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ITotc to rforbers of Central Gor.rr.ittee:

This paper is an abbreviated interim report dosicned to hiehlight the
major iosues emerging from a more comprehensive study nov? under way at the
London Secretariat v:iith a viev; to discussio"” at the 1972 Congress. Research
is_continuing, and letters of enquiry have Leen sent to a selected number
of individuals and organisations in the international cooperative movement,
the replies to which are still coming in. The final paper v;ill also reflect
the views of the Centrr'™ Committee on a synopsis of a report on Cooperatives
and Kultinational Corporaticns vrhich the Executive Committee reque'sfcB*"irofir
the London Secretariat.

IX is hoped that the discussions on the attached paper in the Central
Committee meeting at Bucharest— plus aay written comments that mer.ber,” of
the Central Committee may care to post to the ICA subsequent to that
meetin®will provide nev; and stimulating material vjhich will influence thr
structure and bhe conclusions of the final report.

It should be noted that although the focus of the Study is primarily
on the financing problems of consumer cooperatives, the Secretariat has
learned that useful information and valuable insight on these problems can
be dra™m from the experience of agricultural, vrorkers’ productive, housing,
banking, insurance and other types of cooperative activity.

Please direct any correspondence concerning this Study
to the Director, International Cooperative Alliance, 11, Upper
Grosvenor Street, London VJIX 9PA.



FiKIiN“"IAL PRCALAFIS PACING COOPSRATIVF. MOVSMSNTS
IN SO0L.:3 AWMCSD COUINTRIES

The Probler.

1.x Consume!" cooperatives in all advanced countries are currentlj—
experiencing difficulties in financing their trading activities,

1.2 In most of these countries not so many years ago cooperatives
were pioneers in the field of retailing. It was they, tor exaT.ple,
v;ho ’ntroduced and/or provided the major impetus to the develop-
ment of self—service, and to a lesper extent of large supermarkets.

1.3 More recently, hovrever, the cooperabive shop has "been overtaken Lj?
its retail competitors. In 1950> 64 per cent of the self-service
stores of VJestern IXirope viere cooperative, but in 1965 the coop-
erative share had declined to 14 per cent. In 1960 roughly 22
per cent of Western European supermarkets wvrere cooperative; in
1965 only 19 per cent. And in 1969 Joops had only about 8 per
cent of the total selling space of department stores. Also in
recent years there has been a rapid grovrth of voluiitsry sjTnbol
groups in food distribvtion resulting from a combining of sm3,ll1
grocers with each other and vjith wholesalers; these, and the chains
and multiples face consumer cooperatives wioii much to™gher cocipet—
ition than they u.id as independent unorganiGjd small traders.

1.4 The problem posed by grov?ing competitiveness is primarily financial.
In essence it stems from the fact that recent economic and social
changes have made retailing more capital—intensive, and that
cooperators have found it more difficult than their competitors to
raise the necessary capital. These structural changes include
urbanisation and suburbanisation, shopping by car, widening of
assortments, rationalisation and centralisation of wholesaling
operations including purchasing and vrarehousing, larger stores
offering new types of services, and growing marketing and advertising
expenses.

1.5 In short, a great deal more capital is required for the efficient
distribution of the standardised products of modern factories.
And as inflation continues to push up interest rates, it becomes
ever more difficult for cooperatives to compete V/ith private firms

in attracting this capital-.

1.6 Thex3 are three major reasons why cooperatives have been at a fin-
ancial disadvantage as comt)ared with their retail competitors;
"and it is primarily these factors which will be examined in the pages

that follow.

a) Cooperative 'principles require that only a limited retrorn
should be paid-on capital, and that a member is entitled to only
one vot” regardless of his shareholdings. Private companies on

The oth'Dr hand can attract capital by promising unlimited retux—n on



capita] commensurate with the gi'‘owing value of assets —underlying
sh£ireh—.1dings, aiid also a degree of voting control commensurate
with the number of shares held.

b) In many cooperative movements capital acquired through
borrowing or through purchase of shaa*es is withdravra.ble to a greater
or less degree. This is clearly a convenience to members, but
it D? a serious drawback in terms of fincincial resources avail-
able to societies since it means that the withdrav/able capital
must be invested in fairly liquid marketable securities and hence
can. be used to finance trading operations only to a limited extent,

c) Becaiise of the constraint to pay a high cash "divi" or
patronage refund, and even more because of tax disincentives,
consumer cooperatives in Western Europe have retained a smaller
proportion of their earnings for reinvestment in their trading
activities than have their competitors.

2, Borrowing

2.1

2.2

2.3

2.4

2.5

Over the years consumer cooperative movements have maintained

a relatively small ratio of borrowed capital to owned capital
(share capital and reserves), and this has been largelyfrom their
own members. As the need for capital increases, there is a quite
general tendency to look for more opportunities to borrovj, partic-
ularly from outside the movement.

To some extent sr.ccess in attracting loan capital from members

will depend upon capacity to pay competitive rates of interest.
This becomes increasingly expensive as inflation and the growing
demand for capital force up market rates of interest. In a fev

inst?mces cooperatives have experimented with the issue of loan
securities bearing rates of interest linked with the cost of living (k
Sweden, KK Finland and some Latin American societies). In general,tho’
it is likely that cooperatives will look carefully at alternative
sources of finance (for example new —fomm™ of share capital and
‘'undistributed "profits) before assuming much larger obligations in
terms of relatj\éely expensive loan capital.

Nevertheless the capacity to borrow viill continue to be an important
sotirce of cooperative financing. Hence cooperators are having

to give more attention to ways and mean& of making their loan cap-
ital more adaptable to development objectives. This is essentially
ari issue of the degree of withdravrability of .loan capital.

