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Abstract

This report is intended to develop the autlines of a sociological theory of cooperatives.
This dojective is acoomplished by: 1) critiquing neoclassical ecoxamic analyses of
aooperative cawersians, (restructuring, acquisition, or sale of agricultural cogperatives
such that an investment-oriented firm is creared in its place), 2) examining historical
data an cogperative restructuring generally and cawersians as a subset of this data
ad 3) developing a theoretical apporoach to a sociolagy of cooperatives, that is induc-
tive and retains cooperative tensions (e.g. democracy versus economy, local versus
gldcal) .
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Preface

Ially, theory development and practical development continuously inform one anoth-
e, each providing feedoack so each can progress and deepen. Most cooperative theo-
ry develooment has occurred in the area of neoclassical economics. While a powerful
mechanism of analysis for generic investment firms, the approach is deductive and
nn-historical. It also tends to amalytically howogenize goals and dojectives.
Cooperatives are carplex organizations that emerge out of historical circumstances
with complex economic and sociological goals. This report demonstrates the narrow-
ness of a neoclassical analysis, by examining the cooperative cawersion phencme -
mm. It then develops a sociological aoorcach to cogperative analysis that retains vard -
aus tensions ard aontradictions within cogperatives, while aonsidering various
sociological ard histarical influences.
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Highlichts

This report is intended to develop the autlines of a sociological theory of cooperatives.
This dojective is acoomplished by: 1) critiquing neoclassical ecoxamic analyses of
aooperative cawersians, (restructuring, acquisition, or sale of agricultural cogperatives
such that an investment-oriented firm (IOF) is created in its place), 2) examining histor-
ical data an cogperative restructuring generally and cawersians as a subset of this
data, ard 3) developing a theoretical agoroach to a sociology of cooperatives, that is
inductive ard retains cooperatives’ tensions ad intermmal aotradictions, ard is pre-
sented in oontradistinction to a neoclassical ecanomics approach.

Cogperatives are multi-dimensional, contain miltiple values and dojectives (including
amtradictory anes), and evercge aut of historically specific circumstances. The most

recent theory developrent of cogperatives, acconplished in the field of neoclassical

econamics, tends to be unidimensianal, non-historical, and deductive.

Both neoclassical economic empirical studies and theoretical conceptualizations are
used to explain cawversions.

Various erpirical studies focus an the econamic motives of individual irvestment,
including investment incentives that may be derived from cooperative business suc-
cess. Excluded from the analyses are such other economic interests as those embed-
ded in farm families and commities. Non-economic motivations are not allowed into
the analyses.

Theoretical argurents tend to be organized around understanding of cooperatives as
"oacemekers" or as having temporary "yardstick" fimctions that fix malfunctioning mar-
kets. Given the deductive nature of these argurents, these cawersion theories tend
to miss the boan-ard-bust dharacter of agricultural merkets, as well as their historical
tendency toward consolidation and oligopolization (concentration) . Caversion argu-
ments that understand cooperatives as "yardsticks" and "pacemakers" tend toward
historic meaninglessness, because cooperatives must becore a permenent part of the
boars ard busts, and as a comntervailing force against contimuing consolidation and
oligyolizatio of the merket.

Neoclassical approaches tend to model cooperatives in the imege of investment firms,
farce fitting them to the model as if they were an intermediate and less advanced orga -

Cogperatives are dif ferent fram IOFs in their hasic orgpnizing principles, means- arnd-
ads ratiaality, and their inherent diversity of interests. Agplying irvestment nodels to
cogperatives dosaures this diversity and these dif ferences. Cooperatives pursue a
variety of goals, sare of which may e in caiflict with ae ancther. A cooperative may
meet multiple goals, but no single ane completely.

To sare extent in neoclassical aralyses, the act of cooperatian itself is a prdblem to
e explained. This occurs because the predominant focus of these analyses is on an
abstract, self-interested individial pursuing a single geal, e.g. to mexdmize a retum an
imvestiment. This individual is also assured to ke in carpetitive relatianchips with oth-
ers. "Cooperative" behavior tends to lie autside of the neoclassical framework.

Unlike neoclassical ecanomics, (as well as irvestment-firm models of analysis), socio-
logical ard institutianal economics do not give a predaminant focus to an individual
actor (or an individual enterprise) . Rather, sociology foouses an the interaction
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between two or nore individuals and to the character of that interaction. This may be
one of conpetition but, may also be characterized by conflict and/or cogperatian.

A sociological (and institutional econamics) approach can more readily focus an issues
of power ard inequalities in assets in gpecific histarical interactians. Gogeeratim is
less prdblaratic for the sociologist. The developrent of cooperatives is more easily
understood as a response to enduring, unequal power relationships in the booms and
busts of an agricultural merketplace.

Sociology tends to recognize that in actual cocrete reality, a pluality of values ad
dbjectives are being pursed similtanecusly by most pecple. Sore of these interests
may be in conflict. Neoclassical econamics tends to focus an the pursuit of specific

economic interests and to exclude other interests fram analysis.

Ialyses are scientifically soud if they represent all or a representative sanple of
potential cases for cawersion. The gpecific economic analyses of cowersions report -
ed here failed to cmsider non-events, i.e., cogperatives with market values greater
than their bodk values that did no cawert.

Rather than analyzing case studies, a more comprehensive assessment of conver -
sions can be made by examining restructuring events generally. The data show that
during the last 10 years, the most dominant form of restructuring has occurred entirely
within the cogoerative sector. More then ane-third (36.6 percent) of the restructuring
(oonsolidation, merger, alliance, joint ventures, acquisition) has occourred between
cooperatives and not between IOFs and cooperatives. Nearly cne-quarter (23.2 per-
cent) of these events imvolved the expansion of exdisting cooperatives. Varicus forms of
structural interaction between cooperatives and IOFs (joint ventures, strategic
alliances) amstituted 15.3 percent of restructuring events. Iess than 5 percent (4.8
peroent) amsisted of a full cawersion from a cooperative to an IOF. The frequency of
cooperatives acquiring IOF assets was more than three times as comon (16.6 per-
cent) as IOFs acquiring cocperative assets.

While neoclassical models of the firm expect successful cooperatives to be purchased
by IOFs, the data suggest that successful cooperatives are nore likely to expand their
own enterprises, form alliances and/or mergers with other cooperatives, or acquire IOF
assets.

These theories that suggest cawersion in their subtext may in fact be promilgating
cawversions, rather than providing neutral studies of them. Coversion recomenda -
tians becare an artifact of the orientatio itself. The necclassical (and investment firm)
modeling of cooperatives is in its aporoach deductive, non-historical, and ane-dimen-
siawl. It is not designed to include miltidimensional and goposing tensians that can
ke uwderstood and doserved inductively fram a particular historical omtext.

A sociological theorization presented in this report corplements the single dimension-
ality of neocclassical economics. Four cogperative and societal tensions are presented
as historically and inductively derived: 1) democracy versus capitalist econany, 2) @o-
duction versus consurptian, 3) local versus gldoal, ard 4) traditicwl versus new
social movement characteristics.

Democracy versus capitalist economy: Cooperatives are both economic and politi -
cal (democratic) organizatians. The principles of damocratic govermance give priority to
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aollective use of the cooperative for service (broadly defined) versus its use as a
mechanism for individual investment. Pressures upon cooperative democracy can
exist with 1) a menagement predominantly oriented to investment logic, 2) an organi -
zation that becares so hureaucratic that little participation can ocour, ad 3) with
financial cowersion to an investment firm. A cogperative that mekes no mergins will
not reproduce itself to provide a service. Democratic considerations may slow or cam-
plicate these earnings. However, to rid the arggnizarion of its davocratic aspects will
fragrent its definitional characteristics. Democracy versus econany is an inherent part
of cogperative organizatianal definition. Arrent restructurings test this tension, with
sare stakeholders secking to eliminate it by pushing the organization into an invest -
ment oroit, rather than contending, adapting, and strengthening it.

Production versus consumption: Cooperatives fimction in a marketplace organized
around a fundamental tension between production and consumption, and producers
and oonsurers. The paradox is that this antagonism is also a relation of interdepen-
dency in which these interests can be viewed as inter-camected. This history of the
cooperative movement reflects an interest in overcaomning this division, e.g., "develop-
ment of a cooperative comormwealth." New social issues organized around food and
production--tumen health, food safety, enviramental issues, land use, commity
sustainability—suggest a need for integrating (or regulating) food and fiber production
and consunption interests. The cogperative has the potential advantage of providing a
middle course of regulation, between the pure econamic sphere (market regulation or
a private corporate regulatian) and the public sphere of State regulatian. Coogperative
regulation could entail control by producers and consumers in economic organizations
(cooperatives) with intermal political structures that are davocratized. The potential
synthesis of these spheres—production and consunmption—is a cooperative advantage
over IOFs. IOFs tend to exclude larger social, ecological, and comunity costs, and
interests, meking these organizations ill-designed to intermalize and resolve larger
societal prdolems. Production and consunption (producers and consurers) are in
sare respects in gpposition. The retention of this tension in a cogeerative form could
provide a democratic mechanism for resolving sare of the more troubling societal diff-
adlties.

