions for
co-operative insti tutions in Lesotho,
Namibia, and Botswana. MUCCoBS
supported the introduction of a diploma
programme at the Lesotho Co-operative
Col lege in 2009 and is running a distance
learning programme for SACCOS
Managers in Uganda in col laboration with
the Uganda Co-operative Al l iance and
Développement International Desjardins
(DID) Canada.

In Apri l , 2009, the idea of establ ishing the
African Association of Cooperative Training
and Research Insti tutions (AACTRI ) was
conceived at a workshop involving leaders
of Co-operative Col leges organized by the
ILO’s CoopAfrica in Kigal i , Rwanda. The
draft memorandum was prepared and
discussed in Nairobi in October, 2009. The
objective of AACTRI is to serve as a
regional body in co-operative education,
training, research, and advisory services.



Further, i t is to l ink African co-operative
education, training, and research
insti tutions with one another. However, the
memorandum is yet to be ratified by al l
parties Once concluded it wi l l faci l i tate
col laboration among insti tutions on many
fronts, including exchanges of staff and
teaching materials, and the conduct of
joint research and accreditation of
programmes.

Co-operative education needs to be
supported by research into co-operatives.
Research generates new knowledge,
which enables co-operatives to be
innovative and remain competitive in the
global market. Currently there is l imited
research undertaken by co-operatives,
governments, or training insti tutions,
resulting in l imited rel iable data on

co-operatives. In order to increase its
participation in research activi ties, Moshi
University Col lege recently introduced
Master’s and PhD programmes with the
aim of spearheading the co-operative
research agenda in Tanzania and Africa at
large. Botswana is planning to establ ish a
research unit at the Co-operative Training
Centre to faci l i tate research on co-
operatives. In an attempt to bui ld
insti tutional capacity in co-operative
research, the ILO CoopAfrica faci l i ty, in
col laboration with the Co-operative Col lege
in the UK, organized a co-operative
research capacity-bui ld ing workshop at
Ambo University in Ethiopia in 201 0,
drawing participants from MUCCoBS
Tanzania, the Co-operative University
Col lege of Kenya, and Ambo University
i tself.

The future for co-operative education both
in Africa and elsewhere is bright as co-
operatives are being appreciated
worldwide. There is increasingly renewed
vigor in the promotion of co-operatives as
viable and sustainable insti tutions. Thus,
there is potential for co-operative education
and research in Africa but also chal lenges.
Co-operative education has gained
recognition in many countries as a viable
post-secondary pedagogy, leading to
increases in co-operative education
programmes and the number of
practi tioners. In most African countries,
insti tutions offering co-operative education
have continued to receive considerable
government and industry support. As a
result, today there is a number of higher
learning insti tutions in Africa that offer co-
operative education programmes. Apart
from special ized col leges, some
universities are offering programmes in co-
operative education.

In South Africa, the Society for Co-

operative Education (SASCE) has
promoted co-operative education
vigorously and stimulated research interest
in co-operative education through a series
of conferences and workshops. This
interest in cooperative education research
is reflected in the growing number of
papers presented at conferences
organized by SASCE and the World
Association for Cooperative Education
(WACE) (Wessels & Jacobsz, 201 1 ) . There
is also a growing interest among
postgraduate students in many universities
in Africa who are pursuing research in co-
operative education as part of their
graduate studies.

Despite the high potential and bright future
for co-operative education, there are
imminent dangers that i t faces. According
to Charles Kettering, the former Vice
President of the General Motors
Corporation, “cooperative education is the
education of the future” (Wessels &
Jacobsz, 201 1 ) . However, there are



"Equal ly important
is innovation and

continuous
improvement in
co-operative
development"

problems relating to co-operative
principles and practice as implemented in
various countries. For instance, there is no
general consensus on what consti tutes a
co-operative education. In most instances,
co-operative education focuses on the
student’s personal growth, rather than
insti tutional growth and career
development. Wi lson et al . (1 996) contends
that co-operative education must involve
conceiving of, defining, and presenting co-
operative education as “a curriculum
model that l inks work and academics – a
model based on sound learning theory.”

Equal ly important is innovation and
continuous improvement in co-operative
development, which is determined by the
amount of research in co-operative
education, currently neglected to a great
extent. Research intp co-operative matters
at al l levels – micro, meso and macro –
need to be emphasized for co-operative
education to have a future.

The development of curricula and teaching
methodologies is another area that cal ls for
a debate. Most of the accredited
programmes offered by tertiary training
insti tutions are accredited by national non-
co-operative accreditation authorities –
mostly under Ministries of Education.
Equal ly important, capacity-bui ld ing
programmes conducted in the form of
seminars, tai lor-made programmes, and
workshops are not accredited. Thus, some
form of accreditation of co-operative
education through co-operative education
accreditation bodies is required. WACE,
mentioned above, is one such body.

Most co-operative training insti tutions are
faced with l imited budget al locations from
the government, which l imits their
operations, ini tiation of development
projects, and research.

Another chal lenge relates to the need to re-
train teaching staff in co-operative
education, as some of those recruited into
teaching have not necessari ly been trained
by co-operative training insti tutions. Such
re-training requires money, which
insti tutions may not necessari ly have.

There are opportunities for training
insti tutions to col laborate and network at
the regional and global levels. These
col laborations could occur in many areas,
with ini tiatives ranging from exchanges of
teachers, students, and materials.
Furthermore, col laboration in co-operative
research needs to be cultivated and
nurtured.



I t is an undisputable fact that co-operative education is cri tical to the
advancement of innovations for co-operative development worldwide. I t
has a long history; i t was first introduced in the United Kingdom but
spread to other countries later on. In Africa it was first introduced during
the colonial era and in others after independence with donor support.
The development of co-operative education in Africa is associated with
the growth of the co-operative movement. As co-operative movements
grew, the need for co-operative education also increased and resulted in
the establ ishment of co-operative training insti tutions. Today, there are
special ized co-operative training insti tutions in some countries, whi le in
others universities or other agencies provide co-operative education.

The paper identified four providers of co-operative education, namely
University Col leges, special ized Co-operative Col leges, departments or
centers, and university-based insti tutes/directorates/ departments.
Because of this diversity in terms of training insti tutions, curricula for
co-operative education and practice vary between countries. In some
countries programmes are accredited by accreditation bodies that are
not co-operative in nature, whi le some programmes are not accredited,
especial ly those of short-term nature (such as those offered through
seminars, workshops, and tai lor-made programmes, to mention a few).

Co-operative education went through crises as did co-operative
organizations themselves. However, in recent times, the resi l ience that
co-operatives have shown in addressing global economic crises has
sparked a renewed demand for co-operative education. Increasingly,
there are efforts to promote co-operatives as ideal alternative business
models, as opposed to share capital corporate enti ties. Co-operative
education is seen as a critical factor in these new initiatives of
co-operative development. Thus, the future of co-operative education is
very bright. I t is needed in order to generate innovative solutions to
complex co-operative problems. Already there is a growing interest in
co-operative education and research in some countries. Additional ly,
there is a growing interest in international izing co-operative education
programmes through exchanges of students, teachers, study materials,
and through conferences and col laborative arrangements between
col leges.

Despite the renewed interest in co-operative education, there are
chal lenges that co-operative training insti tutions face. These relate to
l imitations in terms of research into co-operative education, development
of theory and practice, insti tutional capacity to offer co-operative
education, financing, and development of human resources. These
chal lenges cal l for concerted efforts among insti tutions, the movement,
and governments.
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Entrepreneurship levels of co-operatives in Malaysia

The main purpose of this paper is to
study the level of entrepreneurship
among co-operatives in Malaysia.
Representatives from 465 co-operatives
throughout the country were interviewed
for this study. Respondents were
randomly selected to represent
proportional ly co-operatives in
credit/finance, farming,
housing/construction, industry, consumer
goods, transportation, and services.
Based on their classification, the co-
operatives were stratified by zone: North,
South, East, Central , Sabah, and
Sarawak.

Focus group interviews were conducted
to obtain ini tial input and identify issues
related to co-operative entrepreneurship.
I ssues raised during the focus group
interviews are important in developing a
questionnaire to use as the main
instrument for data col lection. The
questionnaire was tested in two pi lot
studies. Respondents comprised a
member of the co-operative board, a
secretary, a treasurer, a manager, and an
assistant manager. The questionnaire
was refined after getting feedback from
the respondents as a result of the pi lot
study. Data were col lected through face-
to-face interview sessions with
respondents at their offices.

The study classifies the level of
entrepreneurship in co-operatives into
three levels – high, medium and low –
among the co-operatives in Malaysia.
Nine variables were used: direction,
innovation, risk-taking, abi l i ty to identify

and take advantage of opportunities,
efficient management of resources,
recognition, international ization, insti l l ing
entrepreneurial culture, and management
effectiveness. Based on the nine
variables, 251 co-operatives (54%) were
in the low-level entrepreneurship group,
1 88 co-operatives (40.4%) were at a
medium level of entrepreneurship, and 25
co-operatives (5.6%) were in the high-
level entrepreneurship group.

A High-Level Co-operative
Entrepreneurship Model (HLCEM) has
been developed to serve as a guide to al l
interested parties in bui ld ing a
co-operative that has a high level of
entrepreneurship. The attributes of high-
level co-operative entrepreneurship are
also described.

Based on results from the study, seven
strategies are proposed to improve the
level of entrepreneurship in
co-operatives. These strategies include
adopting characteristics of
entrepreneurship in co-operatives;
improving managerial and technical ski l ls
among board members, management,
and workers; fostering entrepreneurship
among members of the co-operatives;
emphasizing the role of co-operatives as
corporate marketers; establ ishing
support systems to improve the
performance of co-operatives as
organizations with entrepreneurial
characteristics; establ ishing a Research
& Development One-Stop Centre for
Co-operatives; and promoting
international ization.

by Norwatim Abdul Latiff, Mohamed Dahlan Ibrahim , Mohd
Rasydi Abd. Rashid, Abdul Aziz Abdul Latif, Suraya Husin,
Ghazal i Ahmad , Ayu Diana Awang, Mohd Rafi Yaacob,
Mohd Nusi Abdul Rahman



Co-operatives are an instrument of a
country’s economic development. The
active involvement of a co-operative in
business provides many benefits to its
members. I t provides jobs to local people,
including the fami l ies of members. For
example, Mondragon co-operatives created
for their members a high qual i ty of l i fe and a
high degree of job security.

In Malaysia, there are 6,084 co-operatives
(Directory of Registration of Co-operatives,
December 2008). However, the contribution
of the co-operative sector to the country’s
Gross Domestic Product (GDP) in 2009, at
around 1 %, was minute relative to the
number of registered co-operatives. Co-
operatives in Malaysia have not been
contributing conspicuously to other sectors
of the economy. Therefore, there is an
urgent need to examine the level of

productivi ty of co-operatives. A co-
operative is responsible for adopting
entrepreneurship in the organization. The
adoption of entrepreneurship involves five
main processes: identifying opportunities,
taking advantage of opportunities, carrying
out suitable activi ties, improving
management systems, and reaping the
benefi ts. When the level of
entrepreneurship is high, the management
system has to be continuously improved to
accommodate the associated increase in
productivi ty. This increase in productivi ty is
the result of the co-operative fostering the
virtue of entrepreneurship among its
members and, in particular, board
members. With the right approach and
perseverance, the co-operative sector is
expected to grow, spurred on by
entrepreneurship-related ini tiatives.

According to Histrich dan Peter (1 988),
entrepreneurship is a dynamic process of
wealth creation by an individual who
acquires a high-risk equity, contributes time
and energy, and is committed to producing
goods and services of value. I t is a
process of creating something new by
expending time and effort, as wel l as
bearing financial risk. Those who take risk in
this entrepreneurial endeavor are invariably
rewarded with pecuniary benefi t,
satisfaction, and personal freedom. Kuratko
dan Hodgetts (2004) defines
entrepreneurship as a process of innovation
and creation manifested in four dimensions:
individuals, organizations, environment, and
processes, and faci l i tated through a
network of government, educational
systems, and insti tutions.

In the context of Malaysia, Siti Maimon's
(1 998) study on a group of 58 women in

Sabah found that these entrepreneurs
learned from experience and were highly
committed and confident, self-motivated,
hard-working, competitive, steadfast, fu l l of
energy, high-achieving, risk-taking, and
were capable of ini tiating actions.

The entrepreneurial activi ties of co-
operatives are social ly driven, although
profi t motives are also important. First and
foremost, co-operatives seek to provide for
the welfare of their members, and in doing
so, provide products and services to
members and society in general efficiently
and at a reasonable cost. The role of co-
operatives is to first identify and provide for
the needs of members in areas such as
medicine, infrastructure, and food, and
subsequently develop the local economy by
establ ishing new industry, thereby creating
employment and generating revenue.



Although entrepreneurship is general ly
associated with wealth creation for the
entrepreneurs themselves and those
involved in related economic activi ties,
society as a whole also benefi ts from
their ini tiative because they pay tax to
the government. The benefi ts to society
from entrepreneurship is acknowledged
(Venkataraman, 1 977). Moreover,
entrepreneurship is a part of social
welfare in that i t enhances the social
economy by creating new markets,
industries, technologies, insti tutions, and
employment opportunities, and
improving productivi ty (Haugh & Pardy,
1 999). I t is no wonder that co-operatives
are associated with social
entrepreneurship. Entrepreneurial
activi ties do not only exist in individual ly-
owned companies, but also in the
co-operative movement. In fact, a
co-operative needs to have high-level
entrepreneurship qual i ties in order to
achieve its socio-economic goals. As
co-operatives are closely associated
with social entrepreneurship, there is a
need to develop a model of the
development of the co-operative
movement.

Social entrepreneurs are individuals with
innovative solutions to society’s most
pressing social problems. They are
ambitious and persistent, tackl ing major
social issues and offering new ideas for
wide-scale change. A co-operative also
can be considered to be an enti ty of
social entrepreneurship because a
co-operative is essential ly a business
enti ty with social underpinnings, drawing
capital internal ly and from outside
sources to enable it to compete in the
marketplace. I ts sources of funding
being what they are, a co-operative’s
investment portfol io encompasses a
variety of social ly driven activi ties. The
co-operative system of del ivering

products and services to members is
unique, and is different from that used in
a typical business. I t is unique in that
co-operatives are vertical ly integrated in
in their governance structure, made up
of primary co-operatives, intermediate
co-operatives and apex co-operatives.
Apart from the qual i ty and quanti ty of i ts
social and economic outputs, the
performance of a co-operative can also
be measured in terms of its impact on
the environment. Thus, social
entrepreneurship in co-operatives seeks
to bridge the gap between the social
and the economic. Ideal ly, a
co-operative would meet the needs of i ts
stakeholders, satisfy market demand,
and promote the wel l-being of society.

Rather than leaving societal problems to
the government or the business sector,
social entrepreneurs find what is not
working and address the issue by
changing the system, widely
communicating the solution, and
persuading entire societies to take new
pathways. Social entrepreneurs often
seem possessed by their ideas,
committing their l ives to changing the
direction of their field. They are both
visionaries and ultimate real ists,
concerned with the practical
implementation of their vision above al l
else.

Each social entrepreneur must present
ideas that are user-friendly, easi ly
understandable, ethical , and that enjoy
widespread support in order to
maximize the number of local people
who wi l l stand up, seize their idea, and
implement i t. I n other words, every
leading social entrepreneur is a mass
recruiter of local change-makers – a role
model proving that citizens who channel
passion into action can do almost
anything.



There is a dearth of studies on
entrepreneurship among co-operatives in
Malaysia. The few studies on
entrepreneurship that are avai lable
currently emphasize the demographic and
entrepreneurship characteristics of would-
be entrepreneurs. Among other things,
these studies look at the entrepreneurship
potential of students both at the secondary
and post-secondary level . Other studies on
local co-operatives examine the
organizations’ historical development,
governance, financial performance,
training of members, and co-operative
regulations and by-laws. Nevertheless,
there are studies on successful overseas
co-operatives that could serve as models
for local Malaysian co-operatives.

One of the few studies on
entrepreneurship in local co-operatives
was carried out by a research team from
Maktab Kerjasama Malaysia comprising
Raja Maimon Raja Yusof, Sushi la Devi ,
Jami lah Din, Nurizah Noordin, and
Noraesyah Saari (2002). The study
examined the entrepreneurship qual i ties
and management practices of managers
of co-operatives. I t made a comparison
between successful and less successful
co-operatives from a socio-economic
viewpoint. The study used a stratified
random sample of 300 managers from
various co-operatives, excluding education

co-operatives. The sample size amounted
to 1 2% of the 2,51 4 co-operatives nation-
wide. The study analyzed the perceptions
of managers of 1 9 qual i ties that are
conducive to a co-operative’s success.
Several qual i ties were perceived by the
respondents to be of great importance,
each scoring 95% or greater. These are:
integrity, rel iabi l i ty, wi l l ingness to shoulder
responsibi l i ty, success-inducing qual i ty,
abi l i ty to form teams to take action, and
incl ination towards excel lence. On the
other hand, risk-taking, vision, and
independence are qual i ties of
entrepreneurship that the respondents do
not consider to be as important, with
scores below 73%. Other qual i ties
associated with entrepreneurship were
perceived to be somewhere in between in
terms of importance, with scores of 77-
84%. These are: desire for success, work
ethic, abi l i ty to lead/teach, financial
acumen, versati l i ty and knowledge,
predictive abi l i ties, reward-seeking
tendencies, and optimism. Nevertheless,
the aforementioned study did not attempt
to measure the level of entrepreneurship of
the co-operatives per se. Moreover, the
entrepreneurial qual i ties of the managers
may not necessari ly manifest in the level of
entrepreneurship of the co-operatives they
are representing. Consequently, there is an
urgent need for a study on the level of
entrepreneurship among co-operatives.

The framework adopted for this exploratory study was structured based on a review of the
l i terature and related research. The framework defines the measures of characteristics of
entrepreneurs, and outl ines the main areas that the study proposed to investigate.

The research framework helps to explain concisely the process fol lowed in the course of
the research. The study seeks to categorize co-operatives according to their level of
entrepreneurship: high, medium and low. The determination of level of entrepreneurship is
based on nine variables, identified and analyzed in detai l , using specific measurements for
each sub-sample. These variables are: direction, innovation, risk-taking, abi l i ty to identify
opportunities, efficient management of resources, recognition schemes,
international ization, adoption of an entrepreneurial culture, and management effectiveness.
The word ‘adoption’ here is interchangeably used in this study with ‘fostering, ’ ‘ internal izing, ’
and, where appropriate, ‘encouraging, ’ without losing the intended meaning.



Primary data for this study were col lected
in five stages:

i . At the prel iminary stage,
interviews with a focus group
made up of senior management
members of the co-operatives
were carried out. There were 1 3
co-operative board members, 3
secretaries, and 1 treasurer
interviewed, representing co-
operatives from the various
sectors: credit/finance, farming,
housing/construction, industry/
manufacturing, consumer goods,
transportation, and services.

i i . A survey questionnaire was
designed, taking into account
feedback on various issues related
to entrepreneurship obtained from
the focus group. This
questionnaire was then tested via
two pi lot surveys to ensure that
respondents would provide the
information needed to accompl ish
the objectives of the study.

i i i . The two pi lot surveys involved 28
co-operatives, a number deemed
sufficient for the purposes of the
study. The respondents were also

encouraged to make
recommendations on how to
improve the questions to enhance
the val id i ty and rel iabi l i ty of the
information provided by
respondents during the field
survey later.

iv. Data col lection was by way of
face-to-face interviews with
respondents using a survey
questionnaire booklet. The
questionnaire was divided into two
parts. Part A covered
demographic profi les of both the
co-operatives and the respondents
representing them. Part B,
covering information related to the
objectives of the study, was
divided into nine sections.

v. A team of researchers was
employed to personal ly meet the
respondents at their respective co-
operatives. The questionnaire for
the study was then distributed,
explained, checked for completion,
and col lected on the same day.

Data analysis was carried out to obtain
descriptive statistics, relevant two-way
tables, and inference statistics to



accompl ish the objectives of the study. In
order to select the most appropriate
statistical tools, a normal i ty test was
performed on the data set using the One-
Sample Kolmogorov-Smirnov Test.

The level of entrepreneurship of the co-
operatives under study was gauged based
on nine variables (elements of

entrepreneurship), which were weighted (0
to 1 ) according to its contribution
(importance) to entrepreneurship. Each
sub-variable was also given a value based
on its importance to entrepreneurship, and
the summation of these values would
indicate whether a co-operative belonged
to the low-level , medium-level , or high-level
entrepreneurship group.

The scope of the study was determined based on the findings of related studies of
entrepreneurship, then modified based on feedback from interview sessions held with the
focus group, which was made up mainly of co-operative board members who were
experienced in co-operative matters. Data obtained from the co-operatives covered a three-
year period (2006-2008) prior to the study year (2009).

Level of Co-operatives’ Entrepreneurship in Malaysia

More than half of the co-operatives (251 , or 54%) were categorized as low-
entrepreneurship co-operatives, 1 88 co-operatives (40.4%) as medium-entrepreneurship,
and only 25 co-operatives (5.6%) as high-entrepreneurship.

General ly, the level of entrepreneurship in local co-operatives was not very high, although
about 40% fel l under the medium-level entrepreneurship group. Nevertheless, there is a
positive side of these findings in that the co-operatives in the medium-level
entrepreneurship category have the potential to improve significantly if they improve their
entrepreneurial activi ties. The effort to improve the level of entrepreneurship has to be
extended to low-entrepreneurship co-operatives as wel l . I n the case of those already
categorized as high-entrepreneurship co-operatives, they sti l l need to strengthen their
entrepreneurial approach by taking into consideration their strengths and weaknesses
within each of the nine elements (variables) of entrepreneurship.



Level of Entrepreneurship in Co-operatives

Table 2 shows the level of entrepreneurship in the co-operatives
under study according to the nine entrepreneurship variables
(elements). Among the low-entrepreneurship co-operatives, the
scores were low for al l variables except for management
effectiveness, in which case the score was high. In the case of
co-operatives with a medium level of entrepreneurship, the
scores were medium for innovation, direction, abi l i ty to identify
opportunities, efficient management of resources, and adoption
(internal ization) of an entrepreneurial culture. Scores were low
for risk-taking, recognition, and international ization, but were
high for management effectiveness. As regards the co-
operatives with a high level of entrepreneurship, the scores were
high for innovation, abi l i ty to identify opportunities, efficient
management of resources, adoption of an entrepreneurial
culture, and management effectiveness; scores were medium for
direction, risk-taking, and recognition, and were low for
international ization. Thus, the score for the ‘international ization’
variable was low in al l cases and the management effectiveness
variable was high regardless of whether a co-operative
belonged to the low-, medium- or high-level entrepreneurship
group.



Typology of Co-operatives’ Entrepreneurship

Based on the research findings, below are some characteristics of low-level
entrepreneurship:

Figure 2 displays the average scores for each variable of the co-operatives with a low level
of entrepreneurship. Although these co-operatives general ly had a low level of
entrepreneurship, there are variables in which they had a high score, as in the case of
management effectiveness (70.8%). The results also show that the average score for the
international ization variable was zero, meaning that none of the co-operatives in this group
was involved in international activi ties. For the other variables, the scores fel l within a narrow
range of 1 5-38%.



Figure 3 displays the average score for each variable of co-operatives with a medium
level of entrepreneurship. Except in the case of recognition (44%) and risk-taking
(53.2%), al l the other variables had scores of at least 60%. The variable with the
highest score (85.5%) was abi l i ty to identify opportunities. This was fol lowed by
management effectiveness (85%), direction (72.5%), efficient management of
resources (66.7%), and innovation and adoption of an entrepreneurial culture (both
63.5%).

The table below shows the characteristics of high-level entrepreneurship based on
the research findings.



Figure 4 displays the average scores for each variable of co-operatives with a high level of
entrepreneurship. I t can be seen that, except for recognition (53.2%), international ization () ,
and risk-taking (44%), the variables have scores of at least 60%. The variable with the
highest score (85.5%) is the abi l i ty to identify opportunities. This is fol lowed by
management effectiveness (85%), direction (72.5%), efficient management of resources
(66.7%), innovation (63.5%), and adoption of an entrepreneurial culture (63.5%).

Figure 5 shows the average scores of al l of the variables for the three groups of co-
operatives displayed on the same cobweb diagram. I t is apparent that the relative
importance of each variable within a group, or the ranking of the nine variables relative to
one another, is almost the same across the three groups. The only difference is that the
percentage score for each variable increases with the level of entrepreneurship. That is, the
scores of the nine variables for the high-level entrepreneurship co-operatives are higher
than those of medium-level entrepreneurship co-operatives, whi le the scores of the nine
variable for the medium-level entrepreneurship co-operatives are higher than those of the
low-level entrepreneurship co-operatives.



The average scores for international ization are the lowest in al l three groups, ranging
from 0-1 1 .5%. There is no significant difference in average scores among the three
groups as a whole, but there are some differences between medium- and high-level
entrepreneurship co-operatives.

High-Level Co-operative Entrepreneurship Model (HLCEM)

Figure 5 i l lustrates a model developed in
this study to improve the level of
entrepreneurship within co-operatives.
This model was created based on seven
strategies that incorporate the nine
attributes of entrepreneurship. The two
indicators represent two principle
strategies, whi le the others represent
complementary strategies; these
col lectively act to enhance the
performance of the nine attributes of
entrepreneurship. This model is cal led the
‘High-Level Entrepreneurship Co-operative
Model . ’

The scores for the nine variables
(attributes) of al l three categories of co-
operatives, as wel l as the results of a
correlation analysis, indicate that each
attribute contributes to co-operatives’
abi l i ty to become dynamic and achieve a
high level of entrepreneurship. Strategies

that have been consol idated are deemed
capable of shifting the value of the nine
attributes upward, thereby raising the level
of entrepreneurship of the co-operatives.

This co-operative development model
reflects the efforts of the co-operative
movement to seek to achieve a high level
of entrepreneurship by incorporating the
nine entrepreneurial attributes with the
seven strategies of development. As an
analogy, this model depicts the path of an
entrepreneur pursuing his/her objectives.
I t also depicts a structure that draws its
strength from the entrepreneurial
attributes that i t is endowed with. In order
to successful ly implement this model of
co-operative development, i t is imperative
that the Ministry and supporting agencies
play a supportive role.