Ease of withdrawability is a convenience to lenders and makes them
more willing to invest. Moreover consumer cooperative societies
have traditionally acted as savings institutions as well as trading
organisation’'s. They have encouraged members to deposit their
savings with their society and to accumulate their patronage refunds
and allow them to be invested by the society on their behalf. -

Societies will viant to continue their function of encouraging mem-
bers to save and providing the channel through which they can do so.

—4



2.6’

2.7

2.8

2.9

2.10

2.11

2.12

At the same time, hovjever, if thay o“uld persiiade thoir raembers to
accept a lesser degree of liquidity in their bavings, this ;vould
make a substantial contribution to their financial viability by
permitting a larger proportion of loan capital to be \ised for
cooperat ive dcvel oprment.

Th-Ysre are various vjays of restricting the v/ithdrawability of loan
capital. In I Svitsden one half of "divi" on purchases up to 3 per cent
is a—atomatically paid into savingt. accounts, and these accounts are
granted regular bonuses of S Kr 100 for each S Kr 1,000 added

to the accumulated total* "Divi" in excess of 37 is automatically
paid into far.ily savings accounts vjhich are v/ithdrawable only at

the oxe of 60 or on retirement or at the death of the member or his

wife. In Austria higher interest is paid on savings vjhich require
one year's notice for withdrawal. Coop Nederland has issued 13
year bonds which increase in value over the period. The same is

true of the new Escalator Bonds being issued in Britain by "he
C.K.S., and the CRS issues unit losuis which increase in value
(including interest) over a period of ten years.

There are a variety of sources from which loan capital can be
obtained, and part of the art of sound financial management consists
in achieving a flexible and balsuiced combination of such sources

in such a Vay as to best serve the interests of members and at the
Bgjme lime to maximize the funds available for investment in
cooperative enterprise.

Mention has already been made of the widespread device of dividend
retention, either compulsorily as in Sweden or on a voluntary basis
as for example in France where members are encouraged to reinvest
their cash divi in their society.

Another possibility, is the issue of mortgage bonds on the security
of the real property of societies. Such bonds have been issued in
a number of movements.

Some Europepji consumer cooperative movements such as the Danish
have applied the principle of the revolving.fund “hich has been
popular with a”icultural cooperatives in the USA. Member
savings or a proportion of a society’'q patronage refund may be paid
into the revolving fund over a period of years and repa*Tnent made
after a specified time. Meanwhile new savings are channelled

into the fund, 50 that it is constantly replenished ajid provides

a stable source of capital.

Most European cooperative movements have their own cooperative banks
which are important ways of providing movements with short term

finance and of mobilising the savings of members. Hov:ever the
essential function of cooperativebanks is to meet the short term
financial needs of cooperatives. So far they have not made a

gignific™t contri“bution to the long terra capital requirements.

Cooperative pension funds have been increasingly important as a
source of finance for consumers* cooperative movements in a
number of European countries, butit is recognised that they need
to be used with caution and discrimination. Since a v:ell managed



2.13

2.14

2.15

2.16

2.17

2.18

pension fund must protect the interests of -de employees on whose
behalf it is organised, risks have to be spread by invest/r.ent in
a wide variety of toterprises. This neans that only a limited
proportion of the funds can safely ir investec< in development of
the coop shop networl:.

In some co\intries, “for exsurple the Uli;, Norway, Fed, Rep. of Germany
and Sweden, cooperative insurance societies have been a useful source

of capital. Buc here a”ain since the rosponsibil5.ty of a cooperative
inpurance society is to its policy holders, a reasonable balance has
to be maintained between various t'—{es of investment. Thus coopcratj

insurance societies cannot be expected to invest a si,r—nificantly
higher proportion of theii— resources in the movement.

Insofar as consumer cooperative societies act as savincs insti-
tutions, they may compete for personal savings with thi—ift and
credit societies. A thrift and credit society is specifically
designed to mobilise the savings 'jf'its members and appeals to
anyone with savings to invest \jho maif not happen to live ne”?

a branch of the local consumers* cooperative. Nevertheless in
some countries, for example France, it has proved possible to
associate consiuv.er, afa’icultiaral and vrorkers’ productive
cooperatives V?ith thrift and credit societies in such a vay as
to help mobilise savings for investment in cooperative development.
If consumers' cooperatives can offer local thrift and credit soc-
ieties a return on their savings comparable to that obtainable
from —investment elsevfhere, there should be significant scope for
increased collaboration between them.

Saviag through cooperatives can be made more attractive through
special guarantee funds. For example the Samvirkelagenes
Garantifond A/L to which most Norwegian retail societies are
affiliated has been effective as a supplementary guarantee to the
security offered by the assets of an individual society. Similarly
in the Fed. Rep. of Germany the Aufbaugenossenschaft der deutscher
Konsumgenossenschaften GmbH acts as primary obliger for~loans granted
by outside credit banks* It charges a fee of only 0.1'j, and many
retail societies have availed themselves of its services.

Another source of capital is the trade union movement. KF, 3v;edon,
has made bond issues from time to time which have been taken up

not only by member organisations but by organisations closely
associated with the trade mion movement. In the Fed. Rep. of
Germany the Bank fur Gemeinv/irtschaft, which associates the trac™
union movement vjith the cooperative movement has provided import—nt
financial support for cooperatives. And in Sweden, the Fed. Rep.
of Germany and the U.S.A., substantial trade union funds have been
invested in cooperative housing.

In Israel, too, the General Federation of Labour (Histadrut) has
made majOr investments in cooperatives, and to a more limited
extent the same has been true in .'Oenmark.

