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PREFACE 

Economic security has become the quest of millions who 
suffered untold hardships during the recent lean and uncertain 
years. The old patterns of economic and social institutions are 
being critically appraised to avert if possible a recurrence of the 
debacle that began in the autumn of 1929. The disruption of 
commerce and the stagnation of industry have created a great 
wave of renewed interest in reform movements. Cooperation is 
being seriously considered by many as the best possible alterna
tive mode of organizing business to assure economic and social 
stability. Some leaders in the movement are apprehensive of 
sporadic growth. They foresee many persons being induced to 
exert their influence and invest their resources in organization and 
administrative activities without a proper understanding and 
appreciation of the fundamental principles involved. 

The purpose of this book is to present a comprehensive state
ment of the basic philosophy, the decisive principles, and the 
practical methodology of cooperation. It is designed primarily as 
a college text not for the sole purpose of arousing intellectual 
curiosity, but as a valuable source of information for thOSE) who 
may teach the subject or come in contact with the broad realities 
of the movement through actual participation as members, 
directors, and employees. 

The term "marketing" as it is used in the title of this book 
is to be construed to include both sides of the transaction, 
buying as well as selling. A narrower interpretation of the 
word is common in commercial usages connoting sales 
activities only. Since approximately 85 per cent of the coopera
tive business of the country is done by farmers' cooperative sales 
associations, chief consideration has been given to this phase of 
the business. 

This book on cooperation truly exemplifies the meaning of the 
word. The authors have collaborated in every way in its prepa
.ation and will share all censures and commendations. 
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They acknowledge their indebtedne58 to their colleagues and 
to the mimy writers and commentators on the cooperative move
:tJlent. No small share of credit for this work goes to students and 
assistants for' their helpful analysis of the organization and 
technique in presentation. 
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PART I 

THE EVOLUTION OF COOPERATIVE BUYING AND 
SELLING 



I 

Cooperation--Its Setting in an Economic Society 

A cooperative sales association is a voluntary business organiza
tion established for the purpose of collective marketing. Such asso.
ciation is owned and operated by member patrons for their direct 
benefit. Its immediate purpose is to obtain for its members the 
highest farm price; its ultimate aim is to elevate the plane of living 
on farms. Cooperation in marketing is a business undertaking 
amenable to the economic forces but not to aU the traditions, codes, and 
practices which affect private commercial enterprises. 

Many reasons cause farmers to set up their own marketing 
agencies, such as, low returns for their products, wide marketing 
margins, inadequate services, and, in some instances, unfair treat
ment by middlemen. A basic reason, however, is the small-scale 
production on most farms. These conditions furnish the under
lying motives for the organization of cooperative sales associations 
which provide mass distribution for the nonintegrated, small pro.
duction units such as are common to American agriculture. As 
business institutions these associations must succeed or fail on their 
oWn merits. 

The cooperative association resembles the private business corpora
tion in its methods of operation. It differs from the capitalistic 
system, as typified by the modern commercial corporation, chiefly 
in its motives and internal organization. Oooperatives in the United 
States do not seek paternalism but the same fair treatment accorded 
other A merican business concerns by the government. The ideals 
of cooperativism, however, are unlike those of socialism, communism, 
or fascism. Cooperativism is a synthesis of elements of several 
economic systems. It eliminates many weaknesses of other systems 
and prevents the extremes to which they go. Cooperativism is the 
"via media, via amicabili." 

... ... 



CHAPTER I 

COOPERATION-ITS SETTING IN AN 
ECONOMIC SOCIETY 

Private, governmental, and cooperative agencies are engaged 
in marketing farm products. A private agency· is the usual 
proprietary, partnership, or corporate business that conducts 
its operations in the hope of accumulating profits. The local 
livestock buyer, wholesale butter dealer, potato jobber, and 
independent grocer are examples of private agencies. Approxi
mately 90 per cent of all tradesmen in the wholesale, jobbing, 
and retail markets in America are private business agencies. A 
governmental agency is any division of government, such as the 
municipal, town, county, state or national government, engaged 
in marketing. In America the governmental agency is prac
tically unknown as a marketing institution, but in foreign coun
tries it is not uncommon for the government to operate certain 
types of commercial businesses. The third agency is the coop
erative which has risen to a place of importance in commercial 
life by introducing novel features, methods of organization, oper
ating policies, and principles. It is attracting the attention of 
all classes in society the world over as a superior method of 
acquiring commodities, providing services, and selling farm 
products. 

COOPERATIVE MARKETING DEFINED 

A cooperative sales association is a voluntary business organi
zation established by its member patrons to market farm prod
ucts collectively for their direct benefit. It is governed according 
to democratic principles and the savings are apportioned to the 
members on the basis of their patronage. Members, as owners, 
operators, and contributors of the commodities handled, are the 
direct beneficiaries of the savings that may accrue. No inter
mediary stands to profit (or lose) at the expense of the members. 
~~ should be noted that according to this definition the commercial 

3 



4 EVOLUTION OF COOPERATIVE BUYING AND SELLING 

aspects of the organization are emphasized. The cooperative 
marketing association is a business institution; its economic 
motives and its economic character distinguish it from such asso
ciations as trade unions, political parties, and purely social 
institutions. It is organized to conduct business according to 
sound business principles. The cooperative marketing agencies, 
in organization, are distinctly different from those of govern
mental and private commercial enterprises. Their methods of 
conducting marketing' operations, however, may be radically 
different or vary only slightly from those of private tradesmen. 
Instead of selling independently and in competition with one 
another, farmers through their cooperative companies consolidate 
their selling force, improve their bargaining position, and pool 
their resources. Under this plan they no longer sell to a private 
middleman, but rather through their cooperative. The voluntary 
aspects of the membership are important for the association is 
truly American in principle in that the individual's wishes and 
property rights are recognized. No one is forced to join a coop
erative; it stands or falls on its own merits. 

Legal definitions pertaining to the cooperative are found in 
the federal and state statutes. The Capper-Volstead Act, the 
federal law, defines a company as cooperative if it operates for 
the mutual benefit of its members, and if each member has one 
vote regardless of the number of shares of stock he may own, or 
in lieu thereof, if dividends on capital stock or membership capi
tal are not in excess of 8 per cent per annum; it is further stated 
"that the association shall not deal in the products of nonmem
bers to an amount greater in value than such as are handled by 
it for members." Such associations are also restricted under the 
act to agricultural producers. In most of the state laws the 
"cooperative basis" of organization is defined as follows: each 
member is entitled to one and only one vote; dividends on capital 
stock are limited to 8 per cent per annum; and net proceeds of 
the business must be apportioned among the patrons in propor
tion to the volume of business transacted with the association. 
These represent the prevailing legal concepts of cooperative 
associations. 

Since the terminology referring to the types of cooperatives is 
by no means uniform or even correctly applied by all writers and 
speakers, the authors wish to indicate here the meaning of the 
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terms that will be used in this text. In a later chapter, Types 
of Cooperatives, a fuller description of the terms will be given. 

Cooperative wes associations, also used synonymously with cooperative 
marketing associations, refer to farmers' cooperative associations which 
sell farm products which were produced individually on the farms of the 
members. Processing, packing, storing, financing, bargaining, and other 
marketing functions are carried on by such associations. 

Cooperative purchasing associations pool the buying power of members 
and ordinarily sell to both members and nonmembers. Two subclasses 
are distinguished within this large group of associations: 

1. Agricultural purchasing associations whose members are farmers 
and handle or bargain primarily for goods used in farm production. 

2. Consumers' cooperatives whose members are either farmers or city 
people and handle or bargain for commodities needed in the home. 

Cooperative service associations provide services such as financing, 
insursnce, housing, and utility services for their members who may be 
either farmers or city dwellers. The services fall under two broad classifica
tions, consumption and production. 

Workers' cooperative associations are organizations that pool the labor 
of their members for joint action. 

1. Laborers may bargain through labor unions with employers respect
ing wages and working conditions. 

2. Farmers may organize threshing rings, spray rings, and other 
associations to do certain farming tasks collectively, or, as in Russia, 
they may run farms collectively. 

3. Industrial workers may also own and operate their' own factories 
in which they pool their labor and share equitably in the profits. 
The workers' self-help cooperatives, organized by unemployed 
workers during the years of the depression, illustrate the latter 
type of industrial workers' cooperative associations. 

PURPOSE AND SCOPE OF COOPERATIVE SALES ASSOCIATIONS 

People offer many different reasons for becoming members of 
cooperative sales associations. The most common one is the 
desire for pecuniary gain. Producers and consumers do not 
organize or belong to cooperatives merely for the pleasure of 
association. There must be some tangible consideration, which 
is generally economic betterment. The immediate purpose of a 
farmers' cooperative sales association is to obtain the highest • 
farm price, i.e., the largest price payable to the farmer for the 
products which he has to sell. The uUimate purpoae is to elevate 
the plane of living on farms. The primary aim of a farmers'. 
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purchasing association is to obtain high quality farm or house
hold supplies at the lowest possible cost. 

The purpose is, therefore, defined in economic terms; all 
social considerations are secondary. A cooperative must succeed 
as a business institution; it cannot prosper long on any other 
basis. Regardless of any individual social ambitions of its mem
bers, it must excel its competitors in collective marketing or be 
doomed to failure. 

The four main concepts of cooperatives may be delineated as 
follows: 

1. The Social. Cooperation is often considered as a means of social 
reform. Owen and Fourier sponsored communal societies with cooperative 
production, living, and government. Their plans embodied complete 
changes in living and working habits of the members. Owing to the 
inclusiveness of their programs, many difficulties were evoked by their 
attempted social regeneration and practically all of these societies failed. 

I. The Sociopolitical. The sociopolitical concept considers cooperation 
as an effective political means of improving the social life of the cooperators. 
Sponsors of such cooperation believe that social reforms are dependent 
upon political partisanship. Consequently in some countries political 
groups such as the Socialist and the Cooperative parties have been promoted 
to gain the ends sought by the cooperators. In America, however, the 
movement has remained relatively free from political alliances. 

S. The Legalistic. Some t.hink of the cooperative organization as a 
legalistic creation. An association in their minds is simply a form of cor
porate organization in which the legal rights and duties, powers and expo
sures are carefully enumerated. Such conditions of cooperative procedure 
are recorded as: binding contracts, membership agreements, specific limita
tions on transfers of shares of stock, and the listing of members' property 
rights. The legal concept considers the cooperative's success as contingent 
upon the expertness with which its legal instruments are drawn and upon 
how minutely the cooperative's orga,nization and operating policies a.re 
defined. 

&. The Economic. For many others, the economic concept expresses the 
scope and the purpose of cooperative marketing associations. It considers 
the organization and operation of cooperatives as a means to a richer life 
and a higher plane of living. Efficiency in conducting the business of 
marketing is the chief aim of this concept, and social improvement in 
agricultural life is its ultimate goal. 

There are three ways in which the cooperative can achieve 
this goal: (1) obtain a better price thaD. could be obtained by 
private agencies, (2) obtain the same price but have a lower 
marketing margin so that the net price received by the producer 
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will still be higher than that paid by. private middlemen, and 
(3) a combination of these two. To illustrate, let us assume that 
a private middleman seIls a product for $1, takes out a margin 
of 25 cents, and pays the farmer 75 cents. A cooperative may 
jncrease the returns to the farmer as follows: 

Methods of increasing Sale Gross· Netto 
returns price margin producer 

Higher price ............... $1.05 $0.25 $0.80 
Lower margin .............. 1.00 0.20 0.80 
Combination ............... 1.02 0.22 0.80 

• Gr ... margin or gr .... profit conaiste of operating ccote plus net profit. It .ia the diller
enco between the oelling price of the product and the amount received by the producer. 

Cooperative associations are based upon the fact that agricul~ 
tural production is essentially a small unit business. H there 
were in agriculture, enterprises as large as the major industrial 
concerns, it is also doubtful whether cooperatives would be 
developed for marketing their products. Large industrialists 
are in a position to integrate their production and marketing 
functions, and many find it more economical to distribute their 
own products than to have private middlemen do it for them. 
Small independent operators do not have sufficient goods to 
market them economically. Likewise few farmers have a single 
carload of livestock, wheat, cotton, potatoes, or other products. 
Hence, they are dependent upon a middleman system which will 
assemble, grade, pack, store, and perform all other services of 
marketing. Whether these services are to be performed by 
private or cooperative agencies is determined by the farmers 
themselves. 

The ostensible purpose of a cooperative is not to eliminate 
private middlemen as some persons believe. The purpose of 
cooperative action is to lower the costs of distribution, improve 
production, integrate marketing and production operatians, 
eliminate wastes, prevent expensive duplication of agencies, and 
distribute products in a systematic manner. With these reforms 
in operation some private middlemen may not be able to compete 
successfulIy--others may. Marketing services, however, must 
be performed irrespective of whether the middleman is a private 
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or cooperative agency. The need for the middleman's services 
is not eliminated with a cooperative; the individual performing 
the functions may be. 

Local and regional associations are an outgrowth of many 
causes, such as the unfair or dishonest treatment by private 
buyers, wide margins between prices received by farmers and 
'prices quoted iri the market papers, a desire to secure for them
selves the profits taken by private businessmen, a faith in the 
. hypothesis that in union there is strength, and the success of 
cooperatives established elsewhere. When farmers learn that 
they receive but 25 to 50 cents of the consumer's dollar, they 
conclude that the existing middleman system is at fault and that 
improvement can be best secured through cooperation rather 
than through government regulation or reorganization of the 
existing middleman system. There is no doubt that the practices 
and ethics of some private operators have forced farmers into 
cooperative associations. 

Unorganized farmers have often become the victims of shrewd 
and well-informed market operators. The upper level which 
prices may reach in the market place and still move a given sup
ply into consumption is determined by the purchasing power of 
consumers and the demand for the particular products. Trades
men attempt at all times to realize this maximum price. The 
price level is usually established by the representative firms. 
Therefore, there are always those who could charge less due to 
their efficiency and those who would like to charge more due to 
their inefficiency. Competition keeps their prices uniform, but 
competition is not the easy-working, price-lowering force for 
consumers or price-raising force for producers that classical 
economics postulates. Tradesmen long ago learned that price 
cutting (in the commercial sense) is ruinous and that a far better 
policy is to "live and let live." Even though no formal agree
ments are reached in regard to the prices to be charged, they, 
nevertheless, assume a high degree of similarity in a given mar
ket. As a result of this leveling out of retail prices and the 
necessity of conforming to the prices of the representative firms, 
every eft'ort is made to widen the marketing margin by lowering 
the prices paid to producers. In the country market where 
uninformed producers are on one side of the transaction and 
well-informed buyers on the other, it is little wonder that farmers 
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have become the victims of many buyers. That on the same 
day and in the same market there should be a price variance of 
$5 to $12 a bale for the identical grade of cotton or of $1 to $2 a 
hundredweight for the same grade of hogs, is a disparity that' 
farmers will not tolerate. The fact that the competition was 
shifted to the farmers where they unknowingly undersold each 
other has been an efficacious factor in causing collective action. 
The general practice of selling farm products on an ungraded 
basis has caused farmers to lose millions of dollars. It is not 
surprising that farmers reconstructed the marketing system to 
escape the results of the defects in the older system. 

One of the chief objectives of a cooperative association is to 
influence but not arbitrarily control prices which farm products 
sell for in the markets. Yet,'many farmers believe that through 
organization arbitrary price-fixing power is gained. The coopers.- ' 
tive that receives a large percentage of a crop and is supported 
by excellent market information and a national distributing 
system commands a position that enables it to obtain the most 
favorable selling prices. The futility of attempting to dictate 
market prices without possessing monopoly power is shown in a 
survey of the defunct Tobacco Growers Cooperative Association 
in which investigators reported that: 

The attitude of some of the leaders of the association became one not 
of rendering efficient marketing services to its grower members but 
rather that of monopolistic control of the market and the setting of a 
price without full consideration of the factors of demand and supply • 
• • • The impossibility of the success of such a policy should have been 
obvious; the harmful effect upon the membership was inevitable.1 

A number of excellent studies have been made to determine 
why farmers join cooperative associations. The reasonS given 
by farmers are not necessarily the same as those given by the 
management, but they show the objectives, impracticable though 
some may be, that farmers have in mind and what they hope to 
accomplish by organization. Out of 462 cotton and tobacco 
producers, 236 joined to get better prices, 75 "thought it a good 
thing," 44 were dissatisfied with the existing system, 23 were 
disappointed with low prices at time of organization, and the 

1 SCANLAN, JOHN J., and J. M. TINLEY, Business Analysis of the Tobacco 
Growers Cooperative Association, U. S. Dept. AW. Cire. 199, pp. 16-17, 1929. 
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remainder expressed other reasons. 2 In a study conducted 
among cotton farmers alone, 141 out of a total of 594 farmers 
joined to obtain more money for cotton, 130 "believed in the 
idea of cooperation," 113 thought the cooperative would improve 
agricultural conditions, 111 wished to secure better marketing 
services, and the others gave sundry reasons for joining. 3 Other 
studies, it is believed, would show similar reasons for joining 
and supporting the cooperative movement in America. 

COOPERATIVE MARKETING AND ECONOMIC PRINCIPLES 

No cooperative association or private enterprise has ever suc
ceeded for a long period of time by ignoring economic laws and 
principles. There is nothing in the cooperative plan of organiza
tion that gives it any privileges, any special economic rights or 
powers, or any extra liberties that a private business does not 
enjoy. A cooperative cannot secure high prices if the volume of 
products to be marketed is greatly in excess of consumption 
requirements; it cannot force people to buy if they are not inclined 
to do so, nor can it hope to have low costs of operation with small 
volume, inefficient management and overcapitalization. Suc
cessful cooperatives have realized success not because they con
troverted the laws of economics, but because they skillfully 
governed their activities to conform to these laws. Thus, they 
have been able to meet competition. They have won trade 
confidence through efficient and businesslike methods of opera
tion. Some large-scale regional associations in the second decade 
of this century attempted arbitrary price fixing. Failing in this, 
they changed their policies to conform with good business pro
cedure. Today they are rewarded by success rather than the 
failure with which they were formerly threatened. 

Efficient managers of large-scale regional. associations are 
conscious of the importance of economic laws. Some have 
established economic research departments within their organiza
tions to advise the manager, directors, and the members of eco
nomic trends and price movements. The American Cotton 
Cooperative Association and the National Livestock Marketing 

• JONES, J. W., and O. B. JJilSNESS, M~~bership Relations of Cooperative 
Associations, U. S. Dept. Agr. Cire. 407, p. 5, 1927. 

I MANNY, T. B., Farmers' Experiences and Opinions As Factors Influenc
ing Their Cotton Marketing Methods, U.8. Dept. Agr. Cirt:. 144, p. 27. 1931. 
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Association, to name only two organizations, have research 
departments to perform these services. Through their own 
publications, such data are made available to the cotton and 
livestock industries. 

The reader may question why the cooperoJ.ive method was 
chosen by farmers as the effective means for improving marketing. 
To answer this, one must consider the various methods for reduc
ing the cost of products purchased and increasing the price of 
farm products sold. There are five choices: (1) competition, 
(2) monopoly, (3) government regulation, (4) governmental 
distribution, and (5) cooperation. 

Competition as a force to lower costs of marketing and to 
increase prices paid to farmers has not proved itself a dependable 
medium of improvement. The good neighbor policy of "live 
and let live" and collusion among buyers of farm produce, as 
well as the concentration of economic power by huge corporations 
in the primary markets, have made competition in the purchase of 
farm products an unreliable and impotent force. If the opera
tion of monopolies in the distribution of farm products should 
result in distinct economies of operation, there is still no assurance 
that such gains would be passed on to the farmers in the form of 
higher prices or to consumers in the form of lower retail prices. 
There is just cause to fear monopolies as the experience of farmers 
in country communities where only one dealer handles the pro
ducers' products has repeQ.tedly shown. 

Governmental regulation of business as a safeguard for both 
producer and consumer has also been shown incapable of being 
completely effective under a democratic form of government. 
Most regulatory legislation passed by Congress or state legisla
tures has been bitterly fought by private enterprises. Examples 
of such opposition are the fight against revision of the Food and 
Drug Act, the Paekers' and Stockyards' Act, the Commodity 
Exchange Act, the government's labeling program, and other 
measures too numerous to mention. Legislation is usually a 
compromise measure, much weakened and emasculated by its 
opponents during its passage through the legislative mill. More
over, the enforcement of such legislation is often negated by 
passive commissions and unfriendly courts. Often on the merest 
technicality, prosecution of offenders is prevented, and the spirit 
of the law is violated. Thus, although governmental regulation 
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is desirable, the actual facts do not lead the farmers and con
sumers to believe their interests are fully protected and advanced 
by this method. 