In principle, a co-operative is a self-help



organization that should not necessari ly
depend on supporting agencies to carry out
i ts activi ties. To be independent, co-
operatives need to move away from the
present practice and tradition of
dependence to a position in which they
continuously seek to improve their
performance. For this to happen,
stakeholders and members must be ful ly
committed to their roles. Each member or
individual involved must carry out his/her
responsibi l i ty according to the by-laws
binding the co-operatives.

There are seven strategies designed to raise
the current level of entrepreneurship of the
co-operative movement in Malaysia. With the
exception of a few co-operatives, most of
these strategies are suitable for low-,
medium-, and high-level entrepreneurship

co-operatives. These strategies are as
fol lows:

i . Fostering attributes of
entrepreneurship in co-operatives

i i . Improving the management and
technical ski l ls of board members,
administrative staff, and workers

i i i . Creating a pool of entrepreneurs
from among co-operative members

iv. Establ ishing co-operatives as
marketing agencies

v. Establ ishing support systems to
enhance the entrepreneurial
performance of co-operatives

vi . Establ ishing a one-stop R & D
(Research and Development) Centre
for co-operatives

vi i . Encouraging co-operatives to go
international with their activi ties

"To be independent, co-operatives need to move away
from the present practice and tradition of
dependence to a position in which they continuously
seek to improve their performance"

The study successful ly identified three
levels of entrepreneurship in co-operatives:
low, medium and high. I t is suggested that
effort be expended to raise the level of
entrepreneurship in Malaysian co-
operatives from low and medium to high,
using several specific strategies. However,
there are activi ties in these strategies that
are not suitable for co-operatives with low
levels of entrepreneurship. Examples of
such activi ties are those related to
international ization, fostering of
entrepreneurship among members,
transforming co-operatives into marketing
agencies, and research and development.

These activi ties should only be pursued by
co-operatives with a medium or high level of
entrepreneurship. Nevertheless, al l of the
strategies that were designed to raise the
level of co-operatives’ entrepreneurship
must be implemented with the ful l support
of board members, top management, and
other agencies involved in the development
of co-operatives. Future studies with the
fol lowing emphases are needed: level of
entrepreneurship of the best 1 00 co-
operatives, international ization, risk-taking,
and transformation of leadership. Also
suggested is the incorporation of both
quanti tative and qual i tative techniques into
the research methodology.
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Developing food selection towards sustainabi l i ty -
The role of consumer co-operatives1

The position of retai l industry has
strengthened over the years to the extent
that i t may be suggested to dominate the
supply chain in the market interface
between producers and consumers (Atkins
& Bowler, 2001 ). Within the supply chain,
continuous concentration has decreased
the number of farms, processors and
independent grocers, such that often large
or very large firms remain to compete
intensively for their market shares and
respond to the demand for food in the
market (Atkins & Bowler, 2001 ; Björkroth et
al . , 201 2; Grocery Manufacturers
Association and Pwc, 201 1 ) . The large
food retai lers also compete on an
international scale, as they make
acquisi tions, merge and establ ish their
retai l outlets abroad; reflecting the financial
power of their capital investment (Atkins &
Bowler, 2001 ). Furthermore, they enter into
international buying al l iances thereby
reinforcing their global reach for the qual i ty
and quanti ty of products demanded by
their consumers (Atkins & Bowler, 2001 ;
Björkroth et al . , 201 2; Grocery
Manufacturers Association and Pwc, 201 1 ;
Hol l ingsworth, 2004). Simultaneously
product ranges are balanced to ensure
maximum consumer choice against
highest sales potential , whereby return on
invested capital is a hal lmark of successful
business (Atkins & Bowler, 2001 ; Grocery
Manufacturers Association and Pwc,
201 1 ) . These developments, however,
should be examined also in terms of local
market conditions, which have recently
exhibited growing interest in local and
sustainable and domestical ly sourced food
(Atkins & Bowler, 2001 ; Grocery
Manufacturers Association and Pwc, 201 1 ;

Hingley et al . , 201 1 ; Jones et al . , 2004).
The phenomenon seems to be a clearly
visible tendency in Finnish retai l ing as wel l
(Hingley et al . , 201 1 ; Vihma, 2005). Finland
is the case country identified in this paper
and with specific reference to the impact
made concerning food selection and
sustainabi l i ty of the leading Finnish
consumer co-operative, the S-Group.

Interpretations about what local food
actual ly means within current food system
vary widely. Local food has been praised
as sustainable food for reasons of
enhanced local economy, perceived
environmental ly acceptable local
conditions of production and local food
cultural heri tage. Local food is thus seen to
represent environmental concerns, local
l ivel ihoods and economies embedded in
place (Seyfang, 2006; Weatherel l et al . ,
2003), as wel l as citizens’ local involvement
and good social relations (Feenstra, 1 997,
p 28, in Morgan & Sonnino, 2008, p 1 -1 9).
Within the global ised food system, re-
local isation efforts “celebrate” “the local”
vis-à-vis “the global” (Morgan & Sonnino,
2008, p 1 -1 9), whereby the local is
understood as “radical and subversive” in
contrast to the global , which is “hegemonic
and oppressive” (Born & Purcel l , 2006, p
200, in Morgan & Sonnino, 2008, p 1 -1 9).
The re-local isation movement has
advocated a “proximate system” of “local ly
grown food, regional trading associations,
local ly owned processing, local currency,
and local control over pol i tics and
regulation” (Kloppenburg et al . , 2000).
Learning to re-local ise has been identified
as a chal lenge among food system actors
such as farmers and consumers (Morgan
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& Murdoch, 2000; Seppänen, 2004).
Furthermore, food transport with i ts
negative impl ications for energy
consumption, pol lution and additional
cost, is suggested to be reduced by re-
local ised food systems (Morgan &
Sonnino, 2008, p 1 -1 9). In short, as a
positive concept, local food advocates
decentral isation, is understood to be a
pi l lar of sustainable development; and
food in sustainable societies is to a
significant extent local rather than global
(Morgan & Sonnino, 2008).

However, local food is also seen to show
features counter to these sustainabi l i ty
impl ications. There are also suggested
negative perspectives relating to local
and organic food, which are claimed to
di lute the “original ideals”, as the
conventional sector subsumes the
alternative (Morgan & Sonnino, 2008, p 1 -
1 9). Organic consumption has created
an upmarket image, which may not serve
to satisfy European consumption in
general , due to the price premium of
organic food (Goodman, 2004).
Additional ly, i t has not been in al l cases
feasible for consumers to understand the
relationships between organic qual i ty,
quanti ty and price (Barnes et al . , 2009).
Organic farming has so far remained a
rather l imited form of food production
and consumption in Europe (Atkins and
Bowler, 2001 ), where its share of the total
agricultural land area tends to be 1 - 2 %
at the low end, to 1 5 - 1 6 % at the high
end among European countries (Rohner-
Thielen, 201 0). In a simi lar vein, i t has
been claimed that the label l ing schemes
initial ly supporting local food have turned
into marketing tools of international
supply chains (Watts et al . , 2005, p 30, in
Morgan & Sonnino, 2008, p 1 -1 9).
Furthermore, the local food movement
could be bel ieved to pursue defensive
local isation strategies with less regard for

wider societal interests (Campbel l , 2004,
p 34, in Morgan & Sonnino, 2008, p 1 0).
Parochial ism, lack of diversity and action
for change have been identified in
decentral ised societies, counteracting
inherently national and international
intervention in environmental problems
such as cl imate change (Carter, 2007, p
58-60, in Morgan & Sonnino, 2008, p 1 -
1 9).

Within the European food system,
consumption of food and drink is at large
responsible for circa one third of
environmental impacts of overal l
consumption. Included are impacts such
as cl imate change, eutrophication,
abiotic resource depletion and
ecotoxicological effects on biota (Tukker
et al . , 2006). However, activi ties for
decreasing these environmental impacts
takes place at the supply chain level ,
within a number of businesses, and
furthermore, they depend on consumer
behaviour in the market interface, a
matter less wel l understood (Tukker et al . ,
2009). Recently, producers’ carbon
labels, printed on food packages, signal
to consumers the need to reflect their
food consumption in terms of cl imate
change (Mikkola & Risku-Norja, 201 2)
and furthermore, personal carbon
calculators, avai lable in the internet, are
publ ished to be used by consumers
wishing to modify their consumption
behaviour (Amani & Schiefer, 201 1 ) .
However, so far there are no agreements
about commensurable methods for l i fe
cycle assessment and calculation of
carbon footprints vary widely (Amani &
Schiefer, 201 1 ; Usva et al . , 2009). In
addition to socio-economic aspects of
local and sustainable food, the l i fe cycle
assessment based understanding would
offer extended grounding for
constructing characteristics of local and
sustainable food (Mikkola, 201 1 ) .



I n their inherently competitive positions,
many firms have found that sustainable
development may represent a source for
novel competitive strategies. Particularly
firms doing wel l , apply a sustainabi l i ty
strategy, which is suggested to be “good for
manufacturers, retai lers and customers”
(Grocery Manufacturers Association and
Pwc, 201 1 ) and cal l for increased co-
operation and information exchange
(Mikkola, 201 1 ) . Here the sustainabi l i ty
strategy is drawn on as a scheme for
competitive advantage; the promotion of
which seems, however, a di lemma for a
number of retai lers and their suppl iers
(Grocery Manufacturers Association and
Pwc, 201 1 ; Mikkola, 201 1 ) . I n Britain and
Finland there is evidence of consumer co-
operatives promoting local food, offering
l ivel ihoods for local suppl iers and qual i ty
food on the local market (Hingley, 201 0;
Hingley et al . , 201 1 ) . I n Finland, the retai l

market has been heavi ly central ised, as two
retai l chains in the beginning of the 21 st
century together covered about 75% of the
market (Atkins & Bowler, 2001 ; Vihma,
2005); and in 201 0, nearly 80% of the
market (Björkroth et al . , 201 2). One of
these, a consumer co-operative, the S-
group, is currently the market leader with
44% coverage (Björkroth et al . , 201 2). Due
to this dominant position, i t is of
considerable interest to explore how the
consumer co-operative views and practices
local and sustainable food. This paper
probes into the role of Finnish consumer co-
operative as an actor-promoter of
sustainable food system at the supply chain
level . The accounts of consumer co-
operative executives and the executives of
the suppl iers are juxtaposed to al low the
patterns of trade of local and sustainable
food to emerge.

The data were obtained by in-depth
interviews (Kvale, 1 996) focusing on what is
understood by local and sustainable food,
how it is promoted and the promotion
supported by actors as wel l as what kind of
roles and tasks the parties of exchange
adopt for themselves in their economic
interplay. The seven interviews were
conducted during 201 0-201 1 with the
Finnish central co-operative’s executives for
selection [1 ] and environment [2], regional
co-operative’s executives for selection [3]
and environment [4] and executives of three
local food suppl iers; the first one in
southern central Finland [5], the second one
in south-eastern Finland [6] and the third
one in the south-western Finland [7]. The
interview guide dealt with views and
practices regarding local and sustainable
food. The interviews were conducted in
Finnish on the business premises, recorded
and transcribed in Engl ish, except one

central co-operative executive who was
interviewed in Engl ish and one local
suppl ier whose interview was conducted in
Swedish and summarised in Engl ish.

The data was analysed through the frame of
“antenarrative” (Boje, 2001 ), which the
author proposes as “the fragmented, non-
l inear, incoherent, col lective, unplotted and
pre-narrative speculation. ” Boje (2001 )
gives antenarrative a double meaning; for
him, antenarrative is both something “being
before” and something taking place as a
“bet”. Antenarrative methodology is suited
wel l to explorations of narratives of (future)
sustainabi l i ty approaches taking place
through current market developments.
Antenarrative subsumes the crucial aspect
of future and uncertainty of consequences,
which are impl ied in relations of economic
exchange on the market. More particularly,
the antenarrative fami ly includes the



“microstoria” and “story network” analyses
(Boje, 2001 ) used in this paper. According
to microstoria concept, the text analysis
focuses on ‘l i ttle’ stories which may also
present Peircean abductions, something
between induction and deduction (Boje,
2001 ) as form of weak inference (Paavola,
2006). Furthermore, microstoria
approaches local organizational
knowledge and views, reveal ing the
complexity of unfolding events. Story
networks capture the polyphony of the
same l ine of thoughts in different contexts
and offer a comparative approach,
whereby matching of supply and demand
for local and sustainable food can be
studied.

For analytic purposes, the reading of texts
focused broadly on business talk and its
turns, concerning local and sustainable
food. The results are presented first for co-
operative executives and second for
executives of local food suppl iers, and
their orientation for sustainabi l i ty
discussed in terms of strategic socio-
economic and environmental
developments within the food system. In
focus are particularly the behaviours of
trading partners visible through issues
such as volume, price, logistics,
environment and developmental support
by the co-operative for the local suppl iers.

Co-operative executives

The national and regional executives were
clearly exercised with the particular
business character of the consumer co-
operative. The customers are owners, and
the justification for the existence and
operation of the co-operative needs to be
executed dai ly by serving the customer-
owner better than other retai lers. This is
approached by determined strategies for
closer consumer contact, development of
products and services customers needed,
and emphasis on co-operative’s member
benefi ts. The member loyalty card, the
‘Green card’, currently covers a number of
various services other than food and
consumer goods retai l ing; there are also
services pertaining to travel l ing, eating out-
of-home, car and banking business. The
core concept of offering benefi ts for
members also means a strategy of price
leadership, whereby what was sold and at
what price was perceived differently than
in competing investor owned firms. In
particular, the business model made it
possible to detach from quarter-year
pol icies and head towards long-term

developments and strategic planning as
wel l as investments:

“… .to sel l cheaper, is always a good
thing for us, because the owner
benefi ts… And it frees us of this partial
optimisation, that we'd constantly have
to prove our abi l i ty to make money,
instead we can. . . focus on the needs of
the customer. ” [1 ]

“There are about 1 0,000 active
customer owners and al l our regional
co-ops are working actively to get
them. . . to give tips how to improve
performance for regional co-ops.” [2]

The market leadership of about 44% in
dai ly consumer goods was achieved in
Finland in 2009; the history of poor and
reduced turnover during previous decades
changed into a situation of continuous
growth of co-operative retai l ing. The
economic strength and long-term planning
of the S-Group co-operative became
clearly visible during times of economic
depression.



“… . in 2008 we hit this depression and
dived…the CEO told publ icly that, that
because of our form of
ownership…when everyone else was
cutting…that we bel ieve there’s growth
even after this depression and we look
past the drop in economic situation into
the future…of course it has to be
sensible keeping business economics in
mind… but it is probably a (co-
operative) difference that you don’t have
to go to the market for credibi l i ty, from
the stock exchange rate. ” [3]

The administrative structure is rather heavy;
the regional co-operatives own their central
(national) co-operative, which provides
regional actors and their stores with
central ised management systems. However,
there is contact with customer-owners
through their feedback in purchases and
communication with staff, and the members’
control through their voting for the regional
boards. The central management decides
on pol icies al lowing the central co-operative
to develop effective business concepts to
be multipl ied across regional co-operatives.
The structure al lows regional actors to have
their say in business developments, but i t is
a del icate balancing act to manage from the
centre, when there is also a bottom-up
structure from the regions:

“. . . . . . i t’s not such an easy place to be
CEO of S-group because the regional
co-ops they own the central
organization. . . i t needs to be balanced.”
[2]

The central management system
particularly analysed the shopping
experience and it was seen as the most
important task of the co-operative store to
enable shopping with least hindrances to
support time management of customers,
often struggl ing with pressures of work and
fami ly l i fe.

“…you choose the store you go to and
there are many things that affect your
decision… it has to have things you want
to buy, i t’s l ike an entirety, the concept of
the store, so that i t’s pleasing, i t pleases
you, and it consists of many different
things. A warm parking
garage…Functioning elevator… you can
have organic products…the cashier
smi les at you when you are leaving and
packs the frozen food in bags, i t’s the
l i ttle things that make it…the customer’s
process has to work. Think about a
mother of a fami ly, who after work goes
to a store to pick up the ingredients for
supper, before picking up her chi ldren
from kindergarten. You have to be able
to find the products with your eyes
closed, and then what irri tates the most
is if there’s some anomaly. A product is
missing from the shelf, someone
dawdles along so that you can’t get past
him with your cart, or the cashier l ine is
too long. Just l ike l i ttle things, but they
become larger than l i fe at that moment. ”
[3]

In the background is the co-operative
process, invisible to the customer, ensuring
a pleasant shopping experience. The
central ised business support by the
“second-level co-operative”, in the service
of i ts regional co-operatives, is divided into
chain direction units deal ing with IT
management, product management, space
management, selection and business
concept management as wel l as marketing
and environment. The strategy to serve the
customer-owner is broadly understood as
the task to “understand and recognise the
needs of Finnish customers.”

“… . if you think about what’s in the
background…. it’s the central ized
planning of selection and then the
purchases…and then the huge systems
of information technology that push the



goods to the store, and the logistics
machinery that col lects the goods…the
background process is made as
efficient as possible, and you try to use
the economies of scale…the price of
goods, of the process, makes it
possible to sel l the goods at the store
at the lowest price possible…” [3]

More recent success at S-Group was
based on developing the use of
commercial space from location planning
of the stores to the use of their shelf
space, al lowing even a store specific
customizing of selection. This practice, a
combination of selection and space
management, was the result of nearly two
decades of business development,
whereby col laboration was done with a US
based business intel l igence company.
Here consumers were seen as individuals
rather than representatives of particular
consumer segments, and the
individual ization of consumers in terms of
their needs was seen to continue into the
future. Advanced IT systems and new
possibi l i ties of mathematical model l ing
were seen to be needed in order to serve
the customer and ultimately, to
communicate with customers through their
shopping.

“…we saw at a very early stage, in the
beginning of the 21 st century, that from
the point of view of the store's value
chain, the driver [of] …the whole
supply chain … is the use of space.
And to execute that … in the way that i t
optimises the value chain in relation to
every store, the use of space has to be
done individual ly for every store. And to
do that by hand is impossible…So we
started looking for a program that can
do that, tai loring automatical ly for every
store.” [1 ]

International col laboration is conducted

with other large retai lers, in order to
exchange learning outcomes pertaining to
consumer behaviour. However, as the
increase of market share has l imits in
terms of new retai l si tes and selection,
there seems to be two particular l ines of
action ahead for S-Group; to increase
productivi ty by solving the “productivi ty
equation” and by focusing on particular
customer interests such as ethical i ty,
ethnic, local and sustainable food. These
options are feasible due to combination of
customer analytics, and sensitivi ty to
trends of the food business, enabled by
long-term business development
strategies, due to the co-operative’s
economic strength and ownership
structure. The future developments are
also a key interest for the group as there
may be different kinds of solutions for
environmental and logistic needs in terms
of population’s service demands:

“… .we don’t know what the situation
wi l l be l ike in 20 years. I f you don’t
know the price of oi l or do we even
have any petrol cars? …do we have
anymore these hypermarkets. . . they
could be local distribution centres. . . i f
you are buying through internet. . .a
col lecting hub?” [2]

The emphasis on local food is notably
seen not as something new to co-
operatives, but rather as a very normal
state of affairs. In other regional co-
operatives than the one in the capital
region, many customer-owners were
producers and it was natural for them to
sel l their products through their co-
operative store. The regional co-operatives
of S-Group (outside of the capital area)
were seen to be more incl ined to sel l ing
local food, as the provenance of goods
was obvious for local actors. The
customers could be “very inward
oriented”, as they, for example, would not



buy bread from other areas in Finland. For
them, i t would be a “ridiculous idea”
because they “have their own breads.” By
contrast, the selection pol icy of the capital
region co-operative is rather idiosyncratic;
the co-operative sees that “forerunners” l ive
in the capital region, and therefore, new
ideas, trends and experiments are needed
to satisfy and please these consumers. For
instance consumers’ interest in ethical i ty is
signaled through twice as much organic
sales compared with other regional co-
operatives across the country. The organic
selection is given particular attention in al l
business concepts, and furthermore, an
association “Pro-Luomu” (“Pro-Organic”)
has been establ ished with a number of
actors such as competitors, an agricultural
producers’ organization, organic suppl iers’
organization and promotional bodies to
increase avai labi l i ty of organic food.
Marketing experiments have shown that
particular central ized and nominated
product display areas in the stores enable
consumers better to identify and buy
organic products. Some stores have
developed a concept close to the ‘farmers’
market’ displaying local and organic food.

Developing selection seems l ike a “long
road and a slow one” but more determined
efforts have been made to introduce local
food into selection. A previously val id basic
principle held that the selection was to fulfi l l
two criteria: i t must be stable in the way that
the products are avai lable at al l times for the
consumers, and the product qual i ty must be
good. However, i t was noted by co-operative
managers that competitors had “courage”
to advertise a product which was on sale for
a l imited time only. This observation al lowed
some flexibi l i ty in the concept of stable
chain selection, which was developed into a
more variable one, al lowing unique local
products to be sold at particular stores for
l imited time periods only. However, the
“bui l t-in, long-time span basis” to do

business is preferably appl ied to local
suppl iers, who are promised shelf space for
about a calendar year, in order to al low
customers to discover the new product. The
decisions may not always be that quick, but
they are rel iable.

“…when you promise to add something
to the selection it wi l l then be found
there, the decision making may take
some time, but when it’s done, i t does
go through distribution according to the
process to the stores where it was
supposed to go to. ” [3]

“Of course if i t succeeds, i t wi l l get a
wider distribution at a faster pace, but if
i t doesn’t i t wi l l sti l l be given the
chance.” [3]

The cooperative executives were concerned
about the vagueness of the concept of
local food. I t was perceived a difficult
concept:

“But local food - what is i t, what exactly
is local food?” [3]

Consensus among industry, researchers
and publ ic authorities would be desirable,
but for the co-operative, the consumer’s
understanding about local food was
simultaneously elusive, but very important in
terms of business. The regional selection
executive, being forced by her position to
interpret local food, came to see it as
produce of maybe smal l ish food
businesses, because very large industrial
plants nearby did not seem to represent
local food. Rather, local food meant food
produced within reasonable distance from
consumption, through a less automated
processes; l ike bakeries using starter
dough and baking by hand, as wel l as in
general food production “with a face”. But,
the concept felt painful ly ambiguous.



“… it has to be something l ike,
produced in Finland, made from Finnish
materials, made with a smal l production
scale, traceable… so you can find the
producer or find the production faci l i ty
through the internet. And it’s l ike, a
face… Who made it, the baker has a
face, or the fami ly has a face, or the
group that bakes there has a face or the
farm, the cattle ranch has the
producer’s face, then it is seen on the
internet and the cows can also be seen
there.” [3]

The co-operative executive also viewed
smal l businesses as necessity, as there
must be some room in the market for smal l
and medium sized enterprises (SMEs).
Although agricultural pol icies drive towards
larger units and central ization, this
development was seen also to introduce
risks such as heightened potential for
animal diseases. Smal l scale production
was seen as an alternative, a healthy
alternative to large scale activi ties.

“… I don't see big industrial business
and management as the one and only
choice. There also has to be operation
by smal l producers. …there has to be
the opportunity for different types of
operation. Just in the same way, if we
can have big operators in retai l , the
smal l ones are just ok too. So the same
thing in food production, we need
smal ler operation and production….”
[4]

The co-operative view on local food
emphasises its character as a SME product
rather than as concerning geographic
distance between production and
consumption. The inclusion of smal l ish
producers’ food in co-operative stores was
supported by offering advice about how to
sel l one’s products in a local store. Al l the
regional co-operatives organised marketing

events for local producers, however, the
condition for sel l ing was that producers
al igned themselves with food and
packaging laws and regulations.
Furthermore, they were offered a chance to
promote their businesses as “fairly traded
food”, whereby al l the actors, independent
of size, were treated on equal terms.

“This is our message to the smal l
suppl iers that you can operate with us
whether you're smal l , medium sized or
large. And we make the path to grow
from smal l to larger possible. So you
can start with one store, i f i t feels l ike
the customers l ike it and buy the
product, then you can go to the
neighbouring store. Then it may be that
we have it in the selection across
regional co-operative stores. I f i t sti l l
feels l ike the customers are buying it,
then it may be for sale in the
neighbouring region [co-operative].
And then if i t sti l l feels l ike you could be
bigger, then you can start considering
becoming a nationwide operator. ” [1 ]

“You can go to your local supermarket
manager and discuss and he or she
may say okay. . . i f i t is sel l ing it wi l l stay, i f
not, we take it off. . . in one local
supermarket there is a very large
selection of organic food. But
that’s. . .because of a particular
committed school in the vi l lage.” [2]

Whi le responding in the first instance to
consumers’ demand for good products, the
regional executive saw that they were a
huge buyer for the domestic food industry,
both large and smal l , and their way of
doing business also benefi tted local
suppl iers. However, rather than specifical ly
supporting SMEs, the co-operative aimed
at firstly sel l ing good products. There was
seen to be no particular benefi t in being
Finnish in i tself, but rather the qual i ty and



price of the product were decisive for
consumers.

“… buying Finnish products just
because they are Finnish and placing
them before the ones from a foreign
country, that then wouldn’t be right.
But… if the suppl ier has supplying
capacity and the product, product
qual i ty, price in order, we have
central ized logistics, through which even
a smal l suppl ier can, can get a product
to our distribution channels. You don’t
have to be a big operator. ” [3]

Eventual ly, the smal l local food businesses
were also a concern for the co-operative, as
it regarded itself as responsible for the
consistent product qual i ty sold on its
shelves. For the executives, there has to be
clear supervision criteria for smal l
businesses. The co-operative executive
col laborated with food authorities and other
experts such as veterinarians. The smal l
scale producers were seen to need
particular guidance as means to get their
products on the market.

“I try to keep us updated on what the
legislation demands, how we respond to
the demands, how we respond to the
safety of our food…when you think
about the Finnish farmer… how much
they need that support to run
agriculture, as these days it's probably
one of the most bureaucratic
industries… I run the same system of
administration here. But who runs it for
the smal l producer?” [4]

Furthermore, the costs of this supervision
as co-operative audits were considerable
and comparable to large food businesses.
The qual i ty cri teria meant that al l raw
materials and the processes had to be
known, and the case of using
subcontractors made the supervision even

more demanding.

