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INTERNATIONAL CO-OPERATIVE ALLIANCE

41st INTERNATIONAL CO-OPERATIVE SEMINAR

14th to 25th October, 1973

at NICOSIA, Cyprus

Main Theme:

"SELF-HELP AND OUTSIDE HELP IN FINANCING CO—-OPERATIVE ACTIVITIES™

Director and Co-Director of the Seminar:
Dr. Ladislav SIEBER, Secretary for Education, ICA, London

Mr. Glafkos PETRIDES, Deputy Secretary/Manager, Co-operative
Central Bank Ltd., Nicosia

Host Organisation:

Co—operative Central Bank Ltd., P.0O. Box 4537, Nicosia, Cyprus;
telephone numbers 42921, 42678, 43088.

Arrival:

Participants are expected to arrive during Sunday, 14th October,
preferably before 18.30 hours, or - subject to previous notice —
on Saturday, 13th October. Unless participants are met at the
airport by a representative of the host organisation, they should
travel (by taxi) to Ledra Palace Hotel, where accommodation will
be reserved and vhere the Seminar will also be held,

Documentations

The attached documentation, prepared by the ICA, has been sent

to participants beforehand, to enable them to do some advance
preparation, by studying the background papers for the individual
lectures to be presented. Each participant is expected to bring
this set of documentation with him to Nicosia.

Prosramme:

(a) Theoretical Part: The provisional Agenda of this part
(14th to 20th October) will be found on the next page.
The actual time-table of the programme will be left fairly
flexible, within the limits of this Agenda, in order to

allow for minor adjustments, as may prove desirable on the
. Spot.
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(a) Practical Part: The programme will be distributed to par-
ticipants on arrival in Nicosia. The practical part,
consisting of study tours, will last until Thursday, 25th
October.

Further Information:

Leaflets on "Organisational information™ have been sent to member
organisations together with nomination forms. Additional copies
will be available to participants on arrival in Nicosia, where
they will also receive further information on local facilities,
places of interest, postage etc.

3 ¥* 3

AGENDA

of the theoretical part of the Seminar

There will be three sessions every day; their chairmen will be appointed
by the Directors of the Seminar, The first morning session will be from
8.30 to 10.30, the second (after a coffee break) from 10.45 to 12.45 p.m.
The afternoon session will last from 3.30 to 6.00 p.m.

Sunday, l4th October:

Buffet at 20,00 hours to enable participants to become mutually
acquainted.

Monday, 15th October:

Opening of the Seminar, welcoming of participants, introduction
of guests, address by a representative of the Cyprus Government,
reply by the Director of the ICA.

Introductory paper by Mr. G. Petrides (Co-operative Central Bank,
Nicosia, Cyprus): "Co-operative Activities — Is There a Limit?";
discussion on the co—operative movement of Cyprus.

®Thrift as a Major Factor Enhancing Self-Finance®" - paper by
Mr. A, Mavrommatis (Assistant Commissioner for Co-operative
Development Cyprus); panel discussion on the financing exper-
ience and practice of co-operatives in Cyprus.

Tuesday, 16th October:

Whole day: Intermational exchange of experience on the organisation
problems and various technical aspects of financing the activities
of consumer co-operative organisations in some economically advanced
national co-operative movements., Plenary discussion, based on the
presentation of papers prepared and introduced by:



- Mrs. E.P, Vassyukhina (Department of Finance and
Economics, Centrosoyus, Moscow, U.S.S.R.)

- Dr, L. Schmidt (VdK, Berlin, German Democratic
Republic )
- Mr. J.P. Miége (Coopérateurs de Champagne; also:

Banque Centrale des Co—opératives, Paris,
France)

- Dr. E. Rewerk (Co—op Zentrale AG, Hamburg, Federal
Republic of Germany)

- Mr., H, Perklén (VAr GiArd Co-operative College, Sweden)

- Mr, D.H. Wilkinson (Co-operative Union, Manchester,
United Kingdom)

Wednesday, 17th October:

Morning sessions (both): Continuation of Intermational exchange
of experience from the previous day, but extended to include both
consumer and other types of co-operatives (especially producer,
agricultural and housing), with plenary discussion based on papers
introduced by:

- Mr. M, Filadelfi (Central Co-operative Council, Prague
Czechoslovakia)

- Dr. B. Téth (National Council of Agricultural Co-operatives,

Budapest, Hungary)

Afternoon session: Paper by Mr. H, Ohmi "Co—operatives, Credit
and Changes in Japan®, introduced by Mr. S, Takeda, (Central Co-
operative Bank for Agriculture and Forestry, Tokyo, Japan), and
discussion. Also, discussion on problems of financing the acti-
vities of co-operative housing societies, based on "Questions for
Consideration", prepared by ICHDA, Washington, U.S.A.

Thursday, 18th October:

Morning sessions (both): "State and Co-operative Finance in France"
- paper introduced by Mr. J.B. Gins (Caisse Centrale de Crédit
Coopératif, -Paris, France), and discussion, during which Mr. W.
Seibt (VdK, Berlin, German Democratic Republic) will outline the
relations between state and co-operative finance in the GDR.

Later: Paper by Dr. A.E. Rauter (Konsumverband, Vienna, Austria)
on "Personnel Planning and Training -~ an Important Instrument of
Self-Help for the Economic Advancement of an Independent Co-
operative Movement™, and discussion.

Afternoon session: Discussion in groups, drawing conclusions from
the preceding programme, mainly concentrating on answering the
question: "To what extent, at what stages, or for how long should
co—operative activities be confined within the limits of their
self-financing possibilities?" (Each group has its own chairman
and rapporteur).
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Friday, 19th October:

First morning session: Continuation of group work.

Second morning session: Plenary; reports on the conclusions
arrived at by individual groups; discussion; summing up by
main rapporteur of the Seminar,

Afternoon session: Exchange of experience on international
aspects.

(a) Financial implications: introduced by Mr. B. Tronet
(International Co—operative Bank, Basle), and discussion;

(b) Special training programmes: introduced by Dr. L. Sieber
(IcA), and discussion.

Saturday, 20th October:

Morning sessions (may be extended to last until 1.30 p.m):
Part I (8.30 - 10.30) discussion in groups, to work out recom-
mendations arising from the Seminar for future international
activities of national organisations and of the ICA;

Part II (11.00 - 1.30) plenary discussion on the same subject:
summarisation by the rapporteur; conclusions for the ICA (by

Dr, S.K. Saxena, Director of the ICA); close of the theoretical
parte.

Afternoon - free,
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CO-OPERATIVE ACTIVITIES - IS THERE A LIMIT?

(with particular reference to the Cyprus Co-operative Movement)

by Glafkos Petrides, Dep. Secretary-Manager, Co-operative Central Bank
Ltd., Nicosia

Cyprus is an Ysland of ancient settlement in the Eastern
Mediterranean. Its economy is based primarily on agriculture, mining,
light industry and, in recent years, tourism, on a rapidly increasing
scale.

The Co-operative Movement in Cyprus dates back 60 years. It
was based and developed on the principles of Co—operation, accepted as
genmuine all over the world.

Co-operation sprang up and first appeared within the agricul-
tural communities in the rural areas. It was the new idea which was
fervently embraced by the Cypriot farmers as the only peaceful defence
against persistent exploitation by the merchants, middlemen and money-
lenders. The very simple and realistic Raiffeisen type of Co-operative
Agricultural Credit Society was adopted and gradually such societies
were established all over the Island. The Raiffeisen type of Credit
Societies are based on unlimited liability and their function is not
only money-lending, but also to operate as savings institutions that
accept deposits and supply members with basic agricultural requisites.
Their establishment has been based strictly on the principles of self-
help and mutual help, which means that such Societies operate without any
outside assistance, but depend wholly on their own resources, coupled with
self-responsibility, self-management and democratic control. To quote
the immortal words of President Lincoln's Gettysburg address (1863),
real Co-operatives are institutions "of the people, by the people, for
the people". The Raiffeisen type of Co-operative is still the backbone
of the Co-operative Movement of Cyprus.

The Colonial Government recognised the importance of Co-
operation. In 1914 the Co-operative Societies Law was enacted and in
1935 the Co-operative Development Department was set up and a Registrar
appointed.

In 1938 the Co-operative Central Bank was established as the
apex Co-operative financial institution for co-ordinating the finance of
all Co-operative Societies spread all over the Island.

The Consumers! Societies, formed on the Rochdale Principles,
made their modest appearance very early in the rural areas and developed
further during the period after the end of World War II to reach their
present position. Three Co-operative Wholesale Supply Unions are now
operating with Co-operative Stores spread all over Cyprus, in every
village, in every town, competing in all respects with the private
sector.



The rapid growth of the Credit Co-operatives, the release
of the farmer from part or all of his accumulated obligations towards
merchants, middlemen and money-lenders, was the result of a new era in
the Co-operative Movement, that of the marketing of the agricultural
products by the Co—operatives. This, in other words, meant supply from
the producer to the consumer without any intermediaries. A further step
forward, as a natural development, was the establishment of Co-operative
industries for the processing of agricultural produce for export.

The Co-operative Movement of Cyprus was split on a communal
basis, Greek and Turkish, under the London-Zurich Agreement of 1960. At
the time of the split there existed 750 Greek and 190 Turkish Co-operatives
of all types.

The Greek Co-operative Movement has made outstanding progress
since 1960, the year of Independence. New types of Co—operative Organisa-
tionswere established with a view to covering all sectors. The increased
volume of business of the various Co—operative establishments, to an extent
which nobody could predict, can be considered to be the result of the
healthy and steady progress of the economic and social life of Cyprus.

The apex organisation of the Cyprus Co-operatives is the
Pancyprian Co-operative Federation, which was established in 1961.

The Government of the Cyprus Republic has always made use of
the Co-operative Movement for the application of its agricultural policy.

The outstanding phenomenon of the Cyprus Co-operative Movement
is that it grew and developed by itself, without direct financial assistance
from the State, solely depending on thrift, self-help and mutual help.
Conditions in Cyprus are exceptionally suitable for displaying, not only
in theory but also in practice, remarkable achievements of Co-—operative
self-financing, as distinct from dependence on outside finance or aid,
particularly from the State.

What has so far been achieved, however, does not reach the
limits of the progress which is expected to be attained in the future.
On the contrary: Considering the important role which has been and is
being played by the Co—operative Movement in all sectors of life in
Cyprus, especially in the recent years, and taking into account the con-
tinued and rapid changes in every sector, a similar phenomenon in all
countries of the world, the Movement cannot afford to lose momentum in
this changing situation. Proper planning must be adopted, coupled with
enthusiasm, energy and imagination. Capital resources, where necessary,
mst be secured through self-financing, which is the best method for
capitalising long-term investment programmes.
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THRIFT AS A MAJOR FACTOR ENHANCING SELF-FINANCE

by A. Mavrommatis, Assistant Commigsioner for Co—operative Development,
Cyprus

Co-operatives, being "organisations wherein people voluntarily
associate together as human beings, on a basis of equality, for the economic
interest of themselves", need to have money to carry on their operations.

When a number of persons associate together and form a co-
operative for economic action, the next matter is to devise methods of
securing the object. And since the object is economic action, the co~
operative must search for capital - for money.

A thrift and credit co-operative exists to provide sound
controlled credit for its members, and so it must somehow secure funds.
To do this it has before it one or more or all of the four sources:
Shares, Savings, Loans and Realised Profits (Reserves).

Savings: With the establishment of a Thrift and Credit
Co—operative tﬁe question of finance arises; and at this point the
possibility of savings comes up for consideration. The inclusion among
the primary objects of a co-operative society of the words "the encourage-
ment of thrift and of self-help" is but the beginning. Ways and means
have to be found to enable the words to become deeds, so that the members
feel it their duty towards themselves and their fellow members to make

a positive effort to save, After all, co-operation means self-help. The
best way to save can only be arrived at after much argument; if people
are persuaded to appreciate that an effort has to be made, the battle

for savings is half-way to being won.

In the early days of the Co-operative Movement in Cyprus, not
many people believed in the idea of savings. They used to think and say
that the members are too poor to have money to save! People associate
together in order to borrow and a person who borrows cannot really afford
to make deposits at the same time, was the argument.

Nevertheless, the believers in the idea of thrift prevailed
and much emphasis was laid on savings. In fact, borrowing was married with
savings, and the three stages of borrowing/savings were understood, and
most important still, practised.

(i) The people borrow to spend .... The co-operative must teach
the people to save even while spending the money borrowed.

(ii) The people save to spend .... The co-operative must feel
happy when this stage has been reached and the talk of the
"need for borrowing" ends; there is only need for borrowing
when there has been insufficient foresight and saving. So
it is wise for everybody always to remember to save to spend!

{(iii) The people save to save .... This stage follows the second, when
the member has saved what he needs to spend and can now begin to
save for some unknown purpose in the future.



This third stage is, of course, open to discussion; it
involves a sacrifice of present enjoyment for some future advantage and
this requires foresight. In the second place, in timesof turmoil such
savings may be lost or lose much of their value because of inflation and
devaluations.

So, the opposition to thrift has a certain reason on its side.

Yet the practice of thrift on a systematic scale is absolutely essential
if the people of a country are to improve their economic lot. England,
Germany and other advanced countries are rich today because their people
for years were saving money and investing it in productive enterprises.
During the last war all the savings were practically lost when the money
became worthless, but the people have not been deterred and today again
the systematic encouragement of thrift amongst rich and poor people con-
tinues with great success.

Thrift is perhaps the surest weapon against poverty, both for
people and organisations.

Combination of credit with savings. The Cyprus example: It
is strongly believed that the combination of credit with savings is pro-
bably the main factor responsible for the sound Co-operative Movement
established in Cyprus over the last few decades. A local credit society
in this Island is a real "people!s bank"; it is a lending institution
for those who are in need of credit and at the same time a savings bank
in which the common people can deposit their savings when they have
surplus and let them accumulate to use them later, when they will need
them for some useful purpose.

The combination of thrift with credit is serving a three fold
purposes:

Firstly it encourages people to save so that they may look
forward to the day when they will have money of their own to draw on and
not always have to resort to borrowing;

Secondly it provides the movement with working capital without
having to run to commercial banks or to the Governments for finance; and

Thirdly it has a moral effect both on the individual depositors
and borrowers and also on the management. It is obvious that the elected
committee will take more active interest and see that the money is properly
handled and wisely used when they know that this money belongs to the com-
mon people of their commmnity. This is in contrast to handling the money
of a commercial bank and, still worse, Government money. People will usuallj
be inclined not to worry very much and probably tend to think that Government
has an 'obligation' to finance them and at some time write such debts off
as if the finance were charity or a grant.

Conducive factors. Safety, secrecy, liquidity, interests.

No thrift programme can be successful unless practical steps
are taken so that, under normal conditions, the savings of the common people
are safe with the co-operatives. And whereas the shares, the reserves and
the unlimited liability of members, which we have here in Cyprus, are quite
a good pre-requisite, the proper use of such savings, through good and

~—8_



business-like administration, and good and strict audit, by an independent
audit body, are things very necessary to provide a basis for the safety
of money deposited with the co-operatives. And last, but by no means
least in impdrtance, is the personal honesty and integrity of the Manager
of a Co-operative. It is not an exaggeration to say that a good manager
makes a good co-operative and good savings programme.

Secrecy is also a necessary ingredient to a successful savings
programme, The common people usually do not like other people to kmow about
their savings accounts.

Liquidity is a must; this requirement is necessary to create
confidence, trust and continuity in a savings programme. Here is one draw-
back to the combination of borrowing with thrift. The committees are some-
times apt to use all available money in loans to members.

Hence the need for constantly warning the officers of Thrift
and Credit Co-operatives of the need to keep liquid funds so as always to
meet the requirements of depositors. It should be clearly understood that,
whereas it is possible or natural to refuse a loan to a member if there
are no funds available, it is most unnatural, undesirable and detrimental
to a savings programme and to the co-operative to refuse the repayment of
a deposit because of "mo funds available",

Interest is probably the easiest to be understood and practised
by the committees of Co-operatives. Money is a commodity sold and bought
in the open free market. To get it, one must pay the current market rate
of interest.

Here efficiency comes into play. If the co-operative is run
efficiently, its running costs low and interest competitive, the result is
& successful savings programme.

Some facts about Cyprus and the Cyprus Co—operatives. Cyprus
is a small country - a 8 island ~ with an area of 3,572 sq. miles and
a population of around 650,000 people. It is basically an agricultural
country with very good tourist potentialities.

Today there are 870 co-operatives with a membership of around
250,000 people and with a working capital of around £55 million,as follows:

Share capital ............ eeess. £1,700,000
Reserve Funds ....... Cerereaias £6,000,000
DeposSits ..iciiinicninnn. cerees £47, 300,000

Total £55,000,000

During the last decade the Cyprus Co-operatives have not only
been self-financed, but are making surpluses of £8 to £10 million, and
this despite the investment in recent years of substantial capital in big
basic co-operative projects, concerned mainly with the processing and mar-
keting of agricultural products.



The main assets of the co-operatives are:

Loans receivable ................. £30,000,000
Capital investments ............... 7,000,000
Goods in stock ......iieiiiniiinnn 8,000,000

Total £45,000,000

Cash at Banks £10,000,000

Total Assets £55,000,000

The school savings scheme in Cyprus. This is a rather interesting
scheme, not so much in terms of money brought into the savings programme but
because of its educational value for the younger generation. Once a week
during their first six years of schooling, the children pay in their savings,
in friendly rivalry amongst themselves ~ who should save more! The scheme has
been in operation since 1950 and today all schools are fully covered by it.
More than 70,000 children are today saving an average of £30,000 weekly.
Total savings today £2,500,000.

A full account of the position and activities of the Cyprus
Co—operatives is given in the annual report of the Department of Co-operative
Development, Cyprus.

Thrift enhancing self-finance. It is known that the co-operative
organisations and, in particular, the agricultural co-operatives in very
many countries were and still are dependent on State financial help.

We here in Cyprus have steadily refused State aid for our thrift
and credit co—operatives. Or rather, to be more accurate, State financial
aid did not come when it was sought in the early beginnings of Co-operation,
some fifty years ago. The commercial banks had also turned a deaf ear to
requests of agricultural co-operatives for finance. So we had either to
give up or seek other ways of finance. And we adopted the idea of self-
fipance.

Why not draw upon members and upon the public for money - for
the capital the co-operatives needed for their operations?

Why not draw up a savings programme which would gradually lead
to self-finance?

Why not try the Raiffeisen co-operative method which is known
to have worked successfully in Germany?

Why not accept unlimited liability? The members did not have
ready cash to buy shares in a co-operative and one cannot seriously expect
to run and develop a savings programme — call on members and the public
to entrust their money, their small savings, with the co-operative bank,
if no adequate security is offered! Much has also been said and written
about the moral value of unlimited liability as an effective factor in
training people in co-operative business responsibility. Indeed there is
mach truth in all this. And it is also equally true that unlimited liability
and the responsible management resulting from it, are both good security
for the depositors.
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Why not save the realised profits? The individual is expected
to save to spend. The co-operative should also be expected to save to spend.
In this way the members are saving collectively - another source of capital
leading a co—operative to self-finance.

Why not link the village co-operatives together in a central
co-operative bank? The savings programme to extend from local or regional
to national. Long established local co-operatives, where the people had
grown thrifty, would often have a balance of deposits over loans. So why
not pool resources?

Why not finance new co-operative projects which call for large
investments of capital with funds accumlated in the central co-operative
bank?

Why not develop co-operative economic action based on thrift
and self-finance? The individual is happy and his standing sound when he
relies on his own savings and resources for his economic affairs. The
co-operative could and should do so too.

Yes, why not, was the answer of the Cyprus co-operators to the
above WHYS. And the results of 50 years systematic hard work on such a
programme have brought very positive results.

We are proud and happy that this road was followed; we feel
we were very lucky to have struck the idea. Mind you, it has been and
still is a hard task. It is the hard way, but it is the surest and safest
way. Among other things, independence of co-operatives is preserved through
this method.

Development on this basis is necessarily slow at the start.
Acceleration is attained with the accummlation of funds. Once, however,
the co-operatives attain a momentum the development is fast.

You have, for example, a feasibility study for expanding co-
operative activity in a certain field, or you have a feasibility study for
a new co-operative project and the people concerned want it; touch the
button and the machine is in operation when the required capital is there
through the savings programme. No application for loan capital, no special
reports and feasibility studies disclosed and produced to the financing
agencies - be they the Government or the commercial banks — no waiting
and waiting, no degradation, no observers on boards of management and,
in general, no strings.

Many people wonder whether it is really worthwhile to go to
so much trouble to operate a thrift programme to raise working capital.
Instead, they very likely have in mind the alternative 'easy'! way of
borowing such capital from the Government, the commercial banks or other
lending agencies or institutions.

It is suggested that the trouble and probably the extra expense
which a savings programme may necessitate are worthwhile. Among other
things it helps mobilise from a great number of persons small amounts of
money which otherwise might have been lying idle, and put them into produc-

tive purposes.