There is little indication at present that the government will 
become a distributing agency of farm products. In our demo
cratic government the slogan has been, "Less government in 
business but more business in government." There is no assur
ance whatsoever that government-operated business would best 
promote the interests of the farmers. Owing to the fact that the 
government has an obligation to all groups in society, the farmers 
would have no assurance that those entrusted with the manage
ment of a government enterprise would be any more "rural 
minded" tha.n "urban minded." 

None of these methods already discussed has resulted in maxi
mum long time benefits to producers and consumers. The 
reason may be that, except under government distribution, a 
profit always constituted a part of the distribution margin. The 
cooperative agency has proved to be the only sound medium 
which eliminates the profit motive. Under this plan the profits 
(and losses) of the middlemen revert to producers in the form of 
higher (and lower) prices or to consumers in the form of lower 
prices. The cooperative method is better suited to farmers since 
it is based on what the farmer has to sell, i.e., farm products, and 
not on what many farmers lack, namely, capital. This can be 
shown in the following illustration. Let us assume that Farmer 
A has 20 acres of apple trees and only $50 to invest in a coopera
tive company. With this he can buy 5 shares of stock. Farmer 
B has only 5 acres of apple trees but $200 with which to buy 
20 shares of stock. A has four times as many apples as B, but 
B has four times as much money as A. A has far greater interest 
in the affairs of the company than B. A's products from 20 
acres contribute more to cost reduction than B's from only 5 
acres. In a private corporation B would gain four times as much 
from cost reduction as A, but in a cooperative A would get four 
times as much of the savings as B. Hence, an organization in 
which A. with his greater volume of produce can have as much 
voice in the management as B with his larger capital investment 
suits A's purpose better than an organization in which his voting 
is restricted to his investment. As long as the success of a busi
ness is more dependent upon patronage than upon capital invest-
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ments, it is apparent that the cooperative form of business is 
better suited to the business of selling farm products than the 
usual corporate form of organization. Capital, to be sure, is 
needed in & cooperative company, but it is not so important as 
patronage which can of itself become the basis of capital loans. 
Many cooperatives have begun without capital investments, have 
borrowed upon the patrons' products, and have succeeded. 
However, no amount of capital without patronage can make & 

business succeed. 

COOPERATION AND CAPITALISM 

Since competition as an internal corrective force and govern
mental authority as an outside controlling agency have both 
been unsatisfactory and incapable of assuring both producers and 
consumers of a "square deal," some enthusiasts for cooperation 
advocate the overthrow of the capitalistic economy, and the 
substitution of & cooperative commonwealth. Some feel that 
cooperation is & peaceful way of establishing a socialistic or 
communistic state and at the same time of warding off fascism. 
Others contend that cooperation is an effective means of prevent
ing the encroachments of socialism and communism and that it 
is & brake upon the extremes of capitalism. The following 
discussion does not attempt to defend or condemn these economic 
doctrines but rather to point out their similarities and differences 
as compared with the philosophy of cooperation. 

Similarities. Capitalism may be briefly defined as a system 
of economic organization in which capital is invested for gain 
by the investor. Private property rights in both producers' and 
consumers' goods are the basis of capitalism. Other socio
economic institutions fundamental to the system are those of 
inheritance, right of free enterprise, right of contract, guaranteed 
privileges, and personal. liberty. Cooperatives possess many 
features found in & capitalistic enterprise-they require capital 
to carry on their functions and pay interest for its use; they need 
labor and, when forced by competitors, attempt to get it as 
cheaply as the capitalists do; they use land, buildings, and equip
ment, which they attempt to purchase as reasonably as possible; 
they employ managers who retain their positions on the basis 
of the merits of their services; they appeal to producers on the 
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grounds that they will gain by being members; if business is 
done with nonmembers they may gain or lose in their transac
tions; they attempt to eliminate competition and to obtain 
exclusive control of the market; they depend upon business 
efficiency for success; and they favor the retention of the socio
economic institutions that are basic to capitalism. 

Differences.-The differences, however, between a cooperative 
corporation and a private corporation are much more striking 
than the similarities. The most important difference lies in the 
aims. A capitalist invests capital with the primary hope of 
projiJ. for himself; a cooperative member uses capital as a means 
to provide marketing services at cost. In the former, the basis 
of organization is money; in the latter, it is the individual or the 
user of capital. In the former, operations are designed primarily 
to earn profits and secondarily to provide only those goods and 
services which may bring profits. The cooperative is also inter
ested in savings or gains, but these are secondary to the per
formance of efficient services. The capitalist attempts to 
eliminate competitors and to secure monopoly advantages for 
himself; the cooperative attempts the same elimination and 
procurement of monopoly advantage, but for the benefit of the 
members. It, moreover, strives to liberate its members from 
unbridled competition among themselves and from the competi
tive advantage of those with whom they must deal. Whereas 
the capitalistic system tends to concentrate wealth among the 
capitalists, the cooperative system tends to decentralize it 
among its members. Likewise, whereas the private corporation 
attempts to make its capital shares valuable, the cooperative 
aims to make agriculture prosperous. 

The private corporation is an outgrowth of the joint stock 
company and serves a most important function in that it provides 
for the amassing of larger sums of capital than could be supplied 
by one person or a workable partnership. Persons who invest 
their funds in a corporation obtain shares of stock. They wish 
to secure dividends upon their investment without having to 
work for the corporation, supply it with raw materials, or pur
chase its services or commodities. Their relationship to the 
corporation is highly impersonal. In a cooperative corporation, 
on the other hand, there is a personal relationship between the 
Inember and his organization. The member does not invest in 
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the cooperative as a lucrative investment medium but rather 
for the purpose of establishing a company which will market his 
products. Any savings over and above actual costs of operations 
are returnable to the members on the basis of patronage contrib
uted and not on the basis of the amount of financial investment. 
Such differences as these are shown in the following tabulary 
series. 

Cooperative corporation Private corporation 

Pur_ Secure increased returns, better T:eJ~~!.t ~::e~~e:~~:!s fu~ marketing aervicea, marketing 
servicee at coat, and improve the benefit of shareholde .. 
plane of living of members 

Buia of organiution Farme .. produ.ing the produ.ts 
to be marketed . 

Money---<>nly pe .. ona with wealth 
can invest 

Incorporation Under eooperative la_ Under general corporation laws 

Membership Usually unreetricted--bona fide Often reetri.ted-many eorpora-
produ.... eligible. Selective tioDa are .. closed" corporations 

=b~r::~f ~:~be~a:o~ooC; in which stock cannot be pur .. 
chased. No restrictions on sale 

erate. Membersbi~ DOt trall3- of .to.k by .hereholdero. In 
ferable or 888itplab e in a non- ::I:n~ C~~':::0h:~:kf~~"j!: atock auociatlon. Restriction 

::,.~~ld! .. ~~.~f ~~k ~3 Stock BOld II on the open market'-

on public exchanges 

Govo.mment On a democratic ba.aie; U8ually on On the buia of .hares of otoek 
a on~man one-vote basiB. or on owned-ordinarily one vote for 
a patronage basil. each .hare of common .took held. 

V~~\e~~f:!. rh'!t ~~~"'!: Proxy voting: permitted. No 
limit on .herea of .took any 

BOn may own often limited. No individual may own. Control 
concentration of control by an often concentrated in a small 
uinaide" group minority of .. inaidera" 

Operationa In the intereot of producer- In the interest of .hereholde ... 
members. Purchaeea at 10weitJ..rice poa .. 

Pooling of resources, ezpeneea, Bible and resale at . eat price 
products, and salel receipts. obtainable. 

Sal .. at beat pri ... obtainable 

Pri ... and margine Operationa at cost. Interested in Chief concern to widen margine 
narrow marginl and in &I hith a to most profitable amount. 
price level &I long time mar et- Leos eon .. m over the height of 
mg operations can reaaonably price level 
oecure· 

Patronage Secured from members and in Seldom patronized by otoek-
many 888OCiatiOD.l alao from non .. holders, but by anyone whose 
members bueiness can be loliclted 

Savings Returned to members OD patron- Prefit. distributed to ohareholde .. 

::n~e.:: al!=,te~f u:.~:k~ Pif~ on basil of shares owned. No 
limit to dividende on capital. 

opeculation in .took&. Wealth is Aim of membe .. in buying stook 
widely diatributed among pa- il often to profit from ita resale. 
trona ~:.~~~n:'-::h:ide,,:trate wealth 

• For example, a cooj)8rative 18 much concerned whether the pnce of hogs is 110 per 
hundredweight or $4. It aims to obtain the higheat price ]>oBBible for farme... A 'private 
corporation ill much leu concerned about; the particular level of hog .prices. It 18 mont 
deeply intereated in the margin it may obtain for handline hop. i .... if this mar~ is 60 ceny 
II< 12 • hundredweigh'. 
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COOPERATION VERSUS SOCIALISM 

Professor William H. Kiekhofer states that "the term 'social
ism' is properly used to designate anyone of three things: (1) a 
proposed organization of economic society; (2) a political move
ment aiming at the attainment of the socialistic state; and (3) 
a certain body of economic principles or theories set forth by 
socialists as a philosophical basis of the social movement.'" 
There are several types of socialism which have been termed 
Marxian, Fabian, Guild, Christian, and Utopian. These difier
ent sects grew out of disagreements among the socialists as to the 
method of establishing a socialistic state, as to how property 
should be held in common, or as to how distribution of goods and 
services should be carried out. All socialists, however, have 
certain principles in common, even though there may be dis
agreement as to the precise methods of attaining their objectives. 

Socialism requires that the process of production and distribution 
should be regulated, not by competition, with self-interest for its 
moving principle, but by society as a whole, for the good of society. 
The term" collectivism" more accurately connotes its aims and methods. 
This implies that the individuals who make up society should, in their 
collective capacity, possess all the instruments of production, and thus 
prevent the evils arising from the present industrial system. It implies 
the subordination of the individual to the community, and puts public 
utility above private interest. Under the new socialistic regime, it is 
assumed that all will receive their due, according to the measure of their 
capacity and willingness to perform the social duties assigned to each by 
public authority.' . 

These principles will be delineated and contrasted with those of 
cooperation. It will be seen that the economic philosophies are 
dissimilar and that the few likenesses that do exist are more super
ficial than real. 

Socialists wish to abolish private property rights in all instru
ments of production which may be used to exploit labor, and in 
the place of competition, the regulative force in production today, 
the socialistic state would exercise supreme control. Since capi
tal would be collectively owned by the state, the capitalists as a 

'KnlKHOFEB, WILLIAM H., "Economic Principles, Problems, and 
Policies," p. 913, D. Appleton-Century Company, Inc., New York, 1936. 

I PALGBAVBl, INGLES R. H., "Dictionary of Politioal Economy," Tho 
Macmillan CompanYI New York. 
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class would be eIiminated. Wages, rather than interest, rent, 
or profits, would be the chief monetary income under socialism, 
and these would be distributed according to some system mutu
ally agreed upon, presumably according to the needs of the 
workers. Since no private receipt of interest payments on pro
duction goods would be possible, it is also doubtful if private 
accumulations of capital would be encouraged. 

Let us contrast these doctrines with those of cooperatives. 
The fundamental difference lies in the fact that cooperatives do 
not advocate collective ownership of production goods by the 
state. Carried to its logical conclusion socialism would require 
state ownership and control of farm land. Such a procedure is 
entirely remote to the philosophy of cooperative marketing which 
American farmers have endorsed. Cooperatives distribute 
savings according to patronage and not according to the needs 
of farmers. Moreover, savings are encouraged, since coopera
tives pay nominal rates of interest upon capital investments. It 
has been said that if the present capitalistic order were over
thrown in America, the agrarian class would most bitterly oppose 
the change and would put up the last defense against encroach
ments upon the institutions of private property. Also the source 
of income to members in cooperative associations is not wages 
alone but a combination of wages, interest, and unearned incre
ment. Politics is a vital part of socialism but is singularly 
absent in the cooperative. 

It is apparent from these basic differences that cooperation and 
socialism differ on several important points. Cooperativism is 
therefore preferred by farmers to socialism, since it provides them 
with a system of safeguarding their private property rights, while 
socialism would confiscate property for the state, in which case, 
control would be in remote hands rather than in that of the 
individual farmer as it is today. 

COOPERATION VERSUS COMMUNISM 

It has been seen how the underlying philosophy of cooperative 
marketing institutions differs from that of socialism. A still 
greater difference, however, exists between this philosophy and 
the economic doctrines of communism. Under communism, 
consumption goods as well as production goods are to be owned 
collectivelx by the state. During the nineteenth century many 
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communal societies were formed in America. in accordance with 
several current doctrines for social, economic, and religious reform. 
In these communities production was regimented and articles 
of consumption rationed out to each member according to his 
needs. Farmers in America, however, do not consider communal 
life as an end in their cooperative enterprises. Although they 
have not, on the whole, successfully employed their real property 
as a capitalistic instrument of exploitation against other classes 
in society but rather in many instances have become victims of 
its possession, they, nevertheless, tenaciously hold to their prop
erty as the only thing which, they believe, can give them any 
assurance of security in a capitalistic society. 

Farmers desire to initiate reforms which will result in their 
economic betterment i they do not wish to make radical changes 
in their mode of living or to break with the desirable traditions of 
the past. Through economic and social improvements, they 
hope to enable their members to lead a. richer and more natural 
life. Moreover, leaders in the cooperative movement have not 
followed a militant, radical program to achieve their ends as the 
communists have but, on the contrary, have learned that coop
eration succeeds better as an evolutionary development rather 
than as a revolutionary outburst. Although in Russia. com
munism of several different forms has been in existence, neverthe
less, cooperative selling and purchasing have been tolerated only 
under certain restrictions. 

COOPERATION AND FASCISM 

Beginning as a movement of armed, marching, and sometimes fighting 
bands (the j(J8c\ di combattimento, from which the name "fascism" is 
derived), without clear-cut economic objectives or program, the fascist 
movement in Italy has gradually developed a distinctive program of 
action and philosophy, political, economic, and social. In its economic 
aspects fascism may be described as a plan which retains private 
property in production goods but makes the investment and manage
ment of capital subject to state control. The capitalistic organization 
of economic life, according to fascism, is thoroughly defensible, but 
inefficiency and waste are intolerable. I 

Dictatorial control of all industrial and commercial life super
sedes democratic control. Fascism, like socialism and com
munism, is as much a politicaJ as an economic doctrine. In Italy 

• Ku:J[BOll'lDa, op; cit., p. 930. 
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the cooperative movement has been brought under the control 
of the fascist regime, but those cooperatives that were not oper
ated in conformity with the fascist party principles were either 
reorganized or dissolved. The cooperative marketing movement 
in the United States both resembles and di1Iers from economic 
fascism. If the sentence in the above quotation were paraphrased 
to read as follows: "In its economic aspects cooperation may be 
described as a plan which retains private property in production 
and conBUmption goods but makes the investment and manage
ment of capital subject to the democratic control of the member
ship," the striking di1Ierence between cooperation and fascism 
becomes apparent. A cooperative is fundamentally a democratic 
institution controlled by its members to promote their interests. 
A fascist corporation is autocratically controlled by the state 
and operated in the interest of the state. 

From this brief analysis, it is apparent that cooperativism is 
not socialism, communism, fascism, or capitalism. Coopera
tivism can be described as a synthesis of several plans 
of economic organization. In some ways it resembles laissez
faire capitaIism and to some extent sociaIism, but it di1Iers from 
both of these sufficiently to make it a distinct and independent 
system. It is distinguished from these other systems by its 
objectives and principles rather than by its operating methods. 
It is not "just another business." Like the capitalistic organiza
tions in America, it operates under the principles of laissez faire 
in which competition and government regulation are relied upon; 
and, like the socialistic organizations, it abolishes the profit 
motive and aspires to give to the members a larger share of the 
consumers' price. The changes it makes in the ordinary types 
of corporate organization are in conformity with its economic 
objectives. Cooperativism modifies the extremes of capitalism, 
fascism, and socialism. It occupies in many respects a middle 
course and is neither conservative nor radical. It is a liberal 
movement, practical in application and idealistic in purpose. 

COOPERATIVE :MARKETING AND THE STATE 

There are no special privileges or concessions not accorded to 
other commercial organizations which farmers ask of the state 
for their cooperative associations. Legislation legalizing the 
cooperative associations did not involve special concessions. 
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Neither do 'cooperatives seek paternalism; all they ask is the 
same fair treatment granted to others. As Mr. Babcock states, 

All that I would ask from any administration for the protection and 
furtherance of the agricultural cooperative movement in these United 
States would be two things: (1) A guarantee that cooperatives enjoy a 
free and unobstructed channel to the investment market for the purpose 
of selling their securities. Such a guarantee has been most effectively 
given to cooperatives through the agency of the present Farm Credit 
Administration. (2) Provision that cooperatives be exempt from 
corporation and income taxes on that portion of their earnings which 
they pass back to their members in the form of patronage dividends.' 

Only in a limited way during the period of the operations of the 
Federal Farm Board have cooperative marketing organizations 
been the special beneficiaries of federal or state -subsidies, but 
in this respect they have not received so many gratuities as the 
railroads, the aviation industry, the merchant marine, and other 
major industries. Cooperative sales and purchasing associa
tions pay taxes like all other corporations. They are, however, 
exempt from paying capital stock, excess profits, and income 
taxes, provided they qualify for exemption. For the past two 
decades cooperatives in general have received favorable treatment 
and open endorsemeI).t of state and federal governments, recogni
tion by the courts"and encouragement by practically every com
mission that has investigated agricultural conditions. 8 The 
approval of the cooperative system of marketing farm products 
is based upon its economic soundness and upon its demonstrated 
ability to ameliorate conditions in the distributive system for 
agricultural products. Our government grants and protects 

r BABCOCK, H. E., Cooperatives as a Means for Doing Business Prac
tically, p. 41, .. American Cooperation, 1935," American Institute of Cooper
ation, Washington, D. C. 

• The Joint Commission of Agricultural Inquiry in House of Represen
tatives, 67th Congress, 1st Session, Report 408, Part IV, p. 9, "recommends 
that the agricultural producers of the United States be encouraged to develop 
cooperative associations to hasten the standardization of agricultural pro
duction, improve the distributive processes, and reduce their costs." 

See also "The Condition of Agriculture in the United States and Measures 
for Its Improvement," a report by the Business Men's Commission on Agri
culture, National Industrial Conference Board, Ino., New York, and 
Chamber of Commerce of the United States, Washington, D. C., 1927. 
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property rights in patents, copyrights, and trade-marks of private 
corporations and individuals; it has a Department of Commerce 
to promote and foster domestic and foreign commerce for the 
direct benefit of private businesses and for the indirect benefit 
of the general populace. In similar manner the Department of 
Agriculture and Farm Credit Administration through research 
and service functions may benefit cooperative associations and 
individual farmers directly and the entire nation indirectly. 
Such aid should be encouraged rather than discouraged. 

COOPERATION AND PRIVATE MIDDLEMEN 

Private middlemen usually question the advance of the coop
erative movement and frequently take active steps to retard' its 
growth and curb its activities. Slush funds, passage of resolu
tions condemning farmers' selling and buying associations, and 
other similar means have been used to defeat the farmers' efforts. 
Such concerted action is prima-facie evidence in itself that private 
tradesmen recognize in the cooperative a powerful competitor. 
There is no doubt that cooperatives exert a different competitive 
force in the marketing system from that of the usual private 
dealer. This difference may be summed up in the concept that 
a cooperative returns to farmers all it can while a private dealer 
pays only as much as competition forces him to. As a result 
many private operators have been forced to narrow their margins 
or abandon their business. Cooperatives have also been forced 
out of business by more efficient private dealers. 

But, cooperatives are not competitors of all private bmu.nesses 
-for many they are the most dependable sources of raw mate
rials. Thousands of local associations regularly supply jobbers. 
and auction companies with high quality products, and many a 
processing plant obtains its products from farmers' companies. 
It is, no doubt, for this reason that some terminal market dealers 
who are dependent upon the cooperatives assert that local coop
eration is sound but cooperation beyond that point is unsound. 
There is, of course, no validity for such statement. Cooperative 
marketing companies need private retailers and often other pri
vate marketing agencies to get the widest distribution for their 
products. Mr. Charles Teague, President of the California Fruit 
Growers Exchange and of the California Walnut Growers Asso
ciation, makes this clear in the following statement: 
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We believe in the established channels of distribution. In the 
organizations with which I am connected, we do not attempt to short-cut 
to the consumer. In the fruit business someone must perform the 
[jobbing] function and someone the retail function; we do not believe 
that the cooperative marketing organization could itself p'erform either 
one as well, or as cheaply, as it is now being done by the 4,000 odd 
jobbers and 500,000 retailers who handle our commodities. We work 
with the trade constantly in cooperative merchandising endeavors and 
desire that every trade factor handling our goods and performing a 
service shall make a fair profit in so doing, for otherwise he will Dot 
long handle it. As a consequence we are regarded by our trade as allies 
rather than as competitors, a most important trade relationship to 
maintain, in my opinion.' 

