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ISCONSIN farmers have been practic-
00 ing cooperation for more than a half
century. Many groups have developed
cooperative associations which have been success-
ful in assembling, grading, processing, manufac-
turing, and marketing farm products. They
have also applied extensively the principles and
practices of cooperation to other activities such °
as the cooperative purchasing and handling of
supplies, mutual insurance, and the cooperative
furnishing of credit.

Cooperative success demands that the associa-
tions follow sound business practices and policies
in which members, directors, and manager unite
in playing their full part.

—Chris L. Christensen
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Cooperation
principles and practices *

I. COOPERATION DEFINED

OOPERATION ecame into being and has grown and

developed because other recognized forms of busi-

ness did not meet the needs of groups interested
primarily in savings. While the Rochdale principles of 1844
have been extended and modified, the concept remains es-
sentially as formulated at that time. The foundation is open
membership, equal voting power, limited returns on capital,
and the dstribution of the earnings on a is.
Both stafe and federal legislation legalizes cooperative buy-
ing and marketing.

COOPERATION is an elusive term. It has a wide variety of meanings,
Broadly speaking, it signifies a working together toward a common end. But
people work together toward a common end in so many different ways. In the
country, neighbors cooperate by helping each other during the harvest sea-
son. Individuals cooperate by joining groups in order to maintain churches
and employ ministers, Laborers, as a class, cooperate through unions to pro-
tect their interests, Our city, county, state, and national governments are huge
cooperative undertakings within the general meaning of the term. In demo-
cratic governments, the people collectively work together for such purposes
as maintaining schools and roads, furnishing protection to life and property,
and for administering justice. In fact, the advancement of civilization has been
pretty much a cooperative undertaking,

Rochdale Principles—This discussion is concerned with a specialized type
of cooperation; one that differentiates it from the general field. It deals with
the working together in an organized way for the transaction of business in ‘
accordance with well defined principles. These principles were first put into
practice in a systematic fashion in 1844 by 28 flannel weavers of Rochdale,

* This publication has been prepared by the following members of the staff of the
Department of Agricultural Economics: Chris L. Christensen, Asher Hobson, Henry H.
Bakken, R. K. Froker and Marvin A, Schaars.
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England. Although the cooperative movement has undergone marked develop-
ments since that time, its ten commandments are still the six fundamental
rules adopted by the Rochdale pioneers. These are:

1

Membership fee, or value of stock, low in price, and within the reach
of all. No prospective member is debarred from participation because
of his financial status.

Limitation of the number of shares of capital held by any one member.
Capital shall be widely distributed among the members and not con-

" centrated in the hands of a few.

One-man—one-vote regardless of the number of shares owned. This
provision insures the equal rights and voting powers of members,

Sales at regular prices rather than at reduced rates. This practice
does not invite ruinous price cutting wars with competitors.

Sales for cash, thus eliminating inevitable losses connected with the
granting of credit.

Payment of a low rate of dividend on capital stock and the distribution
of savings on the basis of the volume of patronage contributed by
each member. Capital is hired. Patronage is rewarded.

It is evident that these principles were intended to apply to consumers
in the operation of a cooperative store. Not all of them apply with equal
force to farmers’ cooperative marketing associations which operate so ex-
tensively in the United States. The late Sir Horace Plunkett, a great Irish
cooperative leader, once complained that in England farmers knew little about
cooperation, and that cooperators knew little about farming, Because of this
situation, he expressed the wish that the Rochdale weavers had begun by
cutting up a pig instead of dividing a case of tea.

FIG. 1.—TYPICAL CHEESE FACTORY IN WISCONSIN

Forty per cent of all cheese factories in Wisconsin are owned cooperatively, Cooperation in
the manufacture of cheese began as early as 184
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Even though the Rochdale principles were designated for the distribution
of merchandise and services to the ultimate consumer, they have been widely

ations provides, among other things, that each member shall have one, and
only one vote; that the rate of dividend upon stock shall be limited to eight per
cent; and that the net proceeds shall be distributed on the basis of patronage,

of business adapted to group undertakings:
o w
‘1. Partnership—Two or more persons may join in the operation of a

allocation of control, and their division of profits are matters of agree-
ment. But under the law, except in the case of limited partnerships
formed as presecribed by law, each partner is liable for all the obliga-
tions of the firm. Unlimited liability is the outstanding characteristic
of a partnership, other than a limited partnership,

2. Corporation—There are many types of corporations, The distinguish-
ing characteristic of most corporations is that, the liability of each
stockholder for the obligations of the corporation is limited to the
amount of his subseription to or for capital stock, and when this is
fully paid to the corporation he is under no liability to the creditors of
the corporation. The number of votes and hence the amount of control
exercised is governed by the number of shares of stock owned. Profits
are distributed on the basis of shares of capital stock or capital con-
tributed to the enterprise,

8. Cooperative'—The cooperative corporation differs from the usual cor-
poration in that each member or stockholder has one vote regardless
of the number of shares of stock he may hold, and earnings are dis-
tributed not on the basis of stock owned, but on the basis of patronage
transactions conducted with the organization. The rate of dividend on
share capital is generally limited by law.

Why is it that consumers and producers have in many cases chosen to
group themselves into cooperatives rather than utilizing one of the other types
of business organizations ? Obviously, a general partnership with its unlimited
liability feature does not meet the needs of large groups for most business
purposes. Many cooperatives did operate as corporations of the usual type
before the state and federal governments enacted legislation suited to the
needs of cooperative business undertakings. It requires no lengthy explanation

! The cooperative is one form of corporation. But in this discussion the term corporation is used
:jo Mudt:r the usual concept, and the term cooperative refers to those corporations designated as coopera-
ves un law,
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to point out that the usual form of corporation does not fill the needs of
producers or consumers who are banded together for the purpose of conduct-
ing a business, the success of which is dependent largely upon their own
patronage. An example will suffice, Two farmers belong to an organization
which converts butterfat into butter. One farmer has 100 shares of stock in
the organization, and one cow; the other has one share of stock and 100 cows.
If this organization be a corporation of the usual type the first farmer has
100 times as much control and will secure 100 times as many returns in the
form of profits as will the second farmer. But if the organization be a cooper-
ative, both farmers will have the same number of votes, but the second will
receive around 100 times as many benefits as will the first.

This illustration emphasizes the essential difference between the two
forms of organization. In the corporation, capital is the all essential; control
and benefits are dependent upon its ownership. In the cooperative, patronage
ig the important consideration; control is equal, but benefits are upon a
patronage basis. Which is the more important to the success of the under-
taking, capital or patronage? If patronage is assured, the capital can be
secured. If patronage is lacking, no amount of capital can make the business
a success. While capital is required in practically all forms of business under-
takings, cooperation emphasizes the necessity of patronage because it has been
found by experience that capital can be secured on the basis of assured pa-
tronage. In fact, many cooperatives doing a large volume of business annually
are organized without capital stock. The financing of cooperatives is discussed
on pages 75 to 86.

The business undertakings of a cooperative are designed first of all to
gerve its member-patrons. Hence, it is logical that benefits should be distributed
in accordance with the use made of the organization. Patronage is the index
to this use.

It is clear that one of the main reasons why cooperative business under-
takings have continued to develop and expand is because the other forms gov-
erning the conduct of business did not meet the needs of those wishing to
serve themselves. They had patronage to contribute to the undertaking, and
desired to be rewarded on the basis of that contribution. The usual legal busi-
ness structures did not provide for distribution of benefits in this fashion.
Hence, a new form has been created during the past 100 years. It has only
been during the past 26 years that this new creation-—the cooperative—has
been recognized legally in anything approaching an adequate manner.

Legislation—The development of legislation permitting and facilitating
the operation of cooperatives according to accepted standards of membership,
has been a slow and painful process in the United States. The Wisconsin
Cooperative Law of 1911 was widely copied by other states as a model.2
Although it has been amended on a number of occasions since its first enact-
ment, it marks the first substantial legislative development in the promotion
of cooperation in this state. Many states, however, were ahead of the federal
government in recognizing the need for legislation differentiating cooperatives
from other forms of business organizations. All states but one now have laws

2 This law has been amended many times, It was completely revised in 1921.
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designed to facilitate and promote the formation of cooperative associations,
Before 1922, one of the difficulties faced by cooperatives was the uncertainty
of their activities with respect to provisions of the Sherman Anti-Trust Law
of 1890. Competitors threatened to sue cooperators on the grounds that the
mere act of combining to conduct business was in restraint of trade and illegal
under the anti-trust laws. Congress, by the adoption in 1914 of Section 6 of
the Clayton Amendment to the federal anti-trust laws, attempted to confer
upon farmers’ cooperatives a somewhat distinct position in their relation to
the anti-trust laws. This amendment reads:

“That the labor of the human being is not a commodity or article
of comnierce. Nothing contained in the anti-trust laws shall be con-
strued to forbid the existence and operation of labor, agricultural, or
horticultural organizations, instituted for the purposes of mutual help,
and not having capital stock or conducted for profit, or to forbid or re-
strain individual members of such organizations from lawfully carrying
out the legitimate objects thereof; nor shall such organizations, or the
members thereof, be held or construed to be illegal combinations or con-
spiracies in restraint of trade, under the anti-trust laws.”

Congress undoubtedly intended by the above provisions to permit farm-
ers’ companies to operate without regard to federal legislation prohibiting
“monopolies” and without regard to the committing of acts in “restraint of
trade” providing such companies were (a) composed entirely of farmers, (b)
organized without capital stock, and (c) operated for the mutual benefit of
their members and not for profit.

Regardless of the intent there is grave question as to whether the amend-
ment gives cooperative associations any considerable privileges not already en-
joyed before its passage. It was held by competent legal authorities that under
the amendment the mere act of organizing for purposes of collective bargain-
ing shall not be construed to be in violation of the federal anti-trust laws; but
should such an organization restrain trade through subsequent action, it is
liable to prosecution under the provisions of the anti-trust laws. In accordance
with this interpretation, the farmers are free to organize for collective bargain-
ing. The mere act of organizing shall not be construed to be in restraint of
trade. But the actions of such an organization are in no wise immune from
the provisions of the anti-trust law. Furthermore, the amendment applied only
to non-stock associations. There were few of these, and few states with legis-
lation facilitating their organization. Hence, the application of the amend-
ment was extremely limited as far as existing cooperatives were concerned.

This important question was not cleared up until the passage by Con-
gress of the Capper-Volstead Act in 1922 which provides:

“That persons engaged in the production of agricultural products as
farmers, planters, ranchmen, dairymen, nut or fruit growers may act to-
gether in associations, corporate or otherwise, with or without capital
stock, in collectively processing, preparing for market, handling, and
marketing in inter-state and foreign commerce, such products of persons
so engaged. Such associations may have marketing agencies in common;
and such associations and their members may make the necessary con-
tracts and agreements to effect such purposes; Provided, however, That
such associations are operated for the mutual benefit of the members
thereof, as such producers, and conform to one or both of the following
requirements:
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“First. That no member of the association is allowed more than one
:gte }):cause of the amount of stock or membership capital he may own
erein, or,
“Second. That the association does not pay dividends on stock or
membership capital in excess of 8 per centum per annum.
“And in any case to the follow'i.nﬁ:
“Third. That the association shall not deal in the products of non-

members to an amount greater in value than such as are handled by it
for members.”

By this act, the federal government made a marked advance in defining
the legal position of farmers’ cooperative business enterprises. To be consid-
ered cooperative, under this law, associations must be operated for the mutual
benefit of their members. They must be owned and controlled by farmers. No
members shall be allowed more than one vote because of the amount of stock or
membership capital owned, or if voting is on the basis of stock or membership
capital owned, the rate of dividend shall not be in excess of eight per cent per
year on such capital. In either case, the value of the products handled for
members by the association must be equal to, or greater than, that handled for
non-members.

Producers of agricultural products “may act together in associations”
providing they comply with the above provisions of the Capper-Volstead Act.
This act removed the restraint of trade threat that hung over cooperatives
from 1890 to 1922. The act, in addition, set up standards by which coopera-
tives could be tested by governmental agencies in their dealings with them.
The Farm Credit Administration, for instance, uses the Capper-Volstead pro-
visions as a guide in determining whether associations are entitled to consider-
ation for a federal loan by the Bank for Cooperatives.

Cooperation Further Defined—An executive order of the Secretary of the
United States Department of Agriculture, dated December 81, 1934 elaborates
further upon the principles which must be followed by farmers’ and consum-
ers’ cooperatives in the conduct of their activities. This order was issued with
a view to clarifying the status of cooperative associations with respect to the
Codes of Fair Competition set up under the National Industrial Recovery Act.
According to the Secretary;

“, .. a bona fide and legitimate cooperative organization, must com-
ply with the following conditions, limitations and restrictions:

1. Be duly orﬁnized under the laws of any state, territory or the
District of Columbia.

2. Allow to each member owning one fully paid share or membership
one vote and only one in the determination of matters affecting the man-
agement of the organization, except as otherwise provided by the law un-
der which such organization is incorporated; provided that a central or
regional cooperative association, the membership of which is composed
of cooperative associations, may provide in its by-laws for voting based
upon the volume of business done by the members with the central or
regional cooperative, or on the number of members in the member
association.

8. Operate on a cooperative basis for the mutual benefit of its mem-
bers, and all income, after providing for reasonable and adequate surplus
and reserves, as determines by its Board of Directors, and payment of
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dividends on stock or membership capital of not to exceed eight (8) per
centum per annum, cumulative, shall be distributed to members or share-
holders on the basis of patronage at stated periods but not more frequently
than semi-annually. ‘

4. Transact business with and for and on behalf of, non-members to
an amount not greater in value, during any fiscal year, than the business
transacted with and for and on behalf of, members during the same
period.

| 5. Permit all members and stockholders to have access to the records
for the purpose of determining the salary and compensation paid officers
and employees, and that no salaries or commissions are paid except for
services actually rendered.

6. Distribute patronage dividends equally to all members, and / or
stockholders, who have complied with membership requirements, in propor-
tion to their purchases, and / or sales; may permit accumulation of patron-
age dividends on non-member business unti] it equals the value of a share
of stock when same shall be issued; does not distribute such dividend in the
form of a refund at the time of purchase; and does not evidence any such
dividends by any agreement or representation to distribute any definite or
specified dividend.

7. Refuse to allow or permit any organizer or organizers to take more
than 8 per cent of the capital raised as compensation for their organization
services.

8, Conduct its affairs in the interests of the members, and no cooper-
ative shall be controlled or managed by any non-cooperative organization
or organizations, person or persons to whom any surplus savings or profits
or any excessive or unreasonable compensation for services, are paid; and
shall not by contracts, agreements, provisions or by-laws or articles of
incorporation or otherwise be required to buy commodities from g specified
non-cooperative concern.”

While the rules above were issued in connection with a law no longer on
the statute books, it is quite likely that they will become permanently in-
corporated in the body of principles governing the conduct of cooperative asso-
ciations in this country.

It is reasonable to assume that most state and federal cooperative laws are
a sincere, if belated, attempt to make legal the policies, philosophies, and
practices developed by cooperators, Hence, this brief survey of the evolution .
of the legal concepts as embodied in law contributes to an understanding of the
economic and social philosophy upon which cooperation is based.

Supplementary Readings

The Cooperative Marketing of Agricultural Products. Bulletin No. 3. Cooper-
ative Division, Farm Credit Administration, Washington, D, C.

Hulbert, L. S. Legal Phases of Cooperative Associations. Department Bulletin
No. 1106, United States Department of Agriculture, Washington, D, C.
Revised, 1929, Pages 78-92,

Warlm_:ae, J. P. What is Consumers’ Cooperation? The Cooperative League,
167 West 12th Street, New York City.
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II. POSSIBILITIES AND LIMITATIONS

OOPERATIVE marketing associations have perfor-
med outstanding services. Some of their successful
accomplishments are:

Making of adjustments in production, standardizing the
quality, grade and pack of products, feeding the market in
an orderly manner, extending the market, improving the
farmers’ bargaining power, assisting them in their financ-
ing problems, and acting as a spokesman for organized
agriculture.

In many instances cooperative associations are expected
to perform tasks which they are not fitted to undertake.
'They are not in a position to fix prices arbitrarily, obtain
cost of production at all times, or eliminate the middleman’s
services,

Purchasing associations are often able to lower the cost
of the service to their members, eliminate wastes of com-
petition, and assure members of quality products.

Credit unions and mutual insurance companies also make
material savings possible.

COOPERATION is continually struggling against handicaps created by
the promised miracles of some of its enthusiastic supporters. The benefits
advertised in the name of cooperation are without end. For example, many
reople interpreted the Agricultural Marketing Act of 1929, creating the Fed-
eral Farm Board, as a method of administering farm relief through cooper-
ation. They advocated that cooperative organizations be used as shock troops
against the agricultural depression. Cooperation can deal only with a few of
the causes of the depression in agriculture. It does not offer a cure for all the
ills of agriculture. To demand of it such performances is to doom it to fail-
ure. Cooperation has its limitations as well as its possibilities. There are cer-
tain things which a cooperative marketing organization, for instance, may be
expected to do well, under good management. There are many tasks assigned
to it, which it is not fitted to undertake, It is essential that the membership
have a thorough understanding of the things the association can and cannot do,

Possibilities of Agricultural Marketing Associations

The most important services which cooperatives are best equipped to per-
form in the agricultural marketing field are:
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Adjustments in Produetion—Production may be adjusted to market re-
quirements from the standpoint of both (a) quantity of goods offered for sale,
and (b) kinds, types, and quality of products placed on the market. The latter
phase is dealt with under this heading. The adjusting of quantities offered
for sale is discussed under the topic, “Feeding the Market,” page 13.

Agricultural marketing begins when the farmer plans his sowing and
breeding programs. His success in marketing depends in a large measure upon
his ability to produce the kind of things consumers want. In order to do this
best he must know the nature of those wants. As an individual his contact with
the market is too limited to furnish a reliable guide for a production program,
But as a member of a marketing association, he is in position to employ com-
petent assistance to advise him.

For example, before the organization of cooperative apple shipping asso-
ciations in the Pacific northwest, it was not unusual for a commercial produe-
ing district to grow more than 100 varieties of apples. But when the farmers
came in touch with the market through their own shipping organizations they
found that the market agencies preferred to handle only a few of the standard
varieties and cared little about the others, If these others were to be sold they
had to go at reduced prices or much energy and expense be given to making
them favorably known. As a result, the associations limited their packs to a
few well known market varieties, and the grower in turn limited his new
plantings to those same varieties.

Another example is that of the members of some of the large Pacific coast
€gg producing associations who have standardized on one breed of poultry.

The outstanding example in history, perhaps, of farmers adjusting to
market preferences is that of the Danes in importing English bred boars to
cross with native sows in order to produce a type of bacon in favor on the
English market. Cooperation helped to bring this about,

FIG. 2—A MODERN COOPERATIVE CREAMERY

Approximately two-thirds of the créameéry butter made 1n Wisconsin and 359 of the total
in the United States is manufactured in cooperative plants, The first cooperative creamery fin the
United States was started in New York in 1851, B
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Before the advent of cooperative creameries, the Danish farmers observed
that the large estate owners who kept enough cows to employ a buttermaker
were able to sell their butter in England because of volume and uniform-
ity. The individual farmer was unable to sell his home made product on that
market. Hence, he joined with his neighbors in setting up cooperative cream-
eries. This put him in position to employ a buttermaker. In this manner he
was able to reach the English market by producing sizeable quantities of the
kind of butter demanded.

Cooperative groups of creameries in Wisconsin and Minnesota employ
field men to work with the member creameries and their farm patrons to
assist them in producing a quality of cream that will make a uniformly high
grade butter. This effort is directed toward greater marketing efficiency.

The increased returns through cooperation resulting from supplying con-
sumers with the kinds and qualities they like best, are likely to be greater than
the savings which the association can make in the reduction of marketing
costs. Farmers learn what the market wants through their marketing organ-
izations. This knowledge places the grower in position to adjust his produe-
tion plans in the light of market needs.

Uniformity in Quality, Grade, and Pack—Standardization—The develop-
ment and wide adoption of standards for farm products is the most important
single step in the improvement of marketing methods in their application to
agricultural commodities. Standardization has made it possible to place farm
products upon a basis of sale by description rather than sale by inspection,
The buyer insists upon seeing an ungraded and unstandardized product before
purchase. Price is undetermined until quality is established. This means that
the sale is not concluded until the buyer has determined for himself the qual-
ity of the product offered for sale. Under this system, farmers were limited
largely to local markets. Standards which can be certified by federal, state
or cooperative associations make it possible to conclude sales with distant buy-
ers without their seeing the goods. Quality is represented by standards that
are described in definite and accepted terms. Cooperative associations have
done much to establish standards and to promote their use. Farm producers
through their cooperatives have imposed rigid grading rules upon themselves.
The apple growers of a western state secured the passage of a law prohibiting
the transportation out of the state of wormy and defective apples in order to
protect the state’s reputation for quality apples. The growers through their
selling organizations had learned the necessity for protecting the reputation of
their product and made it a part of their marketing program.

“Sunkist” oranges, “Diamond” walnuts, “Eat-Mor” ecranberries, “Land
O’Lakes” butter, and “Co-op” products could never have been made household
words unless they applied to products of uniformly high quality. The brand
rnames, based upon recognized standards, materially lessen marketing friction
and create wider outlets. Cooperation has done, and is doing much to pro-
mote the use of grades and standards. Cooperatives have led in the formula-
tion and adoption of standards for farm commodities. It is by this means that
agricultural marketing cooperatives are bestowing great benefits upon their
members, and the agricultural industry in general.

12
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Feeding the Market—Many farm products are harvested during a rela-
tively short period but are consumed throughout the entire year. One of the
functions of marketing is to carry these products from the time they are

N,

harvested until they are needed for consumption. Cooperative associations are
much better able to do this than is the individual producer. The farmer is
seldom in position to finance storage or to secure credit on favorable terms for
this purpose. Some associations, such as the Canadian Wheat Pool, and
the Northern Wisconsin Cooperative Tobacco Pool were organized with a view
to storing the crop and releasing it when demand seemed most favorable,

The cherry growers of Door County, Wisconsin, organized an association
to market their fresh fruit. As the volume of cherries increased, it became
apparent that the market could not absorb them during the short harvesting
period at prices profitable to the grower. In order to overcome this difficulty
the growers acquired a canning plant to enable their product to be marketed
throughout the year. Now the operation of the canning plant is the main ac-
tivity of the association.

In carrying out orderly marketing practices some of the city milk market-
ing associations have found it advisable to convert a portion of the milk
supply into butter, cheese, ice cream, and other dairy products, in order to
keep surplus supplies from disorganizing the market for fluid milk,

The California Fruit Growers Association has for many years diverted
the lower grades of lemons into by-product channels in order to protect the
raarket for fresh lemons from ruinous over-supplies,

If the cooperatives were in position to control production, surpluses could
be dealt with by their elimination at the source. But united voluntary action
on the part of growers has never been an effective influence upon the quantity
produced. Hence, the associations have turned their attention to overcoming
the difficulties imposed by generous supplies, to the regulation of the flow to
market. In this many farm organizations have been of great service, not
only to their members, but to agriculture as a whole,

Feeding the market implies an even distribution throughout one season as
compared to another in order to avoid an over-supply on the market at one
time and an under-supply at another time. It also implies an effort to secure
favorable distribution between markets at the same time; to avoid gluts 4n
one market and scarcity in another. It is obvious that individual growers
cannot undertake this task alone. It is only when they combine into a large
group which controls a considerable volume of the product that they can
take advantage of those economies resulting from orderly marketing oper-
tions.

Many cooperative marketing associations expend large sums in telegraph
fees in order to keep in touch with supply and demand conditions in the large
markets throughout the country. Some maintain representatives in centra}
markets who act not only as salesmen but who keep headquarters informed at
all times upon the state of the market in their locality. This information per-
mits the association to regulate its shipments in a manner most advantageous:
to its grower members. It is only through a cooperative organization that in-~
dividual growers can join in setting up this sort of a service,

13



Extending the Market—This is closely associated with orderly marketing
and has reference to finding new markets and to inducing consumers to use
more of the product. In doing this the association may be engaged in orderly
marketing also. It may by these means work off what would otherwise be
burdening supplies. Extending the market often is a distinct part of an orderly
marketing program. The Danish farmers through their cooperatives went to
England for buyers for their butter, bacon, and .eggs. The Swiss dairymen
through their export association have gone to foreign lands for outlets for their
cheese. From a domestic standpoint, extending the use of a product generally
involves the generous use of printers’ ink. Effective advertising on a nation
wide scale involves large expenditures. This requires a volume of business
sufficiently large to permit the raising of considerable sums by a small deduc-
tion on each unit of the commodity sold or by devoting a small percentage of
sales receipts to advertising purposes. Another prerequisite to successful
advertising is a standardized commodity so marketed as to make its identity
known to the consumer. It is obvious that these requirements place this
activity beyond the realm of the individual grower. It calls for joint action on
the part of large numbers of growers through their marketing associations.

The American Cranberry Exchange has accomplished outstanding results
in extending its market by inducing people to eat cranberries at times other
than Thanksgiving, and with foods other than turkey. The Exchange has
made cranberries other than a holiday dish. It has prolonged the period of
consumption of fresh cranberries to all the winter months, and has brought
nbout the use of canned cranberries throughout the year. The almond growers
and the walnut growers have accomplished similar results through their co-
operative marketing associations.

Cooperation Improves Farmers’ Bargaining Power—The farmer, ordin-
arily, is not in position to know the value of his products. He does not have
time to study closely and appraise price making forces. Often he does not
know the grade of his commodity, and seldom does he know the relative values
of different grades. It is the business of the farmers’ selling agent—his coop-
erative—to keep informed on such matters,

While ordinarily an association cannot secure higher prices because of
monopoly control, it is, however, in position to keep informed in such a man-
ner as to be able to secure the best prices available. It is in much better
position than is the grower to take advantage of the “swings” of the market.
One of the most effective ways of influencing price by cooperation is through
the stimulation of competition. Often complaint is made that the cooperative
does not pay more than the private dealer. The real question is whether
the private dealer would pay as much as he does if it were not for the existence
of the cooperative. An illustration of the case in point is contained in the
following extract from a speech by Mr. C. B. Dennan, delivered when a mem-
ber of the Federal Farm Board.

“T have in my possession at the present time, and would be pleased
to show anyone of my audience, a facsimile of two checks issued by a
certain creamery company within 100 miles of St. Louis on October 20,
1931, where 27 cents a pound for butterfat in cream was paid at one town,
and 36 cents a pound by the same concern in a near-by town in the same
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community. It so happens, however, that a cooperative creamery is located
in the last-named town, and I will leave it for my audience to judge
whether or not it pays to cooperate in marketing your cream. Here's 9
' cents a pound difference in butterfat on the same day by the same concern,

and yet some people question the advisability of farmers cooperating to
sell their cream. . . .”

A cooperative may not always pay more, but in many cases, at least, the

| farmers receive a higher price than they would have received had there been
no concerted action on their part.

’ Volume alone attracts buyers. Add to this a reputation for reliability in
business dealings, throw in a good record for the maintenance of quality as

measured by recognized standards, these make for increased bargaining power,

This power is attainable by farmers through a cooperative marketing asso-

ciation. :

Financing—Lack of credit has always been a handicap to the individual
farmer as a class in attempting to hold his products for a more favorable
market. He seldom has the necessary funds, nor has he access, ordinarily, to
credit at favorable rates. The marketing association with its warehouse facil-
ities and marketing machinery is in a position to tap credit sources not avail-
able to the farmer as an individual producer. Through the establishment by
the federal government of the Intermediate Credit Banks, the Reconstruction
Finance Corporation, and the Federal Farm Board and its successor, the Bank
for Cooperatives, the agricultural marketing association is in a favored posi-
tion to borrow money at interest rates well below those of commercial banks
| for similar loans.

S SENES

Cooperation—A Spokesman for Organized Agriculture—Cooperative mar-
keting associations and their close allies, the general farm organizations such
as the Grange, the Farm Bureau Federation, and the Farmers’ Union furnish
a sounding board for reflecting farm opinion. They crystallize the thoughts of
the farmers on public questions affecting agricultural interests, They make
known to the public the views of their members. They act as a spokesman for
agriculture,

The National Cooperative Council with headquarters in Washington, D, C,
is supported and controlled by farmers’ marketing and purchasing associations,
This organization places before Congress, officials of the administration, and
the publie, its views on questions of national policy. The Wisconsin Council of
Agriculture composed of representatives of leading farm organizationg and
cooperative associations in the state, performs similar services for ‘Wisconsin
agriculture by presenting its views to the legislature, the state officers, and
the public, o,

Limitations of Agricultural Marketing. Associations

In all too many instances farmers are asked to support a cooperative move-
ment on the grounds that the association will be able to do such things as ‘“‘con-
trol price,” secure “cost of production,” or “eliminate the middleman.” These
aims attract the support of large numbers of farmers, Yet experience demon-
strates conclusively that successful cooperation is not founded on these ac-
complishments. Those members who join with such objects in view are likely to
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become dissatisfied and lose faith in the enterprise. In organizing an associa-
tion, it is better to promise too little rather than too much. An informed mem-
bership, as a general rule, is modest in its demands upon the association. An
uninformed membership is likely to expect the impossible. An analysis of the
nature of these promises explains the reasons why cooperative marketing
efforts are not designed to fulfill them,

Price Fixing—The power to fix prices is based upon two assumptions: (1)
a control of the greater portion of the supply, and (2) ability to induce the
consumer to buy at the price set. Only in exceptional instances has the coop-
erative command over either of these requirements. Few associations have
a monopoly control over the supply of the products which they handle. The
supply of farm products from the standpoint of its influence upon prices, con-
sists of (1) the amount offered for sale at a given time at a given price, (2)
the amount existing and available for sale at some price, and (3) the estimated
amount that may be produced in the relatively near future. It is difficult,
indeed, to control all the elements of supply. Even though a cooperative asso-
ciation were in position to command a controlling portion of the available
supply of a product, and set the price at levels satisfactory to the producers,
these attractive prices would induce members to increase their production.
They would create an incentive to non-members of the area to go into the
production of that commodity, and would encourage its production in non-
established areas. In this manner, price setting often creates the elements of
its own defeat. The cranberry growers, the walnut growers, and the almond
growers handle a major portion of the supplies of their product through their
own associations. In each case production is restricted to a limited area be-
cause of climatic and physical conditions. Yet if these associations were to fix
prices out of line with other agricultural commodities, and sell their outputs at
these higher prices, it is safe to say that the production areas would expand,
beyond the control of the associations.

Let it be assumed for the sake of argument that an association has a
monopoly control over supply. How far can it go in setting prices? It may
of course, set any price it chooses, but there is no assurance that consumers
will buy at the price fixed. The prices at which consumers will buy are de-
pendent upon a number of things such as, purchasing power which may de-
pend upon payrolls, which in turn may depend upon national prosperity; prices
of competing commodities; and the ease of substitution. The cooperative has
little or no control over any of these forces.

Some 15 years ago a campaign of national proportions was conducted in
organizing cooperative associations for the purpose of controlling sufficient
volume to dictate price. Below are extracts from a speech given by the leading
exponent of this philosophy.