The words "great number of persons" probably deserve a special
note, not so much in order to say how useful and helpful such a scheme is
to the persons concerned and to the national economy of a country, but to
suggest also that this source of finance is superior to any other, in that
the holder and user of such funds feels more at ease. The possibility of
a "great number of depositors" withdrawing their deposits at once is too
remote. In normal times such deposits are revolving year in year out in
the co—operatives.

We do not claim to have an ideal Co-operative Movement. Never-—
theless it is fairly dynamic, and it is felt that the reason for this is
self-finance, which has been attained through a well organised and run
thrift programme. There is no village without a Thrift and Credit Co-
operative. In addition there are consumers stores and co-operatives of
various types for the export of agricultural products, import of all kinds
of consumer and industrial goods as well as of building materials. The
co-operative factories are very modern and have a prominent place in
Cyprus industry. Special mention may be made of our winery, the animal
fodder factory, the tobacco factory and the canning industries.

Cyprus provides an excellent practical example of how self-
finance can be attained through thrift; and the beauty of the thing is
that thrift has been and still is practised on an ever-increasing scale
by the people of Cyprus, rich and poor, both in the towns and in the
rural areas.

Surprisingly enough, the difficult times through which Cyprus
is passing did not deter the people from practising thrift on a systematic
scale. It is their strong belief that thrift and self-finance are the
surest ways to improve their economic lot.

Thrift is a very strong weapon against poverty and also a
vehicle for economic progress and development. And this applies to people,
to co-operatives, to private enterprises and to nationms.

X 11573
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THE FINANCING AND CREDIT SYSTEM FOR CONSUMER CO-OPERATIVES IN THE U.S.S.R.

presented by Centrosoyus, Moscow, U.S.S.R.

The Soviet Consumers! Co-operative Movement is a big economic
and mass social organisation and an important form of organisation for
trade and purchasing. Co-operatives establish many-sided economic relations
between town and country; they purchase and supply agricultural raw materials
for industry and foodstuffs for the urban population; they supply the rural
population with consumer goods.

It is stressed in the C.P.S.U.* Programme that the role played
by the CGonsumers' Co-operatives will expand in the period of communist
construction.

The Directives of the 24th C.P.S.U.* Congress on the five-year
economic development of the U.S.S.R. for 1971-1975 set tasks for improving
the supply of goods to the rural population; and for developing trading,
purchasing and productive activities of consumers' co-operatives which
contribute to the extension of economic relations between town and country.

During 1965-1970 the co-operative turnover increased by 51 per
cent against 38.2 per cent in the previous five-year period. In the period
1971-1975 the turnover is to increase by 42.4 per cent.

By strengthening and extending the economic ties between town
and country, the consumers' co-operatives actively contribute to the develop-
ment of the collective farm system and help to eliminate still further the
disparities between town and country.

In the U.S.S.R., consumers' co—operatives and their unions enjoy
economic and operative independence.

Co-operative economic activity is carried on in accordance with
the existing laws and regulations, economic plans, the price system, cal-
culation and accounting rules, financing and provision of credit, contractual
relations and other norms of socialist economic management.

The essence of the economic and operative independence of co-
operative organisations consists in the following:

— they have their own Rules, fixed and working capital and
sole disposal of it;

- they enjoy the rights of a legal person to conclude economic
agreements and employ personnsl;

— they have a complete book-keeping system, independent balance
sheets and bank accounts, enjoy the right to receive loans
from the State Bank;

# Communist Party of the Soviet Union
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—~ they are fully respnsible financially for the results of
their work and also for the fulfilment of economic plans,
the payment of taxes punctually and in full, the proper
use of State Bank loans and their repayment where due.

They are responsible for the fulfilment of their contractual
obligations to other enterprises and establishments.

Co-operative organisations, as well as their members and
employees, are materially interested in the fulfilment of economic plans,
in the economical and rational use of funds and the increase of efficiency.
It finds its expression in the material incentive to the workers and members
through the payment system based on the fulfilment of economic plans, the
system of various bonuses paid out of gained profits, also distribution of
dividends to co—operative members.

It is self-evident that the economic and financial activity of
co-operative establishments is inconceivable without constant supervision.
Internal supervision is exercised by co-operative boards and control com-
missions with the help of calculation and analyses of the work results.
The State Bank and financial bodies supervise the work of co-operative
establishments during the process of granting and repaying financial
capital investments, as well as through the system of payments and taxes.

Financial supervision helps to reinforce the discipline of
payments, to carry on a more rational savings system, to safeguard co-
operative assets and use them efficiently.

The same rights and duties in respect of their economic and
financial activity are assigned to many consumer co-operative enterprises
and establishments, including all wholesale trade centres run by co-
operative unions, purchasing agencies, big retail stores and public
catering establishments, bread-baking plants, other industrial establish-
ments and automobile parks.

They also enjoy complete economic and operative independence.
They have their own working capital, balance sheets and accounts in the
State Bank, enjoy the rights of a legal person to conclude economic
agreements, buy and market their goods independently, bear complete
material responsibility for the results of their activity and have funds
to offer material incentives to their employeces.

Small enterprises and establishments run by consumer co-
operatives or their unions (small warehouses, shops, canteens, bakeries.
etc.) are as a rule included in the general balance sheet of the board.
Co-operative boards do the accounting and planning, purchasing and marketing
of the production besides making payments and providing credit for these
enterprises and establishments.

Co-operative Funds, Profits and Sources of their Formation

To carry on their economic, cultural, educational and organisa-
tional activities, the consumer co-operatives must have the requisite
funds. According to their sources of accumilation and ownership, these
funds are classified as "own" and "borrowed".



During the last two years alone the consumers! co-operatives!
"own" funds increased by more than 16 per cent.

Profits. The main source of "own" funds is the profits gained
from co-operative economic activity. The total of the profits during the
first two years of the Oth Five-year Plan (1971-1972) increased by 37.4
per cent and reached Rs. 1,720 million in 1972.

Consumer co-operative profits are public wealth, i.e. they
are not a means of private enrichment or a result of considerations of
commercial competition. They are acquired as a result of fulfilment of
economic and financial plans.

Profit (net surplus) is the difference between the gross yield
and the operating costs of production.

In trade the main source of gross profit is trade discounts.
The greater part of the goods produced by State or co-operative industry
have retail prices fixed by the State. These are the prices at which the
goods are supplied to co-operative enterprises and establishments and trade
discounts at the established rates (a percentage of retail prices). The
normal rate of discount differs for various goods and the place of their
market, according to the level of operating costs.

In public catering establishments the profits are derived
from the difference between the total of trade discounts for the goods
bought, plus additions to the value of raw materials used for the produc-
tion of the enterprise!s own kitchen produce and the total of production
and operation costs.

The profits of purchasing transactions are the difference
betwsen the sum of additions to the purchase prices of the produce
(according to the established norms) and the sum of operation costs.

In bread-baking plants the profits consist of the difference
between the supply price (retail price minus trade discount) and the full
cost price of the product.

In the same manner is calculated the net profit of other
enterprises, the output of which is not liable to turnover tax. For out-
put on which this tax is levied the nct profit represents the difference
between its retail price, loss deduction of trade rcbates and turnover
tax, and the full cost price.

In the course of actual business operations there may appear
various unforesecen profits (for exampl:, reccipt of fines from suppliers
for non-fulfilment of contracts) and expanses (payment of such fines).

Profits from business operations, increased by the sum of
casual income and reducsd by the total of casual expenses, represent the
final profit carried to the balance-shect.

Co-operative enterpriscs and zstablishments aim at a constant

increase of profits. This is achisved in the first place, by overfulfil-
ment of their economic plans and by saving management expenses.
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Distribution of profits. After payment of income tax to the
State, the profits arz distributed annually by decision of the co-operative
members! meeting. A part of the profits is allocated to paying dividends to
co-operative members. The remainder is allocated to fixed and special colled
tive funds.

Share Contribution and Entrance fees. Entrance fees of new co-
operative members and share contribution are the second source of societies!
own funds. During the last two years alon: more than 3.2 million members
jointed the Co-operative Movement.

The present membership of consumers'! co-operatives totals over
61.3 million.

Co-operatives arc open to all citizens who have reached the
age of sixteen. A new co-operative member pays an cntrance fee of 30 Kopecks
and takss out one share. The amount of the sharc is fixed at a general
meating of members (or at a mecting of their representatives) with an eye
to attracting the mass of the population into the Co-operative Movement
and the importance of these contributions for the society's capital re-—
sources. The members of a sharcholder'!s family who have no indcpendant
income, as well as persons receiving state pensions, pay one quarter of
the value of a share.

By decision of a general meeting of members (or mesting of
their representatives), new members may be permitted to pay for their
shares by instalments over a period of two years.

The sharcs are paid to the co-operative board or its repre-
sentatives, the latter being commended for their good work in collecting
contributions,

The shares arc rcpayablzs. They constitute the collective
proparty of the aewbers and represent their parsonal participation in
Tinancing th: 2conomic activity of the co-operative.

3 K3 . t .
According to the principls of voluntary membership, a member
may resign frow a co-operative socisty and withdraw his share.

In case of the mzmber's moving to a new residence in the
area of a differesnt co-opsrative, his share is transf:rred to the co-
operative in the arca of his new residence on application by the share-
holder.

A co-operativa menbor has oni. o share. This means
cqualit; of rights for all sembers and gzives i opportunity to onz co-
operative meuber to acguire privilezss svor »>-horrs.

Co-opevarive mamoers participate in the distribution of
prafits and roccive dividends which are paid annually out of the profits.
The amount of the dividend is approved at th: goneral mecting of share-
holders (or their rcpresentatives) taking into consideration ths recommenda-
tions of supz2rior co-opzrative organisations, but it may not excezd 20 per
cent of the distribured profits.
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Recently the members of many consuricrs! socicties have decided
not to pay out dividends but to allocate them to th> construction of cultural
and welfare establishments collectively used (shops, laundries, kindergartens
and créches, young pioneer camps, 2tc.).

Consumers! co-opsrative funds. Increasing profits, entrance
fees and share constributions continuously cxpand the capital resources of
the consumers! co-operatives.

The funds of consumers! co-operatives form their economic basis.
They are divided, according to their nature and purpsse, into general economic
funds and special funds.

General sconomic funds are the fixed fund and the share capital.
They are carmarked for financing business activity.

Special funds are used for financing capital investments, social
and welfare services, material incentives and other purposes.

Fixed fund. This fund is derived from entrance fees of members'
(in consumer socisties) and from allocations made from profits (in consumer
socicties and their unions). To th: fixed fund also belong:

- thy funds for financing capital investments, building repairs
as wcll as for financing construction projects in execution,
acquisition of fixed assets and large-scale repairs of premiscs
and other installations;

- the money received by the organisation gratis.

The fixed fund is the principal part of co-operativet!s own
capital. Fixad and circulating capital are drawn from this fund.

To the fixed assets belong: premises, structures, machines,
oquipnient, transport mzans, implaments and other articles of the material
and technical facilities of co-operative enterprises and establishments.

The circulating capital comprises stocks of goods, raw matcrials,
containers, fuel, money and other cffects.

The fixed fund is entered in the balance-shect and drawn up by
the board of the co-operativ:. If a co-opcrative unit runs enterprises on
a scparate palance-sheet, it allocates, according to internal regulations,
the moncy nacessary to carry on their activity from its fixed fund.

The fixed fund is reducad b, depreciation deductions for the
fixed assets and a gratuitous transfor df property to other co-operative
units. It should be wentioned that th: appropriation of co-operative
property by State bodies and conterprises is prohibited by law.

In case of an unprofitable year!s businzss, which is extremely
rare, the losses may be coverad, ac:cording to th2 Rules, from the fixed
fund. 1In 1972 as few as 0.3 per cent of the total number of co-operatives
were unprofitable.



Share Capital. The existence of this fund is conditioned by
thé nature of the consumers' co-operative movement as a social organisation
functioning on its own funds. The fund so constituted by members! sub-
scriptions as described above.

The share capital is the property of the members of a given
co-operative; in case of resignation from the co-operative or its liquida-
tion, it is returned to them.

Every co-operative member is liable for the results of its
activity. The share capital may be used to cover any losses made should
the fixed fund be insufficient.

The share capital constitutes about 12 per cent of the consumers!
societies! societies! own capital.

Special funds: The fund for financing capital investments is
of great importance as it is the main source of financing the expenses for
the construction of the material and technical facilities of trade, purchases
and production,

It is enough to cite the following data for 1965-1970: the
volume of capital investments amounted to Rs. 3,800 million. There were
47,000 new shops built, 6,000 public catering establishments, 2.4 million
square metres of general warehouses, bread-baking plants and bakeries with
a capacity of 20,800 tons per 24 hours.

A fund for financing capital investments is formed by all co-
operative organisations, It includes:

~ depreciation deductions to redeem the fixed assets (according
to established standards);

~ allocations from distributed profits.
To achieve the most effective use of the capital investment
fund it is centralised in district, regional, territorial and republican

unions of consumer societies.

The following funds are not centralised and are left at the
disposal of the corresponding organisations:

- compensation by the State Insurance Agencies of losses from
the fixed assets caused by natural calamities;

- the cost of materials received gratis;
-~ sums received from the ligquidation of important fixed assets;
— profits gained from marketing of produce of subsidiary farming

enterprises, fishing, hog fattening, cattle-breeding and other
income.
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The fund for financing important repairs. This fund is created
by all enterprises and establishments run by the consumer co-operatives from
the following sources:

-~ depreciation deductions earmarked for large-scale repairs
(according to the established standards);

- funds allocated by the enterprise to the repair of cultural
and welfare establishments, premises and dwelling houses.

The money for large-scale repairs is deposited, as a rule, in
special accounts with the State Bank, from which the finance for large-
scale repairs is withdrawn. Enterprises and establishments having no special
accounts finance the activity from their ordinary accounts with the State
Bank.

The money of the fund is spent:
- on capital repairs of the enterprise's own basic assets;

-~ on participation in the construction and repair of local motor
roads.

The Fund for Personnel training. A well-organised system for
training personnel and improving the proficiency of the workers exists in

the Soviet Consumers! Co-operative Movement.

Within the system of consumers! co—operatives there are 5
higher and 121 secondary technical specialised co—operative educational
establishments, 139 trade schools and 2,060 schools-—enterprises. The
higher educational establishments train annually over 5,000 experts and
the secondary specialised establishments 48,000 qualified workers. The
Moscow Co-operative Institute trains experts for co-operative movements
of developing countries in Asia, Africa and Latin America.

A sum of Rs, 110-120 million is spent annually on the mainten-
ance of educational establishments, various courses and apprenticeships.

To finance these expenditures the Centrosoyus and co—operative
unions build up funds for training personnel from the following sources:

~ deductions made from profits by the consumer societies and
their unions in the course of distribution, the amounts of
which are recommended by Centrosoyus;

- monthly levies, based on turnover, from the co-operative
economic and productive enterprises are charged to operating
and production costs,

The fund for personnel training is also spent on organisational
work as well as cultural and educational measures (general meetings, meetings
of representatives, congresses, conferences, organisation of lectures,
reports, excursions, etc.).
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From 15 to 20 per cent of the total fund for personnel training
is spent for these purposes.

The fund for cultural and welfare measures exists at every co-
operative and consists of annual deductions from distributed profits.,

The money from this fund is spent on organisational and mass
work among members: lectures on scientific and public and political
subjects, propagation of the best co-operative know-how, organisation of
excursions for co-~operative workers for the purpose of studying advanced
practice. holding co-operative meetings, conferences and exhibitions.

Some of the money from this fund is spent on club activity and
recreation rooms run by the consumers! co-operatives, on acquisition of
equipment, musical instruments and costumes for amateur art circles, on
maintenance of joint cultural establishments with the trade union organisa-
tions, and on subsidising voluntary sports associations of members,

The fund is also spent on paying for group and individual
apprenticeships, travel costs of co-operative workers attending courses,
seminars, correspondence courses, etc.

From this fund the co-—operative workers may obtain loans for
individual house building and for other needs; active co-—operative members
receive as an encouragement free accommodation at sanatoriums and holiday
homes.

The Centrosoyus and some co-operative unions run 9 sanatoriums
and 20 holiday homes situated in picturesque places., Every year over
100,000 co-operators spend their holidays there.

Funds for Material Incentives. To encourage their employees,
co-operative organisations have special funds, namely, the prize fund to
encourage the best co-operative employees, the enterprise fund at the level
of co-operative unions in the republics and the funds for economic stimu-—
lation.

Special allocations are made to reward workers with a premium
for the over-fulfilment of the purchasing plans for some kinds of raw
materials (fur, fur hides, wild plants, etc.), for the introduction of
new techniques, for inventions and improvements and for successful fulfil-
ment of socialist pledges in the All-Union Socialist Emmlation.

The prize funds stimulate the fulfilment of economic and
financial plans, help to mobilise internmal reserves and further improve
co-operative activity, as well as offer the workers incentive to interest
themselves in the results of their work,

The preceding sections have dealt with the formation and use of
its own financial resources by the Consumers' Co-operative Movement.



Attaching great importance to the development and consolidation
of consumers' co-operatives, V.I. Lenin and the Communist Party thought
that the Socialist State should give the Co-operative Movement material
support.

Lenin's view on the necessity of giving financial support to
co-operatives underlay the economic relations between the State and the
Co—operative Movement at all stages of its development in this country.
One of the important forms of State financial assistance to the Co-
operative Movement is short-term credits.

Short-Term Credits

In the development of co-operative trade an important part is
played by short-term credit from the State Bank as a source of working
capital for trading organisations.

Approved by Centrosoyus and the U.S.S.R. Ministry of Trade on
1st January, 1973, a new system of providing credit for trading enterprises
and establishments has been introduced in the U.S.S.R.

Short-term bank credit is organised on the basis of a plan
according to the purpose and character of the credit, its repayment, urgency
and security. These principles are closely connected with each other and
interdependent,

The State Bank grants credits to enterprises and establishments
which are fully self-supporting, have their own working capital, an inde-
pendent balance-sheet and an account at the State Bank.

Credit is granted to consumers! co-operative trading organisa-
tions, provided that:

—~ the enterprises and establishments have their own funds to
pay for participation in the planned commodity stocks to the
extent of not less than 10 per cent in the wholesale and 15
per cent in retail trade, that their accounts and other
reports are submitted by them to the Bank and the loans paid
off by the agreed date.

Thus, the contribution of own funds to the payment of goods
must be at least 10-15 per cent, and the share of credit not more than

85-90 per cent.

To obtain short-term credits, co-operative organisations open
special loan accounts at the bank where the date of granting the loan and
its repayment as well as any debts are recorded.

The total sum of the turnover credit (planned limit) is fixed
in the quarterly plans according to the turnover plan and the norms of
circulation, The planned limit of credit takes into account the credit
needed for commodity stocks required to the turnover plan minus the con-
sumers! societies' own capital.
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Trading units are also granted the following loans:
-~ for stocks of seasonal goods, without fixed limits;
— for temporary supernormal stocks of commodities;
—~ for temporary needs;
-~ for seasonal expenses.

Co-operative organisations also enjoy other kinds of credit;
for example, for goods sold to members on credit; for invoices in transit;
for accrediting the replacement of own working funds converted into debtor?
debts for claims adjudged by court or through arbitration.

The State Bank, in supervising the activities of co-operative
enterprises and establishments, checks the correctness and economic effic-
iency of credit investments.

Efficient enterprises or establishments enjoy privileges in
dealing with the State Bank; for example, they are granted loans for
temporary needs, if they have temporary financial difficulties through no
fault of their own.

On the contrary, enterprises or establishments violating the
financial and payment discipline (long delays in making payments, etc.)
are subject to sanctions by the Bank, such as exclusion from crediting.
But these are solitary instances. The co-operatives themselves and their
superior bodies particularly keep watch on the payment position with the
Bank.

Long-Term Credits by the State and Building Banks

Long-term credits granted to the consumer co-—operatives by the
State are a direct form of financial assistance. These State loans help
the Co-operative Movement establish new enterprises and develop new kinds
of activity.

Co-operative organisations employ loans of the State Bank for
the following purposes:

Construction of wholesale warehouses, retail trading units,
canneries, breweries and soft drink factories, hunting and fur farms,
acquisition of fur-bearing animal herds. The loan is granted for a term
of 10 years, with repayment beginning with the 5th year after the first
loan was received.

Extension of the functioning and organisation of new enter-
prises for production of consumer goods, foodstuffs and articles of
cultural and housechold use; construction of public catering establishments
and bakeries; extension and reconstruction of retail shops; construction
of a small retailing network: extension and organisation of technical
facilities for purchasing, processing and storing of farm produce; expenses
connected with introduction of new techniques and some other objectives.

The loan is granted for a term of 6 years.
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Credit assistance for construction is rather important. In
1972 capital investments in co-operative construction with the assistance
of loans from the State and Building Banks amounted to 26 per cent of the
total volume of capital investments.