In general, h'ovjever, trade unions prefer to invest their funds
in property or in government or other readily marketable
securities; hence cooperatives cannot rely on significant invest-

ments from this source.
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Cons'oner cooperatives in 'Curope have always "been independent cf

publio Bt but current needs for additional investrents have
led to some speculation as to v/httr*r they mip:ht seek finc”ncial
support from governments. In somt MAiropean countries acriouitural

cooperatives have received substantial support from public funds,
sjid in the U.S.A. acTicultural and rural electrical cooperatives
have benefitte”. from large federal loans oi'tr the last fifty
years.

Before the 1970 election the Briti.—h Labotir Party promised to set
up a Cooperative Dewvelop.—nent Agency if it won the election; this
agencj'— vfould presumably h?ve made loajns to retail or wholesale
sOciat:’0s in '—ieed of help. The proposal i-2s Kolcomed by the
Cooperalive U—ion; but if the UC wore to join the Common I'arkot
it is g\estionablf. whether such a Cooperative Development Agoncy
vrould be any more acceptable to the Buropean Commission than are
subsidies or special facilities for nationalised industries. The
Common Market is based on the idea that competition should be made
as effective as possrble in a larger market; and it is likely to
be argued that if consumer cooperatives can serve the interests of
consumers more efficiently than private traders, they should
demonstrate this in the market place without public supportt
Housing cooperatives or agricultui’al cooperatives may be helped
on grounds of public policy; but consumers cooperatives are

more likely to be told that their task is to compete effectively
v;ith private tradors in the bracing atmosphere of an e)ilarged
market.

Collaboration between Tlurcpean cooperative movements is on the
increase.. i'or more than fifty yeairs th"™ Scaji‘dinavTan Cooperative
VJhoiesale Society (NAF) has set an example to other cooperatives

in respect of cooperative buying in vrorld markets, as th° Cooperative
I'Hiolesale Coimittee has done in more recent yesrs. Nordisk Andels
Export (NAS) has demonstrated that cooperatives can colla—bora—tQ
internationally to export their ovm products. The consumer
cooperatives of the Common Market countries have joined together

in EURO—-CX)OP for production and other purposes, and the Cooperative
I*Tholesale Committee sjid the Committee on Retail Distribution have
merged into ITIER-COOP to help each other more effectively. Thus

it is reasonable to pose the question as to whether European consumers
cooperatives can combine effectively for purposes of raising cap-
ital*

The only certain answer to this query is that effective collabor-
ation of this kind appears to be very much in the future» The
International Cooperative Bank has found it possible to help member
movements with short term finance, and it is conceivable that one
day it might be in a position to back the issue of an International
Cooperative Bond guaranteed by consumer cooperative movements.

But it is not certain that such a bond issue could provide funds on
a cheap enough basis.

f

The financing problem of consumer cooperatives is not so much that
of finding loan capital; it is rather the high cost of borrqgv;ing
in a world of high interest rateso Thus for the immediate fiiture
cooperatives will probably do better to rely primarily on their ovm
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pension fund must protect the interests of xhe employees on whose
behalf it is orgconised, risks have to be spread by investment in
a wide variety of eoiterDrises, This means that only a limited
proportion of the funds can safely 1a invested in development of
the coop shop netxTOrl:.

In some countries, ~for example the UIC, Norw\jy, Fed, Rep. of Germany
and Sweden, coopGratjve insurance societies have been a useful sou'coe

of capital. But here ajain since the responsibility of a coopcrati\;
inf=urance socicty is to its policy holders, a reasonable balanco has
to be maintained betvreen various tv/les of investment. Thus coopcrat

insurance societies cannot be expected to invest a siGTiificantly
higher proportion of theia— resources in the movement,

Insofar as consximer cooperative societies act as savings insti-
tutions, they may compete for personal savings with thrift and
credit r.ocieties, A thrift and credit society is specifically
designed to mobilise the savings uf’its members and appeals to
anyone with savings to invest viho may rot happen to live re?

a branch of the local consumers' cooperative. Nevertheless in
some countries, for example Prance, it has proved possible to
associate consui..er, agi’icultioral and v™orkers' productive
cooperatives v;ith thrift and credit societies in such a \B&f as
to help mobilise savings for investment in cooperative development.
If consumers* cooperatives can offer local thrift and credit soc-
ieties a return on their savings comparable to that obtainable
from investment elsev;hcre, there should be significant scope for
increo—sed collaboration between them.

Saving through cooperatives can be made more attractive through
special guar?ntoe funds. For example the Saravirkelagenes
Garantifond A/L to which most Norwegian retail societies are
affiliated has been effective as a supplementary guarantee to the
security offered by the assets of an individual society. Similarly
in the Fed. Rep. of Germany the Aufbaugenossenschaft dor deutschor
Konsumgenossenschaften GmbH acts c¢'s primary obliger for loans granted
by outside credit banks” It chai—ges a fee of only O.l1fo, and many
retail societies have availed themselves of its services.

Another source of capital is the trade union movement. KP, Svjedan,
has made bond issues from time to time which have been talcen up

not only by member organisations but by org”isations closely
associated with the trade un.ion movement. In the Fed. Rep. of
Germany the Bank fur Gemeinv/irtschaft, which associates the trar”
union movement vjith the cooperative movement has provided importunt
financial support for cooperatives. And in Sweden, the Fed, Rep.
of Germany and the U.S.A., substantial trade union funds have been
invested in cooperative housing.

In Israel, too, the General Federation of Labour (HistaArut) has
made major investments in cooperatives, and to a more limited
extent the same has been true in .uenmark.