COOPERATIVE MARKETING AND CONSUMERS 

If cooperative sales associations achieve their goal of returning 
higher prices to their members, is not this at the expense of con
sumers, and, therefore, a movement to be feared by them? 
A brief examination of the facts will show such fear iargely 
unfounded. The retail price of oranges in 1936 was less per 
dozen than in the first years following the tum of the century. 
Oranges were once a luxury. They have been marketed by coop
eratives for more than 40 years, but retail prices instead of increas
ing have been decreasing. There is every reason to believe, 
however, that producers are receiving a higher proportion of the 
retail price from their cooperative than they received from mid
dlemen before the cooperative was organized. This is only one 
of many illustrations that can be cited. The reason is that higher 
net returns received by farmers lead to larger production, and 
larger production in tum to lower prices, until the market demand 
is again broadened to absorb such increased production at higher 
prices. In most manufacturing industries, production is adjusted 
to market demands at a certain administered price, but in agri
culture production responds to competitive prices and is not 
regulated. Thus, consumers as a class have more to gain from 
successful cooperatives than from a continuation of any inefficient 
system of marketing. 

Other advantages inure to consumers which are the result of 
careful grading, packaging, and orderly market distribution by 

'TIIIAGUII, C. C., Management Relationships, p.1l5, "American Coopera
tion, 1935," American Institute of Cooperation, Washington, D. C. 
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the cooperative. Moreover, cooperatives eliminate speculation 
in food products, waste and spoilage, high costs of distribution 
resulting from failure to coordinate and integrate marketing 
operations, and monopoly influences that prevent farm pric~s 
from properly reflecting retail prices. The beneficial effects to 
society as well as some of the limitations of the cooperative form 
of business will be noted under the various headings throughout 
the succeeding chapters. 

Questions 

1. How does the coopera~ve law in your state define a cooperative 
association? How would yvu define a cooperative association in your 
on words? 

I. What is the pmpose, objective, or goal of a cooperative sales associa
tion? Why are associatioDII organized 7 

I. What alternatives are open to farmers to improve their economic 
Itatus? Why WBI cooperation chosen BI the most hopeful means for 
alleviating their conditioll? 

0&. Show how a private corporation resembles and differs from a coopera
tive enterprise. 

Ii. "The cooperativoe movement is simply a type of socialistic procedure 
designed to overthrow capitalism in this country." Critically appraise 
this SlBertion. 

8. "Cooperative marketing could not succeed were it not for the con
Itant nursing by an altruistic government. It is a clear cBle of paternalism 
gone wild." How would you reply to such an attack? 

7. Give four "'.(Incepts of cooperation and show how they differ from 
one another. 

8. Look up in your library reports upon the state of agriculture made 
by various commissions and note the statements made to the effect that 
cooperative mar\eting and purchasing are a relief measure. 

9. Do consumers have to fear the organization of farmers' cooperative 
sales a8W)ciations? 

10. ITI what sense is a cooperative association more democratic than a 
priwtn CQ·~tion? 



II 

The Forerunners 0/ the Cooperative Movement 

A historical account 0/ the development 0/ cooperative enterpri8e8 
reveals how versatile successive generation8 have been in adapting 
their organizations to their need8 from the earliest known instance8 
to :he great cooperative institutions 0/ today. Often men wish to 
escape the realities 0/ life, and when they do, they dream 0/ Utopias. 
During these brief imaginative moments 0/ escape from things as 
they are, they visualize things as they would have them in a new 
society unrestrained by either natural or superficial barriers. Thia 
propensity to plan lor the future provides the basic architectural 
designs/or a new order replacing the economic and social institutions 
that have become obsolete. 

The more soundly these plans are conceived the more certain will 
be the progress 0/ man, especially during period8 0/ rapid changes 
in the social and economic systems. The phenomenal achievements 
which certain European nations have attained through cooperation 
are due in no smaU measure to the foresight and indomitable courage 
0/ their leading thinkers. Alfred Marshall, the British economist, 
evaluated collective action as a vital force. To him cooperation ia, 
distinguished from all other movements by its calm and wise busine~s 
practices and by its strong and fervent faith • 

... ... ... 



CHAPTER II 

THE FORERUNNERS OF THE COOPERATIVE 
MOVEMENT 

THE ANTIQUITY OF COOPERATION 

Cooperation is as ancient as mankind itself. In one manner or 
another, humans have Dot only found it advantageous, but con~ 
genial to work together. Man ceaselessly discovers new ways 
and means of uniting his powers and his resources with others 
for mutual benefit. During various periods in the development 
of civilization, the predominating motivations for concerted 
action have been quite different in character. Eons before the 
dawn of history, the species Homo sapiens associated for prot~ 
tion against enemies and for the procurement of food. Although 
the extent of association among our pristine ancestors is largely a 
matter of conjecture, there are some curious instances of cooper~ 
ative effort in early civilization periods. 

In China, a religious custom made it essential for men to under~ 
take a journey to a sacred mountain at least once during a life
time. The devout souls who lived near the borderline of dire 
necessity found it difficult to save enough money to defray the 
expenses of their pilgrimage. Impelled by this pious motive, the 
Chinese organized the first credit and savings societies.1 Other 
events in the lives of the Orientals created a congenial environ~ 
ment for these mutual savings societies; until this day the wed~ 
dings and the funerals of the Far East are ceremonies so freighted 
with expenses that it takes the average citizen the greater part 
of his lifetime to accumulate enough to meet them. II Crop 
watching" was another incentive for cooperative organization 
in China. To guard against vandalism and theft by wandering 
bands of robbers, those engaged in cultivating crops were forced 
to keep watch over their fields day and night.· 

I SIIl'l'B, ABTRUB H., "Village Life in China," 4th ed., pp. 14,1-142, 
Fleming H. Revell Company, New York, 1899. 

I Ibid., pp. 161-168. 
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Some irrigation systems of medieval times were constructed 
and managed cooperatively. In arid regions where the Medi
terranean type of climate prevails, such as the southwestern part 
of the United States, Egypt, and the Levant, crops could not be 
cultivated successfully without supplementing the natural rain
fall. Cultivators residing in the same ravine or valley united 
their forces in building a system of flumes to direct the flow of 
water from field to field and from farm to farm. The successful 
distribution of water required the full cooperation of every indi
vidual participant, especially where the supply of water was 
limited; otherwise the fields at the lower end of the flume might 
easily be parched. Each member of the irrigation system was 
expected to keep his section of the flume clean, unobstructed, and 
in good repair, and the quantity of water which he could shunt 
at any time was contingent upon the requirements of neighbors 
living below him. 

About a century before the Trojan war, Minos, mythical son 
of Zeus, conquered several islands, chief of which was Crete. 
Here he established a communal society which for several hundred 
years was governed by laws exemplifying unusual justice and 
virtue. Fellowship was fostered by rearing and educating the 
children in common at the expense of the state, and rich and poor 
alike were fed in the dining rooms of his dominion. A moral 
code, the object of which was to banish idleness and vice, decreed 
a kind of equality for all citizens. While slavery existed in the 
Cretan state, the Cretans distinguished themselves by their 
humane treatment of their vassals; accounts describe the feasts 
of Hermes when free citizens and masters served their slaves 
and paid them the same honors received of them during other 
days of the year.' 

Before assuming the leadership of the Spartans, Lycurgus 
visited several countries in Asia and Africa where the customs 
and institutions had attracted notable attention, but he was 
most favorably impressed by the laws and institutions of Crete, a 
neighboring island state, and he established the senate in imita.;. 
tion of the Cretan council. This body functioned as a kind of 
counterpoise to the monarch. Lands in Sparta were divided 

• ROLLIN, CHARLES, "The Ancient History of The Egyptians, Cartha
ginians, Assyrians, Babylonians, Medea and Persians, Grecians, and Mace
donians," vol. I, pp. 370-372, George Dearborn, New York, 1836. 
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fairly and equally, and all the people were required to eat together 
in public places at the expense of the individuals comprising the 
groups. 

The tables consisted of about fifteen persons each. . . . Each 
person furnished every month a bushel of flour, eight measures of wine, 
five pounds of cheese, two and one-half pounds of figs, and a small sum 
of money for preparing and cooking the victuals. Everyone without 
exception • • • was obliged to be at the common meal.' 

The empire of the Incas in South America is an illustration of a 
communal society which arose without the philosophical assist
ance of the Aryan world. It thrived for three hundred years or 
more until the conquest of the Spaniards in 1529.6 . 

There is some basis for believing that our modern industrial 
and social cooperative schemes have been influenced by the 
heritage of social thought as recorded in such works as Plato's 
"Republic" (430 B.C.), the teachings of Christ, Sir Thomas 
More's "Utopia," "The New Atlanta" by Lord Bacon, Camp
anella's "City of the Sun," and Harrington's" Oceana." Collec
tive effort in the peaceful pursuits of life among ancient peoples 
was a spontaneous reaction to immediate needs; one might call 
it "subconscious cooperation." 

The cooperative movement has passed through successive 
stages of development, but only within the last century has 
emphasis been given to economic associationism. This phase 
of its development was incidental to the industrial revolution 
but by no means without precedent before the nineteenth century. 

THE MEDmVAL GUILDS 

The guilds probably represented the first great conscious move
ment toward formal organization designed to promote the welfare 
of selected groups in society. As early as 300 B.C. the Greeks 
formed associations known as Eranoi, which possessed many 
of the characteristics common to the guilds that were formed in 
Teutonic Europe between the seventh and fifteenth centuries. 
If their financial circumstances permitted, members were expected 
to make an annual contribution to a general fund. Each guild 
carried on certain kinds of business, gave protection to members 

4 Ibid., pp. 17a-:175. 
I Gmll, CIlABLll:S, "Communist and Cooperative Societies," p. 42, Geo. 

C. Harrap '" Co., Ltd., London, 1930. . 
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during periods of illness, arranged for funerals, provided feasts, 
and aided and comforted those in distress. 

There is some historical evidence to support the belief that the 
guilds of the Saxons and the Franks were patterned after the 
Roman Collegia which were contemporary with the Greek Eranoi. 
Plutarch, the Greek moralist, listed nine craft guilds purported 
to have been instigated by Numa, the Roman. Early Greek 
associations manifested a tendency toward specialization at their 
inception and were either religious, political, or commercial in 
origin. 

The first guilds of Northern Europe undoubtedly were formed 
as a defense against invasions and served to maintain peace and 
order within the communities, which were later the nuclei of 
many towns and local governments. The guild laws, with some 
modifications, were generally adopted as the laws of the local 
governments. Landowners and leaders who had been the most 
aggressive in organizing peace guilds and in forming their local . 
governments usually monopolized trade in their communities. 
When town governments were established as units of a dukedom 
or a kingdom, the landowners and leaders obtained charters 
granting them the exclusive rights to trade and to protect their 
interests through the guilds which they had formed. While 
trade in the Middle Ages was largely restricted to the manor or 
town, there was always some importation of goods from other 
districts or regions, and exchan:ge was effected greatly to the 
profit of those holding vested interests in the markets. In the 
course of time, traders bearing goods from the "outside" were 
more frequently admitted into the community until their visita
tions became a regular annual or semi-annual event. Some lords 
and leaders who controlled the local markets did much to encour
age trade, especially in those towns situated on important rivers 
and along the sea coast. When the number of foreign traders 
increased and different markets vied with each other for suprem
acy, those in charge arranged a system of fairs which were held 
for periods of a few days to several months. Conflicting dates 
were avoided insofar as it was possible, so that each market might 
attract the maximum number of traders who made it a business 
of traveling from fair to fair throughout the season. Specializa
tion in handicraft production in different areas tended to minimize 
intermarket competition and to place commerce on a mutually 
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profitable basis. Incidental to this system of exchange there 
evolved a body of laws governing transactions which, through 
the influence of traveling traders, became more or less common to 
many markets. Each market had its own judicial organization 
known as the "piepowder fair court" in which disputes were 
summarily settled. During the period from the eleventh to the 
fourteenth centuries there was a rapid growth of trade guilds 
and craft guilds, particularly in the <lenters'where protection and 
peace were assured. The widespread adoption. of Christianity 
in Northern Europe during this same period gave impetus to the 
organization of social guilds. 

The social guilds were the antecedents of the Friendly Societies, 
and the Friendly Societies were the forerunners of the numerous 
charitable, fraternal, and social organizations of today.-

A PERIOD OF INSTITUTIONAL CHANGES 

For ages feudalistic Europe with all its accoutrements of the 
nobility, lords, estates, manors, and restrictive laws had frozen 
the lower classes to the land from which there was no escape. A 
series of events, beginning with the bubonic plague in the mid
dle of the fourteenth century, resulted in the freeing of the land
bound maSses from serfdom and the villenages. Home industries 
began to develol?' The era following the rediscovery of America 
by Columbus was one of exploration conducive to expansion in 
commercial activities. Trade, when once wrested from the 
powerful commercial monopoly of the Hanseatic league of the 
Baltic region, fell by favor of the king to English merchant adven
turers. International trade grew and the advantages of trans
porting articles of commerce in a country's own bottoms brought 
about a long struggle for supremacy on the high seas. Changes 
in the channels of commerce lessened the importance of local 
markets and consequently diminished the influence of trade 
guilds. 

During this period of great institutional changes, religious 
organizations were being reformed; the church was subordinated 
to the state and removed from the jurisdiction of the papacy. 

• For an illuminating discussion refer to Joshua TouImin Smith, "English 
Guilds," preliminary essay by Lujo Bretano, On the History and Develop
ment of Guilds and the Origin of Trade Unions, Truebner & Co., London, 
1870. 
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• Their close relationship to the church involved the social guilds 
in the changes that were to come. . 

Henry VIII, King of England, confiscated the financial reserves 
and the landed property of the guilds and the monasteries, and 
Edward VI dissolved the chantries.7 With the abolition of the 
monasteries and the social guilds, the state undertook the duty 
of providing charity and schools; alms and learning had been 
assumed responsibilities of the guilds and the monks. However, 
the inclosure movementS which resulted in the wholesale eviction 
of tenants and villeins placed more of a burden on the king's 
exchequer than was anticipated, and, instead of alleviating 
poverty or pauperism, it precipitated disaster for many. Par
liament sought to solve this social upheaval by passing a series 
of "poor laws" that placed the responsibility of supporting the 
poor upon local communities,8 but the mere enactment of laws 
cannot do away with vital institutions which are an inherent 
part of society. Like gnarled oaks on windswept highlands, 
organizations of natural growth may be bent and twisted by the 
whims of a king or the momentary caprices of a legislature but 
cannot be uprooted by either rulers or parliamentarians. 

THE FRIENDLY SOCIETIES 

In passing the sequestration acts, Parliament tempered its 
language to make the greed of the Tudors seem less rapaciolL'3. 
The king's commissioner was instructed to suppress the institu
tions cultivating religious superstitions and corrupt practices. 
This official naturally found evidence on every hand of abuses, 
corruption, and general decay among the business, social, and 
religious foundations of the day. Only a few of the guilds were 
spared from the confiscation of their property by the crown. 

r CHENEY, EDWARD P., "A Short History of England," Chap. XI, p. 272, 
Ginn and Company, Boston, 1904: 

.. A chantry was an endowment to pay the expense of keeping up a shrine 
in a church and supporting one or more priests to perform service at it in 
memory of the founder." 

Refer to Parliamentary Acts 27, 31, and 37 of Henry VIII and Act 1 of 
Edward VI. 

• The inclosure movement was a transition from strip farming to a type of 
large-scale enterprise in agriculture. Extensive tracts of fields and com
mons were enclosed with hedges to make easier the herding of sheep. 

• CUIIlNBY, op. ciC., Chap. XII. 
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The robbing of the guilds and the monasteries immediatelY 
plunged the poor classes into greater depths of misery. The 
English nation was undergoing a transition from a period of self
sufficing agriculture to that of a commercial commonwealth. 

From the last quarter of the sixteenth century to the beginning 
of the eighteenth century, there were small scattered groups of 
individuals who clung resolutely to the principle of self-help in 
l>reference to charity from the state under the conditions of its 
administration. The conciliatory attitude of the trade guilds 
made it possible for them to readily adapt themselves to the 
new conditions; and their tenets and ties of brotherhood, which 
had formerly been reserved for a select number of patrons, were 
now made accessible to large numbers by virtue of the newly 
acquired democratic ideals. The rapid increase in the number 
of trade guilds paved the way for an amalgamation of local units 
into social orders, as well as the reorganization of aid societies 
patterned after the old religious-social guilds. In this period of 
readjustment and change the aid societies resorted to secrecy as 
a mode of protection and a means of transmitting through time 
the glorious traditions of the past. In his essays, such as "Giving 
Alms No Charity," Daniel Defoe, the father of the English novel, 
took up his pen in protest against the deplorable conditions of the 
working classes. He advocated compulsory societies ~ and the 
policy of giving the able bodied no relief without work. Those 
in substantial agreement with Defoe revived the old brotherhoods 
in protest to the Poor Law Acts of Queen Elizabeth and Wil
liam III. 

At the beginning of the eighteenth century, the guild of the 
craft of masonry, by introducing mystic rites and observances, 
transformed its organization into a social order called Freemasons. 
The order proved to be eminently successful, and men of all ranks 
in society became members. Other guilds in this period quickiy 
formed fraternal orders, imitating the Freemasons in design and 
purpose, such as the Odd Fellows, the Druids, the Free Gardeners, 
the Foresters, and a great number of others less well-known 
because of their short existence.1o 

On the first day of summer in 1793 the British Parliament 
passed an act which assured the people the right to form voluntary 

II HARDY, GICOBGII F., "Messenger Prize Essay 011 Friendly Societies " 
Charles and Edwin Layton, London, 1887. ' 
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associations for the purpose of aiding one another during times 
of sickness, need, and bereavement. Prior to this act, these 
associations had no legal status under which they might safe
guard themselves against exploitation and fraud. The act of 
1793 was amended five times before 1820 and rewritten as many 
times during the nineteenth century, not to mention the number 
of amendments each act engendered. This legislative activity 
is, in part, evidence of the extent to which the English preoccupied 
themselves with reform of social conditions. 

It is estimated that in the year 1800, there were in the British 
Kingdom 7,200 societies with a membership of 600,000. It is 
believed that in London more than 70,000 people belonged to 
600 lodges. The friendly society movement was more tardy 
in its development in other European nations, and nowhere did 
its roots penetrate so deeply as in English soil. 

The benevolent and provident societies were bom out of groups 
assembling periodically in the spirit of fellowship and mutual 
understanding. In the barren years when poverty and want 
stalked the homes of the common people, it was quite natural 
that they should exert themselves in discovering new ways and 
means of escaping degradation and misery, and, impelled by 
this objective, the laborers of English industrial towns launched 
upon new and untried social and economic experiments. 

THE PENNY CAPITALISTS 

One of the earliest attempts to conduct business on a coopera
tive basis in Britain is generally conceded to the small group of 
weavers in the village of Fenwick in Ayrshire, Scotland, who 
in 1769 formed an association to purchase for domestic produc
tion such handicraft supplies as weavers' reeds and for home 
consumption such items as oatmeal and staples. Because they 
set up their own business enterprises and endeavored to make all 
possible savings, they were scornfully called "penny capitalists" 
by the multifarious shopkeepers of that period. 

Undoubtedly a number of similar societies arose and sank into 
oblivion from 1769 to 1794, when the records bring our attention 
ro the next association organized at Mongewell, Oxfordshire, for 
the purpose of purchasing the necessities of life at the lowest 
possible prices. Some writers refer to this association as the 
first cooperative store. 
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In 1795 the inhabitants of Hull, England, revolted against" the 
invasions of covetous and merciless men" by establishing an 
antimill society. Through the operation of its own mill, this 
society provided the flour and some other common articles of 
consumption for about 1,400 people. The flour mill continued 
operations for more than one hundred years. Similar supply 
societies were established at Devonport and Sheerness. After 
the turn of the century, the tide of migration from the country 
into the industrial centers swelled, and the handicraft industries 
began to wane. Living in the new environment presented many 
serious problems. 

In 1812 an association at Lennoxtown, Scotland, introduced the 
novel feature of dividing its yearly surplus among its patrons 
according to the amounts of their purchases. This scheme of 
apportioning net earnings has become basic to cooperative organi
zation throughout the world. Fourteen years later this asso
ciation incorporated under the name Friendly Society. This 
legal step to limit personal liability suggests modem business 
organization and identifies the association with the larger and 
more general organization movement of the time. 

