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Exchange Rate Assumption - as of Aprif 2001
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Glossary
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Preface

This second critical study is a successor to the first critical study on cooperative legislation and
competitive strength of select countries in Asia and the Pacific., Mr Ibnoe Soedjono and Mr Mariana
Cordero made the first study in early 1996. Their report was published by ICARCAP in July 1997 and
it served as an important instrument in the 5 cooperative ministers conference held in Beijing in
October 1999. The basic objective of this study is to build on the work already carried out by the first
study and offer a report that could facilitate quality deliberations in the 6™ ministerial conference
scheduled to be held in March 2002 at Kathmandu, Nepal. This report attempts to analyse how some
of the rapid and significant changes in the socio-economic and socio-political landscape since 1996
have impacted cooperative policy and legislation. This report also tries to assess the extent to which
ICA members and their corresponding govemments have implemented follow up actions on the Beijing
Joint Declaration {BJD).

Legistation is considered necessary because it helps society organise itself along afficient lines and
generally provides for matters that are socially appropriate and morally desirable. Good legislation is
supposed to direct activities having a great deal of community interface such as voluntary association,
commerce, manufacturing, and public services into orderly modes, provide a non-contextual framework
for decision making and enable effective conflict resolution. On the other hand, legislation is often
considered as an instrument that stifles spontaneity and creativity. They are frowned upon as
impediments to the development of both the individual and society. Legislation also has this tendency
to place people and institutions in situations where they hesitate to set precedence, even as they
eagerly hope that someone else would come along and do just that.

A complex society offers innumerable instances in every day life where routine responses become
necessary. Asa consequence, legislation is considered to be one of the best instruments for handling
large-scale human interaction. While, in the final analysis, society cannot avoid having legislation, the
matter of essence is that they ought to be designed well and structured such that they can be
implemented effectively and efficiently. Itis also generally recognised that legislation is never perfect.
They are always close approximations. Therefore, there is this need to continuously scrutinise
legislation — through the application of collective intelligence, based on on-going experiences at
different levels and by being abreast of the judiciary’s interpretation of legislation. Such processes
offer tremendous potential to improve the quality of legislation to better serve both individual and
collective human purposes. For these reasons, the initiative of ICAROAP to hold ministerial level
conferences on cooperative policy and legislation since 1991 is indeed a laudable objective.

The BJD was based on the consensus of 15 ministers and 36 high-ranking government officials from
24 countries in dialogue with 139 leaders of national cooperative movements and international
organisations. The conference summarized a new approach to cooperative deveiopment in the Asia
Pacific region focusing on two imperatives. Firstly, the need to create and sustain an enabling policy
and legal environment conducive to cooperative development. Secondly, the need to establish new
forms of cooperation between government and cooperatives. The political predicaments within each
country - of which the cooperative ministry or authority is but one subset - indicate a natural propensity
to holdup the making of good cooperative legislation and policy. This study tries o identify the positive
and negative factors affecting the implementation of reforms within the scope of the BID. Much of the
momentum created by the 5% ministers conference in Beijing was through a cerisensus reached
between govemments and movements in adopting key standards and approaches required to create =
sustained and enabling policy and legal environment conducive to cooperative develcomen:
Accordingly, this report seeks to carry this momentum forward -- by offering a renor matcan ¢ =
positive role and serve a constructive purpose in the 6™ Ministerial meeunc
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Executive Summary

The first critical study on cooperative legislation was made in 1896. The countries covered by
the study were Indonesia, Malaysia, The Philippines, Singapore and Thailand. The study
found that based solely on their new laws and current stated policies, governments' are seen
to be shifting away from being interventionists and taking on a more supportive (and passive)
role in cooperative development. The study also observed that governments - nonetheless -
continued to pursue flawed cooperative development strategies and programmes given four
major factors viz., large cooperative development bureaucracies, many major players,
cooperative development subsumed into broader objectives and the classical dilemma of
socio-political agenda versus cooperative development. {n making its analysis on cooperative
competitiveness, the first study found a dichotomy in the cooperative movement and observed
that cooperatives are susceptible to the pitfalls of growth and expansion. As early as 1996
conversion of cooperatives into corporations to have more fiexibility in pursuing business
opportunities was being explored. At the same time some cooperative advocates feared this
development as a departure from the true essence of cooperativism.

The first study made a series of recommendations for the ICA, government authorities
responsible for cooperatives and cooperatives societies. Many of these recommendations
remain valid except that they must now be considered in a regional and global context.
Accordingly, the documentation in this report is aimed at positioning the Cooperative Ministers
Conferences in a Wider Regional Context. The first report recommended that the ICA identify
other Government entities in member countries, which have a key role — positive or negative -
in cooperative development. It was proposed that consideration should be given to their
representation in future dialogues. The current study confirms the validity of this
recommendation. The important offices in Government responsible for shaping public policy —
affecting cooperatives - are the Agriculture Ministry, Attomey General, Treasury and Finance,
Prime Ministers Office and the Cabinet. There is evidence from the Australian case study that
sans the active support of all these constituents of Govemment, recommendations reached at
Ministerial Conferences may not find broader legitimacy in the development and
implementation of public policy. It is therefore imperative that key ministers and officials driving
national public policy development be represented at Ministerial Conferences.

Inter-government and economic development organisations are becoming increasingly
important as forums for development of regional policies. Therefore, multi-lateral agencies
should be encouraged to attend the Ministerial Conferences. The development of regional
trading zones and accompanying harmonisation of laws indicates that the next logical step
could be to link cooperative development to regional policy. In developing regional policy,
Governments could consider making commitments to move towards a gradual harmonisation
of laws affecting cooperatives. This would position the Cooperative Ministers Conference as an
important initiator of ideas for social and economic development within the Asia Pacific region.

This second study in early 2001 happens to take place in the context of a significantly changed
environment. When the first study was undertaken i 1396 there was little to suspect that a
multi dimensional East Asian economic crisis was in the making. In 2001, perhaps the worst of
this crisis is over. The East Asian nations are beginirirg to show a new resilience, even as
some of them make efforts to overcome problems of ethnic strife and confiict. Their economic
indices indicate that they may just be gaining the confidence to remake themselves. The othes
major factor affecting development across the world is the impact of the new digital oraer
Debates on development and quality of life are no I~ rer limited to the avide between Me
North and Soutn. The new world order is peing Increasingly infiuenced by nations that have
access to and can use information tecnnology — wi:.» associated cutting edge technology
sectors such as oiotecnnology - 1or the betterment ¢ its people.



22 May 2001

The intemational flow of capital, through deregulated banking systems; the opening-up of
markets and the removal of restrictive and protectionist legislation and regulation, have all
contributed to the current environment in which cooperatives now operate. Many of these
changes have been brought about by the Asian financial crisis and at the insistence of the IMF
and World Bank. These processes have imposed an external timetable on internal domestic
reforms. This has occurred irrespective of the ability of the governments of affected countries
to control the process or indeed the preparedness of the cooperative sector to respond. Within
this changing economic environment, fragile cooperative movements must attempt to position
themselves to cope with the interplay of market forces. In this context, the Australia case study
illustrates what happens when the reform process runs ahead of the capacity of the movement
to respond to changes in the economic environment. This second study is also being
undertaken at a time when the ILO has just released its Report V(2) on Promotion of
Cooperatives. This report documents the findings of the {LO questionnaire circulated to
member countries on the decision to revise the Cooperatives (Developing Countries)
Recommendation, 1966. ILO's revised standard on cooperatives is scheduled for adoption in
2002.

The changed environment has brought about new threats and extraordinary challenges for
cooperatives in Asia and the Pacific. But it has also given them a breath of fresh air — in temms
of the changing attitude of govemments towards cooperatives. A major shift is taking place in
the mindset of governments in the region, about what they should be doing about cooperation
and cooperatives. lllustrations of such a shift are evidenced by what's already happened in
Nepal and what's happening in India and Indonesia. As nations across the globe have
embraced market oriented economies, become signatories to the WTO and accepted
multilateral trade, most governments are generally showing a far greater inclination to adopt
progressive and liberal cooperative legislation. They are also showing a hurried interest to try
and disengage themselves from their traditional roles and responsibilities in the promotion ang
development of cooperatives. Naturally, there are variations in these trends, given the political,
social and economic milieu of individual countries. But this cannot take away the discemable
fact that the direction and thrust of impending changes in cooperative policy and legislation are
positive and indeed desirable.

On the other hand there is also this need to recognise that liberalisation and democratisation
will not necessarily, without proactive steps by the government, provide the grounds for the
development of cooperatives and other civil society organisations. Cooperatives operate in a
range of economies and are subject to different institutional and social environments. While,
the global processes of liberalisation and reform are gathering pace and becoming more
pervasive in their affect on individual countries, the capacity of the respective movements to
respond to commercial opportunities varies widely. In countries where the movement is weak
such responses often depend upon pro-cooperative movement initiatives originating from the
State through a top down approach. For example, in Korea, the basis of government supports
for agriculture derives itself from strong cultural and historical influences. In such countries,
Government can be expected to fill the policy void created by global forces only if it has
particular cultural, historical and political relevance or significance.

Generally speaking, most govemments are weli seized of issues like the why and what of
cooperatives. They also seem to be fairly aware of how they should now act so as to unleasr
the potential for the development of many sectors and their people through the cooperative
method. Probably, what seems to impede the intention of governments to get going is =+
lack of ability to organise the critical mass of political will. both witnin e own parties ang i
their respective Parliaments  7he countries in South Asia ana mosi of East ASia nave inneriteg
their legacy of cooperative: legisiation and policy from their colonial past. Between the time
these nations gained indenendence and tiill recently, government and political interests in
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9.1.

9.2,

93.

94

cooperatives have used this legacy — or changed it - only to meet their larger objectives. The
interests of the cooperative movement per se has not been the sole guiding factor for
governments in the making of cooperative policy and legislation. Therefore, this report
attempts to highlight the commonalties and diversities in how cooperative policies and
legislations have evolved over the past century, contemporary attempts to shape cooperative
policy and legislation, the emerging situation and the likely manner in which further
transformations may take place, given the unique context of each nation.

On Autonomy and Independence

In Australia, cooperatives have enjoyed a large measure of legal recognition derived from
English statutes. Histerically, different forms of co-operation have been given separate legal
recognition. Credit Unions, Building Societies, Cooperative Housing Societies developed their
own State based cooperative legislation. General cooperatives were simitarly provided for,
with discrete State based legislation. However, the trend in Australia, for financial
cooperatives, is to move away from separate legal recognition, based on ownership type, to a
more common Corporations Law framework. This tendency is supported in other policy areas,
including taxation and competition policy. On the other hand, general cooperative legislation is
being developed as stand alone national legislation, incorporating and acknowledging the
separate legal existence of cooperatives. All Australian cooperatives are subject to the
broader public policy. One of its key components is that it is a competitive marketplace, which
is of importance in delivering real benefits to consumers, businesses and the economy as a
whole. Itis iess important to distinguish between different types of organisations operating in
the marketplace. The independence and autonomy of cooperatives in Australia is
acknowledged. Itis the form of regulation, and broader public policy which appears to be
moving away from providing for their unique structure and purpose.

In India cooperation is a state (provincial) subject. There are about 32 pieces of cooperative
legislation that are currently in force in different states. In recent years five states — led by
Andhra Pradesh in 1995 - have put in place cooperative legislation that is parallel to the
existing cooperative legislation in their state. Many of the remaining 24 states are considering
enactment of parallel cooperative legislation. Cooperatives registered under paraliel
legislation enjoy complete autonomy and independence consistent with resolution no.1 of the
BJD. The original legislation which also remains in force continues to regulate all those
cooperatives that have major partnerships with governments through facilities such as
government equity, loans, guarantees and are manned at the top levels by government
officers. Cooperatives registered under the original legislation can choose to migrate to the
parallel cooperative legislation if they can repatriate government equity. pay back government
loans and accept to operate sans govemment assistance. The Andhra Pradesh experience
on parallel cooperative legislation indicates that hitherto government led cooperatives have
been able to change their true nature into becoming more autonomous, member controlled
institutions, without sacrificing any of their values and principles. It has also given birth to a
whole new generation of cooperatives conforming to the ICIS.

Most of Indonesia’s cooperative movement has had major dependencies on the government
for all its activities. [t is now poised at a point in time where it has a good chance to break free
After the 1997 crisis, the government seems to have made up its mind that only its members
must manage the affairs of cooperatives. However, it is the passage of a new cooperatv=
legislation that will actually break the ground for such a chanae

In Korea, there are no provisions in the 1992 Constitution specifically mentioning
Cooperatives. However, Article 123(4) does place an obligation on the State to foster
organisations founded on the spirit of self-help among farmers, fishermen, and businessmen

-10 -
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9.7.

9.8.

10.

10.1.

10.2.

10.3.

10.4.

engaged in small and medium industry and to guarantee their independent activities and
development.

Ever since the passage of the Nepal Cooperative Act, 1992, cooperatives in Nepal have been
as autonomous and independent as the ICIS could expect them to be.

In Sri Lanka cooperatives continue to be generally regulated under the Cooperative Societies
Law of 1972. Neither have cooperatives in Sri Lanka become more autonomous and
independent, nor have hitherto government led cooperatives been able to change their true
nature to get closer to the ICIS. With the devolution of cooperation as a provincial subject the
situation could change - if the provinces choose to do so.

In Thailand, the Constitution guarantees the right of individuals to unite and form an
association, a union. League, cooperative farmer group or private organisation. In addition, the
Cooperatives Act defines a cooperative as “a group of people who icintly conduct affairs for
socio economic interests on the basis of self help and mutual assistance.”

In Vietnam, Article 20 of the 1992 constitution recognises the rights of the collective sector to
organise in various forms following the principle of free consent, democracy and mutual
benefit. The same article also places a positive obligation upon the State to create favourable
conditions for consolidating and broadening cooperatives and allowing them to operate
efficiently.

On Legal Existence

In Australia, the Core Consistent Provisions (CCP) fegislation for general cooperatives
includes the ICA principles. There are no barriers, legal or practical, to the principle of
voluntary or open membership or the principle of democratic member control. In fact, member
control is strengthened through the concept of active membership and the adoption of
provisions designed to protect and preserve the principle of one-person-one vote.

In India, the distinct nature of cooperatives have been recognised both by law and by
govemment policies. However, baming India’s parallel cooperative legislation, none of the
other cooperative legislations specifically quote and reproduce the ICIS as such. Instead, most
cooperative legislation include an annex that broadly explain the cooperative principles.
Generally, cooperatives are not permitted to undertake new forms of initiative and various
restrictions apply.

In Indonesia, the distinct nature of cooperatives has been recognised both by law and through
govermnment policies. But cooperatives have been generally considered as instruments of
govemnment's development programmes. To that extent it may be said that governiment
recognition of cooperatives impacts cooperative development in an circonstructive manner.

With opening up of the Korean economy, arising from the Asian financiai crisis, there is 5
need for Korean farmers to become more efficient and for the industry to maximise
economies of scale. This change has been brought about by the impact of the policies =7 =

debt by govemment and the govemment's policy of subsidising farms- :cans. ne curren
cooperative legislation has been recently adopted to facilitate the amaigamation of a number
cooperatives under the umbrelia of the NAGF.
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105.  Nepal has distinctly recognised the nature of cooperatives both by law and through its
government policies.

106.  In SriLanka, the distinct nature of cooperatives has been recognised both by law and through
government policies. However, while the laws and government policies relating to the
recognition of cooperatives remain steeped in the socialist era, the govemnment expects
cooperatives to perform successfully in a highly liberalized and globalised economy.

10.7. Upon its registration, the Cooperatives Act provides for cooperatives in Thailand to be a
juristic person. The Act provides for prescription by Ministerial Regulation of the type of
cooperatives which can be formed and registered under the Act. This has the potential to limit
the development of new cooperative models and structures, which do not fit with in the
standard class of cooperatives.

108.  In Vietnam, a registered cooperative enjcys the status of a legal person but it is unclear as to
the protection given to third parties when dealing with cooperatives who have acted contrary
to the law or the provisions of their by-laws. The cooperative law gives a registered
cooperative power to export, import, form joint ventures and integrate with organisations and
individuals both inside and outside Vietnam. A cooperative also has power to borrow money
from banks, to raise funds from other sources and to lend money to cooperative members in
accordance with the Law. Under the law, there is no central government agency responsible
for registration of cooperatives (issue of business certificates). This is done through the
People’s Committees at the district level. Moreover, the establishment of branches requires
registration at the People's Committees in the area where the branch office is to be located.
There are a number of legal requirements for the transformation of old model cooperatives
under the Law. These are complicated as they involve the establishment of a transitional
committee, determination of proposed cooperative assets, the capital and contributions of
members and the support of the local People’s Committee. This has been a major barrier to
the transformation process.

1. On Recognition

111, Ifthe number of policies or statements issued in support of the cooperative movement is
considered as the one measure of recognition for cooperatives, then as far as Australian
governments are concerned, the sector is non existent. It is understood that no government in
Australia - State or Federal - has a stated public policy in support of cooperative development
Apart from a commitment to complete the CCP scheme, governments have been unable or
unwilling to publicly express commitment to supporting or expanding the role of cooperatives.
In fact, the Commonwealth Govermment, was one of only a handful of OECD countries, which
failed to complete the country questionnaire for the new ILO resolution.

112, InIndia cooperatives have generally been considered to be instruments of socio-economic
development, promoted by the state. However, the dairy and sugar cooperatives have been a
shining exception and are fairly autonomous and independent. Cooperative in these two
sectors have made - and continue to make - substantial contributions to civil society. The new
generation cooperatives that are emerging through parallel cooperative legislation in states fike
Andhra Pradesh are also beginning to make a mark in the manner in which genuine
cooperatives can positively impact civil society.

113, In the multi-dimensional crisis of 1997 in Indonesia, many cooperatives — most of which were
dependent on the govemnment — encouniered major problems. However, there were a
significant number of cooperatives that could surmount the impact of the crisis. These were

-12 -
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116.

17

11.8.

12.

12.1.

12.2

cooperatives that remained true to their identity, such as the thrift and savings credit unions
and the dairy cooperatives. These are private initiative grass roots led movements and are
making important contributions to the promotion of civil society.

While the Korean cooperative movement was developed between the 1960’s and 1960's
through strong Govemment interference, there has been, since the beginning of the nineties, a
recognition of the movement's independence by Government.

In Nepal there are quite a few genuine thrift and credit cooperatives that have made positive
contributions to civil society. Dairy cooperative too are beginning to make a mark in their
contribution fo civil society.

In Sri Lanka the thrift and credit cooperatives of SANASA have made important contributions
towards gender equity by increasing women membership in its cooperatives to 49 per cent.
SANASA has emerged as a development institution where a village's financial resources are
mobilised and redistributed within the village itself. SANASA's vision for the future is fo create
a new social order.based on cooperative principles.

in Thailand, there is recognition under the Cooperative Act as to the special characteristic of
cooperatives and as to the operation of the Cooperative principles. The Actalso gives a
Cooperative separate legal status from its members and permits it to hold property and
dispose of property. However it does not permit a cooperative to give a guarantee or raise a
loan without first obtaining approval of the Registrar as to the amount to of the guarantee or
loan. Whilst there are strong policy reasons for doing this in relation to newly formed
cooperatives and cooperatives with little management commercial expertise, it does not
facilitate the development of business acumen among directors and management.

In Vietnam, article 1 of the Law in defining a cooperative acknowledges the role of
cooperatives in improving living standards and in contributing to the socio-economic
development of the country. There is also recognition in article 7 that cooperative members
have the right of participating, managing, controlling and monitoring of cooperative activities
through equal voting rights, which contributes to equity, social justice and democracy. This is
borne out by the duty imposed on cooperatives through article 9 to protect the environment,
human ecology and heritage. The cooperative law also imposes a duty on cooperatives to
provide social security to members and to train, educate and upgrade qualifications, thereby
improving the quality of life for members.

On fair playirig field

In Australia, there has been little appreciation of the role that cooperatives can play in
promoting and strengthening civil society values or business development. This report has
highlighted that; Australian governments seem much less focused at a policy level on
cooperatives as cooperatives. Cooperatives will be treated equally as long as they are
generally prepared to conform to the dominant organisational form — the private for profit
corporation. The report has also drawn attention to the fact that certain aspects of competition
policy are disadvantaging cooperatives.

Except the parallel progressive cooperative legislation in inaia. an cooperatve aws i 1n5ia
provide a substantial role for the State in cooperative development. A pietnora of restrictive
provisions in cooperative legislation across states only makes the playing field that much mare
disadvantaged for cooperatives. Governments substantially support and aid cooperative
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education and training. This is a double-edged sword. On the one side it has the potential to
create and nurture a valuable human resource system that can accelerate cooperative
development. On the other side, as has often happened, it has the tendency to get paliticised,
bureaucratized and become insensitive to the genuine needs of members. Broadly observed,
this approach has made cooperatives complacent to generate their own resources for
education and training and remain dependent on government support.

While cooperatives in Indonesia have a playing field comparable to other forms of business
enterprises, they have been unable to putin place systems and strategies that could enable
ther: to compete successfully in the market place. The proposed changes in cooperative
legislation, if finally passed by Parliament, could go a long way in enabling cooperatives to
redesign and re-engineer themselves to achieve their potential.

In Korea, the Government has provided financial assistance to farmers in the form of
subsidised loans and loan guarantees to assist farmers to meet debt repayments. In doing so,
the Government has utilised the vast branch structure of the NACF to provide tor effective
distribution of funds. This structure has ensured appropriate borrower selection processes to
reduce the incidence of defaults among farmers.

Cooperatives in Nepal certainly enjoy a fair playing field and are allowed to operate under
equal footing with other enterprises in order to realise their full potential. In fact, cooperatives
in Nepal enjoy certain additional advantages when compared to other forms of enterprise.

The existing cooperative legislation in Sri Lanka does not provide the kind of autonomy and
independence that are enjoyed by other forms of enterprise. The devolution of powers relating
to cooperative legislation has only made this task that much more difficult.

In Thailand, there is a genuine recognition of the importance that cooperatives play at the
grass roots levels. However, there has been a tendency for Government to encourage small
privately owned SME's to provide services and engage in small manufacturing activities.

There are some positive policy statements from the Government as to the provision of financial
assistance to the cooperative sector, particularly at the village level. There has also been an
acknowledgment from the Government to build up infrastructure to assist in the long-term
development of cooperatives. '

In Vietnam, since the enactment of the Law on Cooperatives in 1996, the Law on Enterprises
has been promulgated for the registration and regulation of limited liability companies. It is
generally conceded that the Law on Cooperatives is over-prescriptive and complicated, in
compzrison to the equivalent law on enterprises.

On Self Regulation

In Australia, the responses from representatives of both the general cooperative sector and
relevant regulatory agencies indicate that they believe the CCP legislation adequately provides
for self-regulation of cooperatives. The respondents also indicated that they felt that
appropriate and effective corporate governance and disclosure provisions existed in the
legislation.

In India, parallel cooperative legislation provides substantial scope 1or seil-reguiation Dy
cooperatives. This indicates that if governments are determined they can cleary set legai
boundaries for cooperatives to further define their own legislative requirements.
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The existing cooperative legislation in Indonesia does not provide for cooperatives to progress
or adopt self-regulation. The new proposed legislation contains appropriate provisions to
encourage self-regulation by cooperatives within an overall positive regulatory framework.

In Korea, since the recognition of the movement's independence by the Government in early
90s, the President of the NACF and its office-bearers have been elected by the membership
rather than being chosen or imposed by the Government.

The cooperative legislation of Nepal provides more than adequate scope for self-regulation. In
the process, its cooperative legislation does not provide for checks and balances for those
cooperatives that escape regulating themselves in a manner that is both necessary and
consistent with the ICIS.

The cooperative legislation in Sri Lanka does not provide for self-regulation by the
cooperatives. In fact, the existing legislation provides for all kinds of micro regulation and
supervision by the government and the department of cooperatives.

In Thailand, the Cooperative Act is a highly regulatory statute, designed to assist smalf and
unsophisticated cooperatives. It does not encourage a staged development process for
cooperatives focusing upon management skills and self-regulation. There is a need for the
legislation to provide incentives to cooperatives to work towards self-regulation and the
determination investment and capitalisation programs. The Government has encouraged the
restructuring of the cooperative industry through the rationalisation of second-tier and apex
cooperative structures. This has promoted achievement of economies of scale and better
utilisation of resources to meet market demand arising from the liberalisation of the Korean
economy

In Vietnam, Article 9 imposes duties upon cooperatives to ensure that rights of members are
protected and to provide economic benefits to members. Before a merger or division can
occur, the cooperative must be authorised by a three quarter's majority of members, who vote
on the proposal. As part of the formation process, cooperative members must approve of the
by-laws and elect the cooperative president, manager and other members of the management
committee. In addition, they are required to elect an Audit and Control Committee whose
function is to supervise and control the affairs of the cooperative. People’s Committees have
been given the powers of registration and de-registration of cooperatives.

On Captialisation

One of the unifying themes of the cooperative experience, in Australia, has been the quest for
competitiveness. This journey has been most evident in the exploration of different options for
capital raising. As industries have become more competitive, cooperatives have sought to
compete, by seeking opportunities further down the vait:e chain. This has meant additional
capital, sometimes from outside the membership base, is required. It has been noted that in
recent years there is hardly a significant Australian cocperative that has not considered its
corporate status or the adequacy of its capital structures. While it is undoubtedly true that a
number of influential cooperatives have made a complete break from their cooperative roots tx
converting into companies many others have been exploring different solutions to the:r
problems —options, which stop short of demutualisation. !t is in the area =7 nvona equr.
models that many are seeking an answer. This quest 1z 4:iven Dv 2 QESITE 10 MaIntain e
cooperative heritage of the organisation. paricuiarly the element of member control whiie
accessing external equity. In'summary, cooperatives want additional funds - but not at the
expense of active member contro.
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In India, except paraliel cooperative legislation, all cooperative legislation provide for
mobilization of additional resources through govemment assistance. An effort to disengage
the state from its excessive involvement in cooperatives inevitably flounders on the issue of
how government contributions to the capital of the cooperative could be repaid by the
membership. The parallel cooperative legislation permits cooperatives to raise capital from the
market through methods that are innovative enough to meet the cooperatives need for capital
and at the same time retain member control.

In Indonesia, cooperatives can raise additional capital through borrowings from other
cooperative societies, banks, financial institutions, issuance of bonds and through share capital
from govemment. Consequently, both government and financial institutions have a major
influence in the policies and programmes of cocperatives they have financed.

The progressive and liberalized cooperative law in Nepal ensures that while cooperatives can
seek capital from government and external domestic and foreign institutions they can retain
member control in their decisions and operations.

The cooperative law in Sri Lanka does not provide for any significant manner of mobilizing
additional capital except from govemment. However, the SANASA has been using innovative
methods to effectively mobilise capital from its members and redeploy such capital for the
productive use of its members.

in Thailand, The Cooperatives Act requires all cooperatives to issue shares and fimits the
extent of a member’s liability to the amount unpaid on the shares. Cooperatives are permitted
to raise loans or borrow and to mortgage, pledge, sell or dispose of property. However, there is
an obligation upon the Cooperative to obtain the approval of the Registrar before any
guarantee or loan is given or raised by the Cooperative. In addition, a cooperative is required
to keep an amount in liquid assets as prescribed in Ministerial Regulations. Approvals of the
members must be by a two-thirds majority of votes cast.

In Vietnam, there is a requirement under the law for members to contribute capital before
becoming members of a cooperative in accordance wit the by-laws of the cooperative. No
member may hold over 30% of the total share capital. In addition, where a cooperative
proposes to engage in a business, for which the Government has prescribed a minimum
shareholding, the cooperative must have that amount of share capital in order to obtain a
business registration certificate. A general meeting of members must approve of any variation
to the members' contribution. Cooperatives may borrow from banks, subject to the provisions
of law. Borrowing of money from other organisation is subject to the terms agreed upon by the
parties subject to terms complying with the laws.

On Official Development Assistance

Most respondents to the questionnaire noted that governments provided some assistance to
general cooperatives in Australia. The most important was the NSW Govemnment, which
maintains by far the largest, Registry of Cooperatives. This Registry provides advisory and
development assistance for new cooperatives and administers a Cooperative Development
Fund, (CDF). The NSW Government has also initiated and principally funded. from CD
new cooperative research centre. The CDF is also used to provide funding arrectiv 15 =
cooperative federation and a number of other support organisations
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Parallel cooperative legislation in India has evolved over the past six years because of
sustained efforts by a number of informed cooperators and forward looking institutions to aid
and assist reforms in cooperative legislation through workable and practical solutions. In
particular, funding and development institutions such as the National Dairy Development Board
(NDDB} of India have taken major initiatives to encourage formation of dairy cooperatives

under parallel cooperative legislation in Andhra Pradesh. Similarly, the Cooperative
Development Foundation, Hyderabad has facilitated the formation of a number of new
generation cooperatives under the parallel cooperative legislation in Andhra Pradesh involving
thrift and credit and agriculture:

In Indonesia, the cooperative movement and the LSP2i have received support from the World
Bank to prepare a comprehensive proposal for changes that are necessary in the existing
cooperative legislation. It appears that once a new cooperative legislation is in place the World
Bank would be keen on funding cooperative ventures in the country.

In i<orea, the Government has provided financial assistance to members of agricultural
cooperatives through the subsidisation of interest rates and the provision of loans and
subsidies to farmers. During the financial crisis, the Government provided substantial funds to
support outstanding loans made to farmers by the banking arm of the NACF.

In Nepal the cooperative dairy project was implemented through a major collaboration with
DANIDA. Similarly, there are other international agencies such CECI that are assisting and
supporting cooperative ventures in Nepal.

In Sri Lanka there are presently no major instances of official development assistance for the
development of cooperatives in an autonomous and independent manner. However, SANASA
has been able to attract and effectively use aid and assistance from the Asian Development
Bank and the World Bank to promote thrift and credit for poverty alleviation.

In Thailand, the Cooperatives Act provides for the establishment of the Cooperative
Development Fund, which provides loans to cooperatives. In addition, during 2000 the
Government allocated funds to encourage urban development through credit cooperatives and
other savings groups as well as encouraging the lending to cooperatives through specialised
institutions such as the Bank of Agricutture and Agricultural Cooperatives. (During the fiscal
years of 1998-2000, the Ministry of Finance re-capitalised the BAAC to strengthen its financial
base to expand its services to the agricultural sector and rural areas). This Government has
announced a lending and guarantee program for 2001 for SME's (including cooperatives)
valued at 52, 100 million Baht consisting of loan support of 50,500 million Baht and guarantee
support of 1,600 million Baht. The amount of 2,000 million Baht was allocated to the BAAC o
extend its credit services to a greater number of farmers at lower interest rates.

The Vietnamese Govemment provides funding to the VCA and supports the cooperative sector
through the Ministry of Agriculture and Ministry of Finance. The Ministry of Finance has
provided assistance in the determination and valuation of assets in the transition of the old
style cooperatives. The making of Decree No 15 CP on “Incentive Policy for Cooperative
Development” was an important step in providing indirect assistance to cooperative
development through the granting of exemptions and reductions in taxes and {and renta:
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On Networking

Australian cooperatives are neither domestically unified, nor internationally networked. The one
exception, is the Australian Credit Union movement. General cooperatives remain
commercially challenged, under-resourced, and inadequately represented. For most of the last
decade, Australian general cooperatives have not been a member of the ICA.

White both the central and state governments in India are progressively divesting
(denationalising) state owned industries, there is little fo indicate whether it intends to perform
a similar act with cooperatives. Divestment of state owned corporations yields substantial
returns fo the exchequer and is a crucial incentive to governments to divest. But this is not the
case with cooperatives where governments will essentially have o write off their equity and
loans as a one-time exercise. The main incentive to governments in disengaging from
cooperatives would be that they would no longer be required to continue committing their
increasingly scarce financial resources to cooperatives.

A middle path solution lies in evolving a plan where governments in [ndia not just liberate
cooperatives in the first instance but also commit themselves to a plan that tapers their
assistance and aid to cooperatives in a diminishing manner over a period of five years or so.
At the end of such a period, those cooperatives that are unable to perform in a productive and
efficient manner may be allowed to fold up. Such a suggestion can be implemented by
undertaking a comprehensive survey to classify cooperatives into categories A, B and C.
Category A cooperatives would be those that can anyway take care of their cooperative
development needs without external support. Category B cooperatives would be those that
can partially generate resources for cooperative development and need only appropriate
support to gain ground. Category C cooperatives would be those where it would be futile to
invest in cooperative development since it may be a waste of scarce resources.

In the Indian context, the concept of parallel progressive legislation is a unique solution to
achieve disengagement of the state from its deep and pervasive role in cooperatives and
cooperative development. Perhaps, the central Govemment should consider assisting sucha
process by offering a significant package of incentives to the states that adopt paraliel
cooperative legislation. A comprehensive study followed by a national seminar on how paraiel
progressive cooperative legislation in the states can accelerate cooperative development can
also contribute to this process.

The issue about legislation permitting cooperatives to be converted to producers companiesin
India, especially large agri-business cooperatives, needs to be considered from the common
and agreed interest of the cooperative movement that good cooperative legislation must
preserve and protect the cooperative identity and prohibit demutualisation by incorporating dl
necessary and sufficient safeguards.

In Indonesia, different sections of the cooperative movement led by civil scciety organisations
like the LSP2i, DEKOPIN and the government would have to work together to quickly put in
place a new enabling cooperative legislation that is based on the ICIS. Once a new
cooperative legislation is in place, it may be expected that institutions like the World Bank amg
other multilateral development institutions would be positively inclined to fund and support new
and major cooperative development ventures in Indonesia.

The NACF has been proactive in pursuing:policies, which facifitate joint venture arrangemert
of commercial relations with SMEs to provide benefits to members and their families. The
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large branch structure of the NACF has provided an important avenue for networking with
Govermnment Agencies in provision of financial support to the farming sector.

In Nepal there is a need to relook at some of the extremely liberal provisions in its cooperative
law and redefine them in a manner so that businessmen do not misuse the cooperative form of
enterprise. Itis also necessary to examine the need for financial cooperatives to compulsorily
follow certain well-defined prudential norms and practices in their operations.

In Sri Lanka, the need is to urgently evolve an unambiguous position on how different
provinces would address the issue of cooperative policy and legislation and acquire the
necessary skills and expertise for this purpose. There is also a need to work for a consensus
between different provinces to ensure that their role in regulation of cooperatives brings
cooperatives closer to the ICIS and gives them at least the same advantages that are available
to other forms of enterprise.

The Cooperative League of Thaifand has been proactive in networking with government
agencies and international bodies in the furthering the cause of cooperatives in Thailand. It is
also a member of the Cooperative Development Board, which has duties under the Act of
prescribing policies and plans for cooperative development currently with national economic
and social development plans. It also has the statutory duty of prescribing guidelines for the
co-ordination of government agencies for the promotion of cooperatives.

The VCA provides an important avenue for networking with Government departments and
agencies. It has worked closely with the Ministries of Agriculture and Finance in the transition
process of the old style cooperatives and in the development of model by-laws.

On Cooperative Policy

While legislation is normally referred to as the making of law or any set of statutes, policy
connotes a course of action adopted and pursued by a government and/or, a definite course of
action adopted for the sake of expediency. Policy is also referred to as the set of general
principles by which a government is guided in its management of public affairs, or the
legislature in its measures. So, one can have a policy for making legislation. Alternatively, one
can set a policy for implementing and enforcing a particular piece of legislation. A major
distinction between cooperative policy and legislation is that the former is the domain and
responsibility of the government. The latter is the role domain of Parliament and legislature.
Finally, it may be said that policy as a word evades any precise definition and does not lend
itself to easy explanation. Therefore, it is not giirprising that in response to the questionnaire
circulated by the ICAROAP, Singapore, Israel, Sri Lanka, Thailar:d and Nepal indicated that
there is very little or, no distinction between cooperative policy and legislation in their
respective countries.

In Australia, respondents to the questionnaire, wiich was part of this study, indicated that they
believed that the Government had not been influenced by the ICA sponsored conferences
including the recently held Ministerial Conference in Beijing.

On the other hand, indonesia and India have reported that there is a clear distinction betwees
cooperative policy and legisiation in their respe~*ive countries. But these responses nesd to
be understood in the proper context. in india. ¢ty the central Govemment has articuiated a
draft policy on cooperatives. This draft policy *vas announced in June 2000 (Appendix (il A).
However, since cooperation is a state {provinziz!) subject, it is equally important that all the
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state governments must have a cooperative policy in place. Preliminary enquiries revealed
that no state government in India has a cooperative policy. In the case of Indonesia the
consultants could not come across any document that specifically articulated the Indonesian
Government's policy on cooperatives.

In Thailand, the Government has announced that it will support and strengthen cooperatives
and agricultural development. It has indicated that it will adopt policies designed to develop the
processing of agricultural produce with a One village One Product” Project. This will have
important implications for small primary ccoperatives.

In Korea, during 2000, the Government has announced policies designed to make
cooperatives more responsive to the needs of the members and to achieve greater scales of
economy. The new Agricultural Cooperatives Act has facilitated amalgamations consolidating
the 4 major cooperative federations in line with structural changes to agricultural policy to make
agriculture more competitive and less dependent on subsidies.

In Vietnam, the Government has provided substantial resources in the transformation of
Cooperatives as well as giving directives to local and provincial bodies to be involved in and
facilitate the transformation process. The Government is currently looking at changes to the
Cooperatives Law to modemise the legislation and to streamline some the processes leading
to registration

The nature of distinction between cooperative policy and legislation in both these countries
needs to be validated through a more extensive study. In order to provide a broad idea of the
government line of thinking on cooperative policy and legislation, the relevant extracts of
Report V (2) Promotion of Cooperatives (ILO 2001) has been reproduced at appendix VI. But
it needs to be understood that the responses reported by the ILO in their Report V(2) is only in
the nature of the intent and thought of government in the making of a new ILO
recommendation on cooperatives. That the making of this new recommendation could lead to
effective policy and legislation for cooperative development is another matter. This is because
even if there is a policy in place, it becomes effective only when it can be duly assessed in
terms of measurable outcomes and suitable benchmarks. This brings us back to the beginning
of the thought process that when policy itself is ambiguous or, generally absent, how can there
be any significant outcome(s)? These issues are suitably reflected in appendix V, which
reproduces the responses to the detailed questionnaire on cooperative policy and legislation —
circulated as a part of this study by ICAROAP to the member countries of the region.

This report avoids repeating in its country findings and analysis the information that can be
gleaned from the appendices. Therefore, the avid reader who would like to look for individual
country analysis on cooperative legislation or paiicy or, a comparative analysis for that matter,
is requested to read the appendices. Appendix Il A, I B, I C, 1l D and !l A provides a
comprehensive picture on cooperative legislation and policy in India. In the case of Indonesia,
Nepal and Sri Lanka, te relevant appendices are Il E and Il B. The social and economic
context of the country is reported in appendices IV A and IV B. These appendices provide
macro indicators of social and economic development respectively.

Other general recommendations

The future of cooperative:s will be dependent upon managemerni D2iNG 8NCOUTaGEd 10 $1ana
away from the parochial hand the Reguilator. We recommend that legislation be developed
which will permit greater responsibility attached to a graduated level of competency. This

should be demonstrated by well defined management polices and by financial results which
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demonstrate an ability to function in the market without regulatory overview. Cooperatives in
this category would need to have independent auditors and have a finance and budget
committee with statutory reporting obligations. The legislation would need to provide checks
and balances to ensure that cooperatives which fail to meet the competency criteria are

. automatically brought under stricter supervision or reporting conditions — for example, where a
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cooperative suffered a major loss affecting its solvency, or where it had more than 2 years of
accumulated loses.

One of the factors relevant to the operation of cooperatives is the need to have subsidiaries.
We recommend that the Cooperative legislation allow for the registration of wholly owned
special services bodies with the same powers as companies. The purpose of this
recommendation is to bring the registration and regulation of these entities under the same
regulatory authority. It would also provide for the subsidiaries to operate within the framework
of a cooperative group structure and facilitate international trade with other cooperatives.

It is recommended that the ICA develop best practice guidelines for the commercial
management of cooperatives to facilitate graduated development under cooperative legislation.

There is a clear need for the education of professionals such as lawyers and accountants as to
the philosophy, operation, legal and accounting aspects of cooperatives. Itis unlikely that this
will be pursued without some legal obligation being imposed because of the tendency to deal
with profit organisations and with those organisations, which are in the middle to upper end of
the corporate market. This should be addressed through the continuing education and
qualification programs of the legal and accounting societies in each country.

Issues for deliberations, further study and research

This study has revealed, often as most studies do, that with more time and resources it would
have been meaningful and relevant to examine many more issues that have a bearing on the
terms of reference of the study. These issues are listed below.

Whether it is possible to evolve a model for measuring how different provisions of the ICIS are
actually incorporated in the cooperative legislation of the region and then determine for each
cooperative legislation an index that may be called the ‘Proximity to the ICIS index'?

Whether it is feasible to develop a grid model to plot the position of cooperative legislation and
policy of different countries where the interfaces could be: Quadrant| - Market orientation

~ versus cooperative values, Quadrant Il -~ Cooperative Values versus State control, Quadrant IHI

19.1.3.

19.14.

19.1.5.

— State Control versus Investor Oriented Firm principles and Quadrant IV — Investor Oriented
Firm versus Market orientation?

Whether it is feasible to prepare a comparative digest on how various laws - other than
cooperative legistation — such as direct and indirect tax laws, labour laws, competition law and
industrial laws impact the functioning and operations of cooperatives in the region?

How does cooperative policy and legislation compare with policy and legisiation for other forms
of enterprise, especially those forms of enterprise with which cooperatives nave te arrect
compete in the market place?

Whether it is necessary to have specificity in cooperative legislation i.e. whether tiere should
be a single cooperative faw with supporting cooperative legislation for each sector? And/or,
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whether the rigour and application of law should be different at different levels of the
cooperative structure such as primaries, secondaries and tertiaries?

19.16.  To what extent should the different components of cooperative legislation regulate processes
or, ends, or, both?

19.1.7.  How do important pronouncement(s) by the judiciary on redressal(s) sought by cooperatives
and/or those involved with the cooperative movement impact cooperative policy and legislation
in a given country?
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Country findings: Australia

Social — Overview

Australia is a continent between the Indian and the South Pacific Oceans, with a total land
area of 7.6 sq km and a coastline of 25,760 km. It is the world's smallest continent but sixth-
largest country with the populated areas mainly concentrated along the eastern and south-

eastemn coasts.

Australia's original inhabitants arrived in the continent about 40,000 years ago. European
settlements commenced in 1788 and a majority (92%) of the population is of European origin
with British or Inish predominating. Other ethnic groups include Asian (7%) and aboriginal
(1%). Christianity is (e major religion with non-Christians about 11% of the population.

Australia is one of the world’s most urbanised countries, with less than 15% of the population
living in rural areas. The population has doubled since the Second World War, with nearly
5.5 million immigrants settled in Australia from 1945 to 1996 and almost one of every four
Australians is foreign-born. The population is estimated at 19.2 million in mid-2000, with 67%
of the people in the 15-64-age category. The population growth is estimated at 1.02%. The
population of Australia has a life expectancy at birth of 80.1 years; 77.2 years for males, and
83.2 years for females. The infant mortality rate of 5.11 deaths/1,000 live births and the total
fertility rate is 1.79 children born/woman. Literacy is universal among the population age 15
and over. in 1999, Australia had a HDI of 0.922 and was ranked 7th in the World — a high
human development level.

Australia is a commonwealth country, having a democratic, federal-state system recognising
the British monarch as its sovereign head of state. The head of government is the Prime
Minister, the leader of the majority party appointed by the governor general for a three-year
term, following general elections. The Federal Parliament consists of the Senate and the
House of Representatives. The legal system is based on English common law and the
Judiciary comprises the High Court, the governor general appoints the Chief Justice and six
other justices.

The Economy

Australia has a free market economy, w:ith a per capita GDP of US$ 22,200. In the last 8
years, Australia has enjoyed economic expansion, productivity growth, and low inflation.
GDP growth has averaged 4.2 percent with inflation at only 2 percent in the eight years. The
GDP at the end of 2000 was A$ 621.2 billion, achieving a growth rate of 4.3% in 2000.
However, in the last quarter of 2000, the GDP contracted by 0.6%, raising the spectre of
‘recession’, after 37 quarters of consecutive growth.