In general, hovrever, trade unions prefer to invest their funds
in property or in government or other readily marketable
securities; hence cooperatives cannot rely on significant invest-

ments from this source.
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Consumer cooperatives in h-orggG havo always been indepcnder,t of
pub! ic fun'ls, but current needs for additional investr—ent& have
led to some speculation &s to wht'th*r they raif,ht seek fiiiiLncial
support from governmer'ts. In somt European co\xntries afT*!cultural
cooperatives have received substantial support from public funds,
axd in the U.S.A. anricultural and rviral electrical cooperatives
havo benefitted from large federal loans over the last fifty
years.

Before the 1970 election the Britirh L-anour Party promised to set
up a Cooperative Devoloprnent Agency if it won the election: thin
agency vrould presumably have made loans to retai'" or wholesa'je
societies in ’'—Hexd of help. The proposal \as wclconied by the
Cooperative U”™ion; buc if the UK “Heae to join the Coruron l1-larkct
it is questionable \—hether such a Cooperative Development Agcncy
vrould be any more acceptable to the Buropean Commission than are
subsidies or special facilities for nationalised industries. The
Common Market is based on thft idea that competition should be made
as effective as possible in a larger market; and it is likely to
be argued that If consumer cooperatives can serve the interests of
consumers more efficiently th?.n private traders, they should
demonstrate this in the market placc without public support*
Housing cooperatives or agricultural cooperatives may be helped

on grounds of public policy; but consumers cooperatives are

more likely to be told that their task is to compete effectively
with private trade's in the bracing atmosphere of an enlai'ged
market.

Collaboi*ation between European cooperative movements is on the
increaseo i7or more than fifty years the ScandirS”an Cooperative
Vfhoiesale Society ((TAP) has set an example t6 other cooperatives

in respect of cooperative buying in world mark'~ts, as th°® Cooperative
Vfholesale Con'riittee has done in more recent years. Fordisk Andels
Export (has) has demonstrated that cooperatives can colla.bora.te
internationally to export their ovm products. The consumer
cooperatives 6f the Comvon Market countries have joined together

in EURO—COOP for production and other purposes, and the Cooperative
I'Jholesale Committee and the Committee on Retail Distribution heve
merged into DITSR—COOP to help each other more effectively. Thus

it is reasonable to pose the question as to whether European consumers
cooperatives can combine effectively for purposes of raising cap-
ital.

The only certain answer to this query is that effective collabor-
ation of this kind appears to be very much in the futtire* The
International Cooperative Bank has fotind it possible to help member
movements with short term finance, and it is conceivable that one
day it might be in a position to back the issue of an International
Cooperative Bond guaranteed by consider cooperative movements.

But it is not certain that such a bond issue could provide funds on
a cheap enough basis.

The financing problem of consumer cooperatives is not so much that
of finding loan capital; it is rather the high cost of borrowing
in a world of high interest rates. Thus for the immediate future
cooperatives will probably do better to rely primarily on their ovm

7.
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pension fund must protect the interests of xhe employees on whose
behalf it is orgconised, risks have to be spread by investment in
a wide variety of eoiterDrises. This means that only a limited
proportion of the funds can safely 1a invested in development of
the coop shop netx“ork.

In some countries, ~for example the UIC, Norw\jy, Fed, Rep. of Germany
and Sweden, coopGratjve insurance societies have been a useful sou'coe

of capital. But here ajain since the responsibility of a cooperative
inf=urance socicty is to its policy holders, a reasonable balanco has
to be maintained betvreen various t/T)es of investment. Thus coopcrati

insurance societies cannot be expected to invest a sigTiificantly
higher proportion of theia— resources in the movement,

Insofar as consximer cooperative societies act as savings insti-
tutions, they may compete for personal savings with thrift and
credit r.ocieties, A thrift and credit society is specifically
designed to mobilise the savings uf’its members and appeals to
anyone with savings to invest viho may rot happen to live re4?

a branch of the local consumers' cooperative. Nevertheless in
some countries, for example Prance, it has proved possible to
associate consui..er, agi’icultioral and v™orkers' productive
cooperatives V/ith thrift and credit societies in such a as
to help mobilise savings for investment in cooperative development.
If consumers* cooperatives can offer local thrift and credit soc-
ieties a return on their savings comparable to that obtainable
from investment elsev;hcre, there should be significant scope for
increo—sed collaboration between them.

Saving through cooperatives can be made more attractive through
special guar?ntoe funds. For example the Seiravirkelagenes
Garantifond A/L to which most Norwegian retail societies are
affiliated has been effective as a supplementary guarantee to the
security offered by the assets of an individual society. Similarly
in the Fed. Rep. of Germany the Aufbaugenossenschaft dor deutschor
Konsumgenossenschaften GmbH acts c¢'s primary obliger for loans granted
by outside credit banks» It chai—ges a fee of only 0.1/, and many
retail societies have availed themselves of its services.

Another source of capital is the trade union movement. KP, Svjedan,
has made bond issues from time to time which have been talcen up

not only by member organisations but by orgOTisations closely
associated with the trade un.ion movement. In the Fed. Rep. of
Germany the Bank fur Gemeinv/irtschaft, which associates the trar”
union movement vjith the cooperative movement has provided importunt
financial support for cooperatives. And in Sweden, the Fed, Rep.
of Germsiny and the U.S.A., substantial trade union funds have been
invested in cooperative housing.

In Israel, too, the General Federation of Labour (HistaArut) has
made major investments in cooperatives, and to a more limited
extent the same has been true in .uenmark.

In general, hovrever, trade unions prefer to invest their funds
in property or in government or other readily marketable
securities; hence cooperatives cannot rely on significant invest-

ments from this source.
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Consumer cooperatives in n—org)G havo always been indepcnder,t of

pub! ic , but current needs for additional investr—-ent& have
led to some speculation as to wht'th"r they raif,ht seek fiiiiLncial
support from governmer'ts. In somt European co\xntries af™icultural

cooperatives have received substantial support from public funds,
axd in the U.S.A. anricultural and rviral electrical cooperatives
havo benefitted from large federal loans over the last fifty
years.