“, . . Our Association sells prunes. Last July we made our so-called
opening price on prunes. There was a meeting there and fifteen people
present; thirteen of them were directors of the association, and the two
others were a stenographer and myself. I just sort of butted in because
I like to be there when they do exciting things. They were met to fix the
price of prunes. Did you notice what I said? I didn’t say they were to-
gether to accept the price which the Chicago Board of Trade or mll'{body
else in the world put on prunes. They were met there to fix the price of
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prunes. They knew they could do it, because they had absolute contracts
covering the better part, by far the greater part, of the prune crop of
the United States. . . .

“You_ get the picture, now of the thirteen directors sitting at that
table advising with their advertising experts, their sales experts and even
with a lawyer there, to be sure they are dead right, fixing a price on
production and handling it in just the same way the United States Steel
Corporation handles steel rails. . . .”8

Large associations were formed among wheat, cotton, and tobacco grow-
ers with price fixing as one of the major ends in view. It is sufficient to
cbserve that all these associations have failed, reorganized, or abandoned their
policies designed to control price.

Those who advocate that associations become price fixers overlook four
important essentials:

1. The difficulty of securing control through voluntary associations of the
bulk of the supply of any agricultural commodity.

2. The near impossibility of maintaining such control, because favorable
prices encourage new supplies in new areas,

3. The power of the consumer over prices. The horse may be led to
water, but he cannot always be induced to drink.

4. The ease of substituting food products, No successful method has been
devised for restraining the consumer from shifting her purchases from
one commodity to another,

The organized producer' has seldom been successful in setting price
through monopoly control, but he has made marked advances in stabilizing
prices through the regulation of the flow of commodities to market,

1 Cost of Production—Farmers for generations have demanded that they
! receive prices sufficient to cover the cost of production. This is a legitimate
demand. Yet the nature of the problem is not one that can be solved success-
' fully by cooperative marketing organizations, They may assist in seeuring
| greater returns to the farmers but they cannot guarantee that these returns
will equal production costs of all their members for these vary. The cost of
producing milk in Wisconsin may easily range from $1.00 to $4.00 per hun-
dred pounds. If the price were set on the basis of the average ($2.00) then
| goodly numbers would lose money. If it were set higher, say $8.50 per hundred-
! weight in order to cover the costs of most producers, it is likely that produc-
tion would increase to such an extent that milk would become a drug on the
market. Hence, a cost of production price like any other price set above
supply and demand levels cannot be maintained without machinery for the
control of production. '

A fixed cost-of-production price, like any other fixed price, must take into
account the willingness of the consumer to buy. It may be accurately estab-
lished, for instance, that it costs a majority of Wisconsin dairymen $3.00 per

3 , Aaron, Address given before Cooperative Grain Marketing Conference of all Farm
Organizations, Chicago, July 23 and 24, 1920. Printed by Tllinois Agricu'tural Association, Grain
Marketing Department.
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hundred pounds to produce milk. But tne consumer may not be willing to ﬂ
pay this price for enough milk to keep all the Wisconsin dairymen in the
business. Hence the price would have to be lowered or less milk marketed,

Cost of production is not an infallible index to value. The value of an
article or commodity is dependent quite as much upon the amount the con-
sumer is willing to pay for it as it ig upon the sum required to produce the
article. One may manufacture jumping-jacks at the cost of $1.00, but if buyers
are not willing to purchase at any price, their value is zero,

The ability to secure gz cost-of-production price is dependent upon the
ability to regulate production, and to induce consumers to buy at the price set,
The cooperative marketing association does not have control over either of
these essentials.

Eliminate the Middleman—This plea is generally based upon the assump-
tion that the profits of private dealers and handlers of farm products are suffi-
cient to support and justify an association, While the margin of profit real-
ized by private traders may contribute toward the savings of an association,
most successful marketing associations owe their success to thejr ability to
perform services more efficiently than the private dealer and to induce the
members to do for themselves things which others could not induce them to do.

The marketing of farm products requires the performance of certain
fanctions regardless of the one who performs them—g private agency or a
cooperative one. The most important of these are:

1. Assembling b. Storing !

2. Manufacturing and processing 6. Financing
3. Grading and standardizing 7. Selling
| | ol ‘ 4. Transporting 8. Bearing Risk
‘ r( M Associations may eliminate some middlemen by combining two or more
[ of these steps under its control, It does not eliminate the steps. Private busi-

,‘ | ization often buys direct from producers and manufactures and sells to the
f (I final consumer, thus Performing the services of the broker, commission mer-
chant, wholesaler, and retailer,

The cooperative marketing associations must not only discharge these
functions at costs which compare favorably with the charges of others for
| the same service, but must do them better and" supply them in more heaping
[ measure. The elimination of the middleman is not the important consider-

’ f (! i ation. Matters of real consequence are that the job be done better than it
‘ | ’ was being done formerly. The cooperative must do for jts members all that
’ rrivate initiative did for them, plus, Emphasis should be placed on the plus,

Purchasing Associations

;“ Consumer cooperation among urban buyers started as a means of acquir-
I ing control of production, The Rochdale weavers looked upon their store as a
{ mere beginning in a movement to give to workers the ownership and control

of the factories in which they worked. It was only by chance that they dis-
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covered a successful technique for a gigantic merchandising movement, Many
look upon cooperation among consumers as a basis for an economic state, They
see in it a national substitute for the profit system. It is to some a self-
contained economic philosophy.

The economic depression has given rise to increased interest in cooperation
on the part of consumer-buyers, Savings have assumed greater significance,
People seem to be more willing to do for themselves some of the things they
formerly were willing to pay others to do. This changed attitude promotes co-
operative purchasing, whether it be on the part of city consumers or farm
producers. There is little difference in the nature of the cooperative purchas-
ing activities of these two groups or the principles underlying them.

“Consumer cooperation” to many includes only the activities of the city
consumer. Yet fully three-fourths of all cooperative purchasing in the United
States is done by farmers as consumers. The farmer is not attempting by
this means to gain control of the processes of production. His aim is directed
toward exercising a voice in controlling, or at least influencing the process of
market distribution.

The more outstanding advantages resulting from the activities of coop-
erative purchasing associations are:

Self-Service at Lower Cost—The one who sells is employed by the mem-
ber-purchasers. They have a common interest—that of the buyer. Net savings
are returned to members in proportion to their purchases. Hence, the member-
purchaser is interested in returns in the form of savings, quite as much as he
is interested in the services which he may exact from the association. In order
to increase these savings, he is often willing, for example, to do his own deliv-
ering and pay cash at the time of purchase, thus eliminating two considerable
items of costs.

Elimination of Waste—Competition may promote efficiency, but at the
same time, it often involves expensive practices, such as two stores, the
patronage of which might well be handled with but small increases in over-
head costs by one. Other examples of duplication of effort could be cited in
large number: several milk wagons traveling the same street at about the
same time; trucks hauling partial loads of milk over the same rural highways;
several sales representatives covering the same territory selling the same
commodity; and expensive advertising designed to divert trade. Cooperation,
if sufficiently widespread, tends to eliminate much of the usual costs of com-
petition. It does not need to employ costly methods to attract trade. Savings
furnish much of the drawing power for the cooperative,

Reduction in Costs—Savings are returned to members, These savings are
made up in part by the elimination of expensive services, by the curtailment
of certain expenses inherent in competition and through the return of that
portion of handling margins which ordinarily go to profits in private business,

Selling Merchandise of Known Quality—Since the buyer is selling to
himself, there is no incentive whatever to conceal the true quality of the
goods handled. Consumers are not in position to recognize quality value in all
goods. They are often dependent for information upon the integrity of the

19

[




 seller, The cooperative purchasing organization is in position to render g
valuable service to its members by providing only goods of known quality and
good value. One farmers’ cooperative feed purchasing association in Wiscon-
sin has employed ag its manager one qualified to advise with farmer members

respect to the fertilizers required by their soils,

Cooperative purchasing associations are in a favored position to advise
their members from the standpoint of the quality and kinds of goods best
suited to their needs. Above all they should protect them against the pur-
chase of goods of doubtful value,

Credit Unions

The “Credit Union” is the application of cooperation to the task of pi'o-
viding short term credit at fair rates of interest. These associations are gen-
erally composed of persons who do not have established credit connections

arily open to the members as individuals,
The important services rendered by these cooperative banks are:

] Furnishes Short-Term Credit—It is estimated that at least four-fifths of
the adult population is without connections with banks of credit. These peo-

| association revert to the members in the form of dividends on their savings
| which furnish funds for lending.

Promotes Thrift—The Credit Union provides machinery for employing

ravings in small amounts for useful and remunerative purposes. This pro-

! [ | cess has a double beneficial effect. Remuneration for savings in small lots en-

[ [ i1 courages savings on the part of those who are most in need of saving, and find

’ i {Il ‘ it most difficult to practice. Savings in turn provide money to loan at lower
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- Union does just that for the member with respect to the use of money. It
teaches the member to save. It teaches him how to spend most effectively,
Loans are made for provident purposes only. The Credit Union is conducted
by the members. Their savings furnish a basis for the loans to members.
Earnings are returned to members, It is an organization conducted by and
for members. Its activity is the handling of money. Individual members par-
ticipate in this activity. This participation is an educationa] force.

Mutual Insurance

Cooperation among farmers for protection against loss from fire and
lightning is of long standing. Some associations also insure against wind
damage. Lower costs are the main incentive in this field. While it is difficult
Lo make exact comparisons between the rates charged by private commercial
companies, and farmers’ mutuals, it is safe to assert that the savings made
by the cooperatives are material, These savings are due, for the most part,
to reduced costs of operation. Most of these companies confine their activities
to a township or a county. The officers of the company know not only the
property insured, but in a majority of cases, they are acquainted with the
general reputation of its owner. This intimacy resulting from operations in
a restricted area, tends to eliminate the moral hazards connected with fire
insurance, and in addition places the cooperative companies in a favorable
rosition to reject unusual hazards to property which might be overlooked under
ordinary circumstances.

Supplementary Readings

Erdman, H. E. Possibilities and Limitations of Cooperative Marketing. Cir-
cular No. 298. College of Agriculture, University of California, Berkeley,
California.

Webb, Beatrice. The Discovery of the Consumer. The Cooperative League,
167 West 12th Street, New York City.
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III. THE EXTENT OF COOPERATION IN THE
UNITED STATES

OOPERATIVE buying and selling is carried on extens-
ively throughout the United States. More than 10,000
cooperative associations having 314 million members,
transacting more than 114 billion dollars worth of business
each year operate in the country. In Wisconsin 1,100 co-
operative associations are in business. These have nearly
200,000 members and transact business in excess of 73 mil-
lion dollars. Practically every conceivable agricultural
commodity is marketed somewhere in the United States on
a cooperative basis but the 'organizati_ons of the producers
of dairy products, grain, fruits and vegetables, livestock
and cotton products excel the number of organizations for
all other commodities. Along the Pacific coast, as well as
in the middle west, the greatest amount of cooperative
business is carried on.

IS COOPERATION something that exists largely in the minds of public
spirited promoters or is it embodied in widespread practice? According to
data published by the Farm Credit Administration there were around 10,700
farmers’ cooperative buying and selling associations in the United States in
1986. These reported having approximately 3,280,000 members. The number
of farms in the United States according to the federal census of 1935 was
€,812,049. Hence there was around one cooperative membership for every two
farms in the United States. Wisconsin had slightly less than 200,000 farms and
1,118 associations with 192,600 cooperative memberships among farmers. The
proportion of cooperative memberships for Wisconsin, nearly one cooperative
membership per farm, is double that for the United States as a whole,

But membership alone is not an accurate index for measuring the im-
portance of the movement. Volume of business is a more reliable guide,
These 10,700 associations did a business estimated at $1,630,000,000 or an
average of $225 for every farm in the United States. The volume of cooper-
ative buying and selling by farmers in Wisconsin for 1935 was $73,490,000.
This is an average of $367 per farm—no inconsiderable sum.

Cooperation in the United States and Wisconsin Compared—The figures in
Table I indicate that Wisconsin has one-tenth the cooperative associations,
eround one-seventeenth of the membershi » and transacts nearly one-twentieth of
the cooperative farm business of the United States. This means that relatively




more farmers in Wisconsin belong to business cooperatives than is the case,
en an average, throughout the United States, and that their associations al-
though more numerous are smaller both from the standpoint of number of
riembers and business transacted. The large number of relatively small

Millions of dollars

FIG. 3—VOLUME OF BUSINESS OF COOPERATIVE ASSOCIATIONS IN TEN
LEADING STATES, UNITED STATES, MARKETNG SEASON, 1934-1935

cheese factories, creameries, and supply purchasing associations explains the
situation. The comparatively large average amount of cooperative business
per farm in Wisconsin is significant.

TasLe 1—Number, Membership, and Volume of Business of Cooperative Associations,
United States and Wisconsin, Marketing Season, 1934-35

United States Wisconsin
Number of Associations number . 10,700 1,118
Membership
Total number 3,280,000 192,500
Average per association number 306 172
Volume of business
- Fotal dollars 1,530,000,000 73,490,000
Average per association dollars 143,000 65,700

Average per farm dollars 225 367

Extent of Cooperation in Certain States—The first ten states ranked in the
order of the amount of business transacted cooperatively with farmers during
the marketing season, 1984-35 are given in Table II.

One of the explanations for the widespread practice of cooperation among
farmers in Wisconsin is that the manufacture and sale of dairy products, es-
pecially cheese and butter, seem to be peculiarly well adapted to the cooper-
ative form of enterprise. In volume of business, dairy products lead all other
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groups of commodities both in Wisconsin and in the United States. Grains,
fruits and vegetables, and livestock also stand high among the commodities
handled cooperatively. It is interesting to note, however, that practically
every important agricultural commodity is handled cooperatively in some
section of the country.

TABLE IT—V olume of Business of Cooperative Associations in Ten
Leading States, United States, Marketing Season, 1934-35

State Volume of business
California $180,910,000
Illinois 141,700,000
New York 124,520,000
Minnesota 122,450,000
Iowa 106,830,000
Wisconsin 73,490,000
Ohio 63,980,000
Missouri 61,930,000
Nebraska 46,100,000
Michigan 42,050,000

Commodity Groups Cnpured—-Commodity groups are ranked according to
their importance in volume of sales in Table III,
| For Wisconsin, the commodities ranked in order of their volume of
‘, | sales are: Dairy products, Livestock, Grain, Fruits and Vegetables, Tobacco,
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| [ FIG. 4—COOPERATIVE SALE OF LIVESTOCK AT A CENTRAL MARKET,

At all of the leading livestock markets of the country, tive selling plays an impor-
tant part, From 5 to Jsg of the market receipts at leading markets are sold cooperatively,
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Wool and Mohair, and Poultry and Poultry Products. The value of dairy
products sold cooperatively in Wisconsin was three times the combined value of
the other six commodity groups listed.

Farmers in the United States during this period sold cooperatively $1,343,-
000,000 worth of products, and purchased cooperatively $187,000,000 worth of
supplies. In other words, farmers market cooperatively about seven times as
much as they buy cooperatively, measured in terms of value.

The average tends to minimize the extent of cooperation in the handling
of some commodities. For example, around 90% of the lemons and 84% of
the oranges in California are marketed by cooperative associations. Eighty-
seven per cent of the walnuts are hahdled in this manner. Two-thirds of the
creamery butter manufactured in Wisconsin comes from cooperative creamer-
ies, and two-thirds of the cranberries grown in the United States are marketed
hy a cooperative agency.

The cash income received by farmers from the sale of principal farm
products (94% of all products) for the marketing season of 1934-35 was
$5,864,460,000. During this same period, farmers marketed cooperatively, pro-
ducts valued at $1,343,000,000. These figures indicate that something like
one-fifth of the farm products of the United States are handled during some
stage of their marketing journey by cooperative associations. In Wisconsin
more than one-fourth of the farm products sold, from the standpoint of value,
pass through a cooperative organization.

Millions of dollare
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FIG. 5—VOLUME OF SALES OF COOPERATIVE ASSOCIATIONS BY COMMODITIES
UNITED STATES, MARKETNG SEASON, 1934-19.

Cooperative Purchasing of Farm and Household Supplies—Urban cooper-
ation extends to other varied enterprises such as stores, cafeterias, apartment
houses and manufacturing undertakings owned and operated by groups of
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workers. These movements in the United States are not so impressive as they
are in many foreign countries. The cooperative purchasing of household sup-
plies is most significant. When farm supplies are added and rural districts are
included, this phase of cooperation assumes healthy proportions,

ing $1,000,000 each. The largest of these is the Cooperative Grange League
Federation Exchange, Inc, which had farm supply sales totaling over $24,-
000,000 at wholesale and over $16,000,000 at retail. It operates in New York,
New Jersey, and northern Pennsylvania. The Eastern States Farmers’ Ex-
change is the second largest with a total sales of more than $12,000,000.
This organization operates in the New England States, Delaware, parts of
Pennsylvania, and Maryland. The National Cooperative, Inc. serves as a bar-
gaining agency for seven regional wholesale associations which operate in
20 midwest and western states. The combined purchases through this one
agency of its member associations totaled somewhat over $19,000,000, The
Fruit Growers Supply Company of Los Angeles, California had farm supply
sales at wholesale in excess of $7,600,000,

retail in Wisconsin in 1934 nearly $14,000,000 worth of goods and merchandise,
A detailed classification of these sales is contained in Table IV, page 33.

TABLE 10—V olume of Business of Cooperative Associations by
Commodities, United States, Marketing Season, 1934-35

Commodity Volume of business
Dollars per cent
Dairy products 440,000,000 28.8
Grain 315,000,000 20.6
Fruits and vegetables 200.000, 13.1
Livestock 175,000,000 11.4
Cotton and cotton products 100,000,000 6.5
Poultry and poultry products 53,000,000 3.5
Wool and mohair 15,700,000 1.0
Nuts 11,300,000 0.7
Tobacco 7,500,000 0.5
Forage crops 1,830,000 0.1
Miscellaneous sales 23,670,000 1.6
Miscellaneous buying 187,000,000 12.2
Total 1,530,000,000 100.0

Mutual Insurance—One important phase of farmers’ cooperative business
activities, not included in the foregoing figures of the Farm Credit Admin-
istration is that pertaining to mutual insurance. Farmers mutual fire insurance
companies represent one of the oldest forms of cooperation in the United
States. The United States Department of Agriculture reports 1,911 of these
companies in operation at the elose of the year 1926, They had 3,240,000
riembers or policy holders and $9,989,000,000 of insurance in force, which in-
creased to over $11,000,000,000 in 1935. The value of the property insured was
$12,040,000,000. At the present time—1985—it is estimated that around 559

of the insurable farm property in the United States is insured by farmers'
mutuals.
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Within recent years farm organizations have branched out in an extensive
manner in the field of automobile insurance.

Credit Unions—Cooperative credit as exemplified by the “credit union”
movement is of comparatively recent origin in the United States. Its growth
at the present time is so rapid as to make it difficult to give an accurate
statistical picture. The United States Department of Labor made a rather
exhaustive survey in 1933 and st that time there were something over 2,000
of these unions with nearly 360,000 members. The rate of growth is shown by
the announcement of the Credit Union National Association (CUNA) that
there were 4,300 associations with over a million members at the beginning
of 1936. During 1933, these 2,000 societies loaned in excess of $28,000,000 to
207,000 borrowers. In Wisconsin at the beginning of 1936 there were approx-
imately 400 of these associations,

Supplementary Readings

Elsworth, R. H. Statistics of Farmers’ Cooperative Business Organizations
1920-1935. Bulletin No. 6. Farm Credit Administration, Washington,
D. C.

Valgren, V. N. Developments and Problems in Farmers’ Mutual Fire In-
surance, Circular No, 64. United States Department of Agriculture, Wash-
ington, D, C.

Christensen, Chris L. Farmers’ Cooperative Associations in the United States,
1929, Circular No. 94, U.S.D.A., Washington, D. C., 1929.

27



IV. COOPERATIVE PURCHASING, INSURANCE AND
CREDIT ASSOCIATIONS

OME of the earliest cooperative effort among farmers
in this country was for the purpose of buying farm
supplies. Farm organizations for many years have

fostered this type of cooperative activity. In recent years
cooperative oil associations have sprung up in large numbers
in rural areas so that today there are probably more than
1,000 associations engaged in this type of business in the
United States. Cooperative grocery stores, of which there
are probably 500 in the United States, are also found prin-
cipally in the rural areas in the Great Lakes region. Whole-
sale purchasing associat.ons that supply local cooperatives
with farm supplies, groceries and petroleum products, also
operate in several sections of the country. It is estimated
that about 56% of farm property is insured by farmers’
mutual fire insurance companies. More than 5,000 credit
unions are serving members at the present time. The na-
tional farm loan associations and production credit assoc-
iations are also aiding farmers in their financing problems.

The earliest cooperative purchasing in the United States was probably
carried on by neighbors without any formal organization. Buying clubs, how-
ever, soon developed, but even these were usually loosely organized with little
or no capital stock, no buildings, and no equipment, Sometimes farmers’ clubs
served both as social and educational associations, and as buying clubs.

These buying clubs either developed into business organizations with
capital and facilities, employing personnel, giving regular service, or they
tended to fade out of the picture. Usually the clubs attempted to operate on
a very narrow gross margin. They made no provision for handling credit or
for taking care of unclaimed orders., All too often the local leaders in these
buying clubs furnished the money for the group purchases, and served with
little or no pay. It is natural that they sooner or later became discouraged.
The system demanded too great a sacrifice on the part of a few individuals.

Early general farm organizations in Wisconsin set up a number of buy-
ing clubs, practically all of which have gone out of existence. Many of these
clubs purchased car loads of sugar, flour or feed, but when prices dropped,
after orders were placed and before deliveries could be made, the patrons
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frequently refused to accept their orders, except at the lower current market
prices. This was a common occurrence following the world war. With little or
no capital or reserves these buying clubs were, of course, not able to meet
such financial distress. In fact, the losses on a single car load of flour or sugar
sometimes amounted to several hundred dollars.

General Farm Supply Associations—Most of the general farm supply
associations in the midwest were organized during 1910-1920. Some have had
outstanding successes, while probably one-third have failed. The extent to
which purchasing associations have developed in the United States and in
Wisconsin is presented in Chapter III. These data do not include the supplies
purchased by several thousand processing and marketing associations for
their own use.

Farm supply associations usually handle feeds, fertilizers, seeds, twine,
flour, salt, and sometimes hardware, machinery, and allied products. There
were in 1934 about 70 of these specialized associations in Wisconsin and
about an equal number of purchasing associations which handled, in addition
to the above items, substantial quantities of general store merchandise or pe-
troleum products. About 26 associations in the state, mostly creameries,
handled farm supplies as a side line.

Most of the local feed associations in Wisconsin in 1934 operated on a
margin of from 4 to 16 per cent of sales. This means that for each $1.00 a
patron pays for feed, the association has paid 84 to 96 cents for the product
and has taken 4 to 16 cents with which to pay operating expenses, interest on
stock and from which to set aside some reserve funds. Very few of the local
feed associations in the state have paid any patronage dividends. The more
efficient ones usually charge lower prices than the others and in that way
pass on the benefits of their efficiency to their patrons.

Many local feed associations have installed grinding and mixing machines
30 that farmers can bring their home grown grains to the supply association
to be ground or mixed with other feeds for dairy cattle or poultry. A small
charge is generally made for grinding and mixing, In some associations the
supply business grew from a side line to the major business of the associations,
This development has been common among grain elevator associations in those
states where the farming has changed from grain production to a more diversi-
fied agriculture. i

Cooperative Gasoline and 0Qil Associations—The midwest probably de-
veloped the first cooperative gasoline and oil distributing associations, Local
oil cooperatives were started in both Minnesota and in Wisconsin in 1921, but
the movement did not have much growth until about 1926. There are now
probably a thousand or more associations distributing petroleum products
cooperatively in the United States. They are located mainly in the midwest
and far western states. The Cooperative Division of the Farm Credit Admin-
istration reported that 644 associations handling petroleum products had total
sales at retail of nearly $32,000,000 in 1934, but these figures are admittedly
incomplete.

Cooperative oil associations in 1934 handled approximately 5% of the
total in shipments of gasoline into Wisconsin, 7% into Minnesota and 12%
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in North Dakota, In several counties within these three states the proportion
handled by cooperatives ranged from 20 to 650% of the total, Fifty-eight
county associations in Illinois made retail sales totaling over $8,000,000 in 1935,
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FIG. 6—THE BULK PLANT OF A LOCAL COOPERATIVE ASSOCTATION

Approximately a thousand local cooperative oil associations are operating in the United
States, primarily in rural communities, Wisconsin has about 100 local oil associations.

Cooperative oil associations are primarily farmers’ organizations with
only a few serving urban centers. This is natural for farmers use large
quantities of petroleum products for tractors and trucks in addition to that
used in automobiles. A large proportion of the sales are delivered direct
to the farms in tank trucks, Many of these associations operate both bulk
and service stations. Some of them make deliveries to independent curb pump
ond service stations whose operators either retail for the association on a
commission basis or purchase the products outright, The tank truck operators
usually make deliveries on a commission basis and furnish their own trucks,
the association furnishing the truck tanks. The capital requirements of a
typieal retail oil cooperative are therefore much less than if complete retail
service were provided and all plant and equipment were owned by the asso-
ciation,

Local price wars are sometimes a disturbing factor to oil cooperatives, as
well as to private oil companies. The oil cooperatives seldom lead in price
wars, since they generally have a policy of selling at prevailing or most com-
mon prices. Net savings after allowing for all operating expenses, including
1eserves and interest on capital stock, are distributed on a patronage basis.
This leaves little incentive for the cooperative to cut prices since the wider the
margins, the larger will be the patronage dividends and the better will be the
showing of the cooperative. Retail prices are less uniform for lubricating oil
than for gasoline and particularly when oil is sold in larger than quart or gal-
lon lots.

The patronage dividends of local oil cooperatives frequently range from
6 to 12 per cent of total sales. A few are above this and a few have operating
losses, The percentage of failures has probably not been over 5 per cent of
the total engaged in business operations, Cooperative o0il associations have
made their chief bid for patronage on their savings rather than on the basis
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of either superior service or quality of products, although quality is stressed
by many. .

Cooperative Grocery Stores—These have not developed to anything like
the extent they have in some foreign countries. Only a few hundred stores,
probably about 500, are owned and operated cooperatively in the United States,
They are most numerous in the midwest, and principally in the Great Lakes
region of Minnesota, Wisconsin, and Michigan. They are found primarily in
rural communities. A large percentage of their members and patrons are
farmers. In this respect the development is similar to that in Denmark where
over 90 per cent of the 1,800 cooperative stores are located in rural commun-
ities. This is in contrast with the cooperative store movement in England.
which has been largely an urban development among organized laborers,

The cooperative store movement in the United States dates back almost
a century, but the early associations are no longer operating, Even associa-
tions organized much later have had a high percentage of failures, For
example, two-thirds of the stores, for which information is available in Wis-
consin, have discontinued operations. The majority of the stores now oper-
ating in the midwest were apparently organized during the decade 1910 to
1920.

Many of these stores limit their business to staple goods. They do not
regularly carry fresh fruits and vegetables and many of them do not handle
fresh meats. On the other hand, a number of them handle substantial lines
of farm supplies, principally feeds, seeds, twine and miscellaneous hardware
products. Some do a small amount of retailing of gasoline, lubricating oil and
fuel. The Cloquet Cooperative Society with its main store at Cloquet, Minne-
sota, and with three branch stores in neighboring towns, is probably the
largest association of its kind in the United States, having had total sales of
over $750,000 in 1984, The oldest and the largest cooperative retail store in
Wisconsin is the Patrons’ Mercantile Company of Black Earth. It was or-
ganized in 1886 and reorganized in 1893. Its total sales were approximately
$200,000 in 1934. Another large local cooperative store association is the Wau-
kegan Trading Company at Waukegan, Illinois,

No doubt the extensive development of the chain store system has been
an important reason why the cooperative store system has not developed ex-
tensively in this country. Chain stores have brought about efficiency in distri-
bution and a collective buying power which has been difficult for the individual
store to meet. In England the uniting of cooperative stores came first and
they have very largely duplicated the chain store system of this country,

But the development of chain stores does not completely explain the slow
growth of cooperative stores in the United States, After all, chain grocery
stores have been developed mainly since 1920 and, therefore, cannot be blamed
for the cooperative store system not developing prior to that date, or even for
several years following it. Both farmers and laborers, as individuals, have
been interested more in earning a living than in effective buying. Incomes
and alternative opportunities have been sufficiently large so that it was not
necessary for the individual to buy as carefully in this country as in some
others. Possibly the lack of a definite consciousness of the similarity of in-

31



terest among people living in a given neighborhood has made such organization
difficult and frequently impossible.

The development of mail order stores and the parcel post system have
probably also been factors in the slow development of cooperative stores. The
cuoperative store associations themselves furnish in part an explanation for
their failure to develop extensively. Many have been loosely organized, not
well financed, poorly managed, and lacking distinctly in the operating and
business technique necessary for successful retail merchandising. The same
criticism may properly be applied to the great bulk of small private stores
and probably explains in part why there has been a large number of failures
among both cooperative and private retail establishments.

Regional and Wholesale Purchasing Associations—A number of regional
purchasing and marketing associations have developed sizeable businesses in
farm and household supplies during the past few years, mainly since 1920.
Some of these are mentioned in Chapter III, together with their approximate
annual volume of supply sales. The extent of large scale activities in cooper-
ative purchasing in the United States in selected areas is further indicated by
the fact that 92 associations did a combined supply business at wholesale or re-

TasLe v—Value of Supplies Handled at Retail by 271 Local
Cooperative Associations in Wisconsin, 1934%.

Associations Total Petro- General Hdwe,, mach. House-
supply _leum farm & bldg. hold Miscel-
Type No. es products supplies  supplies supplies laneous
thousand thousand  thousand thousand thousand  thousand
dollars dollars dollars dollars dollars dollars
2,931 2,880 a7 14
4,249 152 3,472 276 51 298
1,786 - 54 262 120 1,350 sidseses
4,521 1,393 2,559 351 28 190
427 52 281 60 11 23
13,914 4,531 6,611 807 1,440 525
Percentage of total 100 33 47 6 10 4

* From a study of cooperative purchasing associations in Wisconsin by the Department of Agri-
%::‘I:El Ecouumig. University of Wisconsin and the Cooperative Division, Farm Credit Administration,
gton, D, C.

TABLE V—Annual Sales of Supplies by Four Regional Cooperative Associations
Which Operated in Wisconsin, 1926-1935

Central Land O’Lakes Midland
Cooperative Creameries Wholesale
Year Wholesale Inc.* Cooperative
1926 $1,048,293 $1,671,000 | e
1927 1,255,676 1,520,000 269,862
1928 1,517,813 1,921,050 417,956
1929 1,755,627 2,175,440 448,012
1930 1,767,760 2,416,816 598,750
1931 1,509.752 2,019,760 615,387
1932 1,309,698 1,629,842 883,73
1933 1,383,290 1,682,115 1,073,566
1934 1,787,556 : 2,060,027 1,751,006
1935 2,185,245 4,028,086 2,235,185 2,394,772

* Includes sales of the creamery supply department and the feed department.
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FIG. 7—COOPERATIVE MERCANTILE STORE AT BRULE, WISCONSIN.