Australia’s major industries are mining, industrial and transportation equipment, food
processing, chemicals and steel. In 1999, industrial production rose at 1.5%. Austrasiz = -
major exporter of agricultural products, minerals, metals, and fossil fuels. Aancutturz
products include wheai, barley, sugarcane, dairy, fruits. cattle, sneep ana poultrv.
Commodities account for 57% of the value of fotal-exports of $58 billion. The major export
partners are Japan, cu, ASEAN, US, South Korea, NZ, Taiwan, Hong Kong and China.
Imports in 1999 were valued at $67 billion, commodities being machinery and transpor:
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equipment, computers and office machines, telecommunication equipment and parts, crude
oil and petroleum products. Major import partners were EU, US, Japan and ASEAN. The
economic recovery of Asian countries after the financial crisis has shifted the direction of
trade back to East Asia. Strong growth in exports is partially attributed to the low Australian
dollar and the value of exports in the December quarter was 27 per cent higher compared to
the previous year. Consequently, the trade deficit had dropped to its lowest level in years. In
the December 2000 quarter, the current account deficit was $5.5 billion.

At the end of 2000, money supply (M3) was A$ 412.8 billion, an increase of about 1.4% over
the first six months of FY 2000/01. In seasonally adjusted figures, there was a negligent
increase in the money supply. Inflation rate, as measured by the Consumer Price Index, has
been kept under control since 1996, with the average annual rate of inflation being in the
range of 0 percent to 2.4 percent for 2000. The Reserve Bank of Australia (RBA) suggests
that there are considerably better prospects for inflation to remain within the 2-3 per cent
target zone over the next two years. It is their view that the risks of exceeding the target are
low. Accordingly, in February 2001, monetary policy was eased and cash rates were
reduced to 5.75 per cent. This easing is expected to promote sustainable growth of the
economy consistent with the inflation target.

Tax Policies: In July 2000, a new tax system was introduced in Australia, setting a 10%
Goods and Services Tax at the point of consumption. According to the RBA, this resulted in
spending being shifted to the first half of 2000 and a decline in expenditure after July, which
reduced GDP in the September quarter by more than a percentage point.

Employment: The Australian labour force was 9.57 million at the end of 2000, of which 4.18
million are females. The total labour force increased by about 1.5% over the previous year.
A majority is engaged in services (73%) while 22% are in industry and 5% in agriculture. In
keeping with the current trend of people seeking part-time work, full-time employment
declined by 0.1% while part-time employment rose by more than 0.2%. In February 2001,
the unemployment rate was 6.8%. The wages growth has been moderate and the wages
index for 2000 was 111.0 at 1995 wages.

Trade: Australia's net foreign debt in the September 2000 quarter was A$294 billion, or 46
per cent of GDP. The private sector net debt had increased substantially in recent years,
partly due to the depreciation in the Australian dollar. The Australian dollar exchange rate,
which had been steadily declining, fell to historically low levels in late 2000 and early 2001.
Over the past 5 years, the dollar had lost over 35% of its value as measured against the US
Dollar. Gross household incomes had been steadily growing since 1990, reaching $416.6
billion at the end of 2000. Despite the growth, net savings had been declining until the trend
reversed in 1987.

Share markets in Australia have been generally higher and expanding with the All Ordinaries
index reaching 3114 at the end of 2000, as compared to 2008 in mid 1995. Business
profitability in most parts of the economy has been high over the past 3 years, with large
companies and major banks reporting high annual profits. Company profits before taxes of al
industries were 9.3 billion for the December 2000 quarter.
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The Cooperative Movement in Australia

Introductory Comments

Co-operation, in its present form, has a long history in Australia. It was one of the first
countries to follow the lead set by the Rochdale pioneers. In 1859, a cooperative drawing its
inspiration from Rochdale was formed in Brisbane. The first Australian Friendly Society was

formed even eatlier in 1840's.

In 1873, a Registry of Friendly Societies, based on the English model, was established in
Sydney, its purpose to supervise the expanding number of mutual and cooperative entities
being formed. The creation of the Registry marked the start of a long association between
government and movement in Australia.

Australian representatives were also presentin England, in 1595, at the formation conference
of the ICA.

Although, co-operation has a long history in Australia, its future is more problematic. The
general cooperative movement is now at what may well be its weakest point in a generation.
Supporters are on the defensive against the view of some in the media, government and
business that cooperatives have been left behind in what is now an individualistic, competitive
and post-modem global society. Many large and long established cooperatives and mutuals
are demutualising or seeking answers in hybrid equity models. Attempting to guarantee their
competitive if not cooperative survival. Among financial cooperatives, Credit Unions seem
better placed to weather the storm of globalisation and fashion responses to the new realities.
However, little unity exits within the overall movement in Australia. The various sectors seem
more focused on and have had most success in protecting gains made by previous
generations, rather then forging new and unified strategies for the future.

There are important lessons to be learned from the experience of the Australian cooperative
movement and the direction of the country's public policy. One conclusion is that; it is not
sufficient to focus only on the development of cooperative policy and legislation in isolation
from broader policy reform processes that are occurring. The Australian example shows this
is particularly the case if the movement is institutionally weak and dispirited.

Part of the broader global reform agenda relates to the role of Governments. As the ILO has
noted, in many countries, political, economic, technological and social changes in general
have put pressure on governments to limit their involvement in economic affairs. The core
idea of structural adjustment programs is to shift from public to private initiative, financing,
management and responsibility. Subsequent monetary and fiscal programs, institution
building, privatisation and liberalisation require individuals and civil society organisations, to
take a more active role in economic, social and political affairs. Effectively, the State's role is
increasingly limited to that of providing the political, legal and admiinistrative framework of the
development of private organisations, (including cooperatives), that may in tum strengthen
democracy.

While it is acknowledged that in many countries of the Asia Pacific region. this
democratisation and liberafisation process has created. the pubiic space 1or civii socier.
organisations to play a larger role, this has not been, in generai. the experience for Australian
cooperatives. The Australiadesson teaches us, that unless, there is an integration of
cooperative policy within the broader economic policy, it will be treated as marginal to
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mainstream economic and social development. One can not assume that these global
processes alone are necessarily going to create the public policy space for cooperatives in all
countries.

In this light, the Australian experience is instructive and cautionary. Australian governments
have moved to embrace the new reform agendas ~ the last decade has been a period of
profound and sustained public policy reform. Australia has been one of the teaders, among
industrialised countries, in embracing neo-liberal economic reform, privatisation and
deregulation polices. Itis suggested that the economic reform agenda pursued by Australian
Governments has resulted in the private profit-maximisation model coming to the fore as the
preferred model in public policy. The use of market processes as a co-ordinating mechanism
and competition becoming the dominant policy framework was based on achieving economic
efficiency through self-interested individualism. Individual choice and action superseded the
notions of social relationships and consequently, profit maximisation was accepted as the
best way for resource allocation. In this context, there is an implicit acknowledgment of the
private company model as the beiter structure for the organisation of economic activities. This
effectively reduced the profile and support of cooperatives.

The general market liberalisation and globalisation process has also challenged cooperatives.
The spate of privatisation of government assets and demutualisation of mutual organisations
appears to have diminished the importance of ownership both to governments and the
electorate. However, collective ownership of assets, and the ensuing control of their usage,
forms the basis of mutuals and cooperatives. There has also appeared to have been a shift in
Australian public policy to an emphasis on economic outcome rather than the on the type of
entity used in achieving that outcome.

it can be concluded from the Australian experience that; the interplay between the strength
and capacity of the country's cooperative movement and the commitment of the government
to marketplace values - as the key driver of policy - may be as important in determining the
long term success of cooperative initiatives as any reforms to specific cooperative policy or
legislation.

Topology of the Movement

Australian cooperatives can be classified into two broad groupings, financial and non-financial
or general cooperatives. Financial cooperatives include Credit Unions, Building Societies,
Friendly Societies and Cooperative Housing Societies, (CHS). General cooperatives include
agricultural marketing and supply cooperatives, consumer, housing, community, worker and
most other types of cooperative organisations. Although general cooperatives are the more
numerous, financial cooperatives, have both a larger tumover and membership base.

Financial Cooperatives

At December 2000 there were 18 Building Societies operating in Australia with total assets of
$13.1B, total members funds of $966M with total net revenues of $575.5M. Currently, there
are 211 Credit Unions with total assets of $22.9B, total member funds of $2.09B and net
revenues of $1.17B. In mid 1999 there were approximately 250 Cooperative Housinc
Societies (CHS's) and at February 2001, 47 Friendly Societies funds operatng in & usirass

There has been a significant decrease in the number of financial cooperatives operating over
the last 15 years. Increased competition in the marketplace along with extensive public policy
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and regulatory reform are among the main reasons for this decrease. Building Societies
numbers have dropped from 71 to 29 during this period. One reason was the sefies of
demutualisation, which occurred, in the late 1980's. Credit Union numbers have also
dramatically reduced as competition in the marketplace increased, hastening a series of
mergers and other responses designed to achieve competitive advantage through greater
economies of scale. The changed regulatory environment also explains, in part, the reduction
in numbers. Many Credit Unions and Friendly Societies could only meet the higher capital
adequacy and prudential requirements through merger and consolidation. In 1992, there were
352 Credit Unions in Australia, that number has been reduced to 211 at the end of 2000.
Likewise, the number of funds operated by Friendly Societies has reduced from 165 in May
1999 to 47 as at February 2001. Cooperative Housing Societies numbers have also reduced
during this period. On the other hand, because the new operating standards are set at such a
high level, it is virtually impossible to form new cooperative entities. The reason, to provide
schematic protection for the whole financial sector, and hence avoid any roll on effect of
failure in one part affecting the whole system. The result, only a handful of new Credit Unions
have been formed over the last decade.

General Cooperatives

General cooperatives are a key focus of this report. Legislation governing their operation
includes the ICA principles. Australian membership of the {CA, when it has existed has been
drawn from the ranks of the organisations representing general cooperatives.

There are approximately 2400 general (non- financial) cooperatives, registered under specific
cooperative legislation operating in Australia. Over 90% are registered in the three eastem
seaboard states of New South Wales, (NSW) Queensland, (QLD) and Victoria, (VIC). Annual
tumover for all state-registered cooperatives is estimated at $4.5B. NSW accounts for 80% of
this total. The largest four NSW cooperatives, which are all agricultural marketing and supply
cooperatives, account for over 60% of the total state figure.

General cooperatives are engaged in a wide range of activities. The Australian New Zealand
Industrial Classification (ANZSIC) system, developed by the Australian Bureau of Statistics, is
used to identify the activities of cooperatives in the database maintained by the NSW Registry
of Cooperatives. The NSW experience is illustrative of the composition of the sector in other
States.

NSW Cooperatives

The largest number ¢t cooperatives in NSW are in the recreation, sport and gambling clubs

industry - bowling clubs, returned servicemen's, league clubs, ski lodges, to name a few. The
next largest groupings are community services; housing; agricultural services and wholesale
and retail activities. Cooperative membership is approximately 1.1 million in NSW.
Couneratives have significant market shares in dairy products and milk processing, rice
marketing and cotton ginning. The NSW's sector is characterised by a small number of
comparatively large, mature cooperatives and a much larger group of smaller more recently
established organisations. The age distribution of cooperatives in NSW follows the long-term
formation pattern. Although the median age is 22 years, the 'formation peaks' relate to
cooperatives in different industries. The older cooperatives are agriculturat cooperatives. wr ¢
the majority of ‘middle-aged' cooperatives are recreation clubs. ski 10dass ana DOWHNG Ciups
Although there has been considerable formation acuvity in recent years. the Sector is in
relative decline when compared to other organisationai alternatives, including companies and
ascociations. Its use has been generally confined to certain industry sectors; it is not well
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represented, for example, in the newer information, community enterprise or networking
areas. Nevertheless, cooperative numbers have still risen in recent years — over 250 new
cooperatives were formed during the period 1990-1998. It appears that there has been a
strong relationship, in NSW, between the commitment of government resources to formation
programs and increased cooperative numbers.

Corporations Law Cooperative Companies

Additionally, a number of general cooperatives are registered under Corporations Law. The
majority of these cooperative companies, which are mainly Victorian based, are marketing,
and supply cooperatives. The largest seven, all agricultural cooperatives, had a combined
turnover of $3.7B in 1998. Overall, it is estimated that this category of Corporations Law
cooperatives also has an annual tumover of approximately $4.5B.

Cooperatives within the Broader Social Economy

Cooperatives are also part of a broader definitional grouping known as the social economy.
Research suggests this grouping contributes approximately 10% of Australia's GDP, this is
comparable with other similar OECD countries. It has been estimated that there are 115,000
organisations, with a total tumover of $42B employing 570,000 people within the Australian
social economy. Cooperatives account for approximately 3% of the social economy by
number, but constitutes, at least, 20% of the turnover.

Representative Structures within the Australian Cooperative Movement

Lewis (1986) has stated that there has never been a cooperative movement, as such, in
Australia. In its place, has been a loose assemblage of sectional interest groups comprised of
farmer cooperatives, building societies, credit unions together with consumer cooperatives.
There is, at present, no forum or organisational structure in Australia uniting general and
financial cooperatives. This does not even occur on an informal or ad hoc basis.

Among the sectoral groups, Credit Unions, have been by far the most successful in building
strong support and industry structures. However, no links exist between these organisations
and general cooperatives. In the context of legislative development, Credit Unions along with
other financial cooperatives have gone there own way. Australian Credit Unions are not
formally linked to the ICA, in their own right. An indirect link does exist — Australian Credit
Unions are active participants in the activities of the World Council of Credit Unions, (WCCU).
Credit Unions, in contrast to general cooperatives; have also been involve in international
development activities, particularly in the Pacific and Asian regions.

Australia has many large and successful primary level, general cooperatives. It has not been
as successful in developing lasting apex organisations. This is a major weakness of the
movement. It is proving critical as it tries to response to an increasing!y competitive global
marketplace, and a constant series of public policy and regulatory changes.

There have been periods of time when a well-resourced apex organisation has existec ™+
most recent was in the late 1980's and early 1990's. The Australian Association <
Cooperatives, (AAC) was launched in 1986 following the virtuai cotiapse o1 the previous
national organisation, the Cooperative-federation of Austraiia, {CFA). AAC traced its ongins
back to the Cooperative Institute-and-ts-successor the Cooperative Federation of NSW. The
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failure of AAC in 1992, represented a historic setback for general cooperatives — one, it is yet
to fully recover from.

The sector has attempted to rebuild its representative structures. AAC was nationally
structured and focused. Rather then, re-establish a strong national organisation it has chosen
to form or revive, state based cooperative federations. A nominal national organisation, the
Cooperative Council of Australia, made up of representatives from the state federations, has
also been established. Given the federated character of govemment in Australia, it is argued
that a national perspective is essential to effectively service the strategic interests of
cooperatives. The majority of recent policy changes affecting cooperatives have been initiated
at this level.

AAC played an important role in the first Asia Pacific Cooperative Ministers Conference. It
was held in Sydney, with AAC assisting the ICA ROAP in organising the conference. AAC
was also at the table, when the Commonwealth Govemment, initiated a process in the late
1980's, to try to bring about consistency for siate-based general cooperative legislation. This
was the forerunner of the Core Consistent Provisions Scheme. It also played an important
advisory role in the development of the NSW Cooperatives Act 1992. With the failure of AAC
the formal link that existed, connecting general cooperatives in Australia to the international
movement was effectively broken. It has been noted that considerable progress has been
made between the Sydney and Beijing Cooperative Ministers Conferences. Particularly in
terms of refining and achieving greater clarity in recommendations for legislative reform.
Australian cooperatives have not been part of this legislative refinement process. They have
not had formal representation, at these conferences, since Sydney.

Australian Public Policy
Public Policy Reform

Itis important to understand what is driving public policy reform. Account needs to be taken
of the institutional context and direction of policy; otherwise, efforts to develop and reform
cooperative policy and legislation may deliver only limited improvements. Good cooperative
policy and legislation set within a hostile or indifferent policy environment may not be able to
deliver hoped for gains.

Australia, during the last decade, has experienced extensive public policy and regulatory
reform. - so much so, that some have described it as suffering from reform fatigue. The key
areas which have had an impact on cooperative operation, include: the introduction of policies
designed to facilitate the opening of the domestic market to gloi:al competition and the
removal of government protection to certain industries; the introduction of National
Competition Policy, (NCP); the privatisation of governments assets and businesses;
significant taxation and corporate law reform; deregulation of a number of sectors, including
statutory arrangements for the marketing of agricultural products; deregulation of the labour
market, and financial sector reforms. A number of these areas will be examined, to highlight
undertying trends.

Competition Policy

The ILO have commented that it is now widely accepted tnat itis part of the auty of the
modemn State to maintain free-and opesscompetition. Fostering competition between
enterprises is intended to safeguard the-interests of consumers. The ILO, however, observed
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that cooperatives often become the target for competition legislation because the very act of
co-operation involves the collaboration of individuals who agree to act in unison. It is
interesting to note, given the Australian experience that the ILO suggests governments must
recognise the essential difference between the collaboration of individuals who are
comparatively ‘small players' in the market (cooperatives) and the anti-competitive practices
of large investor-driven enterprises.

In Aprit 1995 Australian Governments - Commonwealth, State and Territory - signed the
Competition Principles Agreement. The Agreement grew out of a review, which become
known as the National Competition Policy, (NCP) Report, or Hilmer Report after its author. All
governments, irespective of political affiliation, gave support at the time, to NCP. A key
informing principle behind these reforms was the idea that: the engine, which drives
efficiency, is free and open competition. Under this Agreement, governments are required to
review their respective legislation, including cooperative legislation, with the view to removing
anti-competitive provisions where the costs outweigh the benefits. Cooperative legislation in
NSW is, for example, currently the subject of an NCP review.

NCP Report has become, perhaps the most important, framework document, within which to
evaluate public policy in Australia.

The Australian Competition and Consumer Commission, (ACCC) is the Commonweatth
Govermnment agency charged with the responsibility of insuring competition principles apply in
the marketplace. Professor Allan Fels, the chair of the ACCC, said ‘Cooperatives by their very
nature are agreements between competitors and as such may be anti-competitive’. Professor
Fels comments express the concern of the ILO in their recent report on the Promotion of
Cooperatives.

The focus of the ACCC is on marketplace behaviour - restrictive trade practices - and
consumer protection. From their perspective it is a competitive marketplace which is of
importance in delivering real benefits to consumers, businesses and the economy as a whole
— it is less important to distinguish between different types of organisations operating in the
marketplace.

The Devil's in the Detalil

Where trade practices or competition issues arise, cooperatives are able to apply for an
authorisation from the ACCC, which results in immunity from certain parts of the Trade
Practices Act. However, this will require the cooperative to demonstrate that the public
benefits of the conduct or arrangements cutweigh the anti-competitive and detrimental effects
that arise from them. This procedure can hamper development of cooperatives. For example,
the recent ruling given by the ACCC on an application made by Golden Circle Ltd (a
cooperative company) would essentially act as a barrier on the development of ‘New
Generation Cooperatives' in Australia. It also has the effect of calling into question some
aspects of “active membership' under the core consistent cooperative legislation. Golden
Circle Ltd is Australia's biggest fruit and vegetable manufacturer, with more than 700 grower
suppliers. Golden Circle Ltd sought authorisation to require its members to supply a quota of
their production (not the total production). The Commission concluded that the arrangement
had the potential to adversely affect the other buyers in the market. although authonsation
was granted for five years on the basis that the arrangement wouia atiow Gotaen Circie Ltd ©
plan production schedules and that it would stabilise grower incomes.
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The exemption process, under the Trade Practices Act, requiring each cooperative to seek
individual authorisation presents a significant barrier to the promotion and development of
cooperatives. The fact that cooperatives are based on a different set of principles that has
collective ownership, limited returns and concern for the community as their core values,
should be taken into consideration by that legislation. That such values will not, in a majority
of cases, jeopardise the policy of the legislation should be recognised. Cooperatives applying
for exemption under the Act need to have certainty. This could be achieved by the inclusion in
the legislation of appropriate competition tests, which take account of the unique features of
cooperatives. For example, the requirement, for members to have minimum dealings with the
cooperatives to establish active membership. The broad perception that cooperatives are ant-
competitive needs to be abandoned in view of the arguments on ownership and commitment
to local communities included under cooperative principles.

Privatisation of Government Assets and Demutualisation of Cooperative/Mutual
Organisations

All Australian governments - State and Federal - labour or conservative - have followed a
policy of privatisation of public assets and businesses. The rationale for this approach is that
the market is more efficient in allocating resources or running businesses than government.

Parallels could be drawn between some of the arguments, which have been used in support
of privatisation of government services and the demutualisation of mutual and cooperative
structures. In these cases underlying ownership, whether public or cooperative, is often seen
as less important or relevant than efficiency and competition in the marketplace.

Privatisation of government assets and demutualisation of cooperative and mutual
organisations has made Australia, in the words of the Prime Minister John Howard, the
‘largest shareholder democracy in the world’. Over $30B of cooperative and mutual assets
have been demutualised in Australia during the last 15 years.

A partial explanation, for the success of the demutualisation trend in Australia, may lie in the
widespread acceptance, over the last decade, of deregulatory and privatisation programs.
Media reporting of demutualisations, highlight that the weight of public and elite opinion has
tended to view these events, as basically positive. Part of the broader market liberalisation
process. Hence, a largely sympathetic commercial, intellectual, media and-public policy
environment has been created which has been able to sustain, at least in part, the momentuen
of the demutualisation processes.

Taxation

The ILO has noted that in terms of taxation, the main differences between cooperatives and
other enterprises derive from the fact that co-operation is often treated as a ‘mutual activity'.
In other words, cooperatives are only an extension of the individual members, and one can
not make a profit from trading with oneself - the mutuality principle.

The Commonwealth Government recently commissioned a review of business taxation i
Australia. Although, the subsequent report, known as the Ralph Report. has not nee~ =
endorsed or implemented its treatment of cooperatives is illustrauve o7 e iracuze
thinking, within government, in regards to cooperatives
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One of the key principles annunciate during the review process was that similar tax
arrangements should generally apply to cooperatives or mutuals as will apply to all business
entities that offer limited liability to their owners. This principle was further explained in the
following terms: economic transactions should be taxed based on their economic substance —
not their legal form. If there are tax advantages in deriving income through one type of entity
rather than another, that puts form - the type of entity - before substance, economic income.
The intention, again, to regulate marketplace behaviour and outcomes not the underlying
ownership models. This perspective seems to disadvantage cooperatives and mutuals, which
define themselves through their structure, purpose and values. One result of such thinking
may be the eventual dominance of the PLC mode!, with less diversity of organisational
models recognised in policy and legislation leading to less incentive to develop or recognise
alternative models.

Deregulaﬁon of Government Supported Marketing Arrangements

Australia has a long history, of using Statutory Marketing Authorities, (SMA) to market the
produce of primary producers. However, in the late 1980's and early 1990's the role and
relevance of SMA's was questioned. One view was that, although the justifications for
statutory marketing arrangements had varied over time, they generally exist to correct
perceived market failure and/or to provide government assistance to primary producers. It
was felt that the relevance of these justifications was now increasingly questionable.

Within the Australian context, a number of the arguments used to question the role and
function of SMA's have also been advanced against cooperatives. It is argued, by some, that
the success of agricultural cooperatives resulted more from regulated markets, fixed price and
vesting powers, than from inherent advantages of the organisational structure.

The dismantling of regulation in the Australian dairy industry, during the 1990's, has
unleashed market forces, which may ultimately see the destruction or takeover of a large part
of the historically strong cooperative dairy sector in Australia. Other primary industries have
been similarly affected by such policy reforms.

Financial Services Sector

The regulatory and reform process affecting the financial services sector is outlined in the
following section of this report dealing with financial cooperative legislation. It is suffice to say
that competition principles as expressed in the NCP have again been one of the driving
forces.

Cooperative Legislation

The Australian Constitution of 1901 established a federal system of government. Under this
system, powers are distributed between a federal government (the Commonwealth) and the
six States - the two Territories; the Austratian Capital Territory, and the Northemn Territory
have self-govemment arrangements. The Constitution defines the boundaries of law-
making powers between the Commonwealth and the States/Territories. Local or municipa
councils are the third-tier of government in Australia.

The States and Termitories are responsible for the governance and regulation of cooperatives
- the Federal Govemment has no direct administrative or ministerial responsibility for

general cooperatives.
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53, Financial cooperatives, which were first brought under uniform state legislation, are now
administered by the Australian Prudential Regulatory Authority (APRA) under a common
Corporations Law framework along with other financial institutions.

54. The 1990’s were a decade of significant legislative change for both financial and general
cooperatives. The Australian finance sector was exposed to increasing competition as well
as being subject to major public policy and regulatory reform. Financial cooperatives were
caught up in these changes. The regulatory regime applying at the end of the 1990's was
fundamentally altered from that at the beginning of the decade. Changes for general
cooperatives although not as dramatic were nevertheless significant. During the decade,
almost all States and Territories reformed their general cooperative legislation to achieve
greater consistency.

55, Legislative Reforms: Financial Cooperatives

551, Atthe start of the 1990's, State Based Registries of Cooperatives were responsible for the
regulation of both financial and general cooperatives. Each jurisdiction had separate and
sometimes inconsistent Credit Union, Building Scciety and Friendly Societies Acts. Following
the well-publicised collapse of a Victorian Building Society in the early 1990's along with
failure of a number of other financial institutions, a new national scheme was established. The
new arrangements were based on a template model, whereby one jurisdiction — Queensland
- enacted a template or model Act, which other participating States and Territories then
applied. The result, nationally consistent legislation, regulations, operating and prudential
standards designed for and by Credit Unions and Building Societies.

552. A new national agency, the Australian Financial Institutions Commission, (AFIC) was
established to help drive policy and regulatory development. In most cases, the former
Registries of Cooperatives were split with a new state level financial regulator being
established to administer the Credit Union and Building Society legislation in each of the
jurisdictions. (General cooperatives remained with the Registry of Cooperatives.) Under the
new amrangements, policy development for Building Societies and Credit Unions occurred at a
national level with supervision being a state level responsibility. These administrative changes
meant that by the mid 1990's the government link, which had existed for over 130 years,
connecting general and financial cooperatives regulation had been broken.

553.  The above changes occurred against the backdrop of a series of reforms affecting the whole
of the Australian finance sector. The process of deregulation and reform of the sector
commenced in Australia in the 1980s with the report of the Campbell Committee. Following
this Committees’ report a number significant changes occurred including, the floating of the
Australian dollar and the deregulation and opening of the banking sector to greater domestic
and international competition. These reforms had an effect on the operation of financial cop-
operatives, in some cases challenging their role as niche players in the former highly
regulated banking and finance secters.

554.  The process of regulatory change continued with the Wallis Committee Report. Among the
main conclusions of this Commonwealth Government commissioned review, which was
released in April 1997, was recognition that marketplace and technological changes haz
blurred the distinction between banks and other financial intermediaries. The Commimes
acknowledged convergence in the marketplace and recommeanaec reauigticn =7 e procuct
and a focus on competition issues witii less empnasis on e unaeriying ownersnip moaei of
the provider of the service or product.
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The Wallis Committee’s report unleashed a further round of regulatory and policy initiatives.
Importantly, it was decided to combine into one super agency responsibility for the prudential
regulation of all financial institutions. For the first time in their history, financial cooperatives
were being regulated by the same agency responsible for banks, insurance companies and
superannuation funds. As part of these changes, Credit Unions, Building Societies and
Friendly Societies were transferred from the AFIC regulated legislation to a common
Corporations Law framework along with other financial institutions. They are now principally
administered by the Australian Prudential Regulatory Authority (APRA), along with the general
corporate regulator the Australian Securities and Investment Commission, (ASIC) and the
Australian Competition and Consumer Commission, (ACCC). This effectively splits corporate
and prudential regulation, as well as consumer protection, between three national regulators.

Amendments to Corporations Law were made to take account of the unique structure and
operation of financial cooperatives. This included, a new Schedule which spelt out
procedures to be followed in the event of a demutualisation, outlined possible capital
structures and made clear which organisations were entitled to use the terms Credit Union,
Building Society and Friendly Society.

Cooperative Housing Societies (and Starr Bowkett Societies) have remained registered under
their own stated-based cooperative legislation. For the most part, they are now the
responsibility of relevant state/territory general cooperative regulator.

One could view the last decade as one of both gains and losses for financial cooperatives. A
level playing now exists for all financial intermediaries’ organisations — all are subject to a
similar and consistent national regulatory environment. The perception that financial
cooperatives were second class financial organisations has been addressed. However,
something of the cooperative heritage may have been lost. Where once financial
cooperatives had their own legislation and a dedicated agency familiar with cooperative
operation they now have a super regulator, generally more interested in regulating
marketplace products and behaviour than in understanding their unique ownership structure
or objectives. It has also been suggested that the Corporations Law environment can make it
easier to takeover or demutualise Credit Unions. Additionally, it is now very difficult to form
new financial cooperatives. It is a moot point, but it is highly unlikely given today's regulatory
environment that the Credit Union movement in Australia would be able to get started and
grow to its present size if it had to operate under current conditions.

The strength of the Credit Union movement - it is the strongest and most successful example
of co-operation in Australia - has enabled it to adopt a more pro-active policy role. It has been
very diligent in responding to proposed policy and regulatory changes in a number of areas,
including, taxation, credit legislation and corporate law reform. It has also, in partnership with
government, been involved in a program designed to provide altemative financial services to
regional and rural areas of Australia following bank closures.

Although many of the issues facing general and financial cooperatives, including capital
structures, demutualisation procedures, taxation, are comman, there has not been a unified
response to these issues. This institutional weakness of the Australian cooperative movement
has meant each sector is left to fight its own battles. The lack of unity within the wider
Australian cooperative (and mutual) movement and the splitting of regulatory responsibilitv
have meant that very little knowledge or experience has been passed between respecuve
sectors or regulators. lronically, while the movement seems unabie to unite. tnere appears 10
be a unity of purpose and direction in those challenging the traditional role of cooperatives
and mutuals.
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Legislative Reforms: General Cooperatives
Consensus on What is Good Legislation

There is developing consensus on what constitutes effective and appropriate cooperative
legislation. The ILO and the ICA have both developed guidelines and mace recommendations
as to the content of cooperative law. The ILO has identified the growing trend fowards
harmonisation of cooperative legislation, which seems to be occurring as a response to
globalisation and increasing competition. It has also been observed that an international
custemary cooperative law is stowly emerging. These moves towards harmonisation,
however, need to be balanced, somewhat, against the need o be aware of the cooperative
history and tradition of particular countries. The consensus seems to be that the legisiation
should move from proscriptive to facilitative. Informing principles include subsidiarity,
autonomy, and independence. Such values sit very readily with the shift in paradigm, which
seeks to replace the State with the market as an engine of growth and development.

Under the Australian system States and Territories have responsibility for cooperative
matters. Each of the States and Territories has legislation for the regulation of general
cooperatives. In South Australia, (SA) separate legislation also exists for (non-financial)
housing cooperatives.

The key trend over the last decade has been a drive towards consistency. At the
commencement of the 1990's each, State and Territory Government had its own general
cooperative legislation. Very little consistency existed between the jurisdictions. During the
early part of the decade, both Commonwealth and State Governments pursued initiatives
designed to achieve greater consistency between the different jurisdictions. Legislative
inconsistency effectively acted as a barrier to interstate trade and operation of cooperatives. k
placed them at a competitive disadvantage when compared to companies operating under the
nationally consistent Corporations Law regime. Cooperatives faced a further problem. If they
operated outside of their State or Territory of registration, or sought to raise funds from
interstate, Corporations Law applied. This effectively imposed a corporate regime on their
interstate operations, compounding the problems arising from the inconsistency of
cooperative legislation.

NSW introduced new general cooperative legislation in 1992. This legislation was the basic
platform upon which other jurisdictions built. Victoria introduced its Cooperatives Actin 1996 —
this legislation took the NSW Act as its starting point and added further modifications. It
became the mode! Act for other States and Territories. Over the course of the next few years
almost all jurisdictions enacted what came to be known as the Core Consistent Provisions,
(CCP) model. The approach adopted was not a template model, similar to that followed in the
development of the AFIC arrangements for financial cooperatives. Rather, each jurisdiction
agreed to enact very similar or core consistent provisions. In most jurisdictions, it was
effectively the same legistation, with one exception - NSW being the firs! state to reform its
Act, preserved a number of unique features of its legislation, including a form of hybrid equity.
As at May 2001, all States and Territories, with the exception of Western Australia, (WA) and
the Australian Capital Territory, (ACT) have operating CCP legislation. Both WA and the ACY
are currently developing and intending to shortly introduce CCP Acts. Representatives of the
State based Cooperative Federations have been actively involved in the development of the
CCP legislation

Before the CCP scheme can become fuify functioning, two steps need to be completed. All
junsdictions need to introduce CCP legislation and to proceed to recognise each other's
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respective legisiation. When complete this mutual recognition process will enable
cooperatives registered in one State or Territory to operate in all other participating
jurisdictions. Secondly, the Commonwealth Government needs to agree to the ‘roll-back’ of
Corporations Law for most aspects of the interstate operation of cooperatives. Stage one is
well advanced but can only be completed when all jurisdictions have introduced their CCP
legislation, and recognised all others. The second stage, the agreement with the
Commonwealth is yet to be negotiated. One of the current issues for discussion is the NSW
hybrid equity instrument, known as Cooperative Capital Units, (CCU's). A further complication
is that relevant Ministers and officials responsible for the development of the CCP scheme
have decided to explore in greater detail the template model as an alternative to the core
consistent provisions approach.

Key Features of Legislation
The principal features of the new CCP legislation are:

Active Membership: members decide core purpose of cooperative and corresponding
membership ‘activity test'. Inactive membership required to be cancelled and shares forfeited
by directors

Includes statement of objects of the Act
ICA Principles enshrined within CCP through interpretative provisions

Powers of a natural person- ultra vires removed - protection given to third parties in dealings
with cooperative

Oppressive conduct provisions (not to apply to active membership)
Directors Responsibilities similar to company directors

Relevant interest provisions to protect one person one vote principle
Statutory recognition of voting based on membership

Provision for independent non-active member directors

Different classes of member shares, subordinated debt and debentures
Voluntary administration provisions

Procedures for the conversion or winding-up of the cooperative

In general CCP applies ‘cooperative concepts’ to internal governance matters - aconie
applies or modifies Corporations Law to external and third partv deatinas. ensuning greater
commercial consistency

The main non-CCP features of the NSW legislation include:
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Cooperatives Council, appointed by the Minister, includes sector nominated representatives,
role includes promotion of cooperative principles

Cooperative Capital Units (form of debt/equity instrument) not yet agreed to by all
jurisdictions, can be listed and traded on Stock Exchange. Terms of issue must be approved
by members and by Registrar and comply with cooperative pninciples.

The introduction of the CCP legislation has been generally welcomed by the cooperative
sector. However, it is still too early to make a judgement on its success. NSW has had the
legislation in operation the longest. After its introduction there was some initial increase in the
number of organisations wishing to form as cooperatives. However, this may have had more
to do with concurrent cooperative development initiatives being undertaken by the Registry of
Cooperatives, than the introduction of the legislation.

The CCP legislation is quite detailed ~ it includes well over four hundred sections in the Act.
Much of the legislation deals with matters of concern to large commercial, trading or
agricultural cooperatives. In many ways, it is overly complex for smaller community
cooperatives or start-up organisations. There have been calls for the simplification of the
legislation, perhaps introducing two tiers of regulation to deal with the complexity problem.

Cooperative Capital Units

An important feature of the NSW Cooperatives Act has been the introduction of Cooperative
Capital Units. The ILO notes that many cooperative laws and amendments adopted, by
countries, during the 1990's introduced new forms of capital mobilisation for cooperatives.
The ILO report notes in particular, Australia, (NSW), Canada, France and Germany. The new
federal Canadian Cooperatives legislation’s investment shares are closest in concept to
CCU's. The introduction of CCU's into the NSW cooperative legislation was controversial. It
proceeded the changes made by the ICA, in 1995, to the capitalisation principle. To date
there has only been five issues by NSW cooperatives. The most significant was the issue by
Namoi Cotton Cooperative. This issue was listed on the Australian Stock Exchange, (ASX)
and represented the first listing of a state registered cooperative on the Exchange.

Cooperative Development

The ILO have identified that virtually all cooperative laws adopted during the last decade
restrict the hitherto all embracing role, played by govemment, in cooperative affairs to purely
statutory functions. It is suggested that the new laws separate promotional from control or
regulatory functions. This is interesting in iight of the Australian experience. Several Australian
States have allocated resources to cooperative development. In particular, NSW has for most
of the last decade, actively sought to work with sector organisations to develop programs and
strategies to encourage cooperative development and growth. Given that the general
cooperative sector has had, over recent years, diminished resources to commit to
development, the State has stepped in and actively assisted this process. The results have
been mixed.

One of the themes that has been running through this case study has been. that. the genera
cooperative sector in Australia, has been in effective decline during the iast ten 10 twenty
years. In the relationship between the State and the sector it has peen, on baiance, the
Government rather than the sector, who has been the initiator and driver of development. This
has especially been the case. in NSW, after the demise of AAC. The experience of the State,
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in assisting with the establishment of the Cooperative Federation of NSW in 1993, is
illustrative of aspects of government/sector relations in NSW. The State has, until recent
times, encouraged the development of a strong sector and representational bodies. Such an
organisation becomes an effective conduit for cooperatives to express their views to
government and for government to deal with the sector. One could view such a relationship
as symbiotic - in a period of “smaller government,” cooperative departments, need a strong
partner to continue ‘their’ development programs. The sector can gain if its message is heard
in the wider forums of govemment policy making. The problem is the comparative strength of
this relationship. While the sector ‘cut its cloth’ to reflect its diminished resources, following
AAC's demise, the government proceeded to broaden its role in the mid 1990's. When
subsequently, the government reduced a number of these programs the sector was unable, or
unwilling to fill the vacuum.

Analysis of Replies to Questionnaire

As part of this study, a questionnaire was circulated to general cooperative regulatory and
representative organisations in Australia. Four replies were received — two each from the
sector and government, a breakdown of the responses is attached. Interestingly, there
appeared to be a more consistent view among the regulatory agencies on a range of issues,
then from sector representatives. Perhaps this simply reflects the general lack of unity in the
movement discussed elsewhere in the report.

Questionnaire Results: Cooperative Policy

There were two issues on which there was unanimity; firstly, that in Australia, there was
movement initiated mechanisms for influencing the cooperative policy of Government.
Secondly, that the Government had not been influenced by the ICA sponsored conferences
including the recently held Ministerial Conference in Beijing. There was less agreement on
whether cooperative policy (such as it was, noted one respondent) was in harmony with
cooperative legislation. Views ranges from in harmony to independent of each other. There
was however, some agreement that in comparison to other forms of business enterprises
Govemnment policy only provides either marginal preference or no preference for
cooperatives.

Questionnaire Results: Cooperative Legislation

All respondents noted that there were no specific provisions in the Australian constitution for
cooperatives and that cooperative laws and legislation were primary a State or provincial
responsibility. All respondents noted that some effort was being made to achieve consistency
of cooperative laws across various jurisdictions. Most respondents agreed that all major laws
apply equally to cooperatives as they apply to other forms of business enterprise. There was
no agreement however, as to whether the respondents were satisfied with the existing
provisions in cooperative laws. Two were, one was not, and the final one only partly satisfied.

Respondents were evenly split on whether the legislation was overly prescriptive or contaired
enough flexibility. However, there was no disagreement with the proposition that cooperative
laws in Australia provided adequate autonomy and independence for cooperatives T+
majority regarded the cooperative laws as being conducive with market vawes mat were
required by cooperatives in a market driven economv

Cooperative Values and Principles
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The respondents were evenly split as to whether the legislation fully or only partly
incorporated the ICA Statement on Cooperative Identity. This response may possibly be
explained as confusion on the part of some between the full Statement on Cooperative
Identity and the seven principles contained within it. The CCP legislation contains the
principles but not the full statement.

Management and Govemnance

All respondents were in agreement that the cooperative laws substantially define the rights
and responsibilities of the board, management/executive and members. Most agreed that the
law provide for a comprehensive method of disclosure and consultation with the members to
enable a decision about whether a cooperative undertakes significant change in its basic form
and nature of activities eg, demutualisation, conversion into non-cooperative forms of
enterprise or diversification. Most also agreed that the cooperative laws substantially provide
for filters and systems of checks and balances that can adequately address misuse of
authority and delinquent management decisions at all levels. The majority agreed that the
laws provide for self-regulation by cooperatives. Respondents were split evenly between
believing cooperative laws do not or only marginally provide for cooperatives at higher levels
i.e. other than primaries to be sensitive to the needs of their members and work/function for
the benefit of their members. This view is probably reflective of the lack of second and third
tiered structures in the general cooperative movement in Australia.

Government and Cooperatives

There was general agreement that cooperative laws do not provide for agencies involved in
cooperative regulation and cooperative development to be separate and have clearly defined
roles in relation to promotion and development of cooperatives, monitoring and control and
adjudication. Most agreed that cooperative laws in Australia provided for forms of government
assistance to cooperatives and partnership between governments and cooperatives that use
government assistance without affecting the autonomy and independence of cooperatives.

Capitalisation

Most agreed that cooperative laws encourage member economic participation by
contributions of member capital through a set of incentives and mechanisms that can be
decided by the members themselves. Interestingly, there was a range of views on whether a
majority of cooperatives believe that they can raise capital from sources other than members
(such as capital markets) without affecting member control. Responses ranged from agreeing
with this statement to totally disagreeing. This is not surprising; the issue of hiybrid equity has
been the centre of considerable discussion in Australia for many years. CCU's are still the
centre of debate in relation to the CCP scheme. Views were also split on the actual practice of
whether the laws provide for cooperatives to mobilise capital from sources other than
members (such as capital markets) without affecting member control. There was total
agreement on the fact that cooperative laws clearly allow for cooperatives to establish
subsidiaries under any appropriate law that is for the time being in force.

Conclusions and Recommendations: Beijing Declaration

On Autonomy and Independence:

Legal Recognition
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Cooperatives have long enjoyed a large measure of legal recognition in Australia derived from
English statutes. Historically, different forms of co-operation have been given separate legal
recognition. Credit Unions, Building Societies, Cooperative Housing Societies developed their
own State based cooperative legislation. General cooperatives were similarly provided for, with
discrete State based legislation. However, the trend in Australia, for financial cooperatives, is
to move away from separate legal recognition, based on ownership type, to a common
Corporations Law framework. It needs to be noted that some acknowledgment is given, within
the Corporations Law framework, to the underlying nature of financial cooperatives, but it is
incidental to the overall policy objectives of Corporations Law. This trend is supported in other
policy areas, including taxation and competition policy.

fs Company Law a Better Alternative for Generai Cooperatives?

On the other hand, general cooperative legislation is being developed as stand alone national
legislation, incorporating and acknowledging the separate legal existence of cooperatives.
However, because of the corplexity of CCP legislation and the difficulties in completing these
regulatory arangements some have argued for a different course. It has been mooted from
certain quarters of the sector that, the larger commercial cooperatives would be better served if
regulated under special provisions of the Corporations Law, along similar lines to cooperatives
under the New Zealand's Companies Act, rather then operate under the still, as yet incomplete
CCP scheme. The effect of this is that cooperatives are registered as companies, but must
have certain provisions in their constitutions, which distinguish them as from public companies.

A major problem, in common law countries, with incorporation under company law statutes is
that cooperatives are incorporated as companies and are subject to general corporate law
principles. These legal principles are often conflict with the cooperative principles; for
example, economic rights of shareholders must be recognised in the appropriation of shares.
Whereas in a cooperative, shareholders generally, only have the right to the repayment of
amounts subscribed for shares on appropriation.

A recent New South Wales Supreme Court decision relating to the demutualisation of the
National Roads and Motorists Association Insurance Company, (NRMA) considered the issue
of mutual companies registered under the Corporations Law. The Court held that the
Corporations Law only provided for the registration of public and proprietary companies and
that the issue of whether a company was a mutual organisation was a matter for prescription
under the company'’s constitution. Moreover, the duties of directors were held to be the same
as those for ordinary companies and that neither the Common Law nor the Corporations Law
imposed any different or additional duties upon directors of mutual organisations.

No Government Involvement in Day to Day Affairs

Cooperatives in Australia are legal entities with a large degree of autonomy, freedom and
independence. At various times governments, both State and national have encouraged
certain types of cooperative activities. However, there is no direct government involvement in
the day to day running of cooperatives in Australia. Consistent with trends elsewhere;
Australian governments are following a policy course, which will probably mean less explicit
support for cooperative type entities, as cooperatives. Rather, what support or recognition
there will be in the future is more likely to come in spite of and not because of their cooperative
character.

On Legal Existence:
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Role of Cooperative Principles in Legislation

The CCP legislation for general cooperatives includes the ICA's cooperative principles. They
first appeared in the former NSW Co-operation Act 1923 in the late 1980's. Both the movement
representatives and relevant government officials have embraced the inclusion of the
principles, in the CCP legislation. It is worth noting that the principles are given added force in
the CCP legislation by the inclusion of an interpretative provision. It takes the following form: In
the interpretation of a provision of this Act or the regulations, a construction that would promote
cooperative principles is to be preferred to a construction that would not promote cooperative
principles. The practical importance of the principles is further emphasised by the numerous
express references to them in the legislation, in particular, to the necessity, in relation to the
making of certain discretionary decisions under the Act.