State loans are granted at low interest: the rate of interest
for loans issued for current turnover is 2 per cent a year, for loans on
invoices in transit -~ 1 per cent, for overdue loans - 5 per cent, for
capital construction loans - 1.5 per cent.

Relations of the Consumer Co-operative Movement with the State Budget

In the U.S.S.R. all enterprises and economic establishments
including the co-operatives conduct their financial relations with the State
Budget through loans and payments,

The relations of consumer co-operatives with the State Budget
of the U.S.S.R. are based on the existence in this country of two forms of
property, State and co—operative, which are essentially of the same type.
Both are public and socialist property. In the first case, the owners of
the property are all people personified by the Soviet State; in the second
case - a group of people, a collective.

The difference between these two forms of property determines
the difference in the relations with the Budget between the State undertakings
and co-operative enterprises and establishments. The taxes paid by the State
establishments are in fact an instrument for the distribution of profits by
the State. While the surplus of co-operative enterprises and establishments,
which is the property of individual associations of working people, is not
distributed or used by the Soviet State, only a part of it is used in the
budget in the form of tax.

The Soviet State contributes to the development of the Co-
operative Movement in every possible way. It suffices to point out that
co-operative enterprises and establishments are given some financial
privileges, and lower taxes are fixed for them as compared with the enter-
prises of the State sector.

As has been mentioned above, one of the forms of financial aid
to the Co—operative Movement on the part of the State is long and short-
term credits carrying a low rate of interest,

In addition to loans, which have to be repaid completely co-
operative organisations get sinking-fund loans to cover transport expenses
involved in the delivery of certain goods and also to refund the difference
in prices and trade allowances in the specified cases and amounts.

For example, delivery expenses for such goods as flour, cereals,
salt, kerosene and some other goods are included in the trade allowances for
the shortest distance only, the radius being up to 10 kilometres from the
place of receiving these goods. Meanwhile the territory of the Soviet State
is vast and these goods are also delivered over long distances, naturally
involving higher transport expenses than those provided for in the trade
allowances.,



That is why the expenses connected with the delivery of these
goods at distances greater than 10 kilometres are refunded from the budget
to co-operative organisations located at a distance from railway stationms
and water docks.

What are the taxes paid by the Consumers'! Co-operative Movement
to the State? The main tax is the income tax paid on profits., The tax paid
by the consumers! co-operatives amounts to 35 per cent of the profit gained.
The tax is paid by: consumers! societies, district unions of consumers!
societies and their purchasing agencies; regional, territorial and repub-
lican unions of consumer societies, the Centrosoyus and some enterprises
and establishments subordinated to co-operative unions and having their own
rules and the right to distribute their profits.

Enterprises or their units (shops, canteens, warehouses, work-
shops, etc.) which have no rules do not pay income tax. The profits of their
activity are taken into consideration when the organisation to which they
belong is taxed.

The income tax is paid on the actual amount of profits gained
by the enterprise or establishment and recorded in the accounts and balance
sheets,

The untaxed part of the profits is deducted beforehand from
the total profits from which the income tax is paid.

The income tax is not paid for a period of two years by co-
operative productive establishments newly organised and working on local
raw materials, including agricultural raw materials purchased at local
market prices. The State also grants many other privileges in the payment
of income tax,

Payments of income tax by co-operative organisations are made
every quarter of a year and are based on actual profits recorded in the
balance sheet for the past period, beginning with lst January, the income
tax being diminished by the sum previously paid.

The income tax is charged quarterly and paid to the budget by
the taxpayers themselves, i.e, co-operative organisations.

In addition to trading activity Soviet consumers!' co-operatives
purchase agricultural products and raw materials and produce some consumer
goods.,

Along with the industrial enterprises in the State sector, co-
operative plants and factories pay turnover tax on the production of some
foodstuffs and manufactured goods.,

The State also grants co-operative enterprises and establishments
considerable privileges when paying the turnover tax, as follows:

— if an enterprise produces goods from the customer's raw materials

and is paid only for this work, it is exempt from the turnover
tax, which is paid by the organisation which sells these goods;
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~ the produce of the consumers' co-operative bakeries is not taxed;

~ the purchase of agricultural surplus produce from the collective
farmers or other citizens at local market prices, or from collective
farmers on a commission basis, as well as the finished articles
manufactured from their products are exempt from the turnover tax;

-~ all newly-organised enterprises working on local raw material and
waste, as well as on raw materials received from subsidiary farms,
are exempt from paying the turnover tax for a period of two years
after commencing operations;

- industrial establishments run by the consumers' co-operatives and
located in the regions of the Extreme North, mountain and remote
areas enjoy a 50 per cent reduction of turnover tax, and enterprises
located in rural areas of all other regions (except the Moscow
region) - a 25 per cent reduction.

Thanks to these privileges co-operative enterprises can allocate

these funds to the development of production and the consolidation of their
financial position.

Consumer co-dperative organisations pay to the budgets of local
authorities a tax on land and premises,

Co-operative factory and plant premises, warehouses, shops
and other premises are taxed.

The following premises are freed from paying the premise tax:

—~ premises transferred by local Soviets of Working People's Deputies
to the consumers'! co-operative enterprises and establishments on
the basis of long-term leases;

- premises built in the areas of new projects to render services
solely to the construction works till these projects are completed.

The rate of the tax is fixed from 0.5 to 1 per cent a year of
the initial cost of premises belonging to co-operative enterprises and
establishments (without deduction of amortisation).

The land rent is paid by co-operative organisations for land
plots, whether built on or not, allotted to them for permanent use and
according to building agreements.

Lands destined for agricultural use, as well as earmarked for

hay-making or pastures, are tax free. Land areas which have tax-free struc-
tures are exempt from land rent.

The rates of land rent are fixed by the local Soviets of Work-
ing People's Deputies and are differentiated according to the class of
structure built on the land (from 4 to 18 Kopecks per square metre).
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Co—operative property does not contradict socialist property.
Moreover, under public ownership of the means of production it becomes one
of the forms of socialist property. This pre-supposes the common nature of
the tasks set by the Co—operative Movement and the State in the U.S.S.R.
That is why all the relations of the Co-operative Movement with the Socialist
State, and its relations with the State Budget in particular, can only be
of a matually beneficial and democratic character, contributing both to the
development of the Co-operative Movement and socialist democracy in general.

X 11573
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PROBIEMS OF FINANCING OF CONSUMERS! CO-OPERATIVE SOCIETIES
in the
GERMAN DEMOCRATIC REPUBLIC

by Dr. W. Kruger, Board Member, Verband deutscher Konsumgenossenschaften,
and Dipl. Dk. W. Seibt, Chief of the International Relations Department,
Verband deutscher Konsumgenossenschaften

One of the central questions for the progressive development
of consumers! co—operatives in all countries is the financing of their
business activity.

The consumers! co—operatives in the German Democratic Republic
have to face this problem because successful distribution in modern shops
and rational own-production, assuming an annual increase in productivity
of from 5 to 8 per cent, prices remaining stable, demand a high platform
of financial resources.

The following gives a survey of the solution of these problems
in the consumers! co—-operatives of the German Democratic Republic.

General Outline of the Movement's Organisation and Structure

The Union of Consumers' Co-operatives (VdK) of the German
Democratic Repubhc comprises consumers' societies, productive enterprises,
regional unions and a department store undertaking.

In this system the consumers! co-operatives occupy a dominating
position.

All the consumers! co-—operatives, 91 ductive and other under-
takings apply the system of economic accounting in their business operations.
Economic accounting implies the principle of self-financing.

Common Principles and Characteristics of the different Sectors of the .
Movement in the Field of Financing

For all branches of consumers' co-operative activity, the same
conditions in principle apply to financing. All enterprises are obliged

—~ in the field of basic equipment and investment 2) to finance their
affairs from their own profits and from cumulative depreciations.
In cases where their own resources are insufficient to finance then,
loans may be contracted; R

1) The term economic accounting covers:

The principle of socialist economic management; full responsibility
of the enterprise for all material supplied and financial obligations;
all expenses covered by its own receipts; working at a profit.

2) 'basic equipment! denotes buildings, installations, machinery.
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~ to provide circulating capital 3) to the greatest possible extent out
of their own resources from bills of exchange, by obtaining favourable
terms of payment from suppliers, as well as supplementary credits.
The order in which financial resources are placed is identical in
practice with the financial policy recommended by the VdK for its
affiliated undertakings.

It should be mentioned that in the consumers' co-operatives
reserves are set aside for the anmmal payment of dividend on purchases
and these are permanent liabilities, such as accumlated wages, to be
drawn upon, mainly as a basis for finance of transactions to be completed
in the short term. For example, as the amount of dividend paid out each
year to members is about 120 million dollars, the importance of this
source of finance should not be underestimated.

Financial Situation of the different Sectors of the Movement

The financial situation of all branches -~ Consumers! Co-
operatives, productive enterprises and department stores — may be
described as sound. All have been working for years with increasingly
improved liquidity. Thus

—~ circulating capital is provided to the extent of about 90 per cent
from own capital, bills and permanent liabilities

- basic equipment and yearly new investments have been hitherto
financed 100 per cent from the Movement's own resources.

Increasing opportunities for investments, which total about
150 million dollars for 1973, require, both for basic equipment and the
enterprises run by the VdK, the contraction of loans.

The interest rate for these loans, as well as for credits
for circulating capital, is a uniform 5 per cent. This is exceptionally
favourable. Five per cent is the basic rate, which can be varied posi-
tively or negatively according to the way in which the object of the
loan departs from general economic norms.

Significance of Foundation Capital, Members' Savings and Self-financing

by Co—operatives: Differences of Financial Situation between Urban and
Rural Areas

It is indispensable to mention that the high degree of self-
financing now attained by the consumers' co-operatives of the German
Democratic Republic is the result of a long period of development.

3) ‘'circulating capital' denotes productive materials, stocks, finished
products, cash



Particularly in the early stages, that is immediately after
the destruction of Hitlerite fascism in 1945 until well on in the 1950's,
self-help on the part of the membership, the continual increase of the
members! share capital, was extroardinarily important for the strengthen-
ing of the financial position of the consumers' co-operatives and providing
a basis for progressive development. Without this self-sacrificing help
from the members, their constructive spirit and their enthusiasm for the
rise of a stable co-operative organisation, the position achieved by 1972
would be inconceivable.

Direct help in strengthening the consumers® co-operatives was
forthcoming mainly through four channels:

— through the unpaid collaboration of many members in the re-building
or building of shops, factories and offices;

-~ direct gifts of money and the continuous increase of the share capital
per member;

- generous assistance from government authorities, in that the consumers!'
co—operatives

received back as early as 1945 without conditions the whole of
the property sequestrated by the fascists,

obtained without payment buildings, equipment and material for
the revival and extension of their co-operative activities,

received generous loans - mostly free of interest -~ which were
ultimately converted into donations in later years;

- through the policy, consistently pursued, from the beginning, by
which the stronger co-operatives help the weaker and parts of the
profits of efficient and well-financed societies are transferred to
a central fund for societies in need.

Nowadays the share capital is no longer so important. At
the end of 1972 the total funds of the co-operatives amounted to about
1,400 million dollars, of which 85 million dollars represented members'
share capital.

Apart from this the management of every co-operative relies
upon the active assistance of the members in the establishment of new
shops and other co-operative enterprises., Every year, especially in rural
areas, new shops are built or old ones renovated by this means. In total
this unpaid assistance is estimated at 700,000 dollars annmnally.

Following the 7th Congress of the VdK in 1972, the co-operative
financial budget was reinforced even more through collaboration with
municipal authorities, agricultural productive co-operatives and other
undertakings in the following manner:
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The above-named authorities and undertakings build, according
to plans drawn up by the consumers! co-operatives, shops and restaurants,
for example, financing their comstruction from their own resources, and
hand them over to the consumers! co-operatives on a rental basis for the
fulfilment of the latter's distributive functions. All experience gained
so far indicates that this form of collaboration between consumers' co-
operatives and other institutions promises to be successful in the future.

Although on the whole the different co—operative branches
enjoy a good liquidity position, the situation varies in the individual

undertakings.

There is a liquidity gap between large urban consumer co-
operatives and those which are mainly rural in character, between societies
with large and those with small turnovers and between individual sectors
of production.

In order to compensate for these differences in efficiency,
vhich partly result from objective factors, the system of mutual help
and solidarity previously mentioned has been developed according to the
following principles.

Certain positions of the profits of financially-strong con-
sumers' co-operatives and enterprises are centralised in the regional
Co-operative Unions and the VdK and made available to the societies and
enterprises, for example, for the execution of large-scale investment
projects.

The provision of this capital takes two forms: by definitive
transfer to the consumers! societies without repayment, in other words,
a donation, or through a long-term loan, for which the borrower will be
responsible for paying interest at a rate not exceeding 5 per cent.

Direct Assistance from Government or other External Sources

While it is not customary for the government to make direct
grants to the consumers' co-operatives, that may happen in certain
branches of production. For example, subsidies may be granted to secure
the stability of the prices of basic foodstuffs. The subsidies are
governed by legislation and special agreements between the consumers!
societies and state authorities. It should be noted that the declared
policy of the government is to guarantee stable prices to the consumers.
For example, the prices of the basic foodstuffs mentioned above have
remained unaltered since the foundation of the German Democratic Republic,
nearly 24 years ago.

Indirect Subventions from the State or External Orgamisations

It is not usual in our country for consumers'! co-operatives
to receive indirect financial aid from the State or any other organisation.

They are not required, because of the good liquidity position of the co-
operatives.,
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Relations between the Co-operative Movement and the Banks

All financial relations between the consumers'! co-operatives
and their business partners are carried on through commercial banks.
Legislative measures define the rights and duties of both organisations
and in practice the consumers' co—operatives do not profit by any pre-
ferential conditions, nor are they placed at a disadvantage in comparison
with other industrial or trading groups.

How and to what extent are the activity and Policy of the Co-operative
Movement 1nfiuenced, changed or conditioned by the acceptance of financial

aid from outside?

Collaboration between the consumers! co—operatives and the
banks is based on equality of rights.

The grant of State subsidies or the acceptance of loans from
the commercial banks is in no way associated with obligations which
influence or restrict the independence or freedom of decision of the
borrower. Nevertheless, when loans are granted, the commercial banks
impose certain duties on the borrowers so that they are obliged to apply
the loans to credit-worthy objects only and to use them economically for

appropriate purposes.

Finally, it should be emphasised that the good liquidity
position is a result of the friendly policy adopted by the government
and taxation authorities towards co-operation, which leads them to
promote every kind of activity of the consumers' co-operatives when
this is in the interest of their membership, now numbering over 4 million.

The positive result of the financial situation of the consumers!
co-operatives would be incomplete if it were considered solely from the
standpoint of financial technique. Without a doubt the good liquidity of
the Co-operative Movement in the German Democratic Republic rests on

well-proven foundations, such as long-term planning, the development of
middle-term (5 year) financial programmes, the application of central
auditing systems, sound financial and economic training of top management
and middle-management personnel, the education and training of all members
and employees in the most economical handling of the Movement's wealth.
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NEW METHODS OF FINANCING
in
THE FRENCH CONSUMERS! CO-OPERATIVE MOVEMENT

by J.P. Miége, Management Controller of the "Coopérateurs de Champagne"
and %pmber of the Management Committee of the Banque Centrale des
Cooperatives, Paris

As in the commercial and structural fields, a rapid evolution
has taken place during the last decade in the concepts and methods of
financing of French Co-operative Societies.

In view of the vast investments which are now needed each
year in order to support the sustained expansion of the large societies
of our Group, the traditional means of financing, of which the main one
was the recourse to members! savings in various forms, have proved insuf-
ficient.

Therefore, when it is a matter of establishing, in the course
of the same year, two or three stores with a very large floor area, and
at the same time equipping or altering the warehouses in order to adapt
them to the demands of low cost distribution, the investment programmes
assume proportions with those of ten or fifteen years ago cannot in any
way be compared.

Indeed, a hypermarket represents an investment comparable to
several dozen small district shops and today it is not rare to see a
Regional Society creating, in one single year, the equivalent of a
quarter of its existing sales area.

On their part, the classical savings deposited by the Co-
operators show signs of obvious strain which has been reflected, for
some years past, in a general decline in members! share and loan holdings
and, in spite of efforts at modernising our methods, this tendency is
clearly irreversible.

New forms of financing must, therefore, be found answering to
these new needs, but also new doctrines, which may upset a little the
orthodoxy of our Financial Directors, are needed.

In the present outline we shall develop three subjects, the

first related to self-financing, the second to the analysis of balance
sheets and the third to medium-term credit.

Self-Financing Through Capital from Dividend

The time is long past when Co-operative Societies were able to
boast profit levels of 6 or 10 per cent and could afford to retain, with
no problem, an important share of the surplus distributed at the end of
the year to meet the essentials of their financing. Besides, they did
not all, at that time, have the wisdom to do so.
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Competition is responsible for reducing our profits and it
follows that the distribution of profits, at the end of the year, becomes
today an intricate problem if we are to reconcile the commercial attraction
of a sufficiently significant dividend with the indispensable consolidation
of the co-operativels own resources, without which any future expansion
would be impossible.

Certain French Regional Societies have, in recent years, been
using a formula for conversion of dividends into share capital which offers
obvious advantages.

This system in itself is quite simple, even though it takes
various forms: on the annual profits, the General Assembly determines
that portion (10 to 25 per cent) of the surplus paid to each member, which
will automatically be allocated to the issue of one or more new shares and
will, in this way, increase the paid-up capital.

The advantages of this formula are undeniable:

~ first of all, it is self-financing without tax, as compared
with the allocation to reserves which must bear, according
to the French fiscal system, a basic 50 per cent tax.

- second, it is an almost automatic levy which can be compared
to "retention at the source" and which is, therefore, much
less keenly felt by the members and is more efficient than
having to obtain from each co-operator a voluntary subscrip-
tion of capital.

Moreover, a simple decision of the Ordinary General Assembly
is sufficient, each year, if the precaution has been taken not to limit
the paid-up capital (that is, the number of individual shares) by rule.

Finally, the sums allocated to capital are contributions to
the Society's own capital. They, therefore, afford greater stability than,
for instance, deferred dividends, the payment of which unavoidably occurs
after a few years and which, for this reason, are classified as long and
medium~term debts.

Naturally, such benefits cannot exist without some disadvantages
which relate essentially to a certain amount of risk and unfairness.

~ Risk of being faced, one day, with Co-operators asking, in
increasing numbers, for the repayment of paid-up capital
which has become very large and which they do not consider
proportionate to the services provided by their co-operative.
We do not at the present time have enough experience of this
practice in order to appreciate the reality of this risk, but
it can be reduced by rules fixing a definite poriod for the
repayment of shares.

— Unfairness towards those Co-operators who are big consumers
and who are consistently loyal to their co—operative, but
pay each year a much higher tax (in absolute value) on their
dividend.
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Here again, remedies can be applied by fixing a ceiling for
the absolute value of the levy per individual and by allowing for remission
of the levy for elderly people, and even the partial repayment of paid-up
capital at the age of retirement.

Dynamic Coneeption of Circulating Capital

Our second subject deals with financial analysis.

Among the characteristic ratios of the financial situation of
a Society, the circulating capital - that is the margin between the resources
for self-financing or long-term financing and their employment in fixed
assets — constitutes, an important criterion in assessing an enterprise.

The most commonly used method consists in calculating the
circulating capital which appears in the balance sheets of the enterprise
(generally at the end of the financial year) and in tracing its evolution.

This is, therefore, a relatively static view, since it presents
a momentary picture of the credit and resources of the enterprise, and does
not take into account their continuous and fluctuating character.

This is why a new approach to the evaluation of the circulating
capital has recently appeared in the methods of balance sheet analysis. It
consists in taking into consideration the characteristics of a co-operative's
business, their repercussions on the cash flow, and in trying to find the
necessary and adequate level of the circulating capital for the normal
financing of its business. A calculation is made of the duration of the
flow of the various masses of capital invested in the circulating assets
and of the almost-automatic short-term debt.

In order to facilitate the comparison, these durations are
brought to a homogeneous unit which could be, for example, the daily
turnover of the enterprise, not including tax. On the employment side,
one therefore states the number of days' sales represented by the stocks,
the customers! or managers! accounts 1, the state tax debts 2, the cash
liquidities indispensable to the normal functioning of the business. On
the resources side will be calculated the number of days' credit granted
by suppliers, the taxes and expenses to be paid, as well as the expiry
dates of short-term loans; a comparison of the uses and resources enables
one to determine, according to the difference, the desirable level of the
revolving fund, expressed in the number of days turnover, excluding taxes.,

1 Managers! accounts are the amounts owing to the society by the managers
of our shops as "mandataries" of the society. These amounts appear when
the accounts relating to the shop are drawn up and they correspond to
the provisions of the contract between the society and its "mandatary".