Cooperative stores are numercus in rural communities in northern Wisconsin, northeastern
Minnesota, and upper Michigan,

tail of $131,719,000 in 1934. Of this amount, over 989% was classed as farm
supplies and less than 2% as household supplies. Forty-six of these associa-
tions marketed $99,617,000 of farm products in addition to their supply busi-
ness,

Some of the regional supply associations are strictly wholesale agencies,
while others do a substantia] retai] business as well. Some associations have
been organized primarily to handle a single line of products, such as petroleum
products including gasoline, kerosene, distillate, lubrieating oils and greases,
The Midland Wholesale Cooperative and the Farmers Union Central Exchange,
Incated at Minneapolis and St. Paul, Minnesota, respectively, are examples of
this type. The Midland, which was organized in 1926, is the oldest cooperative
wholesale petroleum association in the United States. It serves local gasoline
and oil associations located primarily in Minnesotg and Wisconsin, The Cen-
tral Exchange likewise S€rves a number of locals in these two states, but in
addition has a large number of Farmers Union locals in North Dakota and
some in Montana, The Central Cooperative Wholesale of Superior, Wisconsin

United States which serves principally loca] cooperative stores. The size
and development of these three wholesale associations is indicated by their
annual sales in Table V. Their net earnings have usually ranged from one to
three per cent of their sales, .

Several large regional marketing associations have established supply
departments, One of these is the Land 0'Lakes Creameries, Inc., Minneapolis,
Minnesota, This association did a jobbing business in feeds totaling approxi-
mately $630,000 in 1934, In addition, it handled $1,430,000 of creamery equip-
ment and supplies,
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The development of cooperative wholesale purchasing associations is na-
tural in regions where there are many local cooperative purchasing associations.
If the local associations are to meet the competition of large scale private dis-
tributing agencies they need to combine their bargaining strength and gain
the advantages of large scale wholesale operations. Some of these whole-
sale agencies not only purchase for local associations, but aid them in their
organization, management, and operating problems, It is a common prac-
tice for these wholesale agencies to set up accounting systems and to pro-
vide auditing services for the use of the locals at nominal fees, Assistance
is also rendered in selecting and training employees for positions in local asso-
ciations. Most of the goods are handled on a brokerage or jobbing basis by
these wholesale cooperatives, Two of them, however, operate their own blend-
ing plants for lubricating oil. A small amount of manufacturing is done for
cooperatives under contract. Much of the merchandise when retailed is sold
under cooperative brands, The Central Cooperative Wholesale is reported to
be distributing over 200 products under the “Co-op” brand.

Mutual Fire Insurance

. Mutual associations in the field of insurance date back well over a cen-
tury in the United States. It is both an urban and rural development, Farm-
ers’ mutual fire insurance associations are, however, the most outstanding
example of cooperative effort in the field of insurance. Of all the farm prop-
erty in the United States that is insurable against fire it is estimated that
about 56 per cent is covered by farmers’ mutual fire insurance company asso-
ciations, the percentage being particularly high in the northeastern and mid-
western states. A considerable amount of farm property is also insured in
general mutual fire insurance companies that do both an urban and rural
business, Of the 1,900 farm fire insurance mutuals in operation in 1985, about
half had been in business for over a half century. Their total insurance in
force amounts to approximately twelve billion dollars,

There are several reasons for this extensive development, One is that
these associations were among the first insurance agencies in the field. Another
is that it is not necessary for a rural fire insurance association to cover a
large territory in order to operate efficiently or to spread its risks, In general,
the most efficient of the associations, both in terms of expenses and fire losses
per dollar of insurance, have been those covering a territory of six to ten
townships, Adequate distribution of risks is possible over a comparatively
small area since there is ordinarily little danger of fire spreading from one
farmstead to another. Even though most farmsteads do not have protection
from modern fire equipment, the fact that the buildings are usually a consider-
able distance apart tends to diminish the danger of heavy losses, even on a
single farmstead. &

These associations have usually had a low operating cost since the apprais-
ing and adjusting of losses are conveniently and successfully handled by farm-
ers who have personal knowledge of farm property values in the particular ter-
ritory in which they are operating. Large numbers of these associations have
operated for a total annual charge of from 10 to 20 cents per $100 of insur-
ance in force. The average in the north central states has been approximately
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23 cents. Moreover, these associations are directed by farmers whose primary

interest is in keeping the premium charges at a minimum, Sometimes this -

desire for low premiums has resulted in inadequate reserves, but in general the

service and the savings to members have been sufficient to develop general and
continued support,

Cooperative Credit

Cooperative organization in the field of credit is not a new development in
the United States, being popularly considered to have started with the passage
of the first state credit union act in Massachusetts in 1909, It was not until
about twenty years later, however, that the cooperative credit movement gained
much headway, A picture of cooperative credit in its present stage of develop-
ment calls for a description of government agencies extending credit to coop-
erative credit associations as well as of the credit associations themselves,
This is because of the close tie-up between the two.

Farm Credit Administration—This important agency was established by
the federal government in 1933 to develop a comprehensive system of agricul-
tural credit.

Twelve regions or districts covering the United States have been set up.
One district covers the states of Wisconsin, Michigan, Minnesota and North
Dakota, and the banks serving that district are located in St. Paul, Minnesota,
Each district has four credit units or banks extending credit as follows:

1. A Federal Land Bank which makes long term first mortgage loans on
farm real estate, Loans are made through national farm loan associations or
direct to farmers,

2. A Production Credit Corporation which extends eredit, ordinarily for
3 to 12 months, for farm production purposes, such as for the growing of crops
and raising of livestock. Loans are made through local production credit
associations,

8. A Bank for Cooperatives which makes loans to farmers’ cooperative
associations for plant and equipment and for general operating and marketing
purposes including what are known as facility, operating and commodity loans.

4. A Federal Intermediate Credit Bank which extends credit, usually for
8 months to 1 year, principally for financing the processing, handling and
marketing of farm products or for cooperative purchasing of farm supplies.
Loans are made by this bank to both private and cooperative companies for
marketing purposes, and to agricultural eredit institutions which make loans to
farmers to meet their seasonal agricultural and “intermediate” needs,

In addition to the four banks in each of the twelve districts there is a
Central Bank for Cooperatives at Washington, D. C. The district Banks for
Cooperatives extend loans primarily to local cooperative associations, while
the Central Bank for Cooperatives makes loans to regional or national asso-
ciations which are of such size and character as to make it impossible or un-
desirable that they be financed by district banks,

National Farm Loan Associations—These have probably extended much
more cooperative credit than any other type of credit associations in the United
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States. .In January, 1934 there were nearly 5,000 farm loan associations in
operation. Loans are made for the purchase of land for agricultural use, for
refinancing farm mortgages and for general agricultural purposes. Loans are
made on the basis of 50 per cent or less of the normal appraisal value of land,
plus 20 per cent of the value of the permanent insurable improvements thereon.
All loans are repaid on an amortized or gradual repayment plan extending to
a maximum of forty years. The usual term runs from 20 to 86 years. The in-
terest rates early in 1936 were 4 per cent per annum on ‘the unpaid part of
the loan. . e '; T

If a farm loan is made through a national farm loan association the bor-
rower must purchase stock in such association equal to 5 per cent of the loan.
This association in turn takes stock in the Federal'Land Bank for an equiv-
alent amount. The stock is retired at par upon full repayment- of the loan
if the capital of the association is not impaired. g

The capital of many of the national farm loan associations has been im-

paired during the depression and the loaning status of many of these associa-
tions is not clear at present, Because of this impairment of capital, numerous
loans are made direct to individual farmers by the Federal Land Bank rather
than through these local associations, Stock is then taken in the Federal
Land Bank.

Extensive efforts are being made to reorganize and consolidate many of
the farm loan associations and to place them on a more efficient and sounder
financial basis. If this plan is carried out the number will probably be reduced
from 5,000 to about 2,000 associations,

Production Credit Associations—On September 30, 1935 approximately 560
production credit associations were in operation in the United States under the
Federal Farm Credit Administration. Their combined membership on that
date”was fully 200,000 .and their loans for the fiscal year totaled about
$167,000,000. These associations are mainly county units composed of farmers
interested in short term credit for farm production purposes. The lending
funds are obtained from discounting the farmers’ notes with the Federal In-
termediate Credit Banks, one of which is located in St. Paul, Minnesota.

In order to borrow a farmer must become a member and purchase stock to
the extent of at least 5 per cent of his loan, The duration of a loan varies
according to the production and marketing period of the product for which
tlie loan is made, and in no case over two years. For example, crop loans are

. made for the crop producing season and up to the time of sale of the crop or

animal products therefrom. The interest rate has been low for this type of
loan—b per cent per annum since May 1934, The minimum loan is $60. Liens
on crops, livestock, or other personal property are usually required as security.

There is some question whether these associations, supervised and admin-
istered by a government agency, should be considered strictly cooperative.
They are included here because they possess important cooperative character-
istics, and are operated on plans designed to develop them into member
financed, controlled, and operated organizations,

Credit Unions—Of the 4,300 credit unions in operation in 41 states in the
United States early in 1936, approximately three-fourths were organized under
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FIG. 3—HEADQUARPERS OF THE CREDIT UNION NATIONAL ASSOCIATION—
RAIFFEISEN HOUSE—MADISON, WIS,
This is the headquarters building of more than 4,000 credit unions in the United States,

various state laws, mainly since 1929, and one-fourth under federal charters
during the latter part of 1934 and during 1935. Wisconsin had a total of 400
credit unions at the beginning of 1936, over 100 of which were organized in
1935. The Federal Credit Union Act was passed in June, 1934 and the admin-
istration of the act was placed in a credit union section of the Farm Credit
Administration.

Credit unions are found almost entirely—over 95 per cent—in the urban
centers, although the credit union laws are designed to promote their organ-
ization in rural as well as in urban communities. At the beginning of 1936,
81 credit unions were operating in Madison, Wisconsin, a city of about 60,000,
and 10 more credit unions were reported to be in process of organization in
that city. T

The membership of each credit union is usually confined to a limited
group who have a close bond of associations, such as to the employees of a
single factory, business or governmental unit, or to a professional or fraternal
group. Membership requires the ownership of one or more shares of common
stock usually of $5.00 par value. Additional funds are obtained as loans from
commercial banks. The credit union’s principal function is to provide personal
credit for its members and at the same time to provide a reasonably safe place
to invest small savings. These associations are accordingly called credit and
thrift associations. The loans are of a short term nature and are ordinarily
amortized over a period of a few months. Loans over $50 are generally se-
cured. The interest charge must usually not exceed one per cent per month
on unpaid balances.

The administrative cost and losses in a credit union are usually low
compared with private credit agencies extending personal credit. This comes
about through the very nature of the credit union, Its risks are of a preferred
character, since the group from which membership is admitted has already
gone through a process of selection. Personal acquaintance is also a valuable
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aid in determining the character of personal loans. Moreover, credit unions
find it comparatively easy to make collections, since the membership is re-
stricted and frequently paid from a single source. Often much of the work
in the operation of a credit union is carried on without pay by its officers.

Rather close governmental supervision is exercised through various state
banking departments, and by the Credit Union Division of the Farm Credit
Administration. These governmental agencies not only give general direction
and supervision to the methods of operation, but require periodic reports for
inspection and analysis—some quarterly, some semi-annually and some an-
nually. Audits are also required. This close supervision and direction of
each association’s policies and activities are in contrast with the much greater
freedom of action exercised by cooperative associations engaged in marketing
and purchasing, :

While the growth of these credit associations has been rapid and extensive,
both in number of members and volume of business, yet probably only about
6 per cent of the possible membership in these associations has actually been
organized. Nevertheless these credit unions are serving a general need in
extending personal credit, a type of credit which private agencies frequently
do not handle, or at least, not to the general satisfaction of the debtors and
the public,

Savings are realized by the borrowing members in no small part because
of the elimination of some special fees, and because interest is charged on only
unpaid balances rather than on the entire principal of each loan until it is
paid in full. :

Other Cooperative Credit—Cooperative marketing and purchasing asso-
ciations obtain and extend a large amount of credit, and in a sense, this may
properly be classed as cooperative credit, since the members are really bor-
rowing . cooperatively through these associations. The total volume of loans
made by the Central and District Banks for Cooperatives and by the Federal
Intermediate Credit Banks to marketing and purchasing association totaled
spproximately $125,000,000 during 1934, In addition, cooperative associations
borrowed large amounts from private sources,

There are no reliable figures on the total volume of credit extended by
cooperative purchasing and marketing associations to their patrons. Such
credit, however, runs into many millions of dollars for the United States. It
might be pointed out that if cooperative purchasing and marketing associa-
tions would be as careful in making sales on credit, and charge as high inter-
est rates as production credit associations or credit unions for comparable
loans, then no doubt their accounts receivable and their credit losses would
be greatly reduced. In fact, one of the objectives sometimes advanced by
credit unions is to replace installment buying.

Summary—Cooperative purchasing associations and mutual fire insurance
companies have been a development primarily among farmers, but credit
unions have found their main growth among urban groups. Production credit
associations and farm, loan associations are, of course, farmers' institutions.
It is not likely that farmers are more cooperative-minded than urban people,
but rather that cooperative action has been able to make for greater benefits




to the individuals in agriculture than in urban life. No doubt this is due to the
fact that the farmers have cooperated more in their production and business
dealings such as in selling farm products, purchasing farm supplies, develop-
ing credit for financing farm ownership and production, and providing mutual
insurance to cover farm equipment, crops and buildings., On the other hand,
cooperation among urban groups is more strictly for individual or family
purposes,
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V. COOPERATION IN GREAT BRITAIN

URING the Industrial Revolution, lack of organization
among the laboring classes forced workers into de-
grading poverty.

Robert Owen, the great social reformer, established
communal societies to improve working conditions and the
status of the laborer. A true philanthropist, he used his
fortune to establish experimental cooperative communities.

Owenite adherents, the Rochdale pioneers, opened 2
store which was the model and the impetus of a consumer
movement now known as one of the greatest cooperative
societies of the world.

The societies turned to manufacturing as well as collec-
tive purchasing, for one of the motives for organization was
to employ their own members.

Cooperatively owned and operated industries had been
the objective of the English workingmen long before actual
achievement. The purpose of the wholesale societies is to
integrate production and distribution from the raw material
stage to final sale.

Agricultural supply societies, arising mostly after 1900,
purchased necessary capital goods to carry on the ordinary
operations of the farm and prepare and sell products.

THE INDUSTRIAL revolution was a primary cause for the development
of cooperation in Great Britain. The introduction of machines such as the
gpinning jenny, the steam engine, power looms and others revolutionized in-
dustry causing the handicrafts and home industries to be supplemented by a
factory system centralizing production in urban areas. Capital investments in
factories and machines became the possessions of a few men who either were
induced or forced into a competitive race for profits on capital investments.
In the absence of adequate laws protecting the rights of the laboring people,
able-bodied workmen were thrown out of employment by the same machines
they had helped to create. In the reorganization of society, adjustments neces-
sary to meet new economic conditions were especially severe for that genera-
tion. Products of the new machines increased faster than markets could be
developed to absorb them. Costs of production were driven down by substitut-
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ing the labor of women and children for that of men. Due to lack of organiza-
tion, the English workingmen were powerless to prevent the machines they had
perfected from being used as instruments to enslave their women and children,
The intolerable working conditions of the earlier industrial factories, the long
working hours, and the incredibly low wages which characterized the early
industrial period resulted in forcing the laboring class down to a plane of life
that has often been described as poverty stricken, miserable, and degrading.

Inspirational Leadership—Robert Owen became a dominant figure in
1825-1850. He rose from the ranks to become one of the leading industrialists
of the times. The experiences of his youth convinced him that the deplorable
condition of the masses need not be inevitable, but a result of the prevailing
economic system. He was a man of great vision who demonstrated that his
theories could be put to practical use, He resolved to improve the lot of the
common people by gradually bettering their environment and making them
potential partners in the business enterprise he controlled. At New Lanark
he virtually established a garden city community and he developed service
institutions that were the pride of every resident. Factories were improved
with better lighting, sanitation and protective devices. Mr. Owen discovered
that his system not only improved the condition of the working people, but
that it also returned great profits to the owners of capital. Robert Owen was
one of the first men of his country to suggest labor regulations for women
and children and to advocate compulsory education for children under a given
age. His success as a manufacturer and organizer of industry attracted in-
ternational attention. Capitalists, tradesmen, and royalty paid him their re-
spects, and in many instances rival industrialists attempted to imitate his
methods.

The First Communal Societies—His sincere efforts for the promotion of
social reform was beyond reproach. The best proof is the fact that he will-
ingly used his fortune to establish experimental cooperative communities
designed to rehabilitate humanity. Owen decided to effect his ideas on virgin
soil; accordingly he chose America and the first Owenite Communal Society
was established at New Harmony, Indiana under Owen’s personal supervision.
The land in this community was to be held in common, the membership was
open to all who were willing to work; with their own hands the laborers were
to create the capital necessary to sustain and establish the community on a
self-sufficing basis. Their industries were patterned and adjusted to the type
of society they were forming. The products were to be shared among mem-
bers in proportion to the services rendered, skill of employment being con-
gidered. The New Harmony experiment succeeded while Owen remained in the
community, but it failed shortly after his departure. A number of similar
communities were organized throughout England but none of them resulted
in success.

Labor Exchanges—After these attempts, Owen made other plans of a less
ambitious character. He believed that the status of the working people might
be improved by eliminating profits in business. Accordingly he evolved a new
institution known as a labor exchange. The central idea was to make it pos-
sible for laborers to barter among themselves for articles they made. No
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money was required, for labor hours were to be classified and evaluated by the
extent of skill required to produce the article. Making allowances for these
differences, goods exchanged on an equal ratio, The labor exchanges failed
because the workers neglected to ascertain the exact character of demand.
The products which had a ready demand were drained out of the exchange
while goods possessing a doubtful use and exchange value cluttered their
warehouses,

The Rochdale Pioneers—In these various attempts at social reform Owen
attracted a great number of loyal followers and admirers throughout England,
Scotland, and the Continent. Some of the 28 original Rochdale pioneers identi-
fied themselves as his followers, Owen, however, was not-sympathetic toward
the organization of societies where the objectives were primarily limited to
business. When his followers met to consider the organization of the Equitable
Pioneers of Rochdale, they were guided by his philosophy of reform rather
than his methods of attaining an objective, The pioneers opened a store on
Toad Lane after nearly a year’s planning and self-denial in order to raise
the £28 of original capital. Their avowed purpose was:

“The objects of this society are to form arrangements for the pecun-
jary benefit and improvement of the social and domestic conditions of its
members, by raising a sufficient amount of capital, in shares of one pound
each, to bring into operation the following plans and arrangements.

“The establishment of a store for the sale of provisions, clothing, ete.

“The bnﬂdingl,)el?urchuing, or erecting of a number of houses in
which those members desiring to assist each other in improving their
social and domestic condition may reside.

“To commence the manufacture of such articles as the society may

determine upon, for the employment of such members as may be without
employment, or who may be suffering in consequence of repeated reduc-
tions in their wages.
j “Ag g further benefit and security to the members of this society the
society shall purchase or rent an estate or estates of land, which shall be
cultivated by the members who may be out of employment or whose labour
may be y remunerated.

" “That as soon as practicable this society shall proceed to arrange the
powers of production, distribution, education, and government; or in other
words, to establish a self-sugrorting home colony of united interests, or
assist other societies in establishing such colonies.

“That for the promotion of sobriety a temperance hotel be opened in
one of the society’s houses as soon as convenient,”4

Their modest enterprise was started on a December evening with a small
quantity of flour, sugar, butter, and oatmeal. Each of the 28 pioneers accepted
their -responsibilities according to their fitness and training, some acted as
clerks, others as buyers of provisions, some as bookkeepers, and two or three
leaders assumed the general supervision. After some months of precarious
operations it appeared that their scheme as a distributive system was prac-
tical and workable. They evolved definite principles of operation which later
became the model for similar societies throughout England.- When a sufficient
number of stores had been set up by workers in various parts of England
they were federated into a wholesale organization to obtain the apparent ad-

4 Twigg, H. J. The Economic Adyance of British Cooperation, 1913 to 1926. Cooperative Union
L., Holyouie ngse, Hanover Street, Manchester, England, Page 8.
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vantages of collective buying. The Consumer Wholesale Society of England
has grown from a little shop on Toad Lane into one of the greatest cooperative
societies in the world. The success of the English consumers’ movement has
spread its fame to all corners of the earth,

The flannel weavers of Rochdale and a number of similar groups of in-
dustrial workers in England had successfully worked together for eight years
before Parliament passed measures giving them protection under the law.
In the decade 1852-62 a considerable number of societies were formed in dif-
ferent parts of England, Wales, and Scotland. About this time the leaders
of the consumers’ cooperative movement recognized the advantages that might
be gained by making large purchases and otherwise coordinating the local
societies in the interests of their members.

After some years of deliberation, Parliament again favored the mutual
aid societies by giving them the right to federate the locals into larger or-
ganizations. In the same year, 1862, the famous Cooperative Wholesale So-
ciety Ltd. was formed. It began actual operations in March, 1863 in Man-
chester. In the years to follow the local societies formed federations in differ-
ent parts of the country. Notable among these were: the Cooperative Whole-
sale Society of Scotland organized at Glasgow (1869), the Wholesale Society
at Newcastle (1862), and the Central Cooperative Agency, West End, London
(1874). The last two became important branches of the Cooperative Wholesale
Society at Manchester shortly after their organization. In 1876 the Cooper-
ative Wholesale Society Bank was organized as a “Loan and Deposit De-
partment” to accomodate the members of the Society who wished to make
cr place loans.

The original intent in organizing the C.W.S. (a universally accepted ab-
breviation of the name Cooperative Wholesale Society, Ltd.) was for the
purpose of buying groceries for local cooperative societies, The savings made
in groceries, however, were so impressive that the local societies demanded
collective purchases of other necessities, “They had to turn to boots and
shoes, to draperies, and to furniture. There was no stopping. Boots somehow
led to blankets and blankets to bedsteads and bedsteads to brushes.” In time
the economies of making collective purchases were rather fully exploited and
attention was turned to the possibilities of manufacturing. This, at least, in
the minds of the members was not a difficult step to take as one of the primary
motives for organizing the original local societies was that of employing its
own members in the production of workers’ necessities. The C. W. S. has
steadily gained ground since 1862 a8 shown in Table VI.

Cooperation in Great Britain has influenced the development of the move-
ment in other countries, but more particularly in continental Europe. The
extent to which the cooperative scheme of organization has been adapted and
orderly arranged for industries is best shown by an outline description.

Fields of Cooperative Specialization

1. Consumers’ Retail Stores—The expansion beginning with ene store on
Toad Lane in Rochdale (1844) and growing to more than 1,200 retail distribu-
tive outlets and depots represents the phenominal rise of the consumer move-
ment throughout England, Wales and Scotland (1985). These stores are fed-
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TABLE vi—Progress of the C.W.S. 1865-19331

Number of
members
belonging to Number
shareholding Total Sales Net of
Year societies capital (wholesale) surplus workers
(pounds) (pounds) (pounds)
1865 24,005 7,182 l:"12().'1'54 1,858
1875 198,608 263,282 1,964,829 20,684
507,772 841,175 4,793,151 77,630 1,731
1895** 930,985 2,093,578 10,141,917 192,766 6,390
1905 1,635,527 4,398,933 20,785,469 304,568 14,156
1914 2,336,460 9,902,447 34,910,813 840, 23,211
1915 2,535,972 11,075,199 43,101,747 1,086,962 25,066
1920 3,341,411 27,844,322 105,439,628 64,210% 36,391
1925 3,778,659 45,369,050 76,585,764 1,053,504 34,908
1926 3,876,695 45,552,080 75,292,233 1,094,288 5,367
4,020,332 47,890,633 86,894,379 1,530,969 37,142
1928*** 4,454,793 53,431,067 87,294,025 1,379,672 39,392
1929 4,565,372 59,229,542 89,288,125 1,396,974 40,485
1930 4,884,090 66,517,146 85,313,018 1,344,218 41,205
1931 5,138,124 72 366,835 81,498,234 1,692,157 41,438
1932** 5,352,310 76,467,379 82,769,119 1,729,223 41,958
1933 5,488,364 84,019.417 82,120,864 1 413 838 44,191
*Loss **53 weeks  *** 55 weeks
In 1933, out of the 1,473,838 pounds amplus. 1,411,922 pounds were distributed as dividend on the
ﬁm:hun of retail societies from the C.W.S., mbers recewin; 4d, in and non-members 2d,
the pound and an additional dividend at’ hll! those rates on purchases of C.W.S. productions during

the latter the &
total salu of the C W.S. from the commencement of its operations to the end of 1933 amounted
to 1, 9&0 777,296 pounds.
e total surplus w;ruing in these years was 22,363,902 pounds,
'Duling George “Told in Brief—The History and f’urpose of the Cooperative Wholesale Society,
Ltd.” Publicily Dept., C.W.5.,, Manchester, England. Page 33.

erated into the Cooperative Wholesale Society of England and Wales (C.W.S8.)
and the Scottish Cooperative Wholesale Society of Scotland (S.C.W.S.). Local
stores supplied by the two great wholesale organizations can provide every-
thing needed in the home. About 130,000 workers are employed in the retail
division of the society. In 1934 the total membership in the C.W.S. and
S.C.W.S. exceeded seven million. Total retail sales approached the 500 mil-
lion dollar mark. The combined capital investment exceeds 400 million dollars
and the net surplus is about seven million dollars. During the past five years
there has been a trend toward consolidation of the smaller retail outlets into
larger and more efficient stores. This accounts for a decrease of 100 stores
since 1930.

2. Industrial Cooperative Production—Cooperatively owned and operated
industries had been the objective of the English workingmen for a century be-
fore it was definitely achieved., The gradual expansion of the C.W.S. in the
retail distributive field and finally into manufacturing rescued the idea and
made it a reality only after many unsuccessful isolated attempts. The pur-
pose of the C.W.S, and the S.C.W.S. is to integrate production and distribution
through the various stages from raw material to the final sale of the finished
goods. To this end they have established about 150 factories throughout
England, Scotland and Wales, More than 70 thousand workers are engaged
in manufacturing or providing services to the members of the society.

“The varied character of the factories is astonishing. Biscuits and
cakes are produced at Crumpsall and Cardiff; preserves of all kinds at

Middleton, Clayton, Reading and Acton; marg-nrine at Higher Irlam;
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butter and cheese at Brislington, London, and Cardiff; lard at West Hartle-
pool and Higher Irlam; tobacco at Manchester; soap and candles at Irlam,
Dunston, and Silvertown; flour at Manchester, Oldham, Sowerby Bridge,
Hull, Avonmouth, Dunston, Silvertown; provender and cattle cakes at
Slaithwaite and Liverpool.

“In addition to food and groceries, the C.W.S. has several factories
for drapery goods. There are woolen mills in Yorkshire and Devonshire
and cotton mills in Lancashire. Clothing is made at Manchester, Pelaw,
Bristol, Leeds, London, and other centers; hosiery is manufactured at
Huthwmte, corsets at Desborough and Kettenng, underclothing and
shirts are made at Manchester, Sheffield, Pelaw, and Cardiff.”®

In addition to these items the C.W.S. operates 10 boot and shoe factories
making nearly four million pairs annually. There are other factories mak-
ing furniture, aluminum ware, cutlery, cycles, ropes, twine, saddlery, soap,
candles, starch, umbrellas, vehicles and many other things,

Sales of the C.W.S. are restricted to cooperative societies, Consequently
its factories are operated for the exclusive trade of its members. About
37% of the merchandise handled by the C.W.S, originates in its own factories,
It buys from and sells to cooperative societies in 28 countries. This trade
requires large departments specialized in trading on an import and export
basis with countries in all parts of the world.

3. Cooperative Insurance at an Early Date—The English cooperatives rec-
ognized the economies of spreading their risks in business. The local cooper-
ative stores formed their own insurance society in 1867. The cooperative in-
surance society continued an independent existence for 47 years but in 1913
the society was more closely coordinated with the activities of the C.W.S. and
the S.C.W.S. by beginning operations as a joint insurance cooperative for the
two large wholesale organizations, The cooperative insurance society has
been eminently successful, especially during the past 156 or 20 years. Prac-
tically every risk in the tonduct of business through the cooperative distribu-
tive society is centralized in the insurance department, The assets of the de-
partment exceed $90,000,000 and a staff of 12,000 employees is engaged in
administering and caring for the details of the business.

4. Cooperative Banking-—Due to the policy of maintaining prices and pay-
ing dividends periodically the C.W.S. was obliged to provide the services of a
bank because many of its patrons entrusted to the Society for security the
care of their savings and accumulated interest on investments, The bank
opened as a loan and deposit department until the statutes permitted its
organization as a bank under the direction of the C.W.S. administration.
Today the English Cooperative Wholesale Society, Ltd., Banking Department
has over 65,000 accounts and about $350,000,000 in total assets.

5. Cooperative Services—The C.W.S. is devoted to the principle of render-
ing efficient service to its members and maintains many departments to render
cumpetent services to the organization and to its members, Chief among the
departments are:

a. Architect’s department which designs and prepares plans for stores,
warehouses and administrative offices.

'sDn;lIng, George. “The C.W.S. of Today.” Published by the C.W.S., Manchester, England,
, 9.
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b. Building department carries through the construction of offices, shops,
factories, warehouses, dairies, bakeries and other buildings,

¢. The legal department maintains a staff of solicitors and clerks to ade-
quately protect the interests of the society.

d. Chemical research department examines the quality of consumer whole-
sale society factory products and gives considerable assistance to the
purchasing department in buying merchandise not manufactured by
the society.

e. Additional services are performed for members in some localities by a
dental association which offers excellent services from a group of
qualified dentists in the employment of the C.W.S.

f. Federated laundries. Under the inspiration of the C.W.S. a number of
local organizations have sprung up for the purpose of doing the
laundering for members.

g. Funeral furnishing federations. Members of the C.W.S. may conduct
their funerals on a cooperative basis, :

A number of other services are available for the purpose of distributing
coal, transporting and shipping, printing, engineering, travel and excursions,
garage service, and entertainment,

In different parts of England the C.W.S, maintains several farms and es-
tates totaling 26,000 acres. These farms provide labor for employees who
night otherwise be retired without adequate means of support, a place of rest
and recreation for workers on leave, and convalescing stations for those dis-
abled in service.

It is of interest to note that over 85 million gallons of milk are received
at 18 depots and distributed by the C.W.S. to its members in different urban
areas,
These two great societies (C.W.S. and S.C.W.8.) jointly own tea planta-
tions in Ceylon and India aggregating 8,000 acres.

Agricultural Supply Societies—In Great Britain cooperation in agricul-
ture was tardy in its development and few organizations existed before 1900.
Farmers, small holders and others engaged in general agricultural production
formed innumerable cooperatives. The main purposes of their organization
are to purchase necessary capital goods to carry on the ordinary operations of
the farm and to prepare and sell products,

The autonomous production societies sell about $25,000,000 to $30,000,000
of produce annually to the consumer wholesale societies, This constitutes a
large proportion of that sold through the agricultural societies. It is to be
noted that the relationship between the agricultural organizations and the
consumer societies is a reciprocal arrangement in that a large percentage of
the farmers are members of the consumer stores through which they buy
their home necessities and sell their surplus agricultural products,

The whole cooperative structure of Great Britain is highly integrated
and recently the main emphasis has been on the expansion of trade in all
avenues of commerce essential to English life,
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Cooperation in Ireland—No treatment of cooperation in Great Britain
would be complete without some mention of its development in Ireland, Cooper-
ation developed much later in Ireland than in England. It emerged through a
peaceful agrarian revolution in which the main objective was that of gaining
ownership of the agricultural lands and improving the status of the peasant
tenants. Sir Horace Plunkett, R. A. Anderson, and George W. Russell (A.E.)
assumed the leadership in establishing cooperative production societies in
Ireland. In the early twenties there were as many as 1,100 cooperative societies
in Ireland of which 350 were cooperative creameries. In addition to the
creameries, there were some egg gathering societies, flax socities, bacon
plants, general agricultural supply organizations and rural credit associations.
The larger portion of the agricultural societies are federated into the Irish
Agricultural Organization Societies (I.A.0.S.). This overhead organization
attempts to coordinate the efforts of the various local associations in the
dissemination of information, directing legislation and otherwise aiding and
fostering the development of the movement.