Although, currently outside the CCP scheme, one such discretion relates to the Registrar of

Cooperatives approving the issue of CCU's under the NSW Cooperatives Act. The Registrar
must be satisfied that the terms of issue of the CCU's are not inconsistent with cooperative:

principles as defined in the legislation.

Member Democracy: Active Membership Provisions

There are no barriers, legal or practical, in the CCP legislation to the principle of voluntary and
open membership or the principle of democratic member control. in fact, member control is
strengthened through the concept of ‘active membership’ and the adoption of provisions
designed to protect and preserve the principle of one-person one vote. This concept of “active
membership” was first introduced into the NSW Co-operation Act, in the 1980's. The principle
behind active membership is that the control of the cooperative should reside in the hands of
the currently active members. The provisions were originally introduced to deal with the
problem of take-overs of dairy and other agricultural cooperatives in NSW. Corporate raiders
were approaching former, or currently inactive, members seeking their support in taking over
the cooperative. The currently active members often opposed these takeover proposals.
However, because the inactive members were still ‘on the books’ as members, and could
vote, the takeovers were often succeeding.

Provisions were infroduced requiring members to determine a primary activity for the
cooperative and an accompanying test of active membership. The primary activity and active
membership must be contained in the rules of the cooperative, which, are approved and
registered by the Registrar of Cooperatives. The cooperative is obliged to cancel the
membership of inactive membership and return their share capital. Members have a period of
time in which to prove their membership and former members have certain entitiements, in
special circumstances, if the cooperative is wound-up or converted to a company.

Government Prefers Corporate Structure for Some Activities

Although, it is not general practice, there are some barriers to cooperative formation as a resuit
of government policy. The most obvious example is the requirement that registered clubs in
NSW now incorporate under Corporations Law and not as cooperatives. Approximately one
quarter of all clubs in NSW are registered as cooperatives — these being incorporated befors
the government decision.

Compliance Cost
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Perhaps, an unintended consequence of the development of the state based CCP scheme is
the higher compliance and registration costs imposed on cooperatives, compared to other
corporate entities. The formation process is also more onerous for cooperatives than other
business or community structures. These issues may be addressed, as the CCP scheme

becomes operational.
Disclosure and Transparency Requirements

All Australian Registrars of Cooperatives maintain a fully searchable public register of
cooperatives and documents required to be lodged or registered by the Regulator under the
Legislation.

On_Recognition

If one measure of recognition for cooperatives is the number 7 policies or statements issued
supporting the movement, then one would come to the view that as far as Australian
governments are concemed, the sector is non existent. It is understood that no government
in Australia - State or Federal - has a stated public policy in support of cooperative
development. Apart from a commitment to complete the CCP scheme, governments have
been unable or unwilling to publicly express commitment to supporting or expanding the role
of coaperatives. Indeed, the Commonwealth Government, was one of only a handful of OECD
countries, which failed to complete the country questionnaire for the new ILO resolution. (It is
understood that a number of sector organisations along with several State Governments
provided the Commonwealth with detailed advice on the questionnaire.)

Level Playing Field

In Australia, there has been little appreciation of the role that cooperatives can play in
promoting and strengthening civil society values or business development. The example of the
CreditCare program - establishing Credit Unions in rural areas to fill the gap left by the closure
of bank branches — is the exception. Cooperatives are rarely asked by government to
participate in the development of new social and economic programs.

This report has highlighted that; Australian governments seem much less focused at a poficy
level on cooperatives as cooperatives. Cooperatives will be treated equally as long as they are
generally prepared to conform to the dominant organisational form — the private for profit
corporation.

The report has also drawn attention to the fact that certain aspects of competition policy are
disadvantaging cooperatives. The recent ACCC decision on Golden Circle seems to set some
boundaries, which would make it very difficult for a cooperative operating in a contestable
market to adopt an active membership test requiring a member to supply 100% of their
production.

On Self-Requliation:

The responses from representatives of both the general cooperative secicr ana reisve:
regulatory agencies indicate that they believe the CCP legisiation aaequately proviaes ior seii-
regulation of cooperatives. The respondents-aiso indicated that they felt that appropriate and
eflective corporate governance and disciosure provisions existed in the legislation.
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Ministerial Advisory Council

Under the NSW legislation, provision is made for a Cooperatives Council. The Minister
appoints the Council members from among nominations received from the cooperative sector.
The role of Council includes the promotion of cooperative principles and new cooperative
formations. The Council also provides advice to the Minister on a range of additional
cooperative matters and exercises a number of quasi-judicial powers under the Act. These
involve powers to review administrative decisions of the Registrar.

independent Audit of Activities

Under the CCP legislation, cooperatives are required to submit annual audited returns to the
Registrar. Audits are to be carried out by independent professional auditors.

The Registrar, pursuant to the legislation, posses the authority to conduct inquiries into the
financial and working conditions of cooperatives. If necessary, the Registrar can appoint an
administrator to run the cooperative until such time as the members can again assume
responsibility.

There is also provision under the Act for the board of a cooperative to appoint a voluntary
administrator where a cooperative is insolvent or approaching insolvency. The voluntary
administrator regime is designed to encourage the board to take steps to seek the assistance
for an external person who has powers to enter into arrangements with the cooperative's
creditors. It is also designed to provide a moratorium on claims by a cooperative’s creditors to
gnable the cooperative to enter into an arrangement to enable it to trade out of financial
difficulty.

Capitalisation
Hybrid Equity Models

One of the unifying themes of the cooperative experience, in Australia, has been the quest for
competitiveness. This joumey has been most evident in the exploration of different options for
capital raising. As industries have become more competitive, cooperatives have sought to
compete, by seeking opportunities further down the value chain. This has meant additional
capital, sometimes from outside the membership base, is required.

It has been noted that in recent years there is hardly a significant Australian cooperative that
has not considered its corporate status or the adequacy of its capital structures. While it is
undoubtedly true that a number of influential cooperatives have made a complete break from
their cooperative roots by converting into companies many others have been exploring
different solutions to their problems — options, which stop short of demutualisation.

Itis in the area of hybrid equity models that many are seeking an answer. This quest is driven
by a desire to maintain the cooperative heritage of the organisation, particularly the element o
member control while accessing external equity. In summary, cooperatives want agaricr+
funds - but not at the expense of active member control.

All the interest in hybrid equity options has meant that some cooperatives have missed taking
advantage of existing member fundraising provisions contained in the legislation. One view is
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that many cooperatives have been lazy in managing their capital. Ultimately, causing takeover
concems and fundraising difficulties, which may invite more fundamental and belated
responses — such as a conversion into a for profit structure.

As the ILO has noted, Australia has been among the leaders in introducing a broader range of
capital raising options for cooperatives. It is a debatable point whether the innovation shown by
Australian cooperatives in developing various forms of hybrid equity has served to strengthen
the movement, or simply shown a way to leave it.

Subsidiary Structures

The CCP legislation introduced different classes of member shares. it also provided for
subordinated debt and debentures. As noted in the responses to the Australian questionnaire,
the legislation provides for the use of subsidiary structures, of whatever kind, to raise equity.
This has lead, a number of Australian cooperatives, to experiment with structures, similar to B
that developed by several Irish dairy cooperatives. A number of cooperatives have also sought
to link capital contributions to patronage or supply rights.

Perhaps the most interesting innovation has been CCU’s. While many within the general
cooperative sector would welcome the inclusion of CCU's in the CCP scheme, a number of
jurisdictions are yet to agree. Importantly, the NSW legislation has sought to ensure that any
CCU issue does not dilute active member control - there are a number of checks and balances
in the legislation designed to ensure this outcome. The latest CCU issue by Walgett
Cooperative attempted to introduce elements from the new generation cooperative experience.
Higher returns for greater member loyalty and support being among the key aspects. It is
currently looking at extending the issue to superannuation funds operated by farmer members.

Official Development Assistance

Most respondents to the questionnaire noted that governments provided some assistance to
general cooperatives in Australia. The most important was the NSW Govemment, which
maintains by far the largest, Registry of Cooperatives. This Registry provides advisory and
development assistance for new cooperatives and administers a Cooperative Development
Fund, (CDF). The NSW Government has also initiated and principally funded, from CDF, a
new cooperative research centre. The CDF is also used to provide funding directly to the
cooperative federation and a number of other support organisations.

On Networking

Australian cooperatives are neither domestically unified, nor internationally networked. The one
exception, is the Australian Credit Union movement. General cooperatives remain
commercially challenged, under-resourced, and inadequately represented. For most of the last
decade, Australian general cooperatives have not been a member of the ICA.
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Country findings: India
Social profile

Indiais a fand of many cultures, a civilization that is more than five thousand years old. On 1%t
March 2001 India’s population stood at 1.027 billion. India added about 181 million persons
between 1991-2001, which is more than the estimated population of Brazil, the fifth most
populous country in the world. India’s share of the world population is 16.7 percent. On the
other hand, close to seventy four per cent of this population continues to reside in rura! India.
India's population is currently growing at 1.58 per cent. The population below the poverty line
in India is reported to be around 35 per cent. In 1998 India had a Human Development (HD)
Index of 0.563 and was ranked 128 (Medium HD). Other important macro indicators of sccial
development are given in the appendix.

Economy - overview

India's economy encompasses traditional village farming, modern agriculture, handicrafts, a
wide range of modemn industries, and a multitude of support services. India's international
payments position remained strong in 1999 with adequate foreign exchange reserves,
reasonably stable exchange rates, and booming exports of software services. Lower
production of some non-food grain crops offset recovery in industrial production. Strong
demand for India's high technology exports is likely to bolster growth in the next few years.
Important indicators of economic development are given in the appendix.

Economic reforms since 1991 have helped India achieve a large measure of macroeconomic
stability and a moderate degree of liberalization of its trade, investment and financial sectors.
These reforms boosted annual economic growth to around seven percent in the 1994-1997
period. In Indian Fiscal Year (IFY) 1997-98, growth slowed to 5.1 percent in the wake of the
Asian financial crisis but increased to 6 percent in IFY 1998-99. For FY 1999-2000, the real
GDP growth is of about 6.4 percent and industrial growth is 5.7 percent. The Indian economy
has the potential to perform well, and the long-term prospects remain encouraging. There are
continuing concerns, though, about inadequate infrastructure and chronic large budget deficits.
The central government deficit has hovered around 5.5 to 6.5 percent of GDP with the
consolidated public sector deficit (including states) remaining at a level of 9-10 percent of GDP.

During the first six months of FY 1999-2000, money supply (M3) rose by an estimated 18
percent. The Reserve Bank of India (RBI) target for M3 growth is 15 to 15.5 percent for the
year. Credit policies for 1999-2000 announced in April and October 1999 have been aimed at
accelerating industrial investment and output, and reducing interest rates while improving
credit availability to business. Inflation has dropped considerably. Government and private
forecasters now predict an average inflation rate (as measured by the Consumer Price Index)
of 7 percent during FY 1999-2000, following inflation of 13 percent in the previous year.

Pricing Policies: Central and state governments still regulate the prices of many essential
products, including food-grains, sugar, edible oils, basic medicines, energy, fertilizers. water
and many industrial inputs. Agricultural commodity procurement prices have riser
substantially during the past seven years, while prices for nitroaenous fermizer ~.ra sigci -+
and irrigation are subsidized. Acute power shortages are forcing seveiz. Lia1€s 10 arrest "«
financial decline of state electricity-boards:y moving to market pricing. The federal
govemment has:alsoibegunto-scrutinize-more carefully the cost of its subsidies. The
govemment in-1997sannounced a plan to reduce subsidy rates on food, and fertilizers from the
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existing 90 percent to 25 percent over the next five years. In September 1997, the government
increased the prices of several petroleum products and committed to dismantling the
Administered Price Mechanism for petroleum products over the next two years. However,
progress has been slow.

Many basic food products are under a dual pricing system: some output is supplied at fixed
prices through govemment distribution outlets (“fair price shops"), with the remainder sold by
producers on the free market. Prices in government outlets usually are regulated according to
a cost-plus formula; some formulas have not been adjusted in more than a decade.
Regulation of basic drug prices has been a particular problem for U.S. pharmaceutical firms
operating in India, although changes in national drug policy have sharply reduced the number
of price-controlled formulations from 142 in 1994 to 72 at present.

Tax Policies: Public finances remain highly dependent on indirect taxes, particularly import
tariffs. Between 1991 and 1998, indirect taxes accounted for about 70 percent of central
government tax revenue. India's direct tax base is very narrow, with only 20 million taxpayers
out of a total population of about one billion. Marginal corporate rates are high by international
standards, although the FY 1996-97 budget lowered the corporate income tax rate for foreign
companies from 55 percent to 48 percent. Tax evasion is widespread, and the government
has stated that future rate cuts will depend on the success of efforts to improve tax
compliance. Over the last seven years the government has been streamlining the nation's tax
regime along the lines recommended by a government-appointed committee: increasing the
revenue share from direct taxes; introducing a Value-Added Tax (VAT); and replacing India's
complex tax code with one that is simple and transparent. The government also provides tax
incentives for specific sectors, such as a 10-year tax holiday for infrastructure projects.

Regulatory Policies: The "new industrial policy” announced in July 1991 considerably relaxed
govemment's regulatory hold on investment and production decisions. Under the new policies,
industrial licenses are only required for 6 areas, defined as strategic. Some restrictions remain
for manufacturing in certain sectors reserved for the public sector or small-scale industry.
Additionally, the government announced in 1994 and 1995 liberal policies for the
pharmaceutical and telecommunications industries. Most plant location strictures have been
removed. Nevertheless, Indian industry remains highly regulated by a powerful bureaucracy
armed with excessive rules and broad discretion. Government approval of foreign business
investment projects often takes three to five years. As economic reforms take root at the
federal level, the focus of liberalization is gradually shifting to state governments, which, under
India's federal system of government, enjoy broad regulatory powers. The speed and quality
of regulatory decisions goveming important issues such as zoning, land-use and environment
can vary dramatically from one state to ancther. Political opposition has slowed or halted
important regulatory reforms governing areas like labor, bankri:ptcy, and company law that
would enhance the efficiency of domestic and foreign investment.

External Debt Management: India's reliance d:tring the 1980's on debt-financed deficit
spending to boost economic growth meant tiat commercial debt and Non-Resident Indian
(NRI) deposits provided a growing share of the financing for India's mounting trade deficit. The
result was a hefty increase in external debt, compounded by rising real interest rates and a
declining term structure that reflected India's falling creditworthiness. Total external debt rose
from $20 billion in FY 1980-81 to about $84 billion in FY 1990-91. Fueled by rising deb
service payments, foreign exchange reserves fell to $1.1 billion (excluding gotd and SDF <
during the FY 1990-91 balance of payments ciisis, the equivatent of onty wo weeks o1 impons
By October 1999, India’s reform progran:hadsucceeded in boosting reserves to $33 biltion
(excluding gold.and.SDRs).
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External Debt Structure: India's total external debt reached $98.2 billion by IMarch 1999. Debt
service payments were estimated at $ 4.3 billion in 1998-89. Roughly two-thirds of the
country's foreign currency debt is composed of multilateral and bilateral debt. much of it on
highly concessional terms. The share of concessional debt in total debt is about 42 percent.
The addition of new debt has slowed substantially, as the government has maintained a tight
rein on foreign commercial borrowing and defense-related debt and has encouraged foreign
equity investrment rather than debt financing. As a result, the ratio of total external debt to GDP
fell from 39.8 percentin FY 1992-93 to 23.5 percent in FY 1998-99.

Relationship with Creditors: India has an excellent debt servicing record. However, Standard
and Poor's (S&P) in October 1998 downgraded India's foreign currency debt from BB+ to BB,
one notch below the highest specuiative grade. On the other hand, S&P at the same time
upgraded its outlook on India from negative to stable. In October 1999, Moody's upgraded
India’s foreign currency rating outlook from stable to positive while maintaining an unchanged
speculative grade rating of Ba2. Citing its growing foreign exchange reserves and ample food
stocks, India ¢33se not to negotiate an extended financing facility with the IMF when its
standby arrangement expired in May 1993.

India’s cooperative movement

Cooperatives in India have always had a rural emphasis. There are about 5.6 million villages
in India and each of them is covered by at least one primary cooperative. There are a total of
around 5 million cooperatives in India. At the primary level, there are 1.4 million Agricultural
Cooperatives (PACS) and 3.6 million non-credit cooperatives. The aggregate membership at
the primary level of the cooperative movement is 210 million. Sixty five per cent of the grass
roots membership belong to PACS and the remainder belong to primary non-credit
cooperatives. There are 2572 secondary district level cooperative unions, 361 state level
cooperative federations and 21 national level cooperatives.

In 1999 cooperatives accounted for 46 per cent of the agriculture credit disbursed by the
organised sector in the country. Cooperatives sold 6 million metric tons of fertilisers, more
than 36 per cent of the total fertiliser sold during the year. Sugar cooperative produced 7
million metric tons of sugar, contributing to nearly 55 per cent of the total sugar produced in the
country. Dairy cooperatives procured about 150 lakh litres of milk each day, a share of nearly
70 per cent of the milk handled by the organised dairy industry in India. Cotton cooperatives
purchased 67 per cent of the total cotton procured during 1998 and produced 22 per cent of
the cotton yam and fabrics produced by the country. Similarly, in wheat and jute cooperatives
were responsible for procuring more than twenty per cent of the total procurement of these
commodities by ditferent agencies. During the year, cooperatives enjoyed 51 per cent of the
total market share for branded oils in india. in terms of self-employment, the cooperative
movement was responsible for generating employment for 12.5 million persons during the
year.

The aggregate share capital in cooperatives of all types and at all levels is estimated at Rs.
178 million with a matching amount as reserves. The working capital deployed in these
cooperatives is about Rs. 2.2 trillion. The total agriculture credit advanced in 1998- 99 was Rs
206 million. The advances for the short term were Rs. 143 million for the shorr term ar

37 million for the medium term. The cooperative movement in india nas ma~. <.o0ssss
perhaps as many stories of how potentially successiui cooteratvas 227 257 07 7% we

terms of sectoral presence, india has cooperatives in MOSt SECIOrs and areas INCIuaing
agriculture, dairying, horticulture. suqar, fertifiser, consumer. marketing. creait and thnft
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The history of India's cooperatives dates back to 1904 when experimental credit cooperatives
were organised in an effort to break the poverty cycle of small agriculturists. During the
struggle for India’s independence in the 1920s, 1930s and 1940's thousands of cooperatives
were organised, mostly for agricultural credit. However, given India's huge population, even in
those days, such effort meant that barely three per cent of the credit needs of the country could
be met through cooperatives. Consequently, after independence, the Indian government
decided that cooperatives would be an important instrument to implement its five year plans for
national development. Following the recommendations of the All India Rural Survey
Committee in 1955 the government evolved an integrated scheme for cooperative
development. The fundamental principles of this scheme were; State partnership at different
levels, full coordination between credit and other economic activities specifically marketing and
processing and administration through adequately trained and efficient personnel responsive to
the needs of the rural population.

Thus, within a span of a decade, the government developed a large cooperative
superstructure. It involved hundreds of thousands of organisations and millions of ;nembers.
The priority for cooperative credit alone spawned 1.4 million PACS federated into 367 central
cooperative banks and 29 state apex cooperative banks. The function of the apex cooperative
banks is to pool liquidity for the central banks, draw surpluses from some and provide credit to
those that need it. They also serve as a channel for the flow of production credit from the
Reserve Bank of India. Credit through this structure is offered for productive purposes and not
to meet short term consumption needs of farmers. The cooperative structure for other sectors
perform similar functions and depending upon whether the flow of goods and services is top
down or bottom upwards the linkages and integration between different levels are suitably
defined and managed.

However, even there seems to be a fair degree of consensus that the Indian cooperative
movement, despite its large size has a number of weaknesses. These include lack of local
leadership, complicated rules and regulations, lack of resources, lack of imaginative
management and a general frustration amongst members because their hopes have not been
fulfilled. State partnership with cooperatives have not helped to sort matters much. If
anything, such an approach has lent itself to attract the politician, the bureaucrat and by
extension, the government, to meddle in and run interference in its affairs. The two notable
exceptions to this phenomenon, especially in the rural sector, have been the dairy and sugar
cooperatives.

In a paper written in 1992, Professor JG Craig aptly described the problem confronting the
Indian cooperative movement in the early nineties. He believed that the root cause of failure
was the way the organisations were built and managed i.e. on the basis of a bureaucratic
paradigm rather than one more compatible with the logic of cooperation. Essentially, Professor
Craig held that cooperating groups are rational and objective only within their own framework
of rationality. He therefore opined that it is not possible to impose an external objectivity on the
group because the logic of cooperation is that it is the perspective from within the group that
should dominate. He believed that the logic of cooperation and cooperative organisation have
had a minimal effect because of the organizational logic of the environment within which they
had been set.

Provisions for cooperatives in the Indian Constitution

Article 43 of the Indian Constitution states that the State shall enaeavour to secure, by suitable
kegislation or economic organisation or in any other way, to all workers, agricultural, industrial
or otherwise, work, a living wage, conditions of work ensuring a decent standard of life and full
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enjoyment of leisure and social and cultural opportunities and, in particular, the State shall
endeavour to promote cottage industries on an individual or cooperative basis in rural areas.

Article 246 of the Indian Constitution provides for the subject matter of laws made by
Parliament and by the legislatures of states. Entry 32 in List Il (state list) of the seventh
schedule to the Constitution provides for state legislatures to make laws relating to the
incorporation, regulation and winding up of cooperative societies. However, the Constitution
does not provide for any other matter in relation to cooperative societies. Accordingly, making
cooperative law is the jurisdiction of each state legislature and where a cooperative’s area of
operations - which normally refers to the area from where the membership of a cooperative
society is drawn - extends beyond a single state, such cooperatives are regulated by a central

cooperative law.

There are currently about 27 cooperative laws that are in force in different states and union
territories. In addition, during the past few years five states have enacted parallel progressive
cooperative laws. A few more states are likely to opt for paralle! cooperative laws in the next
few years. Apart from all these cooperative laws, a central cooperative law regulates multi-
state cooperatives. The central cooperative law, specifically the Multi State Cooperative
Societies Act, 1984 has been enacted under Entry 44 in List | (Union List) of the Seventh
Schedule which provides for Parliament to make laws under Article 246(1) on the

incorporation, regulation and winding up of corporations, whether trading or not, with objects
not confined to one State, but not including universities. Presently, India has about 33 pieces of
cooperative legislation in place.

Policy choice that influenced cooperative legislation after independence

The post independence history of cooperative legistation in India - both in the states and at the
centre - has been influenced by the policy choice made by governments to accelerate the
development process. In the days following independence, the central Government opted for
development through a mixed economy and chose the five year plans as an instrument for
development. During the first five year plan (1950-1956) the plan emphasised that for all the
aspects of community development a cooperative method of organisation should be adopted to
the maximum possible extent. The second five year plan (1956-1961) said that one of the
central aims of national policy is to build a cooperative sector as a part of the scheme of
planned development. The plan advocated efforts that would enable cooperation to
increasingly become the principal basis for the organisation of economic activity. It was
around the same time that with a view to facilitate partnership of the state in cooperatives the
Reserve Bank of India was asked to set up a National Agricultural Credit (long term operations)
Fund and the central Government established another fund called the National Cooperative
Development Fund.

Inthe third plan (1961-1969) the focus was on progressively making cooperation the principal
basis of organisation in many branches of economic life. The broad aim was to develop the
village as the primary unit of organisation in agriculture and the many other economic and

- social activities, which affect the welfare of the rural population. Interestingly, the plan advised

that regulatory power in relation to cooperatives may remain with government. The fourth plan
(1969-1974) accorded agricultural and consumer cooperatives a central position. The plar
stated that while it was the responsibility of the cooperatives themselves to make the efior
needed to reach standards of efficiency that would enable them to compete with other forms o1
organisation, the government should assist cooperatives in imiportant aspects such as finance,
organisation and trained personnel. The fifth ptan (1974-1979) had four specific objectives for
cooperative development including inter alia strengthening cooperatives, correcting regional
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imbalances in cooperative development and restructuring and reorienting cooperatives to shift
the focus in favour of small and marginal farmers and other underprivileged sections of people.
The plan also recommended increased government support to strengthen the share capital
base of the cooperative credit institutions.

The sixth five year plan (1979-1985) gave priority to strengthening primary village societies so
that they would be able to act effectively as multi-purpose units catering to diverse needs of its
members and to evolve policies that would direct the efforts of cooperatives at ameliorating the
economic conditions of the rural poor. Not surprisingly, the plan stated that cooperative
institutions “though peoples organisations” are, however, creatures of the govemment through
various statutes. The plan went on to mention that what is of equal importance is the
promotion of purely non-governmental organisations, which could motivate and mobilise
people in specific or general development tasks. The seventh plan (1985-1990) emphasised
comprehensive development of primary agricultural credit societies to function as viable multi-
purpose units, realignment of policies and procedures of cooperatives to expand the flow of
credit and ensure supply of inputs and services, particularly to the weaker sections. The plan
also recommended launching special cooperative programmes in the under developed states,
especially in the Northeastern region.

The Eighth Plan (1992-1997) did not contain any proposals or recommendations for
cooperatives or for cooperative development. This silence in the eighth plan was perhaps a
reflection of a paradigm shift in the economic policies of India. In 1991 the Government
initiated a structural adjustment programme. Liberalisation, deregulation and globalisation
became key words in shaping the new economic policy. No longer was it considered
appropriate to speak of a mixed economy, a socialistic pattern of society or even a planned
approach to development. The new belief was that economic policy should be modelled on the
assumption that markets know best and market forces will be able to foster quality economic
growth. It was believed that such quality growth would automatically address the development

challenge.

The Ninth Plan (1997-2002) aims to promote and develop people’s participatory institutions like
cooperatives. It recognises that some cooperatives have grown into substantial size; however,
there are some policy and procedural limits to their rapid growth and diversification. Therefore
as a policy priority, the Ninth Plan states that it will [ay stress on removing the impediments to
growth of the cooperative sector and to creating an environment which would be conducive to
greater entrepreneurial initiative. In particular, the Ninth Plan states that there is a need to de-
bureaucratise and depoliticise the operation of the cooperative sector and to enable it to
access investible resources from other sources on its own strength.

The considerations that influenced policy on cooperative legislation

In 1951 the Reserve Bank of India initiated an All India Rural Credit Survey. The planning and
organisation of the survey was enfrusted to a Committee of Direction under the Chairmanship
of Shri AD Gorwala. This committee submitted its report in 1954. The survey revealed that the
private creditor - the professional money lender, the agriculturist moneylender and the trader -
still reigned supreme in the field of rural credit, supplying 70 per cent or more of the total
requirements. The Government supplied as little as 3.3 per cent of the rural credit. ana =
cooperatives, an equally insignificant 3.1 per cent. Out of this credit suppiv. verv imie wer- -
the bigger agriculturist and only a minor fraction percolated 1o e smailer cuttivaic-

The Gorwala committee recommended an integrated scheme of rural credit that required
govemments to-enter into major partnership with cooperatives, depending upon the fevel and
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nature of the cooperative. In the case of credit supply, government partnership was to be
direct at the apex level through subscription to the share capital of the cooperative. Atthe
district level, partnership would be through the apex cooperative, which in turn would receive
funds from govemments in the form of additional share capital. In marketing and processing
cooperatives, state partnership was to be direct, at all levels.

The committee recommended that with the state as the major partner in cooperative
institutions up to and including the sub-divisional level, and sometimes beyand that, it will be
possible to rectify a very serious weakness of the cooperative movement, namely a staff which,
broadly speaking, is inadequate, ill-qualified and poorly paid. The committee said that under
the new arrangement it would be possible to have, for the first time, common cadres of
different grades and technical qualifications. To the extent necessary, these cadres were to be
instituted by governments.

The committee provided a detailed job profile of the Registrar of Cooperative Societies and in
this context endorsed a passage of the Maclagan committee which said ... He (The Registrar)
is also head of the teaching establishment, and must devise effective means for impressing a
real knowledge of Cooperation on the bulk of the population. He has further to control a large
staff, to draft model by-laws and rules.. It must be further remembered that there is no finality
in the Registrar's work and he can never feel that it had been cleared off and brought up to
date... His work is, moreover, highly responsible, involving watching over large sums of money
deposited by the public and a share in the responsibility for the economic fate of the Province.
It can well be realised that few officers are entrusted with work more serious or exacting.” The
committee said that in the context of the very extensive programme of cooperative
development they have recommended, the importance of the Registrar would, if anything, be
even greater than envisaged by the Maclagan committee.

The committee described how cooperatives should be supervised, inspected and audited and
recommended that audit along with office inspection should continue to be in the hands of the
government. It also spelt out the role of the Chief Auditor, outlined the procedure for
classification of cooperatives for audit, the fees to be paid by them and the need for a
cooperative audit manual for each state. Lastly, the committee gave its views on certain lines
of organisation already formulated by the central committee for cooperative training under the
broad heads of; (a) All-India arrangements for training higher personnel; (b) Regional
arrangements for training personnel at the intermediate level; and (c) State-wise
arrangements for training subordinate personnel. Even in the case of training for non-official
workers, the committee recommended that the central committee in collaboration with the All
India Cooperative Union should address the matter.

Experiences drawn from forty five years of cooperative legislation

Even as Government found it expedient to implement the recommendations of the Gorwala
commiitee, it shared the concem that state partnership with cooperatives could erode the
autonomy of cooperatives. Therefore, as early as 1958, the National Development Council
resolution on cooperative policy emphasised that cooperatives must function without excessive
official interference, cooperative practices and procedures should be simplified and restrictive
features in existing cooperative legislation should be removed. Ever since then whil=
innumerable voices spoke for the autonomy and freedom of cooperatives. cooperatr=-

entered into larger and deeper partnerships with governmenis. & a resuit. most coooaratves
became agencies of the state and were used as instruments 1or aevelopmental functens of the
state and to offer relief suppiies of goods-and setvices to the people at large. In other words,
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the operations of cooperatives were not based on the needs and aspirations of its members
but those of governments.

To the extent that the needs and aspirations of governments converged with those of its
members, cooperatives were generally viewed as success stories. In all the other cases, there
were conflicting views about whether cooperation had indeed taken root. Beginning with
Pandit Nehru's famous remarks in 1958, “Now | want to make a confession to you. | think our
government was not quite right in accepting some of the decisions of the rural credit survey
committee. | am sorry forit....", a number of groups and committees stated in subsequent
years that cooperative legislation should be simplified and both government officials and
politicians should cease to have any significant role in cooperatives. Such recommendations
were made by the working group on cooperative policy (1959), committee on cooperative
administration (1963), Mirdha committee on cooperation (1965), committee on cooperative law
(1987), committee on model cooperative law (1991) and the advisory committee on
cooperation (1996)

The Govemnment recently issued a statement giving some important numbers about the Indian
cooperative movement. It said that the total number of cooperatives increased from 1.81 lakhs
in 1951 to 4.88 lakhs in 1997-98. The total membership of cooperative societies increased
from 1.55 crores to 20.76 crores during the same period covering about 67 per cent rural
households and about 99 per cent of all Indian villages. Cooperatives advanced agricultural
credit to the fune of Rs. 13,969 crores during 1997-98 and had 44 per cent share in the
institutional agricultural credit. The share of cooperatives in fertiliser distribution is presently
30.35 per cent while the fertiliser produced by the cooperatives accounts for 18.64 per cent of
the total fertiliser production in the country. 56.8 per cent of the sugar production in the country
is from the cooperative sector.

The Government also reported that the green revolution - launched in the late sixties - gave a
big boost to the activities of cooperative societies. It said that increased agricultural production
and enhanced productivity necessitated an emphasis on value addition in agricultural produce,
marketing and storage and the development of allied sectors. As a result, specialised
cooperative societies in fields such as milk, oilseeds, sugarcane, cotton, agro-processing were
established. Many large cooperatives emerged in the fields of fertiliser manufacture and
marketing of agricultural produce. While the Government report lauds the rapid growth of the
cooperative movement by highlighting its quantitative aspects, there are many who believe that
the cooperative movement's 'quality of growth' has always left much to be desired.

In a paper written some time in the nineties, Samkhya (now Cooperative Development
Foundation - CDF) had this to say about the cooperative movement in India.

"If for the sake of comparing coverage with potential, one were to assume that the average
Indian family size was 5 and no individual was a member of more than one cooperative (which
isnt quite true), then almost all Indian families might be said to have somz rcpresentation in
the membership of the cooperative movement. Having said so, it is equally important to speak
about its quality...

...Several Indian organisations termed "cooperatives” are not cooperatives by any stretch of
imagination even if the law recognises them as such. They are govemment owneg.
government controlled enterprises, which work against and/or are formea i centravention ©f
most or all of the universally accepted principles of cooperation.
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Several vibrant cooperatives, for fear of losing their business and cooperative strength, choose
to remain outside the formal cooperative structure, either as unregistered enterprises or as
enterprises registered under legislation other than that pertaining to cooperatives...”

Samakhya's paper explained what cooperators seek, illustrated why there is a distinct need to
derecognise a whole set of organisations that are wrongly defined as cooperatives, highlighted
the different interest groups that would like status quo in government control and administration
of cooperatives and ended with a set of strategies to liberate the cooperative movement.
These strategies included seeking a Constitutional amendment whereby the Constitution
commits itself to the self reliant and democratic nature of cooperatives, registration of
cooperatives under other laws, use of courts and the formation of cooperative associations that
can work outside the purview of cooperative law.

Except the parallel progressive cooperative laws, which are of extremely recent origin, all
cooperative laws provide - in line with the recommendations of the Gorwala committee - a
substantial role for the State in cooperative development. The trends that have developed
since independence show that there has been fast growth of cooperative activity -- through
increased governmental aid. But with this flow of aid there has been stronger and tighter
control of the Government over the movement through incorporation of restrictive features in
cooperative legislation, inhibiting cooperative leadership, generating member apathy and
curbing local initiative at the grass roots. The restrictive provisions that are present in the
cooperative laws include compulsory amendment of bye-laws by the Registrar, power of
government to nominate directors on the committee of management, powers of government to
veto annul/rescind resolutions, powers of Registrar/government to give directives,
supersession/suspension of the committee of management, automatic supersession of the
management committee or board of directors, restriction on term of office of office bearers of
cooperative societies, restriction on holding office in more than one cooperative society
simultaneously and, compulsory amalgamation and division of societies by the Registrar.

In all states and union termitories, cooperative development is aided through a mandatory share
(normally one per cent ) of the profits of each cooperative to a cooperative education fund to
be maintained by the state cooperative union of that state. Expenditure from the cooperative
education fund is authorised by a committee that has a significant number of government
officials as its members. The expenditure from the cooperative education fund is
supplemented by various government grants against budgeted provisions for cooperative
development and assistance. The same arrangement also applies to multi state cooperatives.
For example, the central Government's Department of Agriculture and Cooperation provides
fairly comprehensive support and assistance to the cooperative movement in various ways.

For the past many decades the central Government is implemeniting a central sector scheme
of cooperative education and training through the National Cooperative Union of India (NCUI)
and the National Council for Cooperative Training (NCCT). The programmes relating to
cooperative education are implemented by the NCUI through the State Cooperative Unions
under different schemes such as general cooperative education programme, cooperative
education programmes for youth, women and minority communities, cooperative education
programmes for the members of industrial, handioom, handicrafts and fisheries cooperatives.
The Government is also implementing a special scheme for intensification of cooperative
education in cooperatively under-developed states. In addition, the Government also supporss
special projects that are meant exclusively for women education ana oevetopmsar-

The Government provides 100 per cent financiai-assistance in the form of grants-in-aid to the
NCUI for implementation of the special schemes and 20 per cent of the total expenditure on
other approvedsactivities. This amount is about Rs. 2 crores per annum. The balance 80 per

-53.-



22May 2001

7.10.

8.1

8.2.

8.3.

cent expenditure estimated at about Rs. 2 to Rs. 3 crores is mainly met by withdrawals from
the statutory cooperative education fund which currently receives an annual aggregate
contribution between Rs. 3 to Rs. 5 crores. In addition, the Government provides 100 per cent
grant in aid (estimated at Rs. 16 crores per annum) for the cooperative training programmes
that are conducted by the NCCT through its constituents such as the Vaikunth Mehta National
Institute of Cooperative Management (VAMNICOM), Pune and 19 Institutes of cooperative
management located in various states. Assistance is also provided to 93 junior cooperative
training centres functioning under the control of the state governments.

Apparently, the Government has in place its own system to evaluate the effectiveness of the
education and training programmes that are offered with their financiat support and assistance.
There is also substantial data available about the number of programmes conducted by each
institute and information to show that targets have most often been met or exceeded.
However, there is little data or information about the quality of the programmes offered by
these institutes and whether the institutes have sought and constructively used feedback from
the participants and sponsoring cooperative institutions to improve the quality of their
programmes. The other aspect is that since these programmes are heavily subsidised, a high
level participation per se cannot be considered as a fair indicator of the interest of the
participants or those of their sponsoring cooperative organisations. ltis also difficult to come
by information that can provide qualitative feed back about the appropriateness and relevance
of the programmes.

Influence of Government's current draft cooperative policy on the future of cooperative
legislation and cooperative development

For the past forty five years governments have remained as major partners in the development
of cooperatives. In the process Parliament and legislatures modelled cooperative legislation
on lines that it thought was most appropriate for govemments to fulfil their roles and
responsibilities as major partners of cooperatives. It is altogether a different matter that since
1991 successive governments have not only led privatisation of many State undertakings but
have also opened the doors for foreign industries to compete with State-owned or controlled
industries in India. Evidently, times have changed.

As mentioned earlier in this paper, there is a clear intent of Government to disengage from a
those areas that are not directly related to its role and responsibilities in the governance of the
State. Inthe case of State held industries and organisations, the Government has already
translated its intent to divest to a very significant level. The question that now arises is whether
the government would be consistent in making a similar move to divest its stake and role from
the cooperatives is the moot question? However, since divestment of government equity in
cooperatives is unlikely to enrich the state exchequer, there seems to be at least no financial
incentive for governments to do so. There are aiso other pressures. There are a significant
number of those who argue for continuing the partnership between governments and
cooperatives but with lesser interference from the government and the Registrar. On the other
hand, there are a fair number of voices demanding that cooperatives must be granted
complete independence and autonomy from governments.

In June 2000 the central Government announced a new draft cooperative policy. The obiecte
of this draft policy is to facilitate all round development and economic viabilitv of cooperatives.
The draft policy says that it would provide necessary support. encouragement ana assistance
to ensure that cooperatives work as autonomous, self-feliant and democratically managed
institutions accountable to their members and make significant contributions to the national
economy, particuarly in areas which require people's participation and community efforts.
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However, in the context of govemment partnership with cooperatives the draft policy makes a
telling statement. It recognises that in a rapidly changing external environment, the
"Cooperatives alone" approach will no fonger be viable. The draft policy then resolves that
cooperatives will however remain the preferred instrument of execution of Public Policy,
especially in the rural areas and in sectors where on account of considerations relating to
equity, they are the most effective delivery system.

The draft policy states that it will uphold the preservation of the distinct identity of cooperatives,
its values and principles by providing an appropriate environment, legislative and otherwise.
On the other hand the draft policy mentions that Government accepts the need to support the
cooperative movement to develop human resources and infrastructural facilities for training.
Government aiso affirms its continued support for the creation of infrastructure and other
facilities through suitable programmes and schemes for the development of cooperatives
without interference. This is a fine balancing act and going by the past, a difficult task to
sustain. It therefore not difficult to suspect that Government's pursuit of its Public Policy may -
as has happened since independence - override a policy to develop genuine member 3riven
and controlled cooperatives. In other words, there are grounds for concem that cooperative
autonomy and independence could continue to be compromised at the altar of Government's
Public Policy.

The concem expressed in the earlier paragraph becomes apparent if one is to consider the
Multi State Cooperative Societies Bill 2000 as introduced in the Lok Sabha in December 2000.
The preamble to the Bill highlights the need for a new cooperative law to facilitate voluntary
formation, democratic functioning, self-help and mutual aid in cooperatives but avoids making
any reference to facilitating the autonomy and independence of cooperatives. Further more,
the definition of cooperative principles contained in the first schedule to the Bill does not refer
to the Intemational Cooperative Alliance's (ICA) statement on the cooperative identity and
omits the definition of a cooperative and the values of a cooperative as contained in the ICA
statement on cooperative identity. The ICA statement states that principles are guidelines by
which cooperatives put their values into practice. Consequently, the omission of the definition
of cooperatives and their values in the Bill shows that the Bill does not go that extra mile to
specially emphasise the formation and development of genuine cooperatives.

As of end March 2001 it is not known whether the Bill in its existing form would receive the
approval of Parliament or get referred to a select standing committee. A study of the Bill
reveals that while it contains quite a few salutary provisions, the Bill restricts the autonomy of
those cooperatives that have majority participation by the Government in the form of equity.
The Bill also contains some provisions that are not consistent with the model cooperative act
proposed by the Chaudhary Brahm Perkash Committee in 1991. For example, the Bill in its
existing form provides for govemment financing through equity, restriction on mobilisation of
capital, continuation of the concept of area of operations, restrictions on investment and
distribution of surplus, restriction in the holding of office by office bearers, absence of a
provision for liability of deficit, limiting the choice in appointment of statutory auditors,
mandatory contribution to the cooperative education fund and rule making power to
government. All these provisions are not contained in the model cooperative law. However,
on balance it must be said that the positive feature of the Bill is that it is a major step towards
disengaging Government from cooperatives and therefore deserves passage at the very
earliest.

influence of other laws on cooperative development
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There are other laws that impact the working and development of cooperatives. They include
laws relating to income tax and commercial tax, labour laws, and the dual nature of control on
cooperative banks where they are subject to not just cooperative law but banking law.

The Income Tax Act 1961, as amended from time to time, provides certain relief to
cooperatives by allowing them deductions in respect of income under section 80-P of the Act.
The deductions are permitted in a fairly comprehensive manner for cooperative societies
engaged in banking, marketing of agricultural produce, purchase of inputs and processing
without the aid of power, collective disposal of labour, fishing etc. so long as these activities
are confined only to the contributions of the members. This section also permits full deduction
of income to primary cooperative societies engaged in the business of supplying milk, oilseeds,
fruits or vegetables so long as it supplies the goods to a federal cooperative sociely or to a
Government agency. Comprehensive deductions are also eligible in respect of any income
derived by cooperative societies by way of interests or dividends in other cooperatives, letting
of godowns or warehouses for storage, processing or facilitating the marketing of commodities.

However, the deductions permitted under section 80-P do not help the cooperative systemin a
significant manner because generally the raw produce collected by the primary cooperative is
processed with the aid of power and added value by secondary and tertiary cooperatives.
These secondary and tertiary cooperatives are therefore subject to the usual rates of corporate
tax, which is currently 35 per cent with an additional surcharge of 11 percent. What section 80-
P of the Income Tax Act does not recognise is that merely because primaries federate at
district and state levels it is unfair and fallacious to tax each tier for income as if they are
separate entities. This becomes amply evident when we consider by analogy a private
enterprise that undertakes under one name all the activities that are performed by different
tiers of the cooperative system and is therefore liable to be taxed for income in only a single
instance.

There is one simple yet legal method for cooperatives to avoid being eligible for payment of
income tax. That method is to pay to the members price differentials for their supply.
However, this approach has severely undermined capital formation in cooperatives and
consequently their growth. Itis reported that the revenue gained by Government through
taxation of cooperative income is negligible but exemption would give a major fillip to capital
formation in cooperatives, thereby eliminating the need for Government to first tax
cooperatives in order to subsidise them. Therefore, the best solution that is being advocated
by the cooperative movement is that all cooperatives should be fully exempt from income tax.
There is also another angle to this issue. Till 1992-93, the pursuit of a mixed economy had
meant that the rate of income tax for cooperatives used to be about 15 per cent lower than the
rate applicable for private enterprises, particularly companies. However, this preferential
treatment has since ceased to be. Itis being argued that given the nature and relz of
cooperatives in our economy, if Government cannot fully exempt cooperatives from income
tax, it should at least make a beginning by restoring the preferential rate for taxing the income
of cooperatives.

A very large number of cooperatives are engaged in marketing and supply. Since sales tax
and other commercial taxes are a state subject, each state had its cwn rates of sales tax for
different goods and services. Last year, the Government announced a common policy for
sales tax and constituted a Standing Monitoring Committee of State Finance Ministers unaer
the Chairmanship of Dr Asim Das Gupta, Minister for Finance, Government of West Bengai 1o
oversee the implementation this policy. The common sales tax r:chicy does not recognise the
special and unique features of sale by cooperatives:-it is therefore not surprising that the
policy contains no recommendations:to-the states to-grant specific exemptions to cooperatives
from the applicabitity of sales tax. in the absence of such a benefit the cooperatives lose their
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competitive edge because in an analogous situation private enterprises can and in fact actually
avoid the incidence of multiple sales tax through the option of stock transfers.