“We must ensure the rel iabi l i ty of the
operator, on many levels, so that we
know who we're buying the bread from,
and that he pays his taxes, and the
employees' salaries. And we know
which raw materials are
used…Traceabi l i ty, everything. And then
a big chal lenge are the subcontracting
chains, as their numbers have grown
very much also with smal l suppl iers. So
these supply chains are very long.” [4]

The co-operative has also identified
“ethnicity”, introduced by customers and
workers, as a commercial ly important
phenomenon. For instance, an Estonian
bread – “mustleib” baked in Estonia by a
Finnish company – has been very popular
as wel l as a sour cream product
“hapukoor”, both of which have been
introduced through workers’ suggestions.
Furthermore, other ethnic products
currently sold in smal l fami ly businesses,
often run by non-Finnish personnel , are
being considered to be launched to serve
immigrants’ needs.

“We had members of our staff, with us
explaining, as there are products there
that don’t even have a Finnish name… I
think it’s a… smal l stream that’s going to
grow, ten years from now it wi l l be
something else entirely”. [3]

The avai labi l i ty of l i fe cycle assessment
data of food in research col laboration with a
large national research insti tute made it
expl ici t for the executives, that local food by
itself was not sufficient as a concept to hold
on to many important green characteristics
of food. Furthermore, the executives saw
that there were classic examples of having
ambiguous environmental information as the
basis of choosing appropriate l ines of
action; for instance, the plastic bag could



be more environmental ly friendly than the
paper bag, and some products labeled as
environmental ly friendly were not
necessari ly better. in that sense, than the
ones not labeled as such. The executives
were aware of their responsibi l i ty in offering
consistent information to consumers, in
order to avoid misleading them. This
responsibi l i ty was understood in terms of a
chal lenge to develop standardized ways to
compare products with one another.
Therefore, they were looking into future
developments, whereby more
characteristics of food such as carbon
footprints and producers’ profi le
visual izations could be displayed to
consumers through bar codes and smart
phones.

“We bel ieve in that transparency, so, for
example, i f I want to know the
responsibi l i ty of a product, I take a
picture of i ts bar code with this phone,
so it is possible to immediately identify
things that have to do with i t, i ts carbon
footprint or i ts, i ts producer's picture, of
his home and chi ldren and what else
can of course be bui l t in a marketing
sense. . . . traceabi l i ty is bui l t for the
consumers’ eyes and the consumer
expects the information to be avai lable
easi ly. ” [1 ]

As such this consumer information,
including l i fe cycle assessments and social
and economic data, made the sustainabi l i ty
seem as an enti ty which must be
constructed by consumers themselves
based on their preferences.

“There was a comparison, there were a
few errors but as an idea: where a
tomato has been produced, how ethical
i t is or what are they?. Whether it's an
organic tomato produced in a
greenhouse in Finland, or a
conventional tomato, or one brought
from Spain, or from Hol land, and the

comparison gave viewpoints and the
outcome was that what's important to
you (the customer). I s i t important to
you that the tomato tastes good, or that
the person who picked the tomato was
paid a fair salary, or that the soi l doesn't
get that pol luted or cause carbon
dioxide emissions? ….you (the
customer) can then choose a
tomato…So there wasn't (only) one
good, only many different choices. And
according to your own values you can
then evaluate what your (ideal) tomato
is. ” [4]

Bakeries

Recently, smal l and medium sized bakeries
have been an interesting starting point for
the large regional consumer co-operative in
their efforts to sel l more local food. Bread is
very important in Finland and for some
reason, according to selection managers’
the bread selection is only seldom
satisfactory. Deal ing with local bakeries has
to do with size and functional logistics.



There are, in co-operative’s view, many
good bakeries in Finland but they “are good
only local ly”. They exhibit local sentimental
value which is hard to transfer to other
local i ties and co-operative stores. Rather, a
product to be sold at the capital region co-
operative store has to be of very good
qual i ty, different, and maybe there would be
a provenance to go with i t. The method to
identify products to be tested has been
through the proving ground of group
regional co-operatives, whose bread
managers have suggested suitable bakeries
to be contacted:

“With one of my col leagues we visi ted in
the autumn the opening of a local food
factory…I had said earl ier to stop there
[a local bakery]… I said good day at the
counter and asked if the owner was
present, the baker himself
present. . . .And when I told who I was,
what I ’d l ike to talk about, they served
coffee and buns and we discussed. …
it has been rather many months since
the visi t, and there have been twists and
turns… but next week their bread wi l l be
added to the selection of our stores.”
[3]

In the capital region the close relation
between producers and co-operative was
only seldom possible and more often than
not, there was no personal relationship with
suppl iers. Rather, the customers in that
region came from elsewhere and wanted to
buy “that own bread of theirs”. The
customers have been impressed by the new
bread varieties and given voluntari ly good
feedback, which is exceptional , as most
often the feedback deals with things to
improve rather than praise. Future
developments were seen as sti l l fuzzy, but
‘ethicalness’, organic and provenance of
products were perceived as the continuous
focus of consumer interest.

Local food suppl iers

These local bakeries, as representatives of
SMEs, were approached by the regional
consumer co-operative to increase their
selection of local food items. The local
bakeries often had rather long fami ly
histories with modest premises, as the
parents or grandparents, even great
grandparents had started the business. In
one case, the business was traceable to a
1 7th century farm house with grain
production. These businesses were wel l
known local ly in smal l municipal i ties, where
their products gained the aura of local
specialty. The fami l iar problems of SMEs
were part of the struggle of these local
bakeries; the customers perhaps numbered
from one hundred upwards, and there were
no signed contracts but only word of mouth
or long-term practice for generations,
between the bakery and these buyers. The
ordering and bi l l ing were done in various
ways and furthermore, a common problem
was the large selection of different kinds of
products. To say no to a fami l iar customer,
was perceived very difficult, al though one
cake or a few pieces of bread caused
disproportional ly more work than profi t. One
local bakery made a firm decision to cut the
selection to only the most profi table
products:

“Mostly we del iver bread and struggle
with too many products, but we have 3-4
products in larger volumes and also 20-
30 others and some more unusual
products. … But we are fewer now [staff
members] and we are dead tired with
cakes so we have to finish with cakes,
because it is such a slow demand. This
is a smal l enterprise so I as a manager
do everything, but mainly administration,
planning, marketing.” [7]

The local bakeries had had a long history of
incremental growth, whereby eventual ly



successful business periods resulted in
new investments, such as new premises,
operations, more automated production
l ines or new of machinery. Sometimes the
growth was propel led as a result of new
labour safety orders.

“… .the bakery, is 48 years old. Started
in this municipal i ty with one man, i t has
always been expanded l i ttle by l i ttle.
With the new bakery bui ld ing…this has
been a big leap, so. . . for us, i t is the
biggest investment we've ever done.
But we actual ly had two choices, either
to downsize the operation or to make a
new investment…The old premises
were getting so confined that the work
safety inspector interfered with that. . .
the work environment is notably more
pleasant and better for the employees.”
[6]

The local bakeries were aware of their
smal l size and its l imitations in the
competition, since smal l capacity did not
al low response to large orders. However,
there were those who felt that continuous
product development helps competition on
the market. The new products were
sometimes created coincidental ly with
local buyers rather than by conscious
engineering of product qual i ties. The
demand for a particular festive product
was sometimes a start for a successful
new product l ine. Agricultural fairs in the
local i ty induced a flour company to order
new kind of buns by the bakery; a special
product was developed which was
immediately sold out by local stores. This
“accidental” product became the volume
product of the bakery. Some bakery
executives reported about col laborative
development of bakery products, whereby
a new kind of method based on trial and
error created a local volume sel l ing
product. Also, particular basic products
with local history and ingredients, such as

rye bread and oat bread were strong.

“…our rye bread is one that has twice
been chosen as the best in
Finland…And it's completely 1 00%
domestic grain, there's no wheat in i t,
so it's real rye. Water and salt in
addition to that. I t's a long-time
favourite…So friends of rye bread who
l ike real rye bread, they readi ly buy
it… .” [6]

Sadly, bread is a product whereby copying
is very easy. A big local success was not
local for long, as larger bakeries
discovered it soon and started mass
production, after which the margins
became tight again.

“We had a customer, a sole trader type,
looking for a product with shelf l i fe of
one week. . .we made it by a particular
‘after oven’ method. . .a boom stated and
it lasted for two, three years. . .we
noticed that others started to do the
same thing. . . ” [5]

The local businesses had interests to
expand; how did it actual ly happen that a
bakery grew to such a scale as the two big
ones in Finland? One growth strategy was
to subcontract other smal l bakeries’
products and market them under a large
bakery’s own label as qual i ty i tems:

“We would l ike to grow and become
much more productive, we aim to have
a new design for packaging with a
design business in Stockholm, and we
have a developmental project with a
couple of our larger volume products.
Also our strategy is that we aim at
sel l ing other producers’ products in the
future under our name in Sweden. So
we set the qual i ty of these products. ”
[7]



The work force was not seen to be a
problem, as large bakeries automated their
processes and shed workers, but the
production system, oriented towards
industrial processes, was supplemented by
artisanal education from abroad. Only in
Swedish speaking areas, was the labour
force (particularly in marketing), more
difficult to find, as the Finnish language was
needed in addition to marketing ski l ls. The
Swedish speaking bakery executive
consequently also marketed her products in
Stockholm.

The three discussed bakeries were used to
market their products to individual
merchants, to be sold at their stores, and to
consumer co-operatives. The regional
consumer co-operatives were often the
biggest customers, and with them the
bakeries had agreed contracts. At a time
when many smal l suppl iers struggled to be
viable, detai led practices of trade became
crucial . Sometimes also overrider payments
were asked by retai l merchants, but this was
concept was mostly resisted by SMEs and
not asked by the co-operative. Also, often
the returning of products was an issue with
retai l outlets. This concerned who was
responsible for unsold items, the suppl ier or
the merchant? The co-operative bakery
executives had decided to refuse to send
back their unsold items as it was seen an
unhealthy way to do business. They saw that
i t was the retai ler’s responsibi l i ty and
competence to take care of the demand
and to order respective supply. The co-
operative had made the decision to be
responsible for the volumes ordered. They
understood this as the hal lmark of their
trading ski l ls to know how to match the
demand with supply. The business
negotiations with the co-operative were
seen to be “nice” by bakery executives, and
it was also easy to discuss about larger
volume del iveries to the regional co-
operative instead of needing to discuss

separately with each merchant manager of
al l the respective stores.

“Now the co-operative buyer takes my
price and of course they set something
on it, but then it is my responsibi l i ty if
the bread does not sel l . This is real and
fair and clever competition. I don’t feel
myself pressed by prices, i t depends on
me.” [7]

The local bakeries were happy to have the
channel for possible future market growth,
and they appreciated the co-operative
approach in comparison with other retai lers.

“I do understand why co-operatives
grow in Finland, because they have
been enterprising. I have always been
impressed by how they work in their
stores and when I have contact with
bread buyers… you cannot say that they
are just working there. They have real ly
succeeded in leadership and
knowledge of how to bui ld the group
and its store. We visi ted last week al l the
1 1 stores [in the capital region] … the
bread departments and they were al l
wel l kept. They are real ly
professional…but the big picture of co-
operative is that they have an
organization which functions. ” [7]

“I t is very good that we are with the co-
operative and their logistics, we have
dialogue with the markets and they are
wi l l ing to develop our products. Also
through their storage and logistics
company we can del iver to the whole of
Finland, so it’s very good. I t’s a big
breakthrough, a leap for us. ” [7]

The bakery executives had ecological
oriented concepts in their minds. Often they
were interested to purchase organic
ingredients, which were, however,
considerably more expensive than



conventional ones. There had been periods
when a big customer paid for the
ecological qual i ty, but when other interests
such as economic development became
predominant, these products were
dropped. The lack of demand caused the
bakery to use the organic flour their farm
produced in the conventional products,
without price premium. Another route to
more ecological products was perceived
as the use of strictly local ly produced
grain, but sometimes the qual i ty and
quanti ty did not match to the needs of the
bakery. Therefore, flour mixtures were
bought both from local mi l ls and more
distant large ones, which made the raw
material basis of local bakeries rather
complex and difficult to report.

“… it would be nice to do everything
with organic and local , but as the price
side is what i t is, as basical ly we're
always l iving on the margin, what kind
of profi t we're making, is i t positive or
negative. So wel l that places
boundaries for us. You'd have to get to
the point where the consumer actual ly

pays enough more for i t, and then that
the interest is real and not just talk
about being interested.” [5]

The energy issue was also central to
bakeries, as the price of fuel had
fluctuated strongly recently. One solution
was to bui ld a container for l iquid natural
gas and use that for ovens and again, their
extra heat was used for premises. The
modern and energy efficient process and
transport was considered as a marketing
issue, and an added value was perceived
in carbon footprint calculations.

“. . . our bakery and ovens are heated
with propane…We have heat salvage
systems in our chimneys, and unti l -25
degrees Celsius we are self-sufficient
in heat…we've planned a fuel station
there next to the propane tank, so with
our next equipment change, we' l l be
using propane fuel led trucks… I also
have made my own calculations about
the carbon footprint of our products to
be used in the future. ” [6]

This paper has considered the patterns of
local and sustainable food trade between a
consumer co-operative (S-Group) and the
local food businesses. The investigation
here is based on in-depth interviews with
four central and regional consumer co-
operative executives and executives of
three local bakeries. Whi le there were
obviously some vested interests to be
discussed by these actors, the analysis of
their mutual exchange relations in terms of
trade of local and sustainable food
disclosed relevant roles regarding
business developments.

The retai lers’ role in sel l ing local food
seems very important particularly when

other routes for local food are rather
l imited; the situation in UK (Jones et al . ,
2004) appl ies to Finland, where a few large
retai l chains have such a high market
share. Therefore, i t seems that the
exchange relations of local SMEs with the
big retai ler offer a chance for viable
business (Hingley, 201 0; Hingley et al . ,
201 1 ) and even expansion for these SMEs
(Mikkola, 2008). This pattern is real ized by
the co-operative, which has pol icies to take
SME products into selections across the
scale from single stores to nation-wide
distribution. Eventual ly, the economic
viabi l i ty of SMEs could increase if the
market channel opened by the co-
operative would encourage SMEs to cut



their unprofi tably extensive selection
through l imiting the product range to their
volume products. Furthermore, these
interesting local products could be turned
into marketing tools of large international
supply chains (Watts et al . , 2005, in
Morgan & Sonnino, 2008, 30). This
‘turning point’ occurred as local bakery
ski l ls and food culture received attention
by large bakeries, which quickly copied
the product development of SMEs,
thereby reaping the benefi ts of local food
culture through their mass production.
Eventual ly, not al l of these smal l
businesses stood up for the chal lenge of
del ivering their products into the larger
market, as they needed to show rel iable
abi l i ty to del iver reasonable volumes for
the capital region co-operative stores.
Clearly, the very smal l operators had only
l imited supply power and they played their
role as truly local actors. Importantly, the
co-operative played an essential role in
supporting an open market for diversity
from local to national scale.

Eventual ly, the consumer co-operative
approached SMEs both through publ ic
suppl ier gatherings as informal
educational events and through more
targeted business contacts. Most
importantly, they offered logistics support
to the SMEs, enabl ing affordable transport
across Finland. This approach to local
food compl ies with the expansion of the
concept of ‘ local ’ to ‘regional ’ and
‘national ’ (Hingley et al . , 201 1 ) , with ‘ local ’
understood by the consumer co-operative
in terms of the size of the company rather
than its location.

Fair trade within the North (developed
world) (Jaffee et al . , 2004) seems to best
take place between the local and co-
operative actors in these particular
business encounters. Intriguingly, in this
Finnish context the price given by the

SMEs was accepted as such, with no
further haggl ing, and no threshold money
(overrider payments for shelf space) was
asked for by the co-operative. I t may be
assumed, that this way of organizing
economic exchange relations diverts
considerably from the one reported to be
presented by a large US discount retai ler,
which bargained the price during
subsequent del ivery years to the damage
of the SME (Fishman, 2007). The SMEs
were reasonable when setting the price,
which they understood to be part of the
local food package; the qual i ty and its
price needed to match one another for the
consumer. As a price leader, the
consumer co-operative may not be the
best scene for premium priced products.
However, i t is reported that Finnish retai l
chains general ly ask for threshold money
and marketing expenses, particularly
regarding bakeries (Björkroth et al . , 201 2);
the exception from this practice in these
cases may signal the determined interest
by the co-operative to offer local food in
the capital region stores.

However, the approach of the co-
operative to local food al igned with the
framework of competitive markets, which
the co-operative is of course subject to.
The Weberian market competition was
channel led to impact on SMEs’ production
through consumer satisfaction and the
benefi ts perceived by consumers. The
‘support’ for SMEs was not ‘social ’ or
‘partnership’ by nature (Mikkola, 2008) but
rather made use of and increased their
technical competences and abi l i ty to add
local value to the consumer co-operative’s
selection. This approach ensured
simultaneously the del ivery of the promise
by the co-operative to offer a better
selection at lower prices than the
competitors. Furthermore, the co-
operative also saw itself responsible for
the selection and food safety of individual



i tems. This caused additional costs of
auditing which was done in close
col laboration with food safety officials, who
benefitted of the ‘pruning’ of SMEs done
by the co-operative. Final ly and crucial ly,
the customers and the co-operative were
the beneficiaries of these auditing activi ties
as the food safety standards were ensured,
in order to keep up the customer trust in
co-operative retai l ing.

Local food was not the one and only food
trend identified by the co-operative, but
was accompanied by the ones of ethical i ty,
environment and ethnicity, which also
gained attention by the co-operative
executives. Furthermore, as a growing but
undefined trend, local food was seen as a
fuzzy concept in the l ight of evidence of
l i fe cycle assessments. The combination of
the “face” of the product as its socio-
economic l i fe worlds and additional
environmental impacts can be seen as an
elusive aim to be used in consumer
communication. To implement this aim,
research efforts were underway with
research insti tutes and advanced business
intel l igence companies. The use of modern
IT systems and model l ing approaches may
enable implementation of information
systems of this kind (Mikkola, 201 1 )
through smart phones for consumers
(Grocery Manufacturers Association and
Pwc, 201 1 ) . Here the Finnish consumer co-
operative may have a unique chance to
participate in the development of
sustainable food system as without IT
capacities the selection cannot be
customised. However, the individual
support by the consumer co-operative,
such as auditing for the SMEs would
enable them to upgrade their processes in
terms of their carbon footprints and other
environmental impacts. Here the
communication and learning with the
supply chain actors by the retai ler offers a
new model for upgrading supply chains

(Spence & Bourlakis, 2009). There was
interest by the SMEs in this direction,
which would obviously present i tself as
huge developmental process towards
sustainable food system (Mikkola, 201 1 ) .
These efforts towards consumer
communication about sustainable food
actual ly represent extensive societal
interests to curb cl imate change and other
environmental issues (Carter, 2007, 58-60,
in Morgan & Sonnino, 2008, 1 -1 9; HM
Government, 201 0), whereby co-operatives
are able to connect local food with these
developments.

However, this approach by consumer co-
operative and the SMEs exhibited mostly
market discourse features. Here the market
demand – the currently evident customer
interest in environmental ly friendly and
sustainable food – can be seen to be
inductive for the development of the
selection by the co-operative, rather than
their independent orientation to
sustainabi l i ty and its promotion through the
market (Mikkola & Risku-Norja, 201 2). The
sustainabi l i ty discourse as an overal l
modifier of the selection, for instance as
active identification and reduction of
extensively large selection to avoid food
waste (Mikkola & Risku-Norja, 201 1 ) was
not in sight, as the satisfaction of
consumer needs were seen to rather
increase the selection. So, whi le the
consumer co-operative struggled with
ambiguous l i fe cycle assessment data and
knowledge of the local products’
provenance features, the co-operative had
readiness to modify both ‘real ’ and virtual
product displays and distribution systems,
also to benefi t the market of local and
sustainable food. The co-operative and the
SMEs understood themselves to trade in
‘dialog’ with the consumers across the
market. Therefore, to faci l i tate this dialog
about sustainabi l i ty seems to be crucial for
future developments and the heavi ly



"The role of this consumer co-operative in
support of sustainable food system through its
selection is firmly based on its character and
ownership structure as a consumer co-
operative"

and the heavi ly equipped actor, such as
the co-operative, could be very influential
in future food trade for sustainabi l i ty.

The role of the consumer co-operative in
support of a sustainable food system
seems to be firmly based on the co-
operative’s character as the actor-
promoter of consumer interests in the first
place, rather than any other interests. I f
the market is to faci l i tate sustainabi l i ty, the
consumer dialog needs to be enhanced
and therefore, the educational insti tutions
(Mikkola et al . , 201 1 ; Roos & Mikkola,
201 0) as wel l as the extensive and
prol i ferating discourse of local and

sustainable food system (Hingley, 201 0;
Hingley et al . , 201 1 ; Mikkola & Risku-
Norja, 201 2; Morgan & Sonnino, 2008)
need to play their societal role as an
effective background for modifying
consumer behaviour. Clearly more
research and experimental marketing is
needed to faci l i tate consumers to real ize
local and sustainable food system through
the market surface; however, a consumer
co-operative with extensive and advanced
capacities by its management combining
central ization and decentral ization is in a
unique position to support these
developments.

The role of this consumer co-operative in
support of sustainable food system
through its selection is firmly based on its
character and ownership structure as a
consumer co-operative, rather than
representation of other interests such as
the ones of the SMEs or large food
businesses. From this position, the co-
operative in case here promoted fairly
traded food within the North of Europe, as
it connected increased consumer benefi ts
with those of food businesses of various
sizes and locations; the featured Finnish
co-operative offered businesses simi lar
chances to supply its stores, enabl ing
them the expansion of their business.
However, the expansion was seen to be
done on consumers’ own conditions.

Furthermore, the co-operative offered
support in competence development
rather than ‘social ’ support for local food
businesses. The co-operative saw the
concept of ‘ local food’ as undefined and
preferred rather the concept of
sustainable food. Particularly, the IT and
advanced model l ing capacities avai lable
to the co-operative through its research
and business partners seemed to suggest
that the focus on consumer behaviour for
sustainabi l i ty could be made more
possible in the market than currently
seems to be the case. This dialogical
approach considered here emphasises
both consumer communication and
education as the basis for such a future.
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Rising concerns over ecological
sustainabi l i ty and security of supply put
the energy system under increasing
pressure. This situation has brought
forward the development of energy co-
operatives as wel l as other forms of local
or community-based ownership of
renewable energy technologies. Typical
ways of energy provision usual ly bear
highly central ized energy infrastructures,
whereas local ly and co-operatively owned
models can consti tute a different model of
energy provision and distribution (e.g.
Olesen/Maegaard/Kruse 2004).
In publ ic-citizen-partnerships (PCP;
Karner/Roessl/Weismeier-Sammer 201 0),
local pol i ticians and citizens try to
adequately provide a publ ic service, thus
promoting a culture of self-help rather than
a culture of dependency (Mayo 1 997;
Pestoff 2009). Citizen participation seems
to be a fruitfu l approach not only for the
provision of publ ic services, but for the
implementation of renewable energy in
local communities as wel l . With i ts specific
governance structures and commitment to
self-help (Spear 2004), the co-operative
represents a suitable form for promoting

citizen participation (Somervi l le 2007;
Lang/Roessl 2009). Against this
background, we pose the fol lowing
research question:

For our study we chose a qual i tative
research approach (Stake 1 995),
particularly with regard to existing
research gaps regarding co-operative
governance structures (Cornforth 2004;
Spear et al . 2009), in order to gain insights
into the structures of local energy co-
operatives. Our case study is situated in
the Austrian region of Vorarlberg. The
energy ini tiative under investigation,

, was founded two years ago with
the overal l target to establ ish a platform for
investors, activists, and customers in
Vorarlberg. The analysis of our case study
al lows for deeper insights into several
aspects of co-operative energy production
on local or community level .

Our paper is structured as fol lows: First,
we discuss the status quo in Austria and



Germany regarding renewable energy
provision with citizen participation.
Secondly, we present the methodological
approach and afterwards provide a
detai led description of our case, the

. The presentation of our case
analysis bui lds the core section of our
paper, and is fol lowed by a conclusion
and suggestions for further research in
the field.

We focused on Austria and Germany as
the renewable energy domain in the
German-speaking part of Europe. This
part has developed under different
circumstances as other European regions
l ike Scandinavia (Schreuer/Weismeier-
Sammer 201 0).

In Germany, energy co-operatives have
already been establ ished in the early
twentieth century to ensure electrici ty
provision in rural areas (Fl ieger/Klemisch
2008). Wind parks emerged in the 1 980s
with citizen participation. A certain
tradition of local energy activism in
Germany is based on the anti-nuclear
movement (Toke/Breukers/Wolsink 2008).
In Austria, – due to insti tutional restrictions
that wi l l be discussed in detai l later on –
the renewable or alternative energy
domain developed more slowly and in
different forms. In the mid 1 980s, biomass
district heating (BDH) emerged as an
innovation and is viewed as an important
outcome of both local ini tiatives and
publ ic pol icy (Madlener 2007).

Today, especial ly Germany exhibits
specific innovations in the renewable
energy system, such as “bio-energy
vi l lages” ( ) and “citizen
wind parks” ( ) , which
improved the pol i tical profi le of renewable
and sustainable energy production
(Toke/Breukers/Wolsink 2008). In
Germany, more than 1 40 energy co-
operatives have been recently founded
(Muel ler/Rommel 201 0). Compared to

other European regions and Germany, in
Austria rural biomass district heating
systems currently are the main local ly
owned renewable energy instal lations,
which are typical ly organized as co-
operatives (Schreuer/Weismeier-Sammer
201 0). Some exceptional cases are
presented for example by Enzens¬berger,
Fichtner and Rentz (2003) in the area of
wind power. Nevertheless, such ini tiatives
are typical ly organized in the legal form of
a “GmbH & Co. KG”, which can be
described as a hybrid of a l imited l iabi l i ty
company and a partnership, or total ly
private investor-owned (in form of portfol io
companies, where citizens can buy
shares from).

In a recent explorative study, Muel ler and
Rommel (201 0) identified several factors
as being important for co-operatives
compared to other organizational forms.
Above al l , the revised German co-
operative law, product differentiation
(green electrici ty, where does electrici ty
come from?), rising interaction between
consumers and producers, as wel l as
increasing civi l society activi ties turned
out to be most important for the strong
growth of electrici ty co-operatives in
Germany. Additional ly, framework
conditions in Germany are favorable for
renewable energy projects especial ly
regarding the fol lowing aspects
(Schreuer/Weismeier-Sammer 201 0)1 :

- Feed-in tariff system
- Tradition of local energy activism



- General tradition of acting in
pol i tical groups and associations

- Avai labi l i ty of loan capital at
preferential conditions

- Sufficient number of investors

Unfortunately, the situation in Austria is
much less favorable, as our case study wi l l
show. Regarding co-operative renewable
energy projects, no best practice-example
could be found in the l i terature
(Schreuer/Weismeier-Sammer 201 0).