2 These debts form part of the French taxation system (value added tax)

and they correspond to the tax included in the purchase price of goods
and payable by the co-operative on the retail prices of those same goods.
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We emphasise the fact that the calculation of rotations must
take account of average annual values in order to integrate the peak or
trough periods of seasonal activity characteristic of distributive trade.
This is the case, in particular, for stocks, suppliers! credit and taxes.

From then on, the optimum circulating capital determined in
this way will be more closely related to th: actual financial structure
of the enterprise and, depending on the case, will bring out the excess
or deficiency of the actual circulating capital.

Excess of circulating capital means that the Society incurs
superfluous debt and must either find a more remunerative use for its
liquid assets or reduce the long and medium~term debt incurred and so
economise on financial expenses.

A revolving fund which is too low means, on the other hand,
that a disequilibrium exists in the structure of the balance sheet and
that resources of the appropriate duration and cost must be sought.

One can apply the same calculation to the financial planning
of the Society so as to evaluate the circulating capital necessary and
adjust the means of financing for future needs.

Lastly, it is appropriate to underline that the calculations
relating to the revolving fund must take into consideration the peculiar-
ities inherent in co-operative retail societies, such as the absence of
credit to customers, the seasonal character of dividends on purchases,
the fluctuations, often cyclical,of the Co—operators! savings or the
managers' accounts ...

Our last subject concerns the external financing of the
Society. This is the:

Consolidation of Financing Through Guaranteed Credit

As regards loan capital, the Co-operative Society has at its
disposal all the range of resources available to large enterprises and,
in fact, at most times, makes use of them in various ways.

However, the common forms of loan all have a fixed character
which obliges the Society to bz2ar the entire charge in capital and the
financial costs of these debts for the full period and, therefore, to
utilise this formula only whan there is complete certainty of obtaining
a corresponding use.

Today, more than cver, it is difficult to make precise fore-
casts in matters of investments and the dimensions of cach single invest-
ment can bring about very significant variations in the programme of any
year, should their implementation be altered or cancelled.
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In other cases, the forecasts of the needs of circulating
capital of the enterprise make it possible to note that an easy cash
situation makes it unnecessary to maintain permanently a large amount of
long or medium-term debt.

The co-opcratives have, thercfore, found in the formula of
guaranteed bank credit a way of meeting these demands with more flexibility
and less cost.

Actually this form of credit comsists in an undertaking by the
bank to put at the disposal of a society, upon the latter's request, for
a determincd period of time and with a limited and graded ceiling, funds
on current account or at a discount.

The decision to use credit, the amount and the duration of its
use, therefore, left entirely to the initiative of the Society, which can
even not make use of them at all. If the credit is not utilised, it acts
simply as an insurance against the hazards of "financial planning" and,
in this case, only a handling commission is charged by the Bank (1.25%,
for example).

The advantages for the Society are obvious: wuse strictly
adjusted to needs, real minimum cost, immediate and total availability,
possibility of showing this credit in the balance sheet by way of a simple
adjustment in the accounts, without even really mobilising the funds.

For the banker, the formula is also not uninteresting, which
explains its rapid development in recent years, for, to an appreciable
remuneration is added good liquidity (when the credit is made available).
In addition, the Bank very often knows the client!s intentions about its
use and can avoid granting this type of credit to enterprises which have
substantial and permanent medium-term needs.

This form of credit is therefore a privileged instrument for
the conversion of capital through the banks because the financing of these
medium-term credits can be, in large part, secured by sight or short-term
resources.

The only really notable disadvantage lies in the fact that its
cost is higher than ordinary medium-term credit, if permanent use is made
of it.

Indeed, one would, therefore, have to meet the costs of the
handling commission which, in that case, has no reason to be incurred.

3t 3 3t * #*

This then is a rapid sketch of some of the financing methods
of the French Co—operative Movement. The examples which have been chosen
appeared to us to display a certain originality and, we hope, a certain
interest.



It would be a mistake to think, however, that our Regional
Societies make a systematic use of this formula or exclude all other
modern forms of financing. This would mean overlooking, in the first
instance, the considerable role which has been played, for the past
few years, by "leasing" in the implementation of our financial programmes.

I shall simply leave to more competent people the task of
developing all the advantages presented by this formula with its manifold
aspects and its now universal character.

X 11573
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NEW ASPECTS OF FINANCING IN THE CONSUMERS' CO-OPERATIVE SOCIETIES OF
THE FEDERAL REPUBLIC OF GERMANY

Outline of a lecture by Dr., E. Rewerk, Board Member, Co-op Zentrale AG,
Hamburg

1. The investments necessary for the maintenance or extension of the
Consumers! Co-—operatives! share of the market require comsiderable
amounts of money. For the next five years the sum needed for invest-
ments in the shop network is estimated to exceed DM 1,000 million,

2, Hitherto the financing of investments was effected mainly through the
consumers! co-operatives, Since self-financing (share capital,
reserves, depreciation) was possible only to a limited extent, the
majority of the necessary investments were financed with outside
capital, This resulted in an average degree of indebtedness of over
75 per cent of the balance sheet total.

3. In view of this development the consumers! co-—operatives quite early
established special institutions for investment financing. The
following may be regarded as special institutions of this kind:

Co—op Immobilien Fonds (Co-op Real Estate Fund)

Gesellschaft fur Anlagenvermietung (Leasehold Premises
Company )

Tragergesellschaft fur Gewerbe~ und Industriebauten
(Holding Company for Trade and Industrial Buildings)

Co-op Aufbaugenossenschaft (Co-op Construction Society)

Although quite considerable investments were made by these companies,

they only retarded the tendency for the degree of indebtedness to

rise among the consumers! co-operatives, but were unable to arrest it.
4. At the Reform Congress held on the 4th and 5th December, 1972, at

Hamburg, decisions relating to the future organisation of the Consumers?

Co-operative Group were taken on the following points:

(a) Concentration of management within the managing authorities.

(b) Regionalisation of consumers! co-operatives,

(c) Commercial integration in the handling of goods between the central
trading body and the consumers' co-operatives.,

(d) Financial concentration within the consumers! co-operative group.
5. The resolution on financial concentration comprised two sections, viz. -

(a) The formation of regional management companies in the legal form
of limited companies.
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(b) The conversion of the Co-operative Wholesale Society GEG into
the Co-op Zentrale AG.

Under (a) With the help of the regional management companies
additional equity capital will be channelled to the
regional co-operative societies,

Under (b) Through the conversion of the GEG into a share-company
a new basis shall be adopted for additional capital
formation.

6. The process of capital formation is planned in five stages:

Stage 1: The transformation of the GEG into Co-op Zentrale AG with
restrictions placed on the transfer of its registered
shares.

The measure establishes the legal bases for capital
formation.

Stage 2. Increase of the investment capital of Co-op Zentrale
from its own resources through conversion of free
reserves into foundation capital.

A real increase in capital is not achieved by this
purely "™nominal"™ rise in capital, but the economic
basis for it is established.

Stage 3. A rise in capital for Co-op Zentrale AG through deposits
received for the issue of foundation shares with voting
power as non-transferable registered shares.

Here a real increase of capital occurs for the first time.
It is made possible by the willingness of the consumers!
co-operatives to reduce their participation capital from
the former level of 75 per cent to 51 per cent in the
most extreme case, and to allow the AG to offer the new
shares for purchase by other interested parties,

In this way the capital basis so far established is
broadened for the next steps in capital formation.

Stage 4. Increase in capital by Co-op Zentrale AG against deposits
derived from the issue of non-voting preference shares
to members of consumers! societies,

By utilising to the full the legal framework of this mode
of increasing capital, the foundation capital so far obtained
for the company could be doubled.

Stage 5. Acceptance of additional outside capital.
The acquisition of own capital through payments made to

meet both rises in capital opens new opportunities to the
company for obtaining credit,
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THE OPTIMAL COMBINATION OF A CO-OPERATIVE'S OWN CAPITAL
AND LOAN CAPITAL

by Mr. H. Perklén and Group of Swedish Participants

1.

2.

3.

4.

5.

It must be supposed that the aim of a (co-operative)enterprise is to

expand.

Long-term expansion requires an expansion of "equity" capital, i.e.
that part of the co-operative's "own capital® that does not cost the
enterprise anything in the form of interest. That is, in other words,
share capital plus reserves, but excluding loan capital supplied by

members, as through savings banks deposits.

If market conditions are good, heavy borrowing will help to achieve a
rapid growth of M"equity" capital or "own" capital. If market conditions

are poor, the enterprise should be more cautious about borrowing.

(a) Py = Total profitability of enterprise or return on capital
employed. After tax and after dividends or shares and on purchases,
P+ has averaged 4.5% over ten years.

(b) Pe = Profitability of Equity Capital. That is return on share
capital plus reserves and excluding interest paid on loans and on
members! loans and savings.

(c) L

d I

]

Loan Capital plus Share Capital.

I

Average Rate of Interest for the enterprise. Between 1962
1972, this was often about 4% and varied between 3.6% and 4.4%.

(e) E = Equity Capital = Sharc Capital + Reserves. Excludes
members! loans, mortgage bonds and savings accounts and family
savings accounts, etc.

(f) L+ E = Loan Capital plus Equity Capital.

also: Pe = (pt - I) X%
It is estimated very likely that

' turnover "
(a) 2'04—17:1-—!3_— < 2,5
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(b) 1.0 <RUWS 7 3

turnover
Note: "Surplus" = Dividend on purchases + dividend on shares +

undistributed surplus or addition to reserves.

turnover surplus
P = e ———— n—— b, -—-L—-
(c) Py L + E X Turnover

It is, therefore, unlikely that Pt will be lower than 2% or higher than

7%, 2x1=2; 2.5x2.8=7)
6. What combination of loan and equity capital (L/E) gives the best profita-
bility of equity capital?
7. 189 trials for each L/E with random numbers for I and Pt within ranges
3.6 to 4.4 and 2% to 7% give the results below.
8. Application of the formula Pe = Pt + (Py - I) x<%
C Pe - Pt
Which is to say: = ?32_:_5)
With the following values for L/E, various values for Py and I and P:
at random.
L/E High Pe Low Pg Average Pz
'5 7082 2.09 4.78
1.0 9.00 1.46 5.04
1.5 10,18 B4 5.29
2.0 11.36 .21 5.55
2.5 12.54 - 041 5‘31
3'0 13.75 - 1.03 6.07
9., The profitability of aquity capital clcarly grows with debt: but so
does risk. With an L/E of 2 or less there should not be losses: but
a higher L/E will be needed for expansion.
10. It all depends upon how Tuch risk management is disposed to take,
X 11573
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FINANCE FOR DEVELOPED CONSUMER CO-OPERATIVES

by D.L. Wilkinson, Assistant General Secretary, Co-operative Union,
Manchester, U.K.

This paper is based on the experience of consumers! co-operative retail
societies in the United Kingdom, and in particular on the studies and
report of the Capital Resources Study Group. This Group was established
following the National Congress of 1972, and its report was presented to
the last Congress held in May 1973.

1.

Introduction: The U.K. Co—operative Movcment todéy

The British Co-operative Movement is basically one of consumers!
societies. There is a small but declining number of other types -
producer and federal supply societies; and a number of agricultural
co—operatives which have their own central organisation, but no close
links with the Consumers' Movement, other than with the Co-operative
Wholesale Society as a supplier.

There are now some 240 primary consumers! societies, based mainly
in towns and villages throughout the country, each having its own
board of directors and managemwent, affiliated at national level to
the CWS, as wholesaler and supplier of goods and services, and to
the Co-operative Union, as the national advisory and policy-making
body. Until earlier this year the consumers! co-operatives in
Scotland had their own wholesale society ~ the SCWS - but this has
recently merged with the CWS.

The 240 consumers! societies have a combined membership of just
under 11 million and an annual turnover of £1,300 million, which
represents just over 7 per cent of total U.K. retail trade. Some
70 per cent of this turnover is in food, and represents about 12
per cent of the total food trade of the U.K. All this activity is
carried on through 13,000 shops and stores by 160,000 employees.

Over the last decade the Co-operative Union has been very active
in encouraging mergers between societies. Ten years ago there were
over 800 separate consumers' co-operatives. Some very large socisties
have now been created covering considerable areas of the country, but
it is hoped to reduce the nuaber much furtner. Froposals now being
discussed envisage ultimately some 20 to 25 societies.,

The largest society at present operates in a number of different
parts of the country and has an asnual tuxmover in excess of £150
million. At the other end of the scale we still lWiave a number of
small village societies with annual sales of less than £100,030
each.

Nevertheless, at the present time 50 societies, each with annual
sales in excess of £5 million, together represent 80 per cent of
the Movement - whether the measurement be in terms of membership,
capital or trade.
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Finances of Retail Societies

With this introduction to Britain's Co-operatives it may be asked
why there should be a problem of finance. A glance at the following
figures will illustrate the reason why.

1961 1971 (£ mill)
TOTAL FUNDS AVAILABLE 420.4 353.7
of which
Members’ capital -
Shares 254.8 142.2
Loans 47 .6 27.5
Loans from Superannuation Funds 58.7 98.8
Other Loans and Funds 17.3 15.0
Reserves 42.0 70.2

In 1961 it could be said that our retail co-operatives were
virtually self-financing; up to that time there had been a steady
inflow of share capital from members, and societies had all the
capital they required at reasonable rates of interest. In fact
some 45 per cent was re—invested elsewhere. That is to say, it
was not employed in the trading operations of the societies.

By 1971 there had been an appreciable change - not only were
the total funds available much smaller, but the sources had changed
significantly. Members' share and loan capital had been withdrawn
on a large scale ~ the figures indicate a total reduction of over
£130 million. This was not a steady decline over the decade, but
took place in the latter part of the 10-year period. It should be
explained that share capital is withdrawable virtually on demand in
our primary consumers' societies, and loan capital is, in the main,
subject only to a short period of notice. In fact it was traditicnal
in our Movement for members to use their share accounts rather like
a bank current account.

Why did we lose the confidence of our members? There is no simple
answer, but a series of reasons collectively account for the change:

the detericration in trading performance of many societies
giving rise to
(a) a lack of confidence

(b) a reduction in dividend rates on purchases. As a
large proportion was always transferred to share
accounts (as a form of saving), a lower level of
share account deposits resulted.
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greater competition for small savings from
the National Savings Movement
building societies

other investment institutions

publicity arising from the liquidation of one small local
consumers! society

the changing age structure of the membership.

This decline in capital from members was to some extent counter-
balanced by increased loans from employees' Superannuation (Pension)
Fonds, and from increased reserve funds. The significance of Superan-—
nuation Funds had loomed larger year by year, with annual increments
of approximately £4 million. The improvement in reserve fund balances
came about only in the years 1969-70-71, despite the advice to societies
over many years to retain a proportion of their profits by this method.
A further qualification needs to be added: in the main, these increases
were derived from surpluses arising from the sales of assets, rather
than from deliberate allocations from current profits. In fact through-
out this 10 year period profitability of trading operations was at a
very low level, and societies found it very difficult to break out
of the vicious circle of declining dividends, diminishing member
confidence, and consequent further depression in the trading perfor-
mance of the society.

Societies were only able to meet these demands for share capital
from members by drawing upon their external investments. In view of
the withdrawable nature of share capital it was always necessary for
a certain proportion of these external investments to be kept in an
easily realisable form. For this reason external investments accounted
for about 30 per cent of fund usage by 1971 - compared with 45 per cent
in 1961.

To summarise: a situation had developed by the early 1970's where

the Movement no longer had large funds provided by members at
low rates of interest.

— increasing reliance was being placed on loans from employees!
pension funds, and impending legislation seemed likely to force
a change in this connection.
AN
- large trade investmsnts where required to stem the decline in
the Movement'!s share of the market, and to compete with the
new developments in retail distribution.

-~ the need for a new capital basis was becoming more apparent,
particularly in those developing societies which had to embark
now on new projects, which would not be profitable for some time
to come.



Capital Resources Study Group

At the Annual Congress in 1972, a number of societies sponsored a

proposal which referred to all these matters: the need to maintain
and develop the co-operative share of the market: to raise capital
for development, and to plan the future use of the Movement's total
resources. Congress unanimously accepted the proposal which called

for a Study Group to be established with the following responsibilities

(a) to make a comprehensive assessment of the Movement!s available
capital resources;

(b) to examine how the Movement can provide the capital required
to support the necessary development and modernisation;

(c) to consider the means by which these resources can be used
to best advantage of the Movement as a whole;

(d) to make a report to Congress 1973 with recommendations for
action on these urgent questions.

A Study Group was accordingly established consisting of representa-
tives of the national federations and primary consumers! societies
and of the Co-operative Union. There were ¢ persons in all, each of
them a financial expert, and in the case of consumers! societies also
practising chief executives, together with 3 officials from the Co-
operative Union.

The report was concluded in April 1973 and considered by the 1973
Congress at the end of last May.

Study Group Report

The Study Group first considered the current position of the Movement
vis-a-vis its competitors in the retail trade.

- Co-cperatives' market share had fallen from approximately
11 per cent in 1961 to 75 per cent in 1971

~ the number of supermarkets opened by co-operatives lagged
far behind that of its competitors

— the average size of co-operative supermarkets had remained
virtually static, whereas the average size for all supermarkets
had increased 20 per cent.

- it was also evident that current developments by competitors

were on a far larger scale than those being undertaken by co-
operatives.
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Official figures indicated that whereas in 1961 co-operative
capital expenditure accounted for 13 per cent of all capital
expenditure by retailers, the proportion in 1971 was less than
7 per cent. Information was sought from societies about their
proposed capital expenditure in the years immediately ahead and
how they proposed to finance this expenditure. On the basis of
information supplied, projections were made of proposed expenditure
for 1973, 1974 and 1975 and it seemed clear to the Study Group that
all proposed expenditure could be met from existing resources. What
was disturbing was the low level of this proposed expenditure which,
in the view of the Study Group, fell far below the level required
if the Movement was to maintain, let alone increase, its share of
the market in the years ahead. In the belief that projects were
not being planned owing to lack of resources, various means of
raising capital were examined.

The Study Group also consulted the national federations - the
CWS, the Scottish Co-operative Society (which was then in existence
as a separate society), the Co—operative Insurance Society (jointly
owned by the two wholesale societies) and the Co-operative Bank
(a subsidiary of the CWS), in order to ascertain the extent to which
it would be possible for these organisations to contribute finance
for retail development in the years immediately ahead.

Contact was also established with other bodies and with individuals
and many possibilities were discussed for raising funds.

The report of the Study Group lists 15 conclusions and recommendations,
of which 8 appear relevant to the theme of this Seminar, as follows:

Study Group Conclusions and Recommendations

3. Withdrawable share capital is not a satisfactory basis for
financing trade developments. Share accounts should, therefore,
be regarded as savings accounts paying a rate of interest lower
than that for longer term loan capital.

4. Emphasis should be placed on attracting loan capital. A
National Unit Loan Scheme is recommended, together with a
"Co—op Saver Stamp™ accompanied by a determined effort to
"sell" Co-operative investment facilities. A Capital Advisory
Committee should be established to plan and co-ordinate these
activities.

7. Substantial allocations to reserves and adequate depreciation
should continue to be the overriding financial consideration -
they are insurance for the futurc development of the Movement.

8. Socictics should deposit all their surplus funds with the

national federations to cnable them to raise and make available
the maximum sums possible for the use of the Movement.
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10.

13.

The national federations must ensure that they offer comprehensive
facilities for deposits and that their terms are at the highest
possible competitive level.

Societies should make the maximum possible use of credit available
from their trade suppliers and when advisable take advantage of
block discounting and similar facilities for financing credit
trade.

Retail societies must be prepared to pay the market rate for
fipance,but as this can vary, they should at all times seek to
obtain capital on the cheapest terms irrespective of source.

The only satisfactory solution to the Movement®s capital and
development problems is the unification of retailing and whole-
saling into one organisation and urgent attention should be
given by all sections of the Movement to bringing this about.

Theme of Seminar

Having referred to the broad approach of the Study Group and to its
recommendations, I would now like to link this in a specific way

to the theme of this Seminar 'Self-help and outside help in the
provision of finance!.

It was quite clear that there were many ways in which the Movement
could help itself, and these were all referred to in the report:

a much higher level of earnings retained by societies
the 'seiling' of co-operative investment facilities
a National Unit Loan and Saver Stamp Scheme

Capital Advisory Committee

Co-operative Bank facilities

Capital on security of properties

unification of wholesaling and retailing

There were also a number of ways in which 'outside help! could be
provided:

recourse to the money market
maximam use of credit from trade suppliers
block discounting facilities

a co-operative property bond.
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The Current Situation

The Study Group conducted its enquiries in the latter months of 1972
and early 1973, and, therefore, it had to rely on the 1971 Statistics
for its basic information. Since that time there has been an improve-
ment in the fortunes of societies, and all the indications are that
1972 will have been much the best year for a long time. For the first
time in many years there has been a real increase in turnover - albeit
a small one. There has been a dramatic improvement in profitability -
collectively societies will have recorded £50 million compared with
£33 million in 1971. What is more significant, about £22 million

has been retained through allocations to reserve funds, which together
with depreciation of about £20 million will provide over £40 million
for development purposes.