Given the unique reasons cooperatives federate into higher levels bodies, it is important to
rationalise the sales tax laws applicable to cooperatives. Such a rationalisation would involve
exempting every transaction between a member cooperative and its federal body and vice
versa from sales tax. This is because such a transaction is not a sale but merely an
arrangement of transferring the service or good to enable its actual sale. Cooperatives have
also made a case to the Standing Monitoring Committee of State Finance Ministers fo that
sales of commodities where cooperatives have a major share of production should be taxed at
four per cent (Schedule -II} instead of eight per cent (Schedule -Ill) and certain commodities
such as inputs — including fertilisers and cattle feed and milk in all forms -- including
pasteurised milk, infant milk food and milk powders should be fully exempt from sales tax. Itis
anticipated that the problems being faced by cooperatives in the matter of commercial taxes is
likely to fade away once the states adopt the system of Value Added Taxation from 2002-03.

While the WTO agreement is not a law that directly impacts cooperative development, it
nonetheless has manifold implications. One of the principal laws that affects cooperatives in
this regard is the Customs Tariff Act, 1975. Cooperatives are major participants in the
country’s agricultural economy and they have been lobbying hard to insulate domestic farmers
and producers from subsidies offered by the advanced nations on the production and export of
their agricultural produce and products, dumping and exchange rate fluctuations.
Government's application of the WTO agreement in the country impacts all the domestic
players in the economy. To that extent the efforts of cooperatives to seek a better deal in
Government's implementation of its commitments under the WTO agreement has generally
been supported by some of the industry associations and chambers of trade and commerce.
During the past year, cooperatives have played a lead role in convincing the Government to
appropriately increase import duties for sugar, milk powders and edible oils.

Cooperative banks are controlled in a dual manner. They are accountable under the Banking
Regulation Act, 1959 and the Rules made thereunder for cooperative banks. In addition, they
have to comply with the requirements of cooperative law under which they are registered. This
also subjects cooperative banks to the norms and directions of the Registrar of cooperatives
societies in matters refating to conduct of business, recovery, fixation of interest rates, waiver
of dues, conduct of elections etc. Similarly, due to the absence of appropriate enabling
provisions in the Banking Regulation Act, the Cooperative Bank of India (COBI) which was
registered about seven years ago has not yet been granted a banking licence by the Reserve
Bank of India. Therefore COB! has been unable to commence its banking operations. COBI
has been registered under the Multi State Cooperative Societies Act, 1984 with the objective to
bridge the systemic gaps within the organisational structure of cooperative credit and to meet
the credits needs of agriculture and rural development on a national basis.

In 1982 Parliament passed the Industries Disputes (Amendment) Act which provided for a
cooperative society carrying out any activity employing less than ten persons not to mean
industry — and thereby exempt such cooperative societies from the purview of the Industrial
Disputes (ID) Act 1947. However, this amendment is not in force since it is yet to be notified
by the central Government. Most of the members of rural primary cooperative societies are
small and marginal farmers and landless labourers. Each such primary society has a
membership ranging from 100 to 500 farmers. However, such a large number of mempers
who have joined together to gain an economic advantage continue to be expiored by a mere
handful of employees who are normally not just better off than the members but are backed by
the existing provisions of the 1D Act. Efforts to influence the Government to notify the said
amendment have not yetsucceeded.
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While speaking of the impact of other laws on cooperative development, an issue of
considerable import is whether cooperative legisiation itself should address the manner and
extent to which some of the other laws apply to cooperatives or whether those respective laws
should contain specific provisions on how they will apply to cooperatives. For example, by
their very nature of operations cooperatives can he held liable under the Monopolies and
Restrictive Trade Practices (MRTP) Act. However, cooperative laws specifically provide that
the MRTP Act would not be applicable to cooperatives. Similarly, the Multi State Cooperative
Societies Bill 2000 has a provision that the Companies Act, 1956 will not be applicable to Multi-
state cooperative societies. On the other hand the Income Tax Act has express provisions
about deductions permitted to cooperatives. tis extremely difficult to decide about the degree
to which cooperative legislation should specifically provide for how other laws would apply to
cooperatives. This is because cooperative legislation is basically a state subject whereas
many of the other laws that apply to cooperatives are central laws. In the circumstances, a
facilitating factor could be that Government's public policy, including those on the economy,
taxation, agriculture and labour, clearly recognise, respect and encourage the role of
autonomous, self reliant cooperatives as important enterprises in the national economy policy.
Such a policy could serve as an important input to enable Parliament and legislatures to decide
about bills on cooperative legislation and other laws that impact cooperatives and cooperative
development.

Views of some of the organisations on the route(s) to cooperative development

In the early nineties the Institute of Rural Management published the proceedings of a
symposium on the management of rural cooperatives . This work suggested that considerable
improvement could result in India’s rural cooperatives through improvements in three distinct
areas. They are; better govenance, an enabling policy environment and superior
organisational design. The work also suggested that there are, however, limits to improvement
if only one of the three areas is acted upon. The work made two conclusions. It put forth the
recommendation that if there are simultaneous efforts to bring about positive changes in all the
three areas the resulting tremendous synergy will, in all likelihood, help the indian cooperative
movement shake off its slumber and assume its rightful role in Indian development. It also
indicated that the first step to kick start the Indian cooperatives and launch them on the road to
democratic development has to be legal and policy reform.

In a recent paper the CDF Hyderabad mentioned that four choices are available to state
governments who are reviewing their state cooperative laws with the intention that
cooperatives can work in a more liberal atmosphere. They are;

To enact a new cooperative law and give all cooperatives at least as much freedom as is
available to other forms of business, so that they can compete on a more level playing ground
and repeal the existing law;

To amend the existing cooperative law selectively or to incorporate a separate chapter in the
existing law, so that it offers two different sets of legal environment for two different types of
cooperatives, namely government dependent cooperatives, and self reliant (not necessarily
self-sufficient) cooperatives;

To amend in part the existing cooperative faw so that it is not quite unreasonable as 1 1s waay;
and
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To enact parallel cooperative faw for such existing cooperatives and all new cooperatives,
which are member driven, and raise equity entirely from their members, and therefore, in which
there can be no government share capital or government ownership.

CDF has explained that the ground reality is that there are at least two types of "cooperatives®.
One type that have come into existence at the instance of the government, to fulfil an important
public service, such as channelling cheap credit, or subsidised goods, or for distress
procurement etc. The other type of cooperative are those which may have come into being
with the encouragement of the government, but which essentially tries to meet its members
needs, and is driven by the desire to fulfil their needs, not the needs of the larger public.

CDF therefore argues that the question of having one single, truly liberal law does ot arise.
This is because it may not be comrect to give the first type of "cooperatives" complete freedom
since it performs an important function as a public agency, will close down if government
subsidies are removed and there can be no objection to such "cooperatives" being controlled
by the government. Since there is this added problem that courts have been treating
cooperatives as part of the state and accepting writs against them, it appears necessary to
have a clear distinction between the two types of cooperatives. It is for these reasons and a
number of other equally sound arguments that the CDF advocates two cooperative laws as a
win win situation; one for public service and government resource dependent cooperatives
and the other for member service equity based cooperatives.

On the other hand there are arguments that the progressive parallel cooperative legislation will
prospectively take too long to ensure that producer controlled organisations have a viable and
sustainable place in the market economy. Nor can it be expected that the reforms will take
place nationwide. Since other options for such producers organisations such as registration as
societies or public trusts are inherently unsuitable to commercial enterprises, it is proposed that
producers may form a producers company since the Companies Act offers a statutory and
regulatory framework that allows for competition on an equal footing with other forms of
enterprise. This proposal is based on a legislative approach that retains the principles of
mutual assistance that emphasise voluntary membership, democratic decision making,
patronage rather than capital, distribution of surplus based on patronage and education of
members and inter alia permits voluntary transformation of cooperatives in producers
companies.

Till about a year ago, the NCUI - the country's apex cooperative - campaigned for amendments
only to existing cooperative laws and desired that the duly amended law should give all
cooperatives (government dominated, member driven or any other variety) at least as much
freedom as is available to other forms of business. Since the past year the NCUI has become
more broad based in its approach. In addition to reform of existing cooperative law, the NCUI
is now showing a positive inclination to support parallel progressive cooperative laws in the
states. In anticipation of the Multi State Cooperative Societies Bill 2000 removing most of the
restrictions that currently apply in the Multi State Cooperative Societies Act, 1984, the NCUI
does not contemplate advocating, for the time being, a central parailel progressive cooperative
law. On the other hand, the NCUI has expressed its reservations on the proposed legisiation
that will enable cooperatives to convert themselves into producer companies even though
supporters of the proposed legislation are clear that such producers companies will retain their
cooperative character and there will be adequate safeguards against demutualisation

The concems and views of the NCUI are: The proposed tegisiatios: Goes not elaborate on now
it will actually help in overcoming the existing gaps ana obstacles to efiminate middlemen and
enable marketing of rural produce in a modern, professional and stable manner. The level of
education of in india, particulariy in rural areas is not adequate for farmers to benefit from such

- 5G9



22 May 2001

10.8.

10.9.

10.10.

a broad and enabling legislation since in most cases the locus of control lies away from the
members and there would be scope for misuse and exploitation. The word ‘company’ is
generally associated with profiteers and exploitative elements in the rural areas. Therefore,
conversion of cooperatives into companies would create confusion in the minds of the rural
people and they may view it as a sell out. Justifying the proposed legislation on grounds that it
will eliminate the scope for government assistance and hence also do away with government
interference in cooperatives is erronsous.

Some of the other observations of the NCUI are; Cooperatives should continue to avail
government assistance but lobby for cooperative legisiation that can minimise govemment
interference. The proposed legislation does not impose any compulsion and penalty on
producer companies that may not adhere to the cooperative principles. Also, it does not
provide for any manitaring agencies far this purpase. The NCUL has reservations on some
specific sections of the proposed producer company legislation. They are; payment of
substantial registration fees and frequent payments as filing fees, absence of patronage voting
when members comprise both individ:ials and corporates, issue of bonus shares not being
linked with usage, absence of force majeure provisions while complying with deadlines to hokd
AGM etc, difficulties in complying with the provision to appoint a company secretary for
producer companies having a turnover exceeding Rs. 5 crores, scope to hold the AGM in any
place of its business in India and emphasis on debt rather than equity. Meanwhile senior
leaders of the cooperative movement have already initiated a dialogue to address the
observations of the NCUI and to identify ways to collectively move ahead with the proposal.

The debate about the efficacy and need for producers companies may continue for some more
time. The ICA statement on cooperative identity does not make any reference to which law a
cooperative should be registered under to qualify as a cooperative. In fact, the scope of the
ICA statement is so wide that enterprises that are not registered under any law can also qualify
as a cooperative so long as such an enterprise conforms to the provisions of the ICA
statement. Itis a different matter that in India no organisation that is not registered under a
cooperative law can use the word ‘cooperative’ in its name. But there are several examples of
different countries permitting registration of cooperatives under company law.

What may be said at this stage is that the proposed legislation is only another effort to provide
agriculture and producers cooperatives the option to voluntarily register under a cooperative
legislation that they believe is best suited to their membership and interests. If suchis the view
of an important and sizeable section of the cooperative movement representing genuine
cooperatives there would be compeliing reasons for the Government to consider progressing a
legislation on producers companies. Liberalisation and globalisation is essentially about
comparative advantage, competitive advantage and about providing as many choices and
opportunities that may be legally possible to consumers and organisations alike. In the
circumstances the concept of producers companies is definitely a legal frame work that is
entirely consistent with the Government's new economic policy. It does appear that it will be
difficult for Government to ignore the demand for the producers company legislation.

Summing up

There is perhaps little disagreement amongst politicians, legislators, officials. govemment anc
other constituents of civil society about the goodness of cooperation ana its reievance =
importance for the development of our peaple. Their differences tie i e mannar = wnicr
cooperative development shouid be pursued. The Prime Minister recently announced that the
intention of the central Government o reduce its work force by 10 per cent by 2004, The state
governments would have to follow suit since other wise they will be unable to cope with the
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pressures of offering a viable system of governance. The Finance Minister is also keen to
undertake a massive reform in government expenditure and has duly constituted a commission
for this purpose. In such an emerging scenario the practice of governments deputing their
officials to man key posts in cooperatives would also soon end. The obligations on
governments to curtail their burgeoning budget deficits is bound to make aid and assistance to
cooperatives one of the first casualties. In short, state partnership as the solution to
cooperative development will soon be passé.

In 1954 the Gorwala committee had said in the context of rural credit: "Cooperation has failed,
but Cooperation must succeed"”. In 2001 India’s new slogan could perhaps be: *Major
partnerships by governments with cooperatives have failed in cooperative development. But
cooperative development must succeed". In a socialistic pattern of society autonomy and
independence of cooperatives was generally a non-issue. This is because even if the State
was not supposed to vest itself with the ownership and control of the necessary means and
resources for production, capital, land etc, it certainly meant 'equal opportunity to each
individual fcr progress' and ‘socio-economic reform'. A major partnership of the State with
cooperatives since the late fifties and the nationalisation of key and core industries in the late
sixties and seventies were in line with the thinking of the State in those times. The situation
has changed. The State no longer wants to achieve the commanding heights of the economy
through a socialistic pattem of society.

The approach now is to achieve “quality growth” by confining the State to the essentials of
governance and letting the market decide the course of development. But the transition is
proving to be tough and progress is slow. In an era of coalition politics where fates of
governments hang in fragile balance it is difficult for them to carry out reforms without duly
considering and duly accommodating the ideology and interests of one partner or another.
Therefore, political parties in power feel the solution lies in governments pursuing only
common minimum agendas rather than optimum and appropriate solutions. The net result is
that industry has been the main beneficiary of the policies of deregulation and liberalisation.
Little has been done to liberate agriculture and cooperation. The problem is compounded by a
significant section of the cooperative movement demanding that while government assistance
and aid must continue to flow to cooperatives, governments must cease to interfere in the
management and operations of cooperatives. This position is not tenable since it is like having
ones cake and eating it too.

The Vision 2005 booklet developed by the National Resource Centre of the NCUI offers
perhaps the most comprehensive information that is available about the Indian cooperative
movement. While these efforts are laudatory, it needs to be recognised that the information is
based purely on secondary sources. What now needs to be done is to commission an in depth
nation wide 'cooperative survey' that would not just verify and validate the macro economic
picture presented in the bookiet but help in gaining major insights about the profile of the
cooperative movement in terms of: paper cooperatives, defunct cooperatives, viability, financial
results, autonomy, periodicity of elections, levels of participation by government and statutory
bodies in cooperatives through equity, loans, grants and other financial assistance, degree of
association of government personnel and statutory bodies with cooperatives through
deputation and otherwise, audit, supersession, influence of cooperative legislation in the
working of cooperatives, how important rulings of the courts have swayed the course of
cooperative development, etc. This survey should be carried out for each sector and tier of =
cooperative movement.

The other equally in_1portant objective of the cooperative survey should be to penodically
classify all cooperatives-onthebasisof a cooperative development index. say once in two
years. Onascale of 0 to 10, cooperatives should be bench marked for their conformity with
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the ICIS and all other relevant parameters. The exact scheme and methodology of the
cooperative survey and cooperative development index could be worked out by a group of
cooperative experts that may be constituted by the NCUI. The recommendations of this group
should then be considered by the NCU! and after making such modifications as may be
necessary, the NCUI should formally approve the concept and methodology so that the
cooperative development index gains credibility and respect. This is possible if the
methodology is defined in a manner to ensure transparency and the highest levels of integrity.

The resources, both financial and otherwise, for an in depth cooperative survey on the lines
explained should not be difficult to mobilise given the vast resources that are already at the
disposal of the NCCT and the ability of the large national cooperative societies and other lead
cooperatives to contribute financially for this crucial task. The cooperative survey will serve
many purposes. They include; Classifying cooperatives into say categories A, B and C for the
purposes of cooperative development. Category A cooperatives would be those that can
anyway take care of their cooperative development needs without external support. Category
B cooperatives would be those that can partially generate resources for cooperative
development and need only appropriate support to gain ground. Category C cooperatives
would be those where it would be futile to invest in cooperative development since it may be a
waste of scarce resources.

The results of the cooperative survey would help the cooperative movement to justify aid and
assistance from governments, other agencies and federal bodies to at least the deserving
cooperatives on a continuous or tapering basis. In other words, the cooperative development
index would help in justifying an increasing flow of resources and incentives to those
cooperatives that are actually improving and bettering themselves.

Lastly, the NCUI should consider commissioning a professional study on the impact of paraliel
progressive legislation in cooperative development. Since there are now four states where
such parallel cooperative laws are in place it would be useful to gain insights into how an
enabling cooperative legislation aids cooperative development. This study could be followed
up by a national seminar to work out strategies for speedier cooperative development through
reforms in cooperative legislation.

Conclusion and recommendations

On Autonomy and Independence: Whether hitherto government led cooperatives been able to
change their true nature into becoming more autonomous, member controlled institutions,
without sacrificing any of their values and principles in the realm of socio political conditions
prevailing in that country?

In India cooperation is basically a state (provincial) subject. There are about 32 pieces of
cooperative legislation that are currently in force in different states. In addition, there is a
federal cooperative legislation when the area of operations of a cooperative extends beyond
any single state. In recent years five states — led by Andhra Pradesh in 1995 - have putin
place cooperative legislation that is parallel to the existing cooperative legislation in their state.
Cooperatives registered under parallel legislation enjoy complete autonomy and independence
consistent with resolution no.1 of the BJD. The original legislation which also remains in forcs
continues to regulate all those cooperatives that enjoy major partnerships witn qovernments
through facilities such as govemment equity. ioans. quarantees ana are mannea at ths 1p
levels by govemment officers. The interesting feature of parallel legislation is that cooperatives
registered under the onginal legisiation can choose to register under - migrate to - the parallel
cooperative degistation if they can repatriate government equity, pay back government loans
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and accept to operate sans govemnment assistance. The Andhra Pradesh experience on
paralle! cooperative legislation indicates that hitherto government led cooperatives have been
able to change their true nature into becoming more autonomous, member controlled
institutions, without sacrificing any of their values and principfes.

One part of the cooperative movement is also demanding cooperative legislation to be built
into company law such that it can enable cooperatives to convert themselves into producer
companies. Such an approach is being advocated to provide large agri-business cooperatives
a level playing field with their competitors who are anyway registered under India's very liberal
and progressive company law. They argue that this proposal would free large agri-business
cooperatives from being bound by cooperative legislation of individual states. Consequently,
cooperatives would be free fo define their area of operations through out india, much in the
same manner as any other private enterprise. The proponents of producers company argue
that cooperative legislation can be included as a separate chapter in the existing company law
so that producers companies will not just continue to retain their cooperative character but
would be subject to necessary and sufficient safeguards from any kind of demutualisation. But
there is another portion of the cooperative movement that has reservations and concern about
the intended legislation on producers companies. The merits and efficacy of such an approach
to cooperative legislation is currently a matter of discussion and debate between senior leaders
of India’s cooperative movement. However, the cooperative movement is generally agreed on
one key issue. It believes that cooperative legislation must protect and preserve the
cooperative identity and yet offer, at the least, all the flexibility and advantages that are
available to corporations and other forms of enterprise.

Amongst the remaining twenty five states in India quite a few are already seriously considering
the adoption of parallel cooperative legislation. It is expected that this trend may intensify
further. The issue about cooperative legislation that can permit cooperatives to be converted
to producers companies is being negotiated between different groups of the cooperative
movement from their common and agreed interest that such legislation must preserve and
protect the cooperative identity and contain all necessary safeguards to prevent
demutualisation.

On Legal Existence: Whether the distinct nature of cooperatives has been recognised by law

or government policies?

In India, the distinct nature of cooperatives have been recognised both by law and by
government policies. However, except some of India's parallel cooperative legislation, none of
the other cooperative legislations specifically quote and reproduce the Interational
Cooperative Identity Statement (ICIS) as such. Instead, most cooperative legisiation include
an annex that broadly explain the cooperative principles. In fact, even tfie new federal
cooperative legislation currently tabled before the Indian Parliament does not include the ICIS
portions relating to the definition and values of cooperatives but only mentions the cooperative
principles contained in the ICIS. Except under parallel cooperative legislation, cooperatives
are not permitted to undertake new forms of initiative such as establishing subsidiary
enterprises under other laws on their own accord. There are also various restrictions on
investments by cooperatives and the manner in which they carry out their business. In some
states the principle of open and voluntary membership and democratic member control are
severely compromised since it is the government that has the fast word on both membership
and control of the cooperative.

On Recognition: Whether cooperatives-are recognised on what cooperatives are and what
cooperatives can actually do in promoting civil society?
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in India cooperatives have been always considered fo be instruments of socio-economic
development promoted by the state. Consequently, despite its large size, the Indian
cooperative movement has a number of weaknesses. These include lack of local leadership,
complicated rules and regutations, lack of resources, fack of imaginative management and a
general frustration amongst members because their hopes have not been fulfilled. State
partnership with cooperatives have not helped to sort matters much. If anything, such an
approach has lent itself to &ttract the politician, the bureaucrat and by extension, the
government, to meddle in and run interference in its affairs. The two notable exceptions to this
phenomenon, especially in the rural sector, have been the dairy and sugar cooperatives. Both
the dairy and sugar cooperatives have made substantial and significant contributions to
promoting civil society. The new generation cooperatives that are emerging through paralle!
cooperative legislation in states like Andhra Pradesh are also beginning to make a mark in the
manner in which genuine cooperatives can positively impact civil society.

On fair playing field: Whether cooperatives are allowed to operate under equal footing with
other enterprises in ordei 1o realise their full potential?

Except the parallel progressive cooperative legislation, all cooperative laws provide a
substantial role for the State in cooperative development. The trends that have developed
since independence show that there has been fast growth of cooperative activity -- through
increased govemmental aid. But with this flow of aid there has been stronger and tighter
control of the Government over the movement through incorporation of restrictive features in
cooperative legislation, inhibiting cooperative leadership, generating member apathy and
curbing local initiative at the grass roots. The restrictive provisions that are present in the
cooperative laws include compulsory amendment of bye-laws by the Registrar, power of
government to nominate directors on the committee of management, powers of government to
veto annul/rescind resolutions, powers of Registrar/government to give directives,
supersession/suspension of the committee of management, automatic supersession of the
management committee or board of directors, restriction on term of office of office bearers of
cooperative societies, restriction on holding office in more than one cooperative society
simultaneously and, compulsory amalgamation and division of societies by the Registrar.

In all states and union territories, cooperative development is aided through a mandatory share
(normally one per cent) of the profits of each cooperative to a cooperative education fund to be
maintained by the state cooperative union of that state. Expenditure from the cooperative
education fund is authorised by a committee that has a significant number of government
officials as its members. The expenditure from the cooperative education fund is
supplemented by various govemment grants against budgeted provisions for cooperative
development and assistance. The same arrangement also applies to multi state cooperatives.
In addition, some of the state governments and the central Government provide fairty
comprehensive support and assistance to the cooperative movement in various ways. The
consequence of all such aid and support by the government in cooperative education and
training has two sides. On the one side it has the potential to create and nurture a valuable
human resource system that can accelerate cooperative development. On the other side, as
has often happened in the past, it has the tendency to get politicised, bureaucratized and
insensitive to the genuine needs of the cooperatives and their members.

On Self Requlation: Whether governments are determined to set legal boundanes fr-
cooperatives to control their own legislative requirements?

The parallel cooperative legisiation-providesssubstantial scope for self-regulation by

cooperatives. This indicates thatifgovemments are determined they can clearly set legal
boundaries for cooperatives to further define their own legislative requirements. On the other
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hand, most cooperative legislation in India is overly prescriptive and contain a plethora of rules
invariably providing for the Registrar to execute regulatory and control functions that the
cooperative ought to any way do so by themselves.

On Captialisation: Whether there are risks and/or potential among cooperatives to mobilise
additional resources over their basic share capital?

In India, except parallel cooperative legislation, all cooperative legislation provide for
mobilization of additional resources through government assistance — such as contribution to
equity, loans, grants, and land at highly concessional value. Such an approach has inevitably
made the state a dominant force in the affairs of the cooperative. Efforts in disengaging the
state from its excessive involvement in cooperatives inevitably flounders on the issue of how
government contributions to the capital of the cooperative could be repaid by the membership.
Even in instances where the cooperative is able to return government capital, governments are
often hesitant to accept such repatriations since it would lead to governments losing control
over such cooperatives. Further more, except for parallel cooperative legislation, cooperative
laws do not permit cooperatives to raise capital from the market through methods that are
innovative enough to meet the cooperatives need for capital and at the same time retain
member control.

On Official Development Assistance: Whether there is a thrust and orientation amongst
cooperatives fo take good advantage of development assistance both from bilateral and
multilateral institutions for their autonomous and independent growth and development?

Parallel cooperative legislation in India has evolved in the past six years because of sustained
efforts by a number of informed cooperators and forward looking institutions to achieve reforms
in cooperative legislation through workable and practical solutions. Apparently, the choice of
some of India’s states to have parallel cooperative legislation seems be unique in the world. In
particular, funding and development institutions such as the National Dairy Development Board
of India have taken major initiatives to encourage formation of dairy cooperatives under paraliel
cooperative legislation in Andhra Pradesh. Similarly, the Cooperative Development
Foundation, Hyderabad has facilitated the formation of a number of new generation
cooperatives under the parallel cooperative legislation in Andhra Pradesh involving thrift and
credit and agriculture. Efforts are under way in some more states for enactment of parallel
cooperative legislation. Increasingly, it will be the new generation cooperatives registered
under parallel cooperative legisiation that are best positioned to take good advantage of
development assistance both from bilateral and multilateral institutions without risking their
autonomy and independence.

On Networking: Whether there are fresh opportunities to be pursued by both governments amd
cooperatives before and after the sixth ministers conference schedufed for Nepal in March
20027

While governments are progressively divesting (denationalising) State owned industries, there
is little o indicate whether it intends to perform a similar act with cooperatives. Divestment of
State owned corporations yields substantial retuns to the exchequer and is a crucial incentive
to governments to divest. But this is not the case with cooperatives where governments will
essentially have to write off their equity and loans as a one time exercise. The man incenuve
to covermments in disengaging from cooperatives would be that they wouia no longer be
required to continue committing their increasingly scarce financial resources to cooperatives.
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There is perhaps little disagreement amongst politicians, legislators, officials, government and
other constituents of civil society about the goodness of cooperation and its relevance and
importance for the development of our people. Their differences lie in the manner in which
cooperative development should be pursued. The obligations on governments to curtail their
burgeoning budget deficits and the central Government's serious initiatives at expenditure
reforms is bound fo make aid and assistance to cooperatives one of the first casualties.

However, a significant section of the cooperative movement continues to demand that while
government aid and assistance must continue to flow to cooperatives, governments must
cease to interfere in the management and operations of cooperatives. This position appears
untenable since it is like having ones cake and eating it too. A middle path solution lies in
evolving a plan where governments not just liberate cooperatives in the first instance but also
commit themselves to a plan that tapers their assistance and aid to cooperatives in a
diminishing manner over a period of five years or so. At the end of such a period, those
cooperatives that are unable to perform in a productive and efficient manner may be allowed to
fold up. Such a suggestion can be implemented by undertaking a comprehensive survey to
classify cooperatives into categories A, B and C. Category A cooperatives would be those that
can anyway take care of their cooperative development needs without external support.
Category B cooperatives would be those that can partially generate resources for cooperative
development and need only appropriate support to gain ground. Category C cooperatives
would be those where it would be futile to invest in cooperative development since it may be a
waste of scarce resources.

The concept of parallel progressive legislation is a unique solution in the Indian context to
achieve disengagement of the state from their deep and pervasive role in cooperatives and
cooperative development. Therefore, the remaining twenty five states in India should actively
consider the merits of adopting parallel cooperative legislation. Perhaps, the central
Government should consider assisting such a process by offering a significant package of
incentives to the states that adopt parallel cooperative legislation. A comprehensive study
followed by a national seminar on how parallel progressive cooperative legisiation in the states
can accelerate cooperative development can also contribute to this process.

The issue about cooperative legislation that can permit cooperatives to be converted to
producers companies, especially large agri-business cooperatives needs to be considered
from the common and agreed interest of the cooperative movement that good cooperative
legislation must preserve and protect the cooperative identity and prohibit demutualisation by
incorporating all necessary and sufficient safeguards.

Finally, it is crucial to conduct an in depth nation wide cooperative survey to asses the 'quality’
of the cooperative movement and formulate a cooperative development index that could be
periodically revised to justify an increasing flow of resources and incentives for the
development of those cooperative that are actually improving and bettering themselves.
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Country findings: Indonesia

Social Profile:

The population of Indonesia was around 224.7 million in July 2000 with a growth rate of 1.63
per cent. In 1998 Indonesia had a Human Development Index of 0.670 and was ranked 109
(Medium HD). Other important macro indicators of social development are given in the
appendix.

Economy — overview

The Indonesian economy stabilized in 1999, following the sharp contraction and high inflation
of 1998. By following tight monetary policy, the government reduced inflation from over 70% in
1998 to 2% in 1999. Although interest rates spiked as high as 70% in response to the
monetary confraction, they fell rapidly to the 10% to 15% range. The economy stopped its free-
fall as GDP showed some growth in the second half of 1999, although GDP for the year as a
whole showed no growth. The government managed to recapitalise a handful of private banks
and has begun recapitalising the state-owned banking sector. New lending, however, remains
almost unavailable as banks continue to be wary of issuing new debt in an environment where
little progress has been made in restructuring the huge burden of outstanding debts. IMF
payments were suspended late in 1999 due to some disagreements between the government
and IMF in the implementation of the letter of intent. The government has forecast growth of
3.8% for FY00/01. The spread of sectarian violence and continuing dissatisfaction with the
pace of bank and debt restructuring will make it difficult for Indonesia to attract private
investment. Important indicators of economic development are given in the appendix.

Much of the cautious optimism toward Indonesia in the second half of 1999 stems from the
political successes Indonesia achieved since former President Suharto resigned in May 1998.
In that ime, Indonesia has lifted press restrictions, held a peaceful, free and fair multi-party
general election in June 1999 and installed a democratically elected president in October 1999.
The new President, K.H. Aburrahman Wahid, is broadly acceptable to all political groupings.
The subsequent selection as Vice President of Megawati Soekarnnoputri, leader of the party
which came in first in the June polls, heralded the selection of a multi-party “national unity"
cabinet.

Indonesia still faces daunting economic problems. Foreign capital fled in the early months of
the financial crisis and is returning only slowly. The business sector is struggling to service
existing foreign debts at the weaker exchange rate. The banking sector has not become active;
banks are making few new loans and debtors are servicing even fewer old ones. In mid-1999,
the role of Indonesian Bank Restructuring Agency (IBRA), whose credibility with both the
domestic and international business commurity is crucial to Indonesia's economic recovery,
came under some differences with the IMF.

The IMF and its stabilization program have been the overriding economic fact of life in
Indonesia since November 1997. The IMF suspended payments to Indonesia in September
1999 until the Bank Bali affair was resolved. The election of a new presiaent and the pelaiec
release of an independent audit of the Bank Rali affair in Novemper =7 -~= = 10 pegin
negotiations on a new three-year program. The iarget Is 10 sian a new letter ot Intent by mid-
January.
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Despite the continued financial turmoil, there remain deep underlying strengths in the
Indonesian economy. Indonesia is the world's fourth largest country and the anchor of
Southeast Asia politically and economically. The emerging middle class is slowly resuming
consumer spending and represents a huge and growing potential market. The country has a
strategic location, a large labor force earning relatively low wages and abundant natural
resources. Once largely dependent on petroleum, natural gas, and commodities such as
coffee, tea, rubber, timber, and patm oil and shrimp, Indonesia again found those sectors to be
a solid economic foundation when the crisis hit. Regions such as Sumatra and Sulawesi that
have strong, agricultural commodity-based economies survived the crisis with only minor
disruptions. In 1998, Indonesian agricultural exports rose some 17 percentin U.S. dollar terms,
as farmers rushed to take advantage of the windfall brought about by the weak rupiah, and fell
only slightly in the first half of 1999. Industrial exports in 1998 fell just over 1 percent.
Indonesian exports to the U.S. have remained steady throughout the crisis at around $9.3
billion a year. Total imports fell by 35 percent in 1998 over 1997. Imports from the U.S. fell by
almost half from 1997 to 1998 and by another 15 percent in the first half of 1999.

The Indonesian Government has historically maintained a "balanced" budget: expenditures
were covered by the sum of domestic revenues and foreign aid and borrowing, without resort

~ to domestic borrowing. Often the government ended the year with a slight surplus. This
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remains the government's long term goal. The new government says it expects the gap
between domestic revenues and expenditures to remain for several years although some of
the budgetary pressure has been relieved by the rise in oil prices in the latter half of 1999. The
budgetary gap in the 1999/2000 fiscal year, which will need to be covered by foreign
assistance, is expected to be in the range of 4 to 5 percent.

In parallel with its fiscal policy, the Indonesian Government eamed a reputation for prudent
monetary policy in recent years that helped keep consumer price inflation in the single digits.
However, the massive depreciation of the rupiah that began in mid-1997 and huge liquidity
injections into the banking system contributed to significant inflation. Indonesian monetary
authorities dampened inflationary pressure and reduced pressure on the exchange rate by
controlling the growth of the money supply.

The govemment has made steady progress in trade and investment deregulation. Periodic
*deregulation packages” of liberalization measures lowered investment barriers and instituted a
program of comprehensive tariff reduction by staged cuts. The goal is to reduce all tariffs in the
1 to 20 percent range fo 5 percent or less by 2000, and to reduce all tariffs in the 20 percent
and higher range to 10 percent or less by 2003. Although the deregulation packages made
comparatively less progress in reducing non-tariff barriers, the government's collaboration with
the International Monetary Fund (IMF) since November 1997 prompted much bolder
measures, ending most import monapolies and gradually opening Indonesia's closed
distribution system. The program also includes a commitment to eliminate all non-tariff barriers
over the program period.

Structural Policies: In October 1997, deteriorating conditions led Indonesia to request support
from the International Monetary Fund (IMF). The government signed its first Letter of Intent
with the IMF on October 31, 1997. The letter called for a three-year economic stabilization and
recovery program, supported by loans from the IMF ($10 billion), the World Bank, the Asian
Development Bank, and bilateral donors. Apart from financial support. the internationa:
community also offered detailed technical assistance to the governmen’. Foreian covernmenis
and private organizations also contributed food and other humanitariar zssisiancs :

Indonesia's agreementwith the IMF-has been revised repeatedly in response to deteriorating
macroeconomic conditions-and political changes. The result is a complex, multi-faceted

68 -



22 May 2001

3.1

32

33

34

program to address macroeconomic imbalances, financial weaknesses, real sector
inefficiencies, and the loss of private sector confidence. In November 1999, the IMF resumed
negotiations with the govemment with the aim of drafting a new letter of intent to take account
of changing circumstances and the new government's priorities.

The cooperative movement of Indonesia:

The cooperative movement in Indonesia dates back to the early twentieth century when the
credit cooperatives were formed in Central Java district. The movement gained ground in

1908 through the birth of the Budi Utomo movement. The first Cooperative Act was passed in
Indonesiain 1927. A systematic approach to the development of cooperatives was adopted at
the end of the first five year plan in 1973. These five year plans empahsised allocation of ‘
resources to rural areas for improvement of infrastructure, introduction of new technologies

and creating other facilities, all with a view to support agricultural development programmes,
but more particularty increase food production. The govemment required a suitable frame
work to support this extensive development programme. It also wanted to secure the active
participation of the rural population, especially farmers. Rural cooperatives therefore became
an inseparable part of the programme. Accordingly, government support to rural cooperatives
was meant to serve the national objectives of self-sufficiency in food and increasing incomes of

farmers.

A detailed profile of the Indonesian cooperative movement, its challenges and future prospects
have been provided in the first study report and therefore its repetition is avoided here.
However, it would be important to list in this report the issues that have emerged since the
completion of the first study in 1997. The un-audited statistics on the Indonesian cooperative
movement for 1999 indicate about 89,900 active cooperatives, a primary membership of 225
million, assets worth Rupiah 5.2 trillion and an aggregate business turnover of Rupiah 22.2
trillion. The national apex of all types and sectors of cooperatives in Indonesia is Dewan
Koperasi Indonesia (DEKOPIN). It was established in 1947 and its membership includes
cooperatives belonging to different sectors such as agriculture, fisheries, credit, workers,
banking, consumers, housing, insurance and services. DEKOPIN is responsible for
cooperative advocacy, promoting business development, education and training.

Historically, the government has had a major role in cooperatives and cooperative
development. The Minister in-charge of cooperatives used to be an important figure in the
affairs of cooperatives. However, in the days following the economic crisis of 1997,
government perception about its role in cooperatives and what cooperatives can achieve
through an enabling environment has changed significantly. The govemnment has generally
recognised that the existing cooperative has not helped in fulfilling the aspirations of its
members and cooperatives have exhibited a dependency syndrome on the government.

There has also been a perception that cooperatives are no different than companies. In 1998
the government emerged with a view that cooperatives are the responsibility of the people
themselves and it is not the responsibility of the government. Accordingly, the government has
encouraged initiatives to prepare a new bill on cooperative legislation. The government
intends to ncorporate two important issues in the new bill on cooperative legislation, namely
that cooperatives shall be autonomous and independent organisations and the government will
only act as a facilitator without making any intervention in the affairs of cooperatives.

Last year, the World Bank approached the State Minister for Cooperauves anc =11 ana
Medium Enterprises and the Bureau of National Pianning to consider undertaking reforms in
the cooperative legislation of the country. Thereafter, the government entered into an
agreement with the World Bank in May 2000 to entrust the LSP2i to prepare a document on
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the changes and reforms to be made in the cooperative law of the country. Supported by the
World Bank the LSP2i is camrying out a series of workshops to arrive atits recommendations.
These workshops are being held in a cascading manner, beginning with grass root primaries
through the regions and finally at the national level. At each level the workshops have sought
the participation of not just members of cooperatives and their leaders but academics,
professionals and others involved in the cooperative movement of the country. This exercise
commenced in May 2000 and it culminated through an iterative process in a national level
workshop in end February 2001.

It is now anticipated that the final recommendations of the national leve! steering committee
would be ready for consideration of legislation by the government in another few months. The
recommended legislation is likely to be in the nature of a general cooperative law with
provisions for laws to be made for specific sectors of the cooperative movement. In the event
of any contradiction between the two laws, the general cooperative law would prevail. Broadly,
the recommended legislation would inter alia not just provide for autonomous and vibrant
cooperatives but provide for redefining the regulatory %inction of govemment to the bare
essentials.

On the other hand, DEKOPIN is also progressing matters relating to reforms in cooperative
legislation. Based on an intemnal review DEKOPIN believes that the new cooperative
legislation must provide a clear role for DEKOPIN. It is observed by DEKOPIN that while there
may be around 90,000 registered cooperatives, a reality check in terms of proximity to
cooperative principles would reveal that there are no more than 20,000 cooperatives. This is
reportedly because twenty persons can get together and form a cooperative with no economic
or relevant activity. Therefore, one of DEKOPIN's suggestions is that the new cooperative
legislation should provide for registration of cooperatives by the govemment only upon receipt
of a no objection certificate (NOC) from DEKOPIN. This recommendation emerges from
DEKOPIN's belief that the new legislation must unambiguously recognise DEKOPIN as the
apex body of all cooperatives in the country.

Till 1998-99 the government provided about Rupiah 20 billion as aid to DEKOPIN, accounting
for eighty per cent of DEKOPIN's annual expenditure. Therefore, DEKOPIN has launched an
ambitious master plan to become financially independent of government support within the
next five years. This master plan includes a business plan to make its 26 district unions
(DEKOPINDA) self reliant. The DEKOPINDA's presently have an annual expenditure of about
Rupiah 40 million each. About one third of the current members of Parliament have concem
for cooperatives and all of them have been associated with cooperatives in some way or the
other. DEKOPIN proposes to use this group of members of Parliament to influence the
passage of a new cooperative legislation.

So far, the cooperative department has been responsible for carrying out both regulatory and
developmental functions. Consistent with this requirement, the cooperative department had
about 16,000 employees on its rolls till 1939. However, earlier this year the government
initiated a massive restructuring of the Ministry of Cooperatives, Small and Medium Enterprises
and has also reduced its status from being a full fledged ministry. Consequently, the number
of employees working in the cooperative department have been drastically reduced and they
have been redeployed to serve in the local governments to perform a similar role. This action
of the government is an indicator of its seriousness to disengage from cooperatives and let the
members of the cooperative manage their own affairs.
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Conclusion and recommendations

On Autonomy and Independence: Whether hitherto government led cooperatives been able to
change their true nature into becoming more autonomous, member controlled institutions,
without sacrificing any of their values and principles in the realm of socio political conditions
prevailing in that country?

Indonesia’s cooperative movement has always had major dependencies on the government for
allits activities. It is now poised at a point in time where it has a good chance to break free.-
After the 1997 crisis, the government seems to have made up its mind that its members must
manage the affairs of cooperatives. However, it is the passage of a new cooperative
legislation that will actually break the ground for such a change. A sizeable portion of the
cooperative movement led by autonomous institutions like the LSP2i have concluded a year
long iterative exercise - beginning with primary members at the grass roots - to arrive at the
nature of changes that need to be made in the existing cooperative law. The
recommendations of LSP2i have been finalized and are under consideration of the Drafting
Committee comprising ten senior and experienced persons involved in the cooperative
movement and three representatives of the government. The draft cooperative bill - as
prepared by the Drafting Committee — will be submitted by the LSP2i to the government by well
before the end of 2001. Meanwhile, DEKOPIN, the apex cooperative of Indonesia and
recognised as such by the government, has also undertaken an internal review of the changes
to be made in the existing cooperative legislation and have placed their recommendations
before the appropriate body in Parliament.

So, cooperatives cannot be said to have become more autonomous and independent. Neither
have government led cooperatives been able to change their true nature — not as yet. Butitis
expected that a year down the line — once the new enabling cooperative legislation is approved
by the Parliament — a major transformation of government led cooperatives to cooperatives
based on the ICIS is waiting to happen. In the process a large number of cooperatives like the
KUDs could get de-recognised. If this were to happen the remaining cooperatives - currently a
small fraction of the present cooperative movement - could become the torch bearers for
ushering a new generation of genuine cooperatives in Indonesia.

On Legal Existence: Whether the distinct nature of cooperatives has been recognised by law
or govemment policies?

In Indonesia, the distinct nature of cooperatives has been recognised both by law and through
government policies. But cooperatives have been generally considered as instruments of
government's development programmes. To that extent it may be said that government
recognition of cooperatives impacts cooperative development in an unconstructive manner.

On Recognition: Whether cooperatives are recognised on what cooperatives are and what
cooperalives can actually dq in promoting civil society?

In the multi-dimensional crisis triggered by the financial crisis of 1997, many cooperatives -
most of which were dependent on the government — had problems and only a smail number
could surmount the impact of the crisis. Cooperatives that remained true to their identitv. sucr
as the thyift and savings credit unions and the dairy cooperatives are pnvate inative arass
roots ted movements makirig important contributions to the promoton 57 civii sacisty.
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On fair playing field: Whether cooperatives are allowed to operate under equal footing with
other enterprises in order to realise their full potential?

While cooperatives in Indonesia have a playing field comparable to other forms of business
enterprises, they have been unable to put in place systems and strategies that could enable
them to compete successfully in the market place. The proposed changes in cooperative
legistation, if finally passed by Parliament, could go a long way in enabling cooperatives to
redesign and re-engineer themselves to achieve their potential.

On Self Requlation: Whether cooperatives are allowed to operate under equal footing with

other enterprises in order to realise their full potential?

The existing cooperative legislation does not provide for cooperatives to progress or adopt self
regulation. Till a decade ago, credit institutions owned by 20 or more persons, mostly local
elites, used the term ‘cooperative’ only to access special privileges and to seek exemption of
their credit institutions from the Banking Laws and the supervision of the Bank Indonesia
(Central Bank). The new proposed legislation contains appropriate provisions to encourage
self regulation by cooperatives within an overall positive regulatory framework.

On Captialisation: Whether there are risks and/or potential among cooperatives to mobilise
additional resources over their basic share capital?

In Indonesia, cooperatives can raise additional capital through borrowings from other
cooperative societies, banks, financial institutions, issuance of bonds and through share capital
from government. Consequently, both government and financial institutions have a major
influence in the policies and programmes of cooperatives they have financed.

On Official Development Assistance: Whether there is a thrust and orientation amongst
cooperatives to take good advantage of development assistance both from bilateral and
multilateral institutions for their autonomous and independent growth and development?