Before the 1970 election the Britirh L-anour Party promised to set
up a Cooperative Devoloprnent Agency if it won the election: thin
agency vrould presumably have made loans to retail or wholesa'je
societies in 'sseed of help. The proposal \as wclconied by the
Cooperative U”™ion; buc if the UK “Heae to join the Coruron l1-larkct
it Is questionable \—hether such a Cooperative Development Agcncy
vrould be any more acceptable to the Buropean Commission than are
subsidies or special facilities for nationalised industries. The
Common Market is based on thft idea that competition should be made
as effective as possible in a larger market; and it is likely to
be argued that If consumer cooperatives can serve the interests of
consvitiers more efficiently th?.n private traders, they should
demonstrate this in the market placc without public support*
Housing cooperatives or agricultural cooperatives may be helped

on grounds of public policy; but consumers cooperatives are

more likely to be told that their task is to compete effectively
with private trade's in the bracing atmosphere of an enlai'ged
market.

Collaboi*ation between European cooperative movements is on the
increaseo i7or more than fifty years the" ScajidlrS”an Cooperative
Vnioiesale Society (WAF) has set an example t6 other cooperatives

in respect of cooperative buying in world mark'~ts, as th° Cooperative
Vfholesale Con'riittee has done in more recent years. Fordisk Andels
Export (has) has demonstrated that cooperatives can colla.bora.te
internationally to export their ovm products. The consumer
cooperatives 6f the Commvon Market countries have joined together

in EURO—COOP for production and other purposes, and the Cooperative
I'Jholesale Committee and the Committee on Retail Distribution he.wve
merged into DITEH-COOP to help each other more effectively. Thus

it is reasonable to pose the question as to whether European consumers
cooperatives can combine effectively for purposes of raising cap-
ital.

The only certain answer to this query is that effective collabor-
ation of this kind appears to be very much in the future* The
International Cooperative Bank has found it possible to help member
movements with short term finance, and it is conceivable that one
day it might be in a position to back the issue of an International
Cooperative Bond guaranteed by consider cooperative movements.

But it is not certain that such a bond issue could provide funds on

a cheap enough basis.

The financing problem of consumer cooperatives is not so much that
of finding loan capital; it is rather the high cost of borrowing
in a world of high interest rates. Thus for the immediate future
cooperatives will probably do better to rely primarily on their ovm



resources for financing investmei t I'rojects. Any funds that they
can extract out of their surpluses Jr induce members to invest

on a fairly long term basis are likely to prove more economic than
borrowing at high costs on world markets.

3. Share Capital

3»1 To an extent the financinP’ difficulties of constuner coopera.tives
derive from the cooporatire principle of limited return on
capital* This principle is flexible in the sense that it does
not imply a fixed, prescribed level for the return on capital; it
means rather that cooperatives should raise capital on the most
economical terms that they car got in prevailing economic conditions,

and should not pay more than this.— (Koreover in a number of
countries the meximi'ur. return that can be paid on cooperative share
capital is fixed by law;, for example, at % in ltaly, in France

and &o in the United States.

3.2 The principle of limited return puts cooperatives at a distinct
financial disadvantage as compared with their competitors. A
private company offers its shares to anyone with savings to invest,
and it offers unlimited return vrith the prospect of increasing
share values and voting power commensurate vjith shareholdings. A
cooperative, on the other hand, raises its share capital from its
members viho are likely to have limited savings; and it offers
them a limited return only, vfith no prospect of capital gain and
only one vote per member regaxdless of shareholdings. -

3.3 One consequence is that the distinction between share capital and
loan capital has become blurred as far as cooperatives are con-
cerned. If a share yields only a limited return and if it
carries no voting rights (beyond the one vote per member), it
has little advantage to the investor over a loan; indeed the
latter is more attractive in terms of its prior claim on assets in
case of bankruptcy.

3.4 From the point cf view of the society, chare capital is also
similar to loan capital to the extent that it is easily withdrav;able.
This is more chax—acteristic of British cooperatives than in most
countries, but the tendency to ease withdrawal of share capital
has been fairly v;idespread and is actually increasing In some cases
in gji attempt to counteract the ability of private competitors
to offer higher returns.

3*5 Thus a major preoccupation of cooperative financial planners is to
find wavs of restricting the withdrawability — and consequent
instability — of share capital without reducing its attractiveness
to potential investors. A number of proposals have been made
to this end.

a) One suggestion is that higher returns should be allovred—
on cooperative shares. "Shere is little doubt that rates of
return on the private market vjill remain relativelj' high for the

foreseeable future in view of continuing inflation and rising



demande for capital as a res—ult of technologioat change, Thur it
is argiied that coopera.tives should permit floxibility of retiirns
in an tipaca'd direction.