A number of families in London carried out their idea of a self
employing cooperative community by founding, in 1821, the 
Cooperative and Economical Society, the purpose of which was 
to unite the community in the operation of a store for the pur
chase and distribution of supplies at cost and in the provision 
of facilities for gaining a livelihood and for the education and 
recreation of its members. Its failure is another instance of 
ambition winding its steed. 

THE BRIGHTON EXPERIMENT 

Probably one of the most notable instances of early coopera.
tion was the experiment of the working class at Brighton, Eng
land, in 1828. Holyoake gives the following description of its 
organization, "Its funds were raised by penny SUbscriptions. 
It had 170 members, who ultimately accumulated £5 with which 
they commenced their store, and their first week's sales amounted 
to half-&-Crown." The Brighton Cooperative Society acquired 
a few acres of land on which its members kept gardens and grew 
some products to be /loid through their store. 
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Dr. King, editor of The Cooperator, wrote to Lord Brougham 
giving an account of the new organization in his community 
and asked counsel in framing laws which would aid and protect 
similar enterprises in other parts of England, because he believed 
in their principles and objectives. According to his judgment 
the workers could better their positions by withdrawing labor 
from the market and employing themselves in their own busi
nesses. It is implied that the better wages resulting from decreas
ing the number of competing workers would improve the morale 
of the workers and increase their purchasing power. More 
income would create a new series of wants which would operate 
against pauperism and crime. Contemporary with the organiza
tion of the Brighton society other groups formed similar societies 
at Worthing, Darlington, and Findon. 

THE ROCHDALE PIONEERS 

The star of fame does not shine less brightly on the poor weavers 
of Rochdale because they were preceded by others, even in their 
own community, in the enterprise of purchasing cooperatively 
some simple household necessities. In 1830 fifty-two workmen, 
with a capital of £108 and a library of thirty-two volumes, formed 
a Friendly Society and engaged in the manufacture of flannel, 
employing the workers of ten members' families.ll 

Charles Howarth, who became the leader of the famous twenty
eight pioneers, tried to establish a cooperative store in 1833, but 
failed in the attempt. "It had died from the blight of the 
weaver's poverty." During the years 1843-1844 when unem
ployment was common and low wages general, some workmen 
were in the habit of meeting at "The Weavers Arms" and "The 
Socialists' Institute" to escape the despair of their homes and to 
banish cares in the companionship of fellow workers. Mr. 
Howarth's observations at these very informal social gatherings 
prompted him to suggest another attempt at economic emancipa
tion. According to his plan each weaver was to save twopence a 
week which otherwise would be ill spent; by pooling these 
resources a capital fund large enough to ,begin a cooperative 
provision store could be created. After nearly a year's effort 
twenty-eight persons succeeded in saving £28, and on the evening 

tl HOLYOAU, GEORGE J., "The History of Cooperation," rev. ed., p. 
285, E. P. Dutton &; Comoany. Inc., New York, 1906. 
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of December 21, 1844, they opened a store on Toad Lane in 
Rochdale. The twenty-eight undauntable pioneers were:12 

Name Occupation Affiliation 

James Smithies Woolsorter and book- Socialist 
keeper 

Charles Howarth Warper Socialist 
William Cooper Weaver Socialist 
David Brooks Block printer Chartist 
John Collier Engineer Socialist 
Samuel Ashworth Weaver Chartist 
Miles Ashworth Weaver Chartist 
William MalIslien Weaver Chartist 
George Healey Hatter 
James Daly 
James Tweedale Clogger Socialist 
Samuel Tweedale Weaver 
John Kershaw Warehouseman Chartist 
James Maden Weaver 
John Screwcroft Hawker 
John Hill 
John Holt· 
James Standring Weaver Socialist 
James Manock Weaver Chartist 
Joseph Smith W oolsc.rter Socialist 
William Taylor 
Robert Taylor 
Benjamin Rudman Weaver Chartist 
James Wilkinson Shoemaker 
John Garside Cabinetmaker 
John Bent Tailor Socialist 
Ann Tweedale Socialist 
James Banford 

With their small amount of working capital, they could offer 
only limited supplies of butter, flour, oatmeal, and sugar. At 
first the store was open to the public only on Monday evenings, 
Crom seven to nine, and on Saturday evenings, from six to eleven, 
but after 4 months the store operated Saturday afternoons and 
every evening, except Tuesday. It took boundless courage, 
faith, and determination to sustain the Equitable Pioneers 

It HOLYOADI, GEORGE J., "The History of the Rochdale Pioneers," pp. 
83-87, Swan Sonnenschein &; Company, London, Charles Scribner's Sons, 
New York, 1893. 
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through the first faltering years when the specters of poverty, 
indifference, and opposition mantled every move. The reward 
for their perseverance was great. The brilliance of their attain
ments can scarcely be measured by the summary figures of their 
yearly business transactions, but since pecuniary gains are per
haps the most commonly understood proof of success, such 
data are shown in Table I. 

TABLII I.-GROWTH OF THE COOPERATIVE WHOLESALII SOCIETY 01' 

ENGLAND, 1865-1935* 

No. of 
members 

Sales Net surplus Year belonging Total capital Net sales 
as share- expenses from sales 

holderst 

1865 24,005 £ 7,182 £ 120,754 £ 906 £ 1,850 
1870 79,245 40,658 507,217 4,644 4,248 
1875 198,608 263,282 1,964,829 28,436 20,684 
1880 361,523 565,854 3,339,681 47,153 42,090 
1885 507,772 841,175 4,793,151 74,305 77,630 
1890 721,316 1,474,466 7,429,073 126,879 126,979 
1895* 930,985 2,093,578 10,141,917 199,512 192,766 
1900 1,249,091 3,187,945 16,043,889 314,410 289,141 
1905 1,635,527 4,398,933 20,785,469 396,767 304,568 
1910 1,991,576 6,655,039 26,567,833 544,584 462,469 
1915 2,535,972 11,075,199 43,101,747 715,365 1.086,962 
1920 3,341,411 27,844,322 105,439,628 2,138,333 64,210i 
1925 3,778,659 45,369,050 76,585,764 1,658,465 1,053,504 
1930 4,884,090 66,517,146 85,313,018 1,925,262 1,344,218 
1931 5,138,124 72,366,833 81,498,234 1,929,137 1,692,157 
1932* 5,352,310 76,467,379 82,769,119 1,941,415 1,729,223 
1933 5,488,364 84,060,875 82,120,864 1,976,166 1,473,838 
1934 5,983,810 93,660,021 90,177,672 2,098,090 2,052,498 
1935 6,155,964 104,098,072 98,283,975 2,102,208 2,095,481 

* Data furnished by Soottish Cooperative Wholesale Society. Ltd. 
t Approzimate number of oonsumere is four times the number of members or nearly lIli 

million in 1935. 
~ Period of 63 weeks. 
I Deficit. 

Not even the most optimistic of the men who called themselves 
the Equitable Pioneers dared dream of an industrial and mer
cantile empire so expansive as the one arising from the humble 
little cooperative store on Toad Lane. Strict adherence to sound 
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business principles is the usual explanation for the success of the 
weavers' enterprise, but devotion to principles does not fully 
explain the phenomenal growth of the Cooperative Wholesale 
Society. 

It has been said that Englishmen possess a passion for federa
tion. They perceived the advantages to be derived from inte
grating the local societies into large central associations with 
specialized functions. A decade after the act of 1852 which 
legalized the patronage dividend, another act was passed which 
permitted local organizations to federate into central exchanges. 
This enabling legislation made possible. the formation of the 
English Cooperative Wholesale Society, Ltd. (1862), The Scottish 
Cooperative Wholesale Society, Ltd. (1868), Cooperative Insur
ance Society, Ltd., The Cooperative Union, Ltd. (1873), and a 
number of other satellite organizations in the cooperative system. 

The Cooperative Wholesale Societies of England and Scotland 
have today a combined membership of 1,200 affiliated societies, 
with over 7 million members in England, Wales, Ireland, and 
Scotland. The two "wholesales," as the British call them, 
employ 192,000 workers in their retail stores and 78,000 workers 
in their own manufacturing plants and service departments, 
making a total of 270,000 men and women in all divisions of their 
organizations. 

The Cooperative Wholesale Societies manufacture clothing, 
hosiery, leather, boots and shoes, tweed, linen cloth, blankets, 
bread, butter, flour and meal, sugar, preserves, confections, mar
garine, biscuits, bacon, lard, pickles and sauces, coffee essence, 
tobacco products, paper, soap, linoleum, furniture, tinware, 
brushes, paper bags, cardboard boxes, jute, chemical, sun~ 
dries, floor cloth, and a number of other items. Some of the 
services provided for its members are: funeral undertaking, 
laundry, dyeing and cleaning, distribution of fluid milk, legal 
services, transportation on land and, sea, building, and financing. 

The English Cooperative Wholesale Society has acquired 2500 
acres of farm land at Shrewsbury and Hereford on which fruits 
and vegetables are grown, and in connection with these estates 
the society has provided a country home for members who are in 
ill-health. The Scottish and English Societies own jointly about 
3,000 acres of tea plantations in Ceylon. Joint purchasint 
agencies are maintained in any part of the world where the 
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volume of business is large, and warehouses and depots are main
tained for storing supplies. 

The Scottish Cooperative Wholesale Society established a 
grain buying organization at Winnipeg, Canada, in 1906. The 
following year the society adopted the policy of building country 
elevators and purchasing wheat directly from farmers. From 
time to time units were added to their line until, in 1924, nineteen 
country elevators had been acquired in the provinces of Manitoba 
and Saskatchewan. About this time the extensive activities of 
the Canadian Wheat Pool made it prudent to curtail activities 
and reduce the investment in properties at loading points, and 
to sell several elevators to the Pool. More recently the society 
has again been active in the construction of elevators; it added 
two new units in 1935, another in 1936, and plans for expansion 
continue. Since 1906 the Winnipeg branch of the Scottish 
Wholesale Society has consigned approximately 50 million bushels 
of wheat to its mills in Scotland, the quantity in 1935 being nearly 
5 million bushels. At one time the society even attempted wheat 
growing and in 1916 acquired 10,000 acres of land in the Saska
toon district, but due mainly to a succession of poor crops, this 
venture did not prove successful. In 1926 the land was divided 
into sections of 360 acres and sold to individual enterprisers, 

THE RENAISSANCE OF COOPERATION 

The simultaneous revival of cooperation in so many European 
countries during the last half of the eighteenth and the first part 
of the nineteenth centuries brings into sharper relief this awaken
ing period of material welfare. The movement was a peaceful 
one in its conquest and less spectacular from the historian's 
point of view than wars and the affairs of royal families, but by 
reason of its force, universality, and possible duration, it merits a 
place of equal rank with such supreme events as the spiritual 
uprisings of the crusades and the rebirth of letters and arts in the 
preceding periods of European history. The spontaneity of the 
self-help movement and its multifarious applications cast doubt 
upon the claims of various countries to priority in the perception 
of cooperative ideals and the discovery of principles. 

The people in some regions, through specialization, have 
evolved superior cooperative procedures for some branches of 
economic activity, and their organizations have served as models 
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for other 'communities engaged in the same forms of collective 
effort. 

In Germany. It is claimed that cooperative agricultural loan 
associations existed in the province of Hanover in medieval times, 
but in the absence of records, one must accept such claims largely 
on the basis of faith. The history of the landschaft as an old 
institution of Prussian origin provides us with details of its organ
ization and its influence upon the agrarian classes. Under a 
decree of Frederick William I in 1729, an attempt was made to 
form a mutual association of landowners in Saxony. This plan 
failed. Thirty-eight years later (1767) a Berlin merchant named 
Buring proposed a plan for financing agricultural landowners by 
forming a district organization, an association which would do 
away with the necessity of borrowing and loaning money among 
themselves with all the consequent evils and abuses. Under this 
plan all rural loans were consolidated into one organization, 
which would issue low rate interest bonds to be offered in the 
open money market by the bearer, who in most cases would be 
the borrower. The investors were to be safeguarded by a con
servative method of evaluating properties on which loans were 
made, by a plan of amortizing the loan at a rate of 0.5 to 1 per 
cent per year, and by the accumulation of reserves in the district 
landschaft. Frederick the Great put Buring's plan into operation 
in 1770 by creating the Silesian Mortgage Credit Association. 
Mter a trial period of seven years, the popularity of the first 
landschaJt resulted in the creation of the Kur and Neumarkische 
loan institutes in 1777, the Pomeranian Mortgage Credit Associa
tion in 1787, one in West Prussia in 1787, and another in East 
Prussia in 1788. Although these five landschaften organizations 
varied in the methods of conducting their business, they were 
essentially alike in principle and served as models for most coop
erative landowners' credit associations in central Europe. 

Personal credit was established on a nationwide cooperative 
basis in the rural regions by Raifleisen, and in the villages and 
urban centers by Schulze-Delitzsch. Associations of the type 
advocated by these men (Genossemchaften) were originally formed 
at approximately the same time that Robert Owen and Dr. King 
were heralding the advantages of cooperative enterprise in Eng
land. To aid landowners in their capital requirements, the 
credit union of Wiirttemberg was formed, in 1828, on a nonprofit 
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basis. The Land Bank of Wiesbaden, established in 1843, prob
ably marked the beginning of organized banking for small farmers 
and landowners to aid them in breaking the last bonds of old 
servitudes encumbering the possessions of peasants from feudal 
times. How similar this story is to that of the Rochdale pioneers 
who associated to escape the exploitation of capitalist manu
facturers and shopkeepers! 

From this date, 1843, to the financial crises of 1873 following 
the Franco-German war, the boom spirit carried everyone beyond 
the safe limits of sound business principles. The cooperative 
credit unions which were organized on an unlimited liability 
basis fell with double weight upon their members when the 
financial structure of the country crumbled. For more than 
twenty years, cooperation practically ceased in the communities 
where it had thrived most prodigiously. Interest in cooperative 
enterprises was not revived until 1889, when the German imperial 
law concerning industrial and provident cooperative societies 
was passed providing that associations might be formed with 
limited liability and that periodic government visitations be 
made to determine their competency. From 1889 to 1895 a 
great number of associations were formed and consolidated into 
provincial federations. 

In Switzerland. The Helvetians, a pastoral people, mentioned 
as the first inhabitants of that mountainous region now called 
Switzerland, found collective effort highly advantageous to dairy
ing in that environment. There are still in existence 223 Alpine 
cooperative societies that trace their origin to ancient and medi
eval times. Modem cooperative associations, however, were in 
general formed during the nineteenth century. The earliest 
ones purchased supplies for members; 600 societies of this type 
operate in Switzerland today. The Reverend Father Traber 
introduced. the Raiffeisen system in Switzerland shortly after 
its introduction in Germany. The nature of the development of 
cooperation in Switzerland again shows the plasticity of the 
movement. The environment, natural resources, and the charac
ter of a people determine the manner in which collective effort 
~develop. 

In Italy and France. That portion of the Alps and Jura moun
tain ranges extending into Italy and France makes claims to 
antiquity in the organization of productive societies similar to 
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those of Switzerland. Since the thirteenth or fourteenth cen
turies, Northern Italy reputedly has had cooperative dairy 
associations in the district of Friuli. The old cheesemakers' 
societies of France, known as the jruitieres, date back to an even 
earlier period in history. These societies were formed to make 
cheeses of the Gruyere, Emmenthal, and Fromage Bleu types. 
Such cheeses were made into 50- to 160-pound sizes to induce 
proper bacterial growth for flavor, eye formation, and good 
keeping qualities. The large quantity of milk required for the 
making of the cheese necessitated assembling it from eight to 
twenty-five farms, a total of 100 to 250 gallons for each making. 

In France, as in England, the weavers pioneered in the field 
of cooperation. The silk weavers of Lyons founded the Com
merce Veridique in 1835. While this society lasted only three 
years, it adopted the principle of distributing one-fourth of the 
profits in proportion to purchases. The first mutual associations 
of nineteenth century design were those of industrial workers. 
The agricultural productive societies that were formed about the 
middle of the century owe much to the workers' associations for 
blazing a trail through a wilderness of economic reforms of 
which there were always an abundance in France. During the 
thirties and forties, many social reformers were pressing the 
cause of cooperative associations for production. Whenever 
associations were formed during this period, however, their 
existence was made precarious by an absence of legal sanction 
and the opposition of the established business organizations. 

After the revolution of 1848, the national assembly appro
priated 3 million francs for promoting the organization of coop
erative producers' associations. Some members of the assembly 
were out of sympathy with the movement, but they willingly 
voted for the appropriation with the conviction that a demonstra
tion on a large scale would prove the impracticability of coopera
tion in the field of industrial production and thus discredit the 
blatant reformers. The application of cooperative methods in 
credit, purchasing, insurance, and sale was not general in either 
France or Italy until the latter part of the nineteenth century. 

In Russia. With the exception of the ancient patriarchal 
Russian artels, cooperation was late in its development in this 
land of peasantry. The old artels, which resembled the trade 
guilds of Western Europe in many respects, provided a back-
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ground for their successors, the cooperative labor societies. The 
first agricultural cooperative loan and savings association was 
formed in 1866 at Dorovatovo. All the agricultural cooperative 
credit societies formed from 1866 to 1895 were hampered by an 
unsympathetic government and a benighted membership. 

In Denmark. The seeds of cooperation fell on fertile soil when 
they were sown on the Scandinavian peninsulas, and in no place 
did they come to greater fruition than in Denmark. 

The fading out of feudalism was anticipated by a Danish 
national policy of creating an agrarian commonwealth of inde
pendent, proprietary farmers. Accordingly, to aid the peasants 
in owning the land, the government established a credit institu
tion in 1786. This institution was similar to those created in 
Germany during the same period, but it was lost to agriculture 
in 1816 by the financial and commercial crises of 1807-1820, 
induced by continental wars and an intense period of nationalism. 
In the first decade of the nineteenth century, the idea of self-help 
began to dawn in the minds of the peasants, and its introduction 
on the Holsteinborg Estate was ostensibly in the form of a savings 
society. 

In 1852 the social-economist Frederik Dreier advocated to 
residents of Copenhagen a working-class benefit association for 
the purpose of buying fuel at cost. Between 250 and 300 resi
dents pooled their orders and bought their supplies from the 
established fuel dealers on favorable terms. In 1853 this asso
ciation was reformed and placed under the management of 
Gerhard Plang. An experiment was made in the collective 
purchasing of bread, butter, coffee, sugar, oil, and other household 
necessities, but it was short lived even though the store was 
patronized by a large number of workers. 

The next real effort came in 1866 when the Reverend Hans 
Christen Sonne encouraged the workingmen at Thisted, in Jut
land, to form a cooperative store patterned after the Rochdale 
stores of England. The Thisted association is still in existence 
88 an active business institution. It was not until after 1880 
that the tidal wave of cooperation broke over Denmark. Driven 
by necessity to readjust agricultural production, to improve the 
fertility of the soil, to seek new trade outlets, and to compete 
with the Americans in the European markets, the peasants 
turned to cooperative production and sales associations 88 a 

• 



44 EVOLUTION OF COOPERATIVE BUYING AND SELLING 

means of· winning and holding their place of commercial impor
tance .. The first cooperative creamery to become a model for 
other similar enterprises began operations in 1882 and the first 
bacon factory in 1887. The success of the production associa
tions gave impetus to the consumer cooperative movement. 
Thus it was that Denmark attained its position of preeminence 
among cooperative commonwealths. 

COOPERATION A DYNAMIC MOVEMENT 

When the established order of a state or society outwears its 
usefulness, new institutions arise out of the chaos, and, in the 
absence of a constituted authority, they are most likely to assume 
some of the characteristics of the self-help movement. In a 
democratic state the movement receives a new impetus whenever 
the electorate is aroused to further activity and will exercise its 
choices through the ballot. The world has witnessed momentous 
changes in the rise of the trade guilds in Teutonic and Celtic 
Europe after the evacuation of the Romans, in the organi
zation of the numberless social guilds during the reformation, 
the clandestine formation of friendly societies following the 
suppression and sequestration by the English crown, the emer
gence of cooperative credit and insurance at the disintegration of 
feudalism, and, finally, cooperative production and distribution 
on a large scale following hard on the heels of the industrial 
revolution. The cyclical progress of the cooperative movement 
can be attributed to its internal successes and to the establish
ment of democratic ideals in state government. 

An historical study of the self-help movement in several other 
European countries would correspond in many respects to the 
developments in those countries reviewed. Cooperative enter
prises have been introduced into some eastern nations so recently 
that they may properly be considered the offspring of the present 
era. 

Questions 

1. Describe eome of the institutions that were organized on a cooperative 
basis among the Oriental peoples, the Greeks, the Romans. 