Local versus gldbal: Coogperatives function in an increasingly gldoal econamy.
However parallel and in sare ways contradictory develgorents exist that give priority
to local needs ard darerds, i.e., lomalization. The equity retention principle in cooper -
atives functions to tie the organization to a particular geographic place. Fram the
standpoint of capital mdbilized for investment, this may appear as an umecessary and
umented oonstraint. From the standpoint of cooperative capital, it is a way to prevent
cpital flight from local areas ard into powerful gldeal novements that shift value to
high-potential (geographic) investment points. The local ties of cogperatives also cre-
ate the potential for local knowledoe ard irmovation in the face of these same gldoaliz -
irg irfluences and pressures. Gldoalization tends to homogenize regional dif ferences,
push products and service toward standardization, and eliminate wnique local qualities.
The glabal and local tension points in the cooperative demand an expression of com-
petitiveness without loss of local camection and commitment.

Traditional and new social movement: Agricultural cocperatives have been orga -
nized aroud production and farmer issues to retain value an the farm ard to maintain
financial solvency. In these respects, agricultiral cogoeratives are fairly traditiawl in
thelr pursuits of particular class (farm) interests. New social novements are oriented to
increasing and generally givirg priarity to damocratization in civil society. The basic



Highlights principles of user ownership, user aomtrol, and user benefits—in the context of despen-
ing societal interest in democratic relationsdorings new social movement aspects to
these more traditiawl argenizatians. It also brings greater visibility to tensians between
participation and bureaucracy, and member grass-roots interests and menagerial
expertise. The tensians are emoedded in coogperative organizatians. Their resolution,
rather than a movement and tradeof £ between them, would signal the end of the coop-
erative argpnization.

This report conterds that carflicting interests, values, ad dojectives exist within cop-
eratives. To eliminate, or to think about ard arnalyze cogperatives as if these tensions
dm't exist, denies central and fundamental aspects of coogperative organization. The
acceptance and acknowledgement of these tensions can open up cooperatives to
grester overall ef fectiveness and adaptability without sacrificing several of their defin-
ing deracteristics.
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I. Introduction

This report is concermed with the resructuring of
U.S. agricultural cooperatives, and whether this
reflects a movement toward their cawersion to
investor -oriented fims (IOFS) . Recent historical trends
Inresructuring will e examined to evaluate the actu-
al extent of cogperative cowersion.

These developments will be used to consider the
relationship between cooperative practice and theory.
Tceally, thearetical and practical development should
continuously inform one another, ard provide feed-
back that enables both to progress as evenly as possi -
ble. When cooperative practice moves ahead without
regard to theory or when theory moves ahead without
regard to the actual practices of cogperation the basic
principles of cooperation can be endangered.

This report argues recent theory has developed
with too much independence fram the actual practices
of cogperatives and cooperators. Thus, the cooperative
"corversion problem" may have become overstated.

Further, the extent to which cawersion has
occurred may, Infat, reflect this very ssgparation of
theory from practices. The cowersions, themselves,
may have been informed by, arbe an ef fect of, a theary
of aoqperatives thet fails to resonate with the defini -
tional principles of cooperation. Much cooperative the -
ory ctains assumptions that are rnot grounded in the
carplex logic, the multiple values, broader --though at
times anflicting--interests and "comon sense" that
underlies cooperatives as they actually function in
everyday life.

This report suggests that the theory of cogpera-
tim is increasingly accomplished primarily within the
framework of neoclassical economics. This model has
eclipsed the earlier instituticnal economics approaches

by which cooperation had been guided. This distanc-
ing of cooperative theory fram actual behavior is
inherent in the deductive logic of neo-classical emo-
nomics. The theory tends to assume a unidimensicnal
motivation to behavior and decision making, and then
moves fram these abstractions to examine actual con-
ditians.

This tends to restrict doservation to anly that
behavior which is covered by such abstractions. This is
in direct aotrast to the inductive quality of an institu-
tiomal ecaxomics or a grounded sociological approach
in which the theory is derived (induced) from the actu-
al principles and behavior of the actors ard institu-
tions themselves, i.e. the coogperatives, the menbers,
and the complex envirament in which they exist.

Cooperative leaders, themselves, increasirgly call
for flexdbility in adsptation to the gladal marketplace
(Fairbarinl999) . However, the wnidimensianality of the
neoclassical model may lead practice alag a relatively
inflexible road just when flexibility is most necessary.
Thus, new approaches (or even revival of older aes,
such as an institutional economics) are needed to gen-
erate multi-dimensiaal, interdisciplinary, holistic, axd
grounded theories of cooperation. Such theoretical
developments are potentially more sensitive to the
actual practices of cooperatives and more campatible
with the basic principles of cooperation.

This latter model development should not dis-
place purely econamic theories of cooperation, but
rather complement them. This report seeks to develop
a theory that can recognize and use the adaptability
ad flexdbility inherent in the milti dimensical inter -
ests, values, ard practices of cogperative institurians.

I isa "ground-up" theory rather than "top down." As
cooperatives continuously restructure in adspting to a
changing envirament, so too, a restructuring of coop-
erative theory is needed so theoretical guides remain



embedded in the concrete reality of cooperative orga -

nization, rather than in an autonomous logic indepen -
dent of ervirament and history (such as neo- classical
economics) .

This report will first discuss the "cawersion
prdolem" as interpreted by neo- classical economics,
ard then critiques that interpretation based on
assumptions inhereat in the model itself. After a hrdef
discussion of a sociological understanding of coopera -
tion as a form of social interaction, we will then exam-
ine data an the "cawersion prdolem" in relatiom to
other forms of cogperative resructuring.

Finally, we will explore a dif frent approach to
thinking about cogperatives. This latter model focuses
o the tensians inherent in the practice of cogperatin.
Rather than secking to eliminate those tensions (as
neoclassical economics tends to do), this model uses
those tensions as sources of imovation ard fledbility
that can help a cooperative adapt to a constantly
changing economic and political enviromment, while
retaining its defining dheracteristics.

TT. Restmucrdirg ard the Caversian ‘Prcolan

As we entered the 21st century, U.S. agricultiral
cooperatives evaluated by almost any measure have
Ieen highly successful. In the early 1960s, agricultural
cooperatives began to contraol at least 25 peraait of
farm marketing (as high as 33 peroat in 1981). Since
the early 1970s, farm production supply cooperatives
have held more than 25 percent of the market (USDA,
1993) .

Suf fering somewhat during the farm crisis of the
1980s, cooperatives rebounded stragly in the 1990s.
Although not the dominant form of agribusiness
(exoept in a few camcdities), in recent years the
cooperative market share is nearly ae third of market -
ed goods and more than a quarter of farm production
supplies (USDA, 1998).

Between 1992-97, cooperative gross business vol -
ume grew fram $93.4 billion to $126.7 billion before
dropping somewhat in 1998, primarily due to lower
farm comodity prices. Between 1989-98, cooperative
net incore grew fram $1.85 billio to a record $2.36
billim in 1995 befare drogoing back to $1.7 billim in
1998, due to a combination of poor farm commodity
prices ard rising costs of farm sugplies and services.

During this time, cogperative total assets grew
fram $29.6 billion in 1989 to 46.6 billio in 1998. In
1989, total net worth of U.S. agricultural cooperatives
totaled $13.3 billion and clinbed to nearly $20 billion

by 1998. In 1998, net worth or equity financed 42.9 per-
cat of total cogperative assets. This is, overall, a
drang balance sheet and fram a historical point of
view, nust be recognized a success given the dif fiailt
origins of the movement.

Tt has been a hard won form of resistance to the
econonic conditions faced by farmmers at the tum of
the century, i.e. monopoly and oligopoly power at
lo=l, regianl, ad ratianl levels.

However, sare analysts are concerned about the
health of the cogperative sector in the face of an accel -
erated pace of overall econamic regructuring and
gldoalization processes.

The Conversion Issue

The general prdolem this report reviews is "the
cawversion issue," i.e. agricultural cogeeratives am-
verting to irwvestor oriented fimms (IOFs) . With the sig-
nificant exceptions of Targersan (1990) and Ketilson
(1995), that discussion has been largely cofined to the
sphere of necclassical agricultural economics.

Schrader (1989) and Collins (1991a, 1991b) exam-
ined the financial details of six cases of cawversion or
pertial regructuring by agricultural cooperatives. One
inmvolved regructuring a cooperative as an IOF. Tres
cases irvolved the sale of the business ard dissolution
of the cogperative (although ane of these sold its tex-
tile mill to ancther cogperative) . The fimal two cases
irvolved regructuring small segments of the coopera-
tives as cowentional corporations with minority pub-
lic ownership. Since then, mumercus other cowversions
have taken place. We will evaluate the extent of these
cdrerges later in this report, but first will examine sore
of the arrent explanations for these cawersions.

Economic Explanations

There are both economic empirical studies that
seek to explain cawversians, as well as theoretical am-
ceptualizatians. The enpirical studies seek to identify
various conditions and motives to cawersion; the the-
aretical ooosptualizations provide explanations from
an orthodox neoclassical "free market" approach.

Empirical Studies

Success --Schirader (1989) raises the apparently
paradoxical notion that intrinsic structural features of
cogperatives lead to their subsequent dissolution.
More specifically, he anterds that certain cocperative
practices, as well as various State and Federal laws (all
based on fundamental cooperative principles) "result



in a draonic shortage of capital and the lack of a means
toreflect equity apporeciation to owners (1989:51) ."
Yaiically, this is egeecially a prdolem for "successful"
cooperatives, if "suoccess" is defined as an increase in
the market value in relation to its bodk value.