Nonetheless, the co-production of publ ic
services through publ ic-private-
partnerships (PCP) has recently increased
in Austria and Germany (cf. Fl ieger 2003
for German examples), al though in

different areas such as chi ldcare,
education, and recreational faci l i ties. In
general , the term PCP defines
organizational forms of cooperation
between municipal i ties and their citizens
for the co-production of publ ic services
(Karner/Roessl/Weismeier-Sammer 201 0).
PCPs further seem to be a promising
organizational form for the provision of
renewable energy, as they are rather social
capital-based organizations (Lang/Roessl/
Weismeier-Sammer 201 0), which is
reflected by the social orientation of their
governance principles such as mutual self-
help, democratic control , voluntary and
open membership or community
orientation (Valentinov 2004; ICA 2006;
Somervi l le 2007; Spear 2004).

The aim of this paper is to gain deeper
insight in the contribution of organizations
bui l t on co-operative principles to the
diffusion of renewable energy in Austria.
Particularly with regard to existing
research gaps regarding co-operative
governance structures (Cornforth 2004;
Spear/Cornforth/Aiken 2009), we chose a
qual i tative approach in order to gain first
in-depth insights (Stake 1 995) into the
structures of co-operative energy
organizations with citizen participation.

After a desk research to track suitable
cases in Austria, we quickly got aware of a
co-operative cal led in the
Western Austrian province of Vorarlberg.
We conducted four interviews with relevant
actors in Vorarlberg. Basical ly, interviews
were semi-structured with a mix of single
and group interviews. Interviewee 1 is the

chairman of , Interviewee 2 works
at the (Energy
Insti tute of Vorarlberg), Interviewee 3 is the
owner of a consultancy and chairman of
the , which is
affi l iated with , and the last
interview was arranged as a group
interview. Interviewees were the director of
the

and one member of the
. Furthermore, we

were able to access some archival data
(mainly press articles and internal reports).
Data was col lected in May 201 0, when also
an on-site visi t at the central office of

took place. Al l interviews were
tape-recorded and transcribed afterwards,
in order to have a sol id database avai lable
for the fol lowing qual i tative content analysis
in l ine with Mayring (2008).

"framework conditions in Germany are favorable for
renewable energy projects"



4.1 Context: renewable energy
production in Vorarlberg

Within this section, we present the
situation in the Austrian province of
Vorarlberg where our case study is
located in. Afterwards, we present the
different actors directly or indirectly
connected with .

Vorarlberg is one of nine provinces in
Austria. I t is located in the West of the
country, bordering Switzerland and
Germany. I t covers an area of 2,061 km2
and has about 370,000 inhabitants. In
terms of size and population, Vorarlberg
ranks 8th out of nine Austrian provinces.
Energy consumption in Vorarlberg
amounts to approx. 9,400 GWh per year.
Currently, almost 30 % of energy
consumed stems from renewable energy
sources, such as wood, water or solar
energy; an amount which bears the
potential to be increased by 35 % (Land
Vorarlberg 201 1 ) . I n general , Vorarlberg
focuses more on energy conservation
than on the expansion of renewable
energy systems, as the reduction of the
energy-demand is considered to exhibit a
greater impact on the environment.
Energy efficiency is aimed to be achieved
through improving the thermal insulation
of existing private bui ld ings or by funding
new bui ld ings with energy-efficient
insulation (Land Vorarlberg 201 0).
Furthermore, the city of Bregenz (the
capital of Vorarlberg) for example is
heavi ly engaged in supporting a greater
diffusion of renewable energy. Since
2008, Bregenz is member of the

of energy-efficient communities,
a project assisting municipal i ties in
modernization and enhancement of their
energy pol i tics (e5-Gemeinden 201 1 ).

I n 201 0, the city counci l decided to

promote the use of renewable energies.
In doing so, smal l -scale biomass
instal lations in residential bui ld ings,
district heating network l ines, solar
thermal systems in residential bui ld ings,
photovoltaic and other “green”
instal lations are encouraged and actively
supported. For the next 20 years, the city
of Bregenz pursues a distinct energy
strategy promoting and supporting
renewable energy (Bregenz 201 1 ).
However, the expl ici t target of Vorarlberg
is energy autonomy, achieved through
both approaches: the development of
renewable energy systems as wel l as
through improvement of energy efficiency
(Land Vorarlberg 201 1 ) . A big share of
power production in Vorarlberg is
del ivered by large hydropower plants (90
%). In 2009, the fol lowing green-electrici ty
plants were in use in Vorarlberg: 91 2
photovoltaic plants, 1 2 smal l hydroelectric
power plants, 31 biogas plants, 8 (sol id
and l iquid) biomass plants, and 7 sewage
and landfi l l gas plants (Energiebericht
201 0). The largest feed-in capacity is
del ivered by biomass plants (44.3 GWh),
whereas the big group of photovoltaic
plants feeds in only 7.4 GWh.

4.2 v-energie and related actors

Figure 1 gives a brief overview of relevant
actors and their relations with .
As it wi l l be shown, al l actors aim at
involving citizens in some way. The

plays the role of an
intermediary between pol i tics and the
citizens. One of the most important actors
is the (Arbeitsgemeinschaft
Erneuerbare Energie Vorarlberg). The
AEEV is also the operator of the

, which is providing a
platform for gathering donations to
support renewable energy faci l i ties.



Many people support green energy by
using the or get their
own smal l-scale energy generation
faci l i ties supported. Remarkably, the

is also sponsored by the
and the regional government.

Nevertheless, the wants
to actively change the energy pol icy of the
region, which is quite surprising given such
involvement of the main energy actors. At
the moment, i t is not clear if the
“grassroots organizations” – which al l have
the same target group – wi l l cooperate and
if so, in what way. In order to untangle the
network presented in figure 1 , we present
the relevant actors in more detai l :

• The is the largest energy
service company in Vorarlberg. In
2001 , i t took over the

(VKW, approx. 1 70,000
customers) and now acts as the main
provider not only in Vorarlberg, but also
in parts of Southern Germany. The
principal owner of is the
province of Vorarlberg, holding 95.5%
of al l shares.

• In 2001 , the
(I l lwerke Alternative Energy) was

founded as a 1 00% subsidiary of
. The company's strategic

objectives are “the long-term use of
indigenous energy sources in the
province of Vorarlberg, the exploitation
of the water as food and the regional
implementation of measures of energy
efficiency.” (Vorarlberger I l lwerke AG
201 1 ).

• The
(Vorarlberg Energy Insti tute, EIV) was
founded in 1 985 and is registered as
an association with a declared non-
profi t character. Currently, the EIV has
40 employees. The total budget in 2008
was 3.4m Euros. The declared
objective of EIV is: “We advise,
educate and conduct research for
sensible energy use and renewable
energy sources.” Several insti tutions
from Vorarlberg are members of the
EIV, such as the province of Vorarlberg,
the VKW and the chamber of
commerce. In general , anyone may
become a member of the insti tute, but
particularly insti tutional members are
aimed for. The work of the EIV is
financed by membership fees, fees for
services, project funding, fees for



programs of participants / members,
other incomes and sponsor
contributions.

• The
(Consortium Renewable

Energy, AEEV) was founded in 1 999 to
act as a regional advocacy for al l
producers of renewable energy. In
other provinces of Austria, there are
also spin-offs of the national parent
insti tution ,
AEE, which was founded in 1 980 to
promote solar energy. The is
organized as a charitable
organization, funded by membership
fees, services and sponsorship
(primari ly from the province of
Vorarlberg and the ).
Supporters of the association are also
the and

(a funding scheme for
regional development by the European
Union in col laboration with Austrian
counterparts).

• The is pol i tical ly independent
and thus tries to cover a wide range of
interests. The areas of engagement of

are diverse: publ ic relations,
networking, education and the
implementation of the projects. I t also
acts as an operator of the

.

• The (an exchange
for green electrici ty) is an essential
pi l lar of the . Currently, there are
three such energy market insti tutions
in Austria: Besides the

and in
Salzburg there is the nation-wide

. The
is the

oldest and most establ ished one. The
main idea behind the set-up of such
an exchange is to enable the financing
of green power plants and to provide

transparency in funding issues. This is
achieved through voluntary surplus
payments that customers make with
respect to their electrici ty bi l ls. This
money is used for supporting smal l-
scale producers of green electrici ty. I t
is important that customers can
decide which system they want to
support with their additional payment.
The serves as the
respective marketplace where such
payments are settled and cleared.
(ARGE Erneuerbare Energie
Vorarlberg 201 1 ) .

• The was founded in 2008 as
an association by two pol i ticians of the
Green Party. I t has been designed as
a project to promote the use of
renewable energy. For a short time, i t
was considered to set up an own co-
operative. The establ ishment of such a
co-operative fai led though because of
the excessive costs that would
originate from an appropriate set up
process, particularly at the legal level .
Thus, from the start an association
proved easier to handle. Another
reason that worked against the set up
of a co-operative was the fact that at
the same time in Vorarlberg there was
a so cal led
(talent co-operative) that was
appeal ing to a simi lar group of
(potential ) members. I t was
considered unfavourable if there were
two simi lar co-operatives.
Nevertheless, i t was considered to
merge in order to “join forces”.
Meanwhi le, cooperation between the

and the
exists. The association
is now responsible for

developing project-ideas which are
then wind up by the co-operative. The
main field of activi ty is the support of
pv-systems and smal l hydro power
stations.



Our case study aims at answering the
research question: How can organizations
bui l t on co-operative principles contribute
to the diffusion of renewable energy in
Austria? Therefore, we analyzed the data
gathered from qual i tative interviews with
members of by applying a
qual i tative content analysis (Mayring 2008)
along the fol lowing categories:

• General framework conditions (5.1 )
- Situation in Austria (5.1 . 1 )
- Changes needed (5.1 .2)

• Resources (5.2)
• Actor roles (5.3)

- Promoters (5.3.1 )
- Investors (5.3.2)
- Co-operative members (5.3.3)

• Organization of renewable energy
projects and ini tiatives (5.4)

- Objectives (5.4.1 )
- Supporting factors for renewable

energy projects (5.4.2)
- Problematic areas in renewable

energy projects (5.4.3)
• Co-operative (5.5)

- Problematic areas concerning co-
operatives (5.5.1 )

- Comparison of the co-operative
with other legal forms (5.5.2)

The analysis of our case study al lows for
deeper insights into several aspects of co-
operative energy production on local or
community level . Therefore, we focus on
determinants of the developing process of

, by describing the relevant
framework conditions for the establ ishment
of the project. After that, we
elaborate the resources relevant for this
development and identify different roles of
actors involved in this process.
Furthermore, we concentrate on the
organizational forms renewable energy
projects might exhibit and elaborate on
objectives as wel l as supporting factors

and problematic areas in this field. Final ly,
we focus on the legal form co-operative in
order to elaborate distinct requirements
occurring for energy projects from
choosing this legal form.

5.1 General framework conditions for
renewable energy projects

In general , renewable energy in Austria
comprises a great investment volume
(BR282). Nonetheless, projects in this area
are facing a rather hosti le environment,
with many decision makers criticizing the
general conditions they are embedded in
(in our case this is the energy market in
Vorarlberg/Western Austria) . This is mainly
true for pv-panels. Contrary to this fact,
Austria plays an important role in the field
of solar energy and biomass.

However, by now there is no real ly free
market for electrici ty avai lable, as large
energy providers try to defend their
position in the market and possess great
influence on it (BR2). Additional ly, the
federal state pol icy of Vorarlberg is
affected by its business actors, which
means that large companies also influence
energy pol icy in Vorarlberg (BR21 ).
Although the federal state government
does not avert alternative energy projects,
i t does not support them intensely either. In
general , the federal state government does
not seem to support such projects unti l
they are successful (BR45). Therefore, i t is
not surprising that projects in their ini tial
phases (without having a sol id basis) are
facing problems getting funds from the
government (BB61 ). Although there are
ini tiatives possible l ike the or the

.

Compared to other European countries



(e.g. Germany, I taly or Switzerland), the
conditions for green electrici ty projects
are underdeveloped due to hold-ups in
the development of renewable energy
alternatives over the past decades
(BB39). The basic conditions in Germany
are interpreted as being completely
different (JM1 8) due to attractive feed-in
tariffs. For example, pv-plants have
boomed over the last years (BR24) and
therefore ini tiated a whole new l ine of
business (e.g. instal lation, maintenance).
The underdeveloped situation in Austria
already shows negative impacts on the
national economy: German instal lation
businesses provide better conditions for
private pv-plants, which has already been
recognized by Austrian consumers
(BR25).

Regarding the legal conditions for green
electrici ty in Austria (or more precisely in
Vorarlberg) i t can be stated that the
Austrian (green
electrici ty law) consti tutes a major
obstructive factor for the diffusion of
renewable energy plants and the
development of a free energy market
(BB4, BB38, BR3). Furthermore, legal
conditions in Austria seem to block out
private ini tiatives in renewable energy
(BB37). Legal conditions constrain the
diffusion of alternative energy projects
and pol icy actors show a low level of
interest in topics l ike renewable energy or
energy efficiency (BB51 ). For Austrian
supporters of renewable energy the
motivation of pol i tical actors is
incomprehensible, as other countries (l ike
Germany) provide evidence that capital
spending in renewable energy can be
profi table in the long run (BB74).
Therefore, activists blame pol i tical parties
for being “short-sighted” regarding
renewable energy projects (BB74). One
interview partner, working for ,
describes the problem as fol lows:

"The problem is not the feasibi l i ty [of

renewable energy diffusion in
Vorarlberg], as this has been proved
several times. I t is the al location of
power. [In such cases] i t’s about new
power structures, new power
dispersion and new dependencies”
(BR29).

Although amendments and al ignments of
the Austrian law to the German example
are planned, their implementation is not
intensely supported so far as there are in
fact no influential lobbies for renewable
energy (BB41 ). Large energy suppl iers in
Vorarlberg possess a kind of monopoly in
the state and are closely intertwined with
the federal state government, which
affects the development of a market for
renewable energy negatively (BR21 ). The
large energy suppl iers have a long
tradition in Vorarlberg and are interested
in assuring their strong position, as the
energy market in Vorarlberg is bui l t
around them. Therefore, they block out
approaches for decentral ized supply and
show no interest in a change of the
market situation they are embedded in.
Decentral ization seems to be only
favorable for these large suppl iers if i t is
arranged by means of their own supply
channels (BB72). At the same time,
private energy suppl iers are dependent
on them, as they do not possess direct
market access for their green electrici ty
(BR7). The chairman of
describes this as “bui ld ing a glass-
cei l ing” by the federal state government
and large energy suppl iers (BB73):

“This dispute is located behind the
scenes. On the one hand [large
energy suppl iers] al low for
decentral ization to some degree, in
order to prevent a ‘bad mood’ of
people actively engaged in energy
ini tiatives. On the other hand, they try
to del imitate it, so that the admission
[of alternative projects] does not
endanger their position. ”



Therefore, the relationship between private
energy ini tiatives and traditional energy
suppl iers is problematic (BB34), as the
latter view private suppl iers as an
immediate threat (BB35). Besides
insti tutional constraints for private
renewable energy projects, several other
obstructive factors could be determined:

- Citizens notice l i ttle emotional pressure
to assume responsibi l i ty for the
diffusion of renewable energy. Energy
is perceived as cheap and of unl imited
avai labi l i ty, so the great proportion of
the population does not recognize any
need for a change in the energy
system (BS2).

- Investment in pv-panels in Austria
seems to bear no economic benefi t
(JM5), which is probably due to the
l imited publ ic subsidies.

- Austrian pol i tics focus more on energy
efficiency than on renewable energy
(BS7).

- In economical ly difficult times it is
difficult for alternative energy suppl iers
to find sponsors for their projects
(BR50).

The general conditions for renewable
energy in Austria described above imply a
number of proposals for change.
Nevertheless, i t currently seems as if the
legal conditions for renewable energy
projects wi l l not change significantly within
the next years. Therefore, such projects
require promotion on a federal state- or
community-level in order to enable their
implementation (BB60). There have been
many changes of the in
the past, but they were not appropriate to
support green electrici ty. Furthermore, a
broad change in perception of the
population as wel l as a certain l inking-up
of activists wi l l be needed (BB70) to bui ld
a “strong backbone” for renewable energy

diffusion in Austria.

Another approach for sustainable energy
usage is to first and foremost increase
energy efficiency, as the responsible
usage of energy shows immediate
outcomes (JM21 ) and is able to provide a
sol id basis for further discussion of the
implementation of renewable energy
throughout the country. I t wi l l be important
to start a broad publ ic discussion and of
course controversy about renewable
energy (BB71 ) in order to change
conditions for such projects. At the same
time, the instal lation of best practice plants
may as wel l encourage pol i tical actors to
join the discussion about renewable
energy. Furthermore, positive examples for
renewable energy tend to bring forward
fol low-up projects in this area (JM21 ).

Smal l private suppl iers need to actively
contribute to a change in conditions for
renewable energy, instead of passively
wait for this change to come (BB31 ).
Additional ly, a change in the general
conditions is dependent on the support of
large energy suppl iers on the federal state
level . Support is especial ly needed in the
formation of a decentral ized energy
supply-system which includes smal l
private suppl iers as wel l (BR59).
Nonetheless, a change in the general
conditions for renewable energy needs to
be initiated by pol i tics in the first place.
Instead of staying dependent on
conventional energy, resources of regional
renewable energy have to be made
useable (BR22).

5.2 Resources

The analysis of the interviews conducted
in the case of v-energie yielded to a
number of resources required for the
implementation of renewable energy (with
citizen involvement) in Austria.



First of al l , social resources play an
important role for projects ini tiated by
citizens as alternatives to conventional
energy supply. Social capital , which in the
case of is defined as the
intensive interconnectedness of activists
and people interested in the topic, serves
as a crucial prerequisi te in order to ensure
guidance for comparison of perspectives
and for the evaluation of options for
implementation (BB49). Furthermore,
networks of promoters and other activists
are needed to attract investors in
alternative projects (BB59). Nevertheless,
i t is difficult to include insti tutions
dependent on the (federal state)
government in such networks, as
governmental and non-governmental
groups regularly have different views on
what changes in the general (legal)
conditions for renewable energy are
needed (BB70).

Regarding technological resources
necessary for the diffusion of renewable
energy, i t can be noted that in general the
technical implementation of renewable
energy plants or tools for single
households is not problematic (BR51 ), as
the appropriate technologies are
avai lable. Especial ly photovoltaic systems
can be implemented easi ly (BB52, BB66).
Nonetheless, i t is important to involve
architects in the issue of renewable
energy, in order to ensure that
photovoltaic systems are included in the
concept for new bui ld ings from the
beginning (BR5). In Vorarlberg there is a
large market for single fami ly houses with
high design standards, but aspects of
green electrici ty such as the integration of
photovoltaic panels have often been
ignored by architects so far (BR5). There
is also a big market for passive houses.

Besides the instal lation of photovoltaic
panels in individual housing, smal l -scale

hydro power might serve as an interesting
and reasonable alternative in Vorarlberg
(BB65). Nonetheless, smal l -scale hydro
power does not seem to be suitable for
projects l ike , as it requires high
financial investment, which cannot be
guaranteed by initiatives in their start-up
phase (BB67).

Furthermore, i t has to be said that
Vorarlberg would also have the potential
for wind energy projects (cf. Dobesch et
al . 2003). The interviews and the case
study sti l l focus on pv-panels, since these
are the most important renewable energy
sources used in the smal l-scale segment
yet.

Projects in renewable energy require high
financial investment in the beginning and
are expected to amortize after approx. 1 5-
25 years or later (photovoltaic systems)
(BB29, BR52). Therefore, projects need a
long-term financial background and
require investors who are wi l l ing to
provide capital for the long run (BR46).

5.3 Actor roles

In general , the analysis of the case of
resulted in the differentiation of

three different types of actors fulfi l l ing
different roles in the formation process of
renewable energy projects:

(1 ) Promoters are people who initiate
projects in renewable energy and are
highly involved in the (pre) start-up
phases of energy co-operatives. They
promote the idea of renewable energy
and support projects by using their
personal networks to attract members and
investors.

(2) Investors: Their main task is to provide
a sol id financial background for new
projects. Investors in renewable energy



are predominantly driven by the idea of
renewable energy, and not solely motivated
by possible profi ts.

(3) Co-operative members join the energy
co-operative and are personal ly interested
in consuming renewable energy.

Promoters, investors and co-operative
members in renewable energy projects
can frequently not be separated
accurately. Hence, promoters can act as
investors and co-operative members at the
same time or vice versa. In this case study,
we decided to separate the different
actors from each other analytical ly, which
enables us to present the characteristics
of each type more precisely. They share
three basic characteristics:

- First of al l , the three types of actors
involved have a high level of
dissatisfaction with the current situation
on the Austrian energy market (BB2).

- Secondly, they al l seem to feel an
urgent “need for achievement” and are
ready to get their projects started
(BB8).

- Thirdly, i t seems that a pol i tical ly
predominant “green” atti tude can be
found in al l of the three types (BB2).

Additional ly, each type of actor exhibits
distinct characteristics which are
described in the fol lowing sub-sections.

Promoters of renewable energy projects
possess certain alertness for urgent
problems in their surroundings and have a
“feel ing” for attracting the right people for
their projects (BB5). New projects are
dependent on the active commitment of
promoters, especial ly in their (pre)start-up
phases (BB20). I f the commitment of
promoting people gets lost, the whole

(new) project is at risk (BB20). Promoters
of projects may not be single persons but
occur in teams (BB9), who need to have a
high degree of interconnectedness in
order to bui ld up and make use of social
capital (BB49). This social capital , e.g. in
the form of personal contacts of
promoters, can be used to acquire
investors for new projects (BB59) in order
to assure a sol id financial background.
Furthermore, members (activists or
potential co-operative members) can be
found via the promoter’s network (BB53).
Therefore, promoters need to extensively
make use of their personal contacts to
attract enough activists and members for
new projects.

The involvement of pol i tical parties (or
members of pol i tical parties as promoters)
might be a special chal lenge for projects in
renewable energy, as even projects (or
promoters) ini tial ized by pol i tical parties
need to prove their rel iabi l i ty to people
interested in the topic and of course in the
project (BR46).

Attracting investors (and activists) for new
projects is a main task of promoters (see
above), al though this seems to be one of
the most difficult endeavors, particularly at
the beginning of new projects (BR52).

Investors share a common atti tude towards
renewable energy projects: They are
convinced that green electrici ty
( ) “makes sense” and that
quick, decentral ized and independent
energy supply is important (BB45).
Investors know about the problems
regarding the general (legal) conditions
concerning renewable energy; they know
that their investment wi l l not lead to high
earnings (BB30). To summarize, the idea
of producing renewable ("green“)



electrici ty is a general atti tude in their l i fe
(BB45). To put i t in the words of the
chairman of :

“Investors say: ‘ I t [renewable energy]
is so important for me, i t is worth to
me. ’ Therefore, they have a certain
readiness – wel l , that’s the main thing
for them” (BB45).

Therefore, investors show great ideal ism
when it comes to renewable energy, high
earnings and profi t is no important reason
for their commitment (JM4), as projects
amortize after 1 5-25 years at the earl iest
(BB29, BR 52). Nonetheless, some
investors hope that energy tariffs wi l l rise
significantly over the next years and
therefore invest in renewable energy
(BB31 ).

Comparing investors to “ordinary”
members of energy co-operatives or
activists in renewable energy projects, i t
has to be noted that investors might also
be persons who do not directly benefi t
from the energy produced (as consumers)
(JM3). As mentioned above, they simply
want to financial ly support such projects
because of a “shared vision” for the
future.

Renewable energy projects require a
great number of investors in order to
ensure an appropriate financial
background for the construction of
renewable energy plants (BR46).
Therefore, projects in their start-up phase
need to be bui l t on a sol id basement
(promoters, supporters); the involvement
of pol i tical parties might be helpful to
attract investors (BB59).

First of al l , co-operative members are
interested heavi ly in renewable energy

and energy efficiency (BB2). I t seems that
activists (l ike investors) are first and
foremost attracted by the idea of
renewable energy and do not have
concrete expectations beforehand (BB1 6,
JM4). Of course they act as investors by
paying a certain membership fee. Co-
operative members can choose between
two alternatives of earning a profi t from
the project: (1 ) their membership enables
them to directly obtain electrici ty (e.g.
from their own photovoltaic system
instal led – extra electrici ty not consumed
can then be compensated by feed-in to
the main electrici ty network or (2)
enhancement in value of their co-
operative share (BB32), which puts them
into the role of investors (see above, JM3).

5.4 Organization of renewable energy
projects and ini tiatives

In order to organize renewable energy
ini tiatives with citizen participation, first of
al l an organizational framework for
coordination and planning is needed
(BB1 3). In this respect, i t might be helpful
to found a platform, giving investors and
other interested people space for
information exchange and project
planning (BB7), as otherwise the forming
of a tight network structure cannot be
ensured. Furthermore, i t seems to be
fruitfu l in terms of cost efficiency to
combine related projects (BB1 9); special
care has to be taken that this step takes
place only when the platform is already
establ ished and “bui l t on sol id ground”
(BB21 ). In doing this, special care must
be taken to ensure balance between
weaker and stronger projects and
ini tiatives (BB20). Platforms organizing
renewable energy projects furthermore
need to ensure that al l insti tutions involved
share the same goals and do not perform
as “sol i tary actors” (JM22). Nevertheless,
they need to beware their own identi ty



(BB28) and maintain a strict regulation
between investors and plant owners
(BR68).

Platforms for renewable energy projects
can be viewed as networks, containing
single projects and ini tiatives, which share
one vision and combine their resources
and contacts in order to achieve their
goals. In the ini tiating phase of such
platforms, this goal might be to real ize a
certain amount of plants and of course
cost recovery (BB1 4). Further objectives
might be:

- Establ ishment of flagship projects to
show a broad publ ic what renewable
energy is able to achieve (BB50).

- Kicking-off a pol i tical discussion about
renewable energy (BB50), enabl ing
citizens to participate the design of
general conditions (BR1 6).

- Overcoming pol i tical shortfal ls by
ini tial izing new models and instruments
for renewable energy-production
(BR3).