2. Trace the development of associated effort in the guilds of Medieval 
Europe. 

8. What effect did the enclosure movement have upon the economic 
institutions in England? 

• 
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4. Did the explorations in the fifteenth and sixteenth centuries C&\lI8 

changes in the economic institutions of Europe? Explain. 
&. Why were secret societies organized following the sequestration acts 

of Henry VIII? 
8. Give reasons for the rise of the Friendly Societies. The Penny 

Capitalists. 
7. Did the Equitable Pioneere of Rochdale establish the first successful 

bueiness cooperative in England? 
8. Briefly outline the achievements of the consumere wholesale move

ment in Great Britain. 
9. What effect did the industrial revolution have upon the cooperative 

movement in Europe? 
10. What type of cooperative organization took precedence in continental 

Europe? Why? 
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,Development oj Cooperative Marketing in the United States 

The general Jarm organizations BUCh as the Grange, Farmers 
Union, Farm Bureau Federation, and the Equity have started many 
marketing associations and have nurtured many an association 
through its trying initial period. Low Jarm prices, wide marketing 
margins, and excessive Jreight rates were among the most direct 
reasons for starting associations in many parts oj the country. 

AUhough some associations were started shortly aJter 1800, no 
significant growth oj local associations took place until the last 
quarter oj the past century. From 1895 to 1920 a gradual expan
sion in numbers oj associations, membership, and volume oj busi
ness took place. This period was Jollowed by a decade oj rapid 
expansion when large-scale sales associations appeared, enabling 
acts were passed, propagandists were active, and Jederal and 
state divisions oj cooperative marketing were organized. More than 
50 per cent oj all associations whose date oj organization is recorded 
were started during the years 1914-1923. 

More than two-thirds oj all cooperative associations are located 
in the 12 north central states. Another region oj extensive develop
ment is the Pacific Coast states where some oj America's largest, 
oldest, and best known cooperatives are to be Jound. Large cotton, 
rice, Jorage crop, and citrus cooperatives are Jound in the south, and 
in the eastern part oj the United States huge fluid milk marketing 
associations and well-known vegetable distributing organiz~tions 
are operating. Cooperative auctions Jor the sale oj eggs have become 
well establi..shed in recent years in eastern markets. 

In 1935-1936, 10,500 Jarmers' selling and buying associations, 
having 3,660,000 members and transacting business valued at 
$1,840,000,000, were listed with the Cooperative Division oj the 
Farm Credit Administration. Eighty-six per cent oj the business 
was conducted by sales associations-14 per cent by purchasing 
companies. 

... • 



CHAPTER III 

DEVELOPMENT OF COOPERATIVE MARKETING 
IN THE UNITED STATES 

Agriculture in the United States is carried on chiefly by small 
unit enterprises. As & result, farmers have found it advanta.
geous to work with one another in accomplishing certain produc
tion and marketing tasks. Such informal workers' cooperative 
associations, as spraying, silo filling, and threshing rings, and 
cornhusking and barn-raising bees are examples of cooperative 
efforts in production. Probably in no industry is there such an 
expression of joint effort in solving the problems of production 
as in agriculture. ' Certainly its counterpart is not to be found 
in industry where successful methods of manufacture, cost reduc
tion, and sales technique are zealously guarded from competitors. 

It has been less easy, however, for farmers to cooperate in 
an effort to solve marketing problems that confront them. 
During the middle of the nineteenth century, when agriculture 
expanded extensively in the United States, cooperative marketing 
was also attempted. The early development of cooperative 
marketing among the agricultural and horticultural producers in 
the United States will be briefly recounted. 

GENERAL REASONS FOR COOPERATIVE ORGANIZATION 

Five important developments appear to have directly influ
enced the associated efforts of farmers during the last half of 
the nineteenth century. These are: 

1. Extensive expansion of agriculture west of the Alleghenies 
2. Production of surplus agricultural commodities 
3. Low prices of farm products 

I For a good account of the kinds of cooperative marketing and purchasing 
associations in the United States, see Ward W. Fetrow; Cooperative Market
ing of Agricultural Products, Farm Credit Administration, Cooperative 
Division, Bul. 3, 1936, and J. G. Knapp, and J. H. Lister, Cooperative 
Purchasing of Farm Supplies, Farm Credit Administration, Cooperative Divi
lion. Bul. I, 1935. 

47 
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4. Re!!entment against high freight rates and wide marketing 
margins 

5. Organizing activities of general farm organizations 
Following the development of agriculture east of the Alle

ghenies the adventuresome farmers crossed the mountains and 
much to their delight came into the fertile and productive valley 
of the Ohio. Before long pioneers settled on the fertile lands west 
of the Mississippi. Obstacles in production and difficulties 
experienced in marketing grain and livestock are common 
knowledge to students of economic history. The invention of 
the breaking plow and the self-binder, the enactment of the 
Homestead Law, the severance of home ties following the Civil 
War, the granting of land to the soldiers of the Civil War, and 
the increased immigration following famines in Europe, all added 
to the rapid settlement of the West. An extensive production 
of surplus agricultural commodities followed so that although 
the farmers were living in a state of plenty, yet on an exchange 
basis they fared badly. 
. The tremendous surplus naturally caused prices of farm 
products to be exceedingly low. From 1864 until 1897, with the 
exception of two years, 1880 and 1892, the general price level of 
agricultural products was downward. This brought in its wake 
difficult times and hardships. During these periods of low prices, 
farmers found important reason for organizing to improve their 
unhappy circumstances. 

Resentment and opposition were registered not only against 
low market prices, but also against high freight charges and 
wide marketing margins on commodities bought. Marketing 
margins failed to narrow with the decline of commodity prices; 
antagonism to the so-called "trust movement" in the country 
increased; the. dominance of commission men and organized 
exchanges in the central commodity markets was looked upon 
with a great many misgivings; and the exorbitant rates of money
lenders simply added to the difficulties that were already being 
experienced. Transportation charges were reduced somewhat 
with the development of the Erie and Ohio canals, though the 
charges were still considered excessive when compared with prices 
received for grain and livestock products. It was because of 
these adverse economic conditions that the farmers, under the 
able leadership of Oliver Hudson Kelley, organized the Order 
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of the Patrons of Husbandry, commonly called "The Grange." 
The influence of this and other organizations upon the associated 
efforts of farmers constitutes the impetus for the development of 
cooperative marketing in this country. 2 

GENERAL FARM ORGANIZATIONS AND THE GROWTH OF 
COOPERATIVE MARKETING 

The first organization to definitely stimulate collective pur
chasing of farm supplies and selling of farm products was the 
Grange. The Grange was organized in 1867, and during the 
period from 1870 to 1876, it exercised the greatest influence upon 
associated activities in American agriculture. Among numerous 
contributions to American agriculture made by the Grange, two 
stand out prominently: (1) its effectiveness in narrowing retail 
margins in stores that were supplying farm products, and (2) its 
legislation affecting the railroads of this country. The general 
antagonism of the Grangers toward the high marketing charges 
exacted on commodities purchased caused the development of 
mail-order houses and local cooperative stores, and these, in turn, 
forced many local retailers to adopt more efficient methods in the 
operation of their individual stores. Certainly this had a salutary 
effect upon the merchandising practices of the day. 

The hostility toward high freight rates led the Grangers to 
press the passage of so-called "Granger legislation" in several 
states of the Union. The passage of the Potter ActS in Wisconsin 
typified the extreme nature of their demands. Such legislation 
was responsible for the creation of the Interstate Commerce 
Commission in 1887. The Grange was engaged in practically 
every type of marketing activity and, in no small measure, in 
the manufacture of farm and home machinery and utensils. 
State purchasing agencies were set up to handle farm com
modities; stores were established in many communities; and 
cooperative selling of many types of farm products became the 

• For an excellent short description and philosophical treatment of the 
general farm organization movement see B. H. Hibbard, .. Marketing 
Agricultural Products," Part II, pp. 183-269, D. Appleton-Century Com
pany, Inc., New York, 1921. 

• P&88ed in 1874. The act classified the railroads of the state, fixed 
passenger rates for the different cl&88es of roads, classified freight and fixed 
taritJe for the same, created a three-man railroad commission, and vested the 
commission with sweeping powers. 
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common activities of the organization. In the activities of this 
organization, we find the roots of much of the development of 
the cooperative marketing movement of this country. 

Another organization which left its imprint upon the marketing 
activities of the day was the Farmers' Alliance, which had a 
forerunner in Kansas in 1872 and was organized in Texas around 
1875. Although short lived, this organization during 10 years 
of its most active existence placed a great deal of emphasis upon 
cooperative activities. Through its influence were organized the 
Florida Fruit Exchange in 1885, and the Texas Farmers' Alliance 
Exchange in 1887 which at first handled cotton, grain, and farm 
implements but later general household supplies. In numerous 
communities of the Southwest attempts were made to improve 
the marketing of wool, cotton, and grain. Perhaps the first 
attempt to sell cotton on a quality basis can be accredited to the 
Alliance. State sales agents were hired to sell cotton for local 
alliances.· 

The next influence in the development of the cooperative 
movement was the Farmers' Educational and Cooperative 
,Union, which was organized in Texas in 1902. This organization 
always has emphasized the economic activities of its members. 
As in those that preceded it, major emphasis was not placed on 
improving the production of farm products, but rather on obtain
ing better prices and improving marketing services for grain, 
cotton, livestock, and other products. It also considered the 
social and educational problems of its members, and these, as 
history has shown, are second only to economic considerations. 
The Farmers' Union became widespread throughout the United 
States, particularly in the extensive area, south, and west of the 
Mississippi River. During its life, it has continually stressed 
the organization of local associatioIlfJ, and in later years, the 
organization of federated and centralized regional associations. 
Many livestock shipping associations and cotton marketing asso
ciations owe their existence to the activities of this general farm 
organization. In order to influence prices, in 1904 the Texas 
Union urged its members to withhold their cotton from the 
market until a minimum of 10 cents per pound was obtained, and 
in 1907 and 1908 an acreage reduction program was vigorously 
advocated. The Union established the first cooperative live
stock commission firm in 1917. 
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The American Society of Equity (1902) was primarily instru
mental in developing cooperative marketing organizations in the 
north central part of the United States. It became influential in 
organizing many livestock shipping associations in the state of 
WlSCOnsin. Cooperative elevators, cooperative stores, and also 
cooperative terminal elevators have been organized by the 
Equity. Cooperative packing plants were advocated and started 
in several communities in Wisconsin, Minnesota, and the Dakotas 
during the years 1914-1917. 

The American Farm Bureau Federation placed the major part 
of its interests upon the development of farmers' cooperative 
marketing associations. Appearing at a time when many local 
cooperative associations were in existence, the organization 
concentrated its activities on the federation of locals. Its opera
tions during the period 192~1925 constitute an interesting period 
in the development of the federated type of association in this 
country. Grain, livestock, and wool are a few of the commodities 
which received greatest consideration by this organization. 

Other farm organizations have also contributed to the develop
ment of cooperative marketing: The Non-Partisar. League of 
North Dakota, primarily a political organization, nevertheless, 
was instrumental in getting farmers to work collectively in the 
solution of their problems; The Agricultural Wheel and the 
Brothers of Freedom and other organizations of less historical 
importance have been influential in this general movement. 

mSTORY OF SPECIFIC COMMODITY ORGANIZATIONS 

Dairy. Just when the first cooperative dairy-marketing 
organization was established in this country is surely a matter of 
conjecture. Associations that might be called cooperative were 
started shortly after the turn of the nineteenth century. Although 
these companies may not properly qualify as cooperatives, judged 
by present-day tests, nevertheless the spirit and practical opera
tion of the companies made them distinctly cooperative in 
character. It is reported that a creamery was built at Goshen, 
Conn., in 1810. In 1841 Wisconsin farmers around Rock Lake, 
Jefferson County, made their cheese collectively at the home of 
Mr. Pickett, and in 1851 the so-called "American system" of 
associated manufacture of cheese was evolved at Rome, New 
York. In 1856 a butter factory was established at Campbell 
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Hall, Orange County, N. Y. The early cheese rings in Massachu
setts, dating back to 1835, were cooperative and quite typical 
of the cheese rings of the Jura Mountains of Europe, where the 
Swiss and French peasants made their well-known cheeses col
lectively. For many years the local cooperative cheese factories 
and creameries were the only types of organization in the dairy 
industry, but in 1913 representatives .of cheese factories in 
Sheboygan Co., Wisconsin, organized the first federation of cheese 
factories. The organization of county creamery associations 
(1917-1920) in northwestern Wisconsin and in Minnesota, later 
federated into an interstate unit (1921), preceded the Land 
O'Lakes Creameries, Inc., which was formed in' 1924. On 
the Pacific Coast are some of America's largest cooperative 
creameries, and since 1911, a federated sales association has 
been in operation there. Today five large federated sales 
associations sell about one-fifth of the creamery butter of the 
United States. The physical characteristics of milk and the 
small production on the individual farms encouraged collective 
action of many farmers. It took more milk than one farmer 
produced to make Swiss cheese of the wheel or drum style. To 
obtain standardized quality, uniformity of grade, and large 
quantities of dairy products required cooperative action. A 
feature of the cooperative movement among the dairymen 
was the promotional effort that was made by manufacturers of 
creamery equipment to interest the farmers in cooperative 
associations. From 1897 to 1905, following a period of intensive 
promotion, more than 800 creameries and skimming stations 
were forced to close in the West North Central states. Uneco
nomical operations had spelled their doom. 

Among the producers of fluid milk for city consumption 
purposes are three main types of cooperative effort. (1) Coopera
tive retail distribution which started around 1882. This was 
primarily carried on by farmers adjacent to small cities who 
wished to sell their milk directly to consumers. In recent years, 
however, cooperative milk-distributing companies with relatively 
limited memberships are also operating in large cities such as 
Cincinnati, Milwaukee, and Oklahoma City. (2) Cooperative 
wholesale distribution of milk which started about 1899. 
(3) Collective bargaining between farmers and private dis
tributors which began about 1909. The latter are of two types 
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(a) those that merely bargain for a price, check weights and 
tests, and (b) those that in addition to these services also operate 
processing plants where "surplus" milk is converted into butter, 
cheese, evaporated milk, or other manufactured dairy products. 
In more recent years collective bargaining groups were organized 
by patrons of condenseries and in some localities cooperative 
condensing plants and flexible processing plants were constructed. 
Today cooperatives exist for every phase of milk marketing 
(including its related products). 

Livestock. The cooperative marketing of livestock dates 
back to the Colonial period. In the latter part of the eighteenth 
century, around 1785, a number of agricultural societies were 
formed for the purpose of improving agriculture in the colonies. 
The membership was composed of the gentlemen farmers and 
s<Hlalled "dirt farmers" of the day. The Philadelphia society for 
promoting agriculture, which was organized in 1785, imported 
breeding stock into this country, and in one sense, this may be 
considered the beginning of cooperative buying and selling of 
livestock. As early as 1820, a sporadic venture in cooperative 
selling started in a small way near Granville, Ohio. Beginning 
in 1872, the Grange dealt with cooperative livestock marketing, 
and during the eighties, the Farmers' Alliance in Kansas and 
Nebraska was especially active in selling stock collectively. 
Perhaps one of the best known of the early livestock associations 
was the Goodlettsville Lamb and Wool Club of Goodlettsville, 
Tenn., which started the practice of selling lambs and wool on a· 
cooperative basis as early as 1877. 

The farmers' livestock shipping association at Superior, Neb., 
which started in 1883, is commonly considered the first associa
tion of the more strictly cooperative type. The next association 
began operations in Iowa in 1904, and for the next few years up 
to 1910, a number of associations were started in the livestock 
producing sections of this country. Much of this early move
ment in the north central states was under the leadership of the 
American Society of Equity. About 1917, and continuing for 
the next eight years, the organization of local livestock shipping 
associations underwent a very rapid .expansion, so that by 1925 
between 3,000 and 4,000 livestock shipping associations were in 
operation. In 1889 the first cooperative livestock commission 
firms were organized on four public markets, but these, as well 
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as the one which was begun in 1906, were short lived due to the 
severe opposition by established private commission firms and 
the livestock exchanges. Following the successful operation 
of a firm on the Omaha market in 1917, other associations were 
organized on everyone of the leading terminal livestock markets 
of the country. Under the leadership of the Federal Farm Board 
in 1930, the majority of the cooperative commission firms were 
brought together under the National Livestock Marketing 
Association. The Farmers Educational and Cooperative Union 
and the American Farm Bureau Federation were responsible 
for the organization of about two dozen cooperative commission 
firms which are still operating on a large scale. Largely since 
1930, cooperative truck shipping associations have made their 
appearances in local communities. 

In reviewing the history of cooperative livestock marketing 
one is impressed with: (1) the sporadic character of organization. 
Many associations were short lived and showed a lack of con
tinuity of operations. (2) The movement is conspicuous 
by its many failures during the early years of organization. 
(3) A relatively long period elapsed between the early associations 
and the general expansion which took place after 1917. (4) 
The local shipping associations were performing primarily a. 
shipping service with very little expert selling service involved. 
(5) Thousands of local associations were started principally in 
protest to low prices and wide local-dealer margins. (6) The 
cooperative movement received its greatest support among the 
small producers of livestock in the middle west and not until 
the second decade of the twentieth century did the cattlemen and 
sheepmen of the ranches become interested in cooperative 
activity. (7) Not until after 1917 did the cooperative com
mission firms appear on all of the leading terminal markets. 
(8) After 1930 the number of local rail-shipping associations 
decreased about 80 per cent from the peak period in 1925 as a 
result of consolidations, the expansion of truck shipping, estab
lishment of interior packing plants and concentration yards. 
(9) Cooperative truck-shipping associations are operating in 
proximity to the large terminal markets. 

Grain. A cooperative movement that is filled with many 
thrilling experiences is that of the grain producers. General 
dissatisfaction with price policies of independent and line eleva.. 
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tors, objections to the grading and docking practices, and general 
criticism of excessive railway freight charges impelled the farmers 
throughout the grain producing regions to organize their own 
cooperative elevators. The first cooperative elevator was 
established in a region which no longer produces grain in sizable 
quantities. That was at Madison, Wisconsin, in 1857. Here 
the farmers organized an association as a protest to the excessive 
freight rates which were being charged for the transportation 
of grain from Madison to Milwaukee. In Iowa an elevator 
was built in 1867, and around 1872, the Grange took an active 
part in organizing elevators in Iowa, Minnesota, and the general 
Northwest. 

As one looks into the history of cooperative marketing by the 
grain producers, certain types of organization stand out promi
nently.' The fir8t is the local cooperative elevator. The first 
elevators operated only a relatively short time, and with the 
downfall of the Grange beginning in 1876, many local elevators 
ceased their operations. For the past several decades, however, 
several thousand farmer-owned cooperative elevators have 
been in existence. The 8econd is the cooperative line elevators 
which were started as early as 1903 to meet the competition 
of the independent line elevators in certain counties of Kansas 
and Oklahoma. Third, the cooperative terminal sales agencies 
which were essentially commission firms handling grain for local 
elevators on a commission basis in the terminal markets. The 
first of these was organized in 1911. Fourth, wheat pools which 
were of a regional character, usually involving the area of a single 
state. These pools were fired with the hopeful objective of 
obtaining a monopoly control of wheat and thus exercise a 
dominant influence over price. The first of these was organized 

'FBTROW states, op. cit., p. 45, the following: '!The development of 
cooperative grain marketing in the United States may be divided logically 
into the following periods: 1857-1875, a time of isolated local efforts; 1876-
1885, a period of decline in number of local cooperative elevators; 1886-
1914, years marked by a revival of interest in this form of cooperation and 
an increase in the number of cooperative grain elevators; 1915-1920, the 
period of most active growth of farmers' cooperative elevators, under the 
additional stimulus of a rapidly expanding wheat acreage; 1921-1929, the 
time of most rapid growth in cooperative terminal sales agencies, develop
ment of wheat pools, and efforts toward establishing a national sales agency_ 
Since 1929 a national sales agency has been in operation, and there has beeu 
" revival of interest in the stability of local cooperative elevators." 
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in 1919, and in 1924-1925 when ten pools were in operation the 
peak of this activity was reached. The pool movement ceased 
in 1930. Filth, a national sales agency, which attempted to sell 
the wheat for many state organizations, was begun in 1920 
by the American Farm Bureau Federation. Although a national 
sales agency, as was typified by the United Grain Growers, Inc., 
was shortlived, it became a precedent for another organization, 
national in scope which was incorporated in 1929 as a result of the 
Federal Farm Board's organizing activities. It was called the 
Farmers' National Grain Corporation with headquarters in 
Chicago and is the selling agency for a score of regional grain 
marketing r.ompanies. 

Another characteristic of the grain movement is the interest 
which each one of the general farm organizations had in it. The 
Grange was primarily interested in local elevators; the Farmers' 
Alliance had some connection with the cooperative line elevators; . 
the Equity was responsible for the organization of the cooperative 
terminal sales agency at St. Paul; the Farmers Union started 
many wheat pools; and the American Farm Bureau Federation 
sponsored a national cooperative sales association. 