The dif ference between the ook value of a coop-
erative’s assets and its value as a going business amn -
cem grow with this form of success. This eventually
results in the cooperator 's dilemma: "a cocgperative
that produces net earnings in excess of the opportunity
cost of equity capital may be worth more to investars
as an ardinary corporation than it is to mery coopera -
tive patrans  (Schwader 1989) ." That is, the value of
members' investment in the enterprise as a conven-
tional husiness may exceed the value of their participa-
tim in it as a cooperative, particularly if they have 1im-
ited patranage horizans, e.g. a farmer close to
redrement. Schrader suggests this dilema is the pri-
mary motivation for cooperative comversion. Decision
interests are defined as individual- financial invest -
ment interess.

Motives--Qollins (1991a, 1991b) refers to the
possibility that the market value of members' equity
exceeds the bock value as the equity liquidation
motive. He suggests three other hypotheses or motives
that might explain the conversion phenomenon. The
four motives are allowed to compete against one
another in developing an explanation of conversion.

The egquity access motive posits that cogperatives
may gain greater access to cgpital by selling stodk to
the general public. This motivation is primarily
assigned to "managers who see growth as essential"
but who face a membership that is reluctant to borrow
money or to provide encuch equity capital to meet
those expansions needs (Collins 1991).

The corporate acquisition motive posits that cawer -
sions may be advisable when the market value of the
cooperative is high, and variocus parties went to buy
parts of the business as stock, and/or buy the entire
business.

The aost of equity notive refers to selling stock
when demand for the business is high resulting not
aily in access to greater amonts of capital, but at a
low cost to the cooperative. While motives or causes of
cawersion are discussed, all motivations are sridcly
limited to economic interests.

Exclusion of Other Interests--These
studies examplify sore of the limits of neo- classical
models for the analysis of cooperative enterprise. They
assumed that patronage horizons are limited to

individuals. This neglects various other "economic"
interests thet are embedded in the families, and
communities where cogperators live. Further, o "non-
econamic" notivations are permitted as possible
explaratians. As a rather striking example of the
deductive logic of this view ard its detadment from
an empirical grounding, Collins concludes:
"Tt is also cdlear from careful scrutiny of the
public documents associated with these
cowversions that, in at least sore cases, the
reasans stated by the cooperative are roc
aedible. As a reailt, it isprudent to stay
with the usual presumption of economists
that aggregate economic choices may be
predicted by economic incentives".

In other words, in explaining camversion, coodper -
ators and cooperatives themselves, often claim inter-
ests kroader than mere economics. However, rather
than acknowledging such claims, the neoclassical
frame may sinply dismiss these claims as unbeliev-
able. This occurs because these non-economic interests
lie autside the necclassical frame or model, rendering
them invisible or not credible to the doserver.

Theoretical Explanations

Modeled in the Image of an IOF-- A
related theoretical strategy to explain cogeerative
behavior has been to simply analyze IOFs and
cooperatives in the same way. Much of cooperative
theory has been driven by the desire to fird
similarities, rather then dif ferences, between
cooperatives and IOFs. This strategy foraes
cooperatives into models designed for the anmalysis of
IOFs, ard minimizes or excludes those aspects of
cooperatives that deviate from IOFs.

Targersan (1990) suggests this results in a theo-
retical farced-fitting in which agricultural cooperatives
are often treated as deviant or degraded "firms" or
even as an intermmediate organizaticnal type--as agri -
alture is assured to tend toward total industrializa -
tion and cooperatives shift toward ICFs.

Harte (1995), for example, descrikes the "life
cycle" of cogperatives in which "a transition from
cooperative to comparty structure would be expected
in a conpetitive market." This is a Noursian position
that dhallenges the oconception that there is a axftimi-
ous need for agricultural cooperatives in the economy.
Nourse (1991) argued that cooperatives emerge when
service is inadequate, missing, or costly. "It is inpor-
tant that cogperatives recognize when they have in fact



attaired their real dojective by demonstrating a superi -
or method of processing or distribution or by breaking
a monopolistic bottleneck, and they should then be
content merely to maintain standby capacity or a yard-
ghck gperational position rather than try to occupy the
whole field or a dominating position within it. In some
cases, they may be well advised to entirely terminate
operations once they have stimilated regular commer -
cial or manufacturing agencies to competition amongst
themselves."

This position reflects the assuption that the
aly envirament in which a cooperative "lives" is eco-
nomic. Although this position certainly has advan-
tages in arguments that advocate for the coversion of
cooperative capital, its defense an scientific and theo-
retical grords is prdolematic.

For example, Harte assumes that market perfor -
mence will tend to improve with industrialization and
will diminish the need for cooperatives. He also
assures that in the lag run, the cooperative form is
less ef ficient than its corporate conterpart. He argues
adgainst the maintenance of cooperatives to perform a
regulatory "yardstick" function in the market, due to
the dif fiailty of proving or disproving this function
without dissolving the cooperative.

Of course, the author misses the point that it is
just as dif fiailt toprove that competitive markets can
be maintained without the role of cogoeratives,
because history presents us with markets that tend, not
toward competitiveness and equilibrium, but toward
draic failure (Lauch 2000) .

W e suggest that the "boow/bust" history of mod-
em agricultural economies--as well as ocontinuing ten-
dencies toward oliggpolization (concentration) -- sug-
gest more evidence for chranic merket failure. Rx
Harte (1995), "anly in the special case of dronic mar-
ket failure wauld an infinite life be predicted for coop-
eratives." Far fram a special case, we argue that agri -
cultural markets have historically been more
oliggpolistic than truly carpetitive (egpecially region-
ally, which is what matters most for the fammer). And
given a boow/bust character to the agricultural econo-
my, te argurent for "life cycle" cawersions begins to
oollapse, since the "yardstick" or "pacemeker" finction
of the cooperative must be made a permanent part of
the economy.

A valid scientific test of this hypothesis would
demand a relatively layg periad of truly competitive
markets, a condition that may, in fact, rever exdst in
the historically concentrated and monopolistic merkets
that most farmmers have confranted in practice.
However, we can meke a test of this hypothesized "life

cycle" in terms of the actual history of the last decade,
a pericd of uwsually high levels of resructuring.
First, we will examine sore of the ways in which
cooperatives dif far from IOFs to show why they need
to be theorized independently.

IIT. The Cogoerative Difference

Cooperative principles

Examination of the dif ferences between IOFs and
cooperatives can begin with the basic cooperative prin-
ciples. Adherence to these principles means that coop-
erative "irvestors" interests in the argenization are
qualitatively dif ferat from those of coventicnal
investars.

Cooperative member interests derive from ongo-
ing arganizatianal use, cotrol, ard benefit, inplying a
long-term horizon, versus short-term profit interegs.
Both ILasley (1981) and Ketilson (1995) imply that
cooperatives corbine multiple interests in a sirgle
enterprise. Cooperatives are hybrid organizations
(Pestof £, 1992) . They are simultanecusly voluntary
associations and commercial fimms ard yet, by carbin-
ing parts of both, are reither.

Moreover, agricultural cogeeratives are often sig-
nificant featires of the comunities of which they are
a part, and in ways that are not typical far IGFs (e.g.,
social networking; potential for localized, democratic
amtrol; and information dissemination) . Finally, due
to their histary ard relatianship to rural comumities,
agricultural cocgperatives are part of a social movement
that developed as a respanse to the disadvantages of
small and medium producers caught in investment-
oriented markets with strong concentration and cen-
tralization tendencies.

Thus, cooperatives are unique. They exist between
markets and politics and when owned by those who
use the cooperative, they constitute a fundamental
building block of a comunity of interests (i.e., pro-
ducers or consuners of similar products, rather than
merely owners of irnvestment capital as in IOFs). In
agricultural cogperatives it is a comumnity of farmers.

When principles are followed, cooperatives com-
ise a third way of arganizing economic activity.
Malytically, they represent an altermative to the sim-
ple dichotamies: "market versus state" or "public ver-
sus private (Pestoff, 199)."

Ratiamlity--A further dif frence between
cooperatives and IOFs is based in their dif frent
approaches to profits and service. Cogperatives need



to make a margin over costs (loosely understood as
profit) to catine providing for patron’s long-term
needs. I0Fs, an the other hand, provide services to
generate a profit. The singular interest in prdit is
assumed to reflect diverse needs.

Other interests, such as democratic or local cn-
trol, and/or helping to sustain local comunities, a
dispersed agriculture and family farm survival for
exanple, are subordinated, if not eliminated--insofar
as these interests and values cammot always be bought
or even measured in accounting bocks.

Managerial and director attitudes can be funda-
mental to what values are privileged. Profits (firencial
returms) and service, and means, and ends can become
confused. According to Ketilson (1995), "Briscce fourd
in his study that many managers and directars of
cooperatives perceived coogperative values to be
incompatible with business success." Managers who
held this view suf fered from what he termed the
"frozen co-op syndrome." They were unable to formu-
late lag-term goals ard strategies that would enable
them to move aut of this situation, to profitable posi -
tions without compromising cooperative character.