- Enabl ing successful private ini tiatives
to gain a better basis for negotiation
against big energy suppl iers (BR1 6).

- Changing structures in a way that
cooperation with private energy
suppl iers becomes a real alternative
for energy customers (BR1 6), so that
market structures change as wel l (BR
21 ).

- Achieving renewable energy faci l i ties
to become a “matter of course” for
individual housing (BR6).

Summarizing, i t can be noted that
ini tiatives l ike v-energie do not primari ly
focus on nation-wide (or federal state-
wide) diffusion of renewable energy, but
target an advancement of general
conditions and acceptance towards
renewable energy projects by setting a

positive example (BB68).

First of al l , cooperation between interested
citizens and insti tutions seems to be a
crucial prerequisi te for achieving a
common goal in renewable energy (BR48).
Additional ly, the interviewees considered it
to be of utmost importance that citizens
start to demonstrate their values
concerning renewable energy in publ ic, in
order to enable a change of values and
ini tiate the involved dynamics (BR58).
Regarding renewable energy projects it is
important to underl ine the common ground
that connects interested citizens and
officials (BR73): (1 ) the independence from
other forms of energy (nuclear power or
oi l ) , and (2), ecological aspects in general .
Especial ly the situation in Japan after the
nuclear disaster and the resulting
discussion on energy efficiency and
nuclear power might present a promising
starting point for renewable energy.

Another factor supporting renewable
energy project is seen in the participation
of women in related ini tiatives: A great
proportion of voluntary services
(especial ly regarding citizen participation)
is dominated by men (BS3). Women might
be able to contribute a different
perspective on the topic (BS4). Therefore,
i t is recommended to aim for a women’s
quota in renewable energy projects, as this
seems to be a fruitfu l approach for the
success of such projects (BS3).
Furthermore, women are said to embrace
the “co-operative thought” more than men
and appreciate sol idari ty (BS5).

In the first place, projects need to be
autonomous, as dependence from official



funds puts projects on a pol i tical ly
influenced level , which might affect
processes negatively (BR57).
Furthermore, ini tiatives have problems
capturing a clear position towards
renewable energy, as the ini tiatives are
dependent on the “good wi l l ” and/or funds
from communities or the federal state
(BB70), as pol i tical insti tutions might stop
funding without further notice, i f they do
not agree with the project’s goals or the
ini tiative becomes too powerful (BB58).
Additional ly, pol i tical influence might result
in disturbance through power games of
the pol i tical parties (BB70). On the other
hand, assistance from pol i tical parties or
insti tutions might of course help to put the
project on a higher level (BB70). In
renewable energy projects, because of
the close cooperation among different
people and insti tutions involved, some
social problems on a personal level might
occur (BR49), especial ly regarding mutual
trust and the formulation of common
targets (BR70).

5.5 Co-operative

In general , common objectives do not
necessari ly need a strict contract, even
though it may be helpful in many cases.
For renewable energy projects it is
important to bui ld mutual trust early.
Nonetheless, in case of confl icts i t may of
course be useful to use a contract to
support the ini tiation of a larger project
(BR71 ). The legal form of a co-operative
might be such a kind of “contract” to
ensure common achievement of
objectives (BR40).

The co-operative bears huge potential for
the organization and governance of
renewable energy projects (BB1 0, BB1 7,
JM1 2). Especial ly, i t enables col lective
decision making (BR33) within a large
number of members. One big advantage

of the legal form co-operative is the easy
handl ing of the access /emission (without
extra costs) of their members. Hence, the
co-operative offers valuable opportunities
for publ ic participation, which is a big
issue in the field of energy co-operatives.

Anyhow, i t is without doubt that the costs
of the legal form are a critical point.
Regarding the annual costs of a co-
operative in Austria (approx. € 3,000), co-
operatives in the area of renewable
energy need a certain “cri tical size” in
order to ensure cost efficiency and the
bui ld ing of a useful structure al igned to its
objectives (BB53). I f this cri tical size is
reached though, the opportunities to
generate involvement are relatively high
compared to other legal forms. Each
member has to sign at least one co-
operative share and participates thus in
the value of the co-operative. The co-
operative share enhances the members’
commitment to the project.

In Austria, only l i ttle interest in the legal
form of the co-operative exists (JM9). This
is mainly the result of an antiquated image
(BR33) and the relatively high costs of the
legal form. Furthermore, there are
particular advocacy groups behind the
co-operative in Austria (the so cal led

), which also
act as a one-stop shop in services for the
foundation and development of already
existing co-operatives. This makes this
legal form rather unique compared with
other options l ike various forms of
companies or associations.

The auditing associations
( ) of course would
have the opportunity to reduce these
costs and thus to contribute in making this
legal form more attractive even for smal ler
projects, e.g. in renewable energy (JM8,
see below). Natural ly, the many



co-operatives in the field of biomass
mainly in rural areas where co-operatives
have a long tradition should keep in mind.

In general , there are two main problematic
areas regarding co-operatives as a legal
form for renewable energy projects : (1 )
The costs of the legal form, and (2) the co-
operative law and the auditing
associations.

a) Costs of the legal form

The Austrian co-operative law
( ) stipulates
that each co-operative has to be member
in an auditing association. In general , co-
operatives have high fixed costs for annual
auditing and membership fees in these
auditing associations (BB1 1 ). These costs
amounting to approx. € 3,000 per year are
obstructive for smal ler renewable energy
projects (JM1 ) when choosing a legal form
(JM1 1 , B1 1 ) . The obl igatory membership
in the auditing association acts as an
advantage and disadvantage
simultaneously: On the one hand, the
legal ly intended audit guarantees rel iabi l i ty
for the co-operative members and their
business partners. On the other hand
though, in comparison to other legal forms
the fees sometimes may cause a problem,
in particular for smal l co-operatives.
Nevertheless, i t has to be considered that
each legal form causes certain fees. E.g.
most of the registered associations or
companies of l imited l iabi l i ty also need
cost-causing legal and tax advices or
marketing consultancy, although they are
not obl iged to be a member in an
association.

This in turn means that even if the co-
operative principles provide an adequate

governance structure for renewable energy
projects, in i tiators or responsible persons
might choose another legal form (e.g. an
unincorporated association, cf. 8.2).

b) Co-operative law and auditing
associations

The co-operative law in Austria is viewed
as being obstructive in the area of
renewable energy projects (BB1 1 ) or in
areas with citizen participation in general .
Furthermore, auditing associations are
said to impede the foundation of co-
operatives in innovative areas, l ike in
renewable energy (JM3) because of
antiquated structures (JM7). The founding
of a co-operative in Austria is time-
consuming, although founders get support
from auditing associations (JM6).

The co-operative as a legal form bears
some advantages over other legal forms
(JM1 5, JM1 6):

- Members can easi ly join the
cooperation (entry and exit of
members)

- External control through auditing
associations

- Lower capital assets necessary in the
founding process (compared to other
legal forms l ike l imited companies; in
future, the so-cal led “smal l l imited
company” might become a “rival” for
co-operatives in renewable energy
(JM1 4))

On the other hand, i t turned out according
to our interviews that founding an
unincorporated association is viewed as
being superior to the co-operative (BB1 2).
For instance, co-operatives are interpreted
as being more “formal” or “official” than



associations, and interested people are
frightened off because they fear
responsibi l i ty (BR35). Furthermore,
unincorporated associations are rather
typical for citizen ini tiatives in a broad
range of areas (BR36). Nonetheless, co-

operatives and unincorporated
associations are sometimes viewed as
having long and compl icated ways of
decision making due to member
participation (BR38).

The results of our case study show that
there are several problematic areas that
impede the dispersion of renewable
energy plants and projects in Austria.

Although Austrian municipal i ties claim to
increasingly seek the support of citizens
in the del ivery of publ ic services
(Moedlhammer 2009), i t seems as if the
production of renewable energy is heavi ly
affected by “big players” in the electrici ty
sector, trying to maintain their market
share and influence. Members of
alternative projects l ike therefore
cal l for more support from the federal
state. Furthermore, legal restrictions for
green electrici ty seem to block out private
ini tiatives and therefore constrain the
diffusion of alternative energy. Results
show that a number of changes in the
general framework conditions of Austria
are needed to support the instal lation of
alternative electrici ty plants. Most
prominent, a cal l for a change in the legal
conditions ( ) could be
noted.

Concerning an appropriate resource
basis for energy projects, our results show
that social resources (e.g. in the form of
social capital ) play an important role for
the participation of citizens. Furthermore,
this holds true if energy projects are to be
organized based on co-operative
principles. In the case of , social
capital serves as an important
prerequisi te for the l inking-up of
interested people, as it is of utmost

importance for citizen-based
organizations whether citizens who are
ini tial ly involved can access
complementary resources through their
own personal networks (Lang/Roessl
2009). In doing so, ini tial members –
promoters – use their networks to attract
members and investors, helping to bui ld a
sol id basis for future work.

Results of our case study demonstrate the
importance of considering the personal
component of PCPs in the renewable
energy sector. Actors in renewable energy
projects share common characteristics,
no matter if they are promoters, investors,
or “just” co-operative members. Together
with a commonly shared high level of
dissatisfaction with the current energy
market, actors feel an urgent “need for
achievement” and share a predominantly
pro-green pol i tical atti tude. The
production and consumption of green
energy col lectively gives a certain
additional “sense” in their l ives, as Muel ler
and Rommel (201 0) note: “Producing
one’s own electrici ty seems to make a
difference. The electrici ty produced by a
co-operative feels different from electrici ty
purchased from a private company” (p. 9).
A change in consumer-producer relations
can be noted, and the co-operative might
provide an adequate organizational
framework for reducing information
asymmetries, giving members and
consumers the possibi l i ty to know how
and by whom their electrici ty is produced
(Muel ler/ Rommel 201 0).



To summarize, our study provides
evidence that co-operatives provide an
adequate legal form for the organization of
renewable energy projects. The easy
handl ing of entry or exit of members offers
important opportunities for citizen
participation. Sti l l , there is l i ttle interest in
the foundation of co-operatives in Austria
due to an antiquated image and high costs
of the legal form. Nevertheless, empirical

studies (e.g. Karner/Roessl/Weismeier-
Sammer 201 0; Lang/Roessl/ Weismeier-
Sammer 201 0) provide evidence that
citizen participation in the form of co-
operatively organized publ ic citizen
partnerships (PCP) bears a huge potential
in publ ic service del ivery. As our case
study of shows, this seems to
hold true for the provision of renewable
energy as wel l .

The organization of renewable energy
projects with citizen participation is a
relatively new field of co-operative
research. Furthermore, in particular
regarding the situation in Austria, there is
l i ttle to no empirical evidence regarding
co-operative energy projects. Therefore,
our case study has an explorative
character in order to elaborate general ly
how co-operative principles might
contribute in diffusing renewable energy
projects with citizen participation in
Austria. Furthermore, results of the case
study might be helpful for other countries
or areas, where the ini tial si tuation in the
area of renewable energy co-operatives is
comparable to the one in Austria
(especial ly regarding problematic general
framework conditions).

Analysis of the gathered qual i tative data
show that five major subject areas seem
to be highly relevant for the diffusion of
renewable energy with citizen
participation in Austria. These categories
might provide important input for other
regions or countries as wel l by raising the
fol lowing questions:

- General framework conditions: How
do legal and pol i tical circumstances
impact the foundation of co-operatives
in the renewable energy sector?

- Resources: How does social capital
support the development of co-

operatives in the renewable energy
sector and to which extent might i t be
useful?

- Actor roles: What are the
characteristics of actors involved in
renewable energy co-operatives? How
might they be attracted to join
projects?

- Objectives: Which objectives might
platforms or networks for renewable
energy provision fol low? Which
objectives seem to be fruitfu l in order
to push the diffusion of renewable
energy projects?

- Co-operative: How can co-operative
governance structures support the
organization of projects for renewable
energy production and consumption?
Which problematic areas arise
regarding the legal form of co-
operatives?

As can be seen from the categories
above, results of our case study bear
impl ications for practice as wel l . For
example, i t seems to be fruitfu l to
concentrate on the legal conditions in
Austria to support renewable energy
provision. Therefore, a revision of the
Austrian co-operative law might
encourage more activists to choose the
co-operative as an appropriate legal form
for their projects. Furthermore, auditing
associations ( ) might
ini tial ize campaigns assuring citizens that



co-operatives are a modern and
democratic way for organizing citizen
participation.

Nonetheless, our case study has a strong
explorative character. For further research,

i t might be fruitfu l to analyze other good
practice examples, e.g. in in-depth
multiple case studies to draw a more fine-
grained picture of the role of co-
operatives in renewable energy
production.
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How viable are Spanish credit co-operatives after
the recent bank capital ization and restructuring
regulations?1

1 . Recognition in the Consti tution

The Spanish Consti tution, in force since
1 978, establ ishes in article 1 29.2 that the
publ ic authorities (Parl iament and national ,
regional , and local governments) shal l
foster co-operative societies through
suitable legislation. The scope of this
mandate embraces al l co-operatives,
including credit co-operatives3.

2. Credit Co-operatives as Credit
Insti tutions

The Royal Legislative Decree 1 298/1 986 of

28 June, 1 986, states that together with
banks and saving banks, credit co-
operatives are credit insti tutions. As credit
insti tutions, credit co-operatives are
subject to banking regulations, mainly Law
26/1 988 on the Discipl ine and Intervention
of Credit Insti tutions; Law 1 3/1 985 on
Investment Ratios, Own Funds and
Reporting Requirements of Financial
Intermediaries; and Royal Decree
2606/1 996 on Deposit Guarantee Funds.
Credit co-operatives are the smal lest and
most numerous of Spain's financial
insti tutions:

by Gemma Fajardo

Source: Bank of Spain, Register of Insti tutions (Apri l 201 1 ) and Statistical Bul letin (201 1 ) .

3. Special Legislation: Substantive and
Fiscal , National and Regional

Credit co-operatives are not only financial
insti tutions but also co-operatives, and as
such they are subject to laws concerning
co-operatives.

In Spain, the nation (the State) and the
regions (Autonomous Communities) share
the power to legislate on co-operatives, but
the basic rules on banking and credit
matters are the responsibi l i ty of the State.

Credit co-operatives are governed by the

national Law 1 3/1 989 on Credit
Cooperatives and their pursuant
regulations (Royal Decree 84/1 993). They
are also governed by the appl icable
Cooperatives Act (national Law 27/1 999 of
1 6 July, 1 999, or the regional co-operative
law). Some regions have further developed
legislation of credit co-operatives (Law
5/2001 in Extremadura and Decree
83/2005 in the Valencia region).

Lastly, Law 20/1 990 of 1 9 December, 1 990,
on the Tax System for Cooperatives also
appl ies to credit co-operatives, particularly
articles 39 and 404.



4. Pecul iari ties of their Legal Status

Credit cooperatives can also be cal led
rural savings banks ( ) when
they provide financial services in rural
areas. Setting up a credit co-operative
requires authorization from the Economy
and Treasury Ministry fol lowing a report
from the Bank of Spain, as wel l as
registration with the Co-operatives
Register, the Company Register, and the
Bank of Spain's Register of Insti tutions.

Credit co-operatives can engage in the
same transactions as other financial
insti tutions. They have to give priori ty to
attending to their members' needs and
their transactions with non-members must
total less than 50% of their funds. The
Government sets the required level of
capital for establ ishing and operating a
credit co-operative with consideration
given to the area in which it wi l l operate
and the population of that area.

Credit co-operative members can be
individuals or legal persons. Every
member must hold at least one registered
certificate of contribution to the co-
operative's capital with a value of no less
than €60. The total contributions of each
member may not exceed 20% of the co-
operative’s capital , in the case of a legal
person, or 2.5% for an individual . Under
no circumstances may a group of legal
persons that are not co-operatives hold
more than 50% of the co-operative's
share capital .

The shareholders' return on paid-up
capital may not be greater than 6 points
above the legal rate of interest. After
covering the losses of previous years and
subtracting taxes and compensation, a
minimum of 20% of the profi t has to be
al located to the indivisible Obl igatory
Reserve Fund and between 1 0% and 30%

to the co-operative's Education and
Promotion Fund. The remainder can be
al located to dividends or voluntary
reserves.

Each member has one vote at the General
Meetings, although the articles of
association can specify that the vote wi l l
be weighted in proportion to the capital or
work contributed. The majori ty of the
board of directors must be members and
their l iabi l i ty is equivalent to that of the
directors of a
(approximately equivalent to a publ ic
l imited company) if the post is
remunerated.

From a taxation point of view, credit co-
operatives are fiscal ly protected; their
profi ts are subject to a 26% company tax
compared to 35% for banks.

5. The Organization of Co-operative
Credit in Spain

The Spanish Association of Credit
Cooperatives was founded in 1 989 and
changed its name to the Spanish
Association of Rural Savings Banks
( ) in
1 995. Practical ly al l of the rural savings
banks belong to it. This association is the
core of the Grupo Caja Rural , which also
includes a bank (Banco Cooperativo
Español) and other organizations set up in
the 1 980s to provide services to the
group, such as Rural Servicios
Informáticos (IT services) and Rural
Grupo Asegurador (insurance).

Al l credit co-operatives also belong to the
National Union of Credit Cooperatives
(

) , which represents them and
defends their interests.

I t should be pointed out that credit



co-operatives usual ly maintain a distance
from the co-operative federations and that
of the social economy (CEPES).
Of 80 credit co-operatives in existence in
201 1 , 76 are rural savings banks and the
rest are credit co-operatives set up by
professional groups (engineers, lawyers,
architects) or as part of a co-operative
group (Grupo Mondragón's Caja Laboral
Popular) .

6. Credit Co-operatives as Social
Economy Insti tutions

The Spanish Parl iament recently passed
Law 5/201 1 on the Social Economy on 29
March, 201 1 . I ts purpose is to establ ish a
shared legal framework for al l
organizations that make up the social
economy, with ful l regard for the specific
rules that apply to each of them, and to
determine measures to foster their growth,
in recognition of their aims and principles
(Article 1 ) .

This law defines the social economy as

the body of activi ties carried out by
organizations that pursue the col lective
interests of their members and/or the
general publ ic, whether economic or
social or both, and operate according to
certain guiding principles. Article 5
identifies co-operatives as social economy
organizations and its preamble justifies
this insofar as different types of co-
operatives, including credit co-operatives,
share the guiding principles of the social
economy.

In accordance with the ultimate purpose
of this law, Article 8 considers the
promotion, encouragement, and growth of
social economy organizations and their
federations to be in the general interest.
This direction should be actual ized
through actions such as removing the
obstacles that prevent social economy
organizations from starting and
expanding, or through the promotion of
the principles and values of the social
economy.

1 . Changes to the System of
Conversion of Credit Co-operatives

Law 3/2009, passed on 3 Apri l , 2009,
regulates structural changes in
commercial companies (conversions,
mergers, spl i ts, and the general
assignment of assets and l iabi l i ties,
including international relocations of
registered offices). I t does not affect co-
operatives directly, as by law they are not
considered commercial companies, but
some of the provisions are appl icable to
them. One of these is the Fourth Final
Provision, which modifies the Credit
Cooperatives Law by establ ishing, among
other things, that when a credit co-

operative is converted into a different type
of credit insti tution, i ts Obl igatory Reserve
Fund becomes part of the share capital
of the resulting company.

This rule has subsequently been affirmed
by Law 2/201 1 on the Sustainable
Economy of 4 March, 201 1 , which
specifies that the balance of the
Obl igatory Reserve Fund of a converted
credit co-operative may become part of
the share capital of the resulting company
in the 201 1 financial year (Ninth Transitory
Disposition).



2. Banking Sector Reorganization and
the Recapital ization of Credit Insti tutions
Involved in Integration Processes

The Royal Decree Law 9/2009 on bank
restructuring and credit insti tution equity
reinforcement was passed on 26 June,
2009. This instrument aims, on the one
hand, to increase the solvency, and
strengthen the management, of credit
insti tutions that find themselves in difficulty
due to an orderly reorganization of the
banking system and, on the other hand, to
support integration processes among
credit insti tutions that are not in difficulty
but wish to improve their medium-term
efficiency. According to this law, such
integration processes can include, among
others, what are known as Insti tutional
Protection Systems, which have aims that
can be considered simi lar to those
generated in a merger as regards the way
they operate, the adoption and execution
of pol icies and strategies by the
organizations in question, and the
implementation and use of their internal
and risk management controls.

To carry out both processes (restructuring
and recapital ization), this law set up the
Fund for Orderly Bank Restructuring
(

, or FROB). This fund has an ini tial

endowment of € 9 bi l l ion and can seek
external funding of up to 1 0 times this
ini tial sum on the equity markets. I t wi l l
provide assistance by buying convertible
preference shares with a five-year
conversion date5.

3. Recapital ization of the Credit
Insti tutions

The Royal Decree Law 2/201 1 for the
reinforcement of the financial system was
passed on 1 8 February, 201 1 . This law
takes measures that aim to reinforce the
capital of credit insti tutions. I ts preamble
justifies these measures on the grounds
that doubts have been expressed about
the soundness of Spain's financial system;
in order to dispel any uncertainty, i t must
be ensured that al l insti tutions in the
Spanish banking system possess top-
qual i ty capital ization levels.

The measures set out in this Royal Decree
Law are:
a) Reinforcement of capital through the

early appl ication of the new
international capital requirements
(Basle I I I ) .

b) Adaptation of the FROB as a publ ic
pol icy instrument to faci l i tate the
attainment of the required
capital ization levels.

The law on the reinforcement of the
financial system (RDL 2/201 1 ) requires
financial insti tutions that can take deposits
of repayable funds from the publ ic to
possess a core capital of at least 8% of
their total risk-weighted assets, rising to
1 0% when these insti tutions meet the
fol lowing two conditions:

a) They have a wholesale funding ratio of
over 20%.

b) They have not placed certificates of
equity ownership or voting rights
representing a percentage of 20% or
more of their capital with their
members or shareholders (Article 1 ) .



Core capital is defined as including,
among other things, contributions to the
capital of the credit co-operatives and
their fees and reserves, whether statutory
or required by their articles of association
(Article 2).

The new core capital level was to be
reached by 1 0 March, 201 1 , and if an
insti tution was unable to meet the
requirement, i t was required to submit to
the Bank of Spain within 1 5 calendar days
a strategy for completion by 30
September, 201 1 . The strategy could
involve attracting funds from third parties,
a stock market l isting, or resorting to
funding from the FROB (First Transitory
Provision).

The 1 0% core capital requirement is
aimed at savings banks that have a
wholesale funding ratio in excess of 20%
because their legal form is that of a
foundation; they have no members and
although it is possible for them to issue
participation shares, such issues have
been neither frequent nor sufficient. The
reason the preamble to this law gives for
this discriminatory treatment is that these
insti tutions find it more difficult to raise
capital when they need to do so.

The higher capital requirement to be
achieved within 6 months is giving rise to
mergers between savings banks and their
conversion into banks in order to be able
to offer shares to third parties, including
the FROB. Whichever option is taken,
whether seeking private capital investors
(insti tutional or otherwise), stock market
l istings, or a publ ic shareholder, the
savings banks have to be converted into
PLCs (they must become banks, in
essence) or set up banks and transfer
their business to them.

The only savings banks that wi l l be

al lowed to retain their present form are
those of l imited size that have not had
recourse to a high percentage of
wholesale funding. The savings banks of
Ontinyent (Valencia) and Pol lença
(Mal lorca) are in this situation.

In the case of credit co-operatives, al l of
their capital is shared among their
members and they have barely used any
wholesale funding to meet their needs.
Consequently, the core capital ratio
required of them is 8%.

On 1 0 February, 201 1 , the Bank of Spain
revealed the solvency ratios of Spanish
banks, noting that al l of the credit co-
operatives were above the required 8%.
Even if they needed to increase their
capital , they could seek funding from their
members and third parties without
needing to become banks. Furthermore, i f
they needed to turn to the FROB to obtain
the necessary funding, this body could
subscribe capital contributions in
accordance with Royal Decree Law
9/2009, Article 9, (which we shal l d iscuss
in a moment) without necessitating the
credit co-operatives' conversion into
banks.

"I n the case of credit
co-operatives, al l of

their capital is shared
among their
members"



One of the purposes of the above-
mentioned Royal Decree Law 9/2009 is to
strengthen the solvency and management
of credit insti tutions that find themselves in
difficulty through the orderly reorganization
of these insti tutions.

The preamble to this law recognizes that
the viabi l i ty of some medium or smal l
credit insti tutions could be jeopardized by
the current recession, which is
characterized by a hardening of conditions
for obtaining funding on the market,
deterioration of property-based asset
values, increases in bad debts, and a
shrinking business sector.

Under normal circumstances, this situation
would be remedied by the measures
provided by law, such as Royal Decree
2606/1 996 on the legal regime of Credit
Insti tution Deposit Guarantee Funds.
However, the present situation is not
considered normal , as it affects numerous
insti tutions and could potential ly generate
systemic risks, so additional instruments
and publ ic resources need to be avai lable
in case they need to be used. This was the
reason for setting up the FROB, with the
mission of managing credit insti tution
reorganization processes and helping to
reinforce the insti tutions’ equity.

The restructuring process comprises three
successive stages (Articles 6 and 7):

1 . Private solutions must be sought to
reinforce the solvency of the insti tution
at risk.

2. I f i t has not proved possible to solve
the situation privately, an action plan for
one of the fol lowing must be submitted
to the Bank of Spain: reinforcement of

the insti tution's assets and solvency; i ts
merger or takeover; or the total or
partial transfer of i ts business or of
business units. These measures wi l l
have the support of the sector's
Deposit Guarantee Fund.

3. I f the insti tution’s weakness persists
despite the above measures, the FROB
wil l intervene.

In this last stage, the insti tution's
management wi l l be replaced by
administrators appointed by the FROB,
who wi l l draw up a plan to restructure
the insti tution through merging it with
one or more insti tutions of recognized
solvency, or by transferring part or al l
of i ts business to other insti tutions
through general or partial
reassignment of i ts assets and
l iabi l i ties. This plan must set out the
form that the FROB's support wi l l take
in terms of both financial support
measures and management measures.

The financial support measures can
consist of providing guarantees, loans
under favourable terms, or subsidiary
funding; support can also take the form of
acquiring assets shown on the insti tution's
financial statements or subscribing or
acquiring securities representing its equity
ownership.

The investments made by the FROB in
executing a restructuring plan wi l l not be
subject to certain legal l imitations or
obl igations, such as restrictions on
attending general meetings, voting rights,
etc.