Supplementary Readings

Review of International Cooperation, December, 1935, Published by the Inter-
national Cooperative Alliance, Orchard House, 14 Great Smith Street, Lon-
don S. W. 1, England.

Darling, George. “The C.W.S. of Today.” Cooperative Wholesale Society,
Ltd., Publicity Department, Manchester, England.

Darling, George. “Told In Brief—the History and Purpose of the Cooperative
Wholesale Society, Ltd.” Cooperative Wholesale Society, Ltd., Publicity
Department, Manchester, England.
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VI. COOPERATION IN DENMARK

HE DANISH FARMER is cooperatively minded. He
not only sells his farm produce cooperatively but he
buys much of his farm supplies and household needs

in the same manner. The outstanding success which the
Danes have had in placing their butter, bacon and eggs on
the highly competitive markets of the world is testimony of
the soundness of the cooperative business methods which
have been followed. The spirit of cooperation is promoted by
the Danish folk schools which are a strong educational force
throughout the country. Scientific methods together with
good organization in agriculture have been fostered by farm-
ers so that a high degree of standardization as well as effi-
ciency in the production and marketing of dairy products,
bacon and eggs has been achieved.

DENMARK has been an agricultural country since early days. Even in
the Viking period the Dane was a farmer. Here is an old civilization whose
people have wrestled with the soil for centuries. Industrial development has
been restricted by absence of coal, iron and other mineral resources.

One hundred years ago Denmark was a country devastated by war and
handicapped by her unscientific agricultural production. The big banks and
business houses of Copenhagen were bankrupt in 1818. Agriculture had fallen
to a low ebb. The lack of improved methods in agriculture because of the lack
of human interest, and the time-worn custom of grain production virtually
exhausted the soil. Farming was unprofitable and national prosperity was
declining.

Fortunately, at this point Denmark took stock of her social and economic
problems, She set herself to regenerate her land and her people.

Rising from a depressed state of peasant agriculture, a condition of
poverty and chaos that threatened the national welfare and prosperity, Den-
mark today stands as one of the foremost agricultural nations of the world.

Today Denmark is a country of landowning farmers. While there are about
205,000 farmers in Denmark, the middle-sized family type farms which num-
ber nearly 100,000 range in size from 25 to 148 acres, and constitute about 66%
of the total agricultural area. The average is 36 to 50 acres per farm. Large
sized farms are continually decreasing in number while small farms are
increasing both in number and size.
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Danish Folk Schools—The Danish system of rural education, particularly
the rural Folk Schools, have contributed richly to Denmark’s agricultural pro-

lightened farm population,

Education has almost become g passion with the rura] people of Den-
mark, It is this eagerness among the masses of farm people to understand
the technical, economiec and social problems of farming and rural living and to

make use of scientifie knowledge that has made Danish butter, bacon and
eggs famous.

Grundtvig (1783-1872), who worked in the middle of the ]ast century, aroused
the farm people of Denmark to a frame of mind which started them to make
agricultural life, in its truest sense, profitable in Denmark, Moreover, his
work did not bring forth fruit in a day or a year but only after many years
of education, cultivation and inspiration of the minds of rura] people,

Denmark with a home-grown trained leadership of open minded disciples who
have dareq to try new methods, Rural people have discovered ang developed
their own capacities and strength,

This education among the young people has helped farm people to rec-
ognize the opportunitieg before them. It has helped them to realize that they
must help themselves, that they must trust each other and work together, It
has helped them to realize that only a high grade product wil] continuously
command a good market, :

The Folk Schools brought the suspicious, individualistie country people
together in a homelike atmosphere where they came to know each other and
trustfully to work together. It opened their minds to new worlds outside their
experience. There developed a mutua] sentiment, which is nothing more nor
less than a willingness to think together, work together, play together—in
short, to cooperate. This philosophy toward rural life and the educationa] pro-

- cess has been the greatest single factor in the development of the cooperative
movement in Denmark,

Danish Farmers Use Cooperation in Many Ways—Danish farmers are up-
doubtedly the most highly organized group of agricultura] producers in the
world. They have organized their agriculture ag thoroughly ag businessmen
have organized industry and commerce. In their cooperative creameries, live-
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ative creamery, a cooperative bacon factory (packing plant), a cooperative egg
marketing association, a cooperative buying association for the purchasing
of his feeds and fertilizers, a cooperative credit association, a cooperative
store, a cooperative fire insurance society, and he will likely be a member of a
cooperative bull club and stallion club and a cow testing association. In fact,
he uses the cooperative form of organization in working with his neighboring
farmers in many if not most of his farm activities.

Cooperation Started in 1851—The earliest form of cooperation among
farmers in Denmark dates back to 1851, with the formation of the first credit
sssociations which lent money on farm mortgages. Since the abolition of
serfdom in Denmark at the close of the eighteenth century the national pol-
jey has been to make the farmers proprietors of the soil. The intent of the
government has been to develop a farm population of land-owners. The Dan-
ish system of long term mortgage credit supplied through credit associations,
has aided greatly in making Denmark a nation of farm proprietors.

The Danish credit associdtions are a modified type of the Prussian “Land-
schaften.” They are not regular banking institutions, nor do they supply mem-
bers with personal credit. The association is non-profit and voluntary, and
the membership consists of borrowers seeking individual loans against first
mortgages on their real estate. The association brings together the borrower
with real property as security, who seeks a long-term loan at low rates of
interest, and the lender who seeks a safe investment yielding a fair return.
As regards the creditors, risk is greatly reduced, because of the principle of
joint liability.

No person becomes a member in a credit association until he has received
a loan from an association against the first mortgage of his real property.
According to the Danish law of 1850, the farm-land loans granted by a credit
association can not exceed 60 per cent of the amount at which the property is
valued. The loans usually do not exceed 50 per cent of the value.

The loans granted by the credit associations bear a low rate of interest
end run for a term of 45 to 60 years. The borrower pays the association a
fixed semi-yearly installment and this covers the interest and repays the prin-
cipal, on the amortization plan, during the term of the loan.

The Federal Land Banks in the United States with their Farm Loan asso-
ciations are patterned on this cooperative credit system which has been so
extensively and successfully developed among Danish farmers,

The cooperative principle is also used by farmers in the establishment and
operation of savings institutions and cooperative rural banks which supply
farmers with their short time credit needed for production purposes.

Cooperative Stores—In the early fifties several attempts at cooperative
buying and distribution of household goods were launched at different times
among the laboring people in Copenhagen. It remained, however, for rural
people to establish the present cooperative consumers’ store movement in Den-
mark which dates back to 1866 when the first cooperative consumers’ store was
established in a small rural community in Thisted. The cooperative consumers’
store movement in Denmark is unique in that it is a rural movement and at
the same time has effected a larger proportional development than similar



movements in any other country, According to statistics for 1921, 11.17 per
cent of the population in Denmark held membership in the cooperative stores
s against 9.86 per cent in Finland and 9.48 in England and Scotland, the
birth place of the cooperative stores,

In 1932 there were 1,816 cooperative consumers’ societies with 320,000
members. Of this number 1,722 societies, with 294,000 members, or 92 per
cent of the total membership, was in the rural communities. These 1,815 co-
operative consumers’ store societies embrace approximately 42 per cent of
Denmark’s households,

Cooperation Among Dairy Farmers—The present system of cooperative
raarketing among farmers in Denmark started in 1882, Before the adoption of
cooperative marketing, Danish butter was sent to Great Britain, the principal
market, in lots in which were hundreds of batches of ungraded butter. The
Danish farmer found that to place a product successfully on a large market
the product should appear in large quantities and be of uniform grade and
quality. "

The marketing problem confronting the average Danish farmer in the
seventies and early eighties is well illustrated by the experience of a small
farmer on the Jutland, Peninsula with a herd of six cows. He sent his butter
to a large Butter Exposition in London and won the first prize. But this recog-
nition on the world butter market did not give him a higher price for his
small weekly butter production. Like many other individual farmers who sent
only small amounts, he did not receive the top price, regardless of the fact
that he was selling a premium quality butter. His butter was bought by the
local storekeeper and later sent to Great Britain by the exporter in large lots
in which there were hundreds of batches of ungraded butter, with the result
that the farmer who produced a premium quality butter was not paid a
premium price but a flat price based on the average market price for these
lots of ungraded batches of good and poor butter.

While it is true that many farmers then produced a high grade butter, it
is equally true that it was not practical for them to attempt to market individ-
ually their small lots on the British markets. The English trade not only
wanted shipments of butter in large quantities, but they offered higher prices
for shipments that were graded.

This was a marketing situation that no one but the producer could properly
correct, Its solution involved changes in production, assembling and manu-
facturing practices.

The problem of supplying a lot of quality butter of a standard grade had
to be solved by beginning at the point of production. This the Danish farm-
ers did by the establishment of the cooperative creameries through the agri-
cultural districts, where the entire milk production of the community is as-
sembled and manufactured into a standardized quality product so it can be
properly merchandised.

The first cooperative creamery in Denmark was founded in 1882. It was
established on a sound economic basis and effected some distinet improve-
ments, such as the assembling and manufacturing of a quality product stand-
ardized as to grade and pack at the point of production. This made it possi-
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ble not only to carry the butter to the consumer at lower cost, but in meeting
market requirements it brought the farmer a higher price.

The first cooperative creameries met with great success. They were or-
ganized on sound principles of cooperation and were well financed and effi-
ciently operated. News of the success and popularity of the first cooperative
creamery soon spread to all the rural sections of Denmark. Its economic
benefits were realized immediately by farmers. Many new cooperative cream-
eries were built. The movement enjoyed a spontaneous and most remarkable
growth the first ten years. The local cooperative creamery is an established
part of every rural community. In 1932 there were 1,402 cooperative cream-
eries in Denmark and it is estimated that about 90 per cent of all of the
dairy farmers in Denmark were delivering their milk to cooperative creameries,
The average cooperative creamery has a membership of about 150 farmers
and receives the milk from about 1,200 cows.

Dairymen belonging to these cooperative creameries early recognized |
the importance of extending their cooperative effort to the manufacture of
a quality butter of uniform grade. They were not satisfied to have quality
Lutter in one cooperative creamery but they also recognized the desirability
of having all the cooperative creameries manufacture a quality butter of uni-
form grade., This made possible the merchandising of* the butter from all of
the cooperative plants under oneé label or trade mark known as the “Lur
Brand.” As early as the nineties, Danish farmers began a voluntary move-
ment to have the Danish creameries use this common trade mark, and by
legislation enacted in 1906 and amended in 1911 “Lur Brand” has become the
national trade mark on all export Danish butter,

When each creamery registers with the government for the use of this
common trade mark, it is given a number which is a part of its “Lur Brand”
mark, With the registered number of the creamery that manufactured and
packed the butter stamped on each cask, the Danish butter on the retailer's
counter in England can be traced back to its producer, According to Danish
law, the “Lur Brand” guarantees the butter to be manufactured from cream
or milk of a certain standard and handled according to certain specifications.
The creameries using the “Lur Brand” are supervised by government dairy
experts. Upon the request from the experiment laboratory authorities, either
by letter or telegram, without any advance notice, a creamery is obliged to
forward immediately a cask of the day’s butter production. If at any time,
the official judgings show that the butter manufactured in a certain creamery
is below the standard requirements, that creamery loses the “Lur Brand”
privilege. This restricts its butter to home consumption until the standard has
been raised to satisfy the requirements.

The dairy farmers and their cooperative creameries further recognized
that they would have to take the responsibility in marketing their products
if they were to get the benefits of a quality product of a uniform grade
which could be merchandised under the common trade mark “Lur Brand”,
which would regularly assure consumers of a quality product. Consequently
the Danish farmers took a second step in cooperation. They organized their
local cooperative creameries into federations, or central selling organizations,
for the purpose of shipping and merchandising their butter to the retail stores
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in England and other countries. The first federated selling agency of these co-
operative creameries was organized in 1889 but it failed in 1909 through in-
efficient management and an organization plan that was not truly cooperative.
Rut this did not deter the Danish farmers from again organizing a federation
for the cooperative selling of their butter; and this time they saw that it was
organized on a truly cooperative basis and secured competent management.
Today a large part of the butter from the 1,402 cooperative creameries in
Denmark is marketed cooperatively through federations owned and controlled
by farmers through their cooperative creameries. The cooperative assembling,
manufacturing and merchandising of dairy products in Denmark has not only
resulted in the dairymen becoming acquainted with the particular tastes and
demands of the distant consumer, but Danish farmers have also adjusted their
supply as well as grade and quality to meet consumer demands. For instance,
after cooperative marketing had won the interest of dairy farmers in the
eighties, they soon recognized the future economies that might be realized by
having a steady flow of dairy products go to market the year round. This may
sound academic to American farmers, but nevertheless cooperation has in-
fluenced Danish farmers to adjust production to meet consumer demands as to
regularity of supply throughout the year. They did this by developing winter
dairying. To do this meant a radieal change in the management of their crops
as well as of the dairy herd. More attention was given to the production of
roots, such as mangels and swedes and the importation of grains and oil cake
for winter feeding,

Cooperative Swine Packing Plants—The swine industry ranks next in im-
portance to the dairy industry in Danish agriculture, Hog production has
become an important part of Danish agriculture as a result of the develop-
ment of dairying which makes available large quantities of skimmilk for feed-
ing pigs. This is supplemented by the importation of some grains for feeding.

The supply of skimmilk returned to the farm is uniform throughout the
year because of uniform milk production and this in turn has resulted in uni-
form bacon production. In order to provide the greatest economy in the util-
ization of this skimmilk the farmer has adjusted his pig breeding with the
same regulation as is found in the dairy industry. This dependability in the
regularity of supply of Danish bacon in the British markets, as well as
standardization and quality, is fundamental in the explanation of the premium
prices for Danish bacon and the enviable position Danish products enjoy with
British consumers.

One of the outstanding features in the cooperative development in Danish
agriculture is the close hook-up between marketing and production of farm
products, There is perhaps no phase of Danish cooperative agriculture where
this relationship between marketing and production is clearer than in the
swine industry.

Danish farmers have found that in order to put the best bacon on the
world’s markets and get premium prices, they must have something more than
scientific treatment in the packing plants. Consequently, Danish farmers pro-
ceed on the theory that to produce and put into the market good bacon they
must go back to the pig and induce the farmer to breed and feed a pig that
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will produce bacon and pork products of a quality and type preferred by the
British consumer.

Until the eighties Germany had provided a market for the lard type
of hog but the protective tariff policies of Germany, begun in 1879, closed this
outlet. At about the same time an urgent demand for a high grade bacon de-
veloped in England. The Danes set about to meet this demand. Now, to get on
the English market, the Danes were forced to take their pigs to Hamburg
and the pigs were slaughtered there and the bacon shipped to England. The
shipping of pigs, sometimes great distances to the packing plants in Hamburg,
was not satisfactory. Transportation costs were high together with wide mar-
gins asked by local buyers. At the same time, the private packing plants ex-
perienced great difficulty in getting a sufficient number of pigs of the bacon
type to operate with a satisfactory degree of economy to produce the products
efficiently. )

FIG. 9—COOPERATIVE HOG SLAUGHTERING AND BACON PACKING PLANT
AT KJOGE, DENMARK
“Lur” brand bacon ared in comr:tive plants such as the above is known particularly

:l:llmin Danish and English markets, t 85% of Danish hogs are slaughtered in cooperative
8,

In meeting this problem the Danish farmer again relied upon the prin-
ciple of cooperative organization. In 1887, twelve hundred and eighteen farm-
ers in the vicinity of Horsens, Denmark, organized the first cooperative swine
packing plant association. Twenty-four thousand pigs were slaughtered in
the first year. In 1916, after 28 years of successful operation, the plant was
rebuilt and now has a capacity of 8,000 pigs per week, slaughtering between
80,000 and 90,000 annually. The members are under a contract agreement
which includes two essential features: (1) The members are bound to deliver
their pigs to the plant for seven years and (2) they are jointly liable for loans
made by the association to provide for the plant and operating capital.

In 1890 there were ten cooperative swine packing plants. Several of
these early plants experienced considerable difficulty, largely because of the
lack of sufficient pigs to operate economically and because of the scarcity of
qualified men for managers. There were few leaders who understood the prac-
tical as well as the technical side of the packing plant industry.
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Since the beginning of the 20th century many more cooperative swine
packing plants have been established and operated on a sound basis. They
increased steadily up to the World war, when there were 46 cooperative swine
packing plants slaughtering about 85% of the total pigs slaughtered in Den-
mark,

In 1983 there were 61 cooperative swine packing plants in Denmark an-
nually slaughtering between six and seven million pigs. These cooperative
packing plants are distributed throughout the entire country and serve the
farmers in the areas in which they are located. On an average each cooper-
ative swine packing plant has a membership of about 8,600 farmers and
slaughters annually about 107,000 pigs.

Here again, as in the case of the cooperative creameries, the farmers did
not stop with the first step in cooperation—the assembling, slaughtering and
preparation of the product for market. They soon saw the advantage to be
gained by uniting these local cooperative swine packing plants into federa-
tions for shipping and merchandising their products in the markets where they
are consumed.,

In 1902, three cooperative swine packing plants established their own
cooperative sales agency in England. This sales organization has since been
reorganized and now is known as the Danish Cooperative Bacon Trading Co.
(Ltd.) London. It is. owned cooperatively by 18 Danish cooperative swine
packing plants,

All the cooperative swine packing plants are federated for educational
and service purposes into one national service federation known as The Na-
tional Federation of the Danish Cooperative Bacon Factories (De Samvirkende
Danske Andels Swineslagerier), The federation maintains offices, with a sec-
retary, in Copenhagen. It serves the common interests of the cooperative
plants and the swine industry and represents the industry in other joint coop-
erative activities, which aid agriculture and the nation in general. Its activities
embrace legislative matters affecting the swine industry, transportation, mar-
ket and labor problems. The federation has taken an active part in promot-
ing improved pig breeding and has given financial aid to such experimental
projects. Its activities are financed jointly by the cooperative plants which
constitute its membership.

The farmers through their cooperative swine packing plants have also en-
tered upon a program of quality and uniform grade which has made it pos-
sible to merchandise their quality products under a common trade mark “Lur
Brand.” The carcass and offal are inspected by a government veterinarian
in each factory and the edible meats stamped with the official classification
mark, Only the highest class bacon, from sound, healthy animals, free from
tuberculosis or other diseases, can be stamped with the common trade mark,
“Lur Brand”, in red, and only products bearing the red stamp can be exported,
The official registered trade mark number of each cooperative factory must
algo be stamped on the product.

Cooperative Assembling and Marketing of Eggs—Eggs now form the
third side of the triangle of Denmark’s important agricultural exports, The
medium size flocks of 40 to 150 hens on the usual Danish farm gives the in-
dustry its national importance. Especially of late years, poultry keeping has
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won favor with the smaller farmers and now constitutes an important part of
the farm income in Denmark.

Since the beginning of the egg export, the marketing problem has been
a live one. The early export trade with Great Britain in the last half of the
nineteenth century was not a success. The eggs were of uncertain quality, not
dependably graded, and the supply was irregular, all of which resulted in low
prices to the producers. To place a dependable supply of fresh eggs on the
British markets was the problem which constantly confronted merchants and
exporters, In 1895 the idea of marketing eggs through cooperative channels
began to arouse interest among farmers and the development of this method
of marketing has had a tremendously beneficial influence upon Danish egg
production and trade during the last quarter century.

The three common channels through which Danish eggs are now marketed
are (1) the Danish Cooperative Egg Export Association, (2) the cooperative
bacon factories, and (3) private merchants.

The Danish Cooperative Egg Export Association (Dansk Andels Aeg-
export) began its activities in 1895, with 25 local egg collecting associations,
with a membership of about 800 egg producers. The second year, its member-
ship comprised over 200 local associations. At the end of 256 years’ operation,
the central association had 540 local associations with approximately 50,000
members, In 1922, the membership reached 550 associations and the central
association handled 13,510,869 pounds (approximately 276,000 cases®) of eggs
at a value amounting to 14,701,600 kroner.” Between 15 and 20 per cent of its
cggs handled annually are sold on the home market, largely to the wholesale
trade. In 1922 the central association exported 11,362,998 pounds (approxi-
mately 280,000 cases) of eggs and this represented 11.2 per cent of the total
export of Danish eggs.

From a small beginning 28 years ago, this association has gradually de-
veloped to be a most powerful and influential enterprise in the Danish egg
trade. With its rigid control in collecting eggs from the producers and guar-
anteeing the consumers fresh, high quality eggs, the Danish Export Asso-
ciation soon created a favorable market demand for its eggs, both at home and
in Great Britain, which eventually resulted in better prices, Its standardized
products marketed through efficient distributive chanmels, return a larger
share of the consumer’s price to the producer than before the days of cooper-
ation, Cooperative marketing has revolutionized the whole Danish egg trade
and changed egg production in Denmark from a precarious, unprofitable busi-
ress to a prosperous industry possessing a fair degree of stability.

All cooperative efforts in Denmark are strongly rooted in the local com-
munities. In the case of the cooperative marketing of eggs the system begins
with the local cooperative egg collecting association. Through the local asso-
ciation the members’ eggs are gathered at a local station where they are
shipped to one of the warehouses operated by the central association,

Besides the Danish Cooperative Egg Export Association, several of the
cooperative swine packing plants also handle eggs along cooperative lines.
The egg producers within the territory of the cooperative swine packing plant
organize into a cooperative egg association which functions through the man-

#Fi on the basis of 360 eggs to the case.
7 A kroner at par is equivalent to 26.8 cents.
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FIG. 10—LOADING DANISH EGGS AT ESBJERG, DENMARK.

Liggs are marketed on a cooperative basis through cooperative egg marketing associations,
cooperative bacon factories, and cooperative creameries. FEach producer’s eggs are identified
with a number which has made it possible to check on quality very easily.

agement of the cooperative packing plant. The membership in the egg asso-

ciation and its financial affairs are distinetly separate from those of the co- i
operative packing plant, although most of the members belong to both. The

eggs are packed and merchandised by the management of the cooperative pack-

ing plant.

Farmers’ Cooperative Buying Activities—Cooperative buying among the
rural population has been extensively developed in Denmark in the purchas-
ing of agricultural supplies, such as feeds, fertilizers and seeds, as wel] as
household necessities.

The livestock type of farming developed in Denmark during the last half
century has meant an increased consumption of feed stuffs. In the late nine-
ties Denmark changed from a grain exporting to a grain importing country,
Home production was unable to supply the increasing consumption of feeds,
especially barley and corn. The principal oil cakes fed to livestock were cotton
seed cake, sunflower cake (imported chiefly from Russia). soybean cake and
soybean meal, linseed cake, cocoanut and peanut cakes.

Practically every farmer buys oil cake and corn for his cows and pigs.
This provides a basis for common interest among the farmers in each com-
munity, which is helpful to the cooperative purchasing association. The diffi-
culty experienced in getting quality feeds at reasonable prices, especially im-
ported grains and oil cake, prompted the farmers to extend the principle of
cooperative buying to this part of their farm business.

57

".i
!




Cooperative buying of feeds is done through central federations, The whole
country is covered by four such associations which now purchase and distribute
between 46 and 50% of Denmark’s annual import of feedstuffs,

The Jutland Cooperative Association for the Purchase of Feeding Stuffs
(Jydsk Andels-Foderstofforretning, Copenhagen), which operates on the Jut-
land Peninsula, is the first and largest of its kind in the kingdom. It was
started in 1898 with 68 local associations and the first year had a turnover
of 26,234,740 pounds of feeds at a value of 1,100,000 kroner. The central feder-
ation now comprises 874 local units, with 47,000 individual farmers as mem-
bers. In the fiscal year 1982-33 this cooperative enterprise did a business of
56,017,686 kroner. It has built up a reserve fund of 7,109,611 kroner plus a
special protection fund in case of falling prices of 1,700,000 kroner,

The central association engages chiefly in purchasing feedstuffs (grains
and oil cakes) which its members need for home consumption., In some in-
stances the association sells home-grown grains and home-manufactured oil
cakes for its members. Branch offices and warehouses are established at sev-
eral important seaport and railway centers. This property is usually owned
by the central association. The distribution to the local associations, as they
order, is made from the nearest warehouse.

Again, the Danish farmers rely upon a network of local associations for
the distribution of their feeds direct to the farmers,

The first cooperative effort among the farmers for buying their fertil-
izers was through local associations. In 1901, 22 local purchasing associations
for fertilizers in Jutland formed the Danish Cooperative Fertilizer Supply
Association, At first its activities were restricted largely to the Jutland
Peninsula but both territory and membership were gradually enlarged and it
finally became the national federation. The approaching conditions of monop-
oly and price fixing in the Danish fertilizer trade prompted the farmers to con-
solidate and rally enthusiastically around one central purchasing association.
In 1916 the Danish Cooperative Fertilizer Supply Association (Dansk Andels-
Gddnings Forretning, Copenhagen) was reorganized to cover the whole king-
dom and is now one centra] association embracing all cooperative buying of
fertilizers among the Danish farmers,

The central association buys all kinds of fertilizers on the open market
and distributes to its members at prevailing prices. It maintains headquarters
in Copenhagen and two branch offices and several warehouses in provincial
towns, With the local associations, the fertilizers are distributed direct from
the cars on track. :

The central association’s membership comprises local associations, formed
for the purpose of buying and distributing its members’ supply of fertilizers
on a cooperative basis, which in 1922 numbered 16256 with 74,000 members.

Denmark claims the first and quite likely the only cooperative cement
factory in the world. This association owns a tract of 198 acres with chalk
pit and clay areas together with an up-to-date plant in Noérre Sundby in north-
ern Jutland. This achievement on the part of cement users makes one of
the most interesting accomplishments in Danish cooperation. Here the users
of cement have harnessed the cooperative idea to gain their economic freedom
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from trust organization. This freedom was attained through what is com-
monly known as the cement war in Denmark 1911-1913,

Cooperative Liming and Marling Associations—The application of lime
and marl to the cultivated lands is a common practice in most sections of Den-
mark. Marl beds with a fairly high percentage of lime carbonate are found in
many communities. The farmers surrounding the marling pit form a local
cooperative association, which owns and operates the digging machine, trans-
portation cars, and movable tracks for distributing the marl to the members’
farms. There are more than 50 such cooperative liming and marling associa-
tions in Denmark,

Farmers’ Cooperative for Livestock Improvement—Improvement in live-

stock effected through cooperative breeding associations is one of the most
remarkable achievements in Danish agriculture during the last half century.
Danish farmers work together in cooperative bull associations, cooperative
stallion clubs and cooperative cow testing associations, The first cow testing
association was formed by 13 farmers in the neighborhood of Vejen in 1895.
It was probably the first cow testing association of its kind in the world,

The cow testing association plan was a success from the beginning, and
was a real contribution to the improvement of dairy cattle. In 1932 there were
1712 cooperative cow testing associations in Denmark., Through those asso-
ciations more than 725,000 cows were on test, representing about 48 per cent
of the total milk cows in Denmark. This cooperative effort has enabled farm-
ers to lift the average production of their cows to nearly 800 pounds per cow,
as contrasted with 200 pounds of butterfat per cow in the United States,

Farm Accounting Associations—The Danish farmers are also using the
cooperative idea in keeping farm management records, In many communities,
the farmers have organized farm record and accounting associations,

Supplementary Reading

Christensen, Chris L. Agricultural Cooperation in Denmark., Department Bul-

letin No. 1266. United States Department of Agriculture, Washington,
D. C.
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VII. AGRICULTURAL COOPERATION IN
SWITZERLAND

WITZERLAND can be considered the cradle of coopera-
tion. Here in the Alps farmers found it expedient to
cooperate in most every line of farm business en-

deavor. Today there are more than 12,000 local organiza-
tions in this small country with an average of about 55
members to each association, Many of the local associations
are federated into cantonal groups and the latter in turn
into national federations. Dairying is the keystone. of the
cooperative movement. In the export sale of cheese the
cooperatives have worked successfully with private corpora-
tions in obtaining better distribution and in stabilizing
markets. Competent leadership has been one of the out-
standing reasons for the pronounced success of cooperation
in this country.

THE SWISS farmer is a cooperator, Few nations except Denmark have
produced his equal in that respect. There are, on the average, slightly more
than nine memberships in agricultural business cooperatives and farmers’
organizations for every farm in Switzerland, This large number is in part
explained by the fact that many local associations and cooperatives are feder-
ated into cantonal or state groups, and the cantonal groups may in turn be
united into national federations, This process multiplies the membership,
The other part of the explanation is that many growers belong to a num-
ber of different organizations. There are few things which the Swiss farmer
does not do cooperatively,

Extent of Cooperation in Switzerland—A survey made in 1930 showed
12,160 local organizations with a membership of 671,684, an average of 55
members to the local. In addition to these locals there were 484 cantonal and
national associations, Some of these are federations of locals and others
are separate organizations with which members are affiliated directly, The
cantonal and national groups have 1,682,324 members. In all, there are 12,644
associations with a combined membership of 2,254,008. This membership,
divided by the number of farms—236,980—is the basis for calculating the
average number of memberships per farm—over nine,

The activities of these associations range all the way from local welfare
groups having no financial interest to the highly capitalistic business of
manufacturing, marketing, and exporting. The membership of the 12,644
associations was divided in 1930 among the following groups of organizations,




Associations

General agricultural welfare
General cooperatives
Dairy marketing and processing
Livestock raising ........cceuvesmncennnnn.
Fruit tree culture
Grape growing and Wine Making ............c....cooooosroememmmomm sy
Distilleries (large industrial alcohol)
Promotion of improved cultural practices ...................
Fruit and vegaagle
Alpine pastures
Forests ...... :
Improvement of land and irrigation .........
. Threshing and the use of farm machinery ...
Bakeries, butcheries, and mills
Mutual credit ...
Insurance ...
Political
Swiss Farmers' Union .........ocoiienne 391,600

NAPS g TR AN TP

Only the organizations from (b) to (p) listed above are business coop-
eratives. It is estimated that about half of the activities of the organizations
affiliated with the Swiss Farmers’ Union are cooperatives engaged in com-
mercial transactions. Out of the total of the 2,254,008 members listed above,
approximately 1,463,468 are members of business cooperatives. An idea of
their commercial activities may be had from Table VII, Since many asso-
ciations carry on more than one line of acitivity listed in this classification,
the totals of the itemized column are greater than the total for the group
as a whole. To this list should be added the control and operation of Alpine
pastures and forests,

TasLe vo—Commercial Activities of Farmers' Cooperative Associations
in Switzerland, 1930%

Activities Number of associations
Purchasing 1,561
Fertilizers, feeds, and seeds 1,467
Machinery 405
Groceries, clothing, and merchandise 389
Selling farm products 4,156
Milk, cheese, butter 3,494
Grain, potatoes 580
Fruits, wine, cider 439
T 160
Manufacturing and processing 1,307
Cheese, butter l,ls;;

Wine, cider, alcohol
Other 66

* Many associations carry on more than one line of activity, hence the totals of the itemized columnm
are greater than the total for the group.