The confinement of cooperative menagerial style
to a neoclassical model of investment (and praofits as
an end) can paralyze a cooperative and impede its
ability to meet the lag-term service interests of its
menbers. In part, this resdlts from the dismissal of
'"mon-economic interests," as well as an insistence that
IOFs hold superior ef ficiency advantages over cooper -
atives. As an exanple, Harte (1995) argues, "the ef f -
ciency of cogperatives is not proven by their survival
and development over so many years, as cooperatives
in most countries have been favored by govermment
policies (and saretimes used as instruments of gov-
ermment policy) through tax breaks ard other diret
and indirect sugpoorts."

Of course, this igwres the tremendous support
that IOFs have enjoyed in most Westem societies in the
form of tax breaks, state sposored research and devel -
oorent, infrastructural development (O’Comnor 1973;
Barlett ard Steele, 1998). (Irancally, the first cogoera-
tives in the U.S. grew aut of the reaction of farmers
against the transportation monopolies created by huge
lard grants from the Federal Govermment to railroad
corpanies. )

Further, these argurents dismiss the political by
isolating the economic and speaking of "ef ficiency™
anly in temms of economics. Thus, the practical politi -
cal question is not raised. Why would there be such a
pattem "in most countries" that would lead govern-
ments to support cooperatives in this way?

Perhaps there is a palitical ef ficiaxy in this. If
cooperatives have this ef ficiency, even if derdived from
the political sghere, it doesn't irwalidate their capacity
to survive or function to meet sore (perhaps unspo-
ken or unheard) needs of society, even if the ecanomic
model dismisses those interests. The theoretical exclu-
sion of extra-econamic interests from the model does-
n't anont to the elimimation of their practical or his-
tardcal rde.

Political Interests

In their historical origin, cogperatives were cClesr -
1y also political institutions. Their develoorent has
varicusly generated intense political opposition from
conmpeting economic interests. The neoclassical fram-
ing of cogperatives tends to minimize or exclude these
political histories. Fraser (1989) describes this process
nreference to the power of administrative expertise.
"Experts" translate broad human needs into adminis-
trable needs by uncoupling them fram their social, adl -
tural, ard political aotext. In the process, the arigimal
opositional quality of the stated needs terds to be
le=t.

The ocomplex needs of social actors are simplified
and transformed into purely economic issues and tech-
nical prablems. The democratic interests of cocperative
petrans, for instance, can than becare depoliticized
from any social movement base, and may be "rewrit -
ten" by, ar fx, cooperative management, for govern-
ment administrative interests, or even in the academ-
i¢’s interest of better fitting within an econamic model .
This economic reductionism then tends to narrow, am
amstruct sinmpler prablems from a much broader array
of needs and concerns.

Analytical Homogenization

Framing the cooperative as a "fim" also terds to
elimirate other "irratiawlities" ar interests thet are
extermal to a neoclassical focus. By taking the enter -
prise as the wnit of amalysis, the heterogeneity and
diversity of a cogperative's membership tends to be
ignored--as are the divergent, perhaps conflicting
irterests between members and management .

Harte (1995:9) views the plurality and diversity
of interests represented by cooperatives’ democratic
arganization as "oonfused dojectives." He recognizes
the non- coincidence of interests between management
and members as being a contral "groblem" for coopera -
tives. His solution is to concentrate ownership as well
as aaitrol uder fewer persans ard a single dojective.

However, the rabural plurality of interests intrin-
sic to cogperatives is glossed over, if rot eradicated, by



viewing the cooperative as a single and homogencus
entity that "seeks to meximize a single dojective (Staatz
1989)," i.e., the mexdmization of net margins. Ketilsm
(1995:6) specifically addresses this issue with a an-
trary view. Se writes:
"unlike the picture of goal setting ard
behavior posited by rational models of
argenizations, not all behavior in the coop-
erative arganization is conpletely integrat -
ed or functionally indispensable, ocontrilbut -
ing to the achievement of an ultimate goal.
Rather, the cogoerative pursues a variety of
goals, sore of which may be in competition
with each other. Tt is possible that anflict
can ke resolved anly be serdal attention to
this miltiplicity of goals, hut the ed result
may be that no ane goal is adequately
achieved. In order to understand what
therefare is perceived as seemingly erratic
or non-rational behavior, a milti-om-
stituent perspective regarding goal setting
and decision-meking is required."

The models we propose seek to deal with the plu-
ralism ard the diversity of interests within coopera -
tives as an advantage rather than a liability To formu-
late this model, we first consider sare basic
dif ferences between sociological and neoclassical eco-
nomics approaches.

IV. Sociological and Economic Analyses

Most of the analysis of this cowersion process
has been within the framework of neoclassical eco-
nomics. We propose an altermative model with which
to view cogperative resructuring and conversion.
After introducing the basic premises of a sociological
framework, we examine some data concerning the
nature of resructuring and cawersion in order to
assess the relative usefulness of the two frameworks.

Next, we will retum to specify in nore detail a
sociological approach to cooperation. We will rot
argue that ae frame is true ard the other false--anly
that the two models provide dif ferent vantage points
of the same phenomenon. Thus, a sociological framing
of the cawversion issue will raise dif frent questions

and accentuate dif ferent concems.

Unit of Analysis
Sometimes the diffarence between the two
approaches is in the wnit of amalysis. Neo-classical eco-

namics begins with a focus on the individual actor (or
enterprise) as the initiating wnit of aralysis. The sociol -
ogist, an the other hard, begins with the interaction, or
the relationship itself, between two or more individu-
als (or enterprises).

Social relationships can take meny forms. From a
sociological view an interaction might be understood
as characterized by caflict, as in the case of the rela -
tionship between a buyer and seller or a lardlord and
tenant. One actor ‘s gain cares at a cost to the other.
An interaction might be characterized by corpetitiom,
as in the case of two gas station owners at the same
intersection or two carpenters bidding for work an the
same house. An interaction might be characterized by
aoperatiom such as two assenbly line workers or two
carpenters building the same house.

In agriculture, two or more farmers producing
the same commodity cen doose to carpete with one
another in the market (like the two carpenters bidding
acpinst ane another) or they can doose to cogoerate with
cne another, poolirng resources to anfront the market
together (like the two carpenters building the house
together) .

The neoclassical economics model generally
assumes competition among actors as the predominant
relatiahip. Social relatianships are assumed to be
competitive with similar members of the environment
and conflictual with dissimilar menbers (although
the languages of market power, rather then caflict
are used) . These assurptions are then applied in a
deductive mammer in the analyses.

Sociologists generally assure these relationships-
-aarpetition, amflict, cooperation--are empirical ques-
tis. They seek to discover the predominant form of
interaction in social relationships which are generally
uderstood as adaptations to conplex cultural, histori -
cal and eviramental conditions. The analysis is

To sare extent, for neoclassicists, the act of cop-
eration can becaore a "prdolem" to be explained. This
ocars because, fivst, the wnit of amwlysis is the self-
interested individual pursuing a single goal. Seocard,
because that individual is also assured to be in com-
petitive relations with other actors, cooperative behav -
ior tends to lie autside the boundaries of the neoclassi -
cal framework.

The Noursian framing of cooperation can be seen
in this light. Nourse assures that cooperation is an
doervation, a "prablem" to be explained. Cooperation
only emercges from the "failure" of the conpetitive
market and should recede once it has accorplished its
axrective finction. This view of cooperation derives



fram the deductive logic, and assumptions of isolated
ard ratiawl individuals acting in their own best inter-
est in the oontext of a carpetitive market.

For sociologists, none of these assumptions are
given. Because the foous is an the social interaction
ard the amalysis is inductive, altemative forms of
interaction-- carpetition, omnflict cogperation--are
more easily omnsidered. The actar is neither in isolation
nor is the interaction (the market) assured to be char-
acterized as competitive. A sociclogical (and institu-
tional economics) approach can more easily give atten-
tim to issues of power ard inequalities in assets or
resources brought by respective actors to historically
given interactios.

These factors meke the issue of cooperation less
praolametic for the sociologist (ard the institutional
economist) . The actual development of cooperatives is
more easily uderstood as a response to enduring,
unequal power relationships in the boom and bust
agricultural marketplace.

Fimally, sociologists do not always assure indi -
vidals to be ratical. Nor is there a need to privilege
rationality as an assumption in the approach. Indeed,
though ratioal action is a possibility and sore socio-
logical models meke this assurmption explicit as a
means of sinplifying explanations, social action may
also be driven by enotion, af fectim, ar tradition.

The econamist actors’ ratioality amsists of a
means-ends schema, i.e., what is the most "rational"
means by which a particular end can be attained? The
sociologist also entertains the possibility of a dif feret
type of rationality in which the means and ends tend
to e fused around the adherence to a particular value
ar a amstellatio of values.

For example, the common expressions, "Wimming
im't everything, it is the aily thing" ad "it is noc
whether you win or lose, but how you play the game"
would be exanples of this dif farence. The former
expressian suggests that all play is subordinated to the
singular dojective of victory, i.e., theplay is aly a
means to the end of wimming. The latter expression
suggests the orientation toward wimming the game is
not necessarily subordinated to the play itself but
exists in a tension with, ar as part of, the process of
playing the game, i.e., means and ends are fused.