The outflow of share capital has also diminished to negligible
proportions, and in fact some societies are recording increases.

This is proof that the Movement can help itself - but undoubtedly
there will still be the need in the short~term to raise funds for
investment in trading, if it is to maintain its competitive position.
One of the most important sections of the Study Group's report was
concerned with the planned use of capital resources. The conclusions
drawn were that,in order to use the Movement!s resources to maximmm
advantage, they must be centrally planned and controlled. Collectively
the financial resources of the Movement are considerable and its
potential for raising funds even greater. It was essential that
capital should be available for the 'out of town! and other new
retail developments, which would attract trade from a wide area -
far wider in many cases than the boundaries of existing societies.
This emphasised the need for close co-operation, and for national
co-ordination.

Some Final Thoughts

(a) Much can be achieved by self-help — it is a question of management
and organisation.

(b) On many occasions during the Study Group's deliberations it
became clear that the present structure and operational methods
created problems in the sphere of the provision of capital for
development purposes.

(c) Too much emphasis had been placed on dividend over the years -
the maintenance of the rate of dividend was the criterion by
which a society!s efficiency was measured. Management, there-
fore, pursued financial policies which fulfilled this requirement,
rather than policies to provide for future growth and development.

-} 8-



(d) The introduction of a new method of distributing dividend -

(e)

X 11573

i.e. dividend stamps - at a time when dividend had fallen to
a low level - enabled societies to retain a higher proportion
of their surpluses, and at thc same time move away from the
emphasis on dividend resulting from a regular declaration of
dividend rate.

The need to retain a higher proportion of increased profits is
now accepted. Societies are aware that they cannot expect to
obtain capital cheaply, nor can development be undertaken on
the basis of withdrawable capital.
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CO-OPERATIVE FINANCE IN CZECHOSLOVAKIA

Background paper prepared by the Central Co-operative Council, Prague

1.

Introduction

Czechoslovak co-operatives are an active factor in the development
of socialism, as important organisers of the initiatives of their
members in the direction of combined economic activity and active
participation in social and public life and the administration of
the State. Their mission consists in furthering the many-sided
interests of their members and linking these interests with the
tasks and needs of society as a whole.

Consumer co-operatives account for approximately 26 per cent of
the total turnover in the retail trade of the country. Housing co-
operatives administer roughly 8 per cent of the whole country's
housing property and account for almost one half of the new housing
construction. Productive and artisanal co-operatives play an
important part in services and deliveries to the public and in
small-scale production of consumer goods.

The basis of the strength and the capacity for action of co-
operatives is the voluntary initiative of members, their active
participation in the administration and control of their societies.
This voluntary initiative is the source of all the values which the
co-operatives require for their activity. For this reason the
promotion and development of the voluntary initiative of members
is the main concern of elected co-operative bodies. The economic
prosperity, which is the result of the active collaboration of the
members with their society, makes it possible for the co-operatives,
in carrying out their programmes of educational, social and cultural
activities, to return to their members in an improved form the values
which the members contributed to their societies through their social
activities and work.

Czechoslovak co-operators have a direct material interest in the
successful operation of their societies. The consideration and
approval of the economic plans of co-operatives, as well as decisions
on the use of the surplus attained, are functions of the members!'
meeting, which is the supreme body of each co-operative society.

An important factor of the Czechoslovak Co—operative Movement is
the principle of mutual aid, which exists not only among the members
within individual co-operatives, but also between co-operative
societies as such. Thanks to this mutual aid, it has been possible
to build up the Czechoslovak Co-operative Movement, since the victory
of socialism, as an organised system playing an active role in the
national economy, as well as in the shaping and implementation of
State policy.
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Qrganisational 3tructure of the Co—operative Movement

The basic unit is the co-operative society, which operates, according
to the nature of its activity, within certain areas, as follows:

(a) consumer co-—operatives: usually one society on the territory
of each administrative district *;

(b) productive co-operatives: these are units of local or district *
character, in some cases also regional® As a rule, no society
exceeds the limits of a region ¥,

(c) housing co—operatives: societies are usually located in the
place in which they operate. There can be several in one local-
ity, especially in large towns; alternatively, there are cases
of societies operating on the territory of a whole political
district.

Co-operative societies of identical types (consumer, housing, pro-
ductive) form co-opsrative unions at the national level in each
(Czech and Slovak) Socialist Republic of the federal State.

In the Czech Socialist Republic, there are the following co-operative
unions:

- the Czech Union of Consumer Co-operatives

- the Czech Union of Productive Co-operatives

- the Czech Union of Housing Co—operatives.
In the Slovak Socialist Republic, there are:

— the Union of Slovak Consumer Co-operatives
- the Slovak Union of Productive Co-operatives

-~ the Slovak Union of Housing Co-operatives.

Agricultural co-operatives, each of which generally covers several
villages within an administrative district, co-ordinate their activities
through District Agricultural Associations; in respect of their social
activities, they associate in separate Unions of Co-operative Farmers
(Czech, Slovak and federal, respectively).

The Czech and Slovak Unions of Consumer, Productive and Housing
Co-operatives are members of the Jentral Co-operative Council (CCC).
At present, agricultural co-operatives are not affiliated to the
CCC, but collaborate with it in respect of various matters. The
Central Co—operative Council represents the interests of the
Czechoslovak Co-operative Movement at federal level, and especially
in internmational relations.

Administratively, Czechoslovakia is divided into ten regions (not
including the cities of Prague and Bratislava, which have a special
status); regions are further subdivided into districts (the total

number of which is just over 100).
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The Financial Management of Co-operatives

The overall plan of development of each co-operative society is
composed of departmental plans, one of which is the financial plan.
The financial plans, together with other principles and regulations,
serve as the system of financial administration and management of
co-operative organisations.

The economic incentive, on the basis of which individual organisa-
tions of the Czechoslovak Co-operative Movement operate, is the
principle of members' material interest in the net profit or surplus,
which is the basic qualitative and quantitative index of each society's
achievements.

3.1 Financial Resources

Co-operatives finance their activities partly from the resources
derived from their own economic cperation and partly by using
outside resources.

The basic source of finance in all co-operatives is the
surplus resulting from their economic operation; in the
official technical terminology used in Czechoslovakia, it is
the "balance-sheet profit". There are also other sources,
e.g. members' shares and credit.

3.2 The "Balance-Sheet Profit"

The profit known by the above name is created by the society's
own economic operation, being derived mainly from the proceeds
of activities such as the sale of its own products, payment
received for various kinds of work and services, sale of goods
etc., after deduction of the total overhead costs, which include
all monetary payments, the purchase price of goods, as well as
obligatory contributions to the State budgets.

The amount thus obtained as "balance-sheet profit" is used
first and foremost for settling fiscal dues, in particular the
payment of the income tax. It is also used to meet other
obligations which have to be paid from profit,

The remainder of the profit is distributed by the co-operative
society, according to the instructions of its superior co-
operative union and the decision of the annual members! meeting,
partly for establishing or increasing what.are known as indivi-
visible funds {i.e. monetary funds which remain available to
the society for further use in its own business), and partly
for contributions to the cther funds, known as divisible, i.e.
those whose resoursces may be divided among individual members.

The financial policy of co-operatives is guided by the appro-
priate co-operative union, which simultaneously issues the
necessary instructions and establishes centralised funds,
which it administers for the needs of all the co-operatives
affiliated to it. The union's authority is excercised mainly
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3.3

in the division of the remaining profit and in the guidance of
the overall financial policy of affiliated co-operatives,
ensuring the observance of tha gencral State regulations in
force. Tha union also determinzs the amounts which individual
co—operatives are to contribute to the centralised funds.

After the fulfilment of its obligations to the State and the
payment of subscriptions to the centralised funds, each co-
operative society is free to divide the remainder of the profit
(the net surplus) between its own funds as follows:

- .the basic fund,

~ the reserve fund,

-~ the share fund,

~ the risk fund,

~ the fund of cultural and social requirements,
- the members'! and office-bearers' fund,

~ the supplementary remuneration fund,

~ the bonus fund,

~ for possible further allocations,

The distribution of the surplus is carried out in the course
of the year in the form of current monthly advance payments,
according to the decision of the annual members! meeting and in
conformity with the regulations of the appropriate co-operative
union. In approving the balance sheet and statement of accounts
for the past year, the annual members'! meeting evaluates the
society's economic operation and, taking into account the attitudes
of the appropriate co-operative union,determines the actual alloca-
tions to be made from the net surplus.

The Relationship of Co—operatives to the State

Financial relations with the State are determined, in particular,
by the legal regulations on taxes and levies.

The basic relationship of co—operative organisations to the
State budget is expressed by the income tax, which is

(a) income tax on profit (hereafter profit tax),

(b) income tax on the volume of wages (hereafter wage tax),
and also the social security contribution.

The profit tax is calculated from the amount specified in the
balance sheet as profit for the appropriate year, amended by
items which have to be added or allowances which may be subtrac-
ted. In cases where the profit is not specified in actual
figures, the tax is calculated on the basis of the difference
between the items that have to be added and the allowance that
may be subtracted, but only if the sum total of the former
exceeds the latter.

The items that have to be added are payments and =>xpenditure
included among the costs, though not obligatory for the co-
operative society from the point of view of generally valid
regulations, e.g. voluntary contributions and subsidies, fines
and penalties paid, etc.
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The allowances that may be subtracted are items which, accord-
ing to regulations, are not included in overhead costs or in the
accounts for the accummlation of profit, e.g. land tax, contri-
butions to the superior union's centralised fund for techmical
development, amounts collected through fines and penalties levied,
payments received from other organisations from resources already
taxed elsewhere, etc. The principle generally applied is that
economic gains can only be taxed once.

The profit tax is graduated according to the degree of profita-
bility attained (profitability is calculated as the ratio of
gross profit to the total costs incurred by the co-operative
society); e.g. for up to 5 per cent profitability the tax is
10 per cent, while for over 50 per cent profitability the tax
is 55 per cent of the amount on the basis of which the profit
tax is calculated.

The wage tax is assessed on the basis of the total amount paid
out in the form of wages and salaries. Here, again, the rate of
taxation is fixed progressively and graduated according to the
percentage of growth of average earnings, either overall (for
all the staff) or according to the growth of individual wages.

The social security contribution is paid by all co-operative
organisations to the State budget. From it they then draw money
which they pay out to their employees who are ill (these sickness
benefits paid to employees are included in the cost accounts of
the co-operative societi} The rate is either 10 per cent of the
total volume of wages paid out (in co-operatives with predomin-
antly commercial activities) or 25 per cent (in co-operatives
where production predominates among the activities). In the
case of productive (= producers') co-operatives, the administra-
tion and management of this contribution are entrusted to the
appropriate co—operative unions, which also pay from it for members'
treatment in hospital, spas and the like (the reason being that
each member is simultaneously an employee of the co-—operative).

The payment of income tax is made in advance instalments
throughout the year, according to the financial plan, adjusted
on the basis of quarterly reckonings and eventually finalised
by the annual statement of accounts.

Apart from the income tax, co-operatives also pay other taxes,
such as the tax on motor vehicles, the agricultural tax on lands
and buildings, or for land occupied in the construction of new
premises, for an infringcment of price regulations, etc.

On all the above-mantionced taxes there are abatements and
allowances, some of which are provided for in the relevant fiscal
laws, while other exceptions may be considered and permitted
by the Ministry of Finance. For example, housing co-operatives
do not pay income tax on the construction and administration of
their own housing property, but they do pay this tax on their
economic operations for other co-operative and non-co-operative
organisations, because in such instances they engage in what is
regarded as gainful activity. There are also tax abatements
for the modernisation of co-operative shops or factories, for
the education and training of apprentices, for employing persons
with reduced capacity for work (disabled workers), etc.
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3.4

According to the regulations on grants and subsidies, these
can also be made available to co-operatives from the State
budget. They are usually given to co-operatives of the disabled
(unless they have alrecady been made in another form, e.g. through
tax abatements); to housing co-opcratives for house construction,
to the extent on average of 30 per cent of the value of the
dwelling; for the construction of training facilities for
apprentices, etc. Other grants and subsidies are made available
individually.

The Relationship of Co—operative Societies to Higher-Level
Co—operative Organisations

The” financial relationship of co-operative societies to higher-
level co-operative organisations is shown, on the one hand, by
the budget of the appropriate co-operative union (in the form of
the financial contribution mentioned earlier), and on the other
hand by their relationship to the centralised co-—operative funds.

The co-operative unions endeavour to secure the finance neces-
sary for their operation mainly by means of levies (subscriptions)
collected from the enterprises created and managed by them for
the needs of affiliated co—operatives. The remaining and lesser
part of the financial means for the activity of the union is
collected from affiliated co-operative societies, and the amounts
concerned are specified in the plans of these societies and of
the union itself. In fixing the amount of such contributions
(which is done for each year separately), the unions take into

account the contemporary financial situation of individual co-
operatives.

The co-operative union also fixes the membership share, which
each affiliated co-operative society is obliged, by the union's
rules, to deposit, after the approval of its application for
membership of the union.

The relationship of co-operative societies to the centralised
financial funds, administersd by co-operative unions, is more

complicated and has some specific arrangements in individual
unions. Generally speaking, the common factor is that they are
accumilated for the purpose of:

(a) providing adequate finance for economic security of the
affiliated co-operatives;

(b) ecasing the financial situation of co-operatives working under
temporarily unfavourablz conditions;

(c) furthering the intercsts of the co-operative movement as a
whole.

In the legal respect, these centralised funds are either
regarded as property of the co-operative union, which administers
them, or take a form of a joint fund in which several co-operative
societies have their own deposits, and credit loans are made
available from such pooled resources. The former arrangement
is more usual than the latter.
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The accurmlation of the resourczs for funds nanaged centrally
in co-operative unions is detveridne:d Ly the union concerned,
which issues a gen2ral regulation, on che basis of which the
actual amount of thz contribution, lev, or obligatory deposit
is fixed at the stage of th: final anmual :valuation of the
financial situation of the affiliated co-dperatives for the
respective year. Trom th: centraliszd funds, co-operativas
can obtain long-tern loans (e.g. for expaunsion of plant and
capital construction), short-term loans (for temporary losses),
guarantees, subsidies and other kinds of aid. Interest is
charged on deposits, loans and aid.

3.5 The Special-Purpose Funds of Co-operatives

Individual co-operatives may sstablish monetary funds for certain
purposes. The various types of such funds have been mentioned
in an earlier section of this paper (Item 3.2), in the context

of the distribution of profit, from which most of these funds

get allocations.

The share fund represents each co-operative society'!s own
resources, accumulated from the shares paid up by individual
members. The value of these shares is 100 K&s * per member
in consumer co-operatives, 500 K&s per member in productive
co-operatives, and in housing co-operatives it is one-third of
the value of the dwelling. This fund serves to cover long-term
financial needs.

The basic fund represents the co-operative society's actual
property (capital). It is built up by allocations from profits.
It serves to cover the society's fixed assets (i.e. buildings,
machinery, equipment and transport vehicles valued over 2,000
K&s and usable for longer than one year); to defray the society's
capital construction and expansion projects (i.e. the cost of
the construction of new buildings and the purchase of machinery
and cquipment); to meet possible serious losses suffered by the
society (unless other arrangements havz been made to cover them);
to cover currant costs (i.e. the purchase of material, supplies
of goods, valuables, stamps etc., unlass the society has any
other fund established for such purposes).

The rescerve fund is establishoed by productive co-operatives
to cover the constant nred of supplics of material and goods,
as well as for instalm its rovards ths repayment of long-term
operational credits obtained in tha form of bank loans.

The risk fund is sct up b co-opcratives engaged in commercial
activities or providing sc¢rvices. This fund serves to cover risks
arising in the manipulation of goods (natural losses in the course
of storagz, such as pulverisation, dehydration, breakages), or to
compensate for price reductions following the main selling season,
in clearance sales, 2tc. he resources of this fund are partly

# K&s = Czechoslovak Crown; its tourist rate of exchange to the U.S.
dollar is roughly g1 = 11 Ké&s.
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3.6

accumulated gradually from the society's commercial activities
through obtaining favourable price-differences, advantageous
reductions, etc., and partly by lump sums, i.e. in the form of
allocations (permissible up to a certain limit) made from the
society'!s profit at the end of the year.

The fund for cultural and social needs is built up by all co-
operative organisations to the amount of 2 per cent of the total
volume of wages and salaries paid. The resources of this fund
are used for expenses incurred in meeting the cultural and
social needs of employees. The use of the fund is subject to
agreement of the trade union organisation of the society'!s staff.
The usual payments from this fund include, for example, the
costs of establishing and maintaining holiday and recreational
facilities for employees, organising excursions and outings,
operating a trade union library, loans to members of the staff,
etc.

The members! and office-bearers! fund serves to finance
collective activities of members and supervisory committees in
villages (the members of consumer co-operatives in individual
villages elect a "supervisory committee™, which then organises
their local activities). Its resources serve for financing,
for example, expenses connected with parties for the children
of employees, organising courses in cookery and sewing, film
shows, members! group excursions, etc. Allocations to this
fund are limited according to the number of members and super-
visory committees.

The supplementary remuneration fund is one which productive
co—operatives establish; its resources are accumilated through
allocations from the profit. The amount of these allocations
and the manner in which the fund's resources may be used are
prescribed by the superior co-operative union.

The bonus fund is created by all co-operatives from profit
to a limited amount. Its resources arce used for paying monetary
rewards for results attained in the members! M"socialist emula-
tion"; bonuses to managerial staff; shares in the economic
surplus to all workers (on the basis of the collective agreement
concluded beforehand betwecen the society's leadership and the
trade union organisation of its staff); donations made on
important anniversaries in life and work, etc.

The Financing of Investments

Included in the overall plan of the Co-operative Movement!s
development is also the sectional plan covering further develop-
ments in the investment policy of the co-operatives, their
capital construction and expansion. Accordingly, this plan
includes all the projects for which the co-operative society
has managed to secure the necessary finance as well as the
appropriate suppliers or contractors for the planned period.

In the financing of their capital—construction projects, co-
operatives make use of:
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(a) Their own means - these are, in particular: depreciation
of basic equipment, written off as costs; resources in the
basic fund earmarked for expansion and capital-construc-
tion projects; paid-up members' shares.

As further means of their own, intended for financing
investments in fixed assets, co-operatives may use the
resources of their special-purpose funds, money gained
through the sale of unneeded or written-off fixed assets
(basic equipment), the pooled financial holdings of
members or co-investors, etc.

(b) Repayable outside capital, which includes loans from the
State Bank (known as investment credits) and loans from
the centralised co-operative funds.

Investment credits from the State Bank and loans from
the centralised co-operative funds are made available
on the basis of selection proceedings, in which the co-
operative society applying for the loan must prove the
usefulness of the project in question, the repayability
of the credit or loan, the efficiency of the construction
system, etc.

Interest of up to 6 per cent is usually charged on such
credits and loans, but they can also be free of interest,
if they fulfil certain purposes; for instance, if they
serve to promote tourism.

(c) Non-repayable outside capital, i.e. mainly grants from
the State budget. These may be made available for projects
of general importance to society as a whole; for example,
for housing construction; for building or reconstructing
hotels and other accommodation facilities serving the
general public (in which case the grant may cover up to 50
per cent of the total cost); for the construction of
department stores; for projects whose aim is to do away
with certain disproportions in the facilities available
to individual areas, etc.

Grants may similarly be obtained from centralised co-
operative funds, or even from other sources.

Co-operatives may carry out capital-construction projects
either independently, or in conjunction with other socialist
organisations ¥,

# Mgocialist organisations” arz enterprises or corporate bodies in
socialist (= other than personal or private) ownership - i.e. national,
co-operative, municipal etc,
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If a co-operative socicty gradually accumulates sufficient
financial resources, as well as unallocated capital for the
financing of investments or expansion (in excess of the capital-
construction projects envisaged in its economic plan), it uses
these resources for paying off, in the first place, the credits
obtained from the State Bank, then ths loans received from the
centralised co—operative funds, other loans, obligatory levies
and voluntary contributions to the centralised co-operative
funds. -

Co-operatives are not allowed to use their unallocated
financial means for granting direct loans to other co-operatives
or organisations.

3.7 The Financing of Current Assets

The financing of current assets is also provided for in the
financial plan. For the financing of these, the co-operative
society uses:

(a) its own means, which include, in particular: part of the
basic fund earmarked for renewals of current assets; or
part of a fund specially established for this purpose (in
productive co-operatives the reserve fund); or unallocated
resources of certain funds; or other freely disposable
resources.

(b) repayable and non-repayable external capital, including,
in particular: 1loans from the State Bank in the form of
current credits, within the term specifically allowed for
unpaid purchases from suppliers; any grants and subventions.
In exceptional cases, or for certain special purposes,
operational credit may be granted from the centralised co-
operative funds for covering current costs.
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SELF~HELP AND OUTSIDE HELP IN FINANCING THE ACTIVITIES

OF CO-OPERATIVE SOCIETIES IN HUNGARY

presented by the National Council of Agricultural Co-operatives, Budapest

A.