Dairying is the Keystone of the Rural Cooperative Arch—Dairying is the

principal branch of the country’s agriculture. Hence it is not surprising that
dairy organizations make up the largest and most influential group in the co-
operative field. In Switzerland, dairying and cooperation are inseparable
terms and kindred concepts.

Switzerland is a mountainous country and much of its farm land is suitable
only for grazing and hay production, The greater portion of this forage is
marketed in the form of dairy products. Three-fourths of the farm activities
of the country revolve around the dairy cow.

61



Official estimates place the number of dairy cows in 1934 at 920,777, The
annual average milk production per cow for that year was 6,724 pounds.
America’s annual average is around 4,000 pounds per cow.

Cooperation in the dairy industry begins with the local cheese factories
and milk collecting stations, These are federated into 54 cantonal and na-
tional organizations,

Dairy Farmers are United by One Central Federation—The hub of the
cooperative dairy wheel is the Central Union of Swiss Milk Producers, In
1931 this organization was composed of 20 member federations representing,
8,330 local societies with a membership of 102,423 dairy farmers. Its mem-
bers controlled in that year the produet of 577,684 cows or 68% of all the cows
in the country,

A goodly portion of the cattle kept in the high mountain districts are
used for breeding purposes only. For this reason the officials of the Central
Union estimate that the organization members own over 85% of the dairy
cows. This is a good index of the extent of cooperation among the milk pro-
ducers, Few cooperative enterprises can hope to enrol] as high a percentage
of the productive units of g single industry,

For the purpose of improving the dairy industry, the Swiss Federal Gov-
ernment early in 1934 gave official support to the cooperative movement by

producers to join an existing dairy cooperative, or at least to deliver their
milk to a cooperative, and to require also that non-affiliated dairy cooperatives
join the Central Union or to deliver their milk to one of its branches,

[

The Central Union is primarily engaged in correlating the activities of its
many member branches. It is vitally concerned in keeping its members in-
formed on all conditions affecting the status of the market for milk and its
products. It is the clearing house for the arrangement of contracts between
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its member associations and those with whom they deal—cheesemakers or-
ganizations and dealers in milk and dairy products.

The dairy industry in Switzerland has a pooling problem not unlike that
of our own associations which supply whole milk to the city trade. In the
United States whole milk for city consumption commands the highest price.
Since it is easy to oversupply this market, it is highly desirable that an or-
ganization control the supply within the city’s producing zone in order to divert
the surplus into other channels. Since the diverted surplus brings a lower
price to the producer, it is necessary to make some readjustment in his favor
from the proceeds of milk sold at higher prices. The making of this readjust-
ment on & basis which is equitable to all members is a delicate task.

In Switzerland, the barometer of the industry is the export price of Em-
menthal (Swiss) cheese. Milk used for the manufacture of export chedse
brings the largest returns to the producer. But this market also is capable of
being overstocked. Furthermore, the leaders of the organized dairymen appre-
ciate that their position in the world markets can only be held on a basis of
quality. Hence, the central organization has the double task of diverting milk
into other market channels, and discouraging the production of cheese for ex-
port except in those districts and in those factories where quality standards
can be maintained. Since 1910 this task has assumed increasing importance
bacause of the marked decrease in the exportation of cheese. All this re-
quires careful readjustment of price differences between the various groups.

Another major task of the Central Union is to find new outlets, discover
new uses, and encourage increased consumption of its commodities, Increased
production continually threatens to overstock established markets. Potential
surpluses can be avoided only by careful planning for the future. The de-
crease of cheese exports during the past few years has caused the Union
to direct that more milk be used for the manufacturing of butter, which re-
sulted in decreases in the imports of that commodity.

The Dairy Farmer Enters the Export Field—A noteworthy accomplish-
ment of the Central Union is the initiative which it took in conjunction with
the Swiss Farmers’ Union in establishing a cooperative organization for the
exporting of cheese. Before the war the cheese export business was in the
kands of a few private dealers, The producers felt that the dealers often acted
in unison to the detriment of the interests of the dairy farmer.

In 1911 the farmer definitely decided to enter the exporting field. He was
determined to have a voice in the sale of his product beyond his country’s
borders. In 1911, the Emmenthal Cheese Exporting Company was organized
with the express purpose of making sales abroad.

This action precipitated a bitter trade war between the dealers’ league
and the new organization. After much difficnlty, the dairy farmers succeeded
in gaining a foothold. Their company established a well organized system of
warehouses and in a few years became an influential factor in the exporting
of cheese,
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Its initial capital was 700,000 francs8—$135,000,
by successive steps to 5,000,000 francs—8$965,000,
subscribed by producers’ federations,

This was later increased
The entire amount was

Farmers and Dealers Units—At the beginning of the World War the
cheese market underwent a crisis, The export market wag completely disor-

ed with a semi-perishable product. Disaster

Hence the producers’ and the dealers’ organizations joined hands in the
founding of a new company, the Swiss Union of Cheese Exporters, The cooper-
ative company and the dealers’ organization became branches of the new en-
terprise, Both participated in its ownership and contro], The government
also encouraged the movement by subseribing to itg stock,

In 1916, the government granted th
exportation of hard cheese. Four years

stockholder, In 1921, the name was again changed. It is now the Swiss Union
for the Sale of Cheese (Union Suisse du Commerce de Fromage). The capital
stock is 11,000,000 franes—$2,125,000, Equal amounts of stock were held by
producers’ organizations and by the association of private dealers, Later the
cheese makers through their Union subseribed 1,000,000 francs—$193,000 for
this stock. The company now embraces the three int
dustry—producers, dealers, and cheese makers,

The government abolished the monopoly privilege on July, 1926, The com-
pany and its operation continued unchanged, The market for its products is a
world market, Price-making forces are beyond local econtrol, The industry
hag learned by experience that the extension or even the maintenance of its
foreign outlets requires the united efforts of the entire industry,

The annals of cooperation contain few examples of such close and success-

ful cooperation between the organized producer, the organized maker, and the
organized dealer of a produet.

The country has other instances of similar joint activities between farmers
and dealers, In Bern, for example, the dairy producers and the city distribu-
tors operate a milk plant in common. The capital is supplied jointly by the
two groups. Expenses and earnings are shared,

The consumer too, is organized to protect his interests, Furthermore, the -
price of milk, like that of bread, is a public question, Increases in price are apt
to make them the subject of political agitation and the object of legislation.
The urban Swiss consuming classes, which comprise three-fourths of the popu-

Iation are quite prepared to care for their own interests through concerted and
directed efforts.

€ new company a monopoly in the
later the government withdrew as a

The Swiss Farmers’ Union—This organization represents all the agricul-
tural interests in Switzerland, It is a federation of federations which began in
1898 with a membership of 20 associations representing 74,229 farmers, In 1985,
it was composed of 54 affiliated associations having 408,280 members, Hence, it

®In the above figure the Swiss franc was converted at par—19.3 cents,
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had in 1935 over 171,000 more members than there were farms in Switzerland
in 1930. This is occasioned by the fact that many farmers belong to more
than one affiliated group. Yet it is quite evident that nearly all those en-
gaged in agricultural pursuits belong to some cooperative group, and that

these groups are extensively federated with other groups operating in the
different fields of agriculture.

The work of the Union is divided into two separate categories. The Union
proper represents the farmer in placing his interests in a favorable light be-
fore the public and before the law makers and it is vitally interested in tariff
legislation and in the formulation of commercial treaties, It is also actively
concerned in promoting and strengthening the cooperative movement,

The other division of work is known as the “Secretariat.” This is a service
organization which conducts farm accounting schools, analyzes the data col-

lected on hundreds of farms throughout the country by the accounting method,
and makes special economic inquiries.

The Secretariat endeavors at all times to know the economic conditions of
Swiss agriculture. So reliable has been its work that the government has

turned over to it the task of compiling official agricultural statistical in-
formation.

There can be little doubt that the success of the propaganda division owes
much to the fundamental and accurate data furnished it by the Secretariat.

Other important services maintained by the Union are the Office of Price
Information, Office of Land Valuation, and a Division dealing with Farm
Building Construction. See Table VIII.

TABLE vii—Expenditures of the Swiss Farmers' Union Classified
by Acu'v:'ties, 1930

Swiss ' Dollars*

Activities francs
{Office of

Secretariat 66,595 21,750
Profitableness of agriculture 84,988 27,757
Price information 84,162 27,487
Apﬁrl.lul and arbitration 61,502 20,087
Building construction & agricultural machinery 335,747 109,655
Livestock raising 18,378 6,002
Home industries 22,642 7,395
Hand weaving 22,245 7,265
Promotion of work in the mountains~ 31,801 10,386
Swiss Farmers' Union (promotion of national

programs and policies) 103,107 33,675
“Payzan suisse” (a publication) 33,468 10,931

Total 864,635 282,390

* Converted at the rate of 32.66 cents to the franc. This was the average rate of exchange
for January, 1936.

Swiss Cooperation has Capable Leaders—Most cooperative successes de-

vend much upon the ability of their leaders. So it is with the Swiss Farmers’
Union.

At the time of its organization in 1898, Dr. Ernest Laur was appointed
Secretary, and Henry Nater was made Assistant Secretary., The efficiency of
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f the leadership of those two men is attested by the fact that these important
administrative positions are still held by the original appointees. Dr. Laur—

[ “King of the Swiss Peasants”—talks little but says much. On the floor he

; speaks with the careful accuracy of one thoroughly informed. He combines
| the cold analytical mind of an economist with a sympathetic heart for the wel-

fare of agriculture, Without doubt Dr. Laur is one of the most prominent
il || leaders of agricultural cooperation in Europe today.

L Another interesting sidelight on the stability of the Swiss Farmers’ Union
i I is shown by the fact that of the 12 members of the Board of Directors in 1930,
i | six had served 25 years, and three had served 20 years.

: Supplementary Reading
{ Hobson, Asher. Agricultural Survey of Europe—Switzerland. Technical Bul-

‘ | letin No. 101, United States Department of Agriculture, Washington,
i D. C. Pages 29-64.




YlI. TYPES OF COOPERATIVE ASSOCIATIONS

HERE ARE numerous types of cooperative associa-

tions. A local association serves a relatively small

number of producers in a local area. A federated as-
sociation sells the products for a number of local associa-
tions which are its members. The centralized type of as-
sociation has its members among farmers and not among
local associations. During 1929 to 1932 the Federal Farm
Board established national associations which brought to-
gether into nation-wide organizations cooperatives which
were handling similar products. Terminal sales agencies are
cooperative associations that carry on essentially a commis-
sion business. Collective bargaining associations, found pri-
marily among fluid milk producers, serve their members
chiefly by bargaining with the buyers for a price. Among
farmers’ purchasing associations both cooperative retail
units and cooperative wholesale associations are found.
There is no rule of thumb practice in selecting any particu-
lar type of association, but the nature of the commodity,
the usual trade channels and the character of products must
be considered.

Cooperative associations are of many different types and kinds. Some
are producers’ marketing associations, others are consumers’ purchasing com-
panies, while still others are laborers’ cooperative companies, mutual insur-
ance companies and credit unions. Associations can be classified, based on the
territory served, the commodities handled, and the character of services ren-
dered. In addition, the type of financing, the use or non-use of contracts, and
the method of paying farmers for products may be used as other bases of
classification. The first three, however, are most useful in understanding the
large number of different kinds of associations existing today. §

With respect to the territory served, cooperative associations may be
grouped into those serving a local, a regional or a national territory, By serv.
ing is meant the handling of commodities belonging to members regiding in
either of these respective regions. Local associations serve a local area, and
associations of either the federated, centralized, or combination of the feder-
ated and centralized types serve a regional or national territory.

Associations may be grouped into those that handle only one or a few
closely allied commodities in which the interests of the producers are quite
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identical and those which handle a variety of dissimilar products, Associationg
classified on this basis are referred to as “single commodity” and as “multiple
commodity” associations, 2

Considering the character of service rendered, a threefold classification of
farmers’ associations may be mentioned: (1) marketing and purchasing asso-
ciations, (2) sales agencies or associations that handle members’ products on a
commission basis, and (3) bargaining associations that are prithmly con-
cerned, not with the handling of products, but with the bargaining for a price.
Under the first of these associations, the commodity itself ig actually handled
by the cooperative and the various services involved in the processing, selling,
or purchasing are performed, These cooperatives assemble products from or
distribute goods to their members. The cooperative cheese factory, the live-
stock shipping association, and the supply purchasing association are examples,
In the second type of association, the number of marketing services is distinetly
limited—the selling service on a commission basis being the fundamental
marketing function. The terminal sales agencies (page 72) are associations
of this kind. The bargaining associations oftentimes do not handle the pro- -
ducts of their members, but serve their purpose by negotiating with the buy-
ers of their members’ products for a price at which the goods are to be sold.
This type of association is described on page 72,

Local Associations—Of all the types of farmers’ cooperative associations
the local is the most eommon, These are found in large numbers among the
producers of almost every type of agricultural commodity that is marketed
- cooperatively. A local association serves a relatively small number of pro-
ducers that have similar selling and buying problems, Cooperative creamer-
ies usually have an average of 200 producers as members—cheese factories 25
to 50—and local livestock shipping associations ordinarily 100 to 200 members,
Cooperative oil and other local. purchasing associations have about the same
number. These members usually live within a relatively restricted area, In
some cases the entire membership of a cheese factory lives within a radius of
two to three miles about the factory. Many local creameries and local live-
stock shipping associations find the most distant member living less than 10 or
16 miles from the plant or local shipping point. In some cases, however, a local
association may expand beyond these ordinary limits. Thus in a large cooper-
ative creamery in Wisconsin which obtains the eream from 500 to 1,000 pro-
ducers, the members may reside as far as 25 to 35 miles away,

A local marketing association is primarily concerned with the efficient
assembling, processing, grading, and shipping of farm products. In the case
of creameries and cheese factories, the processing of milk and eream into
marketable products such as butter and cheese is the principal function, A
local association is not engaged in a comprehensive sales program, does very
little advertising, if any at all, and ordinarily does not store products for its
raembers in an attempt to secure thereby higher market prices. Usually some-
one from the rural community acts as manager of the association. The busi-
ness is ordinarily financed by members themselves or through loans. It is
strictly an autonomous organization, but it may join with other local groups
to form an overhead organization such ‘as the federated sales association,
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In the case of the local, the membership control “runs” from the farmers
to the local. (See Fig. 12). This control is either indicated through the pur-
chase of a share of capital stock or a membership certificate or through the
signing of a membership contract. The products are ordinarily delivered to
the local plant, local warehouse or local shipping point to be received, weighed,
graded, inspected and prepared for shipment by employees that have been hired
by the local association., The advantages realized are given to members in the
form of increased services or higher net returns., In the purchasing associa-
tions, the gains are realized through the lower net cost, higher quality of
goods, or a superior service.

The Federation—One type of central marketing organization is the fed-
eration. Its pufpose is to sell the products for a number of local associations.
It is primarily a sales association that renders marketing services connected
with the handling and selling of goods produced by the members of the local
association. The’ membership of a federation consists of antonomous local
groups. (See Fig. 12). Sometimes locals are members of district associations
or exchanges, and these in turn are members of the central federation, The
locals, as mentioned before, have their membership among those in the com-
munity which they serve. The products which the local association has to sell
are shipped by the local to the market designated by the central sales man-
ager. He receives his appointment from the board of directors elected by the
membership of the federation. Ordinarily, local associations agree by con-
tract to sell all of their produce through the federation, although there are
many exceptions to this,

If district exchanges or warehouse groups are included, it is common to
use three contracts—farmer to local, local to district, and district to central.
A federation may provide physical facilities, such as processing and packing
plants, warehouses, and sales rooms, in order to handle the products in a
wholesale fashion. Technically the headquarters of the federation are compar-
able to the business agencies found in the wholesale market for agricultural
commodities. The federation may perform the functions of the ordinary whole-
sale receiver, jobber or broker in the wholesale produce trade. It may sell
directly to the retail trade through its own sales and distributing depart-
ments or it may limit its integrations by using established brokers, processors,
or jobbers. It may also grade and standardize the products, establish brands,
advertise and sell the same in different markets of the country in competition
with other handlers of identical products. In addition to establishing a price
policy and a sales program, the federation often finances local associations by
permitting the local to draw sight drafts against the federation at the time
of the delivery of the produects.

It is usually the custom for a federation to be established after a number
of local associatons have been in existence and have voluntarily agreed among
themselves to set up a central selling agency; but there are numerous in-
stances of successful federations that have been conceived and set up at the
same time that local associations were organized in rural communities, This
has been the case in several instances when the general farm organizations
took an active part in setting up a cooperative marketing system which in-
cluded both local and central sales organizations. After the federation has
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been established it may become the organizing agency of new local associ-
ations which affiliate with it after their organization,

The Centralized Association—Another type of large scale marketing or-
ganization is the centralized association which is similar in many respects to
the federation. The difference is mainly in form of organization and in the
relationship of its members. (See Fig. 12). About 1920, the centralized type
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FIG. 12—VOTING CONTROL, CONTRACTUAL RELATIONSHIP AND OWNERSHIP OF
MEMBERS IN TYPICAL FEDERATED AND CENTRALIZED COOPERATIVE
ASSOCIATIONS,
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of association was advocated strongly in the United States by certain lead-
ers of cooperative marketing. These associations, as the name suggests, cen-
tralize the marketing activities of a large number of farmers that reside over
a widespread area into one organization. The membership is directly from the
farmer to the central organization which may have its headquarters at a
point greatly removed from the locality in which the farmer resides. Member-
ship contracts which are ordinarily an important part of these associations
run from the farmer-producer to the central association rather than to a lo-
cal association as in the case of the federated type. Only one contract is
used as against the two or three of federations.

The centralized association, however, may provide physical facilities for
the local assembling, grading, packing, and shipping of the members’ products,
but such local plants or warehouses are under the control and jurisdiction of
the officers of the central headquarters rather than under the management of
the farmers in the community where such a local plant is located. Products of
non-members are not handled which is not always the case with federations,

The products which the farmer has to sell are delivered to a local ware-
house or processing plant, selected and operated by the central organization.
These products are sold through the headquarters of the centralized associa-
tion, In order that the local farmers may have control and jurisdiction of the
centralized cooperative, the entire membership is districted and each district
elects a delegate to represent it at the annual meeting of the cooperative. From
the delegates a board of directors is elected who have charge of the manage-
ment. In this type of association the autonomous local association is eliminated,

Combination Form of Association—Some cooperatives combine certain
features of the centralized type of association and of the federated type. In
these cases it is found that the members may belong to a local association and
in addition may have membership and contractual relations with the central
association. The locals are autonomous and are under the control and man-
agement of the local farmers rather than the control of the central headquar-
ters in some distant city. At the same time, however, the members are affiliated
with the central association, either through the ownership of stock in the cen-
tral or through the signing of membership contracts with it. Products are or-
dinarily delivered to the local plant, and as in the case of the federation, are
sold by the central sales office. Its expenses, its problems, its earnings and
losses become the concern of the local group rather than that of the overhead
central organization as would be the case in the strictly centralized type of
association, .

National Associations—During 1929 to 1932 a definite attempt was made
by the Federal Farm Board to organize national marketing associations, Each
national association brought together into one nation-wide organization, coop-
cratives which were handling similar products, but were serving restricted
areas in this country. Thus, the Texas cattleman is brought into the same
organization with the Wisconsin livestock producer through the National
Livestock Marketing Association. The members of the nationals were com-
posed of either federated or centralized associations that were already set up to
market the products of their respective memberships in limited producing
areas. Ordinarily a contract was signed between the national assoeiation and
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its members. It performed certain services for the members which related to
sales policies, pricing policies, membership relations, trade relations, publicity,
research, and problems of a general character. Sales departments were es-
tablished by five of the six existing national associations.

Terminal Sales Agencies—In the terminal livestock, fruit and vegetable
markets, cooperative terminal sales agencies handle products on a commission
basis. Since there are no contracts between the local associations at country
points and the terminal sales agencies, it is the practice for these agencies
to handle products for members and non-members alike at the usual prevailing
commission rates. The sales agency is ordinarily placed on the market by a
federation of local associations and individual producers that regularly sell in
the market. General farm organizations have also aided in their establish-
ment. Only member associations are eligible to receive patronage dividends.

The terminal sales agencies differ from marketing federations in the
number and types of services performed. From the standpoint of structural
organization they are alike—farmers are members of locals and locals of
central associations—but whereas the sales agency conducts essentially a com.-
mission business, does little or no advertising, branding of products, or storing,
the marketing federation as previously described performs numerous market-
ing services.

FIG. 13—COOPERATIVE WAREHOUSE OF A CENTRALIZED TYPE OF ASSOCIATION,
The above cooperatively owned warehouse is used for storing and packing cigar leaf tobacco,

gaining associations are comparable to labor unions, but whereas laborers

j Collective Bargaining Associations—In some respects the collective bar-
{ bargain with employers over wages and laboring conditions, the farmers’ eol-
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lective bargaining associations bargain with purchasers of farm products over
the prices and conditions of sale of the farmers’ products., The products are
marketed, i.e., processed, packed, and distributed by the buyers, but the price
.at which all of the members of the association sell to the buyers is arrived at
thirough negotiations between the farmers’ bargaining associations and the
buyers. This type of association is found most commonly among milk pro-
ducers who supply city markets and condenseries, Sometimes additiona] serv-
ices other than mere bargaining are performed by the association for the
members, namely, checking the accuracy of weights, tests, grades and market
uses of the product, improving the quality, changing trade practices, and
waking payment to the producers, Each farmer delivers his products to the
buyer directly. The association does not handle the product. Some bargaining
associations have expanded their activities to include the operation of milk
processing plants for “surplus” milk, for example, in city milk markets. When
this is done they are no longer strictly bargaining associations, but bargain-
ing and marketing associations combined.

Retail and Wholesale Associations—Among consumers’ associations two
types may be listed: (1) local associations conducting essentially a retailing
business, such as cooperative grocery stores; (2) central purchasing asso-
ciations conducting primarily a wholesaling business and supplying local co-
operative retail units with the supplies they handle. At the present time (1936)
the number of cooperative wholesale organizations and of cooperative retail
units in the country is not large. Some of the larger wholesale establishments
also operate mills and engage in processing. The cooperative wholesale organ-
izations may be of the federated type in which autonomous locals are members
of the central association or they may be of the centralized type in which
the membership of each individual is connected directly with the central asso-
ciation and in which the retailing and wholesaling operations are integrated
and carried on by the central associations. In some cases a combination of
the federated and centralized forms of organization is used.

Factors Affecting Choice of Type—No rule can be laid down as to which
type of association should be adopted. The various types have been developed
to meet particular demands resulting from the nature of the product, the usual
trade channel or the character of production. It is entirely possible, for in-
stance, for farmers to enter into the retail distribution of milk in city markets,
but frequently only collective bargaining associations have been formed and
the actual handling of the milk has been left to other agencies. Furthermore,
tobacco farmers could organize a federation consisting of local organized
groups about warehouse centers instead of a centralized type of association.
Yet, the centralized control and supervision of all branch warehouses has
proved to be workable and as some contend “the only thing.” Therefore, in
determining which type to use one must consider whether any cooperative
groups are already organized in the field, what experience has been encount-
ered in other localities, what the objective or aim is in organizing the pro-
ducers, and whether or not there are certain peculiarities incident to the pro-
duction and marketing of the product which demand one type in preference
to another. The test of which type of organization to adopt is the effectiveness

73




with which the specific marketing problems can be worked out under the chosen
system rather than the popularity of any particular plan, -
Supplementary Readings

Cooperative Marketing of Farm Products. Bulletin No, 10, Federal Farm
Board, Farm Credit Administration, Washington, D, C., 1932,

Cooperative Marketing Makes Steady Growth. Bulletin No. 8, Federal Farm
Board, Farm Credit Administration, Washington, D. C., 1982,
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IX. FINANCING OF COOPERATIVES

DEQUATE FINANCING has long been held to be

one of the fundamentals of sound business operation.

A cooperative requires capital for organization pur-

poses, for the purchase of facilities and for operating pur-

poses. Such capital is obtained from members, investors,

credit agencies and from the operations of the business

itself. The sale of common stock and deductions from pay-

ments to producers are two means of obtaining capital from

the members themselves. The sound financing of a cooper-
ative requires the building of reserves.

Use of Capital

For Organization Purposes—The first need for money in cooperative asso-
ciation is usually for organization purposes. Before an association actually
starts business operations money may be needed to meet expenses arising in
(1) determining the need of an association, (2) developing a plan of organiza-
ation papers, (5) printing of articles, by-laws and other necessary organiza-
tion papers, (6) selling stock or collecting membership fees, and (7) obtain-
ing membership contract signatures when membership contracts are to be
used. Of course, if a study of a problem does not show clearly a need for
organization and a general desire to organize on the part of prospective mem-
bers, then there would be little purpose in carrying the organization plans
further,

While adequate preparation is highly desirable preliminary to organiza-
tion, nevertheless, use of money for this purpose should be looked upon as
an expense and not as an investment in a tangible assets, such as buildings and
equipment. It is, therefore, desirable to have as much as possible of the
organization expense including the sale of stock, carried on without deductions
from money invested in the association as capital stock. Organization expense
can often be kept at a minimum if a number of people share in the prelim-
inary work. If several join in the organization work the burden will not fall
too heavily on a few and there is likely to be group interest and group re-
sponsibility from the start. Probably for these reasons, and possibly also to
discourage ‘professional” organizers, the Wisconsin Cooperative Law pro-
hibits the use of more than 5% of the money for organization purposes which
is received from the sale of stock. The Wisconsin College of Agriculture and
the State Department of Agriculture and Markets render valuable assistance,
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and without charge to groups in the state contemplating the development of
cooperative associations.

For Facilities—One of the main needs for money by a cooperative business
association is for acquiring facilities such as plant, plant site, machinery and
equipment. This is particularly true in local marketing associations, such as
creameries and cheese factories, which engage in manufacturing or processing.
These facilities are what the bookkeeper and actountant call the fixed assets
of an association. Insofar as reasonably possible it is desirable to have the
members furnish the money for the fixed assets as this will give the asso-
ciation a strong finanecial beginning and a good credit base. Seldom is it de-
sirable to plan to borrow on fixed assets more than 50 or 60 per cent of their
market value, 2

For Operating Purposes—Another major use of money is for operating
purposes, This includes money for the payment of salaries and wages, insur-
ance, taxes, purchase of goods for resale by purchasing associations, and in
general, for all out-of-pocket expenses. It is a common experience to find coop-
eratives reasonably well financed from the standpoint of money for fixed

. assets, but not having enough operating capital. If the members have fur-

nished the money for fixed assets then these facilities can be used as security
for borrowing money for operating purposes. If fixed assets are also under
financed then the problem is much more difficult of solution, While members
should furnish a substantial part of the total capital requirements of an asso-
ciation, especially for fixed assets, the amount each member would be required
to furnish could still be small and within his means,

Methods of financing are discussed in later sections of this chapter, but it
may be well to note a few advantages which come from having adequate work-
ing capital. One of these is the oportunity it gives the management to take
advantage of cash discounts in the purchase of supplies. Such discounts or
reductions in price are usually one or two per cent for cash, or payment within
ten days of purchase. When figured on an annual basis this amounts to an at-
tractive rate of interest. Plenty of working capital permits buying in large
lots, rather than on a hand to mouth basis. When quantity purchases are made
with discretion substantial savings are frequently possible, In general, prompt
payment of bills adds to the business reputation of a cooperative as well as a
private business, and plant and equipment are likely to be kept in a better state
of repgir and efficiency when adequate working capital is available,

For Advances—Still another important use of money is for advances or
part payments to farmers for commodities delivered to the association to be
marketed. It is not only desirable but necessary to pay farmers something
at the time or shortly after the product is delivered. Moreover, the association
can generally borrow for this purpose easier and at lower rates of interest
than the individual farmers,

When full payments for farm produce are made within g relatively few
days, or even few weeks after delivery, such is in a local livestock shipping
association, or in creameries or cheese factories engaged only in local process-
ing, advances or partial payments are usually not made, and, therefore, cap-
ital is not required for this purpose, However, in some sales associations final




rayments are delayed several weeks or even months, due to an extended
storage or marketing period as in associations handling products produced sea-
sonally but marketed over a much longer period. Expense incurred in storing
and warehousing might properly be included in operating expense, but it seems
desirable to distinguish that part of financing which results directly from the
use of money for advances or partial payments to producers.

Source of Capital ;
Cooperative business associations obtain funds from (1) members; (2)
investors; (8) credit agencies; and (4) business operations. The manner in
which these funds are obtained, the security and the relationship of the in-
dividual or agency which furnishes the capital to the association which uses it,
offer a basis of classification of such funds, somewhat as follows:

1. From members
a. Common stock
b. Membership fees
¢. Certificates of indebtedness
2. From investors
a. Preferred stock
b. Bonds :
c. Certificates of indebtedness
8. From Credit agencies
a. Organization loans
b. Facility loans
¢. Operating loans
d. Commodity loans
4. From business operations
a. Deductions from payments to member and non-member patrons
b. Application of earnings or savings to reserves and surplus
¢. Delayed payments to patrons for products marketed
d. Indirect loans resulting from delayed payment of bills or accounts
payable

There is naturally some overlapping in the above classification, since a
member’s financial relationship with the association may be that of an in-
vestor or creditor, as well as a member, Moreover, a member is affected
directly by the operating policies of the association and its method of financing
business operations.

Members of an association must usually provide the initial capital for busi-
ness purposes. The manner in which this is done will depend largely upon the
form of organization and the nature of the business, In an association organ-
ized with capital stock the initial capital is provided through the sale of com-
mon stock, and in some associations also through the sale of preferred stock.

Common Stock—Associations are usually organized on a stock basis when
large amounts of capital are needed. Members tend to look upon the pur-
chase of stock, both as an investment and as a membership responsibility.
Capital stock is issued in the form of common stock and preferred stock.
Most cooperative associations limit their issue to common stock, although there
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are important and frequent exceptions. Common stock is more satisfactory
than preferred stock from the point of view of the cooperative itself, since
the common stock carries no fixed interest rate. The board of directors de-
termines annually what dividend rate, if any, is to be paid on common stock.

In stock associations the ownership of one or more shares of common
stock is usually required for membership and voting privileges. Moreover, the
ownership of common stock is often limited to producer members and restricted
ar to the amount each member may own at any one time. It is desirable in
planning a cooperative to make adequate provisions to assure that the stock
will be kept in the hands of active patron-members at all times.?