The cooperative movement and the LSP2i have reached out to the World Bank for support in
preparing a comprehensive proposal for changes that are necessary in the existing
cooperative legislation. It appears that once a new cooperative legislation is in place the World
Bank would be keen on funding cooperative ventures in the country. This move illustrates how
cooperatives in Indonesia are seeking assistance both from bilateral and multitateral
institutions for their autonomous and independent growth and development.

On Networking: Whether there are fresh opportunities to be pursued by both governments and
cooperatives before and after the sixth ministers conference scheduled for Nepal in March

2002?

Sections of the cooperative movement led by civil society organisations like the LSP2i and
DEKOPIN would have to together work with the government to quickly put in place a new
enabling cooperative legislation that is based on the ICIS. Once a new cooperative legislation
is in place, it may be expected that institutions like the World Bank and other multilatera!
development institutions would be positively inclined to fund new and maior cooperative
deveiopment ventures in Indonesia.
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Country Findings: Korea

Social Profile

Republic of Korea is located in Eastern Asia, in the southern half of the Korean Peninsula
bordering the Sea of Japan and the Yellow Sea. The landmass is 98,480 sq km with a
coastline of 2,413 km.

The population in the Republic of Korea was estimated at 47.5 million in July 2000. 71% of the
population is in the age group 15-64 years and the population growth rate is estimated in 2000
at 0.93%. The life expectancy at birth of the total population is 74.4 years with 70.7 years for
males and 78.5 years for females. The population is homogeneous with a religious mix of
Christians (49%) and Buddhists (47%). The main language is Korean but English is widely
taught in schools. The literacy rate for males is 99.3% and 96.7% for females according to
1995 estimates.

The head of the Government of Korea is a President elected by popular vote for a single five-
year term and the Prime Minister appointed by the President. The legislative branch is the
National Assembly, where members elected by popular vote serve four-year terms. The legal
system combines elements of European civil law systems, Anglo-American law, and Chinese
classical thought. The Judicial branch of the Government comprises the Supreme Court with
justices appointed by the President subject to the consent of the National Assembly.

Economy

The Republic of Korea is referred to as one of the Four Dragons of East Asia, based on the
economic growth exhibited over the past two decades. In the 1970's, Korea's GDP per capita
was comparable with levels in the less developed countries in Africa and Asia. In 1999, its
Gross Domestic Product (GDP) was estimated at US$ 625.7 billion; GDP per capita being US$
13,300. This economic success through the late 1980s is attributed to an incentive scheme
from govemment to business, which improved their ties, directed credit, import restrictions and
sponsorship of specific industries. Korea's labour had also contributed significantly to the
growth. In 1999, in terms of World Ranking based on GDP, Korea was placed 13 out of 191
countries and 165 out of 191 countries in terms of GDP per capita.

The Asian financial crisis of 1997-99 affected Korea resulting in high debt/equity ratios,
massive foreign borrowing. However, by 1999, Korea had recovered financial stability, tuming
economic decline in 1998 into strong growth in 1999, with real growth rate of GDP estimated at
10%. The contribution to the GDP is mainly from the services and industry sectors; agricultural
sector contributing only 5%. The industries were mainly electronics, automobile production,
chemicals, ship building, steel, textiles, clothing, footwear and food processing. Agricultural
products include rice, root crops, barley, vegetables, fruit; cattle, pigs, chickens, dairy and fish.
According to the Korea Development institute, real GDP growth is projected to decline to 4.3
percent in 2001, down from 8.8 percent in 2000. The reasons are seen as lower domestic
demand and significant fall of exports.

The number of small to medium enterprises represents 91% of Korean business ana 42% ¢
Korean exports. In 1999, Korea exported electronic products, macninery an: zquipment,
motor vehicles, steel, ships, textiles;clothing;<fontwear-and fish, worth $144 billion, to US,
Japan, China, Hong Kongendakaisan—it-imported machinery, electronics and electronic
equipment, oil, steet; dransportequipment, textiles, organic chemicals and grains valued at
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US$116 billion, from US, Japan, China, Australia and Saudi Arabia. According to preliminary
figures, terms of trade had fallen significantly in early 2000 but has currently stabilised, with the
manufacturing sector growing at 23 percent and the service sector by 11.7 percent. The
agricultural, forestry and fishery industries grown only by one percent.

In 1999, the cumrent account balance recorded a surplus of US$25.2 billion, compared to a
surplus of US$40.2 billion in 1998. Korea's external debt in 1999 was $142 billion.

Consumer price inflation is predicted to rise to over 4 percent in 2001, mainly due to increases
in public service prices and currency depreciation. According to the Korea Development
Institute, inflationary pressure on the demand side will remain small.

Monetary Policy: The Bank of Korea conducted monetary policy with the focus on ensuring
success of structural adjustment and the recovery of the real economy. Since September
2000, effective exchange rates are estimated to have depreciated by over 12 percent.
Accordingly, the Bank of Korea maintained monetary policy to strengthen the foundation of
price stability, setting an inflation target for the year 2000 at 2.5 percent, based on the annual
rate of increase in the Consumer Price Index. From the year 2001 onwards, the Bank of Korea
will set an inflation target of 2.5 percent on an annual average basis. Money supply will be
maintained to avoid the emergence of inflationary pressure over the medium and long term.
The target range for annual M3 growth has been set at 7 to 10 percent based on the annual
inflation target and the forecasted economic growth rate. The growth rate of M3 registered 5.5
per cent during the third quarter of 2000.

Fiscal Policy: The fiscal consolidation undertaken by the Korean Government has progressed
faster than expected according to the IMF, with the fiscal account achieving a surplus in 2000,
at an estimated 1.1 percent of GDP. This performance has enabled the scheduled government
spending of 49.1 trillion won in the second quarter (34.3 trillion won in the second quarter of
2000) is expected to bring about sizeable boosting effects.

Labour Market: Korea's labour force is about 22 million. The unemployment rate, which was a
three-year low of 3.4 percent in October 2000, has risen to 5.0 percent in February 2001. This
decline has been linked with the economic downturn and the corporate restructuring
undertaken since the Asian Financial crisis. However, the rate is expected to stay around the
natural rate of unemployment, which is estimated to be around 4 percent.

Agriculture Sector: The primary food crops produced in Korea are barley, maize, potatoes, rice,
soybeans and wheat. The primary meat products are beef and veal, chicken, duck, goose,
lamb and pork. The largest agricultural exports are fish, pork, crude crganic materials,
prepared food and refined sugar. The total value of agricultural exports in 1998 was $3,168.8
million, while the total value of agricultural imports in 1998 was $7,819.6 million.

The Asian financial crisis of 1997-98 resulted in high debt/equity ratios, massive foreign
borrowing, and an undisciplined financial sector. Subsequently, in December 1997, Korea
signed for a US$58 billion IMF package. Under this package, Korea will accelerate the opening
of its financial and equity markets to foreign investment and to reform and restructure its
financial and corporate sectors. The objective of the reform is to increase transparency
accountability and efficiency. According to IMF, by the end of 1998. Korea haa recoverec
financial stability, rebuilding foreign exchange reserves 10 record ievels by running a current
account surplus of US$40 billion. The stock:-market, which fell sharply at the onset of the crisis,
rebounded, rising by 70 percent through-November 1999. However, there are reports of Korea
facing problems due to the poor performance of many businesses.
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Foreign direct investment (FDI) in Korea has increased, bringing the total investments to
US$2.7 billion in 2000. Foreign investment was mainly in the manufacturing sector, which
increased by 139 percent during the first three months of 2000. Investment came from the EU
and the US, historically the fargest sources of FDI.

Cooperative Movement and Development in Korea

The Korean cooperative movement consists primarily of agricultural cooperatives. There are
some 1,177 agricultural cooperatives, serving over Smillion farmers and rural communities.

Agricultural cooperatives are organised into a two-tier system consisting of the primary
cooperatives and their national federation. Primary cooperatives in turn are classified as
regional cooperatives and special cooperatives. There are currently 1,132 Regional
cooperatives, which carry on a range of activities including the marketing of agricultural
products, the sugoly of farm inputs and the provision of banking, credit and insurance services.
There are 45 special cooperatives, which conduct marketing supply businesses and provide
banking and credit services to their members.

The apex organisation for agricultural cooperatives in Korea is the National Agricultural
Cooperative Federation (NACF), which was established in 1961. The NACF's primary objective
is to increase agricultural productivity and to enhance the economic and social status of its
members. The NACF was established at a time when Korea was undergoing major economic
and social changes aimed at industrialising the country and promoting an export oriented
economy.

The NACF employs some 13,505 people in its administration with a further 38,723 at member
cooperatives. The NACF is also an important player in the insurance of agricuttural
cooperatives. It provides reinsurance to cooperative members and directly underwrites
policies issued to its members. Surpluses are redistributed in the form of welfare services,
health care and recreational facilities. The NACF has been instrumental in the mechanisation
of farms and has provided machinery to assist making farmers become more productive and
competitive. Some of this equipment has been funded from the surpluses made through its
cooperative insurance.

Before 1988, the Government appointed all Presidents of the NACF. in 1989, the NACF
adopted a direct election system for representatives for all of its cooperative members and
Federations. The first President to be elected by direct votes of the membership took office in
1990.

The NCAF is involved in a diverse number of functions including marketing, processing, supply
of farm products and consumer goods. In order to increase farmers sales and reduce
marketing costs through vertical integration, the NACF and its member cooperatives run 96
Agricultural Wholesale Marketing Centres, five agricultural Marketing complexes, 2,392 Hanaro
Marts (non member supermarkets), 11 Hanro Clubs (membership warehouse discount stores)
and 535 Sintoburi (mini-grocery marts) in the NACF's banking branches. This has allowed the
NACF to develop their own brands and to maintain a quality product for their customers. it has
enabled the farmers to extract higher retums from produce supplied.

NACF also provides important credit ana banking services 1o I1s MEmDErs with one of the
largest deposit banks in South Korea with over 40,000 billion won in deposits. An important
domestic function of the bank is to provide funds for agricultural development and the
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provisions of credit quarantees to farmers and fishers. The bank's extensive branch system
also plays an important role in the channelling of government loans to farmers. Credit card
and other financial services are provided by the Bank.

Unlike other financial institutions in Korea, NACF bank did not suffer a run during the Asian
financial crisis in 1997. Indeed the NACF has been successful in its international banking
operations and obtained in May 2000 a double AA plus (AA#) rating from the Japanese Credit
Rating Agency (JCR) which was the highest grade among all financial institutions in Korea.
This has assisted the bank in obtaining greater access to medium to long term funds from
international financial markets at competitive rates to fund its lending programs. In addition, the
NACF's nation-wide system of branches and the synergy between other services offered are
important factors in encouraging savings among its members and farmers.

Forestry and Fishery cooperatives are formed and regulated under their own legislation. The
view expressed by the NACF is that the forestry cooperatives are set up as entitiesto .
implement government forestry policies and environmental policies. Fishing cooperatives come
under a different Ministry and have different policy objectives to those related to farmers and
the production of agricultural crops.

During 2000, the Government recently announced plans to separate the financial operations of
the State run National Federation of Fisheries cooperatives which has acted as a defacto bank
and sales outlet for South Korean fishers. The Federation had a bad debt portfolio of
approximately $628.4 million and required 1.2 trillion won of public monies to meet the Bank of
International Settlements capital adequacy ration of 12%.

Public Policy and Reforms

Since the beginning of the 1960's the major purpose of co-operation in Korea has been to
provide a mechanism for collectively implementing government policies aimed at protecting the
agricultural sector against the growing imbalance between rural and urban sectors.

The rapid industrialisation of South Korea during the 1960's and 70's contributed to a dramatic
rural-urban migration creating changes in living standards and food consumption. These social
and economic changes were the catalyst for the government implementing policies designed
make the agricultural sector more competitive and responsive to the changes in consumer
demand for meat products, horticultural and processed foods. Hence the need for Korea to be
food self-sufficient. They were also designed to balance the social and economic development
of farmers, who were affected by price fluctuations during time of recession in the
manufacturing and industrial sectors.

Certain cooperatives are exempted from the Monopolies Act 1980, except where they engage
in acts relating to unfair business practices, or acts that substantially restrict competition,
which result in an undue price increase. To qualify for the exemption a cooperative must:

Provide mutual aid to small-scale enterprises or consumers
Be established voluntarily and permit its commissioners to votuntarily G 2ac wimars -

Limit the profits that may be distributed in the articles of the cooperative
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Korean agriculture remains small by world standards. The average size of farms is 1.3 hectare
of land, in the form of small farm plots scattered in the mountainous areas of the country.
However, of the 9.9 million hectares of land only 1.9 million hectares is suitable for cultivated.
The amount of land cultivated has fallen from 22.9% in 1965 to 19.4% in 1997 due to
shortages of labour, lower profitability in farming and the encroachment from urban and

industrial sectors.

With the continued encroachment of industrialisation and urbanisation, the number of farm
household has decreased together with the number of full time farmers. Despite these
changes, there is still a high dependence on farm income by Korean farm households.
However, the age of the average farmer has increased significantly in recent years as greater
numbers of young people head to the cities in search of employment opportunities. As a result
of this, significant changes have occurred in the labour structure and mechanisation of farms,
the cropping intensity undertaken by farmers and the level of agricultural inputs used to
cultivate crops.

These issues are of primary importance to the NACF as they affect the way in which services
are structured to serve the needs of the farming community. Before the amalgamation of the
National Livestock Cooperatives Federation and the Gensing Cooperatives Federation with the
NACF there was a perception that each of the Federations had become too pre-occupied with
the provision of banking and financial services.

In negotiations with the WTO, the South Korean Government has stressed the issue of the
non-trading aspect of its agricultural industry, underlying the importance of a multi faceted
industry. Ithas also stressed the importance of it agricultural policies in terms of food security
and farm development and has called for a gradual access to global farming.

Legislative Environment

Korean Law was essentially based on the European Civil Law as adopted from the Japanese
during their occupation of Korea from 1910 to 1945. Under US occupation the legal system
was influenced by the American legal system and a number of laws were adopted gradually
repealing the Japanese codified Laws.

Currently, the law is made up of Statute Law passed by the National Assembly, subordinate
legislation such as enforceable decrees of the President, regulations made by the National
Assembly, ordinances of the Prime Minister and Ministers, municipal ordinances and Rules
and administrative rules. There is also customary law case law; legal reasoning which
supplements the written law. In this regard, it is not a strict civil law country.

The Executive is responsible for submitting legislation to the National Assembly and has
powers to issue laws. The President has powers to issue binding decrees which supplement
and enforce the statute law on matters that are delegated to the President or which are
necessary to enforce an Act. Despite the powers of the Legislature the President still has a
great deal of power in the law making of Korea, although this has been affected by decisions of
the Constitutional Court and by the limitation of the term of office to 5 years. In addition
changes, brought about by the financial crisis of the late 1990's have resulted in a review ofthe
regulation of the Korean economy.
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in essence, the law of Korea is foundered upon administrative regulation. This has provided
the means by which past Govemments have implemented policies for the development of
cooperatives through the NACF.

Since the financial crisis of 1997, the Ministry of Agriculture and Fisheries has focused upon
the review of regulations affecting farming activities to enhance the development and
productivity of farmers. To assist in the review of agricultural regulation and to make
recommendations as to the implementation of policy reforms, the Ministry appointed a Task
Force for Regulatory Reform, consisting of private experts and professional researchers.
Acting on the advice of the Task Force the MAF has rewrote or repealed some 527 regulatory
items, amounting to 75.2 percent of a total of 701 regulatory items affecting the agricultural
sector. During 1998, it was decided by the Ministry that a further 326 regulatory items would be
repealed as part of the reform process.

The view taken by the NACF is that it is now a more democratic and autonomous organisation
with direct elections of its officers by immember cooperatives and legislation which ensures its
independence of Government.

The Government has adopted an agricultural finance system including loan guarantees and
government policy loans to provide financial support to farmers. This system has been
implemented to make farmers less dependent on subsidies and to conform to the World Trade
Organisation’s requirements on subsidisation.

Through the operation of the finance system the NACF has been able to secure backing from
the Government for the subsidisation of interest rates for loan to farmers through the
Government's lending program. In practice, NACF has been responsible for financing
cooperatives encountering severe financial difficulties even though the government has a final
responsibility for the promotion of cooperatives.

Some of the problems encountered in implementing the agricultural credit policy include relate
to the selection of borrowers, the selection of recipients of preferential policy loans, and
improper roles of agricultural financial institutions. Efforts by the Government to improve this
system have focused on improving the borrower selection process by requiring higher standard
of economic analysis in assessment of investment projects, and in the advancement of credit.
The NACF has played a pivotal role in this process.

The NACF has also been authorised to have 570 offices and branches provide foreign
exchange to improve international agribusiness activities of its clients. These services
supplemented by four representative offices in New York Tokyo, Beijing and Brussels to
improve international payments, to develop new financial products and to conduct marketing
and research.

The intemational banking activities play an important role in strengthening the agricultural
sector and providing avenues for international trade and co-operation. The banking system is
designed specifically to financial support to farmers and to fund important projects and
infrastructure to improve competitiveness and food self-sufficiency. An important and recent
activity of the NACF has been to establish a subsidiary company NACF Futures Corp (NFC
1997 to specialise in futures, options and other financial instruments to neage nsks or s
members and to maximise returns to famrers. This area of acuvity is aimea at ironing out
fluctuations in commodity prices affecting farm incomes as well as providing a source for
agricuttural finance.
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Cooperative Legislation

The first Agricultural Cooperatives Act was approved by the Congress in 1957 for the purposes
of re-organising the agricultural cooperatives that had developed during the time of the
Japanese occupation of Korea. In 1961 this legislation was replaced with the Agricultural
Cooperatives Law which was subsequently amended nine times between 1961 and 1999, to
meet the changing needs of the farming sector and to implement Government agricultural
policies.

The new legislation was introduced to improve the operation of active agricultural cooperatives
and facilitate the unification of the National Agricultural Federation, the National Livestock
Cooperatives Federation and the Korea Ginseng Cooperative Federation into the Korean
Agricultural Cooperative Federation.

This restructure was a major reform initiated by the Govemment to make the agricultural sector
more competitive and responsive to changes in a market economy. It was also designed to
end the overlapping of functions between the three sectors whilst maximising resources on the
distribution of agricultural, livestock and ginseng products.

+

After extensive consultation with the Federations, the Government gave each of the
Federations a period of seven months in which to make recommendations on the proposals.
Despite concemns from the Federations that a merged entity would result in a loss of control,
the Federations agreed to the merger. it appears that the merger has occurred without major
incident or problems arising from each of the agricultural sectors. However, the legisiation
does emphasise the need for co-operation between the new Federation and its cooperative
members.

The Govemment has indicated that it views the merger as creating a new NACF and the
framework for the reform of cooperative sector. It has also indicated that it will be pressing
ahead with plans to complete liquidation of marginal cooperatives whilst bolstering the
organisational activities of cooperatives.

The new Act also aims at making cooperatives autonomous associations for farmers and to
raise the standards of farmers in terms of economic, social and cultural aspects. In this regard,
it allows cooperatives to raise and operate the distribution support fund to assist members.

It also reinforces the participation of partners in the operation of cooperatives and the building
of strategic links for future development of the agricultural sector.

New prudential systems were implemented under the Act to enhance the credit business of the
Federation and to strengthen its banking operations.

There are also new provisions dealing with the auditing of Cooperatives by the Federation and
with ministerial direction as to the management of near solvent cooperatives  This is 5~
important mechanism in the dissolution and amalgamation of cooperatives tc create a stronger
cooperative responsive to the changing economic environment. However. it has the potential
to lead to government interference and manipulation of the industry without member
involvement
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Future Development

The future development of the agricultural cooperatives will be dependent upon the extent to
which the Government affects agriculture by changes in economic policy and funding. There
appears genuine effort from Government to make cooperatives more responsive to the need of
their members and the general public. However, there is still some concern that individual
cooperatives are not given enough freedom to operate within the market to match the
operations of independent organisations operating under company structures.

There is a need for the legislation to provide for staged development leading to cooperatives
based on prior performance and compliance information. The first stage or infancy stage would
be incorporation, requiring full regulatory supervision and compliance. The second stage or
intermediate stage would require less reporting but continued supervision by the respective
Ministries. For example auditing would continue to be carried out by the NACF, but there
would be less inspectorial involvement unless there were two consecutive years of major
trading losses, or the cooperative became dysfunctional or committed serious breaches of the
Act. Those reaching the third stage should have independent auditing and advisory services as
well auditing and compliance committees with statutory reporting obligations. This system
would enable cooperatives to strive for greater economic independence with the necessary
checks and balances to ensure solvency and compliance with the legislation.

The introduction of an administrator regime should be considered for third stage cooperatives,
which experience a liquidity or trading crisis, or face insolvency. The Act would require the
cooperative management to appoint an external administrator and failure to do so would result
in the officers incurring substantial personal liability for the debts of the cooperative. A person
appointed by the management would be an external insolvency practitioner with powers to
trade the cooperative out of its liquidity problems, recommend a compromise with creditors,
sell off property, or to recommend winding up to the relevant Ministry. The primary focus of the
administrator would be to continue the operations of the cooperative and to make necessary
structural and administrative changes to make the cooperative viable. The administrator would
also have power to arrange a full or partial transfer of a cooperative undertaking to another
cooperative or entity with the consent of the relevant Ministry. There would be an obligation
upon the administrator to submit six monthly reports, and the relevant Ministry may direct other
reports as.

One of the issues facing the cooperative movement in Korea is the extent to which company
structures should be used in the development of external operations and export activities. It is
recommended that the legislation be amended to provide for the Registration of Special
Service Providers which would have all the powers and functions of a company but which
would be wholly owned legal entities of a cooperative. The purpose of this amendment would
be to provide for the regulation of these entities to come under the auspicious of the relevant
Ministry that was responsible for regulating the holding cooperative.

Conclusions and Recommendations: Beijing Declaration
On Autonomy and Independence:

There are no provisions in the 1992 Constitution specifically mentioning Cooperanves.
However, Article 123(4) does place an obligation on the State to foster organisations iuunded
on the spirit of self-help among farmers,-fishermen, and businessmen engaged in small and
medium industry and to guaranteetheirindependent activities and development.
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On Legal Existence:

With opening up of the Korean economy, arising from the Asian financial crisis, there is a need
for the farmers to become more efficient and for the industry maximise economies of scale.
This change has been brought about by the impact of the policies of the World Bank and IMF
on the agricultural sector. The most important are the support of farm debt by government and
the government's policy of subsidising farmer loans. The current legislation has been recently
adopted to facilitate the amalgamation of number cooperatives under the umbrella of the

NACF.
On Recognition

While the Korean cooperative movement was developed between the 1960's and 1980's
through strong Govemment interference, there has been, since the beginning of the nineties, a
recognition of the movement's independence by Government.

Level Playing Field

The Govemment has provided financial assistance to farmers in the form of subsidised loans

and loan guarantees to assist farmers to meet debt repayments. In doing so, the Government
has utilised the vast branch structure of the NACF to provide for effective distribution of funds.
This structure has ensured appropriate borrower selection processes to reduce the incidence

of defaults among farmers.

On Self-Regulation

Since the recognition of the movement's independence by the Government in early 90s, the
President of the NACF and its office-bearers have been elected by the membership rather than
being chosen or imposed by the Government.

The Govemment has encouraged the restructuring of the cooperative industry through the
rationalisation of second-tier and apex cooperative structures. This has promoted achievement
of economies of scale and better utilisation of resources to meet market demand arising from
the liberalisation of the Korean economy.

Cooperative Policy

During 2000, the Government has announced policies designed to make cooperatives more
responsive to the needs of the members and to achieve greater scales of economy. The new
Agricultural Cooperatives Act has facilitated amalgamations consolidating the 4 major
cooperative federations in line with structural changes o agricultural policy to make agriculture
more competitive and less dependent on subsidies.

Networking

The NACF has been proactive in pursuing policies, which facilitate ioint venture arrangemen:
of commercial relations with SMEs to provide benefits tc membpers ang eir 1amiiles. 1he
large branch structure of the NACF has provided an important avenue for networking with
Government Agencies in provision of financial support to the farming sector
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7. Official Development Assistance

711, The Govemnment has provided financial assistance to members of agricultural cooperatives
through the subsidisation of interest rates and the provision of loans and subsidies to farmers.
During the financial crisis, the Government provided substantial funds to support outstanding
loans made to farmers by the banking arm of the NACF.
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Country findings: Nepal

Social profile

The population of Nepal was 24.7 million in July 2000 with a growth rate of 2.34 per cent. In
1998 Nepal had a Human Development Index of 0.41 and was ranked 144 (Low HD).
Amongst the countries under study, life expectancy of females was lower than males only
Nepal. Other important macro indicators of social development are given in the appendix.

Economy - overview

Nepal is among the poorest and least developed countries in the world with nearly half of its
population living below the poverty line. Agriculture is the mainstay of the economy, previding a
livelihood for over 80% of the population and accounting for 41% of GDP. Industrial activity
mainly involves the processing of agricultural produce including jute, sugarcane, tobacco, and
grain. Production of textiles and carpets has expanded recently and accounted for about 80%
of foreign exchange earnings in the past three years. Agricultural production is growing by
about 5% on average as compared with annual population growth of 2.3%. Since May 1991,
the government has been moving forward with economic reforms, particularly those that
encourage trade and foreign investment, e.g., by reducing business licenses and registration
requirements in order to simplify investment procedures. Important indicators of economic
development are given in the appendix.

The govemment has also been cutting expenditures by reducing subsidies, privatizing state
industries, and laying off civil servants. More recently, however, political instability - five
different governments over the past few years - has hampered Kathmandu's ability to forge
consensus to implement key economic reforms. Nepal has considerable scope for accelerating
economic growth by exploiting its potential in hydropower and tourism, areas of recent foreign
investment interest. Prospects for foreign trade or investment in other sectors will remain poor,
however, because of the small size of the economy, its technological backwardness, its
remoteness, its landlocked geographic location, and its susceptibility to natural disaster. The
international community's role of funding more than 60% of Nepal's development budget and
more than 28% of total budgetary expenditures will likely continue as a major ingredient of
growth.

Nepal is classified as a least developed country on account of a low per capita income of
around US$ 220, low contribution of manufacturing sector in GDP (less than 10 percent) and
low indices in the social indicators of development. The landlocked nature and the rugged
mountain terrain of a large part of the country add to the economic rigidities of Nepal. Nepal
started programmes of planned economic development as early as mid fifties with the
launching of the First Five Year Plan in 1956 with others to follow.

The Govemnment has expressed a strong commitment to achieve optimum growth of natianal
production and its equitable distribution. Several new policy measures have been adopted in
line with the free market oriented liberal economic policy to stabilise the economy and pave e
way for accelerated economic and social development. Monetary policy is being fine-tunec =
increase domestic resource mobilization, enhance efficiency of capital ana provide credt iv ==
priority and productive sectors. Steps are also being directed towards maintaining satisfactory
balances in internal and exteral payments. In the field of industry and commerce, government
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policy is aimed at giving the private sector a dominant role. Private enterprises are expected to
increase efficiency and productivity in industrial and commercial operations.

The Government's role will be that of a facilitator providing infrastructure facilities and a
conducive environment in which the private sector could perform effectively. Moreover, private
investment is also being encouraged in the development of infrastructure and operation and
management of services like road, transport, water supply, etc. The government has
implemented a bold privatization program. Likewise, private foreign investment has been highly
encouraged. The trade policy is also directed towards reducing the trade imbalance through
improved import management, export promotion and diversification. To make the economy
more competitive, tariff rates have made lowered and the Nepali currency has been made fully
convertible in all current account transactions. Quantitative restrictions and import licensing
system have been abolished. This is aimed at providing a congenial and investment fiendly
economic environment and to help promote industrial development and make products more
competitive. Export procedures have been simplified, and bonded warehouse and duty
drawback facilities have been introduced to make trade competitive

Besides, a wide ranging financial reform measures have also been carried out to strengthen
the liberalisation process. Joint venture banks as well as finance companies have increased
significantly in number. The Govemment has initiated legal and procedural arrangements
necessary for the implementation of its policies for permitting up to 25 percent foreign
investment in tourism (aviation companies and big hotels), water resources (power and
drinking water), mines and mineral related industries and goods production and processing
sources through the stock market. This is in line with the government policy of opening foreign
investment through the secondary market. The limitation of 25 percent foreign investment and
its scope could be further extended in future based on the experiences. Govemnment owned
banks and financial institutions are also being either restructured or divested. Furthermore,
formulation of necessary legislative measures are underway to establish off shore banking
facility in Nepal.

The cooperative movement of Nepal:

Nepal's Cooperative Department was established in 1953. its functions included promotion,
organisation and registration of cooperative societies. It is reported that the cooperative
movement emerged in an organised manner in 1954 when the cooperative form of
organisation was used by the government to systematically rehabilitate flood affected people
through the Rapti Valley Multipurpose Development Project. This also led to the establishment
of the Cooperative Development Centre in 1955.

Cooperatives and cooperative development have always found an important place in the
development plans of the Nepal government. During the first development plan (1956-57
t01960-61) thirteen primary savings and credit cooperative societies were established in
Chitwan to provide loans to the flood affected people. By 1960-61 378 primary cooperative
societies with more than 11,000 members and a share capital of Rs. 362605 had been
established. in 1962. The Cooperative Bank Act, 1962 led to the establishment of the
Cooperative Bank. The Cooperative Development Fund was established in the same year
The government initiated a major re-organisation of the agricultural sector in 1964

The third development plan (1965-66 to 1969-70) saw a rapia growtr: «: /& COOpEraive

movement of Nepal. By 1963-70-1489-primary.cooperative societies with a membership of
71,163 and a share capital:of Rs. 2.73 million was formed. The loans disbursed in 19639-70
amounted to Rs. 19.9 mitlion and repayments were Rs. 14.6 million. In 1969 the government
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merged the Cooperative Bank with the Agriculture Development Bank (ADB). The ADB was
charged with the responsibility to function as a specialized Bank including activities such as
providing credit to cooperatives, individuals and agri-businesses. During the third development
plan the government also launched a programme to convert some of the compulsory savings
of members into the share capital of the cooperative societies to which they belonged.

The fourth development plan (1970-71 to 1974-75) witnessed a major restructuring of the
cooperative movement. The government liquidated 1388 cooperative societies and began to
lay an emphasis on the quality of cooperatives. As a consequence, while the number of
primary cooperative societies were reduced to 293 by 1974-75 its primary membership and
share capital remained unchanged. The cooperative societies diversified their activities and
commenced selling agriculture inputs and consumer goods. During this period the
management of cooperative societies was entrusted to the Agriculture Development Bank and
eighteen loan associations were converted into district cooperative unions.

The fifth development plan (1975-76 to 1975-80) undertook a massive cooperation expansion
programme of creating “Guided cooperatives”. Under this programme village committees were
converted into Sajha societies and cooperatives were organised to cover almost all villages in
the country. Under this programme local politicians were made ex-officio members of the
board of cooperatives. The main objective of Sajha societies was to increase production and
farmers income through improved farming systems, institutional loans, supply of inputs,
savings and marketing of consumer goods. In 1978 the Agricultural Development Bank
ceased to manage cooperatives. The management of cooperatives was restored to its
respective management committees. The number of cooperative societies multiplied to 678
and the district unions increased to 33. Primary membership grew to 1.2 million.

The sixth development plan (1980-81 to 1984-85) launched an intensive Sajha programme in
1981. All the cooperatives and village committees were converted into ‘Sahja’ institutions.
Consequently, this programme became an area of extensive political activity. Sahja
institutions were mandated with the task of supplying consumer goods, improved seeds,
pesticides, fertilisers, purchase and storage of agricultural products, mobilizing savings in rural
areas and providing raw materials and credit to cottage industries. The basic objective of this
programme was to be more responsive to the needs and problems of small farmers.
Emphasis was laid on cooperatives responding to felt needs rather than resorting to mere
numerical growth and formation of new cooperatives was encouraged only after a thorough
feasibility study. During the sixth development plan there was only a small growth in the
number of cooperatives and membership. However, the business transactions of cooperatives
in agricuttural inputs increased more than five fold. A new cooperative Act was notified in
1984. This Act replaced an earlier cooperative Act of 1959.

Cooperatives showed a marginal growth in the seventh development plan (1985-86 to 1989-
90). Atthe end of this plan there were 883 cooperative societies, 33 district cooperative
unions, 1.44 million individual members and the aggregate share capital in cooperatives was
Rs. 149 million.

The eighth development plan (1992-93 to 1996-97) witnessed a rapid growth in the
cooperative movement. A major event during this period was the notification of The
Cooperative Act, 1992. By 1996-97, there were 3711 primary cooperative societies. 77 qistric:
cooperative unions. While individual membership came down from 1.44 miliion 10 just about
million the aggregate share capital increased to a level of Rs. 324 million. Tne reauction in
individual membership was reportediy-onzaccount of a change in the pattemn of compulsory
savings scheme that was operated by the government. In the eighth plan milk marketing by
milk producers cooperatives increased from about 20,000 litres per day to more than 40,000
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litres per day. There was also a significant increase in the transaction of agriculture produce,
consumer goods and agricultural inputs. In 1992-93 central level cooperative unions were
formed for the dairy, consumer and credit and savings sectors. The National Cooperative
Federation was also registered during the same year. By the end of the eighth plan
cooperative societies had a total of 393 godowns with a total storage capacity of 58,000 metric
tons.

In the first year of the ninth development plan (1997-98 to 2001-02) milk coliection by milk
producers cooperatives has increased substantially to 1.6 lakh litres per day. This accounts for
6 per cent of the daily milk production in Nepal, estimated at 2.7 million litres. 1997-98 there
were 958 primary milk producers cooperatives spread across 35 districts. By 2000, more than
5000 cooperatives are reportedly registered. There are presently 303 women cooperatives in
Nepal, mostly belonging to the savings and credit sector.

The cooperative movement of Nepal was the responsibility of different ministries and
institutions at different times. Initially, it was under the Ministry of Food and Agriculture, then
under the Agriculture Development Bank, later under the Ministry of Land Reform and again
under the Ministry of Agriculture in 1987. Accordingly, these ministries and agencies
introduced different programmes such as the ‘Guided Cooperative Programme’, ‘Integrated
Agricultural Development Programme’, ‘Sajha Programme’ and the ‘Cooperatives for
Exploitation Free Society Programme’. However, the views of different cooperators and
analysts is that in all these programmes the fundamental principles of cooperation which
included inter alia people’s initiative, voluntarism, autonomy and freedom in trade and business
were never given serious consideration by the government. The government established the
cooperative training centre - Nepal's only fraining institution — in 1962 with assistance from the
ILO and DANIDA. This institute is responsible for conducting various training programmes for
the members and employees of different cooperatives. lt is reported that the ADB has a very
conservative policy when it comes to lending to cooperatives.

Conclusion and recommendations

On Autonomy and Independence. Whether hitherto government led cooperatives been able fo
change their true nature into becoming more autonomous, member controlled institutions,
without sacrificing any of their values and principles in the realm of socio political conditions
prevailing in that country?

Ever since the passage of the Nepal Cooperative Act, 1992, cooperatives in Nepal have been
as autonomous and independent as the ICIS could expect them to be. Therefore, there is
nothing more to report on this point as far as Nepal is concerned. However, the nature of
extreme autonomy and independence granted to Nepal's cooperatives, especially its financial
cooperatives has led to a different kind of a problem i.e. misuse of the cooperative form of
enterprise by private businessmen to derive the benefits that are meant to support genuine
cooperatives.

On Leqal Existence: Whether the distinct nature of cooperatives has been recognised by law
or govemment policies?

Nepal has distinctly recognised the nature of cooperatives botn pv law ana trouch s
government policies.
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On Recognition: Whether cooperatives are recognised on what cooperatives are and what
cooperatives can actually do in promoting civil society?

In Nepal a large proportion of cooperatives are the thrift and credit cooperatives. Their
numerical growth cannot be considered as an indicator of their positive impact on civil society.
Nonetheless, there are genuine thrift and credit cooperatives that have made positive
contributions to civil society. Dairy cooperative too are beginning to make a mark in their
contribution to civil society.

On fair playing field: Whether cooperatives are allowed to operate under equal footing with

4.4.1.

other enterprises in order to realise their full potential?

Cooperatives in Nepal certainly enjoy a fair playing field and are allowed to operate under
equal footing with other enterprises in order to realise their full potential. in fact, cooperatives

- in Nepal enjoy certain additional advantages when compared to other forms of enterprise.

4.5.

4.6.

47

4.8

On Self Regulation: Whether cooperatives are allowed to operate under equal footing with
other enterprises in order to realise their full potential?

The cooperative legislation of Nepal provides more than adequate scope for self regulation. In
the process, the cooperative legislation does not provide for checks and balances for those
cooperatives that escape regulating themselves in a manner that is both necessary and
consistent with the ICIS. For example, the financial cooperatives in Nepal do not come under
the purview of the Central Bank of Nepal either for reporting prudential norms or for
undertaking sound banking practices. This is a case of excessive fiberalisation in cooperative
law and perhaps requires a rethink of how loosely should the state define the boundaries of an
enabling cooperative legislation.

On Captialisation: Whether there are risks and/or potential among cooperatives to mobilise
additional resources over their basic share capital?

In Nepal, cooperatives can issue twenty per cent of its share capital to foreign cooperatives
(subject to government approval). Cooperatives can also mobilise additional capital through
debentures, loans from foreign banks and seek government guarantees for issue of
debentures or for raising loans. The progressive and liberalized cooperative law in Nepal
ensures that while cooperatives can seek capital from institutions and government they can
retain member control in their decisions and operations.

On Official Development Assistance: Whether there is a thrust and orientation amongst
cooperatives to take good advantage of development assistance both from bilateral and
multilateral institutions for their autonomous and independent growth and development?

In Nepal the cooperative dairy project was implemented through a major collaboration with
DANIDA. Similarly, there are other intemational agencies such CECI that are assisting and
supporting cooperative ventures in Nepal. These programmes have been supported and
funded in @a manner so as to sustain and increase the autonomy and independence of
cooperatives.

On Networking: Whether there are fresh apportunities to be pursued by both governments and
cooperatives before and after the sixth ministers conference scheduled for Nepal in March

2002?
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There is a need to relook at some of the extremely liberal provisions in its cooperative law and
redefine themin a manner so that the cooperative form of enterprise is not misused by
businessmen and its financial cooperatives follow certain well defined prudential norms and
practices in their operations.
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Country findings: Sri Lanka

Social Profile

in July 2000 Sri Lanka had a population of 19.23 million with a growth rate of 0.89 per cent. In
1998 Indonesia had a Human Development Index of 0.57 and was ranked 84 (Medium HD). In
1997 Sri Lanka had about 22 per cent of its people living below the poverty line. Other
important macro indicators of social development are given in the appendix.

Economy — overview

in 1977, Colombo abandoned statist economic policies and its import substitution trade policy
for market-oriented policies and export-oriented trade. Sri Lanka's most dynamic industries
now are food processing, textiles and apparel, food and beverages, telecommunications, and
insurance and banking. By 1996 plantation crops made up only 20% of exports (compared with
93% in 1970}, while textiles and garments accounted for 63%. GDP grew at an annual average
rate of 5.5% throughout the 1990s until a drought and a deteriorating security situation lowered
growth to 3.8% in 1996. The economy rebounded in 1997-98 with growth of 6.4% and 4.7% -
but slowed to 3.7% in 1999. For the next round of reforms, the central bank of Sri Lanka
recommends that Colombo expand market mechanisms in nonplantation agriculture, dismantle
the government's monopoly on wheat imports, and promote more competition in the financial
sector. A continuing cloud over the economy is the fighting between the Sinhalese and the
minority Tamils, which has cost 50,000 lives in the past 15 years. Important indicators of
economic development are given in the appendix.

The economic success of Sri Lanka in the midst of Asia's collapsing economic giants has been
remarkable. As the economic powerhouses to the east of Sri Lanka suffer downturns, this
isfand nation has the potential to become the fastest growing economy in the whole of Asia,
pushing China into second place. The Asian Development Bank (ADB) estimated a 6.2
percent growth in GDP for Sri Lanka in 1999, putting it ahead of China, India and Pakistan.
This would follow an estimated 5.2 percent GDP growth in 1998.

Full foreign ownership is permitted in most areas of the economy, including in infrastructure.
And there are no restrictions on repatriation of earnings and capital. In fact Sri Lanka was the
first country in South Asia to adopt market-friendly economic policies, and at one point was the
second strongest economy in Asia, after Japan. But in the 1970s, as the Asian tiger

. economies raced ahead, Sri Lanka got bogged down in a period of nationalization when a

24

25.

socialist government seized plantations and other successful enterprises.

The ruling party was later decisively defeated at the polls and a new government stepped in
and reversed the socialist trend. However, a great number of business leaders still today
express bitterness over what is perceived as a monumental blunder. Now more than 90
percent of the industrial output is generated by the private sector compared to 50 percent 20
years ago. And the private sector employs 70 percent of the work force.

Manufacturing output increased by over 10 percent in 1997 and the unempiovment ==
declined to 10.4 percent, almost a full percentage point less than the previcus wzar ~an
declined to 9.6 percent in 1997 from 15 percent in 1996, ana 1t is expectea 10 rola at 1u
percent in 1998. Creating jobs through investing in infrastructure resulted in increased
government borrowing and last year the budget deficit rose to 7.8 percent of GDP. However -
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is forecast to drop to seven percent this year. Meanwhile, total exports and industrial exports
grew by 13 percent and 16 percent respectively, while remittances increased by 13 percent
over the previous year. The current account deficit and the trade deficit declined to 2.5 percent
and 8 percent of GDP respectively. Total foreign capital inflows, consisting of net foreign direct
and portfolio investment and privatization proceeds, reached $450 million for 1997 - the
highest ever on record. This has played an important role in the expansion of manufactured
exports from Sri Lanka and contributed to an overall diversification of the country’s economy
and industrial base.

The extemal debt service ratio eased to 13.7 percent of exports in 1997 from almost 16
percent the year before. Short-term foreign borrowings were less than one percent of total
capital inflows, thereby insulating Sri Lanka's economy against volatile capital transfers. The
balance of payments recorded a surplus of $163 million, or 2.7 percent of GDP, and foreign
reserves remained steady at around $2 billion, enough to cover four months of imports. Sri
Lanka has signed bilateral investment protection agreements with 21 countries, backed by
legislative guarantees to provide strong protection to foreign investment, including double
taxation agreements with some 25 countries. Sri Lanka seems to have definitely left behind its
dabbling in socialism and even some of the more activist, socially-concerned politicians are
openly committed to free enterprise and relaxing foreign investment regulations.

The cooperative movement of Sri Lanka:

The Sri Lankan cooperative movement originated in 1906 with the formation of the Dumbara
Cooperative Credit Society. The first cooperative law was enacted in 1911 with the objective
of registening and administering cooperative credit societies. This law was revised in 1921. In
1930 the Cooperation Branch of the Department of Agriculture was made into an independent
Department of Cooperatives. The great depression in 1929 followed by World War I caused
severe shortages of food and essential commodities. This led to the formation of cooperative
stores societies in the early forties. The government launched an initiative to form fishery and
industrial cooperatives in the early fifties. To facilitate agricultural development a number of
cooperative agricuttural production and sales societies were formed in the fifties. In the late
fities the government caused the formation of one multi purpose cooperative society (MPCS)
in each village of Sri Lanka. The MPCS were intended to be institutions for development
planning, production, employment and distribution at the village level. All these efforts of the
government resulted in a deep involvement of the nation's cooperatives with the socio-
economic activities of the government.

In the early seventies the government made carried out farge scale amalgamation of MPCSs.

It also made substantial nominations to the board of directors and the level of political
interference in cooperatives increased substantially. Consequently, members began to have
only a peripheral involvement in the affairs of the cooperative. Till the liberalisation of the
economy in 1977, cooperatives in Sri Lanka had a large share of the market especially in the
consumer tiade. This is because most of the essential articles were made available to
cooperatives through rationing schemes of the government. Similarty, till 1977 the government
also provided substantial support to cooperatives involved in agricuiture and cottage industries.
With the beginning of a new liberalized era, cooperatives involved in consumer trade suddentv
found themselves in a precarious position, accustomed as they were to surviving oniv throuc-
government supported schemes. However, the govemment continued to neip ses-
cooperatives through food stamp schemes, mid-day meal scheme. moncoe ~o-~ - wnez
flour and the Janasaviya scheme.
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Post liberalisation, the government wanted the cooperatives to manage their own affairs. This
resulted in the amendment to the cooperative law in 1992 where many of the powers of the
Registrar were diluted. This amendment also resuited in preventing members of Parfiament,
provinces, municipal and urban councils or pradeshiya sabhas from being eligible for election
as a member of the committee of a cooperative society. Unfortunately, since many
cooperatives, especially large cooperatives remained indebted to the government the new
amendments to the cooperative law would not give them any benefit. If any one sector of the
cooperative movement can be said to have made robust and rapid growth post liberalisation, it
is the credit cooperatives. SANASA (Sinhalese acronym for thrift and credit cooperatives) has
emerged as a close knit network of cooperative societies lending to their members for various
activities and providing opportunities for the members to save and invest.