Should a credit co-operative undergo a
banking reorganization process, the FROB



may contribute to its funds by subscribing
or acquiring contributions to its capital
(Article 7.3a). In this case, legal l imitations
on the acquisi tion of contributions to
credit co-operatives’ share capital by legal
persons shal l not apply and the right to
vote in the assembly shal l be in proportion
to the share capital represented by the
contributions acquired (Articles 7.6c and
7.9).

Credit co-operatives have also suffered

the consequences of the recession,6 but
unl ike the savings banks they have had
higher levels of equity, have not had
recourse to international funding, have
been conservative about opening new
branches outside their native areas, and
have played a smal ler role in funding the
real estate sector, which was the cause of
the crisis in Spain. As a result, to date they
have not created solvency issues that
would subject them to the reorganization
process we are examining7.

1 . I ntegration: Resizing Credit
Insti tutions

One of the most sal ient features of the
Spanish banking system has been the
smal l size of i ts insti tutions. The financial
authorities consider this a weakness and
have tried to combat it by encouraging
mergers and takeovers. The first bank
mergers took place in the 1 980s.
Currently only two Spanish banks,
Santander and BBVA, are of a size that
could be considered international ly
competitive8.

Integration between savings banks and
between credit co-operatives mainly
occurred in the 1 990s. The credit
insti tutions being integrated nowadays are
ones with different legal forms. Law
1 2/1 989 on Credit Cooperatives and its
pursuant regulations (Royal Decree
84/1 993) made it possible for credit co-
operatives to integrate with banks and
savings banks, mainly through global
assignments of assets and l iabi l i ties9.
Despite the viabi l i ty of these integration
processes, at the end of 2008 there were
66 banks, 46 savings banks and 83 credit
co-operatives registered in Spain1 0.

Royal Decree Law 9/2009 was passed in
2009, as previously mentioned. As wel l as
regulating the reorganization of struggl ing
banking insti tutions, i t also provided for
measures to support integration between
credit insti tutions that are not
encountering difficulties but wish to
improve their efficiency in the medium-
term.

The preamble to this law considers that in
the present cl imate, integration is
necessary in order to obtain equity on the
wholesale markets. Experts emphasize
that when wholesale capital markets are
cal led upon to provide funds, the cost of
these l iabi l i ties varies according to each
insti tution's credit rating, and the rating
agencies' calculations are based not only
on solvency but also on size. The
international markets are said to distrust
smal l financial intermediaries more than
large ones. Solvency alone is not sufficient
to achieve a good rating; i t needs to be
accompanied by volume, and it is the
credit insti tutions with the best ratings that
find it easiest to obtain international
loans1 1 .

I ntegration, with support from FROB



funds, can take the form of a merger or
can be carried out through an Insti tutional
Protection System (SIP), which has simi lar
aims.

Measures to support the integration of
credit insti tutions are aimed at al l types:
banks, savings banks, and credit co-
operatives. According to the Governor of
the Bank of Spain, i t makes no sense to
have credit insti tutions with assets of under
€70 bi l l ion1 2.

From December 2009 to December 201 0,
integration processes between savings
banks reduced their number from 46 to 35.
These processes took the form of mergers
and takeovers. Savings banks also
integrate through Insti tutional Protection
Systems (SIP), whereby they preserve their
legal identi ty but set up banks and transfer
their business to them1 3. These processes
wi l l continue if the Banks of Spain's
objective, as has been stated, is to ensure
that there are no more than 1 7 savings
banks in no more than 6 groups with
assets of around €80 bi l l ion each.

Some smal ler banks wi l l probably also use
the SIP system to merge with each other
and with other credit insti tutions in the
coming months. Credit co-operatives are
the smal lest and most numerous of the
credit insti tutions. Over the past 1 0 years
their number has fal len from 94 to 80, but
the Bank of Spain sti l l considers them too
numerous and too smal l . I n total , the 80
credit co-operatives have assets worth
€1 25.259 bi l l ion, of which over €30 bi l l ion
belongs to the Cajamar group and €21 .21
bi l l ion to the Caja Laboral Popular, the two
largest. Credit co-operatives are also
involved in integration processes, mainly
mergers and SIPs.

2. Credit Co-operative Integration

Credit co-operatives are also being cal led

upon to integrate. Indeed, given their
l imited size, they are the insti tutions that
most need to do so, according to the
authorities and officials within the sector
i tself1 4. They can employ various methods:
mergers, general assignments of assets
and l iabi l i ties, co-operative groups, or
insti tutional protection systems1 5.

Traditional ly, co-operatives have been
al lowed to merge, but only with other
cooperatives1 6. Law 1 3/1 989 of 26 May,
1 989, on credit co-operatives appeared to
al low mixed mergers, but did not expressly
say so1 7. This possibi l i ty was confirmed
when the regulations pursuant to this law
(Royal Decree 84/1 993 of 22 January,
1 993) were approved, as Article 30
regulated the authorization requirements
for mergers involving credit co-operatives
and al lowed various types of mergers. As
wel l as mergers between credit co-
operatives and with co-operatives in other
sectors, i t provides for mergers with other
deposit-takers when a merger proposal
has not been taken up by other co-
operative-sector companies within a stated
period of time. Later, the Cooperatives Act
currently in force (Law 27/1 999 of 1 6 July)
expressly al lowed co-operatives to merge
with partnerships or commercial
companies of al l kinds, provided that no
legal rule prohibited it1 8. According to this
law, the legislation that appl ies to these
processes is that concerning the company
that absorbs the other or others or that is
founded as a result of the merger. As
regards the adoption of the agreement
and guarantees for the members and
creditors of the co-operatives taking part,
the provisions of co-operative law apply.
Lastly, i f the company formed by the
merger is not a co-operative, the obl igatory
legal reserves, which are indivisible, do not
become assets of that company (Article
67).



Mergers are al lowed between insti tutions
with members or shareholders (banks and
credit co-operatives), but not between
credit co-operatives and savings banks,
as the latter are foundations. As a result,
the mechanism used in these cases is a
general assignment of assets and
l iabi l i ties. The credit co-operatives’
regulations envisaged this possibi l i ty, but
i t is not regulated in the co-operative
laws1 9. For commercial companies,
general assignment of assets and
l iabi l i ties is regulated by Law 3/2009 of 3
Apri l , 2009, on structural modifications
(Articles 81 to 91 ). Whi le Law 3/2009 does
not apply directly to co-operatives, in the
event of legal omissions such as this i t
can be appl ied by analogy.

Another way that co-operatives can
integrate is to set up second-tier co-
operatives and co-operative groups.
Second-tier co-operatives have to be set
up by at least two co-operatives, but they
can also have members that are other
types of legal persons, publ ic or private,
up to a maximum of 45% of their total
membership. Their purpose can be to
promote, coordinate and carry out the
shared economic aims of their members.
No member of a second-tier co-operative
may hold more than 30% of its share
capital (Cooperatives Law 27/1 999, Article
77).

Co-operative groups were first mentioned
in Spanish law when the arrangements for
taxing the consol idated profi ts of groups
of companies were adapted to cover
groups of co-operatives (Royal Decree
1 345/1 992 of 6 November, 1 992). Shortly
afterward, co-operative groups were

regulated by Cooperatives Law 27/1 999
(Article 78), which defined them as
groups formed of several co-operatives,
whatever their class and whatever the
organization heading the group that
exercises power or issues instructions that
the co-operatives in the groups are
obl iged to carry out. The issuing of
instructions can involve the spheres of
management, administration, or
governance of the co-operatives and the
agreements in this regard can consist of,
among other things, the establ ishment of
common rules through the articles of
association or through internal regulations.
These rules can govern the relationships
of association among primary-tier co-
operative members or the undertakings to
supply resources.

An Insti tutional Protection System or
Insti tutional System of Protection (

, or SIP) is a
contractual mutual assistance
mechanism. I t was introduced into the
Spanish financial system by Royal Decree
21 6/2008 of 1 5 February, 2008,
concerning shareholders' equity in credit
insti tutions and the Bank of Spain's
Circular 3/2008 of 22 May, 2008,
concerning the regulation of the minimum
level of equity of credit insti tutions. These
have the effect of incorporating into
Spanish law Article 80.8 of the European
Parl iament and Counci l Directive
2006/48/CE of 1 4 June, 2006, relating to
the business of credit insti tutions, which,
in turn, gives concrete form to the Basle
Agreement on Banking Supervision (Basle
I I ) .

The primary objective of the SIP is not
integration but protection in crisis
si tuations. As Martín de Vidales20 says, i t
does not emerge from a reading of the



SIP rules that this system is an integration
mechanism, but rather it is meant to
reinforce solvency and l iquidity, whereby
some insti tutions take responsibi l i ty for
others, and to establ ish common rules on
risks and risk control . The SIP rules require
united decisions on certain matters but do
not require insti tutions to share human or
material resources.

Whi le the SIP is not necessari ly an
integration mechanism, i t can become one;
scant regulation makes it possible to reach
agreements for greater involvement among
participants. A gradation makes it possible
to differentiate among:

- Soft or regulation SIPs, which only aim
to strengthen their solvency and
l iquidity through a mutual guarantee
mechanism and central ization of risk
management, without mutual izing
profi ts.

- Strong or reinforced SIPs, in which, in
addition to the above undertakings, at
least 40% of the equity and profi ts of
each of the insti tutions taking part is
mutual ized and an insti tution is set up
to head the group.

- Highly reinforced SIPs, with
mutual ization of 1 00% of the
participants' profi ts.

An SIP can consti tute a consol idated
group, bearing in mind that control over
another company can be achieved not only
by holding the majori ty voting rights or the
right to appoint the majori ty of the directors
of control led companies, but also through
integration and shared control agreements
such as those set out in an SIP. In fact, as
Mínguez points out21 , the formulae credit
insti tutions are being offered do not answer
to the idea of an SIP but to the better-
known concept of the contractual group.

For instance, Law 1 3/1 985 of 25 May, 1 985,
on investment ratios, proprietary funds, and

reporting requirements of financial
intermediaries states that a group of credit
insti tutions can be considered a
consol idated group if i t forms an SIP
through a contractual agreement and
meets certain requirements: that a central
insti tution makes binding decisions on the
group's business pol icies and strategies as
wel l as its internal and risk management
control levels and measures; that the
contractual agreement setting up the SIP
contains a mutual solvency and l iquidity
undertaking among the participant
insti tutions that covers at least 40% of the
equity of each; that a significant proportion
(at least 40%) of their profi ts are pooled
and distributed in proportion to the share
of each; and that the agreement
establ ishes a minimum 1 0-year term of
participation in the SIP; etc. (Article 8).

However, the law that most clearly identifies
the SIP as an integration formula is l ikely
Royal Decree Law 9/2009, to which we
referred earl ier. This set up the FROB, with
aims that include support for processes to
integrate credit insti tutions. As the law’s
preamble states, these processes can
comprise (among others) SIPs that have
simi lar objectives to those generated
during a merger as regards operating
methods, the defini tion and execution of
participant insti tutions' pol icies and
strategies, and the introduction and
implementation of internal and risk
management controls.

The simi lari ties observed in this Royal
Decree Law has led to these processes
being described as 'cold fusion' ( is
also the Spanish for 'merger') . However,
unl ike a merger, an SIP does not dissolve
and extinguish the legal persons that
comprise it, nor do they lose their legal
identi ty. Also, mergers unite the entirety of
the assets of al l companies involved,
whereas the insti tutions participating in an
SIP are under no obl igation to hold their



assets in common; even in an integration
SIP they only share the assets they have
agreed to share, not their equity in i ts
entirety.

This insti tutional integration system can be
employed by any group of credit
insti tutions and therefore also by credit
co-operatives22. In 2005, the Bank of
Spain tried to persuade al l credit co-
operatives to consol idate their balance
sheets with the Banco Cooperativo
Español , but the proposal did not
succeed23. Later, in 2008, fol lowing the
approval of i ts Solvency Circular (3/2008),
the Bank of Spain urged the credit
cooperatives to set up an Insti tutional
Protection System (SIP).

Up to that point, co-operatives in the Caja
Rural group had not only the statutory
Deposit Guarantee Fund but also an
internal sol idari ty fund to tackle insolvency
among its members. However, this
mechanism could only be activated if
there were sufficient consensus within the
association. An SIP makes it possible to

act more swiftly, as it does not necessitate
a decision by the Spanish Association of
Rural Savings Banks to begin operations.
Also, the SIP controls non-compl iance by
its members and conducts its own risk
assessments.

On 8 May, 2009, four rural savings banks
set up the first SIP in Spain, the Grupo
Cooperativo Cajamar. I t is a soft SIP, with
no mutual ization of profi ts. Since then a
number of mergers have taken place; new
SIPs have been set up and existing ones
have grown as new credit co-operatives
have joined them. The Bank of Spain is
now only authorizing SIPs that mutual ize
al l of their profi ts and give one another
unl imited support.

To date, the SIPs set up by credit co-
operatives have either made an existing
credit co-operative their central insti tution
or have formed a second-tier co-
operative, but i t would also be possible for
them to create SIPs based around banks
and transfer their business to these, as the
savings banks have done.

The rules discussed earl ier have led most
of the savings banks to set up banks and
transfered their entire business to them,
which in the medium-term could bring
about the disappearance of savings
banks as a legal form of corporation. This
process, which has been justified by the
need to recapital ize, has been termed the
‘bankization’ of savings banks.

As the credit co-operatives have no
solvency, l iquidity, or bad debt issues, do
not use the international wholesale
markets for funding, and have share
capital that can be acquired by members
and others, for the time being they have
not found themselves compel led to

become banks or to set up banks and
transfer their business to them.

Owing to their size, however, they do find
themselves obl iged to undertake
integration, and whi le these processes do
not require them to become banks it is
certainly possible for them to merge with
banks or to set up a bank to head the
Insti tutional Protection System group and
transfer their business to it.

The risk of bankization has been
exacerbated by a new rule, approved on
the grounds that the equity of credit
insti tutions needs to be reinforced, which
consti tutes an incentive to convert credit



co-operatives into banks. Law 3/2009 on
structural modifications to commercial
companies has modified credit co-
operative law by introducing a rule that
stipulates that when a credit co-operative
is converted into a different type of credit
insti tution (a bank), i ts Obl igatory Reserve
Fund becomes part of the share capital of
the resulting insti tution.

The main question this raises is, who owns
the shares that correspond to the fund that
has become part of the share capital? In
the Spanish Parl iament i t was argued that
these shares should be distributed among
the co-operative members-turned-
shareholders. We argue that the ownership

of these shares belongs to those who
would be the assignees of these funds in
the event of conversion of the co-
operative, in accordance with co-operative
law and the articles of association of the
co-operative24.

Subsequently, Law 2/201 1 on the
Sustainable Economy has extended the
possibi l i ty of assigning the Obl igatory
Reserve Fund to share capital in cases in
which a credit co-operative has already
been converted into a bank, irrespective of
how this fund had been assigned. This is a
retroactive rule and its interpretation and
appl ication may create serious problems.

There have been credit co-operatives in
Spain since the end of the 1 9th Century.
They have been regulated by special laws
that are common to them al l , despite the
plural i ty of Spain's co-operative
legislation. These laws have respected co-
operative principles (although they have
al lowed voting rights in proportion to
capital ) and have permitted credit co-
operatives a tax regime of their own in
accordance with their particular
characteristics. As credit insti tutions,
credit co-operatives are subject to the
control and supervision of the Bank of
Spain and, l ike banks and savings banks,
they can conduct al l kinds of banking
activi ties. According to Spanish law, credit
co-operatives should be encouraged,
because they are co-operatives (Spanish
Consti tution, Article 1 29.2) and because
they belong to the Social Economy sector
(Law 5/201 1 ) .

Over the past three years, major reforms
have been approved in Spain that entai l
restructuring the banking sector. The

purpose of these reforms has been to
reinforce the solvency of credit insti tutions
through recapital ization and integration
into larger organizations.

Credit co-operatives have not presented
any solvency problems that would justify
these measures being appl ied to them.
The problem that the financial authorities
have identified is their l imited size. As a
result, credit co-operatives are immersed
in an integration process that does not
revolve around the Banco Cooperativo
Español (BCE) or the Spanish Association
of Rural Savings Banks, as might be
expected, but is taking place through
mergers and the establ ishment of co-
operative groups.

Whi le credit co-operatives have not been
victims of bankization, as the savings
banks have been, new ways of becoming
banks have opened up for them. Time wi l l
tel l whether these reforms wi l l help to
strengthen the co-operative credit sector
or whether they wi l l h inder its growth.



Notes

1 This paper is part of a research project funded by the Spanish Ministry of Science and Research,
[The Social Economy in

Publ ic Pol icy: An economic pol icy perspective] (DER2009-1 4462-C02-02). I t has been translated into
Engl ish by Mary Georgina Hardinge.

2 General studies on credit co-operatives in Spain may be found in Sanchis, 1 997; Palomo, 2000; or
Palomo & Valor, 2001 .

3 Font de Mora & CONDE, 2003.

4 For more information on credit co-operatives in the Spanish legal system, see Vicent, 1 994, and
Valenzuela & Valenzuela, 2007.

5 This assistance is subject to the l imitations and conditions set out by the European Commission in
several communications since 1 3 October, 2008. I t was approved by the Commission and its closing
date was subsequently extended. On the compatibi l i ty between this assistance and Competition Law,
see Uria, 201 0.

6 According to data suppl ied by the Bank of Spain, credit co-operatives’ profi ts fel l from €774 mi l l ion in
2007 to €256 mi l l ion in 201 0.

7 Some recent writings on the financial crisis and credit co-operatives include: Calvo & Paul , 201 0; Seguí
& Server, 201 0; and Encinas & Escribano, 201 1 .

8 According to a financial report the Spanish Banking Association (AEB) publ ished in March 201 1 , as of
December 201 0 the Santander group had consol idated assets worth over €1 .21 7 tri l l ion ($1 tri l l ion
USD) and those of the Banco Bi lbao Vizcaya Argentaria (BBVA) group exceeded €552 bi l l ion. See
http: //www.aebanca.es/internet/groups/publ ic/documents/publ icaciones/1 8-201 1 01 1 44.pdf.

9 On these processes, see Vañó, 2001 .

1 0 Al l of the data on the number of registered credit insti tutions cited in this paper have been publ ished
on the Bank of Spain website. See http: //www.bde.es/webbde/es/secciones/servicio/regis/regent.html .

1 1 The Bank of Spain report of December 201 0 on the situation and prospects of the Spanish banking
sector (Situación y perspectiva del Sector Bancario Español) analyzes the legislation to support
integration among credit insti tutions and emphasizes that their aim is to create larger insti tutions that,
among other things, wi l l enjoy lower funding costs, as greater size makes it easier to obtain funding on
the market.
http: //www.bde.es/webbde/es/secciones/prensa/situacion/actual izacionsectorbancarioesp1 2201 0.pdf
(see p. 21 ) .

1 2 Remarks publ ished on 28 February, 201 1 , in the Spanish business newsletter
, no. 692.

1 3 Banco Financiero y de Ahorros (Bankia), Banco Base, Banca Cívica, or Banco Mare Nostrum.

1 4 According to the Secretary General of the National Union of Credit Cooperatives (UNACC), “The credit
cooperatives do not have a solvency or bad debt problem but a size problem, and they are already
laying the foundations for a more sol id future, which wi l l al low them to gain competitive strength”
(http: //www.finanzas.com/noticias/bolsas/201 1 -02-1 8).
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I n i ts long history, co-operative
entrepreneurship in Serbia has had its ups
and downs, depending on the
socioeconomic and pol i tical conditions of
the time. The first co-operative in Serbia
was establ ished on 29 March, 1 894, in a
vi l lage cal led Vranovo, near Smederevo, as
an agricultural credit union. I t was founded
immediately after the establ ishment of
simi lar co-operatives in European
countries, resulting from the growing need
of poor peasants to defend themselves
from loan vultures, i .e. usurers and trade
speculators. The fol lowing year, the
Association of Serbian Agricultural
Cooperatives was founded, and together
with other national co-operative
associations, this association participated
in the 1 895 foundation of the International
Co-operative Al l iance (ICA) in London.
Only three years later, the first law
regulating this area, the Law on Handicraft
and Agricultural Cooperatives, was
adopted. By 1 900 over 650 craft and
agricultural co-operatives had been
establ ished.

In the early 1 930s, youth and students’ co-
operatives were establ ished in order to
foster co-operation among members
performing casual or temporary work. The
first youth and students’ co-operative in
Belgrade was founded in 1 931 on the
ini tiative of prominent professors. The
usual jobs that were offered to members
were: mi lk del ivery, book-sel l ing, tax stamp
del ivery, and other simi lar jobs. At the
same time the number of craft, consumer,
and especial ly agricultural co-operatives

increased, hence up to the beginning of
World War I I there were more than 3,500
co-operatives. Several factors had
contributed to the large number of co-
operatives in Serbia. The great economic
crisis of 1 929 had a negative effect on the
Serbian economy, especial ly on agriculture
and co-operatives operating within the
agricultural sector. In 1 931 , the state partly
wrote off debt and partly refinanced debt
with new loans that bore favorable credit
terms. This certainly does not mean that
the Kingdom of Yugoslavia significantly
improved the situation in the agricultural
sector, but i t somewhat al leviated the
consequences of the global economic
crisis, enabl ing the rural population to
organize through co-operatives in order to
survive and, at least to a certain extent, to
improve its economic situation.

In 1 949, The Basic Law on Agricultural
Cooperatives was adopted, and it
recognized the co-operative as “an
economic organization in which the
working peasantry al l ies to improve
agricultural production, raise their l iving
standards and to construct social ism in the
countryside.” This law envisaged two forms
of co-operatives: general agricultural co-
operatives and rural working co-operatives,
which were establ ished in the fashion of
the Soviet kolkhozy, or by the simple union
of peasant holdings.

After 1 957 the nature and role of co-
operatives in agriculture and rural
development were starting to change.
General agricultural co-operatives that had



grown sophisticated in their various
activi ties played a more significant role in
the improvement of the overal l l i fe of the
vi l lage – economical ly, cultural ly, and
social ly. Moreover, these co-operatives
introduced a number of innovations into
agricultural production by strengthening
co-operative funds, which significantly
improved the qual i ty of l i fe in rural areas.

Housing co-operatives have been
establ ished since the beginning of the
1 960s. Their main purpose was to provide
housing to their members. Their
development was very fast, so the number
of co-operatives in the former Yugoslavia
at the end of the 1 960s reached 1 ,400. At
the same time, prevalence of consumer
co-operatives was decreasing due to the
development and growth of trade unions.

The period after 1 965 was one of the most
unfavorable in the history of agricultural
co-operatives in this region. I t was a “dark
age” for co-operatives in Serbia. Co-
operatives of that time were used as a
pol i tical instrument for the forced
col lectivization of farmers and the
social ization of their assets, resulting in a
strong and long-term negative impact on
co-operatives and their membership.
Economic reforms from 1 965 onward
al lowed agricultural producers, i .e.
farmers, to establ ish economic relations
with other business enti ties engaged in
manufacturing and trade, and al l business
enti ties were obl iged to abide by
economic principles in their operations,
which resulted in a significant reduction in
the number of co-operatives. Smal ler co-
operatives, and those not operating
successful ly, went bankrupt and became
a part of larger co-operatives or other
organizations, thereby losing their identi ty
in the process. During the 1 960s, equal ly,
co-operative unions were not better off.
After the adoption of the Law on Unique

Chambers of Commerce in 1 962, co-
operative unions lost their legal identi ty
and began to function as co-operative
divisions within chambers of commerce,
which, as stipulated by the law, became
the legal owners of the valuable property
of co-operative unions. After the new
Consti tution was adopted in 1 974, based
on which the Law on Association of
Agricultural Producers (i .e. farmers) was
passed in 1 976, co-operative unions re-
gained the status of legal persons,
although without property.

Economic and social reforms in 1 989
brought major changes to the economic
and pol i tical systems of the country. The
concept of sustainable economic
development, the integrated development
of rural areas, was accepted. Within
agricultural pol icy, agricultural holdings
began to play an important role as
independent economic enti ties, since al l
l imits that had impeded their economic
development had been abol ished. In the
new plural i ty of forms of property
ownership, co-operative property was
revital ized and the free assemblage of
holdings into agricultural co-operatives
was permitted. Accordingly, the Federal
Law on Cooperatives of 1 990 provided
that co-operative property would be
returned to its previous owners because it
had been seized without compensation or
for other reasons. The Law on
Cooperatives of 1 996 confirmed this
provision.

The period of transition and accelerated
privatization resulted in a set of new
problems related to co-operative property,
and thus to co-operatives and the co-
operative movement in general . The Law
on Cooperatives of 1 996 is unambiguous
on the issue; the property ought to be
returned to the co-operative whose
property it was. I f the co-operative no



longer exists, the property goes to a co-
operative of the same type that operates
on the terri tory of the former co-operative.
The courts that were to resolve disputes
over the return of co-operatives’ property
mostly insisted on establ ishing the facts,
i .e. whether a co-operative was an owner,
or only a user, of the claimed property. This
makes it difficult to deal with this issue,
especial ly if we take into account the fact
that from 1 953 to 1 988 al l legal persons
were regarded as mere users of social
property as the means of production.
There is another difficulty to be mentioned
here – the 1 992 Republ ic Law on the
Instructions, Method and Procedure for
Determining and Recording of Agricultural
Land under state and publ ic ownership
does not mention co-operative property, or
land under co-operative ownership.
Therefore, a huge number of co-operatives
faced a very difficult economic situation,

with chronical ly insufficient capital to
conduct business activi ties.

The present Consti tution of the Republ ic of
Serbia recognizes three forms of
ownership – publ ic (state), private, and co-
operative. This creates a good foundation
for the revital ization of co-operatives and
the co-operative movement in Serbia, as
wel l as for the improvement of the business
operations of co-operatives. In official
strategic documents and press releases
we can often see cal ls for the revival of co-
operative entrepreneurship and the
prol i feration of, as it was cal led by the
Serbian Ministry of Agriculture, the “new
generation” of co-operatives founded
according to international principles and
the best practice of European co-
operatives – co-operatives that are efficient
and market-oriented, social ly active, and
environment friendly.