Preferred Stock—Preferred stock seldom carries any voting or member-
ship privileges, but it usually specifies a fixed rate of interest. Such interest
is cumulative for some associations until paid. The holders of preferred
stock, regardless of its cumulative feature, have a prior claim over common
stockholders upon the annual earnings of the association up to the amount of
the interest, and ordinarily in case of dissolution, upon the assets of the asso-
ciation up to the par value of the preferred stock, Restrictions on ownership
are seldom placed on preferred stock in cooperative associations.l® Thus hold-
ers of preferred stock are likely to be more interested in the association as
investors than they are as members, Large issues of preferred stock will tend
to place on the association an undesirable, heavy interest burden at all times
and also make the common stock less attractive to members and prospective
members,

Membership Fees—When the non-stock plan of organization is followed
initial capital is usually provided through membership fees. This plan is less
adaptable to associations requiring large amounts of capital, since it is
seldom possible to raise large sums in this manner and, no doubt, for the
reason that people tend to look upon membership fees as charges or donations.

The property rights in a non-stock association, naturally do not acerue
in the same manner as in a stock association. An association must provide that
members shall have either equal or unequal property rights. Equal property
rights mean that each member has the same (equal) claim on the property of
the association regardless of the amount of business he does as a patron. Be-
cause of the varying amounts of products purchased from or marketed
through the association, it is usually provided that property rights shall be
unequal and in proportion to the business transacted as a patron with the asso-
ciation. The basis upon which property rights is to be determined must be
stated in the Articles of Incorporation.i!

® An association is given broad powers with respect to the restriction of ownership, transfer, and
recall of common stock, provided that such restrictions are set forth in the Articles of tion of

the Association and prlntnd upon the stock subscription paper, if any, and upon the stock certificate, See
Chnpter 185.081, Statutes of Wisconsin nl:g:g to cooperative associations,

10 “The association, if it issues pref stock, may provide, by contract with its members or
patrons, for retaining, out of any moncy due from the association to said members or patrons, an
amount sufficient to pay the dividends cn and to retire such preferred stock. An amendment rellﬂng
to preferred stock must be adopted by a vote of three-fourths of the of the preferred stock an
three-fourthsinof thecholdnrliof the cou:!i'non stock.” See Chapter 185.02, Section (3) Statutes of Wll-

tive Association
e rf'lll{z sml?c!u [ th:ennoc{al?ono i is organized without capital stock, shall state whether the
y rights of members shall be equal or unequal, and if unequal, the rule by which their
Thall be determined. ‘The provision relating to property rights shail not be ameaded or aled,

except by the vote of at least three-fourths of the members.” See Clupter 185.02, Section (4)
of Wisconsin relating to Cooperative Associations.
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Certificates of Indebtedness—Certificates of indebtedness are issued by
some cooperatives as evidence of investment of capital, usually through de-
ductions from payments for products marketed through the associations or
from earnings which are prorated but not distributed. The use of certificates
of indebtedness as a means of raising membership capital often has two dis-
tinet limitations. One of these is that such certificates frequently carry a
fixed rate of interest the same as notes or mortgages.

The second undesirable feature of some issues of certificates of indebted-
ness, from the standpoint of an association, is that such certificates are usually
issued for a two to five year period and the association is not only obligated {
to pay the interest, but also the principal on a fixed date. To be sure, other !
certificates can probably be issued to offset them, at least in part, but should i
the association experience a difficult financial period or a substantial shrink-
age in volume of business such a capital payment would become a serious
burden.

Certificates of indebtedness, when used as evidence of investments by
members in a revolving fund, do have the advantage of keeping the owner-
ship of the association in the hands of active members, and approximately
in proportion to the volume of business transacted currently with the asso-
ciation. Certificates of indebtedness are sometimes. issued as “certificates of
interest” with no definite interest rate and no due date. The board of directors {
then determines each year what rate of interest shall be paid and what pro- '
portion of the certificates shall be purchased and cancelled during any one year _f
by the associations. Such certificates of interest are popular with an increas- d
ing number of associations,

i
¢ |
Bonds—Bonds are not used extensively in financing by cooperative asso- ‘
ciations. While there are many types of bond issues in private business, none
of them has found favor among cooperatives, except by a few large associa-
tions. Bonds, like preferred stock and sometimes certificates of indebtedness, |
ere purchased as investment quite apart from membership, and the holders
of such issues tend to become interested in the association as investors rather L
than as members—a distinction deemed important in the cooperative form
of business.

E

Loaning Agencies—Capital supplied through the issuance of stock or
certificates of indebtedness, or through the collection of membership fees
must usually be supplemented with borrowed funds. Loans are obtained by
cooperatives primarily from (1) local banks, (2) district banks (or the Central
bank) for cooperatives, (3) Federal Intermediate Credit Banks, and occasion-
ally from (4) individuals and from (5) other cooperative associations, Gen- ;
eral farm organizations have frequently sponsored cooperative business asso- %
ciations and supplied them with early finances. The banks for cooperatives _
and the Federal Intermediate Credit Banks are a part of the Farm Credit !
Administration which is described briefly in Chapter IV. ‘

Types of Loans—Loans to cooperatives are usually classified as (1) organ-
ization loans, (2) facility loans, if the money is to be used for plant and
equipment, (3) operating loans, if the money is to be used primarily for cur-
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rent operating purposes, (4) commodity or warehousing loans, when the loans
are secured entirely by warehouse receipts, .

No sharp distinction can be made between these types of loans since they
are not classified entirely on the basis of use, security, or duration. For ex-
ample, both facility and operating loans are frequently obtained with fixed
assets pledged as security, The use made of such money, borrowed on the se-
curity of fixed assets, might be interpreted as financing facilities or as finane-
ing operations. The duration of the loan is often used partly as a basis of
classification—an operating loan being limited to a single operating season or
Lo not over a two or three year period, while a facility loan is often made for
a period of eight or ten years, Commodity or warehouse loans are really oper-
ating loans backed by a special type of security such as warehouse receipts on
products in bonded warehouses.

During 1935 interest rates on loans from the St. Paul Bank for Cooper-
atives were one per cent lower for operating loans than for facility loans and
two per cent lower for commodity loans than for facility loans. The banks
for cooperatives are not authorized to make loans for organization purposes.
Organization loans are sometimes made by individuals, local agencies, and
occasionally by general farm organizations as part of their work in help-
ing members with marketing problems. Each cooperative association which
borrows money from a bank for cooperatives is required to own capital stock
in the bank. For each $2,000 or fraction thereof of facility loans or of operat-
ing loans (other than commodity loans) an association must own $100 of
stock in the bank. The proportion of stock ownership that is required is much
lower for loans classified as commodity loans.

Capital from Business Operations—A considerable amount of financing
arises out of business operations in a cooperative association. For example,
deductions from payments to member and non-member patrons of a market-
ing association and the application of earnings or savings to reserves and sur-
plus are important sources of capital, The application of patronage dividends
to capital stock or to certificates of indebtedness is likewise a common way
of building up membership and capital in cooperatives. When payments are
delayed to producers for products marketed it adds to the available capital of
an association, at least temporarily. Delaying payment of bills or accounts
payable has the same affect as temporarily increasing the amount of available
operating capital for other purposes, but, as pointed out earlier in this Chap-
ter, such a practice frequently results in additional cost rather than in savings.

Security for Loans

Fixed assets have in the past constituted the main source of borrowing
power of a local cooperative association. Loaning agencies relying solely upon
security did not investigate much further than to appraise the fixed assets and
to check prior liens.

On the other hand, some creditors are now giving consideration to other
factors than merely security of the loan, and particularly is this true for the
district banks for cooperatives, which frequently assist cooperatives with
their ‘business problems, as well as loaning them money. In addition to se-
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curity the banks for cooperatives are interested in the use that is to be made
of the money, the ability of the association to pay the interest and principal
out of earnings, and at the same time to benefit members.

With this point of view all factors relating to the association’s opera-
tions have a bearing upon its credit rating, The St. Paul Bank for Cooper-
atives requires substantially the following information from an association
prior to making a loan commitment.

1. Nature of business.

2. Evidence that the association meets the requirements of the Capper-
Volstead Act, particularly with reference to member and non-member
business, producer membership and basis of voting,

3. Specific use to be made of the loan.

4. Detaileq description and appraisal of all fixed assets, together with

- blue prints and photographs, and a complete statement of all prior
liens, if any.

5. Basis of repayment.

6. Description of any pending litigation,

7. Certified copy of resolution authorizing directors to make applica-
tion for loan.

Certified copy of Articles of Incorporation and by-laws,

Certified copy of marketing and purchasing contracts, including mem-
bership agreements,

10. Certified list of officers and their respective addresses.

11. Volume of business in terms of value and units for the previous three
years,

12. Copy of audit reports for the previous three years with detailed bal-
ance sheets, operating statements and pertinent schedules with any
ualifying statements by the auditors. It is usually required that
these be supplemented with monthly balance sheets and operating
statements subsequent to the last audit and to close of month pre-
ceding application.

© g

From such information together with an inquiry into the character and
ability of the management, it is possible for the creditor to have a clear indica-
tion of the organization’s efficiency, its general operating policies, and its
ebility to serve its members. Particularly is this true if the creditor also
understands the competitive situation in the territory,

Associations doing a considerable amount of storing and warehousing
make use of warehouse receipts as security for loans. The United States Ware-
house Act was passed by Congress in 1916 for the purpose of facilitating the
ﬂnanéing of agricultural products while in storage. The warehouse operator
is bonded and licensed and the inspectors, graders and weighers are licensed
under the Act. The warehouse receipts under such regulations become excel-
lent collateral or security in obtaining loans. Some cooperative associations
are making extensive use of this form of security, Moreover, the interest
rates are usually 1 to 2 per cent lower for money borrowed on warehouse
receipts—usually called commodity loans—than for money borrowed for gen-
eral operating purposes or for facilities. Administration of the Warehouse
Act is under the direction of the Secretary of Agriculture, who also has super-

‘vision of warehouse licensing.
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Accounts receivable are sometimes assigned as collateral or security for
loans in large associations, but this practice is not extensive.

After a loan is made some ecredit agencies require monthly reports on
operations and on the financial condition of the association, This gives them
a close check with the actual operations of the association, and, if adverse
conditions develop, they have an opportunity to suggest corrective measures
at any early date. While objections are sometimes raised to the detail re-
quired in such monthly reports, nevertheless, a number of associations have
found that this practice of preparing monthly financial statements has defi-
nitely aided them in developing better control of their business operations and
in checking the soundness of their present policies and practices,

Repayment of Loans

In the past when loans have been made to an association either on basis
of notes or mortgages the entire original amount or principal usually be-
came due at one time regardless of the amount of the loan or its duration.
Interest payments were, of course, due annually, Unless adequate plans were
made for the accumulation of funds over a considerable period of time with
which to meet the principal when due, the association found that it was not
in a position to meet its obligations, Moreover, such a credit arrangement did
not take into account the conditions peculiar to the association or its business,

In recent years plans for the amortization or gradual repayment of loans
have come into use. In general such plans work out to the satisfaction of
those who borrow money and to those who loan it. The contrast between the
old .and the new methods, and differences in amortization schemes can prob-
ably best be explained if illustrated with a definite example,

A creamery manufacturing and selling 500,000 pounds of butter a year
borrowed $12,000 on a mortgage, payable in ten years with interest at 5 per
cent, per annum. During the ten year period it is estimated that the creamery
will manufacture and sell 5,000,000 pounds of butter at an estimated average
price of 30 cents per pound, giving a total sales value of $1,600,000. The prin-
cipal might be repaid on any one of the following bases:

Case 1. With no plan of amortization or gradual payment the entire prin-
cipal of $12,000 is due at the end of the 10 year period.

Case 2. Amortization of principal at a fixed yearly or monthly rate some-
what as follows:

(a) Payment of $1,200 on the principal on a specified date each
year or

(b) Payment of $100 per month on principal

Case 8. Amortization of principal on a unit or sales basis as follows:

(a) Payment of principal at the rate of % ecent per pound on all
butter, or its equivalent, manufactured and sold y the asso-
ciation, or

(b) Payment of principal at the rate of 0.8 per cent of gross
sales of all products manufactured and sold by the creamery.

From the illustration given it will be noted that under Case 1, the asso-
ciation is required to do the entire adjusting. No arrangement is made with
the creditor for meeting the operating conditions of the association. The asso-
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ciation is probably permitted to make payments on the principal at the dis-
cretion of its officers, but no plan is made in the loan itself for a gradual re-
tirement of the debt.

Under Case 2. a definite annual or monthly payment is made on prin-
cipal. This method is better than Case 1, but it makes no allowance for any
of the many factors which may influence volume or price.

When payments are made on a unit or volume basis, such as illustrated
under Case 3. (a), payments on principal will automatically be adjusted ac-
cording to volume whether such changes are due to seasonal influences or to
other factors. ’

When the repayment of principal is made on the basis of percentage of
gross sales, as in Case 3. (b), adjustments are automatically made to tempor-
ary changes in both volume and price. If the volume times the price should
average higher than estimated then payments will be completed in less than
ten years. If it should average lower than estimated then probably the pe-
riod of payment will be extended or the rate of payment increased accord-
ingly. But if neither of these two adjustments are made there will be an un-
vaid part of the principal which will be due at the end of the ten years to be
raid at that time or refinanced.

If a commodity loan is obtained on the basis of warehouse receipts at
the rate of 60 per cent of the market value, then the loaning agency usually
requires that repayment be at a somewhat higher rate, probably 75 per cent
of the sales value as the product is marketed. The loan will, therefore,
be repaid in full before the last of the product is marketed unless there
is, in the meantime, a sharp drop in the price of the product. When a loan is
made for organization purposes, it is generally required that the loan be repaid
during the association’s first one to three years of operation.

No one method of payment of principal is likely to be satisfactory for
all types of loans and to all associations, but from the above it will be noted
that some plan of amortization is likely to result in more certain payment
of principal and at the same time be reasonably satisfactory both to the ered-
itor and to the debtor.

Reserves

Sound financing of a cooperative requires the building of reserves which
are sometimes referred to as its financial shock absorbers. These funds are
the association’s protection against financial risks which are not covered in
ordinary operating expenses. Depreciation and losses from credit accounts are
usually covered as a part of ordinary operating expense.

The desirable size of reserve will, of course, depend upon the nature of
the business, the association’s operating policies and its general plan of
finaneing. An association should have large reserves if it is engaged in a
business in which there are frequent changes in competitive conditions, or a
great deal of risk of price variation or of quality deterioration. Likewise, an
association making final payments to producers before the entire product is
sold should also carry liberal reserves,

Special reserves are frequently advisable where the risk is large. A spe-
cial reserve against price decline is desirable in purchasing associations which
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carry large inventories. In every association there should be a general reserve
fund as a protection against risks or contingencies which are not covered by
special reserves.

In bargaining associations, such as those usually found in city milk
markets, a sizeable reserve fund is usually advisable, Sometimes such reserves
are built up as capital in the form of a revolving fund. A sizeable reserve is of
distinct advantage in negotiating for favorable prices, since it is evidence
that the association can, if necessary, provide the plant and equipment with
which to handle its own milk on short notice,

Personal Liability in Borrowing Money

Frequently, in order to obtain funds for cooperatives, the directors, and
occasionally other members, or the manager, assign their personal signatures
to notes and mortgages, Anyone signing such a note or mortgage, except as
an authorized officer or agent of the association, is personally liable for the
amount which the association might fail to pay when due, including unpaid
interest. Yet 44 farmers’ supply associations in Wisconsin in 1935 had in-
debtedness of this character, totaling over $233,000. Personal indorsement of
loans has been particularly frequent among newly organized local associations.
It is not only an undesirable business practice, but if such a procedure is
necessary even for new associations it indicates unsound financing on the
part of the cooperative.

A much better practice is for the directors of the association to authorize
one or more of its officers, such as the president, and secretary or treasurer,
by a motion of resolution, to borrow money on behalf of the association for a
specific purpose and not in excess of a stated amount. The designated officers
should then negotiate for the loan on behalf of the association and sign only
as officers of the association. In this way no individual can be held personally
liable for the payment of the loan.

Effect of Extension of Credit in Financing

If a cooperative sells on credit or extends credit to members for produc-
tion purposes it usually needs a lot more money with which to carry on its
business than if it sells for cash only and extends no production credit. An
association having a liberal credit policy is likely to have a lot of money tied
up in accounts and notes receivable, a high collection cost and a substantial
loss from poor accounts.

The credit problem is not likely to be serious for a local association which
markets only through a reputable sales agency and does not make retail
sales. On the other hand, a purchasing association, or an associatiori that
actually engages in retail distribution, is likely to have a serious credit problem
unless it follows closely a cash basis in making sales. It is not, however,
always feasible to operate strictly on a cash basis, as a matter of convenience,
or because of custom and competitive trade practices.

Production credit associations are now active in most agricultural areas
andd there is no longer the same necessity for extending credit in the sale of
farm supplies that there was before such credit associations were formed.
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Moreover, marketing associations can seldom handle production credit as well
as associations organized for that particular purpose,

Various methods have been devised for controlling credit sales where it is
not deemed feasible to sell strictly on a cash basis. A common method is to
leave extension of credit to the judgment of the manager, but require that
he furnish a complete list of outstanding accounts to the board of directors
periodically for review. In some loeal associations the directors prepare a
credit list with a maximum eredit limit for each person to whom credit may be
extended,

Some associations bond their manager or sales force and make them
strictly accountable for all extension of credit. In many small associations
this plan has worked reasonably well, but it has generally been regarded
as inadequate in large associations, Some of the large associations have their
own separate credit departments which must pass upon all proposed ecredit
accounts before sales are made. Still others attempt to control credit through
a differential in price between cash and credit sales, or through an interest
charge on accounts extending over thirty days. A differential in price be-
tween cash and credit sales is often desirable because it places upon those
who use it at least part of the cost of credit, An interest charge on accounts
may be reasonably effective in obtaining earlier collection of accounts, but
raerely to add an interest charge will probably not help in collecting ques-
tionable accounts.

These examples illustrate the methods used in controlling eredit, but none
of them is fool proof. Where credit accounts are permitted reserves should be
set up as a protection against probable loss from poor accounts. From the
standpoint of its effect upon finances, and its effect upon operating costs the
credit policy of an association is a matter of much importance.

Adjustments in Capital

Cooperatives are usually under-financed and therefore their problem in
adjustment of capital is generally one of obtaining more capital rather than
to decrease the amount. However, as an association becomes better financed
it has a problem of both increasing and decreasing its operating capital, This
is because the volume of business usually fluctuates from one season to another,
and to some extent from year to year. It is just as important to make efficient
use of capital as it is to make efficient use of plant or labor,

Changes in volume of business will affect the need for operating capital
since the volume of business affects the current expenditures for supplies,
labor, insurance, etc. If an association is marketing products for farmers and
making advances, or part payment when the products are delivered, then a
larger volume of produce automatically requires additional capital or money
for advances to patrons. If the association extends eredit on sales the changes
in volume of business will likewise automatically affect the amount of capital
needed to finance such eredit. The seasonal income of patrons receiving credit
will influence their promptness in paying for goods purchased, Particularly is
this likely to be true in associations handling farm supplies,

An association can adjust its operating capital to meet the changing needs
of the association by supplying peak demands through operating and com-
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modity loans. Such loans can usually be adjusted in accordance with the
seasonal needs and increased or decreased as business may seem to warrant.

Adjustments are difficult to make in capital that has been invested in fixed
assets. Some adjustment can be made by the sale or purchase of equipment
or by renting equipment’during peak periods, This, however, is usually not
very satisfactory. An efficient use of capital as far as investments in fixed
assets are concerned depends very largely upon prudent original investments
rather than upon adjustments after the plant and equipment have been pur-
chased. This means that an association needs to study thoroughly its needs
and requirements before any large investment is made in facilities or fixed
sssets.

Supplementary Readings

Christensen, Chris L., “Business Set-up of a Cooperative Marketing Associa-
tion.” Circular No. 403, United States Department of Agriculture, Wash-
ington, D. C., 1926,

Reed, Stanley, “Financial Structure of Cooperatives.” Circular No. 4, Federal
Farm Board—Farm Credit Administration, Washington, D, C., 1931.




X. COOPERATIVE BUSINESS RECORDS AND
THEIR USE

AREFUL RECORD keeping is an essential part of the
business operations of any cooperative. The prepar-
ation of an annual report which shows in detail a
balance sheet and the results of the operations of the busi-
ness is necessary for both the management and the member-
ship. The balance sheet which shows the assets and liabil-
ities of the association of a particular date is used for many
different purposes. The operating statement should yield in-
formation that will reflect the operations of the association
in such a way that the membership and management can
follow closely the progress of the association,

COOPERATIVE associations often need a more detailed system of reec-
ords and accounts than do private companies, Since net income in a cooper-
ative is distributed largely on the basis of patronage rather than in propor®
tion to stock, a record should be kept of each person’s business with the asso-
ciation, whether it is on a cash or credit basis. Moreover, a member often de-
mands information from his cooperative that would ordinarily not be required
by a stockholder in a private company. This is because the member is inter-
ested in the operations of his association, both as a patron and as a stockholder.
In fact his interest as a patron often exceeds his interest as a stockholder.

Good records have value in the pooling operations of a cooperative, When
expenses, sales receipts or products are pooled it is important to know that
the pooling is equitable and in keeping with market conditions and with good
cooperative practice. Only the information that comes from a good system of
accounts will offer a satisfactory basis for intelligent judgment as to the fair-
ness of pooling operations.

A good set of books is valuable to any business, whether private or co-
operative, since it provides a systematic and useful record of sales, purchases,
credits, collections, expenses, earnings, etec. Records of operating costs often
aid the management in detecting unnecessary expenses and wasteful practices.

Accounting and Auditing Service

Although a good set of books is of great importance in the operation of
a cooperative business, it need not be elaborate or complicated for most local
associations. Bookkeeping systems should, however, be adapted to particular
types of businesses, such as creameries, cheese factories, livestock shipping

87

e



associations and feed warehouses. Relatively simple sets of books have been
worked out for local cooperatives, such as creameries and local oil associations,
These are in general use in Wisconsin, ;

Neither the directors nor the members can each individually check the
accounts to be certain that they are accurate, complete and properly kept.
Therefore it is desirable that the cooperative have at least an annual audit.
The audit should be thorough and should be made by a good accountant from
outside the cooperative itself,

An audit should be looked upon as an inspection and checking of the
accounts of an association. The audit report is a verification of the accounts
or a statement of the auditor’s findings. Many cooperative associations have
one audit per year. Some have two audits per year. It is only rarely that an
association has more than two audits per vear.

Regional cooperative associations sometimes have accounting departments
which serve local associations. (n a few cases auditing associations have been
set up strictly for the purpose of making audits and installing systems of
accounts on a cooperative basis. Some states, such as Wisconsin and Minne-
sota, have established state departments to help cooperatives with their ac-
counting problems and to provide auditing services for cooperatives at nominal
fees. Auditing and general accounting service may also be obtained from
private accountants,

Use of Balance Sheet

A balance sheet of a cooperative is an accounting picture or statement
showing the association’s financial condition on a given date. The balance sheet
is divided into two main parts. One part shows the assets or what tne asso-
ciation owns in the form of real property and financial claims. The second
part shows the liavilities and the net worth. The liabilities are the debts or
what the association owes to others. The net worth is what the members or
stockholders have left in the association after allowing for its debts,

In studying the balance sheet of a cooperative one should not look just
at the total figures for assets, liabilities and net worth. The items which make
up these totals are also of importance. A good way to study a balance sheet
is first to look at the size and the nature of the main items which make up
the assets, and the liabilities and net worth; second, to compare such figure~
as current liabilities with current assets, total liabilities with total assets and
with net worth; and third, to determine what changes have taken place in the
general financial condition of the association. Such changes are easily shown
in a comparative balance sheet for two or more years as is illustrated in
Table IX,

Assets—The items under assets are usually classified as current assets,
fixed assets and other assets,

The current assets include those items which can be turned into cash in
a relatively short time, usually within two or three months and during the
regular business operations of the association. The main items under current
assets are usually cash on hand and in banks, accounts receivable and inven-
tories,




The amount of cash is, of course, an indication of an association’s ability
to meet its immediate obligations, but too much weight should not be given
to this item alone. The amount of accounts receivable shows to some extent
the association’s credit policy and the ability of the association to control its
credit sales, Ordinarily it is desirable to have accounts receivable as low as
possible. They should seldom be larger than an average month’s business in a
local association. In practically every association in which sales are made on
credit there should be a reasonable reserve against probable losses from bad
accounts, In the accompanying balance sheet the accounts receivable are equal
to two months’ sales. However, reserves for bad accounts are equal to nearly
20 per cent of the total accounts receivable,

One will often find it helpful in judging accounts receivable if he has the
accounts classified as to age, such as those not over 30 days, those 31 to 60
days, those 61 to 90 days and those over 90 days. This will shqw the length
of time that such accounts have been held by the association without being
collected. Naturally the older the accounts become the more difficult they are
of collection. The age of the accounts are not shown in the sample balance
sheet, but it does show that notes and accounts receivable were reduced over
$2,600 during the year.

The next large item under current assets is usually inventories. This in-
cludes the goods on hand for resale or goods in process of manufacturing or
sale, One should be interested in the amount of money invested in inventories
because it is ordinarily expensive to carry large stocks of goods. In judging
the size of inventories one should give some thought to the nature of the busi-
ness because some businesses require larger stocks of goods than others.
Large inventories relative to sales tend to make for high operating costs.
Small inventories, at the end of the fiscal year, are sometimes misleading,
however, since inventories at that time are usually reduced below the normal
existing during the remainder of the year. For example, one would not ex-
pect an association retailing coal to have more than a small inventory of coal
during the late spring months.

Having noted the main items under current assets a person should next
examine those under fixed assets. These items usually give a good picture of
what the association has invested in land, plant and equipment, and how much
of the original cost of plant and equipment has been written off as depreciation.
The depreciation rate should be high enough to write off the value of the
buildings and equipment during their normal period of service. The rate of
depreciation should usually be about 2 to 2% 9 per year for concrete and brick
buildings and 3 to 4% for wooden or frame buildings. The depreciation rate
on equipment is usually 10%, although for individual items it is likely to
range from 7 or 8% on furniture and fixtures to as high as 20 to 259 on
motors, automobiles and trucks. Items, such as milk cans, are often depreciated
at an even higher rate, usually 8814%, since milk. cans are ordinarily not ex-
pected to last more than about three years when in regular factory use.

Most of the assets of local associations come under the classification of
current assets and fixed assets, but nearly every local cooperative will have »
small amount of property or financial claims that are classed as other assets.
When an association has paid rent or insurance beyond the date of the balance
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sheet the unused part of the premium is shown as an asset., Part of the or-
ganization expense in a new association is sometimes shown as an asset, Sel-
dom should any part of the organization expense be carried as an asset for
more than one or two years after the beginning of an association, Creditors
give little value to items of good will, patents, ete, in a balance sheet, ex-
cept in special cases. Such items should never be carried in the balance sheet
at more than a nominal value, Local associations frequently own stock or
certificates of indebtedness in wholesale or regional cooperative associations.
Such items are usually classed as investments and are either put under a sep-
arate heading or shown under other assets,

Liabilities and Net Worth—The liabilities are important since they are
obligations or debts which an association must eventually meet, if it is to con-
tinue operating. It is usually a good idea to determine whether any of the
liabilities are past due, and also the date on which the main items of debt,
such as large accounts payable, notes and mortgages, become due.

If a cooperative has to pay off a large amount of debt on a particular
date, or during a short period of time, it presents a difficult financing problem
and is often an indication of weakness in the association’s financial program.
On the other hand, if a plan of amortization or gradual payment of debt has
been worked out, and is carefully followed, it is usually an indication of a good
financing program.

Accounts and notes which are payable within a relatively short time
after the date of the balance sheet are usually classed as current liabilities and
all other debts are classed as long term or fixed liabilities. One should ordin-
arily look for a division of the accounts payable according to whether they are
due patrons, employees or others.

Under the general title of net worth are listed the items which indicate
the financial interest of members or stockholders in the association., Here one
should note the amount of outstanding common stock and preferred stock,
and also any part payments or credit towards stock. One should also look
under net worth to see how much the association has in the form of general
reserves or surplus and how much it has in undivided income,

Financial Comparisons—After one has a fairly clear impression of the
main items under assets, linbilities and net worth he is ready to raise and
answer certain questions. One will probably ask what changes have taken
place in the finances of the association during the year. The answer to this
question is apparent when one compares the most recent balance sheet of the
association with those made previously and in a manner similar to that shown
in Table IX.

In studying the balance sheet one should ask what is the probable ability
of the association to meet the obligations or debts that will come due within
the next few months. One way of answering this question is to find out how
many dollars of current assets the association has for each dollar of current
liabilities. This is done by dividing current assets by the current liabilities.
It is usually desirable to have current assets about twice as large as current
liabilities. In the sample balance sheet the current assets were four times as
large as the current liabilities in 1932 and nearly six times as large in 1933.
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TasLe 1x—A Comparative Balance Sheet of o Local Cooperative Supply Association

ASSETS
December 31, 1933 December 31, 1932 Change
Current Assets: '
Cash on hand and in banks $ §$ 123254 3§ $ 752.27 4% 48027
Accounts receivable 10,031.76 10,921.64
Res. for bad accounts 1,985.58 8,046.18 1,336.20 9,585.44 — 1,539.26
Notes receivable 2,041.31 . 3.07546 — 1,034.15
Merchandise inventory 8,783.77 9,100.37 — 316.60
20,103.80 22,513.54 — 2,409.74
Fixed Assets:
Land 849.92 849.92
Buildings 4,681.76 4,681.76
Res. for depreciation 2,923.44 1,758.32 2,600.38 2,081.38 — 323.06
Warehouse equipment 2,298.24 2,289.37
Res, for depreciation 422.99 1,875.25 193.45 2,095.92 — 220.67
Delivery equipment 4,262.40 4,204.90
. for depreciation 3,677.18 585.22 3:650.53 1,554.37 — 969.15
Total fixed assets 5,068.71 6,581.59 — 1,512.88
Other Assets:
Prepaid Expense 131.00 179.35 — 48.35
Investments 5,950.13 5,081.66 -+ 868.47
Deposit in closed bank 1,437.81 & -+ 1,437.81
Total other assets 7,518.94 5,261.01 4 2,257.93
Total assets $32,691.45 $34,356.14 — 1,664.66
LIABILITIES AND NET WORTH
December 31, 1933 December 31, 1032 Change
Current Liabilities:
Accounts Payable $ 1,176.57 $ 4,036.25 —$2,859.68
Notesuflynbla 1,835.00 1,057.75 4 777.25
Accrued expense 412.59 414.85 — 2.26
Total current liabilities $ 3,424.16 $ 5,508.85 — 2,084.69
Fixed Liabilities: None None' ' “iaia
Net Worth:
Common stock issued $18,280.00 $18,110.00 4 170.00
Part payments on stock 576.21 500.41 4 75.80
Surplus 7,890.81 8,020.84 — 130.03
Net income for year 2,520.27 2,216.04 + 304.23
Total net worth $29,267.29 $28,847.29 4 42000
Total Liabilities and Net Worth $32,691.45 $34,356.14 — 1,664.69
Net sales for year $60,646.67 $60,555.30 + 9137

In local marketing associations in which the produects are sold and the money
obtained before final payments are made to the producers the current assets
need not be much larger than the current liabilities. In no case should an asso-
ciation have current assets lower than current liabilities as such a condition
indicates that the cooperative might have serious difficulty in meeting its short
term obligations,

It follows that one would next be interested in the ability of the associa-
tion to meet its total debt or total liabilities. This situation will depend more
upon volume of business and operating efficiency than upon the condition of
the halance sheet on a particular date. The relative amount of security back of
such indebtedness is, however, shown by dividing the total assets of the ass0-
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ciation by the total liabilities. In the sample balance sheet the association
had $6.24 in 1932 and $9.55 in 1933 of assets for each dollar of total debt.
This is unusually high, The larger this ratio, as a general rule, the stronger is
the long term credit position of the association,

Another measurement of the debt burden of an association is obtained by
dividing the net worth by total liabilities. The sample balance sheet shows
that the members had an equity of about 85 cents for each dollar of total debt.
The larger this figure, the lighter is the debt burden in proportion to the
equity of members and stockholders,

If one wants a measurement of the efficiency with which fixed assets are
used he can obtain it by dividing the annual sales by the fixed assets. This
shows the amount of business that is done per dollar of investment in land,
plant and equipment. The sample balance sheet shows five dollars of business
for each one dollar in fixed assets (at cost). The greater the volume of busi-

- mess per dollar of fixed assets the lower is likely to be the operating costs with

respect to depreciation, property taxes, insurance and usually with respect
to total operating expense. Consideration should be given to the fact that some
associations rent a considerable part of their plant and equipment and some
others, such as local gasoline and oil associations, have employees furnish
part of the equipment on a commission basis. In many retail oil cooperatives
the truck operators furnish their own trucks and are paid on a commis-
sion basis for their services, including the use and the operation of their trucks.