This points to a larger distinction between the
neoclassical economic and sociological framing.
Sociologists tend to recognize thet in actual social life,
a plurality of values ard dojectives are being pursued
simultaneocusly, while the economist tends to focus an
the pursuit of economic dojectives arnd to the exclusion
of other interests. The sociologist might, for exanple,

view cooperative economic practices as simultaneous -
1y satisfying such other (non-economic) interests as
democratic decision-making, the enhancement of a
comumity’s solidarity by extending social networks,
and/or deepening commitments to historic coopera-
tive traditians. Weretum to sare of these issues and
these dif ferences between sociological and economic
analysis in more detail later.

The bulk of existing literature on cocperative
cowversions has been written from the neoclassical
economics point of view. Insofar as the cawersian of
cooperatives has, tlus far, been explained larcely as a
function of various interests in equity capital, the soci -
olagical aralysis must agk, Is there more at stake in the
cawersion of cooperatives to IOFs than equity inter-
ests alone? More goecifically, we must consider: 1)
other values that might ke lost or sacrificed with con-
version, and 2) altemative functions of cogperatives
not captured by the (neoclassical imputed) analyses of
self-amscicus interest (e.g., to inmpede capital flight
fram specific geographic places) . Such considerations
pull upm the strengths of sociological approaches and
can supplement the weaknesses of neoclassical eco-
nomics.

V. Assessing the Equity Coversion Theses

Method of Analysis

W e have reviewed the incompleteness of theories
of cogperatives based solely in neo-classical aoncepts.
However, we also question the case study methodolo-
gy used in these analyses. Schrader and Collins took
existing coversions and explained them in light of
what would be expected of "successful" cooperatives,
i.e., those whose market value is greater then their
ook value.

This is the equivalent of studying a rumber of
cases of juvenile delinquency, finding the predomi -
nance of low socio-economic status in cases of juvenile
arrest and cawiction, and concluding that low socio-
economic status causes delinquency. This conclusion
would have been reached without examining all those
other cases of low socio-ecanomic status that do not
result in juvenile delinguency.

The cawersion case studies are sciatifically
soud, anly if the cases studied represat all, arat
lesst a representative sanple, of the potential cases for
conversion. However, ttereare, in fact, meny other
cooperatives that have market value far in excess of



their bock value that haven’t cowerted or perhaps
haven’t even considered conversion (Wissman,
Kraenzle) .

Thus, the most that can be said about the four
hypothesized explanations is that these may be neces-
sary, hut ot suf ficient conditions for cawersion. Most
cooperatives do not convert, even though they meet
the equity conditians for it. Anticipating sociological
considerations, we then ask, why aren’'t these suf ficier
conditions? There must be other intervening variables
that modify or reduce the significance of these
motives.

Non-Economic Interests

Sociological analyses suggest there are other val -
ues held by cooperatives and their members that are
not willingly sacrificed in the interests of short-term or
more fluid equity.

Non-economic interests may include a democrati -
clly structured orgenization, the valuing of a locally
amtrolled economic organization, self determination
ad self reliance, political networks and power devel -
oped via cooperative organization, and/or leadership
development potential of the cooperative. In asking,
"How would rural America and Midwest farming dif-
fer if cogperatives had never existed?," Targerson
(1999) has posited several of these "other than econamic"
values ard interess.

Thousands of American farmers exercise a simi -
lar ratiawlity in practice every day. They have consid-
erable capital invested in their farms. The market
value of their land may yield more incare (as liquidat -
ed capital assets) than they can meke by farming. Ye,
they do not cawert this equity. The common saying,
"Fammers live poor and die rich," expresses this behav -
ior. Trere may be many reasons why this equity is not
converted. The economic explanation would likely be
limited to the hypothesis that the farmer hopes or
expects the value of the farm to increase and is sinply
waiting for a higher retum an his or her irvestment at
a later cate.

The sociologist examines other values or even
traditions and emotions that inhere in this decision (ar
non-decision) . Salamon (1992) has shown that many
farmers in central T1linois have a greater interest in
passing the land an to the next generation than in
holding the land for speculative purposes. Indeed, her
doservatians point to the fact thet it is the profit-mecxd -
mizers that actually disappear fraom agriculture. They
"cach in" an the value of their famms, retrieve the equi -
ty, ard leave farming to be replaced by those who
place other interests above prdfit, per .

Another such interest might be in the indepen-
dence (being "my own boss") af fxrded by farming
compared with many other occupations. Some farmers
sinply value the farm work itself, the immediate inter-
action with nature, with the lard or the animals; or the
diversity of tasks demanded by farming compared
with most other occupations (Mooney 1988) . The same
logic that supports maintenance of a cogperative, even
at the cost of aoccess to invested equity is similar to that
played out on the farm. Economically, irvested equity
permits the existence of the cooperative to provide
economic services and functions that might not be pro-
vided otherwise. However, cooperatives can also pro-
vide a range of social, political, ad aultural capital for
farmers and their comunities that IOFs are generally
incapable of creating (Targerson 1999) .

Other Economic Interests--Sociology looks
behind the actions, values, ard interests of individuals
and toward desper structural explanations. The
retention of equity capital by the cooperative can be
uderstood as a functianal adaptation to the cyclical
character of the agricultural econamy. Whether or not
members or even leaders are amscious of this
function, cooperatives function to impede the problem
of coital flidt. Tt is precisely in the retention of equity
that this mechanism is located.

An IOF might readily abandon a community dur-
ing a prolonged recession because its primary dojec-
tive, the pasuit of profit, is impeded by such condi -
tias. This is mxh less likely in the case of the
cooperative which, by holding the equity reserves of
menbers, is not only more likely to survive the crisis
but is impeded from leaving the comunity and relo-
catirg.

This insight derives from the sociological (and
institutional econamics) tendency to view structures
within a historical catext. When the amalytical focus is
o the individual (as is the case with necclassical eco-
namnics) structural considerations that span genera -
tions, and accomt for comumity changes, tend not to
ke readily onsidered, ard are easily overlodked.

Those cooperatives that cowert to IOFs sacrifice
this sructural function. Should hard times core to
their region or commodity, ttere will be no assurence
that this service will be sustained by an ICF. Under
such circunstance, it may simply close down the oper -
ation or move to a more profitable lomtion. In fact, the
IOF would be dbligated to its stockholders to do exact -
1y that, just as the cooperative would be doligated to
its members-owners to stay put.



In stayirg pat, other ecoxmic interests or values
ae net, ard at the level of the family and/or the cam-
munity, not just with the individsl. Targerson (1999)
posits such values arnd interests are in the form of exo-
nomic "public goods" such as strengthening overall
nural econamic infrastructure, access to merkets for
smaller farms, market develcpment via cooperative
promotion programs, and bargaining power in con-
tract negotiation.

Caversion tends to be expected from the neo-
classical perspective (ard from Noursian views of
cooperatives) . However, this suggests thet its anticipa-
tion may lie more in the realm of theory than practice.
Tt is an action expected by the theory due to unjustified
assumptions. When conversion occurs, it may be cause
for celdoration of the theory being realized in practice.
However, it may in fact ke an exception to actual his -
torical developments.

Just what is the extent of cooperative cawersion?
Considerable cooperative regructuring has taken place
in the last decade. The extent to which this is actually
cawversion from cooperative forms to IOFs needs to be
examined. It is possible that much of the regructuring
is sinply taking place within the cooperative sector
itself ard does ot reflect a shift to I0Fs.

Market share aralysis does not indicate any sig-
nificant losses in the cogperative sector as a wole.
While thereare periodic ups and downs in market
share, the gxeral trend indicates a strong and healthy
market share and net worth (Kraenzle).

Examining the Evidence
W adsworth’s recent publications on cogperative
restructuring (1998) and cooperative unifications
(1999) may be helpful in measuring the extent of coop-
erative cowersions. Wadsworth has drawn from vari-
ous news sources and USDA’s Rural Cooperatives
megazine as well as those cooperatives that have been
dropped from USDA’s mailing list as they have been
regructured or cowerted cut of existence for ae rea-
san or another. We have reformulated Wadsworth’s
six-fold classificatio (expension, catraction, revamp-
ing, agreament, wnification, and joint venture) into six
dif frent categories that better address the question
with which we are concermed. These categories are
1 Interaction between two or more cogperatives:
a alliances,
h joint ventures,
¢ mergers, ard
d acquisitiom of assets.
2 Aoguisition of sore or all of an IOFs assets by a
cooperative.

3 Other forms of interaction between a cooperative
and an ICF.
a an alliance
h joint venture
4 Acguisition of sare or all of a cooperative’s
assets by an ICF.
5 Expansion of a cooperative (building of new
facility, investment in renovatio, etc.)
6 Other forms of closure, amsolidatia.

Tkle 1-- Form of restructuring Number Percent
Cooperative/cooperative

interaction 115 36.6
Cooperative acquires IOF assets 52 16.6
Cooperative/IOF interaction 48 15.3
IOF acquires cocperative assets 15 4.8
Expansion of cooperative 73 23.2
Closure of cooperative 11 3.5
Toal 314 100.0

W e eliminated from Wadsworth’s sanple other less
relevant forms of restructuring such as changes in
location of headquarters, changes in name or logo,
reports of study or talks of mergers, cases reported
more then axe, etc.

These data show clearly that the most dominant
forme of regructuring occur entirely within the cooper -
ative sectar. While there is considerable aonsolidation,
merger, alliance, ard joint venture activity, more than
ae-third (36.6 peraat) of this is between cooperatives.
Nearly ancther quarter (23.2 percent) is merely expan-
sion of exdisting cooperatives.