The resurgence of SANASA took place in 1978 through the initiative of the Kegalle district thrift
and credit cooperative society at Walgama. SANASA has made important contributions ‘
towards gender equity by increasing women membership in its cooperatives to 49 per cent.
Women's committees have been set up in almost 3000 societies and there are women leaders
in almost 4,500 societies. Some societies have been formed exclusively by women members.
SANASA has not just mobilised rural savings in a major manner but it has been able to plough
back over 70 per cent of these savings as loans in the rural areas itself. SANASA has
emerged as a development institution where a village's financial resources are mobilised and
redistributed within the village itself. This has earned several accolades for SANASA from all
quarters and it.is now recognised as a model for the region. SANASA believes in continuous
education of its members and to fulfill this goal it has established a campus at Kegalle. The
campus aims to become a national centre for research and education. SANASA's vision for
the future is to create a new social order based on cooperative principles. in order to create a
greater synergy in its operations SANASA recently chose to establish the SANASA
Development Bank (SDB) Limited in 1997.

SDB is a public company with limited liability incorporated under the Companies Act and
registered as a Licensed Specialised Bank by the Central Bank of Sri Lanka under the Banking
Regulation Act and an approved Credit Agency under the Mortgage Act and Trust Receipt
Ordinance. SANASA chose to register SDB under the companies Act rather than the
Cooperative Act since it perceived that the existing Cooperative Act is very restrictive and will
not provide it with the necessary flexibility and freedom of operations so necessary for a Bank
of its nature. The vision of SDB is to raise the income and employment level of people with
particular focus on poverty alleviation and social equity through development oriented financial
services. SANASA reported a total asset base of Rs. 1.29 billion in its balance sheet for 2000.
Interestingly, another cooperative venture registered under the Companies Act of Sri Lanka is
the Cooperative Insurance Company (CIC) Limited. CIC is an unquoted public company with
limited liability incorporated in 1997 and is licensed as a company authorised to carry on
insurance business in Sri Lanka under the Control of Insurance Act, 1962. CIC started its
operations in March 1999 with a share holder group of 150 cooperatives and 75 individuals
and a paid up capital of Rs. 83 million. In 1999, CIC reported a gross written premium of Rs.
40 million and Rs. 1.75 million for general insurance and life insurance respectively.

The NCC - formed in 1955 - represents the entire cooperative of the country. It has 34
members including sectoral apex cooperatives in the fields of marketing, consumer, textile,
industries, coconut producers, fisheries, rural banks, youth services, thrift and credit, pouttrv
producers, rubber and milk producers. The movement has one hundred and thirtv seconaan
cooperative societies. The number of secondaries range for eight to eighteen = cacn
province, except the north east province which has 41 secondary cooperative societies. n
terms of primary membership;sixtystxperce: ie-cooperative movement is dominated by
MPCS. The remaining primarywnemberstip targely hail from credit cooperatives (fifteen per
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cent), youth services cooperatives ( seven per cent) and school cooperatives (four per cent).
In terms of geographical profile of the primary membership, twenty one per cent belong to the
western province. An average thirteen per cent each belong to the central, south, north west,
south galle and north east provinces. The north central and uva provinces have the least
primary membership accounting for about 6 per cent each of the national primary membership.

Presently, the primary membership of cooperatives in Sri Lanka is estimated at 5.6 million,
about one fourth nation’s total population. About fity thousand persons are employed in
different cooperatives in Sri Lanka. The bulk of employment of thirty thousand jobs is provided
by MPCS alone followed by about 6000 jobs in rural cooperative banks. The aggregate
turnover of MPCS in consumer activities in 1999 was Rs. 32073.1 M.L. 1999 304 rural banks
with 1418 branches were in operation. 1418 branches were reported to be in profit and 244
had losses. The rural banks had a membership of 3.3 million. The aggregate deposit value of
these rural banks by members was Rs. 18 M.L. whereas the non-member deposit contribution
accounted for Rs. 5682 M.L. In addition these banks had a total banking collection of Rs. 7232
M.L. These rural banks belong to 14 secondary cooperziive rural bank unions. During 1999,
the secondary unions had an aggregate deposit Rs. 54811.0 M.L. and granted loans of Rs.
8476 M.L.

There are three important institutes responsible for cooperative development and training in Sri
Lanka. They are the Sri Lanka Institute of Cooperative Management (SLICM), National
Institute of Cooperative Development (NICD), Polgolla and Centre for Cooperative Research
and Development (CENCORD), Kandy. SLICM was formed as a public corporation through an
Act of the Sri Lankan Parliament in 1983. SLICM is dedicated to the development of
cooperation and cooperative societies, primarily through management promotion. SLICM
works within the overall policy of the government and functions under the special and general
directions of the minister incharge of cooperatives. In its day to day operations SLICM works
in close collaboration with the Commissioner and department of cooperative development.
The National Cooperative Council (NCC) of Sri Lanka, its regional centres, district councils and
their district training centres provide on-going support to the programmes of SLICM. The
government supports the budget of SLICM through an annual budget. In addition, SLICM also
receives support from the cooperative development fund and derives income from services
offered to the cooperative sector.

Till July 2000 the NICD was a departmental organisation under the cooperative department
and was called the Sri Lankan School of Cooperation, Polgolla. From August 2000 the
organisation has become a body incorporated through an Act of the Sri Lankan Parliament.
The functions of NICD include acting as a centre for the promotion and coordination of
activities related to cooperative development, providing training in cooperative development
with the use, inter alia, of modemn methods, cooperative research and offering professional
advice to cooperatives. NICD is reportedly a self financing institute and does not need to
depend on the government for budgetary support. However, the management and control of
NICD is very similar to that of SLICM.

CENCORD s an institution established by the NCC and is managed by a separate board of
management and functions as an independent body. The vision of CENCORD is to realise a
strong and sustainable people's enterprise system used, managed and owned by the members
as an independent association of persons functioning in accordance with cooperative ideology
and values. Its mission is to extend services on the basis of investigation and innovation to
achieve excellence in cooperative enterprises and accordinaly it offers a range of services to

cooperatives of different levels.

.-
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Conclusion and recommendations:

On Autonomy and Independence: Whether hitherto government led cooperatives been able to
change their true nature into becoming more autonomous, member controlled institutions,
without sacrificing any of their values and principles in the realm of socio political conditions
prevailing in that country?

The devolution of powers and administration under the Sri Lankan Constitution has made
cooperatives a provincial subject. So far, only three of the eight provinces are reported to have
adopted new cooperative laws. However, cooperatives continue to be generally regulated
under the Cooperative Societies Law of 1972. Post liberalisation, the government wanted the
cooperatives to manage their own affairs. This resulted in the amendment to the cooperative
faw in 1992 where many of the powers of the Registrar were diluted. This amendment also
resulted in preventing members of Parliament, provinces, municipal and urban councils or
pradeshiya sabhas from being eligible for election as a member of the committee of a
cooperative society. Unfoﬁhnately, since many cooperatives, especially large cooperatives
remain indebted to the government the new amendments to the cooperative law, ground
realities remain unchanged. In the circumstances, it may be said that cooperatives in Sri
Lanka have not become more autonomous and independent and nor have hitherto government
led cooperatives been able to change their true nature to get closer to the ICIS.

On Leqal Existence: Whether the distinct nature of cooperatives has been recognised by law
or govemment policies?

In Sri Lanka, the distinct nature of cooperatives has been recognised both by law and through
government policies. Till 1977, cooperatives were always considered as instruments of the
government for its relief, ration distribution and development programmes. in 1977, the
government adopted market oriented policies and liberalized its economy. However, the laws
and govemment policies relating to the recognition of cooperatives remain steeped in the
socialist era, the government expects cooperatives to perform successfully in a highly
fiberalized and globalised economy.

On Recognition: Whether cooperatives are recognised on what cooperatives are and what
cooperatives can actually do in promoting civil society?

If any one sector of the cooperative movement can be said to have made significant and
substantial contributions to civil society, it is SANASA. The thrift and credit cooperatives of
SANASA have emerged as a close knit network of cooperative societies lending to their
members for various activities and providing opportunities for the members to save and invest
SANASA has made important contributions towards gender equity by increasing women
membership in its cooperatives to 49 per cent. Women's committees have been set up in
almost 3000 societies and there are women leaders in almost 4,500 societies. Some societies
have been formed exclusively by women members. SANASA has not just mobilised rural
savings ina major manner but it has been able to plough back over 70 per cent of these
savings as loans in the rural areas itself. SANASA has emerged as a development institution
where a village's financial resources are mobilised and redistributed within the village itself.
This has earned several accolades for SANASA from all quarters and it is now recognised asz
model for the region. SANASA believes in continuous education of its members and to fuffii
this goal it has established a campus at Kegalle. The campus aims to become a nationai
centre for research and education. SANASA's vision for the future is to create a new social

order based on cooperative principles.
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On fair playing field: Whether cooperatives are allowed to operate under equal footing with
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other enterprises in order fo realise their full potential?

The existing cooperative legislation in Sri Lanka does not provide the kind of autonomy and
independence that are enjoyed by other forms of enterprise. The devolution of powers relating
to cooperative legislation has only made this task that much more difficult. Sri Lanka seems to
be getting into a situation which some of India’s cooperatives want to be set right i.e. seeking
cooperative legislation under company law so that they are no fonger subject to the jurisdiction
of the states (provinces). In the circumstances, cooperatives in Sri Lanka are unlikely to enjoy
a fair playing field, at least in the short term.

On Self Regulation: Whether cooperatives are allowed to operate under equal footing with
other enterprises in order to realise their full potential?

The cooperative legislation in Sri Lanka does not provide for self regulation by the
cooperatives. In fact, the existing legislation provides for all kinds of micro regulation and
supervision by the government and the department of cooperatives.

On Captialisation: Whether there are risks and/or potential among cooperatives to mobilise
additional resources over their basic share capital?

The cooperative law in Sri Lanka does not provide for any significant manner of mobilizing
additional capital except from government. Further more, the cooperative law places
restrictions on the investment of funds by the cooperative. Therefore, even if a cooperative
can mobilise additional capital, its investment is subject to government approval and in a
manner that may be prescribed.

On Official Development Assistance: Whether there is a thrust and orientation amongst
cooperatives fo take good advantage of development assistance both from bilateral and
multilateral institutions for their autonomous and independent growth and development?

In Sri Lanka there are presently no major instances of official development assistance for the
development of cooperatives in an autonomous and independent manner.

On Networking: Whether there are fresh opportunities to be pursued by both governments and
cooperatives before and after the sixth ministers conference scheduled for Nepal in March
2002?

The need is to evolve an unambiguous position on how different provinces would address the
issue of cooperative policy and legislation. There is also a need to work for a consensus
between different provinces to ensure that their role in regulation of cooperatives brings
cooperatives closer to the ICIS and gives them at least the same advantages that are available
to other forms of enterprise.
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Country Finding: Thailand
Social profile

Thailand is a country, approximately 514,000 square kilometres, home to 60.6 million people in
mid-2000. It is the only southeast Asian country never to have been governed by a European
power. The Thai population comprises four regional categories: Central Thai, Northeastern
Thai, Northern Thai and Southern Thai. About 17% of the population are minority groups.
About 70% of the population are in the 15-64-age category. Population growth in 2000 is
expected to be 0.93%. Buddhism is the pre-dominant religion and there are minorities of
Muslims and Christians. Thai is the main language and English is the secondary language.

Thailand's capital, Bangkok, has an estimated 5.5 miflion people but a large part of Thai
society is rural. The life expectancy at birth is 69.2 years; 65.6 for males and 73.0 for females.
The Govemment supports universal free primary education and the literacy rates are 96% for
males and 92% for females. In the HDI ranking system, Thailand is ranked 67th by the United
Nations, the HDI being 0.753 - middle level human development.

Thailand is a Kingdom, having a constitutional monarchy. The chief of state is the King and the
head of government is a Prime Minister. The monarch is hereditary and the Prime Minister is
designated from among the members of the House of Representatives, the legislative
assembly, following a national election. The legal system is based on a civil law system, with
influences of common law. The judicial branch comprises a Supreme Court, with judges
appointed by the monarch.

Economy

Thailand's economy enjoyed high growth rates in the period 1985 to 1995, averaging
approximately 9% annually. With the Asian Financial crisis affecting the national currency,
Bhat, and the floating of the currency, the economy contracted at 10% in 1997. It has
recovered from the crisis and in 1999, the economy expanded by about 4%. Beginning in
1999, the Baht stabilised and inflation and interest rates began coming down. The governmest
followed the steps stipulated by the IMF and has implemented several changes, including
passage of new bankruptcy and foreclosure faws. Other processes currently in place include
recapitalising the financial sector, implementing a privatisation plan and forcing the private
sector to restructure.

The GDP of Thailand in 1999 was estimated at $388.7 billion, with a real growth rate of 4%.
GDP per capita is $6,400. 12.5% of the population was below the poverty line. Composition of
GDP by sectors was, agriculture: 12%, industry: 39% and services: 49%. In 2000, real GDP &
expected i grow by 4-5% with complete recovery from the Asian Financial crisis. However, &
is reported that private investments fell by 7.0 percent. Corporate restructuring plan is
expected b correct this deficiency and both exports and domestic demand, which increased
1999, will have a positive influence on the economy.

Agricultural production rose by 3.9 percent in 1999, recovering from a 1.4 percent decline in
the previous year. Expansion of planting areas and favourable weather conditions saw
increased crop output while livestock production also expanded by 4.0 percent. Manufacturing
production also rose by 11.1% in 1999; following increased domestic demand and higher
exports. Industries in Thailand are tourism, textiles and garments, agricultural processing
beverages, tobacco, cement, light manufacturing, computers and components. increasea
production led to an expansion of trade by 5.5%.

ramexpected-in-1999 and imports of raw materials and
' ite a fall in export prices, the vaiue of exports
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increased by 7.4 percent to $ 56.8 billion in 1999. Export growth came mainly from agricultural
products while manufactured products also improved in total export value. Imports also
expanded significantly to $47.8 billion, bringing a smaller trade balance at 7.9% of the GDP.
However in 2000, imports declined by 10.9 percent and exports declined by 3.7 percent
resulting in a trade balance surplus of US$ 218 million. The balance of payments registered a
surplus of US$ 299 million. International reserves as of end-February 2001 stood at US$ 33.2

hillion.

Government fiscal policy in 1999 was aimed at recovering and supporting the economy
through increased budgetary expenditure and external loan disbursements.

Money market liquidity remained high and Inflation was contained in 1999, dropping from 8.1%
in 1998 to 0.3% provisionally, according to the Bank of Thailand. The CF! rose by 1.5 percent
in 2000 following an increase in prices of food and beverages. Commercial bank deposits
improved considerably, contributing to an increase of 3.7 percent in broad money (M2A). The
projected stability in the economy will see a continuation of the monetary and fiscal policy
stance of the government, aimed primarily at supporting economic recovery. It is expected that
inflation would be contained and that the Government would resolve the loan problems faced
by financial institutions to restore investor confidence.

The estimated Thai labour force is 32.6 million. The majority (54%) is employed by the
agricultural sector while industry and services employ 15% and 31% respectively. The
unemployment rate is estimated at 4.2%.

As stated earlier, the Government budget deficit was 7% of the GDP. The total external debt
reached $ 78.7 billion at the end of 3© quarter of 1999, projected at 61.3% of GDP for the yeas.
The debt is expected to decrease to 53% of the GDP by end of 2000, with a debt service ration
of 18% of total exports.

Cooperative Movement in Thailand

The first, ICA Critical Study on Cooperative Legislation and Competitive Strength, focused on
financial (credit) cooperatives as well as general cooperatives. This study has concentrated o
developments arising in the non-financial cooperative sector, in particular the operation of the
Cooperatives Act 1999

History of the Movement

The main purpose of co-operation in Thailand has been to promote the social and economic
development of individuals, and, in particular, to improve the economic conditions of Thai
farmers. The Govemment in 1915 with the objective of relieving farmers of severe
indebtedness and preserving their ownership of land, which had been the subject of mortgage
guarantees, initiated co-operation. Cooperatives were used as the conduit for funds provided
by the Govemment which were on lent to farmers to meet mortgage and guarantee obligations.

The first cooperative in Thailand was registered on 26 February 1916 under the Civil
Association Act (Amendment) 1916. This cooperative was the first village credit cooperative.
which operated under the German Raiffeisen’s principle and carried unlimited liability for its
members.

The first cooperative legisiation was enacted in 1928, 12 years after the first cooperative. The
legislation was an importantstepanthesdevelopment and establishment of different types of
cooperatives such imdseﬂblaltmnsumer fishery, marketing and processing; and




22 May 2001

3.24.

3.25.

33

332

3321

3322

3323

3324

33256

3326

3327.

3328

3329

remained in force until 1968. The 1968 Act was subsequently repealed in 1399 by the
Cooperatives Act BE 2542.

As at 30 September 2000, there were 5,561 registered cooperatives of which approximately
60% were agricultural cooperatives followed by thrift and credit cooperatives with 23%.
Consumer and service cooperatives accounted for approximately 6% and 7% respectively.
The number of members of all cooperatives was 6.66 million. A majority (58%) of members
belong to agricultural cooperatives and 27% are members of thrift and credit cooperatives.
Consumer cooperatives have the third highest number of members at around 11%, whilst
service cooperatives accounted for less than 2%.

The modem cooperative movement is viewed as an important mechanism for instituting
economic and social development especially at the grass roots or primary fevel of production.

The Cooperative League of Thailand

The Cooperative League of Thailand (the League) is the apex cooperative organisation
dedicated to the promotion of the Cooperative movement in Thailand.

The League was established in 1968 by Royal decree under the Cooperatives Act of 1968. On
the repeal of the 1968 legislation, the Act provided for the establishment of the League as a
statutory body with the primary objective of promoting the affairs of the every kind of
cooperative. Under the Act, the League is deemed to be a juristic person having powers to:

Promote and propagate the activities of cooperative societies as well as conducting research
and compiling statistics concerning activities

Give technical advice and assistance to cooperative societies and provide facilities in respect
of the communication and co-ordination between cooperative societies and government
agencies of other persons

Provide technical study and fraining on the activities of cooperative societies

Promote relationship between cooperative societies and with foreign cooperative institutions
having similar objectives

Purchase, procure, dispose of, hold ownership, possess or execute a juristic act in respect of
any property

Promote commercial business trade industry and services of cooperatives

Support and assist cooperatives in solving obstacles and constraints relating cooperative
affairs which are of common benefit

Act as an agent of cooperatives in protecting and maintaining rightful interests aeservec:
derived from the State or international organisations or other private sector insututcr:

Co-operate with the Govemment in'the-promotion of cooperatives for genuine and real benefits
to them in general
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Carry on other acts in compliance with its objects, as entrusted to it by the Government.

As of 30 July 1999, the League had 5,418 affiliated cooperatives serving a membership
exceeding 6.6 million. In addition there are15 National Cooperative Federations with 1,600
member cooperatives, 3 Regional Cooperatives Federations with 333 member cooperatives
and 81 Provincial Cooperatives Federations with 1,271 member cooperatives.

Whilst all types of cooperatives at all levels are required to be affiliates of the League, the
League does not operate any business enterprises on behalf of its affiliates. The current:
activities of the League's emphasize its role as a promotional and educational organisation,
although it does have a role in protecting the rights, entitlements and interests of cooperatives.
However, it does not have any administrative duties under the legislation in relation to the
registration or dissolution of cooperatives. Nor does it have any statutory role to review
decisions of the Registrar or the Board of National Cooperative Development.

The League has played an important rofe in the conduct of seminars aimed at encouraging
coliaboration between relevant provincial governments and village administrations in the
development of cooperatives in important areas of food production. For example, in November
of 1997 the League assisted in the organisation of a Seminar conducted by the FAO on the
Role of Fishing Cooperatives in Promoting Sustainable Fishing Development in Thailand. An
important consequence of the seminar was the recommendation that the legal framework for
the fishing rights of coastal fishing villages be established, with full coordination with the village
administrative units of the provincial governments. The recommendation recognised fishers'
groups as basic organisations, which could develop into fully functional cooperatives as
membership increased and business management became effective. More importantly, the
seminar recognised that it was essential to foster closer coordination among the relevant public
agencies concerned, as well as with financial institutions, through a Common National Policy
and a Comprehensive Plan of Action for Fishery Cooperative Development.

The seminar also recommended several points for further consideration by the agencies
concerned, such as, the review of existing fishery laws and regulations to establish coastal
fishing rights to be managed by either coastal communities and/or fishery cooperatives. In its
recent policy statement the new Government has emphasised the promotion coastal fishing,
aqua-culture and marine farming as well as fishing beyond territorial waters through the
development of a strong national fishing fleet, support of the cold storage industry, and the
promotion of processed fish goods. The Govemment has also indicated an intention to
manage the environment, natural resources and bio-diversity in an integrated manner by
upholding the principles of good governance and popular participation by the people and the
local community.

The main sources of income of the League are derived from subscriptions and government
subsidies, as well as proceeds from the sale of technical publications and from the provision of
services to members. The League is also funded by interest earned from the Central fund of
Unlimited Liability Cooperatives and from the proceeds cooperative liquidations.

The board of the League consists of 15 members who are answerable to the annual generai
meeting of cooperative delegates. The delegates are elected from all classes of cooperatives
based on the number of cooperatives in each province. This is set as 10 cooperatives oz
delegate or a minimum of one delegate per province wnere tnere are 1ess Mar - S0ODEratves
registered and operating in a province. Delegates are eiectea 1or wo vears wnereas ihe boarg
of the League is elected for a period of 4 years.

-Q98 -



22 May 2001

3.39.

3.3.10.

4.1.

4.2.

43.

4.4

45

One of the most pressing problems confronting the cooperative movement in Thailand is the
provision of training to cooperatives. As most of the primary cooperatives are relatively poor,
expenditure for the education and training of directors and managers is fimited. A major activity
listed by the League is the provision of specialised training services catering to the needs of
directors, managers and employees of Cooperatives.

To facilitate its training activities, the League has established a training centre with
accommodation and conference facilities. It has also established the “Bidyalongkorn Institute”
to provide cooperative education, training and extension services to its member cooperatives
at the national level, as well to other cooperatives in South East Asia at the international level.
The institute has the main objective of establishing education and training curriculum, and
developing effective training and teaching models for meeting the needs of cooperatives. It is
anticipated that there will be 2,400 board members, managers and employees who will be
trained through this facility. In addition a further 100 personnel from cooperatives in South
East Asia are expected to be trained at the Institute.

Public Policy

The policy of the Government has been to treat Small Medium Enterprises (SMEs) on equal
terms with cooperatives. However, SMEs have been viewed as playing an important function
in the manufacturing of raw materials produced by primary cooperatives. This is because most
primary cooperatives have limited funds and lack the managerial skills required to engage in
the value adding or processing of raw materials. In addition, cooperatives are perceived as
having higher costs than other business and with fewer avenues to market raw materials. In
this context, cooperatives lack bargaining power and are reduced to being price takers. The
closed ownership of private enterprises reduces agency costs in the monitoring of
management and provides management flexibility to meet changes in market conditions.

This encouragement of small independent private companies in the processing of raw
materials produced by cooperatives has been a constraining factor on the development of
vertical integration of cooperatives through engagement in value-added activities.

Whilst there has been a recent change in government, the future polices on cooperative
development appear to be positive and progressive. The Government has indicated that it wil
promote and strengthen cooperatives, community businesses, agricultural institutions, and
community organisations, enabling them to participate in making and proposing agricultural
policy and other measures. In addition, it has outlined policies to develop production in the
rural sector and to strengthen community economies by linking the processing of agricultural
produce with a "One Village, One Product” Project. Funding to the amount of one million, Bhat
will be made available to each village to serve as a revolving loan facility for the long-term local
investments and income creation in rural areas at the community level.

The Govemment has also promised to promote the principles of the Sufficiency Economy ang
to support villagers in coming together to conduct economic activities at the community level

Legislative Environment

Section 45 of the constitution of Thailand guarantees the right of persons to unite ana orm an
association, a union, league, cooperative, farmer group, private organisation or any other
group. The constitution also preciudessestrietions-on the constitutional rights and freedoms of
persons except where the Constitation specifically authorises enactment of laws to the
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contrary. However, restrictions can only be imposed to the extent necessary and must be of
general application without interfering with the essential substance of the rights and liberties
granted under the constitution.

The Constitution also guarantees the right of a person to engage in an enterprise or an
occupation and to undertake fair and free competition. Restrictions on this right can only be
imposed where the law is specifically enacted:

maintaining the security and safety of the State or economy of the country,

protecting the public in regard to public utilities,

maintaining public order and good morals,

regulating the engagement in an occupation,

regulating town and country planning,

preserving natural resources or the environment,

public welfare,

preventing monopolies, or eliminating unfair competition or regulating consumer protection.

Therefore, the right to form cooperatives is not only recognised under the constitution, but the
basic rights and freedoms of members are also protected from artificial restrictions imposed
under the law. When enacting Cooperative legislation any restriction under the legislation must
take into account the rights and freedoms guaranteed to citizens of Thailand under the
Constitution.

Itis generally recognised that cooperatives require financial support from the Government to
develop the necessary infrastructure to enable them to enhance their ability to market
products. The Act has institutionalised the Board of National Cooperative Development as a
statutory adviser to the Government on policies and guidelines for the promotion and
development of cooperatives. The constitution of the Board is very broad and includes the
Minister of Agricutture, the Secretary General from the Agricultural Economics Office,
delegates from the Bank for Agriculture and Agricultural Cocperatives and from the National
Economic and Social Development Board and other Government officials. In addition a
delegate of the League, and the Chairman of the National Federation of each type of
Cooperative as ex-officio members of the Board. The Board also has the responsibilities of
prescribing guidelines for promoting and supoorting the expansion of cooperative businesses
including co-operation with the private sector to participate in the development of cooperatives.
The Board also has powers to deliberate on any matter that is referred to it by the Council of
Ministers' as well as some quasi-judicial powers of review. These concern appeals on the
decisions of the Registrar relating to

Refusal to register a cooperative. and

Dissolution of a cooperative.
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importance of these cooperatives to the welfare and social well being of the general
community.

‘The League has also been proactive in pursuing policies to enable primary cooperatives to

vertically integrate into the manufacturing of raw materials and to foster business relationships
or linkages with other cooperatives and private entities. To this effect, the League has been
advancing polices with the Government designed to relieve the debt of the members of primary
cooperatives and to facilitate low interest loans to the to cooperatives to purchase the
necessary infrastructure required for these entities to compete in an open market economy.

Future Developments for Cooperatives

There has been some positive outcomes achieved in the adoption of the Cooperatives Act.
Cooperatives remain an important development mechanism for assisting in the production of
raw materials or commodities. As stated earlier, there is a perception that SMEs are better
attuned to manufacturing and processing of raw materials produced by the primary
cooperatives. The development of primary cooperatives will be dependent upon Government
funding and support and the provision of appropriate training for directors and management of
cooperatives.

There does not appear to be any legislative or administrative barriers upon the establishment
of cooperatives in Thailand. In the area of fund raising, however, there are some major
impediments upon commercial cooperatives seeking funds from the banking and financial
sectors. Leaving aside the ability of individual cooperatives to source funds, the requirement
under the Act for all cooperatives to obtain Registrar approval could prove a major disincentive
for financial institutions to lend funds to cooperatives, as well as stifling initiative on the part of
cooperatives to make independent commercial decisions.

Legal issues can arise where approvals are not obtained prior to, or at the time of, the
execution of contracts thereby affecting the enforceability of the confract. A statufory approval
process can give rise to a moral hazard problem. However, the legislation could provide for a
staged development process, which would encourage greater independence and autonomy
and to enable cooperatives to make financial and funding decisions independent of the
Registrar. This should coincide with greater funding options being permitted under the Act to
attract external capital and facilitate joint ventures.

There is a need for an independent review mechanism to be incorporated in the Act relating to
decisions of the Registrar. There are a number of provisions where an appeal lies to the
Cooperative Development Board. Hawever, this body is primarily made up of Government
officials from Ministry of Agriculture and Cooperatives and other government bodies. This can
effectively be an avenue for interference in internal decision-making by cooperatives and for
indirect implementation of government policy. An independent body would preciude such
decisions being made and promote accountability and transparency in the hearing of appeals.
it would also promote the development of law relating to review of administrative decisions
affecting cooperatives.

Restrictive Provisions under the Cooperatives Act

The provisions, which are identified as restrictive under the Cooperatves Act. are
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Registrar or Deputy Registrar must file a complaint or lawsuit on behalf of a cooperative on
failure of the Cooperative to take action against a member of the board of directors, manager
or personnel of the cooperative that causes damage to the cooperative.

Power vested in the Registrar to order an inspector or competent officer to assist wholly or
partially in the operations of the cooperative:

Where there a cooperative has been registered for less than three years; or

Where a cooperative has made losses in its operations for more than two consecutive years.
Section 23

Assistance, which may be given to a cooperative by an inspector or competent officer, must be
in accordance with the regulations prescribed by the Registrar with the approval of the National
Cooperative Development Board. Section 23 ’

Registrar may dismiss the board and appoint an interim board who may hold office for a period
of one hundred and eighty days from the date of appointment. Section 24

The type of cooperatives, which may be formed under the Act, is prescribed by ministerial
regulation. Section 34

The admission of associate members is restricted to those cooperatives that are prescribed by
the Registrar. Section 41

Rulings on the interpretation of by-laws limited to rulings by Registrar without appeal. Section
45.

Registrar approval required before loans or guarantees may be given or raised by
cooperatives. Section 47

Cooperatives required to keep liquid assets in accordance with the criteria and methods
prescribed in ministerial regulations. Section 48

Restrictions on the minimum number of delegates (and the quorums for delegates) which may
be prescribe in the by-laws of cooperatives with more than 500 members. Section 56

Restrictions on the deposit and investment of monies. Section 62

Restrictions on the appointment of auditors. Section 69

Registrar has power to dissolve cooperative. Section.71

Limitation on the right to appeal against Registrar's order to dissolve a cooperative. sectior
Registrar must approve of the election of a liquidator. Section 75

Approval of the Registrar is required for an amalgamation of cooperatives. Section 97
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Approval of the Registrar required for a division and there is no appeal from the Registrar's
decision. Section 97

Undertaking carried on be cooperative federations to be in accordance with criteria and
conditions prescribed by the National Cooperative Development Board. Section 101

Restriction on the location of the head office of Cooperative League. Section 109

National Cooperative Development Board may entrust additional acts on the Cooperative
League.

Conclusions and Recommendations: Beijing Declaration
On Autonomy and Independence:

The Constitution of Thailand guarantees the right of individuals to unite and form an
association, a union. League, cooperative farmer group or private organisation. In addition, the
Cooperatives Act defines a cooperative as “a group of people who jointly conduct affairs for
socio economic interests on the basis of self help and mutual assistance.” On the Registration
of a Cooperative the Registrar must be satisfied that a cooperative has this objective specified
in its by-laws along with the requirement for the provision of self help and mutual assistance to
be given in accordance with the cooperative principles.

The Act does provide for a review of certain decisions of the Registrar to the Board of National
Cooperative Development, in particular a decision not to register a cooperative (Section 38).
However, the Board is comprised of the Minister for Agriculture and Cooperatives as well as a
number of bureaucrats from the Ministry. As the Registrar is a Ministry officer, it is unlikely that
the Board could exercise quasi-judicial functions in way, which was impartial.

On Legal Existence:

On registration of a cooperative, the Cooperatives Act provides for the entity to be a juristic
person. However, itis not clear whether there is protection under the Act for third parties who
deal with cooperatives that act contrary to their by laws or to the provisions of the Act and
regulations.

The Act provides for prescription by Ministerial Regulation of the type of cooperatives, which
can be formed and registered under the Act. This has the potential to limit the development of
new cooperative models and structures, which do not fit with in the standard class of
cooperatives.

On Recognition

There is recognition under the Cooperatives Act as to the special characteristic of cooperatives
and as to the operation of the Cooperative principles. The Act also gives a Cooperative
separate legal status from its members and permits it to hoid property ana aispose ot proper -
However it does not permit a cooperative 1o give a guarantee o raise a loan without first
obtaining approval of the Registrar as to the amountto of the guarantee or loan. Whilst there
are strong policy reasons for doing this in relation to newly formed cooperatives and
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cooperatives with little management commercial expertise, it does not facilitate the
development of business acumen among directors and management.

Level Playing Field

There is a genuine recognition of the importance that cooperatives play at the grass roots
levels. However, there has been a tendency for Government to encourage small privately
owned SME's to provide services and engage in small manufacturing activities. There is some
positive policy statements from the Govemment as to the provision of financial assistance to
the cooperative sector, particularly at the village level. There has also been an
acknowledgment from the Government to build up infrastructure to assist in the long-term
development of cooperatives.

On Self-Regulation

The Cooperative Act is a highly regulative statute, which is designed to assist the small and
unsophisticated cooperatives. It does not encourage a staged development process for
cooperatives focusing upon management skills and self-regulation. There is a need for the
legistation to provide incentives to cooperatives to work towards self-regulation and the
determination investment and capitalisation programs.

The Act does recognise the right for members of a Cooperative to determine the qualifications
for membership and the rights and duties flowing from membership in a cooperative. In
addition, the Act permits the by-laws to prescribe the circumstances under which a cooperative
can be dissolved as well as leaving the decision in the hands of the membership.

Where five or more cooperatives wish to form a federation the members of each cooperative
must authorise their respective cooperative to participate in the formation. Similarly, where a
cooperative wishes to amalgamate or divide its assets, the members of the cooperative must
resolve to authorise the amalgamation or division.

Capitalisation

The Cooperatives Act requires all cooperatives to issue shares and limits the extent of a
member’s liability to the amount unpaid on the shares. Cooperatives are permitted to raise
loans or borrow and to mortgage, pledge, sell or dispose of property. However, there is an
obligation upon the Cooperative to obtain the approval of the Registrar before any guarantee
or loan is given or raised by the Cooperative. In addition, a cooperative is required to keep an
amount in liquid assets as prescribed in Ministerial Regulations. Approvals of the members
must be by a two-thirds majority of votes cast.

Cooperative Policy

The Thai Government has announced that it will support and strengthen cooperatives and
agricultural development. It has indicated that it will adopt policies designed to develop the
processing of agricultural produce with a One village One Product” Proiect. This will have
important implications for small primary cooperatives.

Networking
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The Cooperative League of Thailand has been proactive in networking with government
agencies and international bodies in the furthering the cause of cooperatives in Thailand. It is
also a member of the Cooperative Development Board, which has duties under the Act of
prescribing policies and plans for cooperative development currently with national economic
and social development plans. It also has the statutory duty of prescribing guidelines for the
co-ordination of government agencies for the promotion of cooperatives.

Official Development Assistance

The Cooperatives Act provides for the establishment of the Cooperative Development Fund,
which provides loans to cooperatives. In addition, during 2000 the Government allocated
funds to encourage urban development through credit cooperatives and other savings groups
as well as encouraging the lending to cooperatives through specialised institutions such as the
Bank of Agriculture and Agricultural Cooperatives. (During the fiscal years of 1998-2000, the
Ministry of Finance re-capitalised the BAAC to strengthen its financial base to expand its
services to the agricultural sector and rural areas). This Government has announced a lending
and guarantee program for 2001 for SME’s (including cooperatives) valued at 52, 100 million
Baht consisting of foan support of 50,500 million Baht and guarantee support of 1,600 million
Baht. The amount of 2,000 million Baht was allocated to the BAAC to extend its credit services
to a greater number of farmers at lower interest rates.
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Country Findings: Vietnam

Social Profile

Vietnam is located in the southeastern Asia, bordering the Gulf of Thailand, Gulf of Tonkin, and
South China Sea, alongside China, Laos, and Cambodia. The total area is 329,560 sq km, with
a coastline of 3,444 km and a land boundary of 4,639 km.

The population by mid-2000 was estimated 78.8 million, with 62% of the people in the 15-64
years age group. Population growth rate is estimated to be 1.49%. The fife expectancy at birth
for the total population is 69.27 years; 66.84 years for males and 71.87 years for females. The
infant mortality rate was 31.13 deaths/1,000 live births in 2000. 85%-90% of the population is
Vietnamese and other ethnic groups include Chinese and other East Asians. The main
religions are Buddhism, Taoism and Roman Catholic. The official language is Vietnamese
although many Viethamese also speak Chinese, English and French. The literacy rate is
93.7% for the total population; 96.5% for males and 91.2% for females. Vietnam has a HDI
value of 0.664 (medium level human development) and a world ranking of 110.

The chief of state is a President. The head of govemment is a Prime Minister and the
legislative branch is the Nationat Assembly, whose members are elected by popular vote to
serve five-year terms. The National Assembly elects the President from among its members for
a five-year term and the Prime Minister is appointed by the president from among the members
of the National Assembly. The legal system: based on communist legal theory and French civil
law system with the Judicial branch being the Supreme People's Court, whose chief justice is
elected for a five-year term by the National Assembly on the recommendation of the President.

Economy

In 1975, the North Viethamese communist regime took control the south and adopted Soviet
style economic policies. After a 10-year period of closed activity, free market principles were
gradually adopted as part of the policy of renovation (doi moi) of the economic system of the
reunited country.

" The economy progressed substantially from 1986 to 1996 with growth averaging around 9%

per year from 1993 to 1997. The 1997 Asian financial crisis affected the Vietnamese economy
and the GDP growth of 8.5% in 1997 fell to 4% in 1998. The economy has recovered slightly
and the growth rate is estimated at 4.8% in 1999. The GDP is estimated at $143.1 billion in
1999, the GDP per capita being $1,850. GDP is reported to have increased in the first half of
2000 due to Goverment's demand stimulation, rising consumption and strong export
performance. The GDP is expected to grow at 6.2% in 2000. The contribution to the GDP by
the services sector was 41% with agriculture and industry sectors contributing 26% and 33%
respectively. Population below the poverty line is estimated at 37%.

Foreign direct investment fell from $8.3 billion in 1996 to about $1.6 hitfion in 1999, resulting in
the Govemment implementing new policies and initiatives aimed at attracting foreign
investment.

Vietnam's agricultural products are paddy rice, corn, potatoes. rubper, soybeans, cofiee, tea,
bananas; poultry, pigs and-fish-Experisin-1893-amounted to: $11.5 billion. export commodities
being crude oil, marine products,rice;coffee, rubber, tea, garments and shoes. The major
export partners were Japan, Germany and Singapore. Imports were valued at $11 .6 billion in
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1999, the commodities being machinery and equipment, petroleum products, fertiliser, steel
products, raw cotton, grain, cement, motorcycles. Major import partners were Singapore, South
Korea and Japan. Vietnam registered a trade deficit of about $500 million in 1999-2000.
Exports in 2000 are projected at $ 13.5 billion with a trade balance deficit of nearly $ 1 billion.

Inflation rate (based on consumer prices index) has been 4.3 percent in 1998, but the year-on-
year increase in consumer price index (CPI) in December 1999 was only 0.1 percent. In
August 2000, year-on-year inflation has been negative. Since 1999, the State Bank of Vietnam
(SBV) has been relaxing monetary policy and expanding domestic credit. In the first half of
2000, credit is estimated to have grown at an annual rate of 30 percent. In July 2000 adopted a
flexible interest-rate policy, setting a base rate and allowing commercial banks to vary their

rates.

The Govemment has adopted an expansionary fiscal stance in 1999 and 2000 Budget revenue
is estimated at 18.4% of GDP and expenditure 20.4% of GDP, which includes capital
expenditures of 6.5% of GDP. Capital wcrks were envisaged to improve rural infrastructure.

The labour force in Vietnam is estimated in 1999, at 38.2 million, a majority (67%) being
employed in the agricultural sector. The unemployment rate is currently around 7% with an
underemployment rate of 30%. ltis estimated that the workforce in Vietnam will grow by 11
million people during the next 10 years.

The average per capita income in Vietnam stands at VDN 295,000. However when this is
broken down into urban and rural incomes that average city wage was VDN 832,500 compared
with VDN 225,000 for rural wages.

The major industries in Vietnam are food processing, garments, shoes, machine building,
mining, cement, chemical fertiliser, glass, tires, oil, coal, steel, paper and industrial production
grew at a rate of 10.3% in1999.

External Debt of Vietnam was 11.1% of the GDP in 1999 and expected to rise to 13.5% of
GDP. Vietnam has reserves of $ 3.5 billion.

Cooperative Movement in Vietnam

Historically, co-operation in Vietnam has been viewed as an instrument of the State for the
implementation of centrally designed policy. Cooperatives were used (in the agricultural
context) to collectively mobilise resources to meet production guotas and to provide services
for benefit of the State.

Membership of the cooperative was almost compulsory determined by place of birth, with litle
or no say in the future direction of the organisation or in the extent or nature of the services
provided to members. Rules for the organisation and management of cooperatives were
determined by the party organs and were strictly adhered to. This included the convocation of
meetings, the election of management committees and office peers, the operation of internal
work organisations and the determination and distribution of surplus.

The process of collectivisation of agricultural produce hao commencea In tne North in the lake
1950's as the state gradually-implemented-centrai policies adopted from the Soviet Uniom.
At the heart of this process wasthe:commune or cooperative, which controlled the land and
mobitised docal villages:and-resources to meet the production policies from Hanoi. However.

*‘-i
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by the early 60's it became obvious to the bureaucrats that modifications to the collective
system were needed to encourage farmers to be more efficient. As a result, farmers were
given small plots to cultivate for their own economic purposes. These plots were usually no
more than 5% of the total land under the control of the Cooperative, but were often farmed
more efficiently than the communal land.

By the middle 60's there were some 41,000 agricultural production cooperatives representing
2.4 million households and 84 % of the rural population. As a result of a number of
govemment encouraged amalgamations this number was reduced in 1967-68 20 million
members comprising, on average, 300-500 households with an area of 200-300 hectares.
With the down turn of the economy in the early 1980's and the collapse of the collective system
the number of cooperative members decreased to 15 million.

On the unification of Vietnam in 1975, the State implemented policies designed to place
agricultural production in the South under centralised control. From 1976 land was confiscated
in the south and brought under the control and management of newly formed state run
cooperatives. However, the operations of these cooperatives proved largely unsuccessful, or
were largely resisted by farmers, particularly those farmers in the Mekong Delta.

Farmers who were brought under the cooperative system quickly lost incentive to farm on a
communal basis preferring to cuttivate their small family plots on a self-help basis with other
farmers. Therefore, many of the cooperatives existed in name only and provided no economic
benefit to the state.

From 1975 to the early1980's the focus of cooperative activities was on implementing
government polices aimed at the rebuilding and unification of post war Vietnam on a collective
basis. The operation a cooperative as an independent organisation and providing mutual self
help and economic benefits for its membership, was inconsistent with the economic realities of
a centrally planed system. This was because the Marxist — Leninist polices adopted by
Vietnam placed the development of the State above the needs of the individual on the basis
that the needs of the individual would be met by the collective action of the State. However, as
production fell and food shortages grew the Peoples Congress turned to the adoption of
market reforms aimed at renovating the old centralised system under a socialist led
govemment.

By the mid 1980's Vietnam introduced a number of economic changes aimed at transforming
the economy from a planned or centralised system to a multi sector market economy under
State control. The implementation of market reforms since 1985 has been an on-going
process, which has provided momentum for the decollectivisation of agriculture. This in turn
has contributed to farm households having a greater role in the decisions affecting agricultural
production. Amidst these changes, the role of cooperatives has been transformed from that of
regulating production activities to that of providing of economic services fo enhance the
production and income of members.

In 2000, the productive value of new cooperatives amounted to 8.2% of Vietnam's GDP
providing important services to some 50,000 members.

Role of the Vietnam Cooperative Alliance

The Vietnam Cooperative Alliance (VCA) was formed in 1991 as the unofficial organisation of
the Vietnamese Cooperative Movement. At the National Congress in October 1993, the
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Govermnment agreed to contribute money and provide paid officials to the VCA to continue its
activities of mobilising and developing the cooperative movement.

The role of the VCA s essentially one of facilitating the development of cooperatives in
Vietnam through the provision of specialist services. It is established under Article 48 of the
Law. The VCA has no administrative duties under the Law, nor is it responsible for the
registration of cooperatives. The Peoples Committee undertakes registration of cooperatives at
the Local Level. (Article 17).

Some of the important areas of involvement listed by the VCA are:
Pro-active policies designed at increasing the number of new cooperatives

Support and guidance to cooperatives in the development of new business opportunities and
the enlargement or business activities. :

To provide advice and direction to cooperatives on export activities as well as facilitating
international trade opportunities.