"Contemporary conditions in countries of advanced economic
development demand some more elastic system of interest limitation..
If the movement is to 136 more than a mere cajnp fo] lox*er of the
more progressive private sector end blaze new trails and lead the
entire economiu system, the whole Ljuestion of capital availabili+y
has to be studied in a much more mobile and ~namic manner than was
possible in earlier days. This does not imply any depai'ture from
principles hitherto accepted but only their application in a more
flexible manner. If cooperatives adhere to the principle that
nothing more than a legitimate rate of interest will be paid, one
is no more and no less coojc—rative xhan another whether it fixes
its rate for long periods b/ nxle or for short periods by referenca
m® some standard rate prevailing in the market,

then, cooperative organisations have convince their members
that +hey will not lose appreciably by placing their capital in
the cooperative in preference to a profit making enterprise from
which they can ultimately expect not only dividends but i;;creased
capital values in time, it may be necessai*y to offer higher interest
rates in order to ensure the continuance of the process of self-
financing v;ith all its advantages,” (Prom Report of ICA Commission .
on Cooperative Principles, 1967)

This of course leaves wide open the crucial question as to what
constitutes a "legitimate" return on cooperative share capital.
Certainly in a v/orld of rapid economic change it is undesirable that
the maximum return shotild be rigidly prescrnbed by lawa It would

be preferable that it should be determined by an administj. c—tive body
which could more easily make adjustments from time to time in the
light of representations by the cooperative movement itself,

b) To some extent it may also be possible to substitute trans-
ferability for withdrawability of shares, thus making the proceeds
available for cooperative development without reducing the
attractiveness to the individual investor. Various devices for
accomplishing this have been experimented vdth and these deserve
further investigation.

c) There are movements, particularly in Fed Rep.of Germany where the
personal liabilits’'— associated with cooperative shares has had a

serious inhibiting effect on their saleability, I'’here this is
so, special interest attaches to suggestions which are being put
forward to limit liability. These include introduction of a rev?

type of cooperative without liability (Genossenschaft ohne Haft—
pflicht “ eOoH); restricting liability to only the first share
acquired by a member; and differentiation of liability accordir?’
to the transactions of the member with his society,

d) Another proposal is that existing limitatiorP on individual
share holdings in cooperatives should be removed, ‘In some
.countries,” for example the UK , individual sheireholdings in



cooperative societies arP limited to a specified sua — once 22</\Q,

now £1,000. In some other countries the Ixiiitation is on

the proportion of shares that can be heldh>an individual. These
restrictions are clearly intended to preventthe aonination cf

a cooperative society by anj' individual member of small group in
spite cf foraal voting being .strictly equal. On the other hand, sue]
restrictions are not regarded by the ICA. Commission on Cooperative
Principles as a matter of cooperctive principle, and in large o'y
cooperatives they can be an inconvenienceand lea,d to a smaller ’'—hare
capital base in relation to loan capital.

e) Finally there is the possibility of achieving more
stability of shai'‘e capital combined I'jith increased attractiveness to
investors by issuing non—voting non—withdi’asable preference
shares. These have been i.idely used by af*rioultural cooperatives
in the U.S.A. where they are permitted by law, but their use in
= number of European countries J@ild require a duiifee in cooperaxive
legislation. Preference shares have prior cJ™Iim over common or
ordi—"—iry shares with respect to surpluses and <assets. They may
or Oa< not carry interest; this depends largeay on the iax position
of the country concerned. They are a flexible way of raising
capital either from members or from the general public, a.d flexible
also in the sense that they can be made transferable but vjith
whatever restrictions as may be desired on transferability, and
they can be mc'ie repayable on retirement or at a specified date.

3.6 Non—voting preference shares are also adaptable to relationships
betvjeen various types of cooperative. Primary societies provide
secondary coop'“rative organisation”™ with their share capital
and control them; at the same time it is b™coraing increasingly
necessary for secondary organisations to provide primary societies
with centralised services and finance for expansion of fao-'lities.
For these purposes it might sometimes be an advantage for secondary
organisations to take up non-voting preference shares issued Q- jri—
mary societies instead of making loans to them.

3.7 Moreover, if cooperatives were authorised to issue preference shai—es,
this .night facilitate the organisation of joint ventures on a
cooperative basis. Consumer cooperatives in need of capital for
supermarket development sometjjnes wish to invet less in production;
in such cases instead of selling off their proc'uctive facilities to
priva';e industry, consumer cooperatives might experlrnent with the
organisation of productive enterprises on the basis of consvimer
participation in surpluses. Thus the surplus eaxnings of such ,
;;oint ventures could be distributed in the cooperative vjay in
proportion to purchases instead of according to shareholdings as
in private firms. In Britain a number of existing productive
societies VZre originally launched vrith the help of capital from
consumer cooperatives, and th”s kind of involvement might well be
extended through the issue of preference shares.

3.S In a number of coxuitries farmers find it useful to form small
local cooperatives for joint marketing or buying or production;
but collaboration between them sind larger, v/ell established trading
cooperatives is not always as close as it might be. Here again
non—-votir® preference shares might e useful in enabling established
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3.9

3.10

%

3.11

cooperatives to provide cjnall local agrioult—ural cooperatives yits
capital without giving them control.

Large regional constuner cooperatives might also e—v.periment with
"direct char”" cooperatives based on local stores \which ai'e

finding it difficult to pay their vjay. In the&o cooperatives,. v?hich
have "been pioneered in Canada, the costs of distribution aro

shared equally by members tlirougu a "direct charge" insoead of r.ocord—

ing to purchases as in a conventional cooperative. Since goodt
ai'e sold at cost, members are motivated to buy as much as possible
at their coop. Capital for such local experiments might be

provided by large regional societies through the issue of
preference chares,

One of the disadvantages v;ulch cooperatives have experienced in
competing with compajiS.es is that they have been limited to raisirg
mtheir share capital from the members vfith whom they trade. But
if the trend continues towards a divofcc betv,een membership and
shar—holdings, it might appear reasonable for cooperatives

to r—'ise a limited amount of shcirt capital through the issue of
preference shares to the general public. Such proference shares,
like other preference shares, wroiild carry no voting pov/er so long
as dividends were maintained, but they would carry voting power in
the event of " dividend not being paid; for this reason it vonld
only be possii/xe for them to be issued on a limited scale.