Operating Statements

Operating Expenses—It is often difficult to measure accurately the oper-
ating efficiency of a cooperative association since efficiency depends upon
many factors. Probably the most valuable single test, however, is that of
operating expense which should be considered together with the service rend-
ered and the general operating conditions.

Most local coeperative associations prepare an expense statement for their
members at least once annually. These statements could often be made more
valuable to members if the various items of expense were shown both in total
amount and in cents per unit of volume or in percentage of sales. Such
statements would likewise be more valuable if they showed the major changes
that took place during the year. This type of sales and expense statement is
shown in summary form in Table X for a cooperative milk distributing asso-
ciation.

TABLE x—A Comparative Operating Statement in Summary Form for a Cooperative
Milk Distributing Association*

1935 1934 Change in
Percentage Percentage Percentage
Amount of Sales Amount of Sales Amount of Sales
Sales $163,610.61 100.00 $153,588.93 100.00 $10,021.68
Expenses Summarized:
Oﬁznﬁn' " $ 3,731.79 2,28 $ 4,377.05 2.85 — 0645.26 -.57
Delivery 34,631.96 21.17 33,001.61 21.49 -+ 1,630.35 - .32
Plant 17,288.27 10.57 16,890.23 11.00 + 398.04 — .43
Administrative 10.121.48 6.18 10,313.52 6.71 — 192.04 —.53
Total Expense § 65,773.50 40.20 § 64,582.41 42,05 $+41,191.09 —1.85

* The total figures have been changed so as not to reveal the identity of the association, but the
percentages have been kept the same. -
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The sales figures in Table X show an increase of over $10,000 or about
6.5%. This table also shows that while total expenses increased $1,191, the ex-
bense in percentage of sales actually decreased from 42.05 to 40.20, or 1.85.
Moreover, the table also shows in what departments the expenses increased or
decreased and how much. In this case the increase in total expense was in
plant and delivery expense. The office and administrative expenses actually
decreased in total amount, as well as in percentage of sales. These facts would
not be apparent in an operating' statement covering only one year.

Back of the general sales records should be detailed sales records showing
as nearly as practical the net returns from various types of sales, the sales
‘costs and the credit losses. The above association divided its sales into cash or
counter sales, route sales and relief sales.

Operating expenses should usually be shown in more detail than is pre-
sented in the summary table for the milk distributing association. This asso-
ciation had supplementary tables in which the office, delivery, plant and ad-
ministrative expense were each shown in more detail. The largest increase
was in delivery expense for this milk association and it is shown in Table XI.
Practically the entire increase in delivery expense was in the item of salaries.
This resulted from a small increase in the amount of labor hired to take care
of the increased volume of business and from slightly higher wage rates.

TaBLE x1—A Comparative Statement of Delivery Expense for a Cooperative Milk
Distributing Association*

S e — = -
1935 1934 Change in
Percentage Percentage Percentage
Amount of Sales Amount of Sales Amount of Sales

Analysis of Delivery Expense:
Sallr{es $29,172.70 17.83 $27,664.96 18.01 4 $1,507.74 -.18
Deprec. & Rep, 2,083.72 1.28 2,366.23 1.54 — 282,51 —.26
Supplies 2,686.84 1.64 2,417.11 1.58 + 269.73 -+ .06
Bottle Exchange 363.64 a8 334.56 22 + 08 ...
Miscellaneous 325,06 .20 218,15 14 -+ 106.31 + .06

Total $34,631.96 21.17 $33,001.61 21.49 -+1,630.35 —.32

* The total figures have been changed so as not to reveal the identity of the association, The
percentage fidures have been kept the same.

Depreciation and repairs showed a decrease of $283 due to a smaller amount
of repairs. The supplies which consisted mainly of feed for the delivery
horses and gasoline and oil for the delivery trucks increased $270. There
was also a slight increase in this item when measured in percentage of
sales. The bottle exchange cost remained directly in the same proportion
to sales as would be expected. The miscellaneous items increased $156 or
06% of sales. Here again these facts would not be shown in the usual oper-
ating statement.

The largest single item of expense whether in office, delivery, plant or
£dministration expense is usually salaries and wages. The records should be
available which will show the amount of labor hired and the rate of wages.
It is after all the combined effect of these two factors rather than either of
them individually that makes labor costs high or low. Frequently the man-
ager’s salary is open to much comment because it is usually the highest salary
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paid by an association. His salary should be judged not only in terms of the
total amount, but also in cents per unit and in terms of the service performed
by the manager. Large salaries do not make efficient employees, but compe-
tent employees, particularly managers, usually command good salaries and a
cooperative must expect to pay accordingly for such service,

Separate operating statements should be shown by departments in cooper-
atives engaged in more than one line of business or operating specialized
departments. In some regional associations handling a diversified line of
rroducts, as is done by the Land O’Lakes Creameries, Inc., separate expense
statements are shown for a dozen or more departments,

Other Operating Information—Numerous factors which enter into oper-
ating efficiency are not shown directly in an expense statement. In a creamery,
for example, such factors as the composition of butter, together with quality
and workmanship, have an important bearing upon the price an association is
able to pay for butter fat in milk or eream. The use that is made of the by-
products, buttermilk and skim milk, is also a factor. It is just as important to
save a cent per unit by having the proper amount of butter fat in each pound
of butter, usually 80.5 per cent, or adding a cent by making a high quality of
butter as it is to save that amount by having low operating expenses. Records
on composition, quality and workmanship are valuable to directors in judging
the efficiency of their creamery operations, and particularly when such records
are based upon competent laboratory analysis.

Shrinkage is sometimes an important item of expense, particularly in local
oil associations in which the shrinkage ranges from as low as 1 per cent to
over b per cent. Losses from excessive shrinkage are usually added to the
cost of goods and are not shown as a direct item of expense. Such losses
may, nevertheless, be an important item of cost. Stock account records which
show regularly the inventories, purchases, sales and shrinkage are valuable in
controlling shrinkage.

Records on the purchase of supplies are sometimes valuable in judging
efficiency. Such records should reflect any savings realized by careful buying,
by taking credit discounts and from patronage dividends.

Probably no system of records will measure accurately all phases of an
association’s operations. One should, therefore, exercise common sense and
judgment at all times in using and interpreting both balance sheets and oper-
ating statements. A good system of records, when used with discretion, is,
nevertheless, a valuable aid to every cooperative business.

Supplementary Reading

Ullyot, Lloyd and Hollands, Harold F. “Creamery Business Analysis,” Bul.
322 (April 1935) Univ. of Minn., Agr. Exp. Station, University Farm,
St. Paul, Minn.
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XI. POOLING AS APPLIED TO EXPENSES, SALES
RECEIPTS AND PRODUCTS

OOLING of agricultural products is a distinctive coop-
erative procedure. An association may either buy a
farmer’s products on the day of delivery, handle them

on a commission basis or pool them with the products of
other producers. Pooling is an averaging process. All cooper-
atives pool their expenses and many others pool the prod-
ucts, as well as the sales receipts. On the basis of such
pooling operations members that contribute to the pools re-
ceive the average sales price. There are numerous advan-
tages of pooling, but these advantages are based upon the
effectiveness with which the pooling operations are carried
on. Consideration must be given to the quality of products,
the length of the pooling period and the size of the pooling
area in order that farmers may receive equitable treatment
from their cooperative.

A COOPERATIVE association may handle a member's products accord-
ing to one of three methods: (a) it may buy the products on the day of de-
livery from the producer and pay a price for the same based on current market
values; (b) it may simply act as agent for the producer in selling the product
receiving a commission for handling the goods; or (c¢) it may handle the pro-
ducts on a pooling basis. Of these three the last named is a distinctively co-
operative procedure and is not found among private marketing agencies,

Pooling involves a consideration of three practices: (1) The mingling of
products of individual producers into a collective lot in which the identity of
each grower’s produce is lost. Usually, a separate pool for each grade of
product is established. In purchasing associations orders for farm supplies
are oftentimes pooled. (2) The expenses of operations are pooled and al-
located against the products which are handled or the supplies which are
purchased. (3) The sales returns are prorated amongst the producers contri-
buting to the pool, ordinarily on the basis of the grade of the products sup-
plied. Pooling; consequently, involves a sharing of the expenses, risks, serv-
ices, and sales receipts for the products that have been supplied by a number
of patrons and that have been mingled together for the purpose of handling
them as a collective unit. Pooling practices are by no means uniform in all
cooperative associations.
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Not all cooperatives pool their members’ products. Some associations buy
each grower’s produce outright on the day of delivery. At the end of the
year if any profits are made upon the purchases these are refunded to the -
growers on a patronage basis. Other associations handle producers’ products
on practically a commission basis. The association receives the products and
sells them for the producer, at the time he directs, returning to the grower the
sales receipts less the cost of operation. The third method of handling the
growers’ products is on a pooling basis. Where such is the practice the
products are received by the cooperative, ordinarily graded into various grades
established by the association, and after the sales of the entire pooled lot are
made, the returns are prorated among the contributors to the pool, after de-
ductions for operating expenses are subtracted. An initial advance payment
at the time of delivering the produce and partial payments later may be made
to the growers before all of the pooled products are sold.

In practically all associations expenses are pooled. This is due to the fact
that it is nigh impossible to ascertain definitely the costs of handling each
producer’s products. Such costs as taxes, insurance, depreciation, and inter-
est on notes must be allocated against all products that the association hand-
lers. Consequently, in making the deductions for operating expenses, the out-
of-pocket costs directly attributable to each product must be supplemented by
a pro-rata share of the overhead costs. The practice in nearly all associations
is to make the deductions for expenses uniform for all growers and for all
periods, and sufficiently adequate to meet all costs. It is apparent that this
procedure may result in operating profits during certain periods and operating
losses during others.

The gross sales for pooled products are allocated among the contributors
to the pool, usually upon the basis of the grades of the products within the
pool. This means that although certain producers’ products may have been
sold at a higher price than that of other producers, yet, each receives the
average price which the products of any particular grade netted. It is evident,
therefore, that pooling is an averaging process. Consequently the risks of
marketing are borne collectively by all of the producers,

In order that the pooling operations may result in the most equitable
treatment of all producers it is necessary to recognize differences in the
quality of products, trade preferences for the products of particular localities,
as well as the expenses of operation at certain points. It is for this reason
that in allocating the expenses and the sales returns to the growers that a
consideration be given to: (1) the quality of products; (2) the pooling period;
and (3) the pooling area.

In order that the quality be given proper consideration, associations ordin-
arily grade the produce into a sufficient number of grades that are recognized
in the market, It is evident at once that considerable judgment must be exer-
cised by the management of the pool in the proper determination of the grades
that are to be established. Exceptions are oftentimes noted in local associa-
tions, such as creameries and cheese factories, where the milk and cream is
not graded before being pooled. Large scale sales associations, however, grade
the products before placing them in different grade pools,
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FIG. 14—COOPERATIVE MILK DISTRIBUTING PLANT.

A modern milk plant owned and operated by the Golden Guernsey Dairy Cooperative, Mil-
waukee, Wisconsin, Other cooperative milk distributing companies are found in the various mar-
kets of the country, although the bargaining type of associations are more numerous,

The correct length of a pooling period is likewise to be determined after
due consideration is given to those factors which materially change the value
of farm products from one time to another. For highly perishable commod-
ities a pool period of a short duration is used and for the less perishable pro-
ducts a longer pool period is established. For example, in strawberry market-
ing associations a daily pool has been found to be practical. In certain egg
marketing associations a weekly pool has been used with success. In cream-
eries a monthly pool has worked out well. In other cases an annual pool has
been used, particularly for crops such as cotton and tobacco that are harvested
annually and which are marketed during a long period of time. It is apparent
that producers would not consent to pool periods of great length if there are
sharp price fluctuatins within relatively short periods. A grower who has his
products ready for market very early in the season and who wishes to take
advantage of whatever high prices may exist at the time does not wish to lose
this advantage by receiving the average price obtained for all produce sold
throughout the season. The length of a pool period, however, must also be
considered from the standpoint of the management of the cooperative if a
sales and merchandizing program is to be effectively administered,

Inasmuch as there are distinctive characteristics of commodities from cer-
tain areas that are especially prized by buyers in the market or which have
distinctive characteristics as a result of production methods, it is evident
that in all fairness to the producers separate pools be created for the various
areas that comprise the total territory served by the cooperative. In recogni-
. tion of this fact pools that comprise certain districts within the membership
of the association are set up and the expenses and sales returns for the
products of such districts are allocated to the growers therein rather than
to the growers throughout the entire territory. Just what area is to be in-
cluded within a pool is a matter requiring the expert judgment of the man-
agement of the cooperative association.
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Patrons, as well as the organization itself, benefit from properly con-
ducted pooling operations. Patrons share equitable and on a pro rata basis in
the sales returns, market expenses, and market risks, The association often-
times improves its bargaining position in the market by having better con-
trol of timing and placing the growers’ products on the market. The asso-
ciation has more difficulty in establishing a sales and merchandizing program
if the products are bought outright or sold for the producer upon his direction,
Economies in transportation can also be made if large pooled lots are shipped
instead of many small amounts from individual growers or small associations.
There are certain advantages of having a central administration in charge
of the grading, packing, storing, and shipping of the producers’ products.
Wastes are frequently eliminated,

Supplementary Reading
Christensen, Chris L, “Pooling as Practiced by Cooperative Marketing Associ-

ations” Miscellaneous Publication No, 14, U.S.D.A., Washington, D. C.,
1929,
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XII. THE MANAGEMENT OF COOPERATIVES

HE COOPERATIVE is the purest form of demecracy
in business. Members of most Wisconsin cooperatives
have sufficiently close contact with the management

to observe the running of the business,

Community affairs, so closely interwoven with those of
almost any cooperative, may dilute the energies of admin-
istration.

Even though the members take active interest in their
cooperative, small associations are in many cases operated
less efficiently than the larger businesses.

Members are usually aware of their common rights but
they too often overlook the fact that there is a correspond-
ing duty for every right.

In 120 large cooperatives, a study shows that an average
of seven officials per association were elected from the mem-
bership at large.

The directorate is the management of a cooperative and
in origin and function is similar to the legislative branch of
our government.

Cooperatives are apt to minimize the importance of a
good executive which is manifested by a reluctance to pay
salaries comensurate with the services received,

THE WILL of the membership is supreme in cooperative associations—
theoretically. This type of organization is said to be the purest form of de-
mocracy in business. The state and federal laws sanctioning its development
are generally broad in their provisions concerning membership rights, Those
who design the operating plans of different enterprises, however, can do much
toward facilitating freedom of expression for all members upon questions
having to do with the operations of those enterprises, In local associations
the circumstances are generally most favorable to a complete membership par-
ticipation in the affairs of the business.

There are in Wisconsin, a great number of local cooperative dairy asso-
ciations such as cheese factories, creameries and fluid milk bargaining asso-
ciations. The patrons of these associations come in frequent contact with one
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another in their daily work, Many of them see the managers and employees
of their association every day or week of the year. The frequent contacts with
the employees of an association provide many opportunities for members to
observe how their business is run and to discuss the common problems grow-
ing out of their venture that arise from time to time. In this arrangement
every member is virtually an adviser of the directorate. In fact, the member-
ship is so limited in some associations that the enterprise might be adversely
affected if only two or three members were to discontinue their patronage.
Under these conditions, the interests of members are likely to receive full
consideration. Each association is a government unto itself, a complete auton-
omy. The annual meeting is usually regarded as the proper occasion for legis-
lating new policies and for making major changes in the plans of operation,

A study of American cheese factories in Wisconsin shows that the pa-
trons customarily hold an annual meeting to discuss the operations of the
past year and to make plans for the coming year. Out of the 182 plants vis-
ited, 150 associations hold one regular meeting each year, six meet semi-annu-
ally, two associations hold five meetings a year, one meets twelve times or
monthly, and in 28 privately owned factories which may be classified as quasi-
ceoperative, no meetings are held. The usual meeting place is at the factory,
and the attendance of patrons at these meetings is good. Of the 159 asso-
ciations holding regular meetings, four-fifths reported that 75 to 100% of
the patrons came to the meetings,

These local business associations, however, are not free in many instances
from other interests pertaining to the affairs of the community, There is a
constant danger of diluting the energies of administration with social, political,
and religious problems. No association may be entirely free from them in a
closely knit community, If all relationships are reasonably congenial and
frictionless the associations will be greatly benefited by them. On the other
hand, they will suffer if conflict and ecross purposes are raging in these other
fields of activities. This fact explains the statement that local cooperative
associations are more than economic units, they are likely to be affected by the
adversities and fortunes which befall the other organized groups of the com-
munity.

The independent local cooperative associations as such are usually limited
in their scope of work. They devote their energies to some of the more simple
tasks of production and distribution, The problems of management, though,
are mever less important nor is the solution of them clearly apparent at all
times to those concerned with them, for two reasons. First, because the number
¢f employees are limited which precludes the possibility of specializing tasks.
The advantages in the division of labor go by default, Secondly, the manage-
ment is generally confined to local talent not having had, in all cases, an ade-
quate training. For these reasons, small cooperative associations are in many
instances likely to be found less efficient than larger ones even though all
members may take an active interest in their affairs, People are inelined to
be less critical about the things they do themselves than they are of the work
they hire other people to do for them. The recognition of this fact is of much
concern to cooperative leaders because larger and better cooperatives cannot
le founded upon weak loecal units. One western association adhering to the
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theory that active membership participation was essential to good manage-
- ment published a code of cooperative conduct similar to the following list,

Membership Rights
To elect officers and representatives

To enter into contract with fellow co-
operators

To legislate rules, regulations and by-
laws

To suggest ideas for improving ser-
vices :

To participate in meetings and con-
ferences

To hear complaints about your asso-
ciation

To receive interest upon investment

To ownership in undivided reserves

To information on markets and sales
returns

To a proportional share of all savings
on the basis of patronage

Corresponding Membership Duties

Give those elected your wholehearted
support during their tenure of office

Live up to the terms of contract
Observe them to the letter

Utilize the ideas adopted, even though
they are not original with you.

Attend these functions regularly

Investigate adverse statements before
repeating or believing them

Support your association financially

If reserves are sorely needed by your
association don’t insist on “cutting
the melon”

Don’t expect monopoly prices from
your association or other great im-
aginary performances

Help your association to increase vol-
ume and reduce overhead expenses

Members may be familiar with their most common rights in a coopera-
tive assoclation even though they do not exercise them but they are prone to
overlook the fact that for every right there is a corresponding duty. Much
more emphasis should be given to this phase of cooperative participation,

The sphere of influence and service of a local association may be greatly
enlarged if it unites with other local associations in performing tasks which
require larger volumes of business, a more elaborate organization, and a large
number of participants. The natural evolution of the cooperative movement
is toward consolidation, After a limited number of producers have learned to
work together and they have experienced the benefits of concerted effort,
they logically conclude that if individuals can cooperate it should also be
possible for groups of individuals to do likewise, If suitable conditions exist
then, it is only a matter of time before the local associations enter into mutual
arrangement to extend their power and promote their interests by uniting for
the purpose of performing more services,

Delegating Power—When local associations unite in a district or regional
organization, the management of the newly created unit is vested in all the
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associations contributing to its formation. As a matter of expediency it is the
usual custom to elect certain bona fide members from local associations to the
directorate of the new organization. These men assume the responsibility of
&ctually managing or supervising the management of the new organization,

There are certain advantages in this arrangement. It is not feasible for
all who are concerned to meet every time certain decisions must be made and
if it were possible it would not be an economieal method of conducting a busi-
ness. The election of a directorate makes possible the choice of a limited num-
ber of individuals peculiarly fitted to direct a business. In 120 large cooperative
associations in the United States, as shown in a recent study, there were
elected 850 officials from the membership at large, or an average of seven
per association. These seven officials performed the tasks of administration
ordinarily assigned to executive committees. They are generally removed from
the immediate influences which affect the management of local associations
and they tend to give more attention to the economic aspects of the business,
As the opportunities for direct contact between members and the administra-
tion offices decrease, the problems of maintaining membership participation
increase. In a study of the Dairymen’s Cooperative Sales Company operating
in the Pittsburgh area it was reported “. . . only 32 per cent of the members
attended local meetings.” In large associations the matter of keeping contact
with members is sometimes satisfactorily arranged through the services of field
men. In other associations where expenses are not justified in maintaining a
field service the management relies on an effective house organ and the vol-
untary services of loyal members and directors,

Who Shall Serve on the Directorate?—The job- of directing a cooperative
association should not be left to chance alone. Logically it would seem that
some specialized experience should be required. At the present time, however,
the democratic procedure of electing representatives resolves itself into the
usual custom of selecting men who show promise of possessing good business
judgment, who understand human nature and demonstrate an ability to get
along with people. Beyond this it is difficult to stipulate other qualifications
and under the circumstances it is questionable whether anyone can arbitrarily
enumerate specific attributes. Of course, it is assumed that the man’s char-
acter is beyond reproach in his business dealings, and that he will be loyal to
the interests of the group he professes to serve,

The Duties of Directors—The duties of a director cannot be assumed too
lightly. The position is a trusteeship which bestows certain rights upon those
elected to the office and these rights imply that certain duties may be per-
formed. A duty is not readily defined by law, but it permits the individual to
use his discretion. He is not legally obligated if he fails to act in some respects
because the law is not specific.

Some duties of the directorate are:

To formulate policies

To employ managerial executives

To inform themselves upon the nature of the business of their asso-
ciation and study the possibilities of applying the principles and
successful practices of cooperation.
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To enforce the policies which they enunciate,

To attend all meetings of the board and maintain a record of its
deliberations.

To maintain contact with the leadership of their respective com-
munities,

To instill confidence in their cooperative organization,

Powers Delegated to the Directorate—In addition to the discretionary
rights of directors there are stipulated several powers which entail definite
responsibilities. These are based either on the common law, state laws, federal
statutes or the by-laws of the association, Whatever these powers may be, he
is under obligation to act or he makes himself personally liable for any damage
or injuries arising out of his negligence or failure to fulfill his office. Some of

the more general powers usually specified in the statutes and by-laws of dif-
ferent associations are:

To call regular and special meetings at will or on command.

To elect the officers of the directorate.

To employ a manager for the association,

To remove officers for cause, or to act so as to have them removed,
and to fill vacancies,

To receive, deposit and disburse the funds of the organization,

To make contracts.

To issue stock and other instruments of eredit or obligations,

To establish minimum prices on products,

To revise and amend grades and standards within statute limitations.

To borrow money for the association in its name.

It should be pointed out, however, that directors cannot be liable for
mistaken judgment, They may make serious mistakes, but if it can be shown
that they acted in good faith and to the best of their ability there can be no
recourse on the part of complainants, except through the ballot at the time
of the next election of directors.

In the final analysis the directorate is the management of a cooperative
association. Its origin and functions are similar to the legislative branch of
our government. It is empowered to enlarge or restrict the rights of indi-
vidual members in the association, within the law, whenever such acts are
necessary for the welfare of the total membership. An executive committee of
the board may be appointed to pass upon routine business matters where
policies have already been established but the board can never delegate its
discretionary powers to a smaller number of its own body.

Directorate Management Committees—Only in exceptional cases do the
directors of cooperative associations assume actual supervision of the business.
There are occasions when a committee may be appointed to assume the work
of an executive temporarily, while changes are being made in personnel or
time is required to find a manager with the proper experience and training to
fill a particular position. In the few instances where management committees
have been selected from the directorate with the intention of making such com-
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mittees a permanent substitute for a trained executive, the arrangement has,
on the whole, not been satisfactory,

The General Manager’s Job—His task is that of supervising the operating
details of the enterprise. If this involves more detail than one man can person-
ally attend to, he may employ assistants. If the ramifications of the business
are national in scope, the office of management may be divided into several de-
partments and an assistant may be put in charge of each. The more extensive
the business, the greater are the problems of supervision and coordination.
Members of cooperative associations are apt to minimize the importance of a
good executive which is manifested in a reluctance to pay salaries commensur-
ate with the services received.

A competent manager should be capable and resourceful in directing a
business upon cooperative principles and interpreting the intent of the direc-
tors in complying with their policies. He must be tactful in dealing with em-
ployees and members, His sympathy should be genuine in attempting to ful-
fill the aims of those whom he serves, on the condition that their objectives
are intended to promote social and economic well being. He is the servant of
all members, and he is completely responsible to the directorate in his stew-
ardship of their business venture.

Supplementary Readings

MecBride, C. G., Wallace, B. A., and Hammans, C. W. Duties of Members,
Directors, and Managers of Cooperative Associations, Bulletin No. 52
Ohio State University, Columbus, Ohio.

Bakken, Henry H. Directors of Farm Cooperatives—Their Duties and Re-
sponsibilities. Circular No. 245. College of Agriculture, University of
Wisconsin, Madison, Wisconsin.

Organization and Management of Consumers’ Cooperative Associations and
Clubs. Bulletin No. 598. Bureau of Labor Statistics, United States De-
partment of Labor, Washington, D. C., 1934,
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XIII. MEMBERSHIP RELATIONS

NASMUCH as a cooperative is organized for, supported
by, and composed of its members it is essential that they
be adequately informed about the organization and oper-

ations of the association, Membership loyalty is one of the
keystones of successful cooperation. Some associations have
adopted a selective in preference to an open membership
policy. In cooperative purchasing associations the open
membership policy is universally used. One means of defin-
ing the rights and duties of both the members and the asso-
ciation is through the use of a membership contract. Such a
contract which calls for the delivery of all the products by
the members for a certain period of time has both an eco-
nomic as well as legal value in the association, In Wiscon-
sin contracts can not run for more than five years. These
may be of the agency or purchase and sale type and self-
renewing or terminating. Under the Wisconsin cooperative
law three remedies for breach of contract are provided,
namely, liquidated damages which may not exceed 30% of
the value of the products, injunction and specific perform-
ance. Contracts serve their greatest usefulness during the
early years of the association’s operations. Operations, how-
ever, must be efficient if competition is to be successfully
met,

COOPERATIVE organizations differ from independent companies in that
the owners and members of the cooperative are also the contributors or pur-
chasers of the products or services which the association provides. A farmer
or consumer has therefore an equity in the cooperative as its partial owner,
and also a commercial interest in it as a result of trading with it. The co-
operative is organized for its members, it is largely supported by its owners
who are its patrons, and it is composed of those whom it intends to serve,
It is especially important, therefore, to keep the members adequately informed
about their association, if their patronage and loyalty are to be retained.

The type of information that may benefit the members should be the
guide in determining its nature and scope. Such information may relate to
improved production practices, to internal organization and operating prac-
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tices, to prices received and paid for commodities, to costs of doing business,
to special problems confronting the association, and to such other items that
will solicit the loyalty and the patronage of the entire membership. It is

* essential to create and maintain among the members a correct attitude toward

their association. A full understanding of what a cooperative can and cannot
do, why things are done as they are, and how things must be done is important,
It is particularly difficult to keep the support of members if the object of their
membership is impossible of attainment—hence, the possibilities of coopera-
tion must be correctly interpreted to the membership,

There are numerous ways of keeping the membership adequately informed,
These vary from the methods used by national or central associations to those
followed by the small local associations. Some of the means of keeping mem-
bers well informed about their associations are: personal participation in
some activity of the cooperative, direct contacts with directors, officers, field
men and the manager of the association, business and social meetings of the
entire membership, issuance of enlightening annual reports and of informative
house organs, and a constant willingness of the management to explain cour-
teously matters to inquiring members. The problem is relatively simple in
local associations and sometimes difficult in large-scale associations.
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FIG. 15.—CENTRAL COOPERATIVE WHOLESALE, SUPERIOR, WISCONSIN.

This central cooperative wholesale serves appmximatcl? 125 local associations with more than
200 products which are sold under the trade-mark “Co-0p"”,

Although the organization has a definite obligation to fulfill toward its
raembership, namely, the efficient operation of the business, it is also well to
point out that the individual member has his obligation, too. When a person
becomes a member of a cooperative, he is assuming personally the risks of
marketing or purchasing his products through a collective group. Such busi-
ness risks are otherwise borne by the private agencies that carry on the
undertaking. It may happen that prices drop between the time products are
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received and sold by the cooperative, that costs of conducting the business are
higher than expected, and that adverse conditions arise over which the coop-
erative has little or no control. The members must realize these are risks that
they must bear, and that ecriticisms of the management or of the cooperative
itself may be entirely unfounded,

In numerous cases cooperatives have adopted a selective-membership
policy in preference to a non-selective. Under such 3 system after the initial
group is in the organization, criteria can be set up for admission of any addi-
tional members. The ability of the prospective member to cooperate with the
others, the need for his products, and an analysis of his past record in the com-
munity would be considered by the board of directors who pass upon his
application, It is not always feasible economically to adopt such a policy,
however, and therefore most local associations permit “any bonafide producer”
to become a member. One means of having a definite understanding between
producers and the cooperative concerning each one's obligations and duties
is to use a membership contract. In purchasing associations selection of mem-
bership is seldom practiced, except to keep out known “trouble-makers.”

Contracts with Members

The membership contract, widely used in marketing organizations, but
seldom used in purchasing and service associations, is a legal instrument which
specifies the conditions under which the products of the members are handled
by the association. It is a statement in writing listing the rights and duties
of the signer and the association, the marketing services and charges to be
made, and the remedies to be accorded in the event of breach. Practically all
large scale marketing associations have contracts with their members, and
many small local associations have also found it advisable to use them,

Purpose—The purposes of a membership contract are to assure the asso-
ciation the continuous support of its members and a fairly definite volume of
business, to cut down the cost of soliciting member patronage, to improve the
standing of the association in the eyes of bankers, farmers, and the trade,
and indirectly to strengthen the status of the association through its improved
borrowing ability. It further protects the interest of the loyal majority by o
providing legal means to coerce a disrupting minority as well as to restrain
interference from the outside. It definitely states the duties of members so
that no misunderstanding need arise concerning the delivery, handling, and
marketing charges. It also precludes the possibility of non-members using
the association as a threat over local buyers, It further helps to create con-
fidence on the part of buyers in the association in that they are fairly well
assured of receiving delivery of products sold to them,

Types and Duration—Two types of contracts are used by marketing asso-
ciations: (1) agency, and (2) purchase and sale. These contracts have differ-
ent legal implications, although in actual practice of the cooperative one finds
little difference in the two. If the first is used then the cooperative acts as
agent for the producers, whereas under the second, the cooperative takes
title to the product upon its purchase. Tt agrees to pay the producer the price
received upon resale less the handling charge. Remedies for breach of con-
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tract are the same for both types. Banks and credit institutions have looked
more favorably upon the purchase and sale type of contract since it permits
the management of the cooperative to exercise more freely its judgment re-
garding the sale of the products. This is due to the fact that this type of
contract vests the title in the products in the cooperative, whereas under an
agency contract the agency relationship may grant less freedom to the asso-
ciation.