Various forms of interaction between coopera -
tives and IOFs that fell short of cutright cawersion
(@liance, agreaments, and joint ventures) amstituted
15.3 percent of the sanple. Less than 4 percent
irvolved the closure of cooperatives. ZAbout 5 percent
of the sanple actually amsisted of full cawersian, i.e.,
the acquisition of cogperative assets by an ICF.
Actually, te frequency of cooperatives acquiring IOF
assets was more then three times as coomon (16.6 per-
cent) as IOFs acguiring cogperative assets!

While the neoclassical economic model would
expect successful cogperatives to be purchased by
IOFs, it appears that successful cooperatives might be



far more likely to simply expand their own enterprise,
to achieve sare alliance or merger with another coop-
erative, ar acquire ICFs. This quite clearly amtradicts
the various concermns posed by the economic framing
and the idea that cooperatives should mature irto
ICFs.

These data would suggest that the "threst" of a
tendency toward cawersion of cooperative capital to
private capital is not nearly so great as might be
inplied by neo- classical economic and Noursian theo-
ry. The greater threat to cogperation prdogbly lies in
the increase in scale that inheres in the process of on-
centration (merger, joint vamre, alliaxe, ec.) ttet is,
in fact, taking place within the cooperative sector. s
Targersm (1998) notes, "This isn’t your father ’'s coop-
erative." Cooperatives are changing to remain competi -
tive, saretimes in the kelief that they need to e ae of
the two or three carpetitors in any sector that are
increasingly assumed to constitute the upper limits of
what now passes for "competition" in contemporary
markets (Merlo 1998) .

Heffeman (quoted in Merlo) claims he is less oon-
cerned with cooperatives merging with each other,
than cooperatives merging and forming joint ventures
ard strategic alliances with IOFs. This form of regruc-
turing is more prominent than outright conversion,
although still not as pervasive as cogperative expan -
siom or various forms of intra-cogperative resructur -
irg.

Can the democratic principle of one-
menber/cne-vote, which is the basis of user- owner -
chip, user-benefit, and user-aaitrol, survive such
increases in scale? Targerson (quoted in Merlo) cau-
tioned, "The administrative hierardiy can get far
removed from the cooperative’s member orienta-
tion.there’s a danger that the cooperative ocould be
viewed as just another business." In this setting, and
particularly in the cooperative/IOF interactions, the
fimm might chift to a "aulture that is more corporate
than cooperative."

The model that we will now develop seeks to
focus on tensions within cooperatives. The presence of
these tensions has been, and can contime to be, a posi -
tive farce in the cooperative movement. Most currat
cooperative theory, however, seeks to elimirate ten-
sions in the attenpt to develop a unidimensional
model that unrealistically sinplifies the intrinsic social
and political character of economic action and agricul -
tural cogperatives.
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VI. Restructuring Cooperative Theory:
Toward A Sociological Approach

In 1935, George Faugquet dbserved, "A coopera-
tive cnsists of two essential elements, a damocratic
association of persons and an economic enterprise. In
separating these for the purposes of amalysis the essen-
tial is lost. It is the mamer in which the two are coor -
dinated that forms the basic prdolem of cooperatives
(Vitaliaro 1977) ."

Mich of our criticism of the necclassical
approach can be traced back to this impulse of cooper -
ative theory to separate these elements of cogperation.
Theorization has generally been made as if coopera-
tives and the cooperative movement were an aostrac -
tim separate from the sociceconomic and historical
oantext in which they exist.

This model seeks to 1) theorize cooperation with-
aut separating the economic from the democratic and
2) to inductively incorporate aspects of the cocperative
axtext into the theorization. To consider both the eco-
nomic and the democratic similtanecusly necessitates
theorizing aspects of cooperation that arefrequently in
tension or in contradiction with each other. Tre reten-
tion of cmtredictions in our theorization serves to
resist the sinplification and single dimension typical
of such models as neoclassical economics.

The model developed here sesks to retain ten-
sions between opposing tendencies in cooperatives as
they actually cperate, ard to accomnt for a context that
its=lf, is frequently laden with contradictions. To fal -
low Grabher and Stark (1998), "although orgenizational
homogenization may foster adaptation in the short
nn, a loss of the diversity inherent in anflicting ten-
sians ard interest, can impede organizational adapt -
ability in the lag run. Institutiael friction that blocks
transition to an already designated future [e.g. cawer -
sion] kesps open a multiplicity of altermative paths to
further exploration." Four contradictory tensions will
ke theorized (figurel).

First, ard following Fauquet, as a cgaitalist eco-
nomic form usually governed by a darocratic principle,
cogperatives bring together qualities that do not easily
co-exist--democracy versus bureaucracy, and economic
performance versus participation. (This can becore
menifest paradoxically in the need to accommodate to
a diversity of membership interests, ad in an interest
to develop a more governable, homogeneous whole.)
Secord, cooperatives also provide the tensions noted
by Friedmarm (1995) in her work on the relationship



between production and consumption. Third, in this time
of increased attention to processes of gldoalization,
cooperatives present unique tensions between the gldo-
d ard the lozl. Finally, in terms of the sociology of col -
lective actiom, the predominant representation of coop-
eratives would lead us to classify them as traditiasl
social movements. However, ttere are at lesst latat ele -
ments of "new" social movements within even the most
traditional cooperatives.

Figre 1-- Institution friction Site of Tensions

Capitalism/Democracy
Production/Consumption

Political Economy
Social Relations

Global/Local Spatial Relations
Traditional/New Social
Movement (ollective Action

In these ways, the cooperative organizational
form encompasses tensions that (in separating the ele-
ments of democratic association from economic enter -
prise) have too often been seen as an dostacle to the
pursuit of a single-minded interest. Those very ten-
sions may, in fact, be the wellsgring of strength, imo-
vatio, and flexibility that has historically served mil -
tiple and sometimes, apparently contradictory
functions quite well.

Democratic Capitalism

The most apparent mammer in which cooperatives
reveal a cotradictory tension is in the interface
between their economic and political elements. As eco-
nanic entities, cogeeratives are cgpitalist enterprises,
@eated, in part, to campete with monopoly and oli -
gopoly enterprises. The historical caditions that gave
rise to U.S. agricultiral cogperatives led to a strang,
although sometimes merely formel, democratic struc-
ture in their arganization.

Unlike other capitalist enterprises, cogperatives
have traditiocnally incorporated a damocratic political
principle (one member, ae wvote) into their intermal
governance. This aspect has always stood in contrast
to IOFs in which voting privileges are directly propor -
tiaal to levels of irvestment.

The vast majority (93 percent) of agricultural
cooperatives are still famelly run by democratic prin-
ciples (Reynolds, Gray, and Kraenzle, 1997). However,
this damocratic quality is increasingly coming into
question. Two forces seem to ke larcely respansible for
this dellenge.

First, following the logic of anly the econamic
element of cooperatives, some theorists find coopera -
tives’ democratic element to be at odds with purely
economic interests. This leads to calls far either wole -
sale regructuring of cooperatives as IOFs or for the
elimination of the "one member, ae wvote" principle
and substituting proporticnal representation. The sim-
plified lagic ard interests of size ard scale of irdivid-
ual merbers (and inplicitly investment) are given pri -
arity over the broader and more conplex interests of
the comunity of diverse members (as privileged by
the one member, ae vote principle).

The camersion to an IOF is a logical cutcore in
an analysis that considers anly the investment and
merket value of the cooperative to the exclusion of
more general values enmbedded in the cooperative
rnciples i.e. user-ownership, user-caixtral, user -bene -
fit. Under denocratic govermance, the priority of dis-
persed ard collective use of the cogperative is protect -
ed against its usurpation as a mechanism for
individual exchange, and ultimately individual invest -
ment. Substituting proporticnal voting can compro-
mise the mutually democratic character of the coopera -
tive by allowing into the decision meking processes
the disproportionate representation of larger farm and
investment interests. Thet ercsian, in tum, can threst -
en other fundamental principles of cooperation.

A second force opposing the democratic principle
is the increasing bureaucratization of ever larger and
more complex cooperative organizations. Contrd is
assumed by management, as members are increasingly
defined as incapable of meking decisions on "techni -
cal" matters that anly experts are held qualified to
evaluate. Drawing cn Lasley’s (1981) analysis of coop-
eratives’ inherent "dual dojectives," Seipel ard
Hefferman (1997) argue that maintaining member
irvolvement and the generation of profit necessary for
survival in the economic marketplace can be inherett -
1y aontradictory. They conterd that as authority has
increasingly been delegated to hired management and
g=f £, prely econamic interest has become dominant
in coogperative decision meking.

This latter form of erosion of the damocratic ele-
ment may be more threatening than actual cawver -
sians. As indicated earlier, cooperatives are not con-
verting to ICFs in substantial proportians, but rather
are aonsolidating or merging with other cooperatives.
This resructuring adds to the complexity and scale of
cooperative organizatians, creating large bureaucracies
farremoved from the member. As a general manager
of a large dairy cogperative recently noted, "Size can
be traded for the menbers’ best interests. You get big-



o to creste positive ef ficiencies hut the kest interests
of local members are traded for the greater good of the
whole (Merlo 1998) ." However, local members can be
left wadering if the cogperative is truly dif ferat from
any other larce organization.