This possibility raises the interesting and controversial question
v:hether large cooperatives might one day issue non-voting preference
shares that cc”.ld be quoted on Stock Ibcchanges. Although this

is a prospect “/hich horrifies some cooperat™rs, it should be
remembered that a Stock Exchange is only a 3pecialised market. The
large fortunes and capital gains realised there result nor. from

the nature of the Exchanges but father from the nature of the
limited companies v/hose shares are quoted. The possibility of
quotirig the shares of large cooperatives has been discussed in the
U.S.A., but no satisfactory way of arrangir*g it has yet been v;orked
out. In the UK the John Lewis Partnership, a departmejjt store
group that claims to be a cooperative because it limits mthe retu:.'n
it pays on capital, for many years paid a bonus to its wrkers in
the form of second preference marketable share

4*  Plough Back

4.1

4.2

It is a striking fact that most of the capital invested by private
companies in industrial expansion derives not from the issue of
shares, but from their accumulated profits. For example in

the UK in 1970 some 72 per ccnt of industrial investment vas
financed from undistributed company profits and only 0.8 per ceut
from the issue of ordinary shares. Sir/iilcir ratios prevail in all
major industrialised countries.

For cooperatives, however’, the..picture is quite different — a

difference which appears to explain much of the competitive advant-
age vjhich companies have had over coopera,tives. In the U.K. in

- 11 -



4.3

4*4

4.5

4.6

4.7

1969 some fd per cent of the s\u—plr=lcs of conFuner cooperatives
was distributed in patronage refund::,.

This failttrc to plo’ogh back anv si”ificant proportion of their
earnings into cooperative investments is clLtracteristic of most
advanced constinier cooperative movements. One reason has been

thM urge to make the patronage refund or divi as attractive as
possible in order to attract members and capital. But the more
important reason has been a tax problem. Cooperatives have had

a direct incentive to reduce their tacc liability by distributing
earnings as a patronage r—fund whereas companies have a direct
incentive to educe tax liability by ploughing back earnings instead
of distributing tham.

In most privanced countries cooperative societies pay corporation tax
on their undistributed surpluses a+ the same rate as companies, but

pay no corporation tr'-c on thej—r patronr”e refunds. They tr.jrefore
tend to reduce lheir tax liability by distribiiting as much as pos's—
ible. Companies, on the other hand, have a direct incentive tr

plough back earnings because total tax liability is thereby red—0"ed,
particularly in countries vjhere companies pay corporation tax at

the full rate on earnings di.stributed in dividends and share-

holders pay personal income tax on the dividends. Sven where,as in K
Rep Germany, companies pay corporation tax at a reduced rate on
dividends, they may still have tax incentive to plough back earnings
rather than distribute them. Manj” companies are controlled by a
relatively small number of quite v/ealthy shareholders who are liable
to personal income tax at a high rate on their dividends.

In some counti'ies, such as the UK, the income distributed by coop-
eratives as i, terest (or dividend) on share capital is deductible
when the society’s surplus ~3 assessed for corporation tax and is
not liable to that tax; but the interest is nevertheless liable
to tax in the hands of the indivi'?ual. In other coiintries, such
as Fed. Rep. of Germany, the income v;hich a cooperative
distributes as interest on share capital is liable to corporation
tax and also to personal income tax in the hands of the individ\ial.

Tax laws which impel.” cooperatives to dictribute the bc.lk of their
surpluses in cac!; "divi" thus have the direct effect of depriving
them of what could be their most useful, reliable and inexpensive

source of investment capital. This iIn turn has an indirect eftfcct
on cooperative ability to attract capital —fron their members or
from the general public. The difficulty of selling cooperative

shares — and the need to increase their attractiveness by making
them withdravrable — stems from the relatively low return available
on such shares. These lov; returns however have been necessitated
by the marked decline in cooperative surpluses over recent years.
This decline, in turn, is directly attributable to the failure of
cooperatives over many decades to plough back'their earnings into
expansion and modernisation of facilities, vrith the result that
they are now losing ground in the compebitive struggle.

This is a vicious circle that must be broken, and the most effectixi’e
way of breaking it is the most direct method i.e. to take measures
to enable cooperatives rapidly to accelerate their rate of plough-
back. This is not easy in view of existing tax lavrs, but there
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4*8

4%»9

4*10

4»11

4.12

4.13

are at least two directions in whiovi some profress mij*ht be mado,

One approach wvrould be to lobby for changes in existing coopera.tive
legisJation in many Shjropean counti‘ies v/hich prevents cooperatives
fron: issuing non-voting preference shares. In the United States
a large part of the financial resources of xhe agricult—ural
cooperative r.ovement is obtained through the payment of patronage
relundfs in non-voting preference "smicc{:, or in non-—voting conuion
g¥oc.: or "Certificates of Equity" ijhich may or nid* not carry
maturity dates. This process releases cash savings for investment
in the business.

IHlieh a U.S. agricrltui—al cooperative pays a part of its patronage
refund in stock instead of in cash? corporation tax liability is
reduced proportionately, just as it would be if a cash patronage
refund had been paid and the money had been re—invested. Tlius
the cooperative has t.ie ta advantage of distributing its e.vnings
in a patronage refund and at the saFie time the economic advantage
of being able to invest the money in trading operations. This

is basically because of the character of the stock issued. It
not"withdrawable"” in the vjay cooperative shares in Europe commonly
are, but it ng> be redeemable after a period of years so that money
flows out of a "revolving fimd" as stock is redeemed and flovfs in

again as new stock is issued,

The common and preferred stock issued by U.S. agricultural cooper—"
atives is not as freely transferable arid marketable as the connon
and preferred stock issued by companies; but it is —cransferable
to some extent and may be repayable after a number of years.