Self-financing system of the Co-cperative Movement

1(a) Co-operative societies in the Hungarian People's Republic, as

socialist commnities voluntarily established by the country's
citizens for economic and social purposes, promote their members!
prosperity and the development of their socialist way of life

in various fields of production, consumption and services. They
contribute considerably to meeting the general requirements of
the population. In essence, Hungarian co-operatives organise
their activities, distribute their income and continue to increase
their assets on the basis of general socialist principles.

Co-operative societies work on the basis of democratic self-
government, running independent economic enterprises., Their
economic decisions are made by themselves, within the framework
of the relevant legal provisionsy the proceeds of their
economic activities accrue to them and they also undertake the
risks entailed. From the surplus earned by co-operative acti-
vities, the members receive shares in accordance with the
principles of socialist distribution.

In order to achieve better results in realising both economic
and social objectives, co-—operatives and their members are
given extensive support, and there is also a high degree of
mutual support among individual co-operative societies.

The highest authority of a co-operative society is the general
assembly, open to all members. Between general assemblies, the
activities of a co-operative society are directed by a board

of directors, elected by the general assembly. Each co-operative
society is represented by its chairman, elected by the general
assembly by secret ballot for a period of four years. A deputy
chairman acts on his behalf in his absence.

According to their specific objects, co-operative societies have
formed territorial federations and national councils.

The territorial federations represent the economic and social
interests of the co-operatives in their areas; they promote

the independent business management and democratic activity of
the co-operatives, as well as economic co-operation between co-
operative societies belonging to various branches of trade; they
provide services promoting the activity of the co-operatives and
administer the collective funds of the co-operative societies
deposited with the federations. '



The national councils are federal, social and business organisa-
tions of co—operatives belonging to different branches (such as
agriculture, industry and trade) on a national basis,

The national business federations of the co-operatives have
established the National Council of Co-operatives, as the common
social consultative body of the country's Co-operative Movement
as a whole,

No relation of either subordination or superiority exists among
the bodies composing the business federation system. The terri-
torial federations are governed by a meeting of delegates elected
by general assemblies of the co-operative societies,

Both the territorial federations and the national councils are
supported by the contributions of the co—operative societies,

1(b) Individual co-operative societies, as business organisations
forming part of the Hungarian co—operative movement, act as
independent enterprises and receive extensive state support for
their activities,

The co-operative societies work in conformity with the unified
financial system of the people!s economy:

— they use their own funds for financing the major part of
their requirements in fixed and circulating capital; they
steadily increase their own funds out of the income derived
from their activities;

- their financial resources are kept, according to government
rules, in their accounts with the National Bank of Hungary;
credits to cover their provisional financial requirements
are also received by them from the National Bank;

— to cover eventual losses irn comnection with their activities,
most co-operative societies avail themselves, on a voluntary
basis, of state insurance, which is becoming more and wmore
comprehensive in scope;

— the compulsory state social security and the associated
medical care and pension system cover all co-operative
members,

Considering all these circumstances, self-financing (particularly
that of joint funds for self-insurance) is of minor importance

in Hungary, though definitely not superfluous, as is proved by
the successful work of the joint funds already created,

In the initial period of development of the co-operative societies,

the creation of their own funds for an uninterrupted and continm-
ously increasing activity was the main objective.
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2.

The idea of creating and realising the financial possibilities of
collective funds was adopted earlier among the consumer and indus-
trial co-operatives, which had already been in existence for about
two and a half decades, while the agricultural co-operatives, most
of which have existed for no more than 12-15 years, have decided
to act this way only very recently.

At present, accordingly, collective funds linked with the unified
financial system of the national economy are actually at the dis-
posal of consumer and industrial co-operative societies. Within
the system of agricultural co-operatives, the establishment of
collective funds is only just beginning.

The consumer and the industrial co-operative societies each
establish and use two collective funds, viz.

— the Joint Development Fund, and
— the Mutual Assistance Fund.

No financial connections have, up to now, been developed between
these two funds. In general, it is not permitted to regroup
these collective funds, not even among federations of the same
branch of trade. The basic units of the various co-operative
branches, i.e. the co-operative societies, establish economic
contacts with one another through associations for realising
common aims., The co—operatives of both the branches involved
may obtain aid from their own collective funds, in order to
establish such common enterprises (associationms).

The possibilities of self-financing and of plant renewal have
been developed by the agricultural co-operatives, with a few
exceptions, on a national scale. The aim is that agricultural
co—operatives should be able to cover their expenses from the
income derived from their activities and, furthermore, to make

a profit for increasing their members! material interest in the
enterprise, to raise the productive capacity of the co-operative,
to meet social and cultural expenses and to increase security
measures.

The common assets built up by the material contributions of the
members at the time of establishment of the agricultural co-
operative societies have quadrupled during the 12-15 years of
their activity. No less than 78 per cent of the circulating
assets of the agricultural co-operative societies constitute
unencumbered net assets, the remaining 22 per cent being encum—
bered by bank credits and other liabilities.

More than four-fifths of the agricultural co-operatives! require-
ments in circulating capital for a year'!s activity are financed
from their own funds; bank credits are used for financing somewhat
less than 20 per cent, generally repayable in the course of the
year. The extent of bank credits in the yearly development is
also about 20 per cent. Some 10 to 15 per cent of the agricul-
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tural co-operative societies, primarily those having substantial
reserve—-funds at their disposal, work without bank credits. As
against this, every year 5 to 6 per cent of the agricultural co-
operative societies get into the position of being forced, having
lost their credit-worthiness, to reduce their productive activity
and expenses. Those co—operatives in which a mutual-support fund
has already been established, have to avail themselves of it or
else of pecuniary resources from local government authorities
which accept responsibility for the co-operative's existence.

Considering the fact that, up to now, mutual-support funds have
been established by the agricultural co-operatives for only a few
associations, the financial equilibrium of the co-operatives in
this condition can at present be restored only by drawing on
repayable state funds., These co—operatives have to reckon with
the postponement of their development plan until their debt to
the state has been fully repaid. This circumstance, however,
leads to increased economic disadvantages.

The position of the industrial and consumer co-operative societies,
which have been longer in existence, is more advantageous. The
possibilities of self-financing, the system of finanmcial conditions
for production and sale, as well as the required volume of the
societies! own funds for achieving their economic aims have devel-
oped to an almost equal extent in these co-operatives,

Among the industrial and consumer co-operatives, 58 to 60 per cent
of the yearly production and sale are financed by the societies!
own resources. For the purpose of implementing their development
plans and maintaining their economic equilibrium, in addition to
bank credits, they may use the joint funds separately established
with the territorial federations of the industrial and consumer
co—operatives, as well as resources of the common development

fund and of the mmtual-support fund.

These joint funds have been established voluntarily by the co-
operatives belonging to the branches mentioned, with their
territorial federations. They have also established mutual-
support funds with the national councils in order to bring about
some degree of equality between different areas.

The co-operative societies belonging to the branch undertake to
pay, as a rule, 5 per cent of the value covered by their own net
assets of the obligatory basic and circulating funds to the Joint
Development Fund established under the territorial federations,

The co-operative societies contributing payments to the Joint
Development Fund obtain allocations or loans from this fund for
the purpose of achieving their economic objectives, primarily for
implementing their overall development plans,

The main aim of the Joint Development Fund is to promote increas—
ing competitiveness of the co-operatives in some particular way,
such as:
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3(a)

~ developing the activity of the co-operatives; promoting
investments which cannot be covered by the co-operatives!
development funds; introducing new activities following
general development; assisting the justified changes in
the sphere of activity of the co-operatives; helping to
raise the level of technical and commercial efficiency, etc.;

~ helping to create and develop associations for achieving
development aims which cannot be realised within the frame-
work of individual co-operative societies alone.

The Mutual Assistance Fund is created by the co-operative societies

voluntarily and payments are made in the same way. The payments
to this fund are made by the co-operatives from their obligatory
reserve funds, which are built up of their taxed surpluses.

The general assembly of a co-—operative society decides the amount
of payment and how it should be shared by the territorial federa-
tion and the Mutual Assistance Fund administered by the national

council.

From the Mutual Assistance Fund, financial aid can be granted to
co-operative societies needing them because of economic or other
environmental factors, in the form of

(a) allocations not liable to repayment,
(b) loans.,

The fund has to ensure, in the first place, that the grant is suf-
ficient to restore financial equilibrium, since it would not be a
suitable solution if the consequences of a temporarily difficult
financial position of co-operative societies were to be borne by
the state. Nor would it be appropriate if the Co-operative Move-
ment were not to accept the solution either, and if, in consequence
liquidation of co-operative societies, or else their stagnation
under difficult pecuniary conditions, were to become a frequently
occurring phenomenon.

Financial support needed for the establishment of new co-operative
societies may be granted from the Mutual Assistance Fund, from
time to time, when it would not be appropriate to expect the
members to raise all the required funds by themselves.

Within certain fixed limits, there is also an opportunity in the
Hungarian People'!s Republic to promote the financing of production
and its development through the co-operative members! allowing
temporary use to be made of part or the whole of their individual
savings for common purposes of the co-operative societies. Apart
from that, co—operative societies may also contribute to solving
their members! housing problems, by house improvements or building
new homes, in accordance with the objectives of the co-operatives
and of the national economy. They provide necessary aid, both in
financial means (grants or loans) and in kind. All these forms of
economic involvement help to strengthen the members! sense of
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3(b)

ownership of their co-operatives; hence the direct participation
of the members in determining the aims and policy of co-operative
management becomes more active as well.

In spite of a considerable reduction having been brought about in
the differences between living conditions in town and village,
certain differences still exist in quite a number of fields. The
major part of the co—operative membership lives in rural villages.
Except for a difference in the pension system - the abolition of
which is planned for the near future - the social security facili-
ties enjoyed by the co-operative members in rural areas are equal
to those available to members of co—operatives in towns. Their
cultural amenities and chances of education have been considerably
improved and have almost reached the same level as those of the
urban membership. The remaining differences are partly due to the
fact that, for the time being, some of the rural members' cultural
requirements are not of the same nature as those of the members
living in towns and cities., In the long run, however, such dif-
ferences between the cultural and educational requirements in
rural and urban areas will gradually vanish almost completely.

As regards the provision of the necessary public utilities and
services, these are still on a lower level in the rural communi-
ties than in towns at present, but the pace of their development
is more dynamic than the general average.

B, Outside: (state of foreigm) financial contribution

1.

The Hungarian co-operatives obtain many-sided assistance from the
state. The aim of this assistance is to promote the realisation
of both the social and economic objectives, as well as to ensure
proper harmony between the interests of society as a whole and
those of groups and individuals.

The motives of state assistance vary between agricultural or other
types of co-operative societies,

The major part of the state support received by the agricultural
co-operatives is intended to correct the disparity between prices
of agricultural products and those of industrial products. This
aid is based on governmental decrees and on the fact that, in
spite of the price disparity, an income parity appears, due to
the fact that the financial obligations of agriculture are mostly
below the national average, as to their amounts.

In view of this circumstance, such aid cannot be regarded as a
form of state subsidy to the Co-operative Movement.

Furthermore, the agricultural, industrial and consumer co-operatives
may also obtain state subventions, on a tender basis, in those cases
where their activities, based upon their independent decisions and

approved by the competent state authorities, pursue the realisation
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2.

of aims benefiting society as a whole., These subsidies are granted
to the co—operatives, following the award of the tenders, on the
basis of contracts concluded with the relevant state body or
institution.

Similar state assistance is granted to the co-operatives:

— 1in cases of investments for developing repair and servicing
activities for the population, as well as for increasing
the capacity of industry for the manufacture of building
materials;

- 1in cases of expansions of the network of retail distribution,
as well as for the development of refrigeration capacity
(including facilities for winter storage of fruits and
vegetzbles and the additional expenses involved) undertaken
for the purpose of improving supplies for the population;

- in cases of investments for the development of pig-slaugh~
tering, meat-processing, and milk-processing capacities.

Under the conditions prevailing in Hungary, indirect state
subsidies depend on the particular types of activities involved
and are less dependent on whether these activities are carried

on by a state enterprise or by a co-operative society or, possibly,
by an association of co-operatives.

Compared with private individuals, the co-operatives enjoy a more
favourable position. Their being treated as equals with state
enterprises is guaranteed by the law, which prescribes that "the
state authorities cannot prescribe any system of conditions which
could imply any discrimination disadvantageous to the co-operatives

Those agricultural co-operative societies which work under unfav-
ourable conditions are granted tax exemptions; the same applies
to new plantations, as a general rule, right up to harvest,

An additional indirect form of state aid is the tax allowance
system which is operated extensively by the state. Tax allowances
are granted to the co-operative societies on the grounds of their
employing partly-disabled workers, or because of slower merchandise
turnover in small communities, etc.

Assistance by way of price allowances, as an indirect aid, is
inserted by the state between the industrial production price and
the agricultural cost price, and applies to industrially manufac-
tured farming equipment. Thus such allowances ensure for the
agricultural implements a price level conforming to that of
agricultural products, the aim of this measure being that the
relatively higher price level of industrial products should not
have an adverse effect on the prices which farmers have to pay.

The assistance granted by way of reduced rate of interest had been
widely applied in the initial period of development of the co-
operatives, at a time when credit was needed to pay the compensa-
tion for means of production supplied by the co-operative members
to the collective farms, and later, when the conversion of the
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means of production and tramnsportation to up-to-date equipment,
suitable for large-scale farming, was carried out on a mass scale.
Interest allowances are at present granted to a minimal extent,
only in connection with a few activities to which preference is
given by the state,

The central banking institution is the National Bank of Hungary.

In addition to its functions as a bank of issue, it also undertakes
to keep the accounts of all firms and organisations in the country,
through the local branches, and carries out all the functions con-
nected with granting credits to them.

Banking institutes other than the National Bank have been establi-
shed for particular tasks, such as foreign trade transactions, or
to finance development investments covered by budget funds.

The National Savings Bank, which is concerned with administering
the funds of the population and the local councils and granting
loans for them, forms an integral part of the country's banking
system, which also comprises the network of co-operative savings
societies,

The co-operative savings societies handle the savings of the
inhabitants of villages and smaller towns and grants loans to

them, in addition to the operations of the National Savings Bank
branches in these commmnities., The co-operative savings societies
have no financial connections with the other co-operative societies.

There are two points of contact between the Co-operative Movement
and the country's banking system., This contact is represented
by the savings co-operatives, established within the framework

of the Co-operative Movement, which are linked with the Natiomal
Bank through the share of the deposits collected by them, without
re-lending these amounts.

The administration of the co-operative funds and the granting of
credits to the co-operatives by the National Bank of Hungary
represent an additional link with the National Bank.

It is obligatory for co-operative societies to keep their financial
resources at the National Bank; they have to deposit their reven-
ues in their National Bank account, from which their payments are
also made,

Banking credits can be accepted by the co-operative societies only
from the National Bank. They can be granted credits to cover:
(1) their temporary requirements in funds, for short
periods;
(2) their needs for developing production;

(3) their needs in basic and durable circulating capital,
in the form of medium and long-term investment credits,
or in the form of medium-term credits to compliment
their circulating capital.
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X 11573

The collective funds of co-operative societies are kept at the
National Bank as well.

State and bank resources facilitate the work of the entire Co-
operative Movement, as well as the activities of the individual
co-operative societies, by accelerating the pace of their develop-
ment, At the same time, these resources serve the interests of
society as a whole and direct the activity of the co-operatives
towards the realisation of their objectives. This is advantageous
from the point of view of each co-operative society, provided that
the broader (or even national) interests and the "group" interests
of the co-operative society itself are in mutual harmony, and their
goal can be attained through the externmal resources accepted.
However, the acceptance of external resources involves obligations
and may demand economic sacrifices on the part of the co-operative
society (for example, interest or amortisation bonds, or some
compulsory utilisation involved in state assistance etc., even

if the economic advantages are less than expected.

When granting assistances, the state itself endeavours to ensure
that the resources made available are used efficiently and economi-
cally. This is why it is expected by the state that the co-opera-
tives, making use of such aid will utilise the capacities obtained
through the assistance with a degree of efficiency decided before-
hand, as well as within a time-limit fixed in advance. This is,

of course, in the long run,in the interest of the co-operative
society as well, in view of its own ultimate socio-economic goal.
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CO-OPERATIVES, CREDIT AND CHANGES IN JAPAN

by Heihachiro Ohmi, Assistant Manager, Planning Headquarters, The Central
Co—operative Bank for Agriculture and Forestry, Tokyo

1. Introduction

Three changes in the conditions under which agricultural co-
operatives operate are due to major changes in agriculture in Japan.

First, Japan's agriculture was once primarily a rice growing
agriculture, but since the large rice surplus in 1970, the government has
stabilised rice-production and the acreage of the rice fields has decreased,
owing to the government's policy of preventing over-production by subsidis-—
ing the farmer to the value of 10 per cent of his land area. The producer's
price of rice.was frozen for three years, beginning in 1969. The ratio of
income from rice to the total income from farming has decreased from 50
per cent in 1960 to 38.6 per cent in 1971, and in the same period, the
ratio of agricultural production to national production has decreased
from 10.2 per cent to 5.5 per cent. (See Table 1).

Second is the change in agricultural districts. In the past
10 years, the ratio of the population engaged in agriculture to the total
national work-force decreased from 26.8 per cent in 1960 to 15.9 per cent
in 1970, and the ratio of income from farming to the total income of farm
households decreased from 55 per cent to 36.5 per cent. Nowadays most of
the income of farm households comes from non-agricultural sources. This
is also connected with the economic growth of the country, the concentra-
tion of population and industries in cities, and the conversion of farmlands
to non-agricultural uses: houses, factories, roads and so on. The changes
in agriculture in areas of urban development are now largely affecting the
organisation and business activities of the agricultural co-operatives.

The third change: urban agricultural co-operatives are increas-
ing and the number of non—farmer members (associate members) is also on
the increase. The number of urban co-operatives has increased from 14 per
cent to 26 per cent of the total number of co-operatives during the 10
years from 1960 to 1970. (See Table 2).

Because of these three changes, the primary source of income
of the farmer has changed from rice to other agricultural products and
the sale of farmlands. (See Table 3). The farmer!'s expenditure has
changed from agricultural to non-agricultural uses such as building or
renting a house, increased buying of consumer goods, investing in new
business ventures and so on. While farmers' incomes and expenditures
have increased greatly, borrowing from co-operatives has become more
varied in purpose and for longer terms.
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2. The Agricultural Co-operatives

(i) Basic organisation of Agricultural Co-operatives

(i1)

The Agricultural Co-—operative Movement of Japan consists of three
echelons: local societies in cities, towns and villages; secondary
organisations at the prefectural level; and national federations
at the summit.

The most characteristic feature of the Movement is that the local
societies at the primary level undertake multi-purpose functions to
serve the wide-ranging needs of the members both for farming and
living. There are certain single-purpose co-operatives along special
agricultural lines like sericulture (silk-worms), vegetable and fruit
growing and livestock. Yet the multi-purpose societies are by far
the dominant and most influential, and they constitute the main
stream of the Agricultural Co-operative Movement in Japan.

These local co-operatives are departmentalised and their business
operations are organised in prefectural federations for each different
branch, such as credit, marketing, supply and insurance, etc., which
are in their turn organised in national federations. (See Table 4).

Sources of Funds for Agricultural Purposes

Reckoning by households, 99 per cent of all farmers (5,261,000 in 1970)
have membership with local co-operative societies. In other words,
practically all the farmers in Japan are adherents of the Movement.
There are 6,000 local co—operatives, which accept deposits from
members. The funds thus accumulated are utilised for loans to the
members and surpluses are deposited in the credit federation. The
credit federation advances loans to co-operative trading federations
and their affiliated co-operatives out of the funds deposited with
them, and the unused balances are deposited in The Central Co-operative
Bank for Agriculture and Forestry. The Central Co-operative Bank
fulfils the role of a co-ordinating body at the national level, enabling
prefectural federations to adjust both excesses and shortages of funds
for credit. It also meets credit needs which are too large for organi-
sations at lower levels to satisfy from their own resources. The same
applies where credit is needed for special purposes.

The Central Co—operative Bank's major source of deposits is the
prefectural credit federations, while it provides credit to prefec-
tural credit federations, national organisations, prefectural trading
federations and occasionally to local societies. Thus co-operative
credit business is conducted effectively throughout the entire three-
decker structure.

The total loans of the co-operative credit institutions (all three
levels) is 4,397 billion Yen, as of the end of March 1972, and its
ratio to the total agricultural loans of all banks is 78.9 per cent,
which shows a slight decrease compared with the preceding year. (See
Tables 5, 6 and 7).
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3. Savings Deposits

(i) Savings Campaigns. Why and How — Some major Policies

A. As a device for a better life.

Large amounts of money are needed not only to improve farm management
but also to improve the living environment, such as housing construc-
tion, health maintenance, education of the children and retirement.