A third tension pulling against democratic
aspects of the cooperative can be menagement itself.
Drawing on agency theory, Seipel and Hef fernan
(1997) argue that cooperative management may devel -
@ a set of interests that are quite distinct from the
interests of the cogperatives’ members. Cooperative
menagers may tend to administer it as an IOF, sirgle-
mindedly focusing on "earnings or sales growth" to the
"neglect of other activities that could enhance menber
service or meet other member goals." This can happen
when managers’ thinking is confined to a neoclassical
economic perspective or, when they have an interest in
enhancing their own individual merketability as lbusi -
ness managers in the IOF labor market.

Active democratic participation is the way an
autonomous interest of management can be countered.
Democratic participation may ensure that miltiple
dojectives, if they exist, reamain "an the table," and are
ot reduced to a single dojective. Retention of democ -
menagerial interests tend to work against as they seek
to raticmlize the cooperative alayg a singular, more
easily administered, dimension of economic intered.

However, if this frictim is oercome by manage -
ment, bureaucracy, and/or cawersion, it will fragment
the miltiple interests members have in the organiza-
tion. Cooperatives are both economic and political
(democratic) organizations. Without this tension, the
arganization would not be a cooperative. Its contirued
persistence allows for addressing miltiple if not cn-
tradictory althouch contentious intereds.

Production and Consumption

Cooperatives function in a context of a market
place arganized around a fundamental tension
between production and consumption, and between
producers and consumers. The paradox here is tet
this antagmism is also, of course, a relatio of interde -
pendency--interests can be camected. Indeed, each
sphere can only be meaningfully understood in rela-
tim to the other.

The history of the cooperative movement reflects
an interest in overooming this division. The vision of a
cooperative comomealth (Voorhis 1961) recognized
both the distinctive and conmon interests of produc -
ers and consumers and sought to create an arganiza -
tiael structure that wnified these interess.

Voorhis expressed this lagstanding interest to
lirnk production and consumption through cooperative
dructures, ".if a oasiderable proportion of farm
aops could ke sold directly by farmer -owned enter -
prises to consurer -owned canes, the ‘spread’ between
what farmers receive and what consumers pay would
amount sinply to the costs of processing, transporta-
tim, ad sale."

Further, he argued strongly for the develcpment
of consumer cooperatives. "But only as major con-
sumer needs are met cooperatively, anly as the pecple
core into ownership of businesses supplying the
things on which their big expenditures are made-- only
then can the full influence of cogperative enterprise
upon a nation’s economy be brought to bear. Only then
can ‘consurer preference’ begin to have any meaning,
and only then can the consumer interest begin to ke
asserted and defended."

Morerecently, Friedmarm (1995) contended that
there are a series of "newer" problems--human health
and food safety, ewiramental issues, land use, com-
mmnity sustainability--that suggest a need for integrat -
irg (@ regulating) food and fiber production and con-
sumption interests. However, how to ef fectively
mobilize to address these prdolars is not clear.

Friedman (1995) argues that "strategic power [to
& fect change in agriculture] has shifted from farmers
to corporations." Further, she conterds that
"Economists and corporate managers, who have con-
siderable claut in setting political agendas, coat [such
costs as] hunger and the ecological costs of mono-cul -
tural faming as "extermal [and therefare of little priod -
ty, relative to their own explicit institutioal agendas] ."

Sare suggest agricultural policy is at an impasse
to anfrant these prdblems with no readily identified
mechanism for solution. A possible altemative could
irvolve revitalization of the older cooperative com-
monwealth view. "En emwiramentally and socially
sensitive agriculture presupposes consumers whose
food needs areef fectively tranamitted to famrers, as
well as citizens whose environmental needs areef fec-
tively transmitted to farmers (Friedmarm)."

These varied needs can be intermalized via pro-
ducer cooperatives (production) and supply and ser -
vice cooperatives (consumption) . Cooperatives orient -
ed to either production concerns, or consumer
interests, dere the capacity of democratizing both
spheres. This lag-standing interest of the cooperative
movement can be found in recent comments by Elroy
W ebster, co-cdair of CGenex Harvest States, in reference




to their mega-merger. "We wanted to create a seamless
agricultural food system to link producer to consumer
(Merlo 1998) ."

Friedmarm asks if there is some happy medium
"between public regulation and private power" over
food production and consumption. The cooperative
form has the advantage of providing a middle course
in which regulation lies neither purely in the
economic sphere (market regulation, or a private, cor -
porate regulation) nor in the public sphere of state reg-
ulatim.

Rather, cogperative regulation could entail con-
trol by producers and consumers of food in economic
argenizatians whose intermal political structureis
denocratized. The synthesis of these spheres--produc -
tion and consumption--is a cooperative advantage.
Denocratization via distinct (producer and consumer)
cooperative structures could aneliorate the tendency
to view mary of the "costs" of the cwrrent food produc -
tion and consumption as extermal costs.

To the extent that cooperatives terd to ke tied to a
geographic place more than IOFs, damocratically orga-
nized cooperatives present a potential for intermalizing
into a comumity of members, health, environmental,
ard land-use issues as part of ae’s everyday life
world. This intermalization is not gpen to irwvestment
agenizatians, given their strang intermal tendencies to
exclude and meke extermal to the firm, larger social,
ecological, and comumity costs.

Local and Glcbal

Cooperatives function in an increasingly gldoal
economy. However, parallel and in some ways contra -
dictory develoarents exist that give priority to local
needs and demands. The equity retentim principles in
cogperatives tie them to a particular geographic place.
From the standpoint of capital mobilized for invest -
ment, this may appear as an unnecessary and unwant -
ed amstraint.

Paradoxically,fram the standpoint of cooperative
cpital, it is a way to prevat cgpital fligt from aress
due to various gldbalizing tendencies. Economic mod-
els that enphasize retums on investment to holders of
capital may criticize this lack of mdoility as likely inef -
ficient. However, a more histarical and holistic view
reveals this "place- fixedness" as a lag-term, adapta-
tim that protects cooperatives (and their conmmities)
from recessicnary periods when strict capital invest -
ment interests may opt to leave a geographic area
(Mooney 1995) .

Igricultural cocperatives were partly created to
conpete with and challenge oligopoly (concentrated)

irterests. To the extent IOFs enter the gldoal market
place, agricultural cogperatives may need to as well.
However, this carplicates member governance, not
anly by adding to the carmplexity of the cooperative
bureaucratically, it also by creating assets vastly sep-
arated fram members by phiysical distance. It also rais-
es questions concerning membership in the coopera-
tive by fareign custorers. Seipel and Hef ferman (1997)
ard others argue that cooperatives’ attenpts to have a
presence in a gldmalizing merket place are character -
ized by both constraints and unique opportunities.

Hassanein (1999), for instance, has argued for the
inportance of developing local knowledge in response
to processes of gldmalization. She details the advan -
tages that can be dotained by familiarity with a locale
ard its specificity. This can be a competitive advantage
in the face of a gldmlization that tends to homogenize
regiaal dif farences, push products and services
toward standardization, and eliminate unique local
qualities. Hassanein shows that democratic forms of
arganization are far more capsble of producing and
retaining local knowledge related to agricultural pro-
duction than the bureaucratically organized, hierardii -
cal forms of knowledge production and exchange
employed by large IOFs.

Under democratic principles, the cooperative
wauld ke better able to facilitate the production and
exchange of knowledge related to local production
conditions. Indeed, such a function would be an
advantage of the cooperative that would be dif fiailt
for large I0Fs to duplicate. Seipel and Hef ferman
(1997) recognize this possible cooperative advantage,
but also warn that such immovation "may require flat -
tening hierarchical menagerial structures ard returm-
ing more cperational autonomy to local
& filiates...."They argue that, "the federated structuredf
many regional cooperatives of fers a model which
could facilitate such decentralization but it will take a
cnsciocus ef fort by the upper levels of management to
meke it a reglity. Relinquishing such contrdl is dif fiailt
and often goes against the historical tendency toward
centralization of decision meking in cooperatives."

Seipel and Hef ferman contend this decentraliza -
tim of aatral ispredicated on high member involve -
ment, i.e., the practice of davocratic principles. It's
pronise is high in termms of developing the "permenent
imovatian, " flexible specialization, and quality that
"health-and food-safety-consciocus consurers" are
expected to demand in the future. Cooperatives may
have an advantage in the development of "new, as-
tomized products. . .marketed cutside of traditicnal
charmels." Their suggestion that cooperatives seek cut



"nmew alliances with consurer groups" relates back to
the cooperative conmmorwealth vision of bridging
gcial relatians of production and consumption, as
well as bringing together the local with the gldoal.

Hassanein’s treatment of these forms of develop-
ment of local knowledge is tied to issues raised by the
literahire on what are often referred to as the "new
social movements." This brings us to a aansideration of
a fourth site of contradiction upon which cooperatives
seem uniquely situated--the tension between the old or
traditional forms of social movements and the new
aes.

Traditional and New Social Movements

U.S. agricultural ocooperatives have in part been
arganized farmer reactions to changes in govermment
policy ar relatians with large enterprises such as banks
and processars [railroad conpanies, other agribusi -
ness] that have af fected them adversely (Mooney and
Majka 1995) .