1 . Co-operatives

The basic legislation in the area of co-
operatives and the mutual economy in
Serbia includes the Law on Cooperatives,
the Law on Insurance, and the Law on
Accounting and Auditing. Al l co-
operatives and co-operative unions in
Serbia are subject to the Law on
Cooperatives that was adopted in 1 996. I t
represents the major legal framework for
co-operative entrepreneurship and
regulates the establ ishment, membership,
registration, management, and other
aspects of co-operatives’ business
operations. As stated in this law, a co-
operative is defined as an organization of
individual persons (co-operative
members) that operates on the co-
operative principles of volunteerism and
sol idari ty, democracy, economic
participation, equal rights to

management, autonomy, and
independence, and thereby real izes
members’ economic, social , and cultural
needs and aspirations.

According to the law, a co-operative is a
legal person and exists as a legal enti ty
upon its registration with the registry. In
doing business with third parties, a co-
operative can act on its own behalf and
for i ts own account, on its own behalf and
on its members’ account, or on behalf
and account of i ts members.

Co-operatives can be:
• Agricultural co-operatives
• Housing co-operatives
• Consumer co-operatives
• Craft co-operatives
• Healthcare co-operatives
• Youth and students’ co-operatives and
• Other kinds of co-operatives



Banking co-operatives can be establ ished
if the founders contribute cash amounting
to a minimum of €200,000. The Law on
Banks and Other Financial Insti tutions
regulates their business. Agricultural ,
trade, housing, and other co-operatives,
as wel l as individuals and legal enti ties
that are members of these co-operatives,
can establ ish banking co-operatives.
Banking co-operatives perform the
fol lowing tasks: they col lect special-
purpose savings deposits and the
deposits of individuals, make loans, make
payments in accordance with the law, and
perform other banking services for
individuals in accordance with the law.

Agricultural co-operatives process and
sel l agricultural products and other goods
of the co-operative and its members,
supply members with inputs for
production, trade goods made by the
members, and organize savings and
credit activi ties within the co-operative.
Agricultural co-operatives can be general
or special ized (eg. crops, fruit, vineyards,
or l ivestock co-operatives, etc. ) . A
minimum of ten farmers and other
individuals who have the right to uti l ize
land, faci l i ties, or the means of agricultural
production are required to establ ish an
agricultural co-operative.

Housing co-operatives, which involve
investors and contractors, organize
construction and maintenance, and bui ld
and maintain dwel l ings, apartment
bui ld ings, and office premises for their
members by engaging the funds and
labor of members and other individuals
and legal enti ties. Housing co-operatives
must be establ ished by a minimum of
thirty individuals.

Consumer co-operatives provide their
members, and members of other
consumer co-operatives that are members

of the same co-operative association, with
consumer goods. A minimum of ten
individuals can establ ish this type of co-
operative.

Craft co-operatives produce and sel l their
products and products of their members,
render craft services, and supply
members with reproduction materials and
fixed assets. Craft co-operatives can be
establ ished by a minimum of ten
individuals, provided that those persons
have the professional qual i fications
required to perform activi ties within the
industry in which the co-operative
operates.

Health co-operatives support members
and their fami l ies through the
procurement of medicines and the
provision of other health services. At least
ten individuals, of whom at least one must
be a medical doctor, can establ ish a
health co-operative.

Youth and student co-operatives provide
for their members casual , temporary, and
simi lar jobs for which an employment
contract has not been signed between the
parties, i .e. the employer and the
employee. This is carried out in an
organized manner to meet the needs of
employers, with the aim of acquiring
funds for youths’ education and meeting
the basic economic, social , cultural , and
other personal and common needs of
members. At least ten individuals, such as
students and unemployed persons, are
required to establ ish a youth and/or
student co-operative.

Co-operatives’ management includes the
assembly, board of directors, supervisory
board, and director. Furthermore, the Law
on Cooperatives governs the
aforementioned bodies of the co-
operative, the minimum number of



members, the scope of their activi ties, and
other regulations specific to co-operatives.

2. Co-operative Unions

The Law on Cooperatives defines unions
as independent, interest-oriented, and
professional business organizations of co-
operatives that are establ ished to improve
the activi ties of co-operatives and to
protect their mutual interest. This law
establ ishes the manner in which funds for
the operations of the unions must be
raised. Usual ly unions are financed by the
contributions of i ts members, the amount
of which is determined by the union’s
assembly. Unions can raise funds from
other sources or in other ways, i f such
options had been envisaged by agreement
on the establ ishment of the union.

The main tasks of co-operative unions are
to provide expert assistance in
establ ishing and upgrading the operations
of co-operatives; to represent the interests
of co-operatives before government
bodies and organizations, banks, and
other financial organizations, i .e.
procurement businesses; to organize and
support professional development,
research, and media publ ishing and
marketing activi ties; to decide, in
accordance with the law, on the transfer or
usage of properties that have been turned
over to the association after the closing of
a co-operative; to adopt the
rules/provisions of the association and
organize its arbitration process; and to
col lect data necessary for publ ishing co-
operative statistics, etc.

1 . Financial Statements

According to the Law on Accounting and
Auditing, co-operatives, co-operative
unions and mutual societies, as wel l as
other enterprises, are obl iged to maintain
their books and prepare and submit
financial statements and business reports
in a manner prescribed by legislation.
Financial statements consist of:

• Balance sheets
• Profi t and loss accounts
• Statements of cash flow
• Statements of changes in equity
• Statistical annexes

Balance sheets and profi t and loss
accounts include information on assets,
l iabi l i ties, revenues, and expenditures.
They are compi led using the accrual
accounting method, which is prescribed
by accounting legislation. A specific
feature of Serbian financial statements is

the existence of very detai led statistical
annexes as extended notes on accounts
including a number of detai ls concerning
capital , fixed assets, inventories, revenues,
and expenditures. The statistic annex is
quite simi lar to the standard Structural
Business Survey (SBS) questionnaire.
Enterprises are obl iged to prepare annual
financial statements and a copy must be
submitted to the Business Registers
Agency. Deadl ine for submission is 28
February of the current year for reporting
on the previous business year. The
Statistical Office of the Republ ic of Serbia
regularly receives, in electronic form, the
individual financial statements of al l legal
enti ties in Serbia, including co-operatives,
thus making statistical calculations of
macroeconomic aggregates and
derivation of statistical indicators much
easier. These annual financial statements
are the major data sources for
compi lations of national accounts.



2. Survey of the Business Activi ty of Co-
operatives and Co-operative Unions

Data required for satel l i te accounts
compi lations that are not avai lable in the
financial statements were col lected
through the survey. The first step was to
design the questionnaire. In order to
customize the questionnaire as much as
possible to reflect the current conditions
of co-operatives and their business
operations, suggestions from
representatives of the National Union of
Cooperatives were taken into account. In
addition, input from experts from the
Agricultural Statistics Division were of
great help because they already had a
special ized model of the questionnaire for
agricultural co-operatives.

The draft version of the questionnaire was
tested through a pi lot survey of 1 9 co-
operatives and one co-operative union,
which were selected applying the sample
frame. The main objective of the survey
was to determine whether reporting units
had the required data avai lable in their
records. As a result of the pi lot survey,
certain questions were more precisely
and defined and the final version of the
questionnaire was createdii. Questions in
the questionnaire are divided into five
groups. The first group contains
identification data. Data on employees by
category, by sex, by salary, etc. are in the
second group. In addition, this group
contains data on the number of co-
operative members and their shares. Data
on capital and current transfers, received
and paid out, are in the third group. The
fourth group of questions contains data
on gross fixed capital formation by type of
investment. Specific data on financial
assets and financial l iabi l i ties are covered
in the fifth group.

Supervisors were divided into two groups:

supervisors-methodologists and
supervisors-control lers. Training courses
for supervisors-control lers as wel l as for
interviewers were organized just before
the field activi ties started. Training for
supervisors-control lers was held in
Belgrade, whi le the courses for
interviewers were organized in 1 4
Statistical Office of the Republ ic of Serbia
(SORS) regional offices, as wel l as in
Belgrade. Most of the interviewers and
supervisors-control lers displayed
satisfactory knowledge since they had
experience from earl ier engagements in
regular SBS and agricultural surveys.

The training courses’ agenda covered the
fol lowing topics:
• Survey objectives
• Tasks and duties of interviewers
• Tasks and duties of supervisors-

control lers,
• Address book usage
• Detai led instructions for fi l l ing out the

questionnaire

The survey for 2009 was conceived and
implemented on a ful l -scope basis. I t was
carried out in June 201 0 and covered
2,31 4 units (2,296 co-operatives and 1 8
co-operative unions) that submitted
financial statements for 2008.

Co-operatives and co-operative unions
were rather interested in taking part in the
survey, as wel l as getting feedback. They
were informed that the results of the
survey were to be presented to the
representatives of the Ministry of the
Economy and the Ministry of Agriculture,
so this survey was expected to create a
strong argument for creating economic
pol icy that ensures the future development
of the co-operative economy in Serbia.
The main difficulty in conducting the
survey was the large number of smal l
agricultural co-operatives situated in



distant rural areas. In this regard, i t was
difficult to contact representatives with
sufficient competence and knowledge to
provide rel iable answers. In order to col lect
the data from these co-operatives, the
interviewers received additional
instructions – to visi t co-operatives several
times when necessary, to leave messages
to contact the interviewer, to try to get
information on certain co-operatives’
operations from the local authorities, and
the l ike.

The response rate was 80.2%; 1 1 .4%
reporting units refused to participate in the
survey, 8.4% reporting units were not
contacted due to inadequate identification
data or an inabi l i ty to get in touch with co-
operative representatives. An analysis of
financial statements for 2009 determined
that the turnover of co-operatives that
responded to the questionnaire accounted
for 81 .4% of al l co-operatives’ turnover.

This provides an indication as to what
extent the survey was representative and
its results rel iable.

The data entry team accompl ished their
task under the constant supervision of the
appointed supervisors-methodologists.
The data were entered with the appl ication
written in Blaise (a type of software). For
the survey, CADI (Computer Assisted Data
Input) was used, which introduced the
maximum possible number of controls in
order to el iminate the errors that operators
make in entering data. Logic controls are
integrated into the appl ication so that when
false data are entered the operators were
notified with a warning (‘minor’ error) or
with a ban on further entries unti l the error
is el iminated (‘major’ error) . I n the course
of entering data for this survey, only ‘minor’
errors appeared and they were el iminated
upon the operators’ obl igatory consultation
with the supervisors-methodologists.

1 . Trends in the Co-operative Economy

As can be seen in Table 1 , the co-operative economy in Serbia in the period 2007-2009
displayed a downward trend. Namely, the total number of co-operatives and co-
operative unions decreased from 2,337 in 2007 to 2,1 40 in 2009. The number of
members decreased from 1 25,551 in 2007 to 1 22,1 92 in 2009 and the number of
employees decreased from 1 0,863 in 2007 to 8,563 in 2009. The highest turnover was
recorded in 2008; however, in this year the net loss was the highest, at 1 8,527,000,000
RSD (Serbian dinars). Net losses were also recorded in 2007 and 2009.



Table 2 indicates that in 2009 only 2.4% of enterprises in the non-financial sector were
registered in the co-operative economy. Co-operatives’ share of the turnover of the non-
financial sector equaled 0.9% and totaled 0.8% of employment. The aggregate figures for
the co-operative economy can be considered relatively insignificant, and they reflect a long
period of insti tutional negl igence and the negative effects of transitional restructuring of
the Serbian economy on co-operative businesses.

2. Analysis of Turnover and Profi t

Although in 2009 the co-operative economy as a whole recorded net losses in the amount
of 9,009,000,000 RSD, i t should be noted that 926 co-operatives and 6 co-operative unions
recorded net profi ts total ing 9,357,000,000 RSD. The average net profi t rate of the latter
was 2.2%. Net losses recorded by 780 co-operatives and 8 co-operative unions totaled
1 8,366,000,000 RSD. Their average net profi t rate was -28.7%. The remaining 41 8 co-
operatives and 2 co-operative unions recorded neither net profi t nor net losses. The co-
operative economy as a whole recorded a negative average net profi t rate of 1 .8%.

Table 4 presents data classified according to defined turnover intervals. Co-operatives and
co-operative unions in the turnover interval “0-1 ,000” recorded the most negative average
net profi t rate: 1 74.9%. The negative net profi t rate, however, was much lower in al l other
intervals except in “1 00,000+.” Co-operatives turnover in the “1 00,000+” category recorded
net profi ts in the amount of 3,258,000,000 RSD and an average net profi t rate of 1 .0%. I t
should be noted that these 1 1 4 co-operatives employed 3,342 employees, which is almost
40% of the total number of employees engaged in the co-operative economy.



I t is interesting to have a look at the distribution of co-operatives within the given
intervals. The number of co-operatives within each turnover interval is in inverse
proportion to the size of each interval , meaning that the greatest number of co-
operatives fel l within the first interval (61 8 co-operatives). As we move to the next
interval , this number drops. This indicates that co-operatives in Serbia do not operate
on the principles of economies of scale, which makes for poorer results. In addition to
this, the majori ty of employees in co-operatives in Serbia (5,221 ) are within intervals
suffering from losses, which raises not only economic but also social concerns.

Based on analysis of turnover and net profi ts, in the co-operative economy two types of
co-operatives can be clearly distinguished. The first type is efficient and market-
oriented co-operatives, which belong to a “new generation of co-operatives”. These co-
operatives continuously improve their business and have very good prospects. On the
other side, there are co-operatives that are not adapted to the market-oriented economy.
These co-operatives continuously suffer decreases in turnover and their future is rather
uncertain.

3. Ratio Analysis of Financial Statements

Financial ratios reveal very useful information about l iquidity, operating activi ty, and the
profi tabi l i ty of the co-operative economy. These financial ratios can also be used as a
base for comparison with data from individual co-operatives. In Table 5, some of the
most important ratios for the co-operative economy as a whole, and for co-operatives
and unions that recorded net profi ts in 2009, are presented.

The above l iquidity ratios show that the l iquidity of the co-operative economy as a whole
was not at an adequate level in 2009. The current l iquidity ratio and quick l iquidity ratio
indicated that each RSD’s worth of short-term l iabi l i ties was covered by only 0.95 RSD’s
worth of current assets and with 0.64 RSD’s worth of the most l iquid of current assets.
The values that are usual ly considered normal for these ratios are 2:1 and 1 :1
respectively. Ratios for operating activi ty were also not at an adequate level . For
example, these ratios showed that inventory is sold, or “turned over, ” 4.5 times per year
on average; that accounts receivable were col lected 2.9 times per year on average; and



that accounts payable were paid 1 .8 times per year on average. Regarding profi tabi l i ty, al l
ratios such as gross margin, net profi t margin, return on operating assets, return on total
assets, and return on equity had negative values. On the other side, co-operatives and co-
operative unions that recorded a net profi t in 2009 had better financial ratios values. The
current l iquidity ratio and quick l iquidity ratio of this group of co-operatives indicated that
each RSD’s worth of short-term l iabi l i ties was covered by 1 .1 2 RSDs’ worth of current
assets and 0.72 RSD’s worth of the most l iquid of current assets. They also displayed
greater health in terms of operating activi ty ratios. For example, these ratios showed that
inventory is sold, or “turned over, ” 4.8 times per year on average; that accounts receivable
were col lected 3.7 times per year on average; and that accounts payable were paid 2.7
times per year on average. As opposed to the co-operative economy as a whole, al l
profi tabi l i ty ratios had positive values.

The main role of social accounting matrices is to display data on non-monetary
activi ties of companies, such as the number and size of companies, employment,
remuneration by type of employment, the number of members, etc.

1 . Number of Co-operatives and their Size

The co-operative economy in Serbia in 2009 comprised 2,1 24 co-operatives and 1 6 co-
operative unions, total ing 2,1 40 units.

Agricultural cooperatives accounted for the greatest share of co-operatives in total :
67.1 %. Youth and students’ co-operatives comprised 1 7.8%, housing 6.9%, craft 4.1 %,
and al l others 4.2%. I t should be noted that in 2009 there was not one banking co-
operative.



The distribution of co-operatives across industries (NACE, rev. 1 ) was noticeably
unequal , such that 60.6% of co-operatives operated within section A (Agriculture,
Hunting, and Forestry) and 20.2% within section K (Real Estate, Rentals, and Business
Activi ties), total ing over 80% of al l co-operatives.

I t should be noted that al l unions were included in section O (Other Community, Social ,
and Personal Services).

The distribution of enterprises by size was carried out in two ways. The first fol lowed the
Law on Accounting and Auditing, and the second respected international
recommendations. Pursuant to national legislation, the criteria for categorization were as
fol lows:

• Average number of employees (50 to 250)
• Total annual income (2,500,000 to 1 0,000,000 EUR, as expressed in RSD)
• Average property value (1 ,000,000 to 5,000,000 EUR, as expressed in RSD

Legal persons expressing lower values than the minimum for at least two of the stated
criteria are classified as smal l , those that meet at least two of the criteria are classified
as medium-sized, and those with higher values for a minimum of two of the stated
criteria are classified as large legal enti ties.

According to these criteria, 98.2% of al l co-operatives are smal l , 1 .7% are medium-
sized, and 0.1 % are classified as large. Al l 1 6 co-operative unions are smal l .



Table 1 0 presents a breakdown by type and size of co-operatives according to national
legislation. Agricultural co-operatives account for a majori ty in al l three categories by size.

The classification of enterprises by size according to international recommendations is
carried out only with reference to the number of employees: 0-9 (micro), 1 0-49 (smal l ) ,
50-249 (medium), and 250+ (large). According to these criteria, 90.7% of co-operatives
are micro, 8.0% are smal l , and 1 .3% are medium-sized. In contrast to results according
to national legislation, there are no large co-operatives. Fifteen co-operative unions are
micro and one is smal l .

Table 1 2 presents a breakdown by type and size of co-operative according to
international recommendations. Simi lar to the breakdown according to national
legislation, agricultural co-operatives consti tute the majori ty in al l categories by size.

2. Employees

The total number of employees in the co-operative economy amounted to 8,563, of
whom 8,524 were employees of co-operatives and 39 were employees of co-operative
unions.



The majori ty of employees, 79.1 %, worked in agricultural co-operatives. Other types of
co-operatives had shares in the total number of employees as fol lows: youth and
students’ co-operatives 8.3%, craft co-operatives 6.8%, housing co-operatives, 3.6%
and others 2.2%.

According to Table 1 5, blue-col lar workers accounted for the greatest number of
employees in the co-operative economy in Serbia – 54.4% of the total . Employees in
Administration, Sales, and Services made up about 23% of al l employees. Management
staff and farmers contributed equal ly to the total , at 1 1 .2% each. As per Graph 1 ,
below, the only category in which females comprised a majori ty share of the total
number of employees was in the Administration, Sales, and Services category (72.4%).
In al l other categories (Farmers, Management, and Manual Workers), the share of male
workers came to 92.4%, 75.4%, and 70.7%, respectively.



I n terms of co-operatives’ labor costs, certain discrepancies appear among the
categories. Looking at costs per hour of work, manual workers (241 .6 RSD/hour) and
farmers (246.2 RSD/hour) were in a worse position in relation to employees in the
“Management” and “Administration, Sales, and Services” categories, at 41 1 .8 RSD/hour
and 31 1 .7 RSD/hour respectively. The average cost per hour of work for the co-
operative economy as a whole was 276.4 RSD/hour.

3. Co-operative Members

Co-operatives’ members numbered 1 22,1 92 in 2009. Although the majori ty of co-
operatives were agricultural , their share in the total number of members was not the
largest. The largest share was that of youth and students’ co-operatives, at 62.4%, whi le
the share of agricultural co-operatives was 25.5%. Al l other co-operatives had 1 2.1 % of
members.



Ful ly 64.1 % of co-operative member were male and 35.9% were female. Females’ share
is smal ler than males’ share for al l co-operative types. The largest share of female
members was found in youth and students’ co-operatives and consumers’ co-
operatives, at 41 .2% and 38.2% respectively.

In the system of national accounts, gross value added (GVA) is one of the basic and
most important macroeconomic aggregates. Table 1 7 indicates that the GVA of co-
operatives and co-operative unions continuously decreased in the period 2007-2009.
The decrease from 2007 to 2008 equaled 3.4%, and from 2008 to 2009 the decrease
equaled 1 6.4%. The share of GVA of the co-operative economy as a whole decreased
from 0.27% in 2007 to 0.1 8% in 2009.



As can be seen in the satel l i te accounts tables for the co-operative economy as a
whole, below, GVA was the only i tem in the satel l i te accounts in 2009 that displayed a
positive value (42,561 ,000,000 RSD). Co-operatives’ gross operating surplus was
negative and amounted to 1 ,955,000,000 RSD. This means that the GVA was not
sufficient to cover compensation for employees and net taxes on production. Another
indicator of the insignificance of the co-operative economy in Serbia is expressed in
terms of gross fixed capital formation (GFCF). In 2009, co-operatives’ GFCF amounted
to 1 3,585,000,000 RSD, only 0.26% of the total . Final ly, according to the capital
account, the co-operative economy borrowed 1 3,258,000,000 RSD in 2009.



The industry with the largest share of GVA in the co-operative economy was Section A
(Agriculture, Hunting, and Forestry), with a total of 34,672,000,000 RSD, or 81 .5% of the
co-operative economy GVA. Section A’s share of GVA in the economy as a whole
equaled only 1 .5%. Section K (Real Estate, Rentals, and Business Activi ty) accounted
for 5,21 7,000,000 RSD, or about 1 2.5% of the co-operative econom’sy GVA and only
0.1 % of the GVA of the economy as a whole. The GVA of Section F (Construction)
amounted to 2,978,000,000 RSD, or 7.0% of the co-operative economy’s share of GVA
and only 0.2% of the GVA of the economy as a whole. Al l other industries accounted for
a very smal l share of the co-operative economy’s GVA. I t should be noted here that
Section G (Wholesale Trade, Retai l Trade, and Repairs) even posted a negative GVA
figure –2,294,000,000 RSD.

Section A had the highest gross operating surplus, at 4,500,000,000 RSD. Industries in
Section B (Fishing), Section C (Mining and Quarrying), Section E (Electrici ty, Gas, and
Water Supply), Section F (Construction), and Section M (Education) posted GVA
sufficient to cover compensation of employees and net taxes on production. In al l other
industries under studyiv, the gross operating surplus displayed a negative value and the
GVA was not sufficient to cover compensation of employees and net taxes on
production.



We should note here that these figures do not represent the real economic capacity and
potential for the future economic development of co-operatives in Serbia, especial ly in
agriculture. Considering the fact that agriculture accounts for a relatively significant
share of GDP (about 9%) and that there are around 778,000 farm households in Serbia,
of which some have set extraordinary high harvest and output records that are
comparable to those achieved by top producers in Europe, we can imagine the
potential of co-operatives in the future. In addition, although they are often smal l in size,
in some rural areas agricultural co-operatives represent a major force in agricultural
production. Most dairy products, grains, and fruits in those areas are marketed by
agricultural co-operatives. I t can be said that the current economic performance of co-
operatives in Serbia does not match their true capacity and potential .

Notes

i This paper is derived from the study “Satel l i te Accounts for Cooperative Economy of the Republ ic of
Serbia, 2009,” which was publ ished by SORS. The study was written by the aforementioned authors
and was created as a result of a project that was supported and funded by the European Commission.

i i For a copy of the questionnaire, see Appendix 1 .

i i i Estimation.

iv Except in section N (Health and Social Work), in which case the gross operating surplus was equal to
zero.
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Multi -stakeholder Cooperatives: Engines of
Innovation for Bui ld ing a Healthier Local Food
System and a Healthier Economy

Multi -stakeholder co-operatives (or sol idari ty co-ops, as
they are often known) are co-ops that formal ly al low for
ownership and governance by representatives of two or
more “stakeholder” groups within the same organization.
Such co-ops, which may include consumers, producers,
workers, volunteers and/or general community supporters
in their ownership and governance structure, are
generating increasing interest and experimentation in both
Europe and North America. In Europe and Canada, multi -
stakeholder co-ops are typical ly formed to pursue primari ly
social objectives and are particularly (although by no
means exclusively) strong in the areas of healthcare and
social services. In the U.S. , however, sustainable food
systems have been a particular area of interest and activi ty
for multi -stakeholder co-operative enterprises.

Economists and business practi tioners have long used the
metaphor of a “supply chain” l inking producers,
processors, distributors, retai lers and consumers when
describing how particular goods come to market. A more
recent development is the concept of the “value chain, ”
which recognizes not only the transactional relationships
that take place along a typical supply chain, but also the
“value” that can be created and maintained (or destroyed)
in the wider context of social and environment impacts
inherent in production, sourcing and distribution activi ties.

Co-operatives in general , and multi -stakeholder co-
operatives in particular, have much to contribute to the
discussion of healthy food value chains. Co-operatives
recently formed in the U.S. are now successful ly bringing
together farmers, workers, consumers, food processors,
distributors and community members in common ventures
designed both to ensure safe and healthy food and to
support a vibrant local economy. Whi le sti l l a very new
development, the use of such a shared ownership and
governance structure represents a fundamental ly shift in
the movement of food products from farm to table, with
tremendous potential for creating effective enterprises and
for contributing to broader economic and social goals.

by Margaret Lund



Like most co-operatives, early co-ops in
the U.S. were primari ly formed as single-
member enti ties (only producers, for
example, or only consumers). They were
focused not on changing technology or
production processes (let alone the world),
but rather simply on correcting immediate
and blatant market fai lures; these co-ops
concentrated much more on questions of
“what” “where” and for “whom” rather than
“how.” Bringing electrici ty to rural America
in the 1 930’s is an example of the work of
one such earl ier substantial co-operative
movement in the U.S. , and in fact remains
one of the most successful and cost-
effective economic development
interventions in U.S. history.

Beginning with the passage of special
enabl ing legislation in 1 922, U.S. farmers
have banded together in producer co-
operatives to purchase inputs (seed, tools,
and ferti l izer) and to sel l their products in
the wider marketplace. Many of these co-
operatives became very successful . A
recent study by the University of Wisconsin
Center for Co-operatives (Del ler, 2009)
found that, col lectively, farmer co-
operatives in the U.S. control over $4 bi l l ion
USD in assets, have annual sales revenue
of close to $1 20 bi l l ion USD, and represent
several of the largest corporations in the
U.S. For the most part, these co-operatives
al l participate in, and indeed contribute to,
an “industrial” model of agriculture,
acquiring other firms and practicing
vertical integration on occasion to keep up
with their investor-owned competitors whi le
producing a standardized and uniform
product in commodity numbers for sale to
the widest audience possiblei.