Fruits and Vegetables. Practically every student of market
ing has heard of the success of cooperative marketing among the 
citrus fruit growers of California. This state is noted for the 
success of the marketing activities not only of its citrus fruit 
producers but of many deciduous fruit and vegetable producers 
as well. However, not only California has been a fertile ground 
for the development of cooperatives in fruit and vegetable market
ing, but other states have many associations to which they can 
point with pride in this field. The Fruit Growers Union, a 
cooperative system which was started in 1867 at Hammonton, 
N. J., is perhaps the first cooperative fruit marketing organization 
in this country. Mter a rather checkered career for 30 years it 
failed. Cranberry growers organized in New Jersey as early as 
1872, in Massachusetts in 1895, and in Wisconsin in 1906-1907. 
The peach growers along Lake Erie organized in 1878, followed 
by their fellow growers in Delaware in 1881. On the west coast 
the first organization among the fruit producers was started in 
1881. Throughout the entire United States one type or another 
of fruit and vegetable marketing associations was organized 
during the period 1875-1900. 
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In a manner similar to that of other cooperative organizers, 
the fruit and vegetable growers began with their local associations 
and later developed federations for centralized selling. The 
organization of regional citrus and deciduous fruit associations 
in California, of apple marketing companies in Oregon and 
Washington, of potato marketing cooperatives in Colorado, 
Virginia, Florida, Kansas, and Maine, of cranberry sales com
panies in WISCOnsin, New Jersey, and Massachusetts, and of 
vegetable marketing associations in various parts of the country 
indicates the diversity of the movement. In some markets, 
eooperative commission firms were established to handle fruit 
on the commission basis for either cooperative or noncooperative 
country shippers. At this time, 1937, some singular successes 
of cooperative marketing are found among the federated fruit 
and vegetable associations. 

A review of the history of the development of cooperative 
marketing among the fruit and vegetable producers reveals 
(1) the large number of associations which were organized 
throughout the entire country and their subsequent suspension 
of operations. Reorganization or new' organizations followed 
one after another. (2) The cooperatives were largely ventures 
in packing, grading, and shipping of fruit, with very little 
emphasis upon cooperative selling in the central markets, until 
the beginning of the twentieth century. (3) This type of 
cooperative organization is perhaps the most widely distributed 
of all cooperatives; practically every state in the Union has some 
kind of fruit and vegetable organization. (4) A relatively small 
number of horticultural and vegetable producers of the United 
States are included in the organizations--exceptions, however, 
are found in certain commercial areas. The total membership 
is not very large, and the total number of associations is not 
very great within anyone state, as may be found, for instance, 
in the dairy sections where thousands of creameries and cheese 
factories are located, or in the grain producing regions where 
thousands of farmers' elevators function. In 1935-1936, 
1,063 fruit and vegetable associations with 166,000 members 
(4.5 per cent of all memberships in United States cooperatives) 
and transacting 212 million dollars worth of business reported 
to the Farm Credit Administration. These may be contrasted 
with 2,270 dairy associations, having 720,000 members (19.7 
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per cent of total memberships) and having a business of 520 
million dollars, or with 3,010 grain marketing associations, having 
610,000 members (16.7 per cent of total memberships) and 
transacting business amounting to 360 million dollars. (5) 
In many localities the organizations were started when bank
ruptcy faced the producers. This was particularly true among 
the citrus. growers in California, where the problem of disposing 
of enormous crops confronted the producers before markets 
were properly developed. (6) Of all agencies handling fruits 
and vegetables the cooperatives have been among the most 
important in establishing definite grades and standards as well 
as uniform packs. (7) A relatively small amount of cooperative 
canning of fruits and vegetables is carried on. Cooperative 
drying of fruits, such as prunes, apricots, and raisins, is however 
being successfully accomplished by nationally known coopera
tives on the West Coast. 

Poultry and Eggs. Perhaps the first effort of poultrymen to 
market their eggs and poultry collectively occurred in 1874 
when a poultry and produce exchange was started in Chicago 
by the Illinois State Grange. Other cooperative egg marketing 
associations were started in California in 1901, in New Jersey 
in 1905, in New York and Minnesota in 1908, and in Wisconsin 
in 1910. 

Two factors respecting poultry production have had a bearing 
upon the type and extensiveness of cooperative organization 
in this industry: (1) the type of poultry production, i.e., 
whether it consists of merely farm flocks that are side lines to 
other farming operations or of commercial flocks of thousands 
of hens; (2) the location of production with respect to the 
markets for eggs and poultry. 

In the Middle West, where most poultry production consists of 
farm flocka of less than 200 hens, the cooperative handling of 
eggs has not been extensive. Here eggs are ordinarily received 
at local cooperative creameries and sold by the creamery directly, 
or through a central butter-marketing cooperative with an egg 
and poultry sales department. Egg circles were also started 
in this region after 1913, but they were not so popular here as in 
Missouri, Mississippi, Arkansas, New Mexico, and Tennessee. 
These egg circles, local in scope, .concentrated chiefly on the 
assembly, grading, and packing of eggs and, as a result of their 
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volume, were able to attract a small premium in price over 
individual sales prices. 

Some of America's finest cooperative associations are found 
among the large commercial egg producers on the Pacific Coast. 
Here as early as 1905 commercial egg producers associated to 
sell their eggs. Today associations of this area not only handle 
eggs and poultry amounting to millions of dollars, but also 
purchase feed and supplies on a huge scale. Modern packing 
plants, feeding stations, and efficient sales organizations have 
been set up to give the poultrymen the highest class of service 
possible. Since a large share of the eggs from this surplus 
producing region is sold in eastern markets, five of the state 
associations organized in 1922 a central sales agency, the Pacific 
Egg Producers Cooperative, Inc., with headquarters in New 
York City. Sales of the latter organization exceeded 10 million 
dollars in 1934. 

In the eastern states where many producers are adjacent to 
the large consuming markets and where many specialized sales 
outlets have been developed, cooperation has not progressed 
very far. Some of the large cooperative farm purchasing 
associations sell eggs as a side line and, since 1930, nearly two 
dozen local cooperative associations selling eggs and some 
poultry on an auction basis have been operating. 

Wool. In the history of cooperative wool marketing the 
Grange again played an important role. As early as 1874 
the Granges in Michigan, Ohio, and Kentucky sold wool from 
their warehouses directly to the mills. It was already mentioned 
that in June 1877 the Goodlettsville Lamb and Wool Club in 
Tenn. pooled the wool and sold it by grade. Another local pool 
which operated for several decades began functioning in 1901 at 
Greencastle, Ind. Others were started in 1905 in Missouri 
and in Indiana. History records that a wool auction was con
ducted by farmers in Utah as early as 1885. Following the 
organization of local associations, regional and state-wide wool 
marketing companies were set up. From 1909 to 1924 the 
National Wool Warehouse and Storage Company, with ware.. 
house and headquarters in Chicago, was the first cooperative 
regional sales association to sell wool for local pools and individual 
consignors. The Ohio Wool Growers Association, which was 
organized in 1918, is a conspicuous example of another large-
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scale selling organization. This association was reorganized in 
1924 and is still operating. In 1921 a large-scale sales association 
was e.stablished on the Pacific Coast. Many of the regional 
wool pools are still in operation, and following the activities 
of the Federal Farm. Board in 1929, the National Wool Marketing 
Corporation was bet up. More than two dozen regional and 
state-wide wool pools are in operation and practically all of 
them sell their wool through the national sales association which 
has headquarters in Boston. 

COttOD. In the early efforts of cooperative marketing of 
cOttOD, the influence of the general farm organizations is again 
found. 6 As early as 1872 the Grange attempted to market 
cotton Gooperatively. The Alabama, Mississippi, and Georgia. 
Granges took an active part as early as 1875. They not only 
baled cotton in leased warehouses but they also financed ship
ments, performed the grading, and transacted sales. Although 
these operations extended only over a short period of time, 
they were again resumed when the Farmers' Alliance took an 
active interest in cotton ginning and marketing in Texas in the 
early eighties. This association recommended pooling the 
members' cotton and selling direct to the cotton mills. The 
Farmers Union as early as 1906 campaigned for better cotton 
prices and included in its plans such goals as the restriction of 
production, establishment of cooperative warehouses, with
holding of cotton, and fixing of minimum prices. But not until 
1921 do we find a rapid expansion in cooperative cotton marketing 
including the establishment of cooperative gins, cottonseed-oil 
mills, and state marketing associations. Fired by the enthusiasm 
with which they were imbued by eloquent orators and stimulated 
by the discouragingly low price of cotton following the World 
War, cotton farmers of the South organized huge regional cooper
atives of the centralized type during the period 1921 to 1923. 
No less than fifteen state-wide or regional organizations were 
started during this period.' The cotton cooperatives later 
organized into federated sales organizations, of which the Ameri
(~ Cotton Cooperative Association is an example. 

I For a good treatment of the history of cooperative cotton marketing 
llee O. W. Herrmann, and Chastina Gardner, Early Developments in 
Cooperative Cotton Marketing, Farm Credit Administration, Cooperative 
Division, Cire. C-I01, 1936. 
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Some of the outstanding features of cooperative cotton market
ing associations are: (1) Almost all of the efforts of the organized 
cotton producers during the early seventies, eighties, and nineties 
and during 1921 to 1925 were directed to control prices through 
monopoly influence. (2) All of the early general farm organiza
tions in the South had a part in collective cotton marketing. 
(3) Centralized types of associations were started during 1921-
1923 in most of the cotton states as a result of intensive promo
tional campaigns. (4) Long-term marketing contracts became 
an essential part of the plan of organization during the twenties. 
(5) The establishment of cooperative cotton gins and cooperative· 
cottonseed-oil mills was a further step in the development. 
(6) Federation of a number of state associations into one central 
sales organization was effected. (7) During the past decade, 
important changes in the method of handling cotton were 
made as a result of liberalizing the contracts, offering optional 
pooling arrangements, and establishing interior classing offices. 
Today, there is little mention made of monopoly control of 
cotton markets and fixing of prices, but in its place service to 
producers and efficient marketing are stressed. 

Tobacco. Reports indicate that attempts were made in 1862 
by Connecticut farmers to market tobacco cooperatively. 
Local efforts to improve tobacco marketing inspired by the 
Grange and Society of Equity predominated until 1920 after 
which state-wide tobacco pools with memberships running as 
high as 100,000 were organized in all of the principal tobacco 
producing sections. These large pools of the postwar period 
were organized as highly centralized assoCiations. Rigid 5-year 
nonrevokable contracts under which all tobacco was pooled on an 
annual basis were the hubs around which these giant organiza
tions revolved. Of the seven large associations operating in 
1925, only the two smallest ones were still running in 1935. 
Speed in organization was emphasized over permanency. Mis
management, growers' discontent, 'opposition from the outside, 
unfavorable price comparisons, delays in making final settle
ments, and failure to achieve monopoly control over prices 
which promoters had assured producers were some of the causes 
of wholesale contract violations and dismal failure of the five 
largest associations. During the depression years of the thirties, 
attempts were again made to establish central sales associations 
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in South Carolina, Vll'ginia, Kentucky, and Tennessee, but thus 
far none of them have been outstanding successes. Under the 
new organization plans producers have some options respecting 
their sales, namely, tobacco may be sold in the sheds, at auction , , 
or on a pool basis; Likewise, the hope of monopoly control of 
tobacco markets has given way to a more sane ambition of render
ing efficient marketing service. 

Other Commodities. Forty-one years ago California walnut 
growers established local associations to grade, pack, and sell 
their crops through brokers. United effort of these early locals 
was attempted in 1905, but not until 1912 did a successful federa
tion become a reality. Today, this same federation, the Califor
nia Walnut Growers Association, handles in excess of 85 per cent 
of the state's walnut crop and with its "Diamond" brand 
walnuts has achieved a fine national reputation. 

The almond growers also began cooperating in local associations 
as early as 1897, and in 1910 a federation of locals was organized 
in order that a better sales system might be established. This 
federation is a going concern today, marketing approximately 
one-fourth of the state's almond crop. 

Rice growers in Louisiana, California, and Arkansas organized 
their present associations in 1921 as nonstock, centralized types 
of associations. Earlier attempts had been made in Louisiana 
in 1911 and in California in 1915, but these ventures were not 
permanently successful. From one-fourth to one-third of 
America's rice crop is now handled cooperatively by three 
associations. 

Interesting historical accounts could be given of the formation 
of cooperative associations among producers of hay, beans, seeds, 
wine grapes, peanuts, honey, pecans, maple sirup, ginseng, fox 
furs, sugar beets and sugar cane, soybeans, cut flowers and 
bulbs, avocados, cherries, strawberries, and bush fruits. The 
producers of these products experienced in varying degrees the 
same conditions which led to the organization of associations 
treated in this chapter, namely, dissatisfaction with prices 
received, operating margins exacted, and services given. Pur
chasing associations were encouraged by the additional factors 
of high prices and inferior quality of the supplies being bought. 
Varying degrees of success and failure have marked the experi~ 
ences of associations handling these specialty products. 
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REGIONAL DEVELOPMENT 

Cooperative marketing has not developed to the same extent 
in all of the states of the Union, or for all types of agricultural 
commodities (see Figs. 2, 3). The 12 north central states 
lying east and west of the Mississippi River are the center of 
this development. Here, a few years ago, 70 per cent of all 
cooperative associations were located. These included the 
thousands of cooperative dairy marketing associations, thousands 
of cooperative livestock shipping associations, approximately 
3,000 farmer elevators, and hundreds of cooperative fruit and 
vegetable, poultry and egg, tobacco, ginseng, and other mis
cellaneous farmers' organizations. In this area cooperation 
has constantly grown from the small local associations to some 
of the most outstanding federated and centralized associations to 
be found in this country. 6 It is not implied in these statements 
that farmers in this area have not also met with adversity in 
their organization and that failures are not to be found, but the 
movement has progressed and the spirit of cooperation has 
thrived in this territory. 

On the West Coast, along the Pacific waters, the large citrus 
marketing organizations are of both national and international 
importance. The California Fruit Growers Exchange, the 
California Fruit Exchange, the Mutual Orange Distributors, 
the Wenatchee-Okanogan Cooperative Federation, the Yakima 
Fruit Growers Association, the Challenge Cream and Butter 
Association, the Tillamook County Creamery Association, 
Pacific States Livestock Marketing Association, the Washington 
Cooperative Egg and Poultry Association, Pacific Wool Growers, 
and the Poultrymen's Cooperative Association of Southern 
California are merely a few of the renowned associations that 
dot the western coast. Cooperation has made a singular success 
among the producers of the commodities handled by these and 
other associations located here. 

• Some of the central marketing organizations in this area are the Land 
O'Lakes Creameries, Inc., Central Cooperative Association, Twin City 
Milk Producers Association, Wisconsin Cranberry Sales Association (mem
berof American Cranberry Exchange), Farmers National Grain Corporation, 
American National Fox and Fur Breeders Association, Wisconsin Cooper
ative Wool Growers Association, Equity Cooperative Livestock Sales 
Association, Chicago Producers Commission Association. 
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In the eastern part of the country, cooperation among fruit 
producers, poultrymen, and dairymen is to be found. The 

BUSINESS OF FARMERS' COOPERATIVES 
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associations are not usually so large as those in the central part 
of the country, although exceptions are to be found in some of 
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the very large cooperative milk marketing associations, of which 
the Dairymen's League Cooperative Association is an example. 

BUSINESS OF FARMERS' COOPERATIVES 
BY COMMODITIES 
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Cooperative purchasing associations, however, are more impor
tant hare than in other parts of the country. Such associations 
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as the Cooperative Grange-League Federation Exchange (G.L.F.) 
of New York and the Eastern States Farmers Exchange of 
Massachusetts are nationally known. 

In the South, cooperation has not developed to nearly so 
great an extent as in the North. Notwithstanding, some 
successes are found among the fruit and cotton producers, and 
rice growers. But considering membership and total volume of 
business transacted cooperation has not made so much headway 
here as in other sections of the country. 

It is true that one or more types of cooperative organizations 
from the local to the highly extensive national organizations 
are to be found in nearly all states of the Union, and the develop
ment on the regional basis indicates somewhat the spirit with 
which the problem has been mutually attacked by the growers. 
Table II indicates the geographical importance of farmers' 
cooperative effort and the amount of business carried on coopera.
tively for various commodities in 1935--1936. 

PERIODS OF COOPERATIVE DEVELOPMENT 

If one examines the types of organizations that have been 
developed in this country, the movement logically divides itself 
into the following periods: (1) period of local associat,ions; (2) 
period of federated and centralized associations; and (3) period 
of national cooperative marketing associations. But rather 
than to analyze the development on the basis of the types of 
associations, it will be found more instructive to inquire into 
the various periods of activity. Analyzed in this fashion, we 
find that there are six definite periods to be considered. 

1. The period of experimentation preceding 1870. During 
this period a number of cooperative dairy establishments were 
started, and as indicated above, a number of fruit, cotton, live.. 
stock, and wool marketing associations commenced. Although 
not organized according to the Rochdale plan, the spirit and the 
effect of the organization were cooperative. At best the associa
tions were primarily local in scope and their activity was usually 
short lived. Exceptions in the state agents that sold cotton for 
local Granges should be mentioned. 

2. The period of Granger activity 1870-1880. The Grange was 
responsible for the organization . of hundreds of cooperative 
associations in many states of the Union. During the years 
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1870-1875, the Grange was particularly active in organizing and 
operating sales associations. But after 1876, a decline in the 
Grange was followed by a sharp decline both in the number and 
in the importance of the associations which it had established. 
This period will always be looked upon as one of great activity 
among the farmers of this country in their early marketing 
ventures. Even though replete with dismal failures, this period 
had its favorable effect upon the agricultural life of the nation. 

3. Period of inactivity. From 1880-1895 there were relatively 
few farmers' associations started and attempts were sporadic in 
character and took place in many isolated villages and hamlets 
of this country. This statement is not to suggest that there 
was no organization whatsoever during this period, but in 
comparison with the number of associations that came into 
existence in the following decades, this period is one conspicuous 
by its absence of activity. In all likelihood the waning activity 
of the Grange contributed to this condition. Mention should 
be made, however, of the activity of the Farmers' Alliance during 
this decade in the state of Texas among the cotton and grain 
producers. 

4. Period of gradual expansion, 1895-1920. According to the 
reports received by the United States Department of Agriculture 
showing the dates of organization of thousands of cooperative 
MSociations, it is evident that during this 25-year period associa
tions developed rather slowly throughout the entire United 
States. It was during this period that the greater number of 
livestock shipping Msociations and grain elevators became 
organized. There was in these years a gradual increase in the 
number of cooperative creameries and cheese factories and fruit 
and vegetable associations. The promotion activities among 
creameries took place at this time, and the disastrous experiences 
of farmers' cooperative meat packing plants also occurred 
during the latter part of this era. Perhaps it is no exaggeration 
to state that cooperative associations for every important type 
of commodity came into existence during this quarter-century 
period. Up until 1920 local associations were the predominant 
type of cooperative organizations. 

5. Period of rapid expansion, 1920-1930. This decade is 
marked by the immediate and the secondary postwar depression 
periods in agriculture and industry. During this time coopera-
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tive marketing received greater emphasis than at any time. 
Never before had the subject of cooperative marketing received 
such widespread attention from farm leaders, educators, law
makers, the courts, politicians, and citizens in general. During 
this period the Capper-Volstead Act, most state cooperative 
marketing acts, the act creating the Division of Cooperative 
Marketing (1926), and the Agricultural Marketing Act (1929) 
were passed. During the close of this period the Federal Farm 
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Board was exceedingly active. The courts took a distinctly 
more liberal attitude toward the organization and operation of 
farmers' associations. Governmental and businessmen's com
missions investigated the circumstances of farmers and recom
mended the organization of cooperative marketing associations 
as a means of alleviating depressive conditions. 