To establish cooperative unions to support regional and provincial primary cooperatives.
Public Policy
The Legal System of Vietnam and its effects on Co-operation

The law of Vietnam is essentially a civil law system in that statute law and a hierarchical
system of implementing subordinate legislation determine the law. In essence, law and policy
are seen as “essential sources of social regulation” designed to mobilise resources, implement
intended outcomes and provide strategic direction at the provincial and village levels.

Under this system, a law made by the National Assembly can only be implemented if
Government and other authorised administrative and regulatory bodies make further
implementing regulations. This can lead to uncertainty where State and provincial agencies
without prior consultation or co-ordination issue contradictory regulations. The consistent
interpretation and implementation of laws by different functional organs of the state is vital to
future competitive efficiency of Vietnam. The Prime Minister Phan Van Khai has acknowledged
that the administrative apparatus of the State has not been successful in the implementation of
law and policy and has indicated that the implementation of administrative reforms will
accelerate.

With the collapse of the centralised system in the mid 1980's, and the redirection of land rights
to farmhouse holds the old communal, cooperatives ceased to have importance in the
mobilisation of agricultural resources. Many of these entities existed in name only as they had
no statutory status under the new reforms. However, as these cooperatives held state and
community assets it was necessary for a mechanism to be developed which could identifv anc
redistribute these assets to the local village committees or peoples committees. The compiete
dismantling of the old model cooperatives was one option inr consigeration ov e

Government.
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In implementing changes leading to a market economy, the Government recognised that the
transformation of the former cooperatives into independent organisations based on mutual self
help could play an important role in revitalising and developing the farm sector and urban
economy.

The years of centralised cooperative development by the state had brought the concept of co-
operation into disrepute. However, the Government was aware of the extent to which farmers
had relied on self-help in the cultivation of their small family plots. To harness the benefits of
mutual self help using the membership of existing cooperatives, it was necessary for the
Government to provide a legal framework that would transform those entities into independent
democratic organisations. Moreover, legislation that would remove the shackles of government
control and promote an independent cooperative sector operating under the cooperative
principles.

The development of a strong vibrant agricultural sector is an important goal of the government
as 75% of the population resides in the rural areas of the country. Out of the 38.2 million
workforce approximately 26 million people are employed in the agricultural sector. The
establishment of agricultural Cooperatives is seen as an important strategy for providing
employment in the agricultural sector. Cooperatives are also important in the mobilisation of
resources and the provision of inputs and services for farm production and diversification.
There is strong encouragement by the Ministry of Agriculture to encourage farmers to cultivate
altemate cash crops and experiment with new farming techniques

The Government has indicated that it will support enterprises in removing the obstacles to
boost production and business activities with greater efforts to expand outlets for agro-
products. The VCA will play an important role in assisting in the reduction of the obstacles
facing agricultural cooperatives in the transformation process through a review of Law on
Cooperatives which is expected to be conducted during the latter half of 2001.

Despite the intended policies of the Government to promote private enterprise, state-owned
firms are still receiving substantial subsidisation. It is estimated that 75-80% of the 5,400 state-
owned firms are operating in the red causing a burden to the Government's budget and
absorbing approximately half of all bank credit. The reluctance of the Govemment to convert
these firms to either private firms or cooperatives effectively restricts the potential for
cooperatives to enter into areas traditionally covered by state-owned enterprises.

Cooperative Legislation

Before 1 January 1997, Vietnam had no nationai law on Cooperatives. The regulation of
cooperatives was effected through a number of Resolutions and Decrees and Decisions made
at the government and Ministerial level. There was no legislative imprimatur from the national
assembly authorising transformation of the old cooperatives or recognising the right of
cooperatives to be independent democratic organisations.

The promulgation of the Law on Cooperatives was an important step in Government
recognising the independence of cooperatives and the basic tenants of co-operation. The Law
was also instrumental in implementing the transformation process of the old collective stvie
cooperatives to the new service orientated entities embracing cooperative principtes. However
the implementation of the Law was subject to a number of important Decrees and regulations
aimed at facifitating cooperative development by providing incentives for the transformation
and registration of cooperatives.
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On the commencement of the Law on Cooperatives the number of agricultural cooperatives
stood at 13,120, with 10,219 or approximately 78% still operating. The majority of the
cooperatives were located in the Northern and Central Provinces.  Out of the operating
cooperatives 19% were considered to be poor in that they provided one service to their
members. A further 16% were classified as providing 3 or more services and were considered
the core group for transformation to the new style cooperatives under the Law. The majority
of cooperatives (43%) were classified as operating unstably with an expectation of
transformation if economically viable business activities could be identified.

In February 1997, the Govemment issued Degree No 16/CP “On Transformation and
Registration of Cooperatives and Organisations and Operation of Unions of Cooperatives.” The
decree created an obligation on the old cooperatives to establishment of a preparatory
transformation board charged with the responsibility of convening meetings of their members
to settle issues that were inappropriate to the Law on Cooperatives.

The preparatory transformation boards charged with the responsibility of explaining to
members the objectives, significance and transformation requirements under the Law. The
preparatory boards are also responsible for taking inventories, evaluating assets, determine
and classify debts and borrowings and prepare lists of creditors and debtors and propose
solutions to members for the settlement of assets and debts. The Ministry of Finance has the
responsibility for guiding the implementation of this requirement. The Peoples Committees in
the provinces and cities are important stakeholders in the commencement of the transition
process. The Peoples Committees have an obligation to establish directing committees to
formulate plans for the implementation of the transformation process and for facilitating
registrations of cooperatives and unions within their locality.

Under Decree No.16, the decision to transfer to the Law lies with the members of the
cooperative. Members are required to pass a resolution approving of the transformation or
dissolution of the cooperative before any action can be taken to register or liquidate the entity.
However, where the members elect not to maintain an agricultural cooperative all non-
distributable assets are to be transferred and managed by the local People's Committee for
community use. In the case of a non-agricultural cooperative, the assets previously funded by
the State are to be managed by the local administration to serve local economic development.
The distributable assets are distributed to members after the satisfaction of debts, in a manner
determined by the members, or in the case of non-agricultural cooperatives, based on each
member’s contributions.

The average estimated value of assets for the old style cooperatives was around VND 470.6
million. The average value of assets transferred to communes was an estimated VDN 75.7
million, whilst the sale of assets to repay debts or to distribute funds to members averaged
around VDN 7.5 million (or less than 2%). In the determination of asset values, capital, debt
and funds a cooperative a great deal of liberty has been given to the preparatory transition
boards because of the lack of documentation and the difficulty in determining membership.

Perhaps of greater importance to the membership is the requirement under Decree No 16 for
member participation in the determination of cooperative assets, capital funds, and the plans
for production, business and services. The members are also required to determine the charter
of the new cooperative and to elect the board of management, committee of inspection anc
chairperson.

As part of the transformation process all cooperatives registering under the Law must obtain a
Certificate of Business fromrthe Peoples Committee in the city or province in which the
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cooperative will be operating. The application must be lodged with the Planing and Investment
Department in the province in which the head office is located. There is a statutory period of
15 days in which the Planning and Investment Department must forward the application to the
relevant Peoples Committee. Where this involves trades associated with the manufacture of
explosives, poisons chemicals exploration of gold or gem stones, production of equipment for
telecommunication and media operations, import/export of goods international tourism, ocean
and air transport, then the approval of the Prime Minister is required as well as a Certificate of
Business from the relevant Peoples Committee. In addition, the cooperative must meet
minimum level of capital prescribed for each trade under the Declaration. For example, a
cooperative that wanted to conduct an export or import business would require a minimum
capital of 1 billion VND. Whereas a cooperative involved in the manufacture of poisons or
chemicals would require 60 million VND.

An application for a Certificate of Business relating to the above trades requires:

Application for business registration together with the meeting minutes approved by the
meeting of the cooperative's members

The Cooperative's Charter passed by the meeting of the Cooperative's members

List of members of the board of management (council of management) chief inspector and
members of the board of inspection, and a list of the cooperatives members with their capital
contribution

Plans of production, business and service
Professional license for trade

Certificates issued by village People’s Committee for the title to or the rights to use the Cooperative
Office

Where-a cooperative intends to establish subordinating units in the form of a branch, sub-office
or farm, in the province of the where the head office is placed, the cooperative must obtain the
approval of the Peoples Committee in the village in which the office subordinating unit is to be
placed. Moreover, if the subordinated unit is to be placed in the another province then than the
approval of the Peoples Committee at the provincial or city level is required as well as
registration with the Peoples Committee in the district of operation. An application for a
certificate of business of a subordinating unit includes the following documents:

Application for placement of office
A copy of the Cooperative's certificate of business at the provincial or city level
A copy of the charter of the Cooperative

Functions and duties of the subordinating unit and full name of the head o1 L~

This complicated approval andfegisiration-process has been a major burden on the
transformation and establishmenhofnew cooperatives. However, the Hanoi Service of

-115-



22 May 2001

5.14.

5.15.

517.

518.

Planning and Investment is speeding up preparations for the establishment of the capital city's
business information network, to be completed during 2001. The network would include a data
system providing updated information regulated by the Business Registration Bureau in
coordination with other State agencies via wide area network and connected with computer
systems of district-level business registration bureaus. One of the expected outcomes of the
new system is to facilitate business registration activities by cooperatives and household
business.

in addition, to the “Decree on Transformation the Government” has made Decree no: 15/CP on
the “Incentive Policy for Cooperative Development”. This Decree is applicable to those
cooperatives, which have Certificates of Business under the Law on cooperatives. The decree
grants certain exemptions and reductions in the payment land rental and taxes for
cooperatives involved in specified business activities. For example, cooperatives engaged in
agricutture, forestry, aquaculture and salt producing are exempt from the payment of land use
if assigned with land by the Government. Whereas newly registered cooperatives recognised
as eligible to land rent are entitled to a 50% reduction in land rental for the first two years. in
the case of revenue or profit taxes, newly registered cooperatives are entitied to exemption or
reduction from payment.

Despite these incentives, the Ministry of Agriculture and the Vietnam Cooperative Alliance
generally accept that the formation of limited liability companies is a less complicated and
involved than the registration of cooperatives under the Law of Cooperatives. This is because
of the Law on Enterprises was enacted in 1999 in the context of recent economic reforms
designed to improve foreign investment and local business activities.

The VCA does provide a conduit for cooperatives to have input into the making of laws and the
determination of policies affecting cooperative development through the VCA's close
collaboration with the Ministries of Trade and Agriculture. The VCA was an active participantin
the construction of Decree NO. 15/ND-CP, relating to polices encouraging cooperative
development in the aspects of land use, taxes, credits, training, investment projects efc. It also
participated in setting up of Decree No. 16/CP, on the transformation and registration of
cooperatives and Unions of Cooperatives under the new Law. In addition, the VCA has played
an important role in the development of model by-laws under the Laws and is actively involved
in the transformation process of a number of old mode! cooperatives. This is achieved through
the provision of assistance in the establishment of the “preparatory transformation boards™ and
the giving of advice on the transformation of cooperatives. The VCA also provides technica
assistance in the drafting of documents and with the procedures for lodgment and registration
of documents for transformation.

The VCA has an important role in the development of international trade for cooperatives. It
has a number of subsidiaries that operate in the domestic and export markets. One of the
main functions of the VCA is to provide facilities that are conducive to the export of cooperatwe
products, in particular the export of arts and crafts, which is a major source of hard currency.
In the first two months of 2001, Vietnam earned US$ 41 million from handicraft exports sold &
50 countries and territories worldwide. It is expected that export eamings for 2001 will top the
US$ 350 million mark.

Under a plan submitted by the Ministry of Trade to the Government for approval an expc~
target of between 900 million and USD 1 billion has been set for the vear 2005. 1 -
anticipated that the VCA will be play an impoitant roie in devetoping cooperatives Invoivea in
this arts and crafts by working-closely with the Ministry of Trade to improve the quality and
diversity of the products provided by cooperatives.
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The VCA will have an important function to play in future modernisation of the Law on
Cooperatives to bring it into line with the current business law for the establishment of
companies. The registration provisions of the current Law are seen by some as being too
cumbersome and overly complicated. Moreover, the transition requirements under Decree:
16/CP appear to add to the complication by prescribing a number of preliminary steps, such as
the identification and valuation of assets, before registration documents can be lodged and
registration obtained.

The VCA is currently reviewing the legislation for submission to the National Assembly in 2002
of amendments to the Law designed to simply registration procedures and to provide
maximum commercial flexibility to make cooperatives more attractive general community.

Current Cooperative Legislation

The major objective of the Law on Cooperatives was to reform the old model cooperatives
away from central government domination to independent organisations based on open and
voluntary principles serving the economic interests of members. Members of the old mode
cooperatives were given a choice as to the transformation of the cooperative or dissolution and
distribution of assets. There was no compulsion to join or participate in the new cooperatives,
but where members decided to transform a cooperative, the focus of the activity shifts to
provision of services and economic benefits for members. Members who wish to leave the
cooperative must apply to withdraw from membership and to be repaid share capital.

After 4 years of operation, there are currently 10, 000 cooperatives registered under the Law
on Cooperatives. The process of transformation has been slow due to the requirements under
the Law to clarify property rights of members of the former cooperative and to determine the
assets of the State to be transferred to the relevant local administration or peoples committee.

Major efforts have been made by the Ministries of Trade and Agriculture in conjunction with te
VCA to mobilise and involve people in becoming members of new cooperatives mainly in the
credit, agriculture, transportation, fishery and handicraft areas. After 4 years of implementation
of the Law, the view held by the VCA is that the cooperative movement is generally in a good
situation. In support of this, the VCA cites the following factors:

End of the trend away from co-operation;

Establishment of new cooperatives organised along cooperative principles;
Intensification of business activities through the new cooperative structures and
Two fold increase in capital subscriptions.

However, the transformation of the old model cooperatives remains a slow process under the
Law. This is because of the requirements under Decree No: 16/CP for the classification and
evaluation of assets of the old model cooperatives. As these cooperatives had control overa
number community assets it is necessary for these assets to be identified and separated from
assets which will be used by for direct service to production. business and service of the
cooperative. Moreover, the identification of assets is an important factor in determining the

capital contribution of members in a new cooperative.
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In the case of non agricultural cooperatives the previous share capital is considered the
members contribution in the new cooperative The cooperatives accumulated capital is divided
in o portions, one belonging to collective and the other supplementatl to the member's previous

capital contributions.
Future Developments for Cooperatives

The future development of cooperatives remains an important issue in the economic
development of Vietnam. The transition of the old mode! cooperatives has been a major
concem cf the VCA and Government in the development of a modern independent cooperative
sector. There is a genuine concern amongst Government officials that the Law on
Cooperatives requires modification to streamline the registration and administration processes
and to enable cooperatives to be a viable alternative to the company structure.

There are positive indications that the Government will move to make changes to enhance the
growth of cooperatives and to promote them as democratic independent organisation providing
economic benefits to members and the wider community.

Restrictive Provisions in the Law on Cooperatives are identified as follows:

Restrictions on the establishment of a branch or representative office outside the district or
province where head office is located. Article 21(1).

Requirement for Cooperatives to comply with Government provisions relating to the
establishment of a branch or representative office outside of Vietnam. Article 21(3)

Restrictions on the qualification and admission of households to membership, and the
member’s status in the household. Article 22(3).

Restrictions on the transfer of assets, such as land and public infra structure, on dissolution of
a cooperative. Article 41.

Requirement for merged or divided cooperatives to obtain a business registration certificate
from the local Peoples Committee.

The Peoples Committee, which issues the business registration certificate of a Cooperative,
has the power to decide on compuisory dissolution. Article 46(2).

The establishment, organisation and operation of Unions of Cooperatives are prescribed by
Government regulation. Article 48(4)

Central Alliance of cooperatives to be recognised by a decision of the Prime Minister, and
Provincial Alliances of Cooperatives to recognised by a decision of the Chairmar of the
Provincial Peoples Committee. Article 49(3).

Conclusions and Recommendations: Beijing Declaration

On Autonomy and Independence:
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Article 20 of the 1992 constitution recognises the rights of the collective sector to organise in
various forms following the principle of free consent, democracy and mutual benefit. The same
article also places a positive obligation upon the State to create favourable conditions for
consolidating and broadening cooperatives and allowing them to operate efficiently.

Under the law on cooperatives, article 5 requires the State to protect legaf rights and interests
of cooperatives. It also obligates the State to provide equality to cooperatives in the
manufacturing business and service activities as well as encouraging the development of
cooperatives. The State is also required to respect the right of self-control and self-
responsibility in the pursuance of manufacturing business and service activity. The article
places an obligation on the State not to intervene with legitimate management of cooperatives.

Article 7 prescribes principles as the operation of cooperatives registered under the law. For
example, voluntary joining and withdrawal from registered cooperatives is recognised as well
as democratic and equal management. In addition to these principles, the article prescribes the
principle of self-responsibility and mutual benefit in relation to camying on of activities and
distribution of income. The article also acknowledges the principle of community co-operation
and community development.

On Legal Existence:

Under the law, a registered cooperative enjoys status of a legal person but it is unclear as to
the protection given to third parties when dealing with cooperatives who have acted contrary to
the law or provisions of their by-laws.

The Law gives a registered cooperative power to export, import, form joint ventures and
integrate with organisations and individuals both inside and outside Vietnam. A cooperative
also has power to borrow money from banks, to raise funds from other sources and to lend
money to cooperative members in accordance with the Law.

Under the law, there is no central government agency responsible for registration of
cooperatives (issue of business certificates). This is done through the People’s Committees at
the district level. Moreover, the establishment of branches requires registration at the People's
Committees in the area where the branch office is to be located.

There are a number of legal requirements for the transformation of old mode! cooperatives
under the Law. These are complicated as they involve the establishment of a transitional
committee, determination of proposed cooperative assets, the capital and contributions of
members and the support of the local People’s Committee. This has been a major barrier to
the transformation process.

On Recognition

Article 1 of the Law in defining a cooperative acknowledges the role of cooperatives in
improving living standards and in contributing to the socio-economic development of the

country.

There is also recognition in Article 7 that cooperative members nave the nght of participating,
managing, controlling-and-monioring.of cooperative-activities through equal voting rights,

which conhibut&s%mﬂmshce and democracy. This is borne out by the duty imposed
ativest prticied to protect the environment, human ecology and heritage.
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There is also a duty imposed on cooperatives to provide social security to members and to
train, educate and upgrade qualifications, thereby improving the quality of life for members.

Leve! Playing Field

Since the enactment of the Law on Cooperatives in 1996, the Law on Enterprises has been
promulgated for the registration and regulation of limited liability companies. It is generally
conceded that the Law on Cooperatives is over-prescriptive and complicated, in comparison to
the equivalent law on enterprises.

In February 1997, the Government issued Decree no 15 relating to incentive policy for
cooperative development. Under this decree, a number of exemptions were given in relation to
fand rent, revenue and profit taxes, transfer fees on shares. In addition, the decree provided for
cooperative managers, executives and inspectors to be eligible for concessionary training and
education as well as financial assistance for training of managers. Incentives were also given
for cooperatives, which engage in exports. Despite these incentives, there is evidence of
discrimination in favour of state-owned organisations through subsidisation.

On Self-Regulation

Article 9 imposes duties upon cooperatives to ensure that rights of members are protected and
to provide economic benefits to members. Before a merger or division can occur, the
cooperative must be authorised by a three quarter's majority of members, who vote on the

proposal.

As part of the formation process, cooperative members must approve of the by-laws and elect
the cooperative president, manager and other members of the management committee. In
addition, they are required to elect an Audit and Control Committee whose function is to
supervise and control the affairs of the cooperative.

People’s Committees have been given the powers of registration and de-registration of
cooperatives.

Article 46 permits a cooperative to voluntarily dissolve according to a resolution at a general
meeting of members. Provision is also made for the People’s Committee which registered the
cooperative to dissolve the society if the cooperative had not conducted business activities or
had ceased activity or does not have the minimum number of members required by law or has
not convened an ordinary general meeting.

Capitalisation

There is a requirement under the law for members to contribute capital before becoming
members of a cooperative in accordance wit the by-laws of the cooperative. No member may
hold over 30% of the total share capital. In addition, where a cooperative proposes to engage
in a business, for which the Government has prescribed a minimum shareholding. the
cooperative must have that amount of share capital in order to obtain a business reqisirz- -

certificate.

A general meeting of members must approve of any variation to the members’ contribution.
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Cooperatives may borrow from banks, subject to the provisions of law. Borrowing of money
from other organisation is subject to the terms agreed upon by the parties subject to terms
complying with the laws.

Cooperative Policy

The Vietnamese Government has provided substantial resources in the transformation of
Cooperatives as well as giving directives to local and provincial bodies to be involved in and
facilitate the transformation process. The Government is currently looking at changes to the
Cooperatives Law to modernise the legislation and to streamiine some the processes leading
to registration

Networking

The VCA provides an important avenue for networking with Government departments and
agencies. It has worked closely with the Ministries of Agriculture and Finance in the transition
process of the old style cooperatives and in the development of model by-laws.

Official Development Assistance

The Vietnamese Government provides funding to the VCA and supports the cooperative sector
through the Ministry of Agriculture and Ministry of Finance. The Ministry of Finance has
provided assistance in the determination and valuation of assets in the transition of the old
style cooperatives. The making of Decree No 15 CP on “Incentive Policy for Cooperative
Development” was an important step in providing indirect assistance to cooperative
development through the granting of exemptions and reductions in taxes and land rental
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Issues for deliberations, further study and research

This study has revealed, often as most studies do, that with more time and resources it would
have been meaningful and relevant to examine many more issues that have a bearing on the
terms of reference of the‘study. These issues are listed below.

Whether it is possible to evolve a model for measuring how different provisions of the ICIS are
actually incorporated in the cooperative legislation of the region and then determine for each
cooperative legislation an index that may be called the ‘Proximity to the ICIS index'?

Whether it is feasible to develop a grid model to plot the position of cooperative legislation and
policy of different countries where the interfaces could be: Quadrant | - Market orientation
versus cooperative values, Quadrant {| ~ Cooperative Values versus State control, Quadrant
It — State Contro! versus Investor Oriented Firm principles and Quadrant IV - Investor
Oriented Firm versus Market orientation? :

Whether it is feasible to prepare a comparative digest on how various laws - other than
cooperative legislation — such as direct and indirect tax laws, labour laws, competition law and
industrial laws impact the functioning and operations of cooperatives in the region?

How does cooperative policy-and legislation compare with policy and legislation for other
forms of enterprise, especially those forms of enterprise with which cooperatives have to
directly compete in the market place?

Whether it is necessary to have specificity in cooperative legislation i.e. whether there should
be a single cooperative law with supporting cooperative legislation for each sector? And/or,
whether the rigour and application of law should be different at different levels of the
cooperative structure such as primaries, secondaries and tertiaries?

To what extent should the different components of cooperative legislation regulate processes
of, ends, or, both?

How do important pronouncement(s) by the judiciary on redressal(s) sought by cooperatives
and/or those involved with the cooperative movement impact cooperative policy and
legistation in a given country?

The above issues for further study and research emerged consequent to the following
observations during the study.

Itis absolutely clear that the role of the government is critical in providing an enabling and
conducive environment for cooperative promotion and development. Governments also need
to be focused on how its role fits in vis a vis cooperative legislation i.e. where are people and
governments now - given that their country is in transition, beginning to change etc and
where would they like to go?

How can cooperative promotion agencies and cooperatives themselves get access 10 an~
attract ODA and what would be the role of government in the matter?

How do differences in demography and constititional provisions impact the role of the federal
government vis a vis the provincial govemments in the context of cooperative legislation and

development?
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What are the common quantifiable parameters that can indicate the quality of a particular
cooperative legislation (including the role of the Registrar), cooperative policy and the level of
cooperative development through both intra and inter comparisons. Is it possible to evolve
benchmarks on how cooperative legislation, policy and development measure against the

ICIS?

What are the parameters on which it can be said that one piece of legislation does not suit all?
When should a country prefer a general cooperative law as an umbrelfa act and get sectoral
laws for cooperatives to be interpreted in the context of the general cooperative law?

What are the concrete steps that need to be traversed to move from a prescriptive to an
enabling legislation and how are those steps to be traversed?

How can cooperatives operate and compete in the market place and yet not lose their values.
When coops go overseas they form companies. Can they not form cooperatives abroad?

How does cooperative policy and legislation get impacted by government policy and
legislation in other areas and sectors of the economy? How do the courts interpret
cooperative legislation vis a vis the Constitution and other civil and commercial laws?

Does cooperative policy always have to sit atop cooperative legislation? Cannot there be
policies that assist the implementation of cooperative legislation? Is it adequate to merely
have good cooperative legislation sans a cooperative policy?

How can the progress of a cooperative be assessed? What are the mechanisms to test the
grounds of public opinion of cooperatives at large. How can it be demonstrably proven that
cooperatives are really doing things?

What are the mechanisms by which the cooperative movement can advocate the cause of
cooperative policy and legislation? How can the cooperative movement create and sustain an
achievement agenda for Parliamentarians and political parties? What kind of mechanisms are
required for cooperative movements to come to grips with government agenda vis a vis
Parliamentary agenda?

In what circumstances do cooperatives trade off tax benefits for access to other financial
areas or other benefits?

What are the circumstances when amalgamation of cooperatives — with or without
government support - become necessary or desirable?

What are the differences between structural and operational autonomy of cooperatives? For
example, structural autonomy relates to appointment of Directors etc while government
offering a subsidy on say fertiliser sales subject to certain controls of the government on the
matter would be an issue of operatiorial autonomy. Should structural autonomy be non-
negotiable? Can operational autonomy be negotiated depending on how the cooperative
benefits through partnership with government?
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APPENDIX |

Resolutions of the Fifth Asia Pacific Cooperative Ministers’ Conference held at Beijing, China,
11-16 October 1999

RESOLUTION No. 1 : On Autonomy & Independence

It is important that:

a)  The autonomy and independence of cooperatives are legally guaranteed and recognized.
b)  Cooperatives are empoweréd and allowed to develop their own capacity.

¢)  Governments have to firm up and consistently pursue a strategy of disengagement from
cooperdtives, in cases where there is still official involvement in cooperatives.

RESOLUTION No. 2 On Legal Existence

The legal existence of cooperatives should be strengthened to ensure their meaningful contribution to
the economy and society in general. This can be done in the following ways:

) Recognition of cooperatives as defined in ICIS in law.

Y

b)  Setting ICIS as the minimum condition for legal definition and acceptance of cooperatives.

c)  Acceptance of cooperatives as being equal to and equivalent with all other forms of social and
economic organizations. ‘

d)  Nogovemment barriers to the principle of voluntary and open membership and the principle of
democratic member control.

e)  No special barriers to the area or field of cooperative enterprise.
f) Recognition of new initiatives by cooperatives as legitimate.

g)  Government registration of cooperatives.

RESOLUTION No. 3: On Recognition

Governments have to recognize that:

a)  Cooperatives, by serving the needs of members and their communities. contnoute 10 natona
development, to the reduction of poverty, to job creation. 1o rural ana community development, to
the development of social services, and to the improvement of the quality of people; they aiso
serve as real examples of democratic governance.
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Cooperatives as well contribute to equity, social justice and democracy, and to giving a "human
face" to the market.

Cooperatives do best, and they can realize these contributions, if they are autonomous and
independent.

RESOLUTION No. 4: On Fair Playing Field

Governments can take advantage of the unique contribution of cooperatives to national development
by giving attention to the following considerations:

a)

Recognition and acceptance by government, of cooperatives as legitimate and involved partners
in development, national policy and social planning.

Assistance from government for the delivery of social and community service, on the basis of full
equality with private or public enterprises.

Government assistance, when needed, should be limited to seed and start-up money. Recovery
strategies and targeted programs should be undertaken on a limited basis and should ensure
cooperative independence.

Assistance in coop HRD, including education and training for managerial, entrepreneurial and
cooperative development.

Introduction of cooperatives in the curriculum of educational systems as well as allowing
formation of Cooperatives in schools.

Encouragement of new cooperative initiatives, such as the formation of cooperatives among
SMEs, new generation cooperatives, social service coops and others.

Removal of all legal and other barriers, which limit equal participation of men and women in
membership, leadership, management and decision-making in cooperatives.

RESOLUTION No. 5 On Self-Regulation

Itis important that:

a)

b)

Cooperatives should formulate their own rules and regulations, which will guarantee
accountability and transparency within the framework of the law. Such rules and regulations
should be reviewed and updated from time to time, in consultation with ali stakeholders.

Cooperatives should define their modes of transparency and accountability including reporting.
audit and control committees efc.; but the law may set the minimum standards for transparency
and the penalties in case of noncompliance. Such modes should be understood bv al!

stakeholders.
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c)

The law should set the conditions for registration and de-registration, the formation and
dissolution by members of cooperatives, and should define modes and mechanisms for
settiement of disputes.

The law should require internal and external audit. The responsibility for internal audit belongs to
the cooperative, and the cooperative movement. Where a cooperative is unable to carry out
internal audit, the cooperative movement shall, assist by:

(a)  providing necessary assistance, and

(b)  developing appropriate instruments and training so that primary cooperatives may conduct
their own internal audit.

c)  The government retains the right of dissolution of coop societies only for violation, as
specified in the law and executes such: right in accordance with the procedures, defined by
law.

Cooperatives and the cooperative movement are responsible for organization and development
of cooperatives including HRD, training, education, etc.

RESOLUTION No. 6. On Capitalization

In formulating laws and policies, governments can promote the cause of cooperatives by considering
the following conditions:

a)

Member participation in capital should be increased but individual shareholdings should not
exceed a certain percentage of total equity. Limited interest or dividend should be paid on basic
share; however, a market competitive rate of return may be paid on additional investments
beyond the basic share.

Cooperatives should be encouraged to invest in other cooperatives, both within the country and
abroad. Laws that prohibit foreign investment are relevant to this consideration.

When seeking to raise capital, cooperatives should be encouraged to adopt the following
strategy; first seek capital from members; if further capital is required it should seek capital funds
from other cooperatives within the country and/or cooperatives in other countries; and if further
capital is required only then should it be sought from other non-cooperative sources.

Investments from outside (non-member sources) can be accepted if these do not lead, to loss of
member control. Coops may be allowed to set up holding companies / subsidiaries, provided
they are established to serve member interest and they retain member control over such

institutions.

Cooperatives can promote their image and comparative advantage in the market by projecting
their distinctiveness and cooperative character.

Coop laws and bylaws should prescribe special voting conattions in case ot "cnange of nature’,
of cooperatives into non=coop-forms, such conditions, for instance, to include approval by a
major percentage of membership.
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9)

Cooperatives which are operating within the law (including laws relating to solvency and
honesty) should be protected from takeovers by other sectors.

Cooperatives and governments should, in case of winding up, seek to protect the cooperatives’
residual assets built up over a time by making an appropriate cooperative development fund the
beneficiary of such assets.

Government should recognize the special nature of cooperatives when formulating taxation laws
and policies.

In carrying out reforms in some countries, privatization in other countries or restructuring of state
owned enterprises, government should give priority fo cooperatives, ensuring that this is in line
with their coop nature and their capacity to undertake and manage them. This process should
serve the interest of employees and the users and should facilitate job creation.

If the govemment's economic assistance is offered following natural disaster, it should be made
available to cooperatives on the basis of equality to other sectors and it should ensure that the
cooperative does not suffer any loss as a result of waiver of loans.

The law should prohibit speculative investment of funds obtained by cooperatives from external
sources.

RESOLUTION NO. 7 On Official Development Assistance

Cooperative are legitimate focus for development assistance by inteational and national agencies.
They welcome such assistance in the region provided that:

The ICA Cooperative Identity Statement (ICIS) is respected.
Funds are provided for and through cooperatives.
Initiative at the grassroots level is not stifled.

Assistance is provided according to the needs of cooperatives including legal, policy and
institutional reforms, HRD and capacity building.

Development assistance should be based on the expectation that it will be managed along the
lines of economic responsibility, competent management, and accountability.

Programs of development assistance should be coordinated to ensure that there is no
overlapping or conflict of goals and that maximum coordination is achieved.

National governments and development assistance agencies should recognize ICA and ICA
ROAP as appropriate partners and agent for developing and coordinating proiects in partnersnc
with member organizations.

Efforts must be made 4o-ensure-thatthe World Bank financial and development programs fully
recognize and acceptooperativesand ICA.
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RESOLUTION No. 8: On Networking

. Networking is an important element in maximizing the effectivity of Official Development Assistance.
~ Networking may be promoted through following programs:

a)

b)

The establishment of an JCA ROAP website.
Enhancing the ICA ROAP Regional Database.

Strengthening the HRD, HRM and R&D programs within coop institutions and jointly with other
institutions. .

Networking with Asian Productivity Organization and the World Productivity Movement.

The joint ICA-NEDAC Declaration, which should be translated into an action plan with the
required technical, financial and institutional support from agencies, including continued support
from FAQ and other appropriate agencies fike the World Bank.

Networking, with ILO Coop Branch including COOPNET, COOPREFORM and INDISCO
programs.

Networking with other important development agencies such as the Asian Development Bank.

Consultation with ICA whenever, national governments formulate new cooperative laws.
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APPENDIX Il
Legislation for General Cooperatives in Australia
Commonwealth

General cooperatives can be registered under Corporations law. However, no specific provisions are
made for their special character under this legislation.

State/Territory Based Core Consistent Cooperative Legislation and Regulations
New South Wales

Cooperatives Act 1992 (as amended)
http:/fwww.austlii.edu.au/auflegis/nswiconsol _act/ca1992157/

Cooperatives Regulation 1997 http://www.austlii.edu.au/au/legis/nswiconsol_reg/cr1997248/

Victoria

Cooperatives Act 1996 http:/mwww.austlii.edu.au/cgi-
bin/disp.pl/auflegis/salconsol%5fact/sacacha1991549/?query=title+ % 28 +%22co+operative%?2
2+%29

Cooperatives Regulations 1997
http://iwww.austlii.edu.au/auflegis/vic/consol _act/chsa1958320/

South Australia

Cooperatives Act 1997 http://www.austlii.edu.au/au/legis/sa/consol_act/ca1997157/

Cooperatives Regulations 1997 http://www.austlii.edu.au/au/legis/sa/consol_req/cr1997266/

Queensiand

Cooperatives Act 1997 http://www.austlii.edu.au/au/legis/ald/consol_act/ca1997157/

Cooperatives Regulation 1997 http://www. austlii.edu.au/au/legis/gld/consol_reg/cr1997248/

Tasmania

Cooperatives Act 1999 http://www.thelaw.tas.gov.au/search

Cooperative Regulations 2000 http://www.theiaw.tas.qov.au/searc:.
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Northern Temitory

Cooperatives Act 1997
http:finotes.nt.gov.au/dcm/legislat/legisiat.nsf/d989974724db65b 148256 1cf0017cbd2/445198f
2ddeeeb?2f692569a80004538d?0penDocument

Cooperatives Regulations 1998
http:finotes.nt.gov.au/dcm/legislat/legisiat.nsf/d989974724db65b 148256 1¢f0017cbd2/e5359d
77308ef746692568eh001aa1c5?0penDocument

Other Non CCP or Sector Specific State/Territory Cooperative Legislation and Regulations for
General Cooperatives in Australia

Western Australia

Companies {Cooperative) Act 1943
http:/iwww.austlii.edu.au/auflegis/walconsol_act/ca1943225/

Company Regulations 1947

Cooperative and Provident Societies Act 1903
http:/iwww austlii.edu.au/auflegis/walconsol_act/capsa1903364/

Cooperative and Provident Societies Act Regulations

Australian Capital Temitory

Cooperative Societies Act 1939 http://www.austlii.edu.au/au/iegis/act/consol_act/csa1933234/

South Australia

South Australian Cooperative and Community Housing Act 1991 (Note this Act regulates
non-financial (rental) housing cooperatives) http://www.austlii.edu.au/cgi-
bin/disp.pl/awlegis/sa/consol%5fact/sacacha1991549/?query=title +%28+%22co+operative%?2
2+%29

South Australian Cooperative and Community Housing (Electoral Procedures) Regulations
(1992)

Housing Cooperatives (General) Regulations 1992
Cooperative and Community Housing (Housing Associations) Regulations 1994

Housing Cooperatives (Investment Shares) regulations 1994
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http://www.austlii.edu.au/au/leqis/act/consol
http://www.austlii.edu.au/cgi-
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Legislation for Financial Cooperatives in Australia

Commonwealth:

Corporations Law hitp://www.austlii.edu.au/au/legis/cth/consol_act/cl184/

Since 1 July 1999 Credit Unions, Building Societies, Friendly Societies and related bodies and
associations are now regulated under Corporations Law. Schedule 4—Transfer of financial
institutions and friendly societies deals specifically with cooperative/mutual matters relating to
financial cooperatives, including possible share structures and procedures to be followed in
the event of a demutualisation. Financial cooperatives are also regulated by other relevant
banking and associated financial sector and credit legislation.

New South Wales

Cooperative Housing and Starr Bowkett Societies Act 1998
http://wew.austli.edu.au/au/legis/nsw/consol_act/chassa1998496/

Cooperative Housing and Starr Bowkett Societies Regulation 2000
hitp://www.austli.edu.au/au/legis/nsw/consol_reg/chassr2000587/

Tasmania

Cooperative Housing Societies Act 1963 (as amended)
http://www.austlii.edu.au/au/legis/tas/consol act/chsa1963320/

Cooperative Housing Societies Regulations 1998

Victoria

Cooperative Housing Societies Act 1958 (as amended)
http://www.austii.edu.au/au/legisivic/consol_act/chsa1958320/

Cooperative Housing Societies Regulations 1998

South Australia

Starr Bowkett Societies Act 1975

Starr Bowkett Societies Regulations 1994
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22 May 2001

16.

10.

1.

13.

Power of the Government nominee to have one vote in the affairs of the society (Section. 20

(b))

Restrictive Provisions in the Madhya Pradesh State Cooperative Act 1960
Registrars power for supersession of committee (Section. 53)
Registrars power to direct amendment of bye-laws (Section. 12)
Power of the Registrar to direct reorganisation of societies (Section. 16)(3)
Provision for membership to the Government. (Section. 19)
Power of the Registrar to conduct elections. (Section. 48
Registrars power to give directions to make rules (Section. 95)
Power to remove committee of a society and constitution of managing board (Section. 52A)
Power of the Government to nominate nominee(s) on the committee (Section. 52)
Power of the Registrar to inspect the books of the society (Section. 60)
Power of the Government to exempt societies from condition of registration (Section .93)

Restriction on holding the office of Chairman in more than one apex or central society
(Section. 48)

Registrars power to seize records (Section. 57) Power of the Registrar to act as a civil court
(Section. 90)

Power of the Government nominee to have one vote in the affairs of the Society (Section. 22)

Restrictive provisions in the Maharashtra Cooperative Societies Act 1961
Power of the Registrar to remove the committee or a committee member (Section. 78(1))
Power of the Registrar to direct amendment of bye-laws(Section.14(1))

Power of the Registrar to direct amalgamation, division and reorganisation in public interest,
etc (Section. 18(1))

Power of the Government to become a member of a cooperative society (Section. 22(d))
Power of the Registrar to audit the books of accounts of the society (Section.81)

Power of the Government to make rules for the conduct and regulation of the 'business of
such society or class of societies’ and for carrying out the purposes of the Act (Section. 165).

Power of the Government to exempt societies from provisions of the Act. (Section. 157)

Power of the Registrar to appoint a committee or administrator to manage the affairs of the
society (Section.77(A))

Power of the Registrar to inspect the books of accounts of the society (Section.84)

Power of the Government to give directions in public interest etc. (Section.79(A))

Power of the Government to conduct elections (Section.73(1B&IC))

Power of the Government to subscribe directly to the share capital of a society (Section. 50
Registrars power to seize records efc. (Section.80)

Power of the Registrar to order the winding up of a cooperatve scciste

Power of the Government {0 constitizte-cooperative courts (Section.91 (A
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22 May 2001

16.

17.

Power of the Registrar to order the amalgamation of primary agricultural credit societies
(Section. 1 8(B))

Power of the Registrar to hold an enquiry in to the constitution, working and financia! condition
of a society (Section.83)

Restrictive Provisions in the Orissa Cooperative Societies Act 1992

Registrars power to supersede the committee of management and disqualify the officers of
the society (Section. 32).

Power of the Registrar to direct amendment of the bye-laws (Section. 1 2(5).

Registrars power to direct amalgamate or reorganise societies (Section (1 4A)

Power of the State Government to become a member of a cooperative society (Section.16)
Power of the Government to conduct elections - (Section. 28 (A)

Power of the Registrar to audit the accounts of the society (Section 62).

Power of the Government to make rules {Section 134).

Government's powers to exempt certain class of societies (Section 123).

Power of the State Government to nominate on the committee of a society (Section 31)
Power of the Government to subscribe directly to the share capital of a society (Section 41)

Registrars power to appoint and determine the conditions of services of society's employee
(Section 33A)

Power of the Registrar to act as a Civif court (Section 104))
Power of the Registrar to inspect the books of accounts of a society (Section 64)

Power of the Government nominee to have one vote in the affairs of the Society (Section
20(c))

Power of the Registrar to appoint a new committee or administrator to manage the affairs of a
society (Section 32(J&B).

Restrictive provisions in the Punjab Cooperative Societies Act, 1961

Power of the Registrar to remove or suspend the committee or member of a coop. society
(Section.27)

Power of the Registrar to direct amendments in the bye-laws(Section.10(A))

Power of the Registrar to direct the amalgamation, transfer of assets and liabilities and
division of cooperative societies (Section.13(8))

Power of the Government to become a member of the society (Section. 1 5(c))

Power of the Government to conduct elections (Section.26

Power of the Registrar to audit the books of accounts of a cooperative society (Section.48(1))
Power of the Government to make rules (Section.85)

Power of the government to exempt a society or class of societies from any of the provisions
of the Act (Section.77)

Power of the Registrar to nominate on the committee of a societv (Secuc . - . ~

Power of the Registrar to inspect the-books of accounts of a cooperative society (Section 49)
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11.

12.

13.

10.

11.

12.

13.

14.

15.

Power of the Registrar to act as a civil court (section. 66

Power of the Registrar to appoint a Government employee as an Administrator of Coop.
Society (Section.26(1 D))

Power of the Government to subscribe directly to the share capital of a cooperative society
(Section. 40(a))

Power of the Government to appoint the Managing Director of a society (Section. 26(2)(b))

Restrictions to be a member of committee of (a) more than two primary societies and (b) more
than one central and one apex society (Section.26B(1))

Restrictive provisions in the Rajasthan State Cooperative Societies Act 1965

Registrars power to remove committee or members thereof and to appoint an administrator (
Section 36)

Registrars power to direct amendment of bye-laws (Section 4).

Registrars power to direct amélgamation, division and reorganisation in public interest
(Section.17)

Provision for membership to the Government (Section. 1 9)
Power of the Government to conduct elections (Section. 33).

Registrars power to audit or cause to be audited the accounts of a co- operative society
(Section. 68)

The State Government may, for the whole or any part of the State and for any class of
Cooperative societies, after previous publication, make rules to carry out the purposes of this
Act (Section. 148)

Governments power to exempt certain class of societies from any of the provisions of this act
( Section. 139)

Governments power to nominate nominee/s on the committee (Section. 35)
Power of the Registrar to inspect the books of the society (Section. 7 1)

Restriction on holding the office of Chairman in more than one apex or central society Section.
34)

Power of Registrar to act as a Civil Court {Section. 119)
Power to exempt societies from any of the provisions of the Act (Section. 139).
Power of the Government to subscribe directly to the share capital of a society (Section. 47)

Power of the Registrar to appoint a -new committee or administrator to manage the affairs ofa
Society (Section. 36)

Restrictive Provisions in the Tamil Nadu Cooperative Societies Act 1983
Power of the Registrar for supersession of board (Section 88)
Power to direct amendment of bye-laws (Section 12)
Power of Registrar to direct amalgamation in public, interest etc. (Section 14)
Power of the Government to become a member of the cooperative society (Section 27
Power of the Government: to conduct elections 1 Section.33;

Power of the Redistrar 1o audit the books of accounts of a society (Section 80)
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10.

11

17.