To meet these needs, co-operatives have

(a) Encouraged the saving of surplus annual income through deposits
in the co-operative. The goal is for each member to have a
savings account equal to his annual income.

(b) Promoted co-operative consultant-services to aid members in
planning for growth of income and life expenditures. Pamphlets
and other materials for the planning of savings and living are
provided by The Central Co-operative Bank.

(c) Strengthened the loan system co-ordinated with planning and
consulting services. Co-operatives are making greater efforts
to increase their loan facilities as much as possible, i.e.
loans for agricultural production, loans for house building,
loans for the purpose of commnity development and so on.

B. Savings campaigns promote savings funds from many sources and
strengthen the propaganda of the co-operatives.

Because cof the amalgamation of the co-operatives and the urban-
isation of the rural areas, the sources of the deposits of the
co—operatives have greatly changed. Agricultural income of farmers
in the areas of urban development is decreasing rapidly and the
farm household economy has come to depend upon non-agricultural
income. On the other hand, owing to the growing demand for housing
lots and the rapid rise in the price of land, the income from the
sale of farm lands is showing an abnormally marked increase. Some
of the regular members of the co-operatives are engaged part-time
in small scale commerce or industry, or work as salary-earners in
offices on weekdays, working on their farms only at weekends. Most
of them however have little desire to continue working on farms.

In consequence, the sources of deposits become salary-earners!
pay, income from commercz, house-rent, income from the sale of
farm lands etc. Generally speaking, in the areas of urban growth
there is strong business competition between city banks and co-
operatives. The co—operatives, accordingly, must recognise and
adjust to the changes of the regional environment and the present
economic situation of their members through

(a) saving campaigns carrying out plans for finding and keeping
new sources for deposits,



(i)

(b) providing public services similar to those provided by the
commercial banks; provide services for their depositors, such
as paying telephone fees and other public utility charges
directly from their deposits. The co-operatives must make
further efforts to provide more such services,

(c) promotion of co-operative collecting-activities. With the
amalgamation of the co-operatives and progress in urbanisation,
the relations between the members and the co—operatives are
becoming distant and community organisation is being destroyed.
Co—operatives are trying to promote collection-activities and
to improve relations with their members,

(d) strengthen propaganda activities. For the animation of members!
will to save, propaganda activities are particularly important.
To meet increasing competition co-operatives are working to
spread information about co-operative organisations and their
use throughout the country.

C. Organising trustworthy co—operatives.

In order to win members! confidence, co-operatives must increase
their financial strength and reinforce the security of members
deposits. It is necessary to improve the quality of their finan-~
cial structure for the sake of safeguarding development against
economic fluctuations through long-term management plans and the
adoption of target control system.

The Savings Campaign

After 1961 deposits increased substantially. During this period the
economy made great progress,and a decrease in the rural population,
plus a large increase in the urban population and the expansion of
cities have had great effects on agriculture, particularly on agri-
culture in the areas surrounding major cities.

The sale of farm lands and income from sources other than farming
have constituted the higgest share of the deposits of the co-operatives.
But it goes without saying that the largest increase of deposits comes
from the savings campaigns of the co-operatives all over the country.

The Goals of campaigns were as follows: (See Table 8)

1961 1,000 Billion Yen Savings Goal

1962 The 15th Anniversary of the Savings Campaigns
1963-64 2,000 Billion Yen Savings Goal

1965-67 Double-the-Total Savings Goal

1968-69 5,000 Billion Yen Savings Goal

1970 Better Living through Savings Campaign
1971-72 Strengthen Credit Structure through Savings
1973 10,000 Billion Yen Savings Goal



(1)

(ii)

The period from 1961-1967; can be called the period of increasing
the Quantity of Savings through

(1) tncreasing the financial strength of the co-operatives,

(2) advocating planned savings for life—cycle needs, i.e. improving
the farm, children's education, buying or building a home and
retirement,

(3) absorbing savings from urbanisation,i.e. the sale of farm lands
and income from sources other than farming,

(4) starting the depositors protection system (deposits in the co-
operatives are guaranteed by the credit federations and the
Central Co-operative Bank) in 1964.

The period from 1968 to 1973, we may call the period of improving
the Quality of Savings. After 1965, co—operatives added improvement
of the quality of the financial structure to their goals. This marked
an epoch in the savings campaigns. Because Japan's overall financial
situation had been characterised by a high rate of economic growth,

a high interest rate and high business operating costs, the marketing,
purchasing and other low-profit sections of co-operative business
depended heavily on the highly profitable credit section.

When faced with a rapid and deep depression in 1965, it was impera-

tive that the co-operatives improved their fragile financial structure
and the position of their low profit sectioms.

4. Some Problems of Agricultural Co-operatives in Japan

Because of the urbanisation of rural areas and increasing numbers of
farmers engaged in non-agricultural business; the sale of farm land
and income from sources other than farming constitute the biggest
element of the deposits of the co-operatives.

Reflecting these facts, the long-term savings deposits of the co-
operatives are increasing, and the credit activity of the co-
operatives is changing from one of mutual-aid for members to one
of aid for the economic development of their area, similar to the
activities of commercial banks. Thus the co-operatives have found
it necessary to make further efforts to mechanise and rationalise
their office work: i.e. build a network of Electronic Data Processing
System throughout the three levels in their credit business.

Ioans to farmers from co-operatives amount to 78.9 per cent of
agricultural credit. Although government subsidies are constantly
being increased, this increase has not kept pace with the needs of
agriculture; besides, these subsidies are subject to some basic
limitations and restrictions. The difference between government

aid and agricultural needs is being increasingly met by loans from
the agricultural co-operatives. It is probable that this co-operative
credit-activity will continue to gain in volume and importance and
that farmers will expect more assistance from this source in the
future.



(iii)

(iv)

As was shown by the savings campaigns after 1968, a big problem is
posed by the financial position of multi-purpose co-operatives.
Because of the progress of urbanisation and the increase of non-
agricultural members, the credit business has become the co-
operative s' biggest activity and the marketing, purchasing and
other low profit and non-profit sections have become dependent
upon it. Profit from the credit section covers the loss of other

-sections. (See Table 9).

If these low and non-profit sections can improve their positions,
the credit section can reduce its interest rate on loans and provide
improved services to their members. This will strengthen their
competitive position compared with the city banks.

With respect to the loan business under the authority of the
Agricultural Society Law, the co-operatives are prohibited from
discounting notes and are limited in regard to making loans to
non-members. Accordingly, the urban agricultural co-operatives

are now encountering difficulty in utilising their lending funds to the
fullest extent, notwithstanding the fact that they are holding an
enormous amount of their members! savings. In order to resolve

such an absurd financial situation, the present Agricultural Society
Law needs to be revised.

The co-operative organisations and the Ministry of Agriculture
and others are working together to get these revisions passed in
the current session of the Diet.

5. Conclusion

The Agricultural Co-operative Movement is currently working

under very difficult conditions, such as adjustment of rice production,
surplus money and intensified competition in the financial market, besides
penetration of commercial and industrial capital into agricultural pro-
duction and distribution and pressure for greater liberalisation of
agricultural imports. Remarkable changes are seen in the structure of
agriculture, such as large-scale production and specialised crops in
specific areas. So far as the farmer's way of life is concerned, it

has been greatly influenced by urban modes of living.

Remembering the original spirit of the Co-operative Movement

and its many achievements, we should strive for its further advancement
by improving the constitution of its organisations and strengthening its
business management system permanently through the recognition of the
current critical situation by all officials and their staff.
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Table 1

The Changing Agricultural Situation in Japan

Shown by Percentage Ratios

%
Income from
Agricultural farming to
Income from production to Agricultural farm house-
rice to total total natiomal to total hold's total
farm income production work force income
1960 49.1 10.2 26.8 55.0
1961 - 9.2 25.9 -
1962 45.2 9.2 24.7 51.4
1963 44.2 8.3 23.1 49.4
1964 44.2 8.0 21.8 47.8
1965 42.9 8.2 20.6 48.0
1966 43.4 7.9 19.4 48.0
1967 44.5 8.3 18.8 49.5
1968 44.6 7.3 18.0 46.8
1969 42.2 6.5 17.0 42.3
1970 38.6 5.5 15.9 36.5
1971 35.0 - 14.3 30.5
Table 2

Changing Composition of the Agricultural Co-—operative Movement

Percentages of the Rural, Urban and Mountain Co-operative Associations

Rural Urban Mountain Total
1960 69.9 14.3 15.8 100.0
1961 69.9 15.1 15.0 100.0
1962 - - - 100.0
1963 68.7 16.1 15.2 100.0
1964 66.3 18.1 15.2 100.0
1965 65.2 19.9 15.6 100.0
1966 63.0 21.6 15.4 100.0
1967 62.5 22.2 15.3 100.0
1968 61.0 23.5 15.5 100.0
1969 59.2 25.2 15.6 100.0
1970 58.3 26.0 15.7 100.0
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Table 3

Sources of Deposits in Co—-operatives

Agricultural Income

Non—-Agricultural Income

Sale of Grand

-Rice | Others | Sub-total farmlands | Others | Total

1962 39.1 23.9 63.0 10.6 26.4 100.0
1967 27.3 25.8 53.1 15.5 31.4 | 100.0
1968 30.1 16.0 46.1 24.2 29.7 100.0
1969 21.6 17.7 39.3 33.3 27.4 100.0
1970 20.1 20.7 40.8 26.5 32.7 100.0
1971 21.1 20.7 41.8 25.9 32.3 100.0
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Table 4

Structure of the Movement
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Table 5

Farming Population and Acreage

1960 1965 1970
Number of Farming Households 6,057,000 | 5,665,000 | 5,261,000
Farming Population 11,960,000 | 9,810,000 | 8,110,000
Cultivated land (1,000 ha.) 6,071 6,004 5,796

1 ha =

21 acres

Table 6
Evolntion of Agricultural Co-operative Movement
Number and Memberships of Multi-purpose Co-operative Societies
Membership Per Society

Fiscal Number of

Year Societies Regular | Associate Regular | Associate | Total
1960 12,050 5,780 756 539 70 607
1961 11,586 6,045 803 555 69 624
1962 10,813 6,014 823 577 79 656
1963 10,083 6,038 866 620 89 709
1964 9,135 5,834 902 664 102 766
1965 75320 5,837 953 799 130 929
1966 75209 5,905 1,052 847 151 998
1967 7,074 5,934 1,126 852 162 1,014
1968 6,470 5,904 1,211 892 183 1,075
1969 6,185 5,878 1,295 967 213 1,180
1970 6,049 5,890 1,387 982 231 1,213
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Table 7

The National Agricultural Credit System

Loans to Agriculture Classified by Banks

1,000 Million Yen

Items Balance y 4
Banking
Institution 1970 1971 1970 1971
All Banks 112 128 2.4 2.3
Local Banks (91) (99) (1.9) (1.8)
Private
Banks Mutual Banks 49 53 1.0 0.9
Credit Associations 73 81 1.5 1.5
Others 2 0 0 0
Total 236 262 4.9 4.7
Primary Co-operatives 2,367 2,797 48.8 50.2
. Prefectural Credit
gzgﬁgeratlve Federations 1,079 1,182 22.3 21.2
Central Co-operative
Bank 394 418 8.1 7.5
Total 3,841 4,397 79.2 78.9
Agriculture, Forestry
and Fisheries Finance
Governmental Corporations 763 905 15.8 16.3
Financial People's Finance
Institutions Corporations 7 8 0.1 0.1
Others 0 0 0 0
Total 770 913 15.9 16.4
Grand Total 4,847 (55,727 100.0 100.0
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Table 8

Evolution of Deposits of Agricultural Co-operatives

1,000 Million Yen

Anmal Ratio of
Total Increase Increase (%)

1958/12 563 66 13.3
1959/12 676 113 20.0
1960/12 823 147 21.8
1961/12 1,023 200 24.3
1962/12 1,255 231 22.6
1963/12 1,569 314 25.0
1964/12 2,066 498 31.7
1965/12 2,433 366 17.7
1966/12 2,986 553 22.7
1967/12 3,654 668 22.4
1968/12 4,315 661

1969/12 5,301 987

1970/12 6,187 886

1971/12 7,275 1,088

1972/12 9,181 1,906

Table 9
Sectional Profits and Losses in Multi-purpose Co-operatives
1,000 Yen
Ware- Processing
Credit | Insurance| Supply Marketing| housing | Plant
Total Dept. Dept. Dept. Dept. Dept. Dept. Others
1966 | 6,589 | 10,121 555 65| ~1,527 ~ 407 | & 88 |a1,332
1967 5711 9,715 1,204 |& 459 » 825 & 98 A 960 a 2,856
1968 6,347 | 11,758 1,585 {1,937 | 1,482 63 a 391 a 3,249
1969 7,932 | 15,363 1,885 |a2,970({ 1,779 41| & 1,492 & 3,416
1970 | 10,744 | 20,496 2,611 |a 3,321 | 2,940 a 504 ~ 1,429 a 4,079
1971 9,922 | 22,358 3,289 |~ 4,488 | 24,021 o 1,109 a 1,787 a 4,390
& Joss



FINANCING CO-OPERATIVE HOUSING:
QUESTIONS FOR CONSIDERATION

prepared by the International Cooperative Housing Development Association
(ICHDA), New York

Housing is normally the largest and most important purchase
financed by an individual in his lifetime. A house represents, on the
average, more than two or three years’ salary for a wage earner, and paying
for it is often a life-long process. Housing is a central determinant of
the quality and style of life for the individuals within society. The Co-
operative Movement, if it is to be effective in expressing its social concern
and building a just, humane and democratic society, must be concerned with
and involved in the production and utilisation of housing.

Housing co-operatives produce and own a major portion of all
housing in most countries of Furope, and they are playing a more and more
important role in supplying shelter in the rest of the world. The co-
operative housing movement has been strongest in Northern European countries,
vhere about one-third of all new housing is produced by co-operative and
non-profit enterprises, and already more than 10 per cent of the housing
stock is owned by co-operatives, The United States, France, Canada, Latin
American countries, Eastern European countries, and a number of developing
countries are also developing strong co-operative housing movements. One
of the major impediments to the rapid expansion of these movements,in many
of these countries, has been the lack of adegmate and suitable financing.

What are the reasons for the special problems encountered in
financing co-operative housing?

(a) What is the cost and hence financing requirements for a housing
project with 300 or more units?

Are there financial institutions that are willing and able to finance
a project of this size?

(b) How can purchase of individual membership shares and tenancy rights
be financed in the event of resales?

Are co-operative membership shares and tenancy rights accepted as
collateral for loans?

(c) Wwhat financial terms are needed if co-operatives are to provide
housing for low-income groups?

Are suitable financial terms available from either private or public
finance institutions?

How can adequate and suitable financing be developed for housing
co-operatives?

(a) What role should be played by members themselves in financing co-
operative housing projects? =
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(b) Wwhat

(c) What

X 11573

What should be the size of down payments?

Should a savings programme for down payments and long-term
finance be set up within the co-operative in a central
association?

Should a "contract™ form of savings agreement be used?

Should membership payments and savings be used as a
development fund for new co-operatives?

Can a housing co-operative movement be fully self-financing?

should the government's role be?
Should it guarantee loans to finance housing co—operatives?
Should it provide loans with below-market interest rates?

Should it provide direct subsidies to co-operatives or their
members?

Should it develop new financial institutions such as semi~
government corporations?

What portion should be government~financed?

role should the private financial institutions play?
Would these institutions provide financing for construction?
What portion of long-term financing should they provide?

Are private institutions willing to develop suitable financing
programmes for co-operatives as noted above?

Should co-operative housing organisations seek to establish

special arrangements with private finance institutions to
satisfy their financial needs?
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THE STATE AND THE FINANCING OF CO-OPERATIVES IN FRANCE

by J.B. Gins, Financial Director, Caisse Centrale de Crédit COOpératif,
Paris

In 1973 the French economy cannot be considered as entirely
liberal or really planned. It is a mixed economy which comprises:

- a large public sector, mainly because the biggest banks, including
the Banque de France, and the biggest insurance institutions are
nationalised, and so are the gas and electricity industries, the
Renault motor works, the majority except one, of the great aeroplane
factories, the railways, the telephone system, the airline Air France,
etc.;

-~ a dynamic and vigorous capitalistic sector which represents the bulk
of the French economy and the gross national product;

~ a by no means negligible and well-established co-operative sector,
notably in banking, insurance, agriculture, distribution, building,
fisheries, leisure organisation and in the health and social welfare
field.

(This last sector is not specially assisted by the public
authorities, which simply make good by various small reliefs the financial
inferiorities due to the legal form of the co-operatives.)

Everything is thus done as if the State was seeking for ways to
put co-operative economy in competition on approximately equal terms with
the other forms of organisation, public or capitalist. This policy of
equilibrium is, of course, independent of the political tendencies prevailing
since the last war, which have swung between the right centre and the left
centre, so much so that the role of the State must be considered independently
of these political criteria and its role in financing co-operatives placed
against the more general background of the State's role in France in relation
to the financing of business enterprise,

The general role of the State in France can be appreciated both
by its role of guardian of the French banking system and the management
rules which it imposes on all kinds of enterprises,

1. The State's Role in the French Banking System in General

The control exercised by the State may be considered to be
comparatively strict, whether over the nationalised, the capitalist or the
co—-operative banks,

The public authorities fix the maximum interest rates,which may
not be exceeded without incurring the charge of usury; they fix the aggre-
gate amount of credit which may be granted by the French banking system
through a system of compulsory reserves, that is, by sterilising in the
bank of issue a part of the short-term reserves of the banks; they fix
the amount of the loans which may be granted for each category of investment;
and they theck in fact, through one or more corporate bodies, the proper
functioning of the banks and their respect for the regulations imposed
upon them, Even capitalist enterprises may benefit from the direct help
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of the State in regard to financing, either through the bias of the
discounts granted to semi-public banking institutions,or by the bias

of the indirect provision of capital by the Institute for Industrial
Development,or the bias of budgetary allocations in favour of certain
specially assisted activities such as the hotel or aeroplane industries.

Generally speaking, co-operative enterprises may benefit like
other capitalist enterprises, from these various types of assistance, and
co-operative banks, so far as general regulation is concerned, are also
subject to the same rules. Certain differences in their favour existed
a few years ago in regard to taxation and supervision; but the tendency
is more and more to place all on the same footing.

2. The State's Role in the Internal Financing of Enterprise in General

The public authorities lay down a certain number of rules of
the game, notably regarding taxation, for business enterprises in respect
of depreciation in duration and amount; regarding the increase of capital,
taxation of capital-gains, special and ordinary reserves and all kinds of

allocations., These rules are equally applicable to co-operative enterprises

It is in this semi-compulsory framework, which is after all fairly simple,
that the role of the State in the financing of co-operatives in particular
can be studied.

The financing is different according to the category of co-
operative, whether it is agricultural, distributive (consumers! and
retailers! co-operatives), fishery, building, leisure, health, etc.

In general the State employs three means:

~ loans on bond resources
- concession rates
- capital endowment

- taxation exemptions (becoming more and more rare)

(a) Agricultural Co-—operatives

In regard to agricultural co-operatives, State action is considerable,
both because all the means adopted fall within the framework of what

is authorised by the rules of the Common Market, whether budget alloca-

tions through the agricultural credit system or direct rebates or
capital grants by the intermediary of the same organisation, etC.eee
but it is difficult, co-operation being so important in the agricul-
tural sphere, to distinguish what is done in favour of agriculture
from what is done in favour of co-operation.

The border lines are uncertain. Nevertheless, there is a feeling
that co-operation was more particularly helped from 1945 to 1960, but
that since 1960 governments, although they may not admit it, are less
favourable to voluntarism in this field., Co-operation, however,
remains the sociological basis of the policy pursued by different
governments which try to keep the family-farm profitable, that is,
to discourage those which are too small but, on the contrary, to
prevent enterprises on a capitalist basis from squeezing out the
average farm,

-8l -



(b) Distributive Co-operatives

(c)

(d)

In the sphere of distribution,the role of government in the financing
of co-operatives is much more flexible.

Before the war, that is, in the years 1930-40, the State assisted the
establishment of co-operatives by granting various forms of aid and
even small subsidies, but for the last 25 years there is only one kind
of help, in the form of loans at low rates of interest or in the form
of budgetary allocations or in the form of loans on easy terms, The
advantage may be estimated at from 2 to 3 per cent or about one-third
lower than the normal rate of interest, but the same kinds of facilities
could be obtained by the co-operatives'! competitors in one way or
another, by loans from regional development companies or from semi-
public institutions which are themselves receiving help. There again
the policy of the government seems to be to keep a certain balance,

The consumers! co-operatives are regarded as useful regulators even

if their technique does not always enable them to fix prices as low

as the big firms based solely on stores of more than 10,000 sq. metres.
On the other hand they provide a neighbourhood service still indispen-
sable in a country of widely-dispersed population and they prevent
abuses where monopoly situations may arise, as in villages suffering
from the rural exodus or in residential areas where competition is
weak,

In addition,the role of the consumers! co—operatives is appreciated in
the sphere of consumers' hygiene and health, thanks to the work of the
co-operative laboratory, which is immune from all capitalist pressure.
Retailers! co-operatives, that is, purchasing groups formed by indepen-
dent traders, are also helped for sociological and political reasons,
because the authorities try to safeguard the middle-class structure,
which is the peculiar feature of our country, and governments of the
Centre consider that it constitutes their fundamental support.