They have been organized around production
ard farmer issues to retain value on the farm and
maintain financial solvency. In these resgpects, agricul -
tural cooperatives are fairly traditiawl in their par-
suits of partiadlar class (fammer) interests. Like other
traditional movements, they have also tended to privi -
lege bureaucratic forms of organization at the expense
of damccratic aspects, frequently with reasoning that
priviledges economic expediency.

W ritings by Jomston, Larana and Gusfield (1994)
and Beuchler (1995) suggest new social movements are
ariented to "enlarging the systems of member partici -
pation in decision meking." They tend to give priority
to democratization generally, ad are kased in actions
and interests beyand those of simply class position.
Bauchler (1995) refers to this hroadening aspect of new
social movements as a search for "other logics of
actiom." They aut across several dif ferent groups and
interests, with democratization being of prime impor -
tance.

Agricultural cogeeratives cmtain characteristics
of new social movements or, at least, potential imads -
tors of new social movements. The basic cooperative
principles of user-ownership, user-caitrol, ard user-
berefit ard their ties to damocratic relations opens the
door to the "other logics of action" that characterize the
new social movements.

Following Castells (quoted in Beuchler 1995),
democratic aspects provide the possibility of resisting
"the standardization and homogenization associated
with bureaucratic forms of organization." It allows
altermative values arnd interests and avoids reducing
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the meaning and purpose of the organization, for
exanple, to anly retum an investment. It also crestes
the potential for valuing cooperation for its own sake.

From a new social movement perspective, coop-
eration is no laxger seen as werely a means to a given
end (improving the financial solvency of
farming/cooperative business) . The means and ends of
cooperative are fusd; i.e. there is a value interat in
the very process of cogperating. This orientation is
reflected in the conments of Elroy Webster, co-duir of
Cenex Harvest States."Co-op members arercoted in
tradition and persaal feelings of ownership." He also
doserved that concentration of cooperatives can lead to
a "perceived loss of an organizatian’s institutiawl his-
tory ard culture (Merlo 1998)."

Historically, ad from an old social movement
perspective, agricultural cooperatives have been orga-
nized aroud issues of production ard class (farm) .
However, Towain (1988) has argued that the coopera -
tive movement presents an antagonism that corre-
sponds with the predominant conflict in contemporary
society, i.e. the anflict between consurers/clients as
the popular class and menagers/technocrats as the
dominant class. In a broed societal sense this amflict
gives focus to "a system seeking to meximize produc-
tion, money, power and information, versus subjects
seeking to defend and expand their individuality"

A parallel expressio of this amflict between
principals (members) and agents (management) within
cooperatives was described by Seipel and Hef fernan
(1997) . Resistance to the concentration of decision
making and control in the hands of experts and admin-
istrative apparatus would reflect this new social move -
ment quality within the cooperative movement.

The dual dojectives intrinsic to cogperatives sug-
gest, however, tlat even with a strong emergence of
Specific menber interests, they would need to exist
alongside a continued and important role of economic
performence. Both interests exist similtanecusly. Tre
tasian, itself, can provide a positive source of argani -
zational development. Without this tension, an organi -
zation would perhaps still exist, it not as a cogpera -
tive. It is anly in the cmtext of cmtirued democratic
governance (a new social movement perspective) that
these tensians are maintained and can serve as a
source of long-term cooperative adaptation.



VII. Conclusions and Implications

The last decade saw the agricultural cooperative sector
recover fram the farm crisis of the 1980s ard often in
regructured form. One form, the cowersion of cooper -
atives to IOFs attracted attention from cooperative
analysts. Sore viewed this outcore as a natural or
inevitable aonsequence of cogperative "success."
Research however ,revealed very little cawersion of
coogperatives to IOFs. Successful cooperatives are far
more likely to expand operations, merge with other
cogperatives, or even to acquire IOFs.

The expected cawersion is grounded more firm-
1y in theory than practice. Coogperative theory has
increasingly developed as a body of deductions from a
set of assumptions that oversimplify actual human
economic behavior. A sociological apporoach was posit -
ed that might complement the economic approach
with a mitidimensional quality tied to a broader and
more inclusive range of values ard interests, rather
than the wnidimensional amalysis of neoclassical eco-
nomics.

Thus, we laid the premises for the development
of a theary thaet is grounded in, or deduced from, the
actual conflicts and dilemmes or tensions that persist
within cooperative orcanizations: 1) bureaucracy ver -
sus democracy, 2) oduction versus consumption, 3)
gldoal versus local, ard 4) traditional versus new
social movements.

While these tensions may be defined as problems
by cooperative management and troublesome for the
development of a deductive theory, these tensions may
also provide the institutiamal friction thet facilitates the
imovation and flexdibility of the cogperative sector.
These tensions, describe cooperative strengths as a
unique form of economic democracy in an agricultural
system, ever more dominated by the bureaucratic
character of corporate organizational culture

This analysis has been guided by an interest in
the process of institutional democratization and a fur-
therance of democratic civil society (Cohen and Rogers
1995) . This interest has in part been stimulated by the
eclipse of institutiaml econamic (ard sociological
analyses) of cogperatives by a neoclassical economics
tradition of widimensional analysis.

As an economic entity, cogperatives are among
the few institurions in the late 20th century U.S. that
retain senblances of democratic governance. In this
way, they might constitute an important building
block of a more democratic society. Erziani (1993)
argues: that comunities congeal around such institu-

tions. However, when these institutions are "omsoli -
dated" in the name of grester ef ficiency, commumities
are often undermined.

In the ootext of an increasingly global economy,
cooperatives provide opportunities to participate in
local ecanamic life ard can even function to lay the
sort of moral claims upon merbers that Etzioni cites
as fundamental to the construction of community.
Such moral claims are, of course, excluded from those
neoclassical models that are grounded in individual
self-interess.

Even the business management literaturerefledts
trends moving in new directias. Seiling (1997), for
instance, argues that IOF employees should be diret -
ed toward an organizational model in which they are
referred to as "members ," and that the workplace
should encourage them to "assume ownership of and
respasibility for the arganization’s performance and
success." In this sense, cogperatives arealready ahead
of the care. For cogoeratives, this is rnot just rhetarc.
In fact, they have ownership, at least formally.
Yaically, it may often be necessary for these mem-
ber/owners to resssert this structural rale in the face of
its eclipse by the meregers, that are, in fxt, e employ -
es of the cooperative.

Such movements demand adherence to the lag-
standing basic principles of the cogperative move -
ment. Targerson, Reynolds, and Gray (1997) conterd,
"Cooperatives are strategically adjusting ard reposi -
tioning their gperations, but to maintain a rale of act -
ing in the interests of producers, they will need to use
fundamental cooperative principles as their primary
logic ard discipline of organization." The democratic
aspect of cooperatives as a principle is fundamental to
their antimied success, both intermally regarding
ef fective management and externally about the rdle
various associations can play in revitalizing and sus -
taining a democratic society and culture

The authors highlighted the increasing dif fiailty
o recognizing dif ferences in cooperative and IOF
behavior. They note the trend toward bureaucratiza -
tion, centralized decision meking, and the predomi -
nance of neoclassical economic theory over social (and
institutional economic) theory as a developrent that
"oaradaxically" drives the cooperative "away from
cocperative logic form" in a process of "goal inver -
sian."

Members may become merely residual
claiments" in their own cooperative. This report calls
for a "more holistic and milti-disciplinary approach to
theory" and research an cogperation in U.S. agricul -
tire. As a movement toward a political econamy of



cooperation, perhaps this can inspire further work
toward the development of an even more multidimen-
siaal theorization in the form of a sociology of coop-
eratim.
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U.S. Department of Agriculture

Rural Business-Cooperative Service
Stop 3250
Washington, D.C. 20250-3250

Rural Business-Cooperative Service (RBS) provides research,
menagement, and educational assistance to cooperatives to
strengthen the economic position of farmers and other rural
residents. It works directly with cogperative leaders and
Federal and State agencies to improve organization,
leadership, and operation of cooperatives and to give guidance
to further development.

The cooperative segment of RBS (1) helps farmers and other
rural residents develop cooperatives to dbtain supplies and
services at lower cost ard to get better prices for products they
sell; (2) advises rural residents on developing existing
resources through cooperative action to enhance rural living;
(3) helps cooperatives improve services and cperating
efficiency; (4) informs members, dirvectors, employees, and the
public on how cooperatives work and benefit their members
and their coomunities; and (5) encourages internaticnal
cooperative programs. RBS also publishes research and
educational materials and issues Rural Cooperatives magazine.

The U.S. Department of Agriculture (USDA) prohibits
discrimination in all its programs ard activities an the basis of
race, colar, ratiawl origin, gender, religion, age, disability,
political beliefs, sexual orientation, and merital or family
status. (Not all prchibited bases apply to all programs.)
Persons with disabilities who require altermative means for
camunication of program information (braille, large print,
audiotape, etc.) should contact USDA’s TARGET Center at
(202) 720-2600 (voice and TOD) .

To file a complaint of discrimination, write USDA, Director,
Office of Civil Rights, Room 326-W, Whitten Building, 14th and
Independence Avenue, SW, Washington, D.C. 20250-9410 or
call (202) 720-5964 (voice or TOD). USDA is an equal
opportunity provider and employer.