Contracts in Wisconsin vary in length from one year to five years, the
maximum permitted by the Wisconsin State Cooperative Law. They may ter-
minate at the end of the contract period, or be self-renewing for an additional
period (not to exceed five years) if so provided in the contract. Most contracts
today include a clause permitting the member to withdraw from the associa-
tion during some specified period of each year—usually a one-month period at
the close of the marketing year, The minimum length of the contract logically
depends upon the time it takes to market products and upon the extent of
capital investments. A contract in a livestock shipping association may very
well be one year in length at the start, and for convenience sake self-renewing
for longer periods. There is as a rule no capital investment and all of the
business is practically completed with each shipment—hence, there is less need
for a long contract. Where it is possible to commence with a longer contract,
three years for instance, certain advantages will be gained, however. But a
cooperative that must provide a plant and expensive equipment, or one whose
marketing operations are not always consummated in a year’s time, needs a
contract of longer duration than one year. Associations marketing tobacco
ordinarily use a self-renewing five-year purchase and sale type of contract.
Inasmuch as some farmers are skeptical of cooperative marketing and are
unaccustomed to sign contracts of this nature, it is a good policy to start with
as short a contract as is economically expedient,

Remedies for Breach—Contracts are not always fulfilled and thus cause a
financial and a moral loss to the association. The Wisconsin statute provides
three types of remedies for breach or contemplated breach. Liquidated damages
up to 30% of the value of the products that are the subject of the breach
may be provided. The law also reads, “The association, in the event of breach
or threatened breach of any such contract by a member, shall be entitled to an
injunction to prevent the breach or further breach thereof and to a decree for
specific performance.” Such injunction may restrain members from selling out-

side the association as well as to enjoin buyers from trying to get members to
violate their contract.

Filing Contracts—A clause in the cooperative statute permits an associa-
tion to file in the office of the register of deeds of the county in which the con-
tract signers live, a copy of the contract, together with a sworn list of the
signers, “From and after the date of such filing, the same shall constitute
notice to any and all persons that an interest in the title to all property so
agreed to be sold by the maker of such contract during the term of such
contract is vested in the said association. In case of a purchase thereafter of
any such property by any party other than the association, no title of any kind
or nature shall pass to such other purchaser, and the said association may re-
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cover the possession of such propérty from any and all such other parties or
from any party in whose possession the same may be found, by replevin action,
or may sue for an injunction.”

very useful purpose, but it should not be relied upon too heavily, The opera-
tions must still be efficient, competition must be met, and members must be
well informed if the cooperative is to succeed,

Supplementary Readings

Jones, J. W, Membership Relations of Cooperative Associations, Department
Circular No. 407. United States Department of Agriculture, Washington,
D. C,, 1927,

Manny, T. B. What Ohio Farmers Think of Farmer-Owned Business Organ-
izations in That State, Circular No. 240, United States Department of
Agriculture, Washington, D. C., 1932,

Manny, T. B. Farmers’ Experiences and Opinions as Factors Influencing Their
Cotton Marketing Methods. Circular No. 144, United States Departmentk
of Agriculture, Washington, D, C., 1931,

Stern, J. K. Membership Problems in Farmers’ Cooperative Purchasing Asso-
ciations. Bulletin No, 268. Pennsylvania Experiment Station, State Col-
lege, Pa.

Christensen, Chris L. Business Set-Up of A Cooperative Marketing Associa-
tion. Department Circular No. 408, United States Department of Agricul-
ture, Washington, D. C., 1926,
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XIV. COOPERATIVE SELLING

pRODUCTION of quality products available in large
quantities of uniform grade is essential to any suc-
cessful merchandising program. The experiences of
America’s outstanding cooperative associations indicate
that success is predicated upon the extent to which the as-
sociations are able to secure a uniformity in quality and
grade of the products which are placed upon the markets
of the country. Large scale sales associations through their
bargaining power have a voice in the price registering
markets of the country which cannot be achieved by small
associations or by individual farmers. Likewise, important
buyers prefer to deal with organizations that are in a posi-
tion to serve them with the varieties, grades and volume of
products which their customers prefer.

THE BUSINESS of producing, assembling and processing of commodities
alone will not bring the full benefits of cooperative marketing efforts unless
it is also accompanied by efficient and effective merchandising. The production
of a quality product, available in large quantities of uniform grade, is essential
to any successful merchandising program. And this requires, in many cases,
not only the cooperation of farmers but that of their local cooperatives as well.
The primary producers may not realize the fullest benefits from quality
products, regularly supplied in uniform and dependable grades, unless the dis-
tributive and merchandising machinery effectively builds consumer confidence
and reflects the premium prices back to the producers.

‘When it comes to building cooperative organizations for the manufacturing
and merchandising phases of the dairy business in Wisconsin, for instance,
there are two distinct functions or services that lend themselves to group
effort, First, is the local assembling and manufacturing of the product whether
it be cheese, butter, or evaporated milk. Here the manufacture of quality
products of uniform and dependable grade becomes the most important func-
tion in the local or the first step in cooperative effort.

Quality products of a uniform grade or standard are the foundation for
eny successful merchandising program. No group of agricultural producers
can hope to realize the benefits of cooperative selling until and unless there is
available a large quantity of a quality product of a uniform grade or standard.

Similarly, the business of producing and manufacturing a quality cheese,
butter, or other farm commodity of a uniform grade has not been completed
until this product has been efficiently placed before the buying public as such.
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The merchandising job, however, ig another definite function and usually
one which neither the individual farmer nor the loecal creamery or cheese fac-
tory can perform when operating alone. It is the task that can usually be
performed by a large organization. The local creamery or cheese factory can-
not devote the attention necessary to find good outlets, This task must be
approached from the standpoint of the industry. The business of merchandis-
ing butter, cheese, and other dairy products is one which ealls for a large
federation or organization, competently managed, which will undertake the job
of understanding the desires of consumers and in turn develop a merchandising
program with a sales service that undertakes the job of satisfying the wants
of the consumer by furnishing quality products in a sanitary condition,

For in the merchandising of food stuffs as in the manufacture of industrial
goods, business goes to those who satisfy best the needs and wants of the
buying publie.

The assembling and shipping of livestock, of milk and cream and the
grading and packing of fruit are typical of the functions performed by local
commodity cooperatives. Experience has demonstrated, however, that these
local associations cannot give their members complete marketing service, such
as adequate financing, warehouse facilities, adequate market information, and
the services in the central markets of technically trained and skilled personnel
required for effective merchandising, There are certain functions with respect
to this merchandising—such as building up retail consumer acquaintance and
preference, controlling the rate of shipment to market, alloeation to world
raarkets, standardization so as to obtain uniform grading and packing, and
merchandising under advertised brands that must be under centralized con-
trol if the farmers and their local cooperatives are to obtain the most efficient
distribution and selling of their products. Thus the trend among agricultural
cooperatives up to the present is toward the federation of local units in order
to render a more complete marketing service to the farmers and their loeal
commodity associations,

Twelve Thousand Orange and Lemon Growers Merchandise Coopera-
tively—There is, for example, the California Fruit Growers Exchange, a large
scale organization composed of some 12,000 farmers in 220 local cooperative
packing house associations, federated into one central selling and distributing
organization.

The California Fruit Growers Exchange, with headquarters at Los Angeles,
California, is a non-stock, non-profit cooperative, incorporated under the laws
of the State of California, The 220 local packing house associations are
grouped into 23 district exchanges or associations, Each of these district ex-
changes elects a representative as a member of the California Fruit Growers
Exchange,

Through the California Fruit Growers Exchange, the 12,000 grower mem-
bers of the 220 local associations maintain their own sales organization, The
sales force of the Exchange are widespread and through these sales repre-
sentatives or brokers the Exchange reaches all of the principal citrus fruit
markets of the United States and Canada, This organized group of growers
through their local packing house associations, grade and pack their fruit
according to well defined standards. This practice enables them to pack and
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merchandise the best grade of their oranges and lemons under a nationally
known trade mark, These growers through the California Fruit Growers Ex-
change spent in 1935 approximately $2,000,000 in advertising and sales pro-
motion of citrus fruit under the “Sunkist” brand name.

Federation of 450 Cooperative Creameries and Cheese Factories—A more
recent development in local cooperatives acting together for the distribution
and selling of their products, is the federation of 450 cooperative creameries in
Minnesota, Wisconsin and the Dakotas, which sell through their own cooper-
ative known as the Land O’Lakes Creameries, Inc.

' Farmers in the North Central states have had long experience in the local
cooperative assembling and manufacture of butter and cheese. The first co-
operative creamery in Minnesota was started in 1890 and the first cooperative
cheese factory in Wisconsin at somewhat earlier date. Today there are some
1200 cooperative creameries in Minnesota, Wisconsin, Iowa and the Dakotas,

The formation of a central federation for cooperative merchandising is
simply extending the cooperative effort of dairymen as expressed through their
local cooperative creamery. They have learned by experience that a group
of farmers can manufacture butter more efficiently than each farmer of the
group acting individually. Likewise there are many things that a group of
creameries can accomplish more efficiently in a federation than can each local
creamery association operating separately. For instance, a local cooperative
creamery can hardly afford to maintain its own laboratory with a trained
chemist and bacteriologist in charge in order to safeguard the quality of its
product. Yet several trained chemists and bacteriologists can be employed and
at a very low cost per unit of product by a group of creameries.

In the same way, no single cooperative creamery can well maintain a sales
crganization for the selling and distributing of its products in the large East-
ern consuming markets. A group of cooperative creameries working through
a central organization and efficiently operated can do this at a very low cost
per unit. Similarly, a trade mark or brand name will attract little more than
loeal attention when established by one creamery. Butter or cheese from a
group of cooperative creameries and cheese factories, however, when manufac-
tured, graded and packed in conformity with the same standards and grades
by many creameries, can gain national recognition among consumers at little
cost to each of the cooperative units,

Fhe cost of advertising is almost prohibitive to the local creamery of aver-
age size. However, when the expense has been spread over a large volume of
butter and the advertising correlated with the selling program of the central
organization, the returns usually justify the expenditure. Also, programs of
standardization can be made effective only when a large volume of butter or
cheese is inspected and graded by a disinterested grading service.

In forming their own cooperative selling organization the dairymen and
their cooperative creameries of the North Central states have taken the second
step in cooperation and have capitalized on their long and successful experience
in working together in the manufacture of their butter cooperatively by ex-
tending their collective effort to selling and distribution,

There are 283 cooperative creameries in the state of Wisconsin, Forty-
five of these are selling their products through a large cooperative which has
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ostablished its own sales organization in the large markets—merchandising the
butter and other dairy products in attractive packages under their own label to
consumers through the retail trade.

Another 65 creameries are working together in Wisconsin on a quality im-
provement program through a creamery federation. While this federation’s
field representatives do arrange for cooperative shipments of butter from sev-
eral of its member units, the federation does not, as an organization, sell and
distribute the output of its members on a cooperative pooling basis.

Another 178 cooperative creameries belong to no organization and are sell-
ing independently. This situation suggests an opportunity for the cooperative
creameries to unite into one organization and undertake the job of merchandis-
ing on a cooperative basis and in this way build a sales service for their
products,

Cranberry Growers of Wisconsin, New Jersey and Massachusetts Sell
Cooperatively—If one were to look for other examples of effective cooperative
nierchandising, he could probably do little better than to review the history
of the Wisconsin Cranberry Sales Company. This local cooperative group has
found it advantageous to sell cooperatively with similar cooperative associa-
tions of cranberry growers in New Jersey and Massachusetts, through their
cwn national sales agency—The American Cranberry Exchange. Many of the
essential characteristics of effective merchandising have been established in
their sales efforts: (1) a reputation for quality product has been built up by
establishing and maintaining uniform grades and packs of cranberries; (2)
marketing risks have been distributed, equally, by means of a pooling system;
(8) the market has been widened and sales increased, and incidentally the tra-
dition of serving cranberries at Thanksgiving and Christmas time has been
extended to all the winter months; (4) orderly distribution among markets has
been brought about by coordinated sales effort with other large cranberry re-
gions in the nation; (5) a price policy has been followed which was designed
to move the entire crop year after year; and (6) the cost of marketing cran-
berries has been reduced until now it is believed to be among the lowest of
all fruits,

Price and Sales Policy—In any program of selling farm products a coop-
erative marketing association is first confronted with the important problem of
developing a sound and effective price and sales policy. It is only through the
development and successful carrying out of such a policy that the members are
able to obtain the full benefits from their organization.

The board of directors are responsible for the formulation of a sound
price and sales policy for the association, In discharging a responsibility they
need to know the factors which determine the price for their commodity, the
reaction of price to changes in supply, and the probable effective demand, and
how it is likely to influence price, the probable seasonal and other changes in
price under varying economic conditions. In all these matters the manager
and other members of the executive staff are in position to offer opinions based
on experience and study. Their advice should be sought. They should make
available to the board full information about supply, probable market demand,
und price behavior. This is vital to the board in shaping its selling program.
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In popular discussion there are two theories as to what constitutes the
price and sales policy for a large scale farmers’ cooperative association which
undertakes to perform the marketing functions of carrying the product and
feeding it into the consuming channels. One of these assumes that it is the
aim.of a cooperative association to effect such control of a product as to enable
it to dictate an arbitrary price without reference to supply and demand fea-
tures. This theory assumes that, given control of a sufficient volume of a
given commodity, an association can arbitrarily fix the price at which it will
sell, without relation to current supply and demand.

Obviously it is possible for an association to arbitrarily fix a price, but it
is not possible to make consumers pay that price. Experience has demonstrated
that this theory with respect to the arbitrary fixing of a price does not work
successfully over a period of time, It is unworkable because there is probably
no agricultural commodity which is so essential to human existence that substi-
tution cannot be made for it, at least in part, and this possibility of substi-
tution destroys or makes ineffective any arbitrary control of prices over a
period of time.

Take wheat, for instance. If every wheat farmer in the United States be-
longed to one cooperative wheat marketing association, that association could
arbitrarily fix the price of wheat at $3 or $4 a bushel. But could it sell the
entire crop at that figure under present-day economic conditions? If the price
of wheat were set at a figure that was out of line with the prices of other food
products, it-would only be natural for consumers to use more of other products
end less wheat. They would have no difficulty in making bread out of other
products. For instance, rye, potatoes and rice are used for flour and the use

FIG. 16—MILL AND ELEVATOR OF A LARGE COOPERATIVE WHOLESALE
ASSOCIATION,

Modern mass distribution is carried on by a large number of farmers’ grurchnln&umdu-

tions of which the Grange 'League Federation Exchange Inc., Ithaca, New York is largest

The above plant at Buffalo, New York has rail, water, and truck connections. The mill has a ca-

acity of 75 cars of mixed feed per day and the elevator has a grain storage capacity of 750,000

gulhell. (Courtesy of the Cooperative Division, Farm Credit Administration, Washington, D, C.)
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of these products for flour could very easily be increased if the price of wheat
were much higher than the price of rye, potatoes and rice.

Such an organization would also have to be content with the importation
of wheat from foreign countries at lower prices than those fixed by the coop-
crative, unless the United States erected trade barriers, such as tariffs, which
would shut off competing imports.

The other theory assumes that an organization handling farm products
cannot maintain prices which are out of line with economic conditions, includ-
ing the price of other commodities, and that in the long run its members will
receive the largest benefit through the development of a price and sales policy
which attempts to adjust supply to market requirements.

Experienced and successful sales managers recognize this price and sales
policy as a very practical and feasible one. It assumes that sales must be
made at market prices, but that successful and experienced marketing organiz-
ations can grade and pack farm products so as to meet the demand of the buy-
ers and also may select a favorable time and place to sell. The successful ad-
ministration of such a price and sales policy requires a thorough study of price
and demand history of the commodity and a knowledge of present and poten-
tial supply is essential in determining the selling program.

Usually a brief analysis of the price history of various commodities and
its relationship to supply and demand factors will be helpful in determining
a sound and workable price and sales policy.

What might constitute a satisfactory selling program for one commodity
might not bring the desired results with other commodities. Because of ever
changing economic conditions, it is unlikely that the sale of the crop in
equal periodical installments would constitute the type of sales program which
an organization would want to adhere to strictly at all times. Demand is not
equally active at all times, and to force the sale of a commodity in order to
satisfy the “equal installment” program would probably result in making un-
satisfactory price concessions.

A large-scale cooperative marketing association handling wheat or cotton,
for instance, should give some attention to the seasonal trends in the price of
its commodity. Helpful information on the seasonal price changes can usu- / /
ally be obtained through a careful examination of the seasonal movements for u‘
individual years over a long period. It is not possible for an association to
take advantage of seasonal changes unless some reliable means for forecast-
ing these changes can be found. Further research, both by large associations
and by State and Federal agencies, is needed on the whole question of price
behavior of farm commodities.

But in addition to the seasonal price movement there are usually short-
time up and down swings in the market. These continue for varying lengths of
time.

A large scale cooperative charged with the responsibility of merchandising
large quantities of products should constantly be seeking marketing informa-
tion of the following character:

1. Information regarding production, yields and supply.

a. Supply factors. One of the important price-making factors is the
quantity of a given commodity which is available for sale. Supply not
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only includes the annual production available from the current crop,
ll:ut: also the carry-over as well as the probable yield of the coming
arvest.

2. Information regarding prices, general market conditions and demand.
a. Many people are prone to give too little consideration to demand fac-
tors. These include,

(a) Ability to buy. A consumer may want a particular commodity
and yet not have the money to buy. The ability to buy is also in-
fluenced by (1) general business conditions ; (2) rate of wages;
and (3) relative amount of employment.

(b) Supply and price of competing commodities.

(c) Consume_er preference. The consumer may prefer some other
commodity and prices may have to bhe lowered in order to at-
tract them to the commodity which is being offered for sale.

(d) Variations in demand. The strongest demand for a commodity
usually comes during periods of rising prices. On the other
hand, manufacturers and dealers generally do not want to buy
when the price is falling, believing that it will go lower,

Bargaining Power—It is of course recognized that a large association or a
federation of a large number of local cooperatives, controlling a large volume
of any commodity, has “bargaining power” superior to that of a small associa-
tion, or an individual farmer attempting to sell independently. The larger or-
ganization has the advantage of more complete market information and should
be in a better position to build consumer confidence and preference among a
large number of consumers, and also take some advantage of market trends
than a small organization or individual without complete information. Further-
more, buyers often gravitate toward an organization which controls a large
quantity of products and is in a position to serve them with the kinds, varieties
and grades of products they may prefer. Organizations that have a large vol-
ume of a product of uniform grade and quality attract larger buyers,

Service to Consumers—An efficient price and sales policy must take into
consideration salary requirements and their ability to pay, and must give
attention to matters such as the price of their commodity in relation to the
price of other commodities, sanitary and attractive packages of convenient
size, and the use of a distinctive label whereby the article may be readily
identified by the consumer,

Competition for the consumer’s dollar is keen. Much of the time farmers
face a buyer’s market in which the consumer’s interests determine whether or
not sales will be made. If a cooperative is to be successful in wooing the
market, it must at all times concern itself with the meeting of tastes, the pref-
erences and the ability to buy of consumers, The farmer can only do this
by means of organized efforts,

Supplementary Readings

Hobson, Asher. Sales Methods and Policies of A Growers’ National Marketing
Agency. Bulletin No. 1109. United States Department of Agriculture,
Washington, D. C., 1923.

Price, H. Bruce, Marketing Country Creamery Butter by a Cooperative Sales
Agency. Bulletin No. 244, Agricultural Experiment Station, University
of Minnesota, St. Paul, Minnesota, 1928.
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Christensen, Chrig L, Business Set-Up of a Cooperative Marketing Associa-
tion. Department Circular No. 403. United States Department of Agri-
culture, Washington, D, C., 1926,

Christensen, Chris L, Pooling as Practiced b
ciations, Miscellaneous Publication No.
Agriculture, Washington, D, C., 1929,

Gardner, Kelsey B. Joint Use of a Sales
Associations. Circular No. 10. United
Washington, D, C., 1927,

y Cooperative Marketing Asso-
14. United States Department of

Organization by Two Cooperative
States Department of Agriculture,

117



XV. HOW TO ORGANIZE A COOPERATIVE

. PRELIMINARY survey of a prospective cooperative
area by a trained personnel is important before
plans have been too definitely crystallized.

The organization committee will assume the responsibil-
ity of critically reviewing preliminary work, devising and
approving plans, determining course of action and directing
activities.

The temporary becomes the permanent organization
when it is incorporated, when by-laws are adopted, a direc-
torate is elected, and members are notified of the steps taken.

If it is anticipated that a need for a federal loan may be
imperative, associations should conform to legally specified
standards of organization and operation.

The by-laws constitute the additional legislation.

Generalizations derived from economic and sociological

studies indicate that voluntary action in organizing and di-
recting cooperatives is much preferred to legal coercion.

EVERY CARE should be taken to start cooperative undertakings under
favorable conditions. Those interested in doing this should not fail to recognize
a need for cooperative services. Often a real need for cooperative action
may exist, but many of the people in the community might be either in-
different or not aware of the fact. It is generally wise procedure for those
sponsoring organizations to make a preliminary survey of the area before
plans have been crystallized too definitely. Such surveys may be directed
by a trained personnel from educational institutions, federal bureaus, re-
search foundations or in some instances by local talent already seasoned by the
experience of managing and directing cooperatives. A general survey for a
proposed farm marketing association should include an appraisal of:

1. The services and facilities made available by existing institutions.

2. The extent of the area and the intensity of production of the com-
modity to be marketed.

3. Custom as a factor influencing farm operations and methods of hand-
ling farm.products prior to their delivery for sale.
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4. The degree of refinement in quality which producers have attained
through improved cultural practices, Variations in the quality of the
product offered by different producers complicates
ing sales,

It also tends to increase the costs of grading, keeping records and per-
fecting an equitable system of distributing Proceeds, ;

the problem of mak-

b. General price relationships. The relationship between local, terminal,
and retail prices of g commodity or the relationship of Prices between
different commodities prior to and following organization might in-
dicate, in a measure, the in_ﬂuence of associations,

6. Alternative means of transportation

a. Railroads
b. Motor trucks
¢. Water transportation

7. Present market outlets and probable future ones,
8. The traditions and cultural background of the people.
9. The success or failure of past cooperative efforts in the community,

After a survey has been made to appraise “the lay of the land”, some

ward plans of action,

The Organization Committee—Usually the original idea of a survey has
its inception in a self-appointed group of public spirited individuals of the
community. In some instances this group may have only an indirect interest
in any eventual organization. For this and other reasons it is advisable to /
consider the selection of a temporary organization committee to assume the
responsibility of critically reviewing all preliminary work, devising and approv- A

ous tests put to the temporary organization committee are generally regarded
as “a proving ground” for directorate timber. Consequently, it has beecome

that the organization committee after having ascertained the need for organiz-
ation, has taken every possible precaution with regard to the availability of:

Sufficient volume of business

Ample financial resources

Facilities to store and properly handle materials
Suitable transportation services

A capable managerial personnel
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Favorable market outlets
Other important factors which may affect the success of the association,

Converting the Temporary into a Permanent Organization—There are ai
least two common methods of organization procedure. First, the committee
may simply begin a campaign for membership with only a plan of organization,
a statement of the objectives, and a conditional agreement (contract). When
such a plan has been favorably received by the community and a sufficient
number of agreements have been signed to assure the new enterprise the
required financial support and the desired volume of businss, then definite
steps are taken to complete organization.

gE o e i eGP

FIG. 17.—A COOPERATIVE WHOLESALE PURCHASING ASSOCIATION.

This modern building houses the central offices, warehouse, and lubricating oil blending plant
of the Farmers’ Union Central Exchange, St, Paul, Minnesota,

This is done by incorporating the association, adopting by-laws, electing a
directorate and formally notifying the membership that the agreement is in
force. This order of progress permits all the agreement signers an opportunity
in shaping the organization to their liking before its completion as a legal
entity. This order of procedure may also be more democratic in that the
first directorate can really represent the choice of the majority. Some disad-
vantages in this method of procedure are apparent. Those undertaking actual
promotion run the risk of contributing their time and assuming their own
expenses without remuneration, unless free-will contributions have been made
in advance. Money cannot be borrowed in the name of an association, nor can
it be obligated to anyone for services before it comes into actual existence.
The time of completing organization may be indefinite and no assurance can
be given that it will ever become a reality.

Second, the organization committee can outline a plan of organization,
name the association, draw up the articles of incorporation, adopt by-laws,
elect a board of directors and arrange to borrow funds to finance a membership
campaign. These preliminary arrangements have the advantage of providing
a definite program. People who are inexperienced in the cooperative movement
seem to be more willing to join an organization already in existence than to
affiliate with a group proposing to do something, even though they may have a
voice in what is to be done and how it might be accomplished. The drawbacks
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in this procedure are several. Non-participation on the part of members in
the formation of an association is a bad beginning, Their interest in the
affairs of the association may never be aroused to the proper pitch, and if it
is, there may be difficulties in maintaining their support. The precedent of per-
mitting_ a few men to organize and determine policies at the outset is not in
keeping with the democratic ideals of a cooperative association, It may result
in stratifying the membership, creating schisms, developing secret control
groups, encouraging the practice of hiring relatives (nepotism) and other
evidences of disintegration,

The main objection to the second plan of procedure may be overcome in
part by calling a general meeting within a short period after the member-
ship drive has been completed to approve or disapprove the work done by
the organization committee and to elect a permanent board of directors,

Knowledge of Statutes Important—The federal and state laws define the
rights and limitations of cooperative groups. Since 1919 the Wisconsin Statute
relating to cooperatives has been amended or changed by every regular ses-
sion of the legislature, except the one convened in 1925. In 1921, the law was

completely revised, These numerous changes in the statutes make it advisable
for anyone contemplating either becoming a member, working for, or doing
business with cooperative associations to keep abreast with the basic laws per-

taining to the movement.

The plan of organization for local associations should be designed to con-
form to a general scheme of integrating the local associations into larger eco-
nomic units insofar as it is possible.

If it is anticipated that the association may rely on federal agencies for
loans it is imperative that they conform to certain specified standards of or-
ganization and operation. Incorporation is made under state laws and not the
federal law.

Steps in Organizing a Cooperative Association—In organizing and in-
corporating an association there are definite requirements to be met,

1. Obtain signatures of application for membership by circulating peti-
tions, stock subscription forms or membership agreements (contracts).

2, The Articles of Incorporation are then filled out and signed by at
least five persons. (See Forms in Appendix II). These articles must
state the number of people that will serve on the directorate. Under
Wisconsin law the number of directors of cooperative associations can-
not be less than five.12

3. Send the original and verified copies of Articles of Incorporation to the
Secretary of State.l3 (A copy of the Articles of Incorporation must be
verified by two of the five signers.)

BTn making out the Articles of Incorporation for a cooperative with capital stock, state the
capitalization, number of shares, and the par value of earh. ok

M The filing fee for a non-stock association is $5.00 and for a stock association $10.00 where
capitalization does not exceed $25,000.
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4. Record the verified copy of the Articles of Incorporation with the Reg-

ister of Deeds in the county where the central offices of the association
are situated after thig copy is returned by the Secretary of Statel4

6. Notify all prospective members of the hour, date and place at which
the first meeting will be held._ This notice must be sent at least seven
and not more than 20 days in advance of the date of the meeting., The

letter should be signed by at least two of the persons making appliea-
tion for incorporation,

The by-laws of an association constitute the additional legislation by
members which is deemed necessary to adapt the ente
conditions and to safeguard its interests in the ordinary methods relating to
social and business intercourse, Obviously, it is not possible to anticipate the

The reception of a new idea depends upon genera)] attitudes but attitudes
are not based on economic considerations alone, Customs, habits, social con-
tacts, religion, business connections, type of leadership, education, experience
and a number of other influences will determine the amount of effort and time
necessary to make organization g reality., Insofar as possible, those who
choose or are chosen to create cooperative associations should evaluate the
influences favorable and unfavorable to organization for the purpose of con-
serving energy, avoiding useless expense, and maintaining the good will of
the community.

Some generalizations derived from economic and sociological studies in-
dicate that the voluntary actions of individuals in organizing and directing
collective effort is much preferred to legal coercion. Cooperatives should not
he unduly stimulated in their growth by high pressure salesmanship or by over
enthusiastic leaders because there is the danger of proceeding too fast and too
far in advance of the legions which support them. The homogeneity of a
people implies similarity in thoughts and actions which is a powerful factor
favorable to ventures dependent upon mass approval,

In communities where people have previously been successful in working
together, it is not so difficult to organize additional enterprises if associative
efforts are needed and the plans are economiecally sound. This may also be
true for those who have met with only a fair degree of success in their first

" This local registration of the association’s declarations will require a small fee payable to the
Register of Deeds.

**1Tn a capital stock association at least one-half of the authorized capital stock has to be subscribed
and one-fifth oIf, the authorized capital stock must be actually paid in before the association can do
business with anyone other than its own members.
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trials at cooperation. The story is likely to be different, however, where pro-
ducers or consumers have met with disaster or disappointment in previous

Supplementary Readings

Statutes of Wisconsin Relating to Cooperative Associations, Secretary of
State, Madison, Wisconsin, 1935.

Hensley, Harry C. Fruits and Vegetables, Guide for Setting up Local Coop-
erative Marketing Associations, Bulletin No. 1. Federal Farm Board.
Farm Credit Administration, Washington, D. ¢,

Guide for Organizing Dairy Cooperative Marketing Associations, Bulletin No.
11. Federal Farm Board. Farm Credit Adminiatration, Washington, D, C.,
1982,

Hulbert, L, 8. Legal Phases of Cooperative Associations. Department Bulle-
tin No. 1106. United States Department of Agriculture, Washington, D. .,
1923.
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A Brief Selected List of Books on Cooperation

Gide, Charles. “Consumers’ Cooperative Societies” (with an introduction by
J. P. Warbasse) Alfred A. Knopf, New York, 1922,

Filley, H. Clyde. “Cooperation in Agriculture.” John Wiley and Sons, Inc.,
New York, 1929,

Hall, F. and Watkins, W. P. “Cooperation—A Survey of the History, Prin-
ciples, and Organization of the Cooperative Movement in Great Britain

and Ireland.” Cooperative Union, Ltd., Holyoake House, Hanover St.
Manchester, England, g

Mears, Eliot Grinnell and Tobriner, Mathew 0. “The Principles and Practices
of Cooperative Marketing.” Ginn and Company, Chicago, 1926.

Nourse, Edwin G. “The Legal Status of Agricultural Cooperation.” The
Macmillan Company, New York, 1928,

Warbasse, J. P, “Cooperative Democracy.” Harper and Brothers, New York,
1936. 2
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