Consumer-owned food co-operatives in the
U.S. , on the other hand, have long
positioned themselves as practi tioners and
representatives of an alternative economic

model . Unl ike in Europe and most other
countries in the world, consumer food co-
operatives in the U.S. do not resemble
large, investor-owned food stores. Instead,
they emerged in the 1 970’s and 1 980’si i

specifical ly as an alternativeii i to such
enterprises. In contrast to conventional
supermarkets, U.S. food co-ops represent
smal ler, neighborhood-based specialty
retai lers with an emphasis on bulk items,
organic foods, environmental ly sustainable
practices and alternative products, often
served with a dose of anarchy, or at least
direct democracy of a type seldom
practiced by farmer co-ops.

Thus, from its very origin the modern U.S.
consumer co-operative movement has
promoted alternatives to conventional
industrial , business and economic
processes as wel l as products,
concentrating on issues of “how” (how
food is produced, etc. ) as much as on
issues of “what” food is offered for sale.
Whi le the first part of this message has
found some l imited appeal in the broader
U.S. market and society, the second part
has had enormous resonance with the U.S.
consumer at large. The robust and
sustained growth of the market for natural
and organic food is one of the great
American business success stories of the
last twenty years, and consumer food co-
ops have had a lead role to play in i ts
development. Whi le the rest of the food
industry grew at a rate of less than 4%
annual ly during the period 1 990-1 997, for
example, sales of organic foods increased
by an average of 1 8.6% during a simi lar
period (Howard, 2009) and have grown by
at least double-digits every year since then
with the exception of 2009. What was l i ttle
more than a $1 bi l l ion USD industry in
1 990 had grown to $26.7 bi l l ion USD by
201 0 (Organic Trade Association, 201 1 ) .



Other grocers could not help but notice
the fat margins and healthy growth of the
natural foods sector and have provided
significant and often wel l -executed
competition to the co-ops. Sophisticated
and professional specialty natural foods
stores l ike the publ icly traded Whole
Foods Market began appearing on the
scene al l over the country starting in the
1 990’s, whi le conventional food retai lers
increased their offerings of natural and
organic product as wel l . The year 2000
was the first in which more organic food
was purchased in conventional
supermarkets than in any other venue.
Today, whi le the food co-op sector
remains healthy and growing, the fact
remains that the largest organic retai ler in
the U.S. (2007) is Wal-Mart.

The commodification of the natural foods
market has taken place in step with a
general consol idation of food production
and distribution systems in the U.S. and
much of the rest of the world. Such
consol idation is happening through both
horizontal and vertical integration.
Pioneering work by Dr. Wi l l iam Heffernan
and col leagues at the University of
Missouri started documenting the
concentration of various industries in the
hands of four or fewer companies starting
in the mid-1 980’s. Research suggests that
when 40% or more of an industry is
dominated by four or fewer firms, i t
ceases to be competitive, giving these
large firms disproportionate influence not
only on price, but on quanti ty, qual i ty and
location of production. Even a decade
ago, the concentration ratio in key food
industries such as beef- and pork-
packing, flour mi l l ing, soybean crushing
and poultry production exceeded this
40% ratio, sometimes exceeding 80%
concentration, and today the ratio is even
higher (Howard, 2006; Hendrickson &
Heffernan, 2007). Vertical integration has

intensified as wel l , with the same smal l
number of companies often owning or
control l ing production, packing,
distribution and even retai l . The
impl ications of such concentration for the
American farmer are significant. The
impl ications for the consumer are
troubl ing as wel l . I n addition to
increasingly fewer choices and higher
prices, such industrial concentration has
raised questions about food safety and
the l imited avai lable publ ic information
about practices such as genetic
engineering.

Despite its origins in the alternative
economy, the U.S. organic food industry
has not escaped these trends of
consol idation, commercial ization and
industrial ization. Particularly in the
processing sector, the North American
organic foods sector has become
increasingly concentrated. Whi le retaining
their fami l iar brand names, almost al l iv

pioneering names in organic and natural
foods have now been acquired by giant
multi -national food corporations, including
Kraft, General Mi l ls, Heinz, Kel logg’s,
Coca-Cola and Pepsi . One-third of the top
30 North American food processing firms
now own an organic brand, and 1 4 of the
top 20 do. Whi le some of this activi ty
began as early as 1 984, the large majori ty
of these acquisi tions happened between
1 997 and 2002, when the first national
organic standards went into effect. This
was a precursor of the emergence of
significant corporate activi ty in what had
previously been a niche industry (Howard,
2009). There is no question that organic
products and natural food in general are
big business today.

Thus, whi le the “what” message of the
natural foods consumer co-operatives has
been successful ly mainstreamed (some
would say co-opted) over the last 20 years



by investor-owned corporations, there is
some evidence that the “how” message of
the co-ops (how we produce our food, how
we treat others in pursuit of our product
objectives) is now at last gaining a wider
audience as wel l . Some of the evidence for
this is the growing interest in local foods.

The Oxford American Dictionary made
“locavore” their word of the year in 2007,
giving name to the rising mainstream
interest in local ly-produced food. Fifteen
years ago, local food was, if not a novel
concept, not a clearly articulated goal even
within the natural foods community. Today,
local food has been cal led “the new
organic” – the new shorthand for safe,
healthy and tasty food, produced in a
manner that is safe for the environment,
good for the growers and supportive of the
local economy. That the move toward local
foods is happening at a consumer level is
perhaps not so surprising, given the
continued success of organic products
that eschew price as the dominant factor in
a purchasing decision in favor of more
subjective considerations such as qual i ty,
flavor and environmental stewardship. That
insti tutional buyers such as hospitals,
schools and nursing home are also now
asking for more local product is, however, a
noteworthy market shift. I t is also
noteworthy that the demand for local foods
(whether characterized as market
preference or romantic yearning) has
impl ici t within i t requirements related to not
only product but also process – not just the
“what” but the “how.” This impl ies a desire,
at least on the part of a segment of the
American populace, for a different kind of
product, certainly, but also one produced
under a different set of transactional
relationships with an expectation of
different social relationships. Thus the local
food movement harkens back in many
ways to the early days of the U.S.
consumer food movement, with i ts

objectives to not only be a different kind of
company, but contribute to a different kind
of economy and society as wel lv.

The rising interest in local food represents
a significant opportunity for smal l
producers seeking an alternative to
corporate consol idated agriculture to
achieve the kind of scale and consistent
demand they need to make their
enterprises successful . Like any market,
the market for local foods is subject to the
parameters of supply and demand; when
demand goes up, supply should fol low. The
simpl ici ty of this equation bel ies the
sometime complexity of i ts execution,
however. Even with a wi l l ing group of
purchasers located close by, for many
smal l farmers, the chal lenges inherent in
scal ing up agricultural production and
expanding into new markets are often
overwhelming. Smal l producers face
issues not only of process rel iabi l i ty,
product standardization, and qual i ty
control but also distribution, marketing, and
l imitations on the variety and seasonal i ty of
products that can be offered by a smal l
producer. In the U.S. food market, multi -
stakeholder co-operatives are emerging as
one means to meet the broader economic
and social objectives of the local foods
movement in an efficient and business-l ike
manner.

Multi -stakeholder co-operatives are the
fastest growing type of co-op in Quebec,
which itself is home to one of the most
productive and vibrant co-operative
development sectors in the world. Whi le i t
is only in the last 20 years that this model
has had formal legal recognition national ly
or regional ly, the idea of involving a
broader community in a co-operative
venture is of course much older than that.
I taly was the first country to adopt a multi -
stakeholder statute in 1 991 after two
decades of experimentation on a local



level . Quebec’s law permitting “sol idari ty”
co-operatives was first passed in 1 997
and amended in 2005. In 1 998, the first
ful l year of the new provincial law, 32
sol idari ty co-operatives were establ ished,
representing 1 7% of al l new co-ops. Last
year (201 0), 70 new sol idari ty co-
operatives were establ ished in Quebec,
making up over 60% of al l new co-
operatives (Girard, 201 1 ) . I n a very short
time, i t is truly becoming the dominant
form of new co-operative development in
Quebec.

The growth of multi -sector co-operatives
has not been nearly so dramatic in the
U.S. , but what has been noteworthy is not
only the number of multi -stakeholder co-
operatives that have emerged in the last
decade, but more specifical ly the
dominance of the sustainable food
production and distribution sector among
these new co-operatives. Unl ike in Europe
or Canada, there is no specific enabl ing
legislation for multi -stakeholder co-
operatives in the U.S. at either the federal
or state level . Some state co-operative
statutes, in fact, even prohibit their
formation in certain instances. There are
no special funds to finance this kind of
co-operative development, there is no
special ized technical assistance avai lable,
and there are no widespread examples of
their use in food systems, either
domestical ly or abroad. Yet against the
odds these co-operatives are springing
up, often in isolation and general ly with
l i ttle support, in an attempt to address a
fundamental dissatisfaction with existing
food production and distribution systems
and, more importantly, to bui ld a positive
alternative to it.

Whi le there is scant firm data about this
emerging phenomenon, a recent study
from the United States Department of
Agriculture of 70 “food hubs”vi (Diamond,

201 1 ) is enl ightening. This study found
that the majori ty (60%) of the food hubs
studied were of recent vintage, having
been launched within the last five years.
More than a quarter (27%) were formed
as co-operatives, whi le another 22% were
l imited l iabi l i ty companies (LLCs), a legal
form often used by farmers in the U.S. to
create co-operative-l ike organizations with
fewer restrictions on capital . These
organizations were started by
entrepreneurs, farmers, local non-profi ts
and, interestingly, frequently a
combination of these parties coming
together in a multi -stakeholder format.

The phenomenon of multi -stakeholder co-
operatives in the U.S. should not be
overstated. Because there are no federal
or state statutes governing these kinds of
co-operatives it is impossible to track their
numbers, but al l would agree that the
figure is sti l l very smal l . However, interest
is rapidly growing. Of the 7 domestic case
studies identified for the first ever study of
multi -stakeholder co-ops in the U.S. (Lund,
201 0), 6 of these operated in the food
sector and 5 played some role as a food
hub. Five of the 7 were less than 1 0 years
old, and several others not included in the
study for reasons of being too new also
identified as their core functions the
l inkage of various players in a sustainable
local food system. Whi le al l were related
to food systems in some sense, they did
not take the same form. Some were joint
ventures between consumer and
producers, some between employees and
producers, some between consumer and
employees, and others embraced
representatives of the whole chain,
including food processors and
distributors. The common theme was that
each sought to l ink seemingly disparate
groups in the ownership and governance
of a common enterprise.



Due to the emerging nature of the sector,
l i ttle empirical research has been done on
multi -stakeholder co-operatives
specifical ly. The l imited number of studies
that have been conducted, however,
support the idea of multi -stakeholder co-
operatives as a mechanism for the
transformation of economic relationships in
a manner that is supportive of certain
social objectives – just what U.S. food co-
op members sought when they first started
their co-operatives 30 or 40 years ago.

Traditional economic theory would largely
predict the downfal l rather than the growth
of something as unwieldy as a multi -
stakeholder co-operative movement.
Chal lenged with the high transaction costs
necessitated by the involvement of so
many parties, these theories would predict,
multi -stakeholder organizations would soon
revert to domination by a single
stakeholder group or else fal l apart entirely
under the weight of stakeholders’
competing objectives. As Catherine
Leviten-Reid & Brent Fairbairn deftly note
in a forthcoming paper (Leviten-Reid &
Fairbairn, 201 1 ) , however, this does not
seem to have been the case. Leviten-Reid
& Fairbairn posit an alternate theory
whereby instead of thinking of the high
transaction costs of involving multiple
parties, i t may be more appropriate to think
of multi -stakeholder enterprises as more
highly evolved mechanisms for the
col lection and coordination of disparate
information in the pursuit of common
goals. Other researchers agree,
acknowledging the reduced transaction
costs that ultimately emerge through
increased levels of information, trust and
involvement resulting from the multi -
stakeholder approach (see, for example,
Girard, 2009).

A 2004 survey of 79 multi -stakeholder co-
operatives in Quebec revealed that co-op
members had a very high level of
satisfaction with their co-operative’s
governance process, with the co-ops
reporting both a high level of engagement
on the part of members and a clear abi l i ty
to reach consensus in decision-making.
When asked to identify future chal lenges,
most members cited economic issues
rather than problems with board
governance (Leviten-Reid & Fairbairn,
201 1 ) , indicating that the multi -stakeholder
governance model did not present the
insurmountable chal lenges that some
theorists would fear.

Indeed, contrary to what cynics might
suppose, there does not seem to be any
evidence that multi -stakeholder co-
operatives are any more contested or less
efficient than single-consti tuency co-
operatives, and there is even a bit of
evidence to the contrary. The admittedly
sparse empirical evidence of any kind
suggests that the wel lbeing of various
consti tuencies within a multi -stakeholder
co-operative does not give rise to a zero-
sum game – one set of members does not
need to lose to al low another to win. In a
large comparative study involving over 300
co-operatives, Borzaga & Depedri (201 0)
found that by both social and financial
measures, workers fared equal ly wel l in co-
operatives organized as multi -stakeholder
and worker-only co-operatives; the addition
of other stakeholder groups in this sample
did not take away at al l from the abi l i ty of
co-op workers to achieve their aim of
meaningful and remunerative employment.

In addition to this specific evidence, the
practice of multi -stakeholder co-operatives
in fact fi ts very wel l into a number of
emergent theories that have posited the



characteristics necessary for
organizations to be successful ly
transformative at the level of the firm, the
economy, and society.

Whi le a traditional price-driven business
model (whether co-operative or not) may
be seen as primari ly transactional , the
multi -stakeholder co-operative enterprise
aims to be more transformational . These
co-ops are not so much reacting against a
conventional investor-driven or
government-control led marketplace as
they are bypassing this arid dichotomy
entirely in favor of a creating a whole new
system. Multi -stakeholder co-operators
are not interested in single transactions or
even seasons of transactions, but rather in
bui ld ing long-term relationships with each
other based upon on a stable foundation
of fair pricing and fair and transparent
treatment of al l parties. This strategy
requires al l members to look beyond their
immediate short-term interests and join
with their business partners to envision a
system in which everyone’s interests are
considered and balanced in different
ways over the short-term and the long-
term. Such an approach has clear
benefi ts for the economy and society. In
addition, some have persuasively argued
that this is a superior way to bui ld a
company to maximize its long-term
competitive prospects.

Transformational systems such as multi -
stakeholder co-ops incorporate several
elements that differentiate them from
traditional transactional systems:

• They are bui l t upon relationships –
relationships are assumed to be a
good that has value and that must be
nurtured and fostered

• They are dependent upon
transparency and the free flow of
information – unl ike a transactional
system, in which price and production

cost information is careful ly protected
for competitive advantage, multi -
stakeholder co-ops freely (and by
necessity) share information among
parties in search of a common
solution

• They share a systemic perspective –
having many parties at the table
al lows for the joint consideration of
supply and demand

• They specifical ly adopt a long-term
perspective – they strive in service of
mutual long-term interests as much as
or more than (although not instead of)
short-term gains

At the firm level , such a perspective is
often referred to as creating a “value
chain” rather than a “supply chain. ”
Economists and business practi tioners
have long used the metaphor of a supply
chain l inking producers, processors,
distributors, retai lers and consumers
when describing how particular goods
come to market. Typical l inks in a food
supply chain include:

Producer > Processor > Distributor >
Wholesaler > Retai ler > Consumer

Characteristics of a traditional supply
chain include the fol lowing:

• Inputs are often interchangeable
• Relationships are transactional
• Participants are competitive
• Price rules
• The system represents a zero sum

game (I win, you lose)
• Advantage is manifested through the

control of inputs, dominance of
markets, or both

• Benefi ts are unevenly distributed
• Risk is general ly borne by the least

powerful (passing risk on to another is
considered to be adequate mitigation
of risk)



A more recent development, first
described by Professor Michael Porter of
the Harvard Business School in the mid-
1 980’s and popularized over the next
decade in a variety of management books
and articles, is the concept of the “value
chain. ” This concept encompasses not
only the transactional relationships that
exist along a typical supply chain, but also
the wider context of stakeholder relations
and social and environment impacts
inherent in production, sourcing and
distribution activi ties.

The basic idea behind Porter’s value chain
concept is that too many times, firms fai l to
differentiate between operational
effectiveness and strategy (Porter, 1 996).
Value can be created or lost at every stage
of production, and differentiation among
companies arises from both the choice of
activi ties and how they are performed.
Concentrating simply on input prices or
other measures of operational
effectiveness leads to activi ties that are
easi ly imitated by competitors, yielding no
long-term advantage and in fact
contributing to a race to the bottom.
Strategic companies, in contrast, display
discipl ined focus, a consistent “fi t” with the
mission, a systems perspective in al l
things, and a planning horizon of a decade
or more rather than a single year.

Characteristics of a value chain approach
include:

• Examination of the entire production
process and the ful l range of activi ties,
together and in order (working closely
with suppl iers, employees and
customers)

• Recognition that at each stop/activi ty
the product gains/loses some value

• Working toward the objective that a
chain of activi ties together add more
value than the sum of the independent

activi ties
• Understanding that the cost of an

activi ty is not synonymous with i ts
value

The advantages of such an approach, as
practiced by enl ightened companies,
could include better long-term strategic
planning, better information flow both
upstream and downstream between
manufacturers and suppl iers, support for
qual i ty enhancement activi ties, and
increased flexibi l i ty through vertical
coordination rather than vertical
integration. A company that embraces a
systemic perspective with a long-term
planning horizon, Porter argues, wi l l be a
more successful and profi table company.

The value-chain concept, when
operational ized, however, does not
fundamental ly chal lenge either the power
or risk relationships among parties in the
chain. Any new partnerships that evolve
from such an approach may be profound
or may be superficial . A more recent
i l lustration of this concept that is particular
to the food industry is the “values-” as
opposed to simply “value-”based chain put
forward by nonprofi t organizations
interested in sustainable agriculture. This
values-based chain approach adds these
important differentiators, which go a long
way toward addressing the power
imbalance of a traditional supply chain,
“value-based” or otherwise. In the context
of a values approach one would see:

• Links in the systems that are between
strategic partners (although not every
l ink is a partner)

• Long-term relationships with a win-win
orientation

• High levels of col laboration and trust
• Partners with articulated rights and

responsibi l i ties in regard to information,
risk-taking, and decision-making



• Commitment to “fairness” and the
welfare of al l in terms of pricing,
wages, contracts, etc.

• Decentral ization, often (room for local
input and control)

• Recognition of the need for common
values and vision

The potential advantages of such an
approach in the emerging local foods
movement are clear. An effort l ike this
would al low the enterprise to combine
scale with product differentiation at a local
level . I t could achieve high levels of
qual i ty whi le maintaining the consumer
trust that has been frayed by the recent
incursion of corporate interests into the
organic and natural foods sectors. With i ts
high levels of information exchange, i t
could be particularly adept at
outperforming other business models in a
rapidly changing market, such as that of
the natural foods marketplace of the last
two decades. Although this point is not
made in any of the publ ished work on
values-based food chains, i t is also the
perfect environment for the growth of
multi -stakeholder co-operatives. By
embracing diverse partners in formal
ownership and governance roles
responsible for a system of production
and del ivery activi ties, rather than al lowing
a firm to concentrate only on its particular
l ink in the chain, multi -stakeholder co-
operatives create very ferti le ground for
the kind of structural elements that values
chain proponents propose.

Porter’s work addresses the perspectives
and activi ties necessary to create a
“strategic” company and foster successful
at a firm level . Many (although certainly
not al l ) co-operative members, however,
are also interested in promoting the
success of their local economy and of the
co-operative way of doing business; the
6th co-operative principle emphasizes co-
operation among co-operatives.

From a macro perspective, in the pages
of our business press and the pulpits of
our pol i tical arenas, we are often offered
the false dichotomy between a self-
seeking, investor-driven market economy
and one in which al l authority and control
of assets is held by the government. In
fact, of course, there are many other
means of effectively coordinating and
distributing opportunities and resources,
an observation that has only recently
garnered some of the attention it
deserves with the conferral of the 2009
Nobel Prize in Economics on El inor
Ostrom. In her chal lenge to the reductive
simpl ici ty of the “tragedy of the
commons” lament – the contention that
shared resources wi l l always be over-used
in situations in which costs are shared but
benefi ts are individual ized – she found
many examples across the world in which
scarce resources were, in fact, efficiently
and effectively stewarded by those who
depended on these resources for their
l ivel ihood. Amongst the eight design
principles that Ostrom (see Ostrom, 2000)
identified as characterizing effectively
self-managed systems are some that wi l l
be particularly fami l iar to co-operators:

• Users design their own rules
• Users enforce their own rules
• Users have the right to effectively

define who has rights to membership
• Costs are proportionate to benefi ts
• In larger systems, there are multiple

levels of nested enterprises

The other three design principles
(graduated sanctions, access to confl ict
resolution, government recognition) are
also eminently compatible with successful
co-operation. Thus, whi le Ostrom did not
expl ici tly address co-operatives in her
research, what she did put forward could
hardly be a more effective blueprint for
bui ld ing a co-operative economy.



Another point that Ostrom made elsewhere
that is particularly germane to multi -
stakeholder co-operatives is that simply
enabl ing participants in a venture to
engage in face-to-face communication (as
members of a multi -stakeholder co-
operatives would necessari ly do at regular
board and general membership meetings)
enhances the qual i ty of co-operative
decision-making (Ostrom, 2007). Thus the
practice of bringing together stakeholders
on a regular basis around shared
responsibi l i ties is a mechanism for
reinforcing the kind of behavior that, in
turn, leads to the kind of efficient and
effective use of common economic
resources that is to the benefi t of al l
participants in a local economy.

A summary of relevant research would not
be complete without a mention of the
important work of Robert Putnam on the
topic of social capital and the tangible
value of social networks for the effective
functioning of society at large. In his
seminal col laboration with Lewis Feldstein
on the topic (Putnam & Feldstein, 2003),
Putnam makes an important distinction
between the complementary notions of
“bonding” and “bridging” social capital .
Bonding social capital is what happens
when networks l ink people who share
crucial simi lari ties; these tend to be
inward-looking. Bridging social capital
describes the power of the networks and
relationships that emerge when people
with essential differences join together;
these types of networks are more outward-
looking. Whi le bonding social capital
partners are who we depend on in times
of strife, bridging social capital is what
keeps a diverse democracy vigorous and
inclusive.

Healthy societies need both, but bridging
social capital – the kind that brings diverse
groups together – is, Putnam & Feldstein

point out, much harder to create than
bonding social capital . Bonding can be a
precedent to bridging but in some
instances it can also preclude it. Both
kinds take time to create, and are by
necessity a local phenomenon. Whi le
overal l Putnam & Feldstein claim the level
of sociabi l i ty and civic participation in the
United States is decl ining, they also
conclude that this overal l trend masks a
tremendous amount of variabi l i ty at the
local level .

Working together fosters bridging social
capital , as does civic engagement. In his
2003 book of case studies, Putnam points
out that social capital is most often the
byproduct of the pursuit of some
particular shared goal (a business or a co-
op could be one), rather than a goal
pursued in and of i tself. Taken together,
these observations support the conclusion
that multi -stakeholder co-operatives could
indeed be important vehicles for the
bui ld ing of that elusive bridging variety of
social capital that differentiates flourishing
plural istic democracies.

Dr. Porter has recently entered the
discussion of the l ink between firm
behavior and structure to the broader
issues of the economy and society. In a
recent (201 1 ) article in the Harvard
Business Review, Porter & Kramer promote
the benefi ts of a “shared value” approach
by businesses. In their view, the
presumption of a trade-off between
economic efficiency and social progress is
a false one, and that the next wave of
social and economic progress (however
that is defined) wi l l be driven by
companies embodying their long-term
view of strategic management. Whi le
stopping quite short of inviting these
parties to actual ly participate in firm
governance and ownership, Porter &
Kramer’s article is noteworthy for i ts



specific mention of suppl iers, employees, and the local community as actors in their vision –
not just as beneficiaries of corporate largess, but as partners and participants in the
creation of a more successful company, creating more “value” for al l .

The growth of multi -stakeholder co-operatives in the emerging sustainable foods movement
in the U.S. is sti l l so new that i t can hardly be cal led a trend, yet i t is an important
phenomenon nonetheless. Viewed in the context of recent research on such diverse topics
as economic competitiveness, resource management, and social capital , i t appears that the
emergence of the multi -stakeholder co-operative structure is not due to happenstance.
Rather, i t is the outcome of a search, by disparate parties across the country, for an
economic model that wi l l support and enhance participants’ goals. These goals go beyond
the success of their own enterprise, instead embracing support for and nurturing of an
economy and society that values and promotes environmental stewardship and human
relations. In an increasingly polarized and caustic pol i tical environment in the context of an
economy increasingly dominated by multi -national corporate interests, these co-operatives
represent something different. An increasingly popular co-operative structure worldwide,
multi -stakeholder co-ops in the U.S. are at the forefront of a nascent movement to
insti tutional ize the relationship between people and their food based upon a framework of
shared values and respect.

Of course, the adoption of a particular ownership or governance structure can of course
never guarantee a specific outcome. However, i t is clear from the evidence that the
governance structure of economic enterprises has clear impl ications not only for the firm
itself, but also for the local economy and society. These observations have resonance wel l
beyond the food sector. As we improve our ownership and governance structures, so we wi l l
be empowered to determine our own fate.

Notes

i There are, of course, notable exceptions to this rule. Organic Val ley Dairy Cooperative, for example, has over
1 ,300 members operating smal l fami ly farms with annual sales (2008) in excess of $500,000,000 USD and is a
leader in sustainable agriculture.

i i The U.S. is currently experiencing another major surge in interest in consumer food co-operatives. According to
the Food Cooperative Ini tiative, a national nonprofi t, there have been over 50 new food co-operatives started in
the period 2007-201 1 , with almost half that number opening their doors in the last 1 2-1 8 months.

i i i An earl ier generation of more conventional consumer-owned supermarkets did exist at one time in the U.S. , but
almost al l had disappeared by the 1 980’s.

iv I nterestingly, some of the most prominent “hold-outs” – that is, natural food companies that have remained
independent rather than sel l ing to a large competitor – are those structured as co-operatives.

v There is an emerging movement within U.S. food co-ops to more specifical ly brand products that meet specific
local economy criteria as “P6” which stands for the 6th co-operative principle of co-operation among co-
operatives.

vi A food hub is defined as “a central ly located faci l i ty with a business management structure faci l i tating the
aggregation, storage, processing, distribution and/or marketing of local ly/regional ly produced food products. ”
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