Following 1921, hundreds of associations were organized every 
year--not only locals but the regional, federated, and centralized 
ones-and during the later years, commencing in 1930, associa
tions that were national in character were set up. It was during 
this period that the highly centralized types of associations 
with their influence upon the central markets became prominent. 
and it was also during this time that the most organized opposi-
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tion to the cooperative movement became active. The numbers 
of associations increased so that at the end of the period between 
15,000 and 20,000 cooperative companies dotted the land. 
More than 200 centralized, federated, and terminal sales agencies 
were in existence. It is estimated that 3 million farmers belonged 
to the various companies, and during 1929 as much as 2~ billion 
dollars of farm business was conducted by the associations. 
Truly, it was a period of most rapid expansion and one of exten
sive operation. Individual companies handled as much as 
60 million dollars of business in a single year (see Fig. 5).7 

6. Period of adjustment and readjustment, 1930--. The 
depression of the thirties, or the secondary postwar depression, 
as it is sometimes called, is characterized by the numerous 
adjustments which many of the associations that were developed 
in the preceding decade had to make. With the very sharp 
decline in farm prices, numerous cooperative associations were 
forced to sell inventory stocks for less than the loans which 
were made upon them. Others experienced difficulties of a 
different character. During this period the effects of motor 
truck transportation were keenly felt by livestock shipping 
associations and by fruit and vegetable marketing associations 
that were organized primarily for using rail shipping service. 
In the livestock field, the development of interior packing plants 

'''The Cooperative Division of the Farm Credit Administration has 
record of the organization dates of 16,178 cooperative marketing associatioll8 
formed prior to 1932. About 50 per cent of these are still in operation. 
Of the associations for which the date of organization is known, about 6 
per cent were organized prior to 1900; 20 per cent prior to 1910; 62 per cent 
prior to 1920; and 89 per cent prior to 1925. The 10 year period of greatest 
organization activity was 1914 to 1923, during which more than 50 per cent 
of aU recorded marketing associations were formed. The peak for a single 
year was reached in 1920, when 1,779 associations were set up. The period 
during which the height of organization activity was reached differs some
what for the several commodity groups. The most active period for 
organization of associatioll8 to market dairy products and grain was during 
the 10 years 1912'-1921, inclusive. Forty per cent of aU associatioll8 for 
handling dairy products and 63 per cent of aU grain marketing associatioll8 
were organized during that period. About 81 per cent of aU livestock 
marketing associatioll8 were formed during the period 1915-1924. Many 
of these were local shipping associatioll8. Fifty-five per cent of aU fruit 
and vegetable marketing associations were organized during the period 
1918-1927. Of associations for marketing poultry and eggs, 83 per cent 
were organized from 1920-1929." Fetrow, op. cit, p. 2. 
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and concentration yards also had a telling effect upon the local 
shipping associations that had been consigning stock by rail 
to terminal markets. During this period of adjustment to lower 
costs of operation, many associations found it necessary to 
restrict or consolidate their expanded activities of the earlier 
decade and thus perfect economies in operation within their 
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p.12. Washington, D. C. 1936. 

individual companies. In the marketing of cheese, for example, 
tha number of cooperative warehouses of one company was 
reduced from sixteen to five. 

At this time, also, the new political administration at Washing
ton placed less emphasis upon cooperative marketing associations 
than did the outgoing administration. All in all, this period 
marked a gradual decline in the number of associations and their 
memberships (see Fig. 5). Quite naturally, as a result of the 
sharp reduction in the value of farm products the gross business 
of the companies in 1932 decreased from 2H billion dollars 
in 1929 to approximately 1H billion dollars. At this time details 
of organization were modified and operating practices were 
most carefully scrutinized in order that economies could be 
effected. There is a. probability that this era will be marked by 
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an increasing efficiency in the operation of the remaining 
associations. 

COOPERATIVE PURCHASING AND SERVICE ASSOCIATIONS 

Cooperative purchasing of farm and household supplies dates 
back to the days of the Granger movement in the seventies. 
Local Granges bought feeds, seeds, fertilizer, flour, salt, sugar, 
and other products in carload lots on the basis of pooled orders 
of their members. The goods were distributed from the car 
door. Such arrangements entailed no overhead expense for 
warehouses, office force, manager's salary, and other items of 
cost incident to operating a local supply store. The savings 
consisted chiefly of the difference in price between carload lot 
quotations and local retail prices (less freight and minor handling 
expenses). However, mu<!h grief for local officers of the Grange 
accompanied such ventures; some farmers failed to call for the 
products previously ordered; some lacked cash for payment; the 
party supervising the unloading had to stand losses resulting 
from spilling, tom sacks or errors in counting; and many farmers 
were reluctant to pay for their orders when local retail prices 
had dropped below the Car door prices. Most of those in charge 
became discouraged. A number of states established state pur
chasing agents to effect better purchases than the 10c81 groups 
could arrange. 

Other farm organizations to this day sponsor local group buy
ing. The Alliance, Farmers Union, Farm Bureau Federation, 
and the Equity locals engaged in this rather informal type of 
business. It is evident that the benefits were distinctly limited 
and that no significant impression could be made on the general 
level of prices which a formal large-scale association could 
achieve. 

Today purchasing of farm supplies is carried on by three differ
ent groups: (1) informal groups, such as described above; (2) 
farmers' sales associations; and (3) regularly established purch8&' 
ing agencies that are local or regional in scope. The informal 
groups still pool their orders and obtain their supplies from whole
sale dealers, brokers, mills, or cooperative wholesale organiza.
tions. Farmers still get their supplies direct at the car door. 
Many local marketing groups-creameries, cheese factories, and 
packing hOWles-buy supplies and carry them in stock for their 
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members. . Most large-scale marketing associations have depart
ments that buy iupplies for their member locals or directly for 
their farmer members. Thus, the Land O'Lakes Creameries, Inc., 
purchases a wide variety of supplies and equipment for its mem
ber creameries as well as dairy and poultry feeds for farmers who 
patronize the creameries. The large poultry and egg marketing 
associations on the West Coast handle thousands of tons of 
poultry feeds, egg crates, liners, and other equipment needed by 
their members. The Poultry Producers of Central California 
sold 101,030 tons of feed and poultry supplies in 1934 which 
were valued at $10,628,418. Four other poultry and egg associa
tions sold approximately $6,500,000 of feed and supplies in the 
same year. 

Regularly established purchasing associations that carry farm 
supplies in stock are found in all of the states. These establish
ments are comparable to most local feed and supply businesses, 
except that the farmers operate them on a cooperative basis. 
Associations that serve much larger areas in a wholesale capacity 
are found in several parts of the country, especially in the East 
where the two largest associations, the Cooperative Grange
League Federation Exchange, Inc., Ithaca, N. Y., and the 
Eastern States Farmers Exchange, Springfield, Mass., operate. 
In 1935-1936 the former sold feed, seeds, supplies and fertilizer 
at a wholesale value of $42,000,000 to its 100,000 patrons located 
in three eastern states. The latter sold similar products valued 
at $17,730,134 to more than 73,000 patrons in the northeastern 
states. Mills, laboratories, processing plants, storage plants, 
and local retailing units are parts of the large cooperative systems 
that these associations have set up. The Pacific Supply Coopera
tive organized in January, 1934, to serve as a central purchasing 
organization for farmers' cooperatives in the Pacific Northwest, 
sold products valued at $3,000,000 in 1936 to seventy local 
associations. This wholesale organization is expanding rapidly. 

The Ohio Farm Bureau Federation has organized seven sub
sidiary corpor~tions to serve ohio farmers. Their varied 
activities indicate the multiplicity of services which cooperative 
purchasing and service associations can render, to wit: 

Cooperative marketing~ales $1,000,000 in 1936 
Cooperative purchasing-sales to 78 county associations $6,750,000 in 

1936 
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Cooperative insurance-
1. Automobile: 171,876 policies in force in July 1936, ten years after 

being organized, serving farmers in 8 states 
2. Fire: serving eighty-eight counties, 12,759 policies in force in June 

1936, organized in 1934 
3. Life: 15,864 policies in force in June, 1936, insurance in force 

115,452,738, organized in 1930. 
Cooperative credit--2,054 loans aggregating nearly 11,000,000. 
Rural electrification-i>rganized in 1935 to help local units get electric 

power. 

In a number of mid-western states the Farm Bureau Federa
tion has been active in fostering cooperative purchasing among 
its members. The Farm Bureau Services, Inc., of Lansing, 
Michigan purchased for its members 2~ million dollars worth 
of products in 1936, and the business of the Indiana Farm Bureau 
Cooperative Association, Inc., Indianapolis, Indiana was in 
excess of $5,000,000 in 1936. The latter organization served 
eighty-nine affiliated associations and had net savings of $131,000 
in 1936. 

The Farm Credit Administration, Cooperative Division, lists 
2,112 purchasing associations having 950,000 members and 
transacting $254,000,000 business in 1935-1936 (see Table II). 
Of the total cooperative business in the United States, coopera
tive purchasing associations accounted for 13.8 per cent of the 
total in 1935-1936 and only 2 per cent in 1913. 

Since the first cooperative oil association was started at Cotton
wood, Minn., in 1921, 1,000 to 2,000 associations, principally 
in the rural areas of the north central states, have sprung up. 
Local and county associations are served by cooperative whol~ 
sale petroleum distributing companies of which there are about a 
half dozen. In Minnesota, where the largest number of local 
and county associations operate, it is estimated that from 7 to 
10 per cent of the gasoline business of the state is cooperative. 

A number of large cooperative wholesale oil-distributing 
companies that sell gasoline, lubricants, batteries, tires, and 
other related supplies to the local cooperatives have made rapid 
progress since 1930. The Farmers Union Central Exchange, 
Inc., St. Paul, Minn., in 1931 had ninety-one affiliated com
panies, and in 1936, 233. Sales in 1936 were 3% million dollars. 
In 1935 a modern office building and oil blending plant was 
constructed. Another wholesaling organization which sells 
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TABLlD H.-FARMERS' MARKETING AND PURCHASING ASSOCIATIONS, EsTI

MATlilD MElIIBERSmp AND ESTIMATED BUSlNEBB,· WITH PEBCENTAGES 

FOB GEOGBAPmC DIVISIONS, LEADING STATES, AND SPECIFIED GBOUPS, 

1935-1936 MAR1I:ETING SEASONt 

AssociatioDJ!l Estimated Estimated 
Iistedt membership I bWlineaaU 

Geographio division, state, 
group 

Numb ... Per Numb ... Per 1.000 P ... 
uN uN dollar. uN 

Geographio division: 
West North-Central ....•• 4.599 43.8 1.287.190 35.2 499.610 27.2 
East North-Central ....... 2.670 25.4 1.080.620 29.5 463.220 25.1 
Pacifio .................. 829 7.9 197.460 5.4 278.970 15.2 
Middle Atlantic .........• 481 4.6 204.660 5.6 192.640 10.5 
West South-Central ...... 636 6.0 226.740 6.2 106.810 5.8 
Mountain ............... 460 4.4 142.500 3.9 88.160 4.8 
East South-Central .....•• 250 2.4 240.370 6.6 63.220 3.4 
South AtI .... tio .........•• 395 3.8 162.180 4.4 75.990 4.1 
New Engl .... d ............ 180 1.7 118.280 3.2 73.380 3.9 

Total ................. 
State: 

~ ~ 3.660.000 100.0 1.840.000 100.0 

Minnesota ..... .......... 1.401 13.3 380.600 10.4 149.050 8.1 
Illinois .................. 706 6.7 334.540 9.2 162.100 8.8 
Iowa ........ ........... 954 9.1 289.130 7.9 117.640 6.4 
Wisconsin .. _ ........... . 1.086 10.3 217.050 5.9 94.150 5.1 
California ............... 448 4.3 79.830 2.2 196.430 10.7 
New york ............... 272 2.6 128.540 3.5 142.280 7.7 
Missouri ................ 435 4.1 191.500 5.2 80.530 4.4 
Ohio ..•...............•. 322 3.1 205.840 5.6 84.550 4.6 
Nebraaka ..............• 632 11.1 160.320 4.4 60.900 3.3 
Indiana ................. 254 2.4 195.190 5.3 57.450 3.1 
Michigan ...............• 302 2.9 128.000 3.5 63.970 3.5 
North Dakota ........... 542 5.2 95.330 2.6 29.460 1.6 
All others ............... 3.246 30.9 1.254.130 34.3 601.490 32.7 

Total ................. ~ 100.0 3.660.000 100.0 1.840.000 2!!!!J!.. 
Marketing: 

Dairy ................... 2.270 21.6 720.000 19.7 520.000 28.3 
Grain (also dry beana, rice) 3.010 28.7 610.000 16.7 360.000 19.6 
Livestock ............•.• 1.040 9.9 600.000 16.4 250.000 13.6 
Fruite and vegetables ..... 1.063 10.1 166.000 4.5 212.000 11.5 
Cotton .... d producte •....• 311 3.0 300.000 8.2 110.000 6.0 
Poultry a .. d producte ..... 154 1.5 93.000 2.5 69.000 3.7 
Wool and mohair ......... 114 1.1 51.400 1.4 11.000 0.6 
Tobacco .•.............. 14 0.1 60.000 1.6 11.500 0.6 
Nute ................... 52 0.5 16.000 0.4 13.100 0.7 
Miscell .... eous' ........... 360 3.4 93.600 2.6 29.400 1.6 

Total marketing ....... 8.388 79.9 2.710.000 74.0 1.586.000 86.2 
Purchaaing ................ 2.112 20.1 950.000 26.0 254.000 13.8 

Total marketing and 
purchasing .......... 10.500 100.0 3.660.000 100.0 1.840.000 100.0 

t Reported in NOVJI For For_ Coop_i .... Farm Credit Administration, vol. 3, no. 10. 
January. 1937 • 

• Estimated membership and e.timated business for each .... ociation are credited to the 
State in which the .... ociation haa ite headquarters. 

t IncIudee indeSindent local .... ociation •• federations. lsr_cale centraliled aaaociatio",," 
aales agenciea, an independent service-rendering aaaociatiolll, but not including subaidiariee 
or aaaociationa only renting unaold property. 

~ Includes members, contract members. ishareholders. ahippere, conaignora, and patrone. 
Some &8sociationa engaged primarily in marketin~ alao engage in purchasing and lOme 

aeeociationa engaged primarily m purchaaing engage m marketing. The surchaain~ bum-
noaa handled by the marketing .... ociationa amounted to $68.000.000.... the mar otin, 
buainess done by theJiurchasing .... ociationa amounted to $7.000.000. Tho linalligurea 
after making proper 'uotmente are marketing $1,625,000.000; purchaaing $316,000.000; 
total $!i840.000.000. . 

,. In udea cooperative service organisations serving marketing and 'purcbaaing auocaa" 
tiona, auch aa oooperative auditing. management ..... d truoltine aaaoclationo. 
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supplies principally to local cooperative oil companies is the 
Midland Cooperative Wholesale, Minneapolis, Minn., which 
was organized in 1926. In 1936 it served 175 affiliated associa
tions and sold products valued at slightly more than 3 million 
dollars. Both of these rapidly growing institutions serve local 
associations that are located in the states from Michigan to 
Montana. The Consumers Cooperative Association of North 
Kansas City, Mo., organized in 1929 with six retail oil coopera
tives as members, sold in 1936, $3,756,000 of supplies to its 342 
member affiliates in eight central western states. 

Cooperative retail stores were organized in urban centers by 
workingmen in the early fifties and in rural areas by members 
of the Grange in the seventies. Many failures and disappoint
ments are associated with the cooperative ventures in this field. 
Today about 1800 of the 172' million grocery, meat and general 
stores in the United States are cooperative. These stores are 
found principally in the rural areas of the middle western states, 
Minnesota, Michigan and Wisconsin. The competition of mail
order houses, chain stores and cooperative buying groups; the 
individualism of American people; the generally high level of 
wages and improved standard of living of American workmen; 
the absence of the urge to save a few cents a day on buying 
groceries; and in many instances the downright inefficient manner 
in which the poorly financed and poorly located stores were 
run explain in a large measure the numerous failures. 

A number of cooperative wholesale establishments handling 
groceries, dry goods, hardware, and other supplies also serve the 
local stores. Of these the largest is the Central Cooperative 
Wholesale of Superior, Wis., a federation of about 100 stores 
with sales of nearly 3 million dollars in 1936. National Coopera
tives, Inc., is a national wholesale organization that sells petroleum 
products and certain automobile supplies to regional wholesale 
associations. 

Among the numerous cooperative associations rendering 
service for their members are those that provide financing, 
insurance, telephone service and electricity. In July, 1937, 
6,183 local credit unions8 provided a personal financing service 

• A credit union is a cooperative association designed to encourage thrift 
and provide credit to its members for provident purposes. In essence it is 
a cooperative bank granting inetallment credit to consumers. 



76 EVOLUTION OF COOPERATIVE BUYING AND BELLING 

for their members at rates considerably below the usual rat.t.s 
charged for similar credit by private finance companies. Since 
the depression of the thirties, these credit unions multiplied 
very rapidly. In 1936· about 4,000 were organized under state 
laws and 1,100 under the Federal Credit Union Act (June, 
1934). Practically all of the unions are located in urban centers 
because of the fact that their success depends largely upon 
personal acquaintanceships within small groups and also because 
of the fact that the credit needs of farmers in their productive 
operations are not adequately served by the unions, but are being 
served by production credit associations and national farm loan 
associations. Mutual fire insurance companies, of which there 
were approximately 1,900 in 1937 carrying about 55 per cent of the 
total fire insurance on farm buildings, include some of the oldest 
cooperative undertakings of farmers. Today a number of the 
larger companies have expanded into the fields of automobile, 
casualty, hail, windstorm, life, accident, and livestock insurance. 
Farmers' telephone companies were organized shortly after 
Alexander Graham Bell invented the telephone and in many 
localities provided a sorely needed communication service at a 
cost within the reach of many. Since 1934 special emphasis 
has been placed upon cooperative rural electrification under 
government sponsorship. This will bring the "high line" for 
the first time to many farmers in some of America's best rural 
sections. 

Cooperative purchasing and service associations in the United 
States are found in the following fields: retail stores; oil stations; 
utilities; hotels, restaurants and boardinghouses; fuel; housing; 
burial; educational; publishing; insurance; laundries and dry 
cleaning; bakeries; hospital and medical service; auditing; credit; 
recreation (parks); milk distribution; garages; manufacturing; 
mail-order houses; management; and library. 

Questions 

1. What was the marketing program of the Grange during the decade 
187(}-1880? Of the Farmers Union? 

2. What were some of the outstanding features of the organizations 
established by livestock producers? 

8. What principal types of cooperative marketing associations were 
organized by the grain producers? When did the grain pool movement 
tease? 
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,. In what section of the country is the largest number of cooperative 
lLIISOCiatiOns? The smallest number? What state in 1935-1936 had the 
largest volume of cooperative business? What fraction of all cooperative 
business is handled by purchasing associations? 

&. Describe the period of 1920-1930 from the standpoint of the develop
ment of the cooperative marketing movement in the United States. 

8. Through what types of associations are farm supplies purchased? 
'I. What economic conditions facing the farmers caused them to organize 

marketing associations during the last quarter of the past century? 
8. How do you account for the fact that consumers' cooperative retail 

and wholesale associations have not made significant progress in this country 
except in a relatively few isolated places? 

9. What developments have taken place among cotton cooperative 
associations in recent years that have held the members to their associations? 

10. What reasons can you give for the relatively small number of members 
and small volume of cooperative business in the New Eng1a.nd, South 
At1a.ntic, east south-centraI, and west south-central states? 



IV 

Cooperative Marketing Abroad 

Cooperative buying and selling is a world-wide movement varying 
largely in the degree in which it has become established in the different 
countries. Cooperative purchasing among farmers or city con
sumers has developed extensively in some countries, notably in 
England, Scotland, and Sweden, while cooperative selling of farm 
products is most common in other countries, such as Denmark, 
Finland, and Canada. The cooperative credit movement is exten
sively developed in eastern countries such as Japan, China, and 
India. 

Denmark is the outstanding example of a country in which cooper
ative selling of farm products and purchasing of farm supplies have 
succeeded on an extensive scale. Nine-tenths of the butter, nearly 
nine-tenths of the bacon, one-fourth of the exported eggs, two-fifths 
of all seeds, two-thirds of the imported feedstuffs, one-third of the 
imported fertilizer, and one-fourth of the exported cattle are handled 
by the thousands of Danish farmers' cooperative associations. 
Many factors, of which the Danish folk schools are one, have con
tributed to this marked development. 

A fair proportion of the retail trade in many European countries 
passes through cooperative channels, to wit, one-fifth of the Danish, 
one-fourth to one-third of the Finnish, one-seventh of the British, 
and one-tenth of the Swedish. Wholesale houses organized on a 
national and on an international basis are also operated success/ully 
by cooperatives abroad. Most of the development of the cooperative 
retail and wholesale business abroad antedated the organization 
of the private chain-store system. 

The economic conditions and the social environment in which 
cooperative sales and purchasing associations were established in 
foreign countries are quite unlike those found in most places in 
America. The principles of organization found successful abroad 
are generally adopted by A merican associations, just as certain 
principles discovered by A merican sales associations are applicable 
elsewhere. 