Recent examples have shown that the government, in helping to re-float

large retailers! co-operatives, was not uninterested in this type of
financing.

Fisheries. The financing of fishing is especially assisted by loans

made from the budget, grants and even subsidies. The co-operative

form of enterprise benefits very considerably from this action of the
authorities, but the equipment firms also profit from it. It may be
supposed that this is evidence of a policy of maintenance and defence
of French fisheries, as much as a frankly pro-co-operative policy.
The two are closely bound up with cach other.

Building Co-operatives

Building co-operatives, after having been very powerfully helped by

the authorities in their financing and benefiting by very long-period
loans, repayable in 40 to 50 yecars, at low rates of 1 and 2 per cent
instead of 20 years at 6 to 7 per cent, are finding themselves, after
several yecars,progressively reduced to the same situation as other
entrepreneurs. Certain measures have even been adopted specially to
their disadvantage, probably under pressure from the capitalist sector,
which forms a powerful lobby. Thus long-period loans for co-operatives
of tenants have lately been abolished, to the advantage solely of co-
operatives of co-owners.
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No doubt this step backward is due, for one reason, to errors of
management in certain co-operatives and, above all, to the abuse of

the co-operative formula by unscruplous people who obey the letter

but not the spirit. Nevertheless the fact remains that nowadays the
State camnot be considered to favour building co-operatives. Admittedly,
the housing situation has greatly improved since the war, but much
remains to be done,notably for special catzgories of people, such as
migrants, the aged, etc. A special system of producing has been set

up for these categories and is of bencfit to quasi-co-operative forms
such as associations.

(e) Leisure Co—operatives

This term covers all non-profit-seecking leisure organisations managed
as services by the members themselves.

Financial aid at very low interest rates exists, administered by public
institutions such as the Bank of Deposits, or by specialised semi-public
bodles with f1nanc1a1 privileges such as the Credit Hotelier or the
crédit Coopératif. This policy in fact aims both at developing tourism
in France, notably by attracting foreigners, and in this way benefits
capitalist and co-operative organisations without discrimination, and
at helping the most disadvantaged of working-class families to take
holidays. In this sole case, help is given to non-profit organisations.
The proper solution would be to establish a system of personal assistance
according to individual needs and not a system of help to institutions
which all social classes are then compelled to use.

Thus the whole body of French trade-unions, with the leisure co-operative:
have at present a scheme for holiday cheques, which would considerably
improve the existing system. For the moment the government refuses to
accept it for fiscal and budgetary reasons, but also probably under the
pressure of capitalist groups, which are all the more powerful because
tourism is now among the most profitable sectors., In short, the policy
of the government cannot be considered to be favourable in the matter
of financing, to the leisure co-operative sector, for, in the present
situation, attempts made in spite of everything are wrecked on one of
two shoals. Either the co-operatives and similar bodies charge less
than cost prices and imperil their existence, or they charge rents which
cover costs and then cannot be considered as having "social welfare®
tarifs. Much, therefore, remains to be done to improve the present
situation,

(f) Health

In the spherc of health the State finances non-profit organisations
rather generously through the method of refunding the daily rate by

the Social Security, which thus takes the responsibility of repaying
loans contracted for investments. This is a relatively liberal situa-
tion which benefits capitalist organisations such as the clinics almost
as much as non-profit institutions, such as those which work for the
handicapped and the aged.

In another sphere the financing of certain activities such as those of
the rutual pharmacies, that is, credits to co-operative pharmacies or
matual dental surgeries,are voluntarily held back and sometimes blocked
by the State, notably because of the very powerful lobby of the pharma-
cists and more generally of the liberal professions,

3#* 3 3#* * *
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To sum up, the authorities take into account, in the external
financing of co-operation, the scctor of activity at least as much as the
legal form of co-—operatives,and their help is, in spitc of everything,
related to the political weight attached to this or that category under the
present system.

On the whole, co-opecration is not rcally hindered. Nor is it
really helped, since it benefits from the aid of specialised semi-public
credit institutions whose activity is described below., These particularly
serve as research centres which many co-opcrative branches would not have
the means to provide for themselves,and in this way render indirect but
calculable help which is certainly very effective.

3. The Special Role of the State in the Self-financing of Co-operatives

The laws are not quite the same for co-operatives as for
capitalist companies, for the authorities recognise the difficulties of
the non-profit sector in accumulating capital,

(a) Specific disadvantages of the Co-operatives

First, co-opcrators are not rich people, hence the capital cannot be
increased by capitalisation of reserves, nor can it be re-valued.
Again, the remuneration of capital in co-operatives is limited to 6
per cent, that is, the average rate of monetary depreciation, This
regulation obviously hinders the self-financing of co-operatives so
much that the authorities accept or, more precisely, tolerate, certain
departures from the general rules applicable to other enterprises.

(b) Special advantages

Taxation of surpluses: surpluses may be considered as profits,but the
Treasury agrees not to tax them as such to the extent that they are
redistributed to the members in proportion to the transactions of each
with the co-operative, but if these are immediately converted into
capital after being distributed, that is a method of avoiding payment
of the 50 per cent tax on profits. Obviously this does not permit
distribution of the profit according to capital, but only according

to members! transactions. It is sufficient that the capital should be
in proportion to transactions in order to avoid difficulties involved
in the remuncration of capital. It secms, all this demands accounting
gymnastics which are not always possible,

(c) Members!'! deposits

The authoritics also tolerate the deposit by members of their savings
with their co-operative, notably in consumars' co-operatives, This

is obviously a way of obtaining resources cheaply which is not open

to capitalist enterpriscs, becausc this kind of business comes under
the banking law governing savings reccived from the public. Neverthe-
less, the authoritics are asking at the present time that this practice
shall be suspended and that the consumers' co-operatives should conform
to the general regulations for rnembers'! accounts,

Sometimes it is willingly admittad that a member cannot be considered
truly as belonging to the public in relation to his co-operative and

that consequently the banking law does not apply. This telerance appears.
nevertheless, to be more and more contested by the officials. All the
same, the savings banks continuc to function, but no new ones are opened,

-87 -



One variety of these savings banks has just been admitted for the
retailers' co-operatives which can take deposits in this way from
their members.

(d) Investment of pension funds

The State also accepts that in certain cases the pension funds established
between the workers of productive societies may deposit half of their
funds in the co-operative, whereas the investments of all the other
retirement pension funds are much more restricted and practically limited
to securities guaranteed by the State,

(e) Profit-sharing with wage-earners

All French businesses with more than 100 wage-earners are obliged to
admit their employees to a share of the profits. These general regula-
tions have been specially adapted and improved in favour of the Workers!
Productive Co-operatives in such a manner that this advantage contributes
considerably to building up their own capital, and therefore their
financing, by allowing them to keep in the enterprise sums which would
otherwise have to be paid to the State as taxes.

* #* * ¥* *

The foregoing represents a series of small measures which cannot
be said to form a coherent and valid policy favouring the self-financing of
co-operatives, It is time, however, that the State has made an effort in
favour of Co-operative banks and the thrift and credit co-operatives.

4. Relations of the State with the Co-operative Banks and the Thrift
and Credit Co-operatives

There exist in France four co-operative apex organisations which
come under the Co-operative Law, although in the case of each one its appli-
cation is subject to very important modifications.

(a) Diversity of Co-operative Credit Institutions

Broadly speaking, there is a Crédit Agricole for agriculture, a Crédit
Mutuel specialising in family financing, a Crédit Populaire, spec1a1131ng
in the financing of small and medium-sized business, and a Crédit Co-
Operatlf for the financing of co-operatives and similar organisations,
including fishery societies.

(b) Rules

Their constitutions are very diverse. The uredlt Agricole is public
at the top and co-operative at the base. The Crédit Populaire and the
Crédit Coopératif are semi-public and strictly regulated. The Crédit
Mutuel is private but also regulated.

Broadly, it may be conceded that, apart from the Crédit Mutuel, the
State has made a special effort to establish these institutions. The
Crédit Mutuel developed mors spontaneously;but it benefits, notably
in respect of taxation, by a certain number of exemptions which are
favourable to its growth.
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(c)

(@)

(e)

Financing

The Crédit Agricole, the Crédit Coopératif and the Crédit Populaire

receive budgetary allocations and loans on securities for their affiliates.
On the other hand, the rules applicable to capitalist banks are equally
obligatory for them.

Management

The authorities exercise a varying, but always important, influence on
their management, The management of the Credit Agricole is appointed
by the State and carried on by civil servants; it is thus a public
institution, but co-operatives may express their views in a consultative
capacity and even make their opinion prevail in the Administrative
Council without seriously challenging the authority of the State,

The Crédit Coopératif is in a much more complex situation. Its chairman
and manager are nominated by the State, but the chairman is nominated

by the members of the Administrative Council,who are all elected rep-
resentatives of the co-operative sectors. In addition,a series of
branch offices established with a purely private status gives considerable
freedom to co-operators to persuade the Crédit Coopératif to pursue the
policy they wish, It seems to be the same with the Pecople's Banks
(banques populaires), which act more and more like ordinary banks,
although their leaders appear greatly attached to their origins and
their co-operative form. Their chairman, however, is appointed by the
government,

Control

All these institutions including the Crédit Mutuel, the most independent,
are very much under the control of government commissioners, who exist
no longer in capitalist banks.

In fact, the role of the State in controlling capitalist banks is almost
as strict as for the Co-operative banks, notwithstanding the features
mentioned above, by reason of a complex but effective policy which
compels the whole French banking system in fact to pursue the credit
policy which the government wishes. The policy is therefore directed
totally from above, even if very great freedom of action is allowed,
according to what may be opportune, in granting individual credits and
estimating risks,

Complexity of the State's position in regard to co-—operative financing

The role of the State in financing co-operatives in France is

not simple. It has to be appreciated in relation to

the general situation of the French economy, which is mixed

the role and respective "weight™ of the different political parties
in power, which are inclined to the centre

the specific needs of this or that sector of activity, in which co-
operation is more or less strongly represented
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- the strength of certain lobbies, for example, in the sphere of
building or of health

- the complexity of the financing mechanisms in operation

- the direction of European policy formulated by committees of experts
at Brussels,

Harmonisation in the European Level of Government Assistance to Co-operatives

The role of the Common Market will, of course, become preponderant
in the course of the next few years and soon it will be no longer possible
to speak only of the role of the State in respect of the financing of French
co-operatives, for this policy will be progressively harmonised in all European
states step by step as their legal, fiscal, financial and administrative
systems themselves become harmonised.

The Necessary Concentration of Means of Financiqg,Co—Operatives

As to the Maintenance of their independence in relation to the
public authorities, in the present state of arrairs the financing of co-
operatives could be improved if those interested agreed amongst themselves
to correlate their means and concentrate their resources, which are still too
dispersed.

It is along this road that solutions must be sought, for too much
State assistance would also have its disadvantages. Not only would it accustom
Co-operative Movements to a system of protection which would weaken them in
the long run, but above all it would endanger their independence, to which
they have always attached very great importance.
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PERSONNEL PLANNING AND TRAINING - an important
Instrument of Self-help for the Economic Advdice-
ment of an independent Co-operative Movement

by Dr. A.E. Rauter, Director, Konsumverband, Vicnna

1. Introduction

Much that the consumers' co-operatives throughout the period of their
existence have regarded as advantageous seems obsolete today. But
mach that they were the first to accept and loudly proclaim has
remained to an astonishing degree as lively and topical as on the

day of its introduction.

I believe that this applies to the idea of self-help and that this
idea has not lost its appositeness with the passage of time, but -
on the contrary - has gained in importance. For in an epoch of such
many-sided financial interweaving, self-help confers on any organisa-
tion a certain measure of independence and security.

Thus over longer than a century, the idea of self-help has retained
its fundamental importance, even if, on the other hand, the methods
of its realisation have greatly changed since Rochdale.

Whereas in a co-operative of an carlier age, when economic develop-
ment of the magnitude with which we are confronted to day was far from
being dreamed of, leading positions were occupied by honorary officers;
it is indispensable nowadays to employ highly-qualified full-time
personnel in every important branch of activity and also to bring the
results of research and technology to bear upon co-operative business
policy.

These changes led step by step to the result that larger and larger
business units were created in the co-operative sphere and more refined
methods of management became necessary.

The strictly limited supply of members' daily needs expanded to
embrace the advancement of general consumer interests, especially in
the social-economic and cultural fields. The consequence was that
the radius of activity of consumers'! societies extended over the
whole market. 1In view of this w= must of course closely examine the
way and manner in which we, given the existing difficult competitive
situation, can in future completely fulfil our basic mission without
thereby endangering the independence of affiliated co-operative organ-—
isations or neglecting co-operative democracy.

One aspect -~ in my opinion very important ~ is the recruitment and

training, already mentioned, of first-class professional personnel.
Where is this personnel to come from?
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Now I hold that it would be nothing to our cresdit if we gave up
the problem of general shortage of personnel as hopeless. And I
consider that the everlasting complaining that is heard about it has
to be unprofitable. We must simply bestir ourselves to train up
suitable colleagues from our own ranks.

Besides these measures, however, the possibility must be kept open
of recruiting the right kinds of ability from outside the Co-operative
Movement.

The economic and social independence of a Co-operative Movement can
only be safeguarded and extended by a process in which co-operative
traditions and the spirit of progress are integrated. .

Notwithstanding the differences between social systems, the question
of recruitment of personnel, and measures for its selection promotion
and training, presents so many common points of contact, that I would
like to discuss the most significant of these points in the light of
my own experience.

Learning, teaching and leading in the Co-—operative Movement

One of the reasons for the success of the "Equitable Pioneers" was
their consistent educational and training activity over a long period
of time.

The consumers! societies have followed this tradition and even today
regard this work as their particular responsibility.

Indeed, there exists in practice even a right to further education
and training.

The fact that we are living in a society which is pluralistic,
dynamic and oriented to efficiency, and which will hardly alter its
mode of living without compelling reasons, demands from all of us a
radically new attitude to learning.

In face of the explosion of scientific knowledge, the revolutionary
innovations in trade - I would recall self-service and the creation
of shopping centres, etc. - the unceasing increase of new perceptions
and discoveries, in short, a constantly changing world, none of us can
afford to stop learning, even for a day.

Hence all co-operatives, wherever they may be, must see to it that
their personnel is involved in this process of learning and that -
ultimately - a sound selection results.

Information and publicity among employeces are of particular impor-

tance in this connection.
>

The combination of practical experience with a specialised branch of
study promotes the successful performance of a leading function. For
in the end the harmonious blending of theoretical and practical capaci-
ties provides a healthy challenge to efficiency for the whole personnel,
without discriminating between particular groups.



The common purpose progressively favours group dynamism which,
following appropriate preparation, can operate especially to streng-
then efficiency.

An up-to-date style of leadership in personnel relations - and that
in all branches of the Co-operative Movement, from the executive level
to the summit of the undertaking - favours motivation and striving for
efficiency, enhances the personal satisfaction of the staff and
strengthens the loyalty of the individual to the business. In par-
ticular, personal motivation seems to me to be a decisive factor.

As persons responsible for personnel training, let us ask about
everyone of our colleagues.

What is he aiming at? What drives him on?

Is he more influenced by persons or by performance? For on these
or similar motives will the attitude and the activity of the colleague
depend.

Those who are strongly motivated try to change their circumstances,
their field of leadership, to their own pattern. On the other hand
the man who feels himself 'under pressure! in management or not strong
enough for it, will arrange his field of leadership so weakly that it
will correspond to his scanty resources.

A co-operative style of management in all co-operative undertakings
offers the individual the opportunity through joint thinking, joint
decision and joint responsibility, successfully to improve his own
work and that of the co-operative enterprise and, in addition, to
broaden his technical knowledge, to develop his personality and
confirm his professional reputation through his acknowledged achieve-
ments.

The Importance cof a given Activity in the Co-vporative Movement,

Besides the professional qualifications of a candidate, whether for
a trainee or a staff runction, there is his attitude to the Co-operative
Idea.

Every future colleague amst have a positive attitude to it and be
willing to defeund it.

In most cases a new collecpue w21l have hardly any concrete know-
ledge about Co-cperation. It is necessary ther~Tore to instruct the
colleaguz, before he begins his profescional carser, about the specific
characteristics of a ¢o-vpecrative enterprise.

Tae co--operative undPPfdkluéj as & Senill-coonomic entity, must be
able to rest upon a persomel w»hich is :distingvished no® only by
superiority in busiuess over prival. 2nlzrprise; ot also by its
enlightened approach in id=ological matters.
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Traditionally, most colleagues in earlier times came into the co-
. ™~
operative from the less well-to-do classes of society.

Nowadays qualified university students enter our business undertakings
and are rapidly promoted to responsible staff or other functions. These
chances of promotion are associated with rapid expansion.

Here the integration of managing personnel seems especially important,
so that not only opportunities of a career, but, in an equal measure,
attachment to the Co-operative Movement and collaboration in the solu-
tion of social-economic problems are assured.

In the sphere of consumers'! co-operation, which mecans, as was
mentioned earlier, that, in a time of relative prosperity, we give
the performance of our economic mission the top priority in our
endeavours.

Every modern marketing strategy must aim at asserting the household
economy of our members and,in addition, that of consumers who should
be our members, and also at providing a certain protection for the
economically weaker groups.

Staff Development Planning and Promotion Methods

Through planning a long time ahead for personnel development and a
precise agreement about methods of promotion, the whole personnel
policy can be made intelligible for all interested parties. Every
individual should be able to ascertain what position corresponding
to his abilities should be attainable in what time or, altermatively,
what requirements in respect of training need to be fulfilled.

Through prompt re-training and information,fluctuations in staffing
can be diminished and the mobility of officials within co-operative
undertakings increased.

Individuals with specially high qualifications mmst be able to
develop more rapidly than those with average talents.

The employees! own competition ensures that no talents,in the long
run, remain undiscovered. By means of long-term planning of staff
requirements, which must take into account qualitative features as
well as quantitative criteria, the chronic shortage of management
ability will be mada good.

The concept of modern co-operative personnel management includes
the acquisition of theoretical and practical knowledge through a
course of training arranged in stages.

Besides success in training coursces, great importance is naturally
to be attached to performance in the position itself. There the
ability to translate knowledge and skill into technical and personal
achievement manifests itself most clesarly. An appropriate allocation
of tasks and the consequent checking of results are the mark of good
control of efficiency on which objective standards can be based.
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The right, I might almost say, the compulsion of an employee to
undertake training and further education,is complemented by the duty
of his co-operative superior to allow his colleagues to benefit by
every possible kind of education. Through allotting higher tasks and
greater responsibility, the self-confidence and efficiency of the
employee are enhanced.

In training programmes and the appropriate practical exercises,
employees worthy of promotion - they can be identified by psychological
tests — have an opportunity of proving themselves in spheres of work
hitherto strange to them, where they would otherwise never be able to
display their capacities. Risks and opportunities must be equally
distributed.

4. Conclusions

I have been attempting to show that the development and promotion of
managers within the Co-operative Movement and the recruitment of
qualified specialists from outside the Movement are among the most
vital pre-conditions for the successful realisation,in the long run,
of the fundamental co-operative idea and the strengthening of the
Movement'!s independence or autonomy.

Permit me to add a few words on the method of financing training
applied in the Austrian Consumers'! Co-operative Movement. In the
Austrian Movement there exists a basic system of financing in which
every single co-operative participates by contributing a definite
sum of money based on its turnover. In this scheme of financing a
certain amount is allocated to employee training. For central training
activity in 1972,the Movement allotted a total amount of Sch. 6,000
million. Over 2,000 employees were enrolled in courses and seminars.

A further intensification of training activity may be expected.

With the help of a progressive business organisation and a group
of enlightened officials,co-operative self-help can be successfully
practised in a period of relative prosperity. We will first use up
the rescrves within our own ranks and then have to consider all the
possibilities of the labour market.

Thus what has long been the practice in the sphere of capitalisation,
both for fixed investments and for trade credits, is becoming visible
in outline in the personnel sector. Surely it is not mistaken to
demand the same care in personnel management as has long been the
custom in major capital investments.

A real co-operative democracy demands a sturdy sub-structure which
not only permits adaptation to the requirements and conditions of the
market, but also makes possiblc active participation in different
social and political systcms and thz self-fulfilment of the individual.

In the markets of tomorrow there will surely be even greater needs
for capital and we shall have to exert all our strength to meet them.
All our efforts will nevertheless fail, if we do not succeed in placing
human beings in the centre of our endeavours.
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