A variant of this approach vrould be to make dividend stamps, —thich
are increasingly being used by Western European consumer cooperatives
as a method of distributing patronage refunds, convertible into
siiare capital with restrictions cn v;ithdrawal.

In some cases there is a legal requirement that dividend stamps
should be convertible into cash. Thus it vrould be necessary to
alter legislation to permit at least part of them to be convertfjil
into non—voting preference or common stook, and also to ensure thab
they receive the same tax concessions al cash divi. This wvrould

in no sense be discriminatory against private companies viho can
claim ‘tax deductions on such promotional expenses as price rebates,
gift coupons etc. Such shares ;—ould be transferable v;ith certb.xn
restrictions, flexible in terms of interest rate according to the
tax situation, ajid flexible as to period of repayment, eithe" over
a short period of years as vrith revolving funds, or for a longer
period as witn Swedish family accounts held until death or retirement,

This kind of "delayed distributio?v* of divi should prove attractive
to cooperative consumers as a way of enabling them to pcirticipa.te
in the growing value of the cooperative assets of v/hich they are
owners. Vlhen divi is distributed .through stamps convertible into
cash or goods, members share in the assets of the coop In an
immediate v;ay vrhich does not give them any additional equity or
security for the future. But if stamps were convertible in part
into non-voting shares (stock bonuses) which had to be held over

a period of years, members would find themselves investing xn their
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fut’XTC. and cooperative societies would be enabled to plough back
earniht”s to strengthen their economic base and thus increase,

future sixrpluses and bonuses to consumers. And since dividend
Etamps are distributed to all customers, this would be an additional
stimulus for non-raerabers to affiliate.

Centralisea financial Planning

5.1

502

5*3

To a lai'ge extent cooperative financial viability depends upon
competent management, sound investment decisions and long—term plann-
ing for the movement as a v;hole.

This in turn points to a number of basic issues which are under active
disc"3sion throughout the intei™national cooperative noveraent, but
which cannot be covered here — such as the development of more
sophisticated centralised financial and budgetary controls, more
adequate managerial salaries and expansion of facilities for
management training.

Vat can be briefly noted here, however, is the enormous scope for
stretching financial resources through skilful redeployment of e;list—
ing funds. This can be attempted in —t least three directions;

a) by seeking economies of scale; b) by economising on funds

tied up in cooperative production; and c) through "sale and lease
back."

a) To the extent that consumer cooperalive movements continue
to create larger economic uilits, they cahn economise on the use of
the financial rcoources available to them. This process involves
replacement of small shops by larger ones, amalgamation of societies,
integration of retailing and wholesaling operations, and centralisatio
of p';jrchasing, vfarehousing, traxisport and delivery, assortment pol-
icies, sales promotion, quality control, constiraer information etc*

b) A number of European consumer cooperatives are finding that
it is more economic for them to close dovm productive facilities
which do noi have wide enough markets to produce on the most
economic soale, and to use the f-unds thus released to pxuchase from
private manufacturers goods of the highest quality made to cooper-
ative spcifications. This avoide: 'spreading available capital too
thinly over a large number of enterprises operating at less than
optimum capacity; and it may in some cases have the result of giv-
ing consumer members better value for their money. Decisions to
cut back on production must obviously depend on the size of the
cooperatives market share and its policy as to whether or not to
produce for tlie open market. Also in some cases (as iIn Sv/eden)
cooperative production may also be aimed at combatting domectic
monopolies. In each case the decision must be taken in the light
of the most economicalL use of the funds available to the movement
as a v;hole»

c) Consumer cooperatives in many European countries own a

number of freehold premises and in such cases the sale and "lease
back"” o these premises may provide an obvious way of economising
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on canital. In inflationary conditions the agreed rent for the
premi“>3 —will ha/e to be 8#tjectti). periodic review; but the
iinmediate rent payable may be substantially less than the cost of
borrowing on mortgage partly because the interest payments are not
subject to review in the same kind of way. Although sale and
lease back may sonetirnes be the cheapest Vay of financing a new
development, it should nevertheless be approached with caution.

It rho\i3d be remembered that ovmershlp of freehold properties vjith
a real V3,lue greater than their book value does provide a movement
with an ijiiportant "hedge" against inflation.

5.4 I't is preferable that the sale and leaseback of premises should be to
property companies under cooperative control rather than to
private insurance or property companies \jho might— one day vrish to
use the sites for their O’m purposes. The outstanding ”.xaraple
of ~his kind of operation has been the Coop "Immobi]ien” fHind
in the Federal Republic of Ger'.iany V/hich issues certificates to the
public vjhich carr.y interest and increase in value along v;ith the
value of the properties acquired. The funds collected are admin-
istered by a separate company, CO—OP Immobilien Fonds Verwaltun”™ AG
v;hich operates on the principles of an investment company. This
ensures that the control of investment is effectively in the
hands of the cooperative movement though the great bulk of the
funds come from the general public.

Conclusion

Thus careful husbandry of a movement's financial resources tbTough
professional centralised planning on the appropriate scale can go a
long ifay tov7ardE releasing funds for eucpans—ion of trading facilities.—.
At the saree time, hovjever, the more fundamental problem of finding new
sources of capital cannot be avoided. V/ays v;ill have to be
fotuid of attracting share capital in adequate amounts and on a
sufficiently committed basis to permit a much larger "ploughback
or reinvestment of surpluses in trading operations. Only in
this way can movements establish the firm \mderpinning of public
confidence that v;ill enable them to borrov/, on reasonable terms,
whatever supplementary funds they may require.

Flexibility is called for, and ingenuity in combining those
methods of financing best suited to the purposes of the movement,
to the interests of potential inve£:tors and to the legislation
of the country.
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