Power of the Govern merit to make rules (Section. 1 80)
Power to exempt societies from any of the provisions of this Act (Section. 170)

Power of Government or the Registrar to nominate all or any of the members of the board of a
cooperative society. (Section 33 -1(b))

Power of the Registrar to inspect the books of accounts of the society (Section. 82(1))
Appointment of special officer in certain circumstances (Section.89)

The power of the Government to appoint a Managing Director of a Cooperative Society.
(Section.33(7))

Restriction to become a board member of more than five registered societies and two apex or
central societies (Section 34(4) (a) &(b)

Power of the Registrar to order ihe winding up of registered societies (Section 137)
Power of the Registrar to act as a civil court.(Section.87(4))

Power of the Government to subscribe directly to the share capital of a society (Section.
52(1))

Power of the Government nominee to have one vote in the affairs of the society
{Section.26(iii))

Restrictive provisions in the Uttar Pradesh Cooperative Societies Act 1966

Power of the Registrar to supersede or suspend the committee of management of any society
(Section. 35(1)

Power of the Registrar to direct amendments in bye-laws (Section. 14)

Power of the Registrar to direct amalgamation or, merger of cooperative societies (Section.
125)

Power of the Government to become a member of a coop. society (Section. 17(c)
Power of the Government to conduct elections. (Section.29)

Power of the Registrar to audit the accounts of every cooperative society (Section.64)
Power of the Government to make rules (Section.130)

Power of the Government to nominate on the committee of management of societies
(Section.34)

Power of the Registrar to inspect the books of accounts of the society and property of a coop
society (Section.66)

Power of the government to appoint. the administrator ( Section.36(3b))

Power of the Registrar to (a) constitute a committee of one or more member's of the society
(b) appoint an administrator or administrators who need not necessarily be members

(Section.35(3))

Power of the Government to subscribe directly to the share capital of a coop society
(Section.44(2)(b))

Power of the Government to nominate the Managing Director of a Cooperative Society
(Section.31 (A))

Power of the Registrar to direct the winding up of a cooperative socierv s=ctor (o~ o

Registrars emergency powers to seize recorgs etc. (Secuon.37,
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16.

10.

1.

12

13.

14

Power of the Registrar to hold an enquiry into the constitution working and financial condition
of a cooperative society (Section.65)

Restrictive Provisions in the West Bengal Cooperative Societies Act 1983

Registrar has, the power. for dissolution and reconstitution of the Board of any cooperative
society. (Section. 29)

Power of Registrar to direct amendment of by-laws (Section. 18)

Power of registrar to order amalgamation of cooperative societies. (Section 20)

Power of the State govemment to become a member of a cooperative society (Section 69¢)
Power of the Government to conduct election (Section. 35)

Power of the Registrar to audit the accounts of the society (Section 90(1))

The state govemment has powers to make rules (Section. 147)

State government has powers to exempt cooperative societies from the provision of the Act.
(Section 7)

State government has the right to nominate members of the Board of the cooperative

societies, not more than three members of the Board or one-third of the total number of
elected members which ever is less. (Section. 33)

Power of the Registrar to inspect the accounts of the society (Section. 92).

The power of state government to issue directives to take actions on the cooperatives to
modify its policies (Section. 49)

State government nominee to have one vote in the affairs of a cooperative society (Section.
27)

Registrar has powers to appoint a special officer if and when he feels necessary (Section. 31)

Power of the State Govemnment to subscribe directly to the share capital of a Cooperative
Society (Section. 48).

Power of the Registrar fo act as a civil court (Section. 98)

Restrictive Provisions in the Multi State Cooperative Societies Act 1984

Power of the Central Registrar to supersede the committee of a society and to appoint one or
more Administrators, who need not be members of the society to manage the affairs of the
society.(Section.48(1)).

Power of the Central Registrar to prepare scheme of amalgamation or reorganisation of
Cooperative Bank in certain cases. (Section. 15)

Power of the Central Government and State Governments to become a member of a Multi-
State Cooperative society. (Section.19(c) &(d)

Power Of the Central Government and State Government to nominate on the board of a Mulg-
State Cooperative Society (Section.41(1))

Power of the Central Registrar to conduct elections. (Section.35)

Power of Central Registrar to audit the accounts of each multi -state cooperative socier:
{Section.67)

Power of the Central Government to exempt any Muiti-State Looperative Society or any class
of such societies from any provisions of the Act and Rules.(Section.99(2)&(1))
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8.

10.

11.

12.

13.
14.

5.

17.

18.

19.

Power of the Central Government to make rule to carry out the provisions of the Act (Section.
109).

Power of the Central Registrar or the person authorised by him to be Civil Court for certain
purposes (Section, 88)

Power of the Central Registrar to inspect all the books of accounts of a society (Section. 68)

Power of the Central or State Governments to subscribe to the share capital of a multi-state
cooperative society (Section.59(a))

Power of the Central Government for the preparation of a list of persons eligible for
appointment to the posts of Chief Executive and other managerial posts in national
cooperative societies (Section. 50)

Power of the Central Registrar to secure possession of records etc of a multi-state
cooperative society (Section.49).

Power of the Government nominee to have one vote in the affairs of the society (Section.
22.¢)

Association of employees in the management decision making process (Section.33).

Restrictions to hold, at the same time, office of a president or Chairman or Vice-president or
Vice-chairman on the board of more -than one multi-state cooperative society (Section.36)

Power of the Central Government to give directions in public interest (Section.47).

Restriction on holding of office of a president or Chairman or Vice-president or Vice-chairman
on the board of a multi-state cooperative society for more than two consecutive terms
(Section.37).

Power of the Central Registrar to order the winding up of a multi-state society (Section.
177(2).
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Appendix V
Cooperative Initiative Panel
ANAND DECLARATION 2000

We, the undersigned, having considered the current status of cooperatives and cooperative legislation,
with the conviction that cooperatives must better meet the needs of their members in today's emerging
economic environment, and having deliberated on the importance of our identity, values and principles
in relation to faw, do hereby declare that in all forums we will advocate and support such laws as fully
conform with cooperative principles and which are faithful to the characteristics described below.
Recognizing that more than five decades have been spent in advocating reform of cooperative law
and, further, that nine years have passed since the Chaudhary Brahm Perkash Committee
recommended a Model Act, we urge the Union and State Governments to set and meet a time-bound
schedule to enact laws that meet the criteria herein set forth. The delay is to jeopardize the role of
cooperatives and their members in the coming years. Itis our unanimous view that good cooperative
law:

=>  Mustdirectly incorporate the ICA Statement of Cooperative Identity and Principles of Co-
operation; the provisions of the law should be wholly consistent with these principles.

=>  Make the Registrar of Cooperatives responsible only for registration and liquidation of
cooperatives.

=>  Allows cooperatives to avail of such financing as is available to other forms of enterprise but
does not allow them to accept Government equity.

=>  Mustrequire the active patronage and participation of members.

=>  Mustinclude specific provisions to ensure the accountability of boards to members and of
employees to the board.

=>  Mustguarantee full autonomy of democratic governance by making cooperatives responsible for
conduct of their own elections and the appointment of Chartered Accountants as auditors.

=>  The law must provide for cooperative bylaws to specify the arrangements for members to
appoint an interim committee to carry out the functions of the board for such limited period
- specified in the event a board does not fulfill its obligation to conduct elections.

=>  Mustprovide that the law take its normal course in the case of misappropriation, defalcation,
embezzlement or any other illegal act, without requiring permission of the Registrar or other
authority.

=>  Mustencourage professionalism in the management of cooperatives.

=>  Mustplace the responsibility for the rules of governance with the bylaws. with the cooperar. =
board, subject to strict penalties should they fail to compiv with the bviaws
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=>  Must ensure that settlement of disputes is arbitrated or adjudicated by an independent authority
which may include an authority constituted by cooperatives themselves.

=>  Must be devoid ofall restrictive provisions contained in the existing cooperative laws.

We recognize that good laws are a necessary, but are not a sufficient condition for the success of
cooperatives. To best serve their members cooperatives must enhance their efficiency, effectiveness
and economy as well as quality. We therefore commit ourselves to:

Revamp, redesign and revitalize training and education programs for members, boards and
employees, to meet today's needs while remaining true to cooperative principles.

Reorient cooperative leadership to both the need to employ professionals and to respect the
professionals’ responsibility for management within the framework of plans and policies
established by the board.

And, finally, with the knowledge that other laws and policies can advance, or retard, the interests of
cooperatives, we urge that:

\d The NCUI play a proactive role in educating cooperatives and co-operators as to the implications
of the World Trade Organisation (WTO) agreements and other challenges, ensuring that the
voice of cooperatives receive full consideration in development of Government's negotiating
positions.

o The same policies, programmes and benefits available to other forms of enterprise should be
available to cooperatives in full measure.

. All states accelerate adoption of Value Added Taxation, in replacement of multipoint sales taxes,
thereby ending the discriminatory treatment of two and three tier cooperatives.

The participants who attended the Cooperative Initiative Panel National Seminar on 8, 9 November
2000 which led to the above declaration included:

Shri Mohan Dharia, Chairman, Vanrai, Dr SS Sisodia, President ,NCUI, Shri Sharad Joshi, President,
Shetkari Sanghatana, Shii M Rama Reddy, President, CDF, Shri Praveen Reddy, Chairman,
Mulkanoor, Dr V Kurien, Chairman, NCDFI, Shri SK Jakhar, Chairman, IFFCO, Shri Ajit Kumar Singh,
Chairman, NAFED, Shri Chander Pal Singh, Chairman, KRIBHCO, Dr Amrita Patel, Chairman, NDDB,
Shri V Ramachandran, Chairman, Centre for Development Studies, Professor Samar Datta, IIM,
Ahmedabad and a host of other senior cooperators, practitioners and professionals from different
segments of the Indian cooperative movement.
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APPENDIX VI

PROFILE OF SOME OF THE COOPERATIVES REGISTERED UNDER THE PARALLEL
COOPERATIVE LEGISLATION IN ANDHRA PRADESH (INDIA)

Table 1

Cooperatives registered under MACS Act in Andhra Pradesh
(Conversion and New Registrations) as on 31.10.2000

-153-

S| No. District Conversion New Registration Total
1 2 3 4 5
1 Adilabad 1 25 26
2 Ananthapur 8 179 187
3 Chittoor 8 145 153
4 Cuddapah 3 26 29
5 East Godavari - 30 30
6 Guntur 423 116 539
7 Hyderabad 12 88 100
8 Karimnagar 1 171 172
9 Khammam 1 65 66
10 Krishna 20 62 82
11 Kurnool 4 244 248
12 Mahaboobnagar 1 191 192
13 Medak - 9 9
14 Nalgonda - 150 150
15 Nellore - 78 78
16 Nizamabad - 12 12
17 Prakasham - 35 35
18 Rangareddy 5 66 71
19 Srikakulam 15 14 29
20 Visakhapatnam 353 165 518
21 Vijayanagaram 87 12 99
T 22 West Godavari 1 8 g
23 Warangal 1 236 o=
Total 944 -

2071 |
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Table 2

Cooperatives registered under MACS Act in Andhra Pradesh

(Profile of important sectors) as on 31.10.2000

Sl District Agro Dairy Fisheries Housing Labour Thrift

No. Processi
ng

1 2 3 4 5 6 7 8

1 Adilabad - 7 5 - - 13

2 Ananthapur 1 - - 1 - 55

3 Chittoor - 44 - - 12 53
4 Cuddapah - - - - - 20

5 East Godavari - - 1 1 8 16
6 Guntur 1 430 7 - 5 69

7 Hyderabad - - - 26 - 26

8 Karimnagar 14 35 - 1 - 87

9 | Khammam - - - - - 60
10 Krishna 1 23 - 1 1 48
11 | Kurnool - - - 11 21 135
12 Mahaboobnagar 3 30 - 4 6 138
13 | Medak - - - - _ 6
14 | Nalgonda 1 - - - 28 106
15 Nellore - - - - 24 49
16 | Nizamabad - - - - - 6
17 | Prakasham - - - - - 13
18 | Rangareddy 1 - - 20 - e
19 | Srikakulam 4 15 - - 1 5
20 | Visakhapatnam 2 408 - 1 18 68
21 | Vijayanagaram - 87 1 1 1 8
22 | West Godavari - - 1 - - 4
23 | Warangal 8 2 - 1 8 188

Total 36 1,081 15 58 32 -
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APPENDIX VIlI

DRAFT COOPERATIVE POLICY OF THE GOVERNMENT OF INDIA ISSUED IN JUNE
2000

Introductory

The cooperative movement in India traces its origin to the agriculture and allied sector and
was originally evolved as mechanism for pooling the peoples’ meagre resources with a view
to providing them the advantages of the economies of scales. The first attempt to
institutionalise cooperatives began with the enactment of the Cooperative Credit Societies
Act, 1904, the scope of which was subsequently enfarged by the more comprehensive
cooperative societies Act of 1912. Under the Government of India Act 1919, the subject of
Cooperation was transferred to the then Provinces, which were authorised io enact their own
cooperative laws. Under the Government of India Act 1935, Cooperatives remained a
Provincial subject, Presently, the item “Cooperative Societies” is a State Subject under entry
32 of the state list of the Constitution of India. Cooperative Societies Acts enacted by State
Governments are now in place.

In order fo administer the operation of Cooperative Societies where membership was from
more than one Province, the Government of India enacted the Multi-Unit Cooperative
Societies Act 1942, which was subsequently replaced by the Multi-State Cooperative
Societies Act, 1984 under entry 44 of the Union list.

Review since Independence

In the pre-independence era, the policy of the government by and large was one of laissez-
faire towards the cooperatives and Government did not play an active role for their promotion
and development. After independence, the advent of planned economic development
ushered in a new era for the cooperatives. Cooperation came to be regarded as a preferred
instrument of planned economic development and emerged as distinct sector of the Nationa
Economy. It was specifically stated in the first five year plan document that the success of the
plan should be judged, among other things, by the extend to which it was implemented
through cooperative organisations. In the sixties, special importance was attached to
achieving increased agricultural front during 1966-71 was the implementation of the new
agricultural strategy aimed at the achievement of the self sufficiency in food. The introduction
of high yielding and hybrid varieties of seeds and the allocation of farge outlays for the
provision of irrigation facilities and adequate application of farm inputs led to a manifold
increase in the role of cooperatives Thus the green revolution gave a big boost to the
activities of the cooperative societies. Increased agricultural production and enhanced
productivity necessitated an emphasis on value-addition in agricuftural produce, marketing
and storage and development of allied sectors. As a result, specialised cooperative societies
in the fields of milk, oil seeds, sugarcane, cotton, agro-processing efc., were set up. Many
large cooperatives emerged in the fields of fertilizer manufacture marketing of agrieultural
produce. The role of Cooperatives, thus no longer remained confined to their traditional
activities and expanded to new economic ventures as in the case of other such enteronses i
the public or the private sector.
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The past few decades have witnessed substantial growth of the sector in diverse areas of the
economy. The number of all types of cooperatives increased from 1.81 lakhs in 1950-51 to
4.88 lakhs in 1997-98. The total membership of cooperative societies increased from 1.55
crores to 20.76 crores during the same period covering about 67% rural households and
about 99% villages. Cooperatives advance agricultural credit to the tune of Rs. 13969 crores
during the year 1997-98 and had 44 % share in institutional agricultural credit. The share of
cooperatives in fertilizer distribution in presently of the order of 30.35% while the fertilizer
produced by the cooperatives account for 18.64% of the total fertilizer production in the
country. 56.8% of the sugar production in the country is from the cooperative sector.

Major Constraints

In spite of the quantitative growth, the cooperative sector is beset with several constraints
related to legistative and policy support, resource availability, infrastructure development,
institutional inadequacies, lack of awareness among the members, erosion of the democratic
content in management, excessive bureaucratic and governmental controls and needless
political interference in the operations of the Societies.

Legislative and Policy Constraints: Cooperatives are basically economic enterprises
requiring proper legislative and policy support aimed at the creation of an environment
conducive fo their healthy development, Provisions continue to remain in the cooperative laws
which hinder and hamper the development of these institutions. The restrictive regulatory
regime has also restricted the autonomy of the Cooperatives.

Resource constraints: The cooperative sector in general and cooperative societies in the
agricultural sector in particular are facing severe resource-crunch. Mounting overdues in
cooperative credit institutions and lack of recycling of funds together with inability to mobilise
internal resources, have made a large number of cooperatives sick and defunct.

Infrastructure constraints: The cooperative sector is still predominated by poor
infrastructure, particularly in the field of post harvest technology, storage, marketing and
processing apart from lack of basic rural infrastructure support such as road electricity,
communication etc.

Institutional constraints: There have been instances of cooperative institutions in some
cases working at variance. Some federal cooperatives which were supposed to guide and
nurse their affiliate organisations, are competing with them, resulting in deterioration of the
health of primary and grass root level cooperatives. Lack of professional management and
human resource development are also some of the institutional constraints.

Constraints relating to member awareness: A successful cooperative requires
enlightened and informed membership. Although the membership of cooperatives in terms of
numbers has increased manifold, dormant membership in the absence of active participation
of members in their management have not only resulted in sickness but also encouraged the
dominance of vested interests causing blockages in the percolation of benefits to the
members. In a large number of cases, elections and general body meetings in cooperatives
are not held regularly. The non-conduct of elections and general body meetinas reauiz~ sz
been creating apathy among members towards the management.
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4.33.

4.3.4.

4.3.5.

Constraints arising out of excessive bureaucratic controls and needless political
interference: Frequent supersession of elected management and draconian bureaucratic
controls over the management of cooperatives are also major constraints.

There are insfitutions where the administrators continue for unduly fong periods and members .
are not allowed to exercise their right to elect their own management. This situation has led to
Governmental and political interference in the day to day management of cooperatives.

Existing policy
Basic cooperative principles

Cooperatives are based on the principles of values of self-help, self-responsibility, democracy.
Members of cooperative believe in the values of honesty, openness and social responsibility
and caring for one another.

As pronounced in the declaration of the Manchester International Cooperative Alliance (ICA)
Congress 1995, the basic Cooperative Principles are as follows -

Voluntary and Open Membership

Cooperatives are voluntary organisations, open to all persons capable of using their services
and willing to accept the responsibilities of membership, without discrimination on bases of
gender, social inequality, racial, political ideologies and religious considerations.

Democratic Member Control

Cooperatives are democratic organisations controlied by their members, who actively
participate in setting their policies and decision making. Elected representatives of these
cooperatives are responsible and accountable to their members.

Members Economic Participation

Members contribute equitably and control the capital of their cooperative democratically. At
least a part of the surplus arising out of the economic results would be the common property
of the cooperatives. The remaining surplus could be utilised for benefiting the members in
proportion to their share in the cooperative.

Autonomy and Independence

Cooperatives are autonomous, self-help organisations controlled by their members. If
cooperatives enter into agreement with other organisations including government or raise
capital form external sources, they do so on terms that ensure their democratic control by
members and maintenance of cooperative economy.

Education, training and Information
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4.3.6.

4.3.7.

4.4

Cooperatives provide education and training to their members, elected representatives and
employees so that they can contribute effectively to the development of their cooperatives.
They also make the general public, particularly young people and leaders aware of the nature
and benefits of cooperation.

Cooperation among Cooperatives

Cooperatives serve their members more effectively and strengthen the cooperative
movement, by working together through available local. Regional, national and international

structures.
Concern for Community

While focussing on the needs of their members, cooperatives work for the sustainable
development of the communities through policies accepted by their members.

Before independence, the Government, by and large, adopted the policy of laissez-fare
towards the cooperatives and did not have and active role in their promotion and
development. After independence, cooperation was considered a part of the strategy of
planned economic development. As a result, states came forward as active partners in the
development and management of the cooperatives. The cooperatives were also envisaged
as an instrument for implementing state policies in areas such as public distribution market
intervention and price support operations for agricultural commodities. Following this policy,
states participated in the equity of the cooperatives which though conceived originally as a
support measure resulted in incorporation of various provisions in cooperative laws
empowering the states. These are e.g. to make nominations on their Boards, undertaking
appointment of staff, amalgamation and division of cooperatives issuance of directives,
supersession of their Managing Committees besides a number of other provisions which are
now being considered to be restrictive and hampering the autonomous and democratic
management of the cooperative institutions. Similar other provisions such as providing for
restriction on the holding of office in the cooperatives, were also introduced in order to curb
dominance of the vested interests. These policy measures, however, created a regulatory
regime which was against a professionally operated, democratically managed, self-reliant and
autonomous cooperative system. The Government interest in these cooperatives in some
cases degenerated into intervention and interference. Considering these aspects, some state
Governments have also introduced a dual system of legislation providing autonomy to the
cooperatives not seeking any financial assistance from the government. A large number of
cooperative institutions are, however, still under overwhelming legistative and administrative
control facilitated by the restrictive and regulatory legal regime.

The need for a National Policy

The role of Cooperatives has acquired a new dimension in the changing scenario of
globalisation and liberalisation of the Nation's economy.

Internal and structural weaknesses of these institutions combined with lack of brober poucy
support have neutralised their positive impact. This has necessitated tne niesc o = ciear e
policy on Cooperatives to enable sustained development ana growtn o1 neainy ang seji-
reliant cooperatives for meeting the sect oral/regional aspirations in consonance with the
principles of Cooperation facing with the Cooperatives an integral part of the Nation's
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economy. In this connection it is also imperative to address the issues which require to be
attended to by evolving a suitable legislative and policy support to the Cooperatives.

The Finance Minister, while presenting the Budget on 1st June, 1998 has made the following
announcement reflecting the policy of the Central Government in this context.

“The system of agricultural cooperatives in our country is plagued by
bureaucracy and political interference at many levels. As partof a
concerted programme to revitalise the cooperative sector, government
will shortly bring forward a model cooperative law to replace the Multi-
State Cooperative Societies Act of 1984 and will encourage the States
to make similar amendments in their own Acts.”

The proposed Nationa! policy on Cooperatives as follows is part of the concerted efforts of the
Government to provide appropriate policy and legistative support to Cooperatives with a view
to revitalising them.

Objective

The objective of the National Policy is to facilitate all round development of the Cooperatives
and their economic viability. Under this Policy, Cooperatives would be provided necessary
support, encouragement and assistance, so as to ensure that they work as autonomous, self-
reliant and democratically managed institutions accountable fo their members and make a
significant contribution fo the National economy, particularly in areas which require people’s
participation and community efforts. This is all the more important in the view of the fact that
about 40% of the population in the country is below the poverty line and Cooperatives are the
only appropriate mechanism to lend support to this section of the people.

e The National Policy on Cooperatives to this end would seek to achieve:

o Revitalisation of the Cooperative structure particularly in the sector of agricultural
credit;

o Reduction of regional imbalances through provision of support measures particularly
in the under-developed and Cooperatively underdeveloped States;

« Strengthening of the Cooperative Education and Training and Human Resource
Development;

« Greater participation of members in the management of Cooperatives and promoting
the concept of user members;

e Amendment / removal of provisions in Cooperative laws providing for restrictive
regulatory regime;

« Evolving a system of integrated Cooperative structure by entrusting e federations
predominantly the role of promotion, guidance, information system etc. Towards their
affiliate members; and
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Policy

Ensuring functioning of the Cooperatives based on basic cooperative, values and
principles.

While upholding the values and principles of Cooperation, the National Policy recognizes the
cooperatives as autonomous associations of persons, united voluntarily to meet their common
economic, social and cultural needs and aspirations through a jointly owned and
democratically controlied enterprise. The Government of India, therefore:

2)

3)

4)

recognises cooperatives as a distinct economic sector and integral component of the
socio-economic system of the country with cooperatives as an effective and potential
instrument of socio-economic development, and considers them as essentiaily
community initiatives for harnessing people’s creative power as autonomous,
decentralised, voluntary, need-based, and sustainable economic enterprises and at
the same time; recognises that the “Cooperative alone™ approach wilt no longer be
viable in the context of rapidly changing external environment following liberalization,
de-regulation and globalization of the Indian economy; and resolves that :
Cooperatives will, however, remain the preferred instrument of execution of the
Public Policy especially in the rural areas and in sectors where on account of
considerations relating to equity, they are the most effective delivery system,

upholds the preservation of the distinct identity of Cooperatives, its values and
principles by providing an appropriate environment and the required administrative
and legislative support;

underlines the need for Cooperatives to mobilise local resources, diversify new
activities and ventures their member constituencies;

recognizes the role of the Government in ensuring that the benefits of liberalisation in
the emerging economic environment are extended to Cooperatives in equal

measure, through suitable fiscal and other policy supportive of the cooperatives; and
Pledges to provide support to the Cooperative Movement through suitably designed
investment programmes as also resource-neutral policy measures devised with a
view to providing the Movement a level playing field vis-a-vis other competing
institutional devices;

accepts the need to support the movement to develop human resources and infra-
structural facilities for training, so as to promote professional management in
Cooperatives for their greater functional efficiency;

affirms its continued support for the creation of infrastructure and other facilities
through suitable programmes and schemes for the development of Cooperatives
without interference from the Government in the functioning of these Cooperatives:

undertakes to

.. initiate structural reforms in order to improve tne functioning of the
cooperatives at vanous levels to ensure greater efficiency and viability and
viability. These may include steps to activate idle membership, enhance
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member participation and involvement rejuvenate dormant societies and
expedite winding up of defunct societies;

I phase out financial support from the Government with a clear guidance for
improving financial viability and resources of the cooperatives by harnessing
local savings, encouraging redemption of Government share capital and
providing adequate refinance support to potential cooperatives;

. provide preferential treatment as far as possible to rural/urban Cooperatives
engaged in areas such as labour, consumer services, development of weaker
sections including women, development of new, emerging areas as well as
sectors requiring people's participation;

8) encourage self-help groups and non-Governmental organisations working at the
grass root level with a view to integrating them into the Cooperative system; and

9) devise suitable programmes and schemes to build and develop Cooperative
institutions in cooperatively under-developed and undeveloped States/regions.

Plan of action

A plan of action comprising specific programmes under the National Policy would be prepared
in consultation with the State Governments/ Central Government Departments and other
concerned agencies including federation/ National level cooperative Organisations for
implementation of the policy.

Conclusion :

The Government of India trusts that the enunciation of the statement of the policy on
cooperative aimed at professionalisation of the cooperative and democratisation of their
operations will facilitate the development of cooperatives as self- reliant and economically
viable organisations, providing their members improved access to the economies of scale,
offsetting various risk elements safeguarding them against market imperfections and
bestowing the advantage of collective action.

And further trusts that the above statement of policy would insulate the Cooperatives from
neediess Governmental controls and political interference ensuring enduring autonomy and
lasting viability to them as democratically owned self reliant enterprises, responsible and
accountable to their members.
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APPENDIX XV

PERSONS MET DURING THE STUDY

Indonesia

Mr Cacuk Sudaryanto

Minister for Cooperative Development &
Small and Medium Enterprises
Government of Indonesia

Mr Rusmawi Hassan

Deputy Minister for Cooperative Development &
Small and Medium Enterprises

Government of Indonesia

Mr Iskandar Susilo

Secretary to the State Ministry
Cooperative Development &
Small and Medium Enterprises
Government of Indonesia

Sumarna Fathulbari AR.

Secretary General

DEKOPIN - Dewan Koperasi Indonesia
The Indonesian Cooperative Council
GRHA INDUK KUD Lt. 2

JI. Warung Buncit Raya 18 - 20
Jakarta 12510, Indonesia

Phone : (021) 7919-5712 (Hunting)
Fax :(021) 7919-5718

Mr R. Yunizar Alie

Director
DEKOPIN - Dewan Koperasi Indonesia

The Indonesian Cooperative Council
GRHA INDUK KUD 2nd Fioor

JI. Warung Buncit Raya 18 - 20
Jakarta 12510, indonesia

Phone : (021) 7919-5712 (Hunting)
Fax : (021) 79195718

Email : Yunizar@Dekopin.org

Mr. Isminarti Perwirani

Anggota Pengurus - Board Member

Institute for Indonesian Cooperative Development Studies
JI. Gunung Sahari [ll77, Jakarta 10610, PO / Box 3460
Phone : (O) (021) 4214970 - 4269044 (R) (03411 49284"

Fax :(021)4246527
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Mr Ono Sutamo Abdullah

Kantor Menteri Negara Koperasi Dan PKM R.I.
Tim Aistensi Pengembangan Kelembagaan Ekonomi Petani
Bediang Kehutanan Dan Perkebunan

German Centre Lt. 4

JI. Kapten Subijanto Dj. No. 1

Bumi Serpong Damai

Tangerang 15321

Phone : (O) (021) 5376256 (Private) 8623761
Fax :(0)(021) 5376258

Email : advisory@promitra.germancentre.co.id

Mr Roger C. Russell

Programme Director

Canadian Cooperative Association

Indonesia Cooperative Development Assistance Program
JI. Petogogan 1/16 A - Block A

Jakarta 12140, Indonesia

Phone : 62-21-726-8564, 720-9237 & 39

Hp. :081-719-2601

Fax :62-21-726-8565

Email : rrussell@ccajak.or.id

Ms. Lydia Makuch Phillips
Program Officer, Development
Canadian Cooperative Association
275, Bank Street, Suite 400
Ottawa, Ontario

K2P 2L6

Phone : (613) 238-6711

Fax :(613)567-0658

Email : iydia@coopcca.com

Mr Ir. Lukman Mohammad Baga

Institute for Cooperation in Developing Countries (ICDC)
Phillps University

Am Plan 2, D-35032 Marburg

Germany

Phone : 0049-6421-283741

Email : baga@stud-mailer.uni-marburg.de

Mr Achmad Markam

Project Consultant

I-SME Trusted Virtual Community

Pt. Telekomunikasi Indonesia Tbk.
Business to Business Commerce Project
J1. Prof. Dr. Supomo, SH No. 139, 3rd Floor
Jakarta Selatan 12110

Indonesia
Phone : 62-21-83700500, 83700400

Fax :62-21-83701100
HP  :0812-8029224
Email : ammarkam@yahoo.com
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Mr. Muh. Asdar, SE., M.Si

Staf Pengajar & Peneliti

Fakultas Ekonomi

Universitas Hasanuddin

Kampus UNHAS Tamalanrea

Kompleks Dosen UNHAS Tamalanrea

Blok AG 28, Makassar 90245

Phone : 585846/0811-441103, Fax : 585018

Mr Meliadi Sembiring

Assistant Deputy for Management of Cooperatives and SME's
The State Ministry of Cooperatives, Small & Medium Enterprises
Deputy of Institutional of Cooperatives and SME's

JI.HR. Rasuna Said Kav. 3 - 5, Kuningan

Jakarta Selatan 12940

Phone : (0) (021) 52992978 / 52992979 (R) 7406177

Fax :(0)(021) 5220851

Mr Bruce Thordarson, Advisor

Ministry of Cooperatives and Small-Medium Enterprises
Governance Reform Support Project - Indonesia

KPMG (LP) - Hickling, JI. Talang Betutu No.2

Jakarta 10230, Indonesia

Phone : (62-21) 391-55617, Fax  : (62-21) 391-5518
Email : brucethordarson@attglobal.net

Mr. Stephen D. Mink

Sector Coordinator - Rural Development

The World Bank, World Bank Office, Jakarta

Jakarta Stock Exchange Building, Tower 2, 12th Floor
JI. Jenderal Sudirman Kav. 52-53

Jakarta 12190, Indonesia

Phone : (62-21) 52993000, Fax :(62-21) 52993111
Email : smink@worldbank.org

Ms. Teresita M. De Leon

Asia-Pacific Regional Coordinator
International Labour Organisation
COOPNET/COOPREFORM Programmes
Unit 1804, Jollibee Plaza Condominium
Emerald Avenue, Ortigas Centre, Pasig City
1605 Phillipines

Phone / Fax : (632)636-7728

Email : tmdeleon@quickweb.com.ph

Prof. Hans H Mukner, Germany
University of Marburg, Germany.
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in Korea

Kim Jong-Hoon

Deputy Director

Agricultural Credit & Cooperatives Division
Ministry of Agriculture & Forestry

Lee Shil-kwan

General Manager/Secretary General
Intemational Cooperation Office

National Agricultural Cooperative Federation
75, 1 Ga Chungjeong-Ro

Jung-Gu

Seoul

Telephone 82 2 3975281

Fax: 82 2 3975290

Lee Jong-chan

Senior Manager

Interational Cooperation Office

National Agricultural Cooperative Federation
75, 1 Ga Chungjeong-Ro

Jung-Gu

Seoul

Telephone 82 2 3975284

Fax: 82 2 3975290

Im Song-su
Manager
Intemational Cooperation Office
National Agricultural Cooperative Federation
75, 1 Ga Chungjeong-Ro
Jung-Gu
Seoul
Telephone 82 2 3975299
Fax: 82 2 3975290

Kyung-Joo Park

Senior Economist

Finance, Research Department

Intemational Cooperation Office

National Agricultural Cooperative Federation
75, 1 Ga Chungjeong-Ro

Jung-Gu

Seoul

Telephone 82 2 3977082

Fax: 822 3977070

Minjoo Park
P.R. Team . .
Korea Agricultural Cooperative marketing Inc

230 Yangjae-dong
Seocho-Ku

Seoul
Telephone: 82 2 34981037
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Fax: 82 2 34981211
Emait: orientiking@hanmait.net

Nepal

Mr Surya Prasad Shreshta

Secrefary

Ministry of Agriculture and Cooperation
His Majesty's Government of Nepal
Ministry of Agrculture & Cooperatives
Kathmandu

Mr. Hari Prasad Nepal

Registrar

His Majesty's Government of Nepal
Ministry of Agriculture & Cooperatives
Department of Cooperatives

Office : Jawalakhel, Lalitpur, Nepal
Telephone : 523817, 522177
Residence :Baneshwor

Kathmandu, Nepal

Telephone : 491289

Mr. Rajendra Bahadur Shah
Co-Chairman

National Cooperative Development Board
Pulchowk, Lalitpur

G.P.0. Box 5717, Kathmandu, Nepal
Telephone: (0) 00977-1-523546

(R) 491196 Fax : 521154

Email : ncdb@hons.com.np

Mr Ram Chandra Nainabasti

Member Secretary

National Cooperative Development Board
Pulchowk, Lalitpur

G.P.0. Box 5717, Kathmandu, Nepal
Telephone: (0) 00977-1-520190

(R) 351892 Fax : 521154

Email : ncdb@hons.com.np

Mr Deepak Prakash Baskota

Chairman .
National Cooperative Federation of Nepal

Bijuli Bazar

PO Box 11859
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APPENDIX XVI
TERMS OF REFERENCE

SECOND CRITICAL STUDY ON COOPERATIVE LEGISLATION AND POLICY REFORMS

1. BACKGROUND

The Fifth Cooperative Ministers Conference in Beijing was staged during a period when

mounting advocacies by cooperatives and other non-governmental crganizations were on the
rise and increasingly listened to by governments and multilateral agencies. The Ministers
Conference has apparently prompted a number of governments, particularly in South East Asia,
to adjust their policies, and also the way these policies are presented to the public at large.
Companies are also bending to the pressures exerted by NGOs that argue relentlessly as to why
economic growth must be accompanied by greater equity. ICA ROAP is also beginning to set the
stage for a meaningful dialogue between cooperatives and big companies that are more open to
creating productive employment and higher incomes for low-wage earners, and it has done so by
working more closely with the ICFTU (Intemational Confederation of Free Trade Unions) in the
Asia Pacific region.

It is becoming more apparent that the mighty forces driving globalization are not impervious to
advocacies by people-based organizations, but that such advocacy must be staged persistently,
and using non-violent measures, to gain intellectual acceptance from official as well as the so-
called “capitalist” quarters. The latter portrays the strategy of ICA ROAP in its policy
development work, promoting the role of cooperatives in the ongoing process of economic
integration, presenting our belief that globalization is not just an economic issue, as much as itis
also a moral issué, hence demanding more efforts by govemments to civilize the process. Within
the cooperative system itself, we have been adamant in preserving the true co-op identity and
avoid privatization and demutualization to prevail over our cooperative uniqueness.

Technology is also seen as a key driver of globalization. The progress achieved in computing
and telecommunications offer enormous and unprecedented scope for improvements in local
efficiency, and gains from an infinitely denser network of connections, electronic and otherwise,
between the developing and the developed world.

Technological progress, therefore, makes it easier to achieve global integration as it is regarded
as a self-fuelling process. But economic integration is not necessarily made easy by
technological progress alone because integration also requires economic freedom. And barriers
to trade that are established by rich and poor country govemnments alike, is a clear restriction to
economic freedom. Cooperatives, having a deep concern for their communities and especially

" the poor, must continue to question the impact of globalization and find answers to capturing
fresh opportunities and overcoming new threats.

The financial crisis in Asia, which is slowly receding, has also taught a positive lesson to
cooperative movements in this region. People-based cooperative organizations, that stayed
focused on serving member needs and simultaneously used their members’ advantage to rebuid
local communities, have continued to remain strong. inspired by the spectacular resilience of
member-based cooperatives during the crisis, ICA Regional Office for Asia and the Pacific has
kept this positive momentum by creating forums where members can learn and act together Tne
5th Cooperative Ministers' Conference organized in collaboration with the All China Fegerzuon &
Supply and Marketing Cooperatives (ACFSMC) was one such forum

The rapid and significant changes in the socio-economic and socio-political landscape since the
launching of the first Critical Study in 1996 have advanced the pressures on ICA ROAP to
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2.1.

2.2.

conduct the Second one. The First Critical Study remains relevant even until today and was also
highly instrumental to the success of the Fourth and Fifth Ministers’ Conferences. However, this
initial Study must be updated and enriched by the conduct of a Second one in order to carry
greater weight at the Sixth Ministers Conference, as a consequence of a renewed critical

analysis on the impact and pursuit of the Joint Declaration adopted in Beijing.

SCOPE OF STUDY
Rationale

The momentum created by the Fifth Ministers Conference in Beijing was not simply due to its
successtul attendance and organizational accomplishments, but more so because of the rare
consensus reached between governments and movements in adopting key standards and
approaches required to create a sustained and enabling policy and legal environment that is
conducive to cooperative development. It further set the common agenda towards the
establishment of new forms of co-operation between governments and cooperatives. All eight
Resolutions are practical and doable.

However, political preponderance within any given country — with the cooperative ministry or
authority being only one fraction of the political make up and socio-economic framework in that
country — could potentially delay or hamper the implementation of these recommendations.
Hence the need for a critical study to identify the positive and negative factors affecting the
implementation of reforms within the scope of the Joint Declaration, inter alia:

to what extent have co-ops been able to demonstrate their true nature as autonomous, member-
controlled institutions, and remain true to their values and principles in the realm of political and
socio-economic conditions prevailing in that country? (autonomy and independence);

to what extent is the distinct character of cooperatives recognized by law (legal existence), and
whether their recognition is based on what they are-and what they can do?{recognition);

are cooperatives allowed to operate under equal footing with other enterprises to realize their
best potential? (fair playing field);

do govemments set the legal boundaries, whereas cooperatives regulate themselves within
them? (self-regulation);

in what manner do cooperatives mobilize additional resources to add to their the basic share
capital from members, without threatening their cooperative character? (capitalization);

do co-ops take advantage of development assistance both from bilateral and multilateral

institutions for their growth and development? If yes, to what extent did they do so within a
framework of networking with other co-ops and ICA? (official development assistance).

OBJECTIVES

The main objective of the Second Critical Study is “to produce a Study Report which will assess
the extent to which follow up actions of the Beijing Joint Declaration (BJD) have been

implemente
cooperativ
Region, as we

d by ICA members, emphasizing the impact — rather than processes -- of BJD on
es and their changed positions (actual results) for cooperatives in the Asia Pacific
Il as identifying essons jearmed”.
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More specifically, it will

Determine the extent to which hitherto govemment-led co-ops have been able to change their
frue nature into becoming more autonomous, member-controlled institutions, without sacrificing
any of their values and principles in the realm of political and socio-economic conditions
prevailing in that country. (autonomy and independence);

Ascertain the extent to which the distinct character of cooperatives has been - recognized by law
and/or by more recent government policies (legal existence), and whether their recognition is
based on what cooperatives are and what cooperatives can actually do in promoting civil society
(recognition);

- Carefully assess the degree to which cooperatives are allowed to operate under equal footing
with other enterprises in order to realize their full potential (fair playing field);

Carefully assess the determination of govemments to set legal boundaries for cooperatives to
control their own legisfative requirements (self-regulation);

- Analyze the effectiveness, deficiencies, risks and/or potential among cooperatives to mobilize
additional resources over their basic share capital (capitalization);

Examine the thrust and/or orientation among co-ops to take good advantage of development
assistance both from bilateral and multilateral institutions for their autonomous and independent
growth and development. If yes, to what extent did they do so within a framework of networking
with other co-ops and with ICA? (official development assistance), as well as:

Identify factors for further improvements, i.e. fresh opportunities, to be pursued by both the
government and cooperatives before and after the Sixth Cooperative Ministers Conference
scheduled for Nepal in the year 2002, and register all lessons learned for future development in
order to avoid repetition of past failures.

3. CONDUCT OF THE STUDY

3.1. Methodology

The study will be carried out by way of interviews with cooperative leaders from the cooperative
movements and relevant government officials from select countries namely indonesia, the
Philippines, Malaysia, Thailand, Singapore, Sri Lanka and India.

Official documents and literature available at ICA ROAP will be consulted to act as the frame of
reference. Measurement of study variables and relevant sources of data, documents, and key
informants will be identified and reviewed.

A questionnaire will be employed to source and gather important data and information from
select ICA members and governments in the Asia Pacific Region.

As well, relevant, and available records, reports, data and statistics on cooperative a==:
in the above select countries in Asia will be examined in the process znn s
report, to authenticate findings and conclusions.

3.2 Study Team and Review Committee
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3.3

The team will be composed of two main consultants, one from India and one from Australia. Both
consultants will have proven knowledge and expertise on cooperative development, whose
backgrounds should be complementary to both the process and results of the study. Whereas
the first Critical Study was conducted by two consultants who were not themselves actively
involved as directors or employees in cooperative development work, the current one will have a
combination of a research-oriented consultant and a true co-op practitioner to ensure the same
depth and objectivity like the first one.

In order to optimize the analysis and depth of the study, a Review Committee will be constituted
to guide and support the actual Study Team. The Study Team and the Review Committee will be
responsible for the integration, and syntheses of all study inputs and outputs. Members of the
Review Committee will also be called upon to help in providing critical input based on their
knowledge and expertise, so as to ease the burden of the Study Team, as well as avoid
duplicative inputs.

The final results, however, should reflect a consensus of opinions and recommendations of the
Study Team, following its exchanges and deliberations with the Review Committee.

Management

ICA ROAP, represented by its Regional Director, Mr. Robby Tulus, will assume overall
responsibility of the direction of the study, and will co-ordinate the work of the Review
Committee.

Mr. B.D. Sharma, Director of SOWECA, ICA ROAP, will undertake overall management
responsibility for the implementation of the critical study, and work in close co-ordination with e
Regional Director and the Study Team. ICA ROAP, from its Regional Office in New Delhi, will
also prepare the necessary letters of authorization to the Study Team to enable them to set
appointments with ICA members in the region.

When and where required, part-time consulitants will be hired on a case to case basis o
supplement data, information, and analyses, at the overall direction and supervision of the Study

Team.

4. PRODUCT OF THE CRITICAL STUDY

4.1. OVERALL WORKPLAN

The Study Team will produce a detailed work-plan on the basis of the above Terms of Reference.

The overall work-plan, which will serve as a general guide will be as follows :

1.

November 22-23: Joint meeting of Study Team and Review Committee in Bangkok to
finalize Terms of Reference, Questionnaire, and detailed Work-plan.

November 24-30: Study proper, Thailand (one member of Study Team)
December 2000: Study proper — Australia and India

January 08 - 24 (2001)  Study proper — China/Viear - ~ces memos
Study proper ~ Nepal/Srl Lanka (inGia memoer:

January 26-27: Joint Meeting of Study Team and Review Committee
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in Jakarta, Indonesia (concurrent with SC/World Bank/ILO/ICA
Workshop on Co-op Law reform).

February 2001: Report writing
March 10-12: Joint Meeting in Singapore
March 25: Printing of report

Late April/Early May: Regional Consultation in fran. Presentation of Report to
Permanent Secretaries of governments and CEQs of Co-op Federations in Asia Pacific.

Where feasible, some trips could be made simultaneously by the Study Team, with a minimum
overlap of four days. The following members and government agencies are to be visited :

Thailand:

Cooperative League of Thailand (CLT) and select members
Cooperative Promotion

Nepal

National Cooperative Federation of Nepal (NCF) and select members
Department/Ministry of Cooperatives.

India
Select ICA members
Ministry of Agriculture and State Ministries in charge of Co-ops.
Peoples Republic of China:
All China Federation of Supply and Marketing Cooperatives.
Sri Lanka
NCC, SANASA, MPCS.
Ministry of Cooperatives, and Department of Cooperative Development.

Vietnam:

Vietnam Cooperative Alliance (VCA) and select members.

Ministry of Agriculture.

As scheduled in the Workplan above, verbal and/or written reports will be made to update the
coordinator/ICA ROAP on the progress of the Critical Study.

42. STUDY REPORT

Study report should contain at least, hence not restncted to, the following :

An introductory section: overall background of co-op environment in the Asia Pacific region:
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An analytical section: impact, lessons learned, findings, and changed scenario/condition
following the Beijing Cooperative Ministers' Conference, with special emphasis on all 8
resolutions in the Joint Declaration.

Conclusions and recommendations: synthesis of findings and assessment of issues and survey
results.

An Executive Summary of not more than 4 pages.

An appendix containing a narrative section: chronology of significant events and key persons &
organizations involved in conceptualization of study:;
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