CHAPTER IV 

COOPERATIVE MARKETING ABROAD 

During the years 1920-1925 a large number of farm leaders, 
either individually or as members of committees, went to Europe 
to study cooperative marketing. This trek to the successful 
cooperative marketing associations on the Continent was inspired 
largely by the success of Danish cooperation. Ever since the 
eighties, cooperative marketing for various types of commodities 
has been carried on successfully in several countries of Europe. 
The basic reasons for their success, the forces that held the 
cooperatives together, and the principles which were adopted 
were the object of study by the Americans, who hoped to apply 
later, in whatever manner possible, the elements of foreign 
success to America.n conditions. As a result of many investiga
tions, numerous publications and reports have been prepared 
revealing the conditions that were actually found or were reported 
to the investigators.l 

In this brief survey of cooperative marketing abroad, the basic 
principles of organization, the types of commodities that were 
sold successfully through the cooperatives, and the environment 
in which the cooperatives became successful will be discussed. 

Cooperation a World-wide Movement. Many people have 
heard of the cooperative movement in Denmark, but relatively 
few know that cooperative marketing is successfully carried on 
for one commodity or another in practically every country of 
the globe. Among the illiterate farmers of India, as well as 
among the educated producers in Australia and New Zealand, 

I Reports such as Cooperation in Foreign Countries prepared by the 
Federal Trade Commission, Washington, D. C., in 1925, and the Report of 
the Saskatchewan Overseas Livestock Marketing Commission, 1927, Sas
katchewan Department of Agriculture, Regina, Canada, typify the reports 
that have been published. The most recent account of cooperation in 
foreign countries is contained in the Report of the Inquiry on Cooperative 
Enterprise in Europe 1937, which was prepared by the President's Committee 
after an extensive tour of several countries in the summer of 1936. 

79 
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cooperation has proved to be a workable marketing scheme for 
the many small growers. This general magnitude and impor
tance of the movement undoubtedly merit the attention of 
everyone who is interested in the marketing of farm products and 
the price of farm produce. It has been reported that more 
than 285,000 organizations or societies, with a membership 
exceeding 40 .million persons, are in operation in different parts 
of the world. 2 Cooperative laws are reported to have been 
passed in 129 states and countries. The annual value of the 
business of the eooperatives throughout the world is estimated to 
exceed 5 billion dollars. Although cooperation is practiced 
extensively, a relatively small amount of the total agricultural 
produce of the world is sold through cooperative associations. 
Private tradesmen who buy from producers to resell through the 
wholesale and retail markets still handle the bulk, likely as high 
as 85 per cent, of all agricultural products. But when one con
siders that yery little had been done in the field of cooperative 
marketing prior to 1880 and that, in most countries of the world, 
extensive sales activities began at or about the time of the depres
sion of 1921, it is apparent that the proportion of total goods now 
handled by cooperatives constitutes a sizable amount. 

TYPES OF COOPERATIVE ACTmTIES 

In the United States the outstanding type of cooperative 
activity is that of agricultural producers marketing their own 
produce. Much less has thus far been accomplished in the 
field of consumer cooperation or in the field of cooperative credit. 
although the increasing activity in these fields is distinctly prom
ising. In other countries of the world, however, cooperative 
credit and consumer cooperative societies have been most 
significant. 8 The agricultural cooperative marketing societiell' 
are of minor importance in most countries.« 

I Cooperation in Foreign Countries, Letter from Chairman of Federal 
Trade Commission, p. xi, 1925 . 

• The term "society" is used abroad as "association" is used in America. 
« "The agricultural cooperative marketing societies now to be found on 

the international market were not improvised suddenly. They are the 
present outcome of, and have behind them, a long process of evolution, the 
successive phases of which were parallel to the phases of development of 
marketing in general, and may be briefly outlined as follows: 

.. (a) In rural districts where economio conditions are still fairly primitive, 
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The cooperative movement has taken place among both urban 
and rural people. Although consumer and credit societies are 
not strictly confined to wage earners and persons of the lower 
cl88Bes, these people do constitute a vast majority of their 
membership. It is quite natural that in the food importing 
countries, such as England and Germany, the first cooperation 
should be among consumers; whereas in the food exporting 
countries, such as in the United States, Canada, New Zealand 
and Australia, the principal emphasis in cooperation should be 
upon agricultural cooperative marketing associations. 

In this chapter, the cooperative credit and cooperative con
sumer societies will not be discussed. The work of F. W. 
Raiffeisen and Herman Schulze of Delitzsch in Germany, of 
Luzzatti and Antonio Mafli in Italy, of Fourier in France, of 
Plunkett in Ireland, of Hogsbro in Denmark, of Kagawa in 

cooperatives will be found, each member of which belongs to the society 
both &8 producer and consumer, e.g., dairy cooperative societies (fruiti~res 
in the Jura, Savoy, Switzerland) and combined milling and baking societies 
(France, Czechoslovakia, etc.), which return to their members in the form 
of cheese, flour, or bread their produce of milk or com. 

"(b) Where marketing conditions have become more advanced and the 
separation between rural and urban centers is accentuated, the village 
trader appears, who combines the functions of grocer, draper, agent for 
fertilizers, etc., with those of intermediary for the disposal of agricultural 
produce in the towns, besides which he generally keeps the rural producer 
in a state of dependence by the practice of usury. It is for the purpose of 
replacing this middleman UUJI multiple-Junction cooperative8 are formed, 
such &8 the German Raiffeisen funds, the Czechoslovak Kampelicky, and 
the Irish or Indian general purpose societies, village societies, etc. 

"(e) The development of the rural cooperatives, together with the 
development of regional and national markets, leads to the creation of 
powerful central cooperative societies for commercial purposes (the pur
chase of materials and agricultural machinery and the sale of agricultural 
products). 

"(d) Finally, the specialization of certain countries or certain regions in 
a given form of agricultural production (butter, wheat, fruit, flax, etc.) 
which can be disposed of only in distant markets leads to the creation of 
agricultural cooperative marketing societies for particular products (the 
we may be preceded by a more or less important process of transformation). 
These cooperatives correspond to the most advanced stage reached by 
agricultural economy in its relations with world economy." The Part 
Played by Co-operative Organizations in the International Trade in Wheat, 
Dairy Produce, and Some Other Agricultural Products, C.E.I. 14, Inter
national Labour Office, Geneva, Switzerland, p. 6, 1926. 
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Japan, and of Hannes Gebhard of Finland, is fully described 
and analyzed in many works on cooperation. It should be 
pointed out, however, that one of the first needs of the small 
agricultural producers in European countries was credit. In a 
country where land is scarce and where the continuous cropping 
of land requires relatively heavy outlays for fertilizer, the 
necessity for credit to carry on the yearly productive operations 
is ever present. Rural cooperative credit societies of the Raif
feisen type, 6 through which credit could be obtained at fair 
rates instead of at the usury rates of the loan "sharks" were of 
tremendous economic importance to small landholders. As a 
result of experience with cooperative credit societies, it was 
simply a next step to organize cooperative stores for the purchase 
of commodities used in the household. The precedent established 
by British self-help movements was basic to the growth of 
numerous cooperative wholesale and retail societies, not only of 
England and Scotland, but of Germany, France, and the Scandi
navian countries as well. The extent of consumer cooperative 
societies and their spirited operations in the fields of production 
are well known to students of economic history (see page 37 
of this volume). The experiences which rural cooperators have 
had in both the credit and distributing societies were important 
forces in assuring the success of agricultural societies formed 
in the decades following the eighties. In England, Germany, 
France, Czechoslovakia, Sweden, Poland, and Belgium consumer 
cooperation is primarily among the urban people, whereas, in 
Denmark, Finland, Esthonia, Yugoslavia, and in Russia, it is 
chiefly among farmers. 

In most countries, except in Denmark, Finland, Norway, 
Sweden, Holland, Switzerland, and other food exporting countries, 
cooperation among agricultural producers has received little 
attention, and, measured by the annual turnover, is small in 

I The principles laid down by Raiffeisen have become as basic to coopera
tive credit unions as those of the Rochdale pioneers to consumers' coopera
tive stores. Their main features are: the local bank is owned and operated 
by, and in the interest of, its borrowers who are its members; par value of 
shares is small and payable in installments; unlimited liability; serves a 
single village or two; operations not conducted for profit; good character is 
the basis of a loan; limited dividends if any are paid; loans made to members 
only; low rate of interest; undividable reserves; inexpensive management 
elected by members e&'lh of whom has one vote. 
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volume. However, in this study of cooperative marketing, 
attention will be focused upon marketing activities rather than 
upon other types of cooperation. In order that this movement 

. may be particularized, it is deemed advisable to concentrate 
attention upon cooperation in several countries in which agri-
cultural cooperative marketing has proved distinctly successful. 
For this purpose the experiences of Denmark, Canada, Australia, 
and several other countries will be reviewed briefly. 

COOPERATION IN DENMARK 

In order to visualize the setting of the cooperative marketing 
movement in Denmark, it is necessary to consider a few char
acteristics of the land and its people. 6 Denmark is predomi
nantly rural-a land of small farms. Fifty per cent of the farms 
are not larger than 30 acres, the bulk being between 20 to 70 
acres. Most individuals own their farms which are neat in 
appearance and the centers of a happy rural life. The state 
encourages ownership of farms with the result that about 93 per 
cent of the 204,000 farms are owned by the operators. Extensive 
use is made of agricultural machinery, commercial fertilizers, 
and feed concentrates. Agriculture and fishing are the two main 
industries. On most small and medium-sized farms, the usual 
returns from livestock enterprises constitute 80 per cent of the 
gross income. The country, however, is only slightly less than 
one-third as large as Wisconsin, one-sixteenth as large as 
Texas, or about the size of Vermont, Rhode Island, and Con
necticut combined. 

In 1935 the population of Denmark was approximately 3% 
millions. Of this number about 60 per cent live in towns. 
As a result of this proportion of rural to urban population, the 
produce grown on the farms is greatly in excess of the needs of 
the country. About one-eighth of the butter made in Denmark 
is consumed at home. Consequently, the Danes must look to 
an export market for a good share of their products. The fact 
that Denmark supplies from one-fourth to one-third of the butter 

• A number of publications, reports and bulletins describe Danish coopera
tion. The reader may refer to Chris L. Christensen, Agricultural Cooper
ation in Denmark, U. S. Dept. Agr. Dept. Bul. 1266, for one of the most 
lucid descriptions of the movement. See also Harald Faber, "Cooperation 
in Danish Agriculture," Longmans, Green & Company, New York, 1931. 
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entering -world markets and provides Great Britain with two
thirds of her bacon and one-third of her egg imports shows how 
successfully she has marketed her surpluses during the past fifty 
years. 

Loss of the German marICet following the war with Prussia 
in 1864, and the competition with cheaper grain and feedstuffs 
from America during the sixties and seventies necessitated two 
important changes in the agriculture and rural life of this small 
nation. (1) It was necessary to concentrate upon animal produc
tion and more intensive agriculture. Cheap feed from abroad 
became a boon to animal husbandry in contrast to its dire effects 
upon grain growing. (2) An overseas trade would be necessary 
to take the place of the German market which was lost in the 
sixties. As a result, investigations were made of market demands 
in England and Scotland, and instruction was given to the rural 
producers as to the type and character of produce that the over
seas markets demanded. Prior to 1887 the Danes supplied the 
German market annually with 200,000 to 300,000 live heavy, 
lard-type hogs. Through high tariffs and embargoes, the German 
market was lost, and after 1887, the British market was developed 
intensively. Among other things, this necessitated raising the 
bacon-type of hog instead of the fat-type, and substituting dairy
ing in place of small grain production. Outlets were provided 
for millions of pounds of dairy products which could be produced 
to advantage in Denmark. 

This loss of the German market and of a part of the Danish 
country, namely, Schleswig-Holstein, brought upon the people 
an intense feeling of nationalism-not a narrow economic nation
alism such as permeated the thinking of the people following the 
World War but a political nationalism. The social educators 
of the day urged the citizenry to build a strong nation for the 
restoration of a desirable economic life. As a result, the spirit 
of working together for the solution of a mutual problem became 
deeply ingrained in the minds of the people. The economies of 
large-scale farming were possible through cooperation without 
losing the benefits which small landholding afforded. Coopera
tive credit unions were started in 1850, and cooperative stores in 
1866. Cooperative marketing was but a next step and began 
in the eighties. 
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Another factor of particular significance was the influence of 
educators. A folk high school was established by Bishop 
Grundtvig in 1844, the same year the Rochdale cooperative 
started. From a handful of students, this institution for adult 
education has grown to a point where approximately 6,000 to 
7,000 students from the farms annually receive instruction in 
these schools (fifty-nine in 1934). These schools are not voca
tional in character, but the subjects which are taught are of a 
cultural character-history, political science, economics, geog
raphy, religion, and civics. Young men between the ages of 
seventeen and twenty-five attend during 5 to 6 winter months, 
and young women during 3 summer months. These schools, 
with seventy to ninety pupils each, keep alive the spirit of cooper
ative association and have been one of the real creative forces 
in the development of cooperative marketing. Teachers that 
are inspired with "the living word" give force and vigor to the 
teachings. 

The geography of the country must not be overlooked, for it 
relates directly to the type of cooperative associations that were 
established. The bulk of the country consists of the promontory 
Jutland, two main islands of Fiinen and Zealand, and many small 
islands consisting of LoIland, Bornholm, Falster, Moen, and 
others. Moreover, the entire country is only 16,608 square 
miles in area. Small local associations, therefore, are most 
important. Considering that the United States is 182 times as 
large as Denmark, it is apparent that a geographical problem 
unknown to the Danes is faced in the organization of cooperatives 
in this country. With this statement of the land and people of 
Denmark, one can better understand why the cooperative 
marketing institution has grown rapidly in the country and is 
the principal type of marketing method used by the vast majority 
of agricultural producers. 

Cooperative Marketing. "The agricultural achievements of 
Denmark are not matched by any other country in the world, 
area and population considered. • • . Denmark is, today, perhaps 
the foremost nation in the world with respect to scientific produc
tion and marketing.'" In these terms a Canadian commission 

, Report of the Saskatchewan Overseas Livestock Marketing Commission, 
1927, pp. 34, 54, Saskatchewan Department of Agriculture, Regina, Canada. 
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appraised rural Denmark. What brought this about for a coun
try that has only a poor to fair soil, no exceptional climate, and 
no particular advantages with respect to markets? Several 
factors have contributed-the thriftiness which land ownership 
engendered (both quantity and quality production were sought) j 
the operation of family-sized farms on which family labor was 
freely used; the concentration upon animal husbandry (cows, 
hogs, poultry) using the cheaper feedstuffs, grain and oil cake 
from abroad and the more intensive crops, such as mangel
wurzel, beets, and other root crops produced at home; the estab
lishment of cooperative credit unions and purchasing associations 
through which ample capital and farm supplies could be obtained 
at savings over regular sources of supply; the adoption of scientific 
methods in agriculture fostered by the cow-testing associations, 
pig-breeding stations, agricultural shows, and agricultural schools j 
and lastly, though not least, the establishment of sound coopera
tive marketing associations for every commodity. 

There are two types of cooperative associations in Denmark: 
1. The general educational societies organized to disseminate 

scientific and technical information. About 90 per cent of the 
farmers belong to various kinds of these general agricultural 
societies. 

2. The business societies consisting of the (a) commodity sales 
associations, (b) cooperative stores and purchasing societies, 
and (c) cooperative credit unions. In 1933, 1,669,862 persons, 
nearly half of the total population, were listed as members of 
6,860 cooperative societies in Denmark. Today more than 
85 per cent of all farmers belong to the cooperative business 
organizations. Only the cooperative marketing associations will 
be looked into here. Among the pioneers were Anders Nielsen 
and Bishop Grundtvig who promoted cooperation with a zeal 
that laid the foundation of a permanent institution in the 
country. The first distributive store in Denmark was established 
in 1866, and the cooperative movement in agriculture began 
about 1880. 

Butter. Butter production is Denmark's chief industry. 
Nearly 90 per cent of the milk is converted into butter. The 
first cooperative dairy was established at Kaslunde, Fiinen, 
Denmark, in 1875. Anotper appeared at Hjedding in 1882, 
founded by Stilling Andersen which became the basis of organiza-
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tion for succeeding plants.s Each creamery has a 5- to 20-year 
contract (generally 10 years) with its members, and only members 
may deliver milk to the plant. A cooperative dairy is not 
ordinarily started until about 150 producers supplying milk 
from approximately 1,000 cows are secured as members. All 
milk is pooled, a substantial advance payment is made, and a 
final payment at the end of a 6- or 12-month period closes the 
transaction. Milk is graded and paid for accordingly. 

There are twenty-three district societies which serve the 
local cooperatives. These district societies are amalgamated 
into three provincial associations. These provincial associations 
in turn are organized into the National Federation of Danish 
Creameries, which is a member of the National Council of 
Cooperatives. In addition to these various types of associations 
designed to market the Danish butter or represent the interests 
of Danish butter producers, a number of other organizations are 
established. In 1933 eleven cooperative export associations sold 
the butter for 641 dairies or 45 per cent of the 1,402 dairies in 
the country. In 1933, 47 per cent of all butter exports were 
handled by these eleven companies. These eleven export 
associations, organized after 1894, are of various sizes, and since 
1918 have bflen associated into the Federated Danish Cooperative 
Butter Export Association for general, and not marketing, pur
poses. The most important outlet for Danish butter is the 
British market, and for years the Danes with their highly 
standardized Lur brand butter have received a premium over 
New Zealand and Australian butter. The buttermakers have 
their own organizations as do the creamery managers. Several 
thousand cow-testing associations have been established for the 
purpose of improving the productivity of the dairy herds. 

In the field of dairying the Danish cooperative creameries have 
been the example, not only for other cooperative dairy marketing 
associations in the world, but for demonstrating the possibilities 
of cooperative effort correctly applied to a particular commodity. 
All butter which is exported abroad under the Lur brand must 

• Christensen points out that in 1922, 1,335 of the 1,661 crea.meries were 
cooperative. In that year there were 11 export associations, with a. member
ship of 546 dairies, which exported 38.8 per cent of all butter exports. 
Faber reports 570 creameries, out of 1.665, as members of the export asso
ciations in 1930. In 1933 there were 1,402 cooperative dairies which 
handled 90 per cent of all the milk received at dairy plants. 
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meet the government specifications with respect to high quality. 
These restrictions are very rigid, and as a result of intensive field 
service among producers and buttermakers, the butter is of 
such uniformly high quality that laymen cannot detect differences 
in the products from the several creameries. Milk is delivered 
daily and only a sweet cream butter is produced. This is sold in 
firkins or tins in the most competitive markets of the world. 

Bacon. Between 3 and 4 million hogs are handled annually by 
the Danish cooperative bacon societies. In 1887 the first cooper
ative abattoir was erected in Horsens, Jutland. It had 1,218 
members and received 24,000 hogs the first year. In 1916 the 
plant was rebuilt, and today it has a capacity of 3,000 hogs per 
week. About 85 per cent of the bacon produced is marketed 
through sixty cooperative societies that have a membership of 
approximately 180,000 persons (1933). Sixteen small private 
concerns were in operation a few years ago and handled about 
15 per cent of the total bacon business. The packing business 
is not so centralized as in the United States; each plant serves a 
relatively restricted area and receives approximately 100,000 hogs 
and a limited amount of other livestock from about 3,500 farmers. 
These cooperative societies furnish two-thirds of the bacon con
sumed in England. The cooperative plants did not altogether 
displace existing plants but were erected to meet the needs of the 
producers as the hog industry expanded. There were seventeen 
private plants in 1890, twenty-one in 1921, and only sixteen in 
recent years. 

Eighteen of the local cooperative organizations processing 
bacon were federated into a cooperative export society called the 
Danish Cooperative Bacon Trading Company, Ltd. This com
pany was incorporated in England in 1902 by three cooperative 
Danish bacon societies. This one society sells close to one-third 
of all the bacon produced by the cooperatives and is one of the 
most important distributors of bacon in the British Isles. It has 
offices in England as well as in Denmark. Unlike the cooperative 
central-marketing companies in the United States, some of the 
capital stock of this organization is held by the retail stores that 
buy from it, and the net profits are divided between the member 
cooperative packing plants and the purchasing retailers. 

In the bacon factories, one finds an illustration of remarkable 
coordination of marketing and production. This close adjust-
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ment was not achieved in Denmark until the cooperative societies 
were established, and is found nowhere else in the world for any 
type of livestock. Every farmer is infor~ed as to the weight at 
which his hogs should be marketed, and the manager of a coopera
tive bacon plant knows the number of hogs and the amount of 
bacon which the plant will receive during a given period of time. 
Hogs weighing from 176 to 220 pounds are demanded since these 
furnish the type of bacon preferred in the English market. Hogs 
are paid for on a basis of the dressing yield and quality rather than 
upon a live poundage basis. As a result of thits very close 
coordination of production and marketing, Danish bacon finds no 
superior on the English market. In order that the high-class 
Lur brand bacon may be produced, the Danes have discovered 
that the cross of a Yorkshire boar with a native Landrace-type 
hog produces what is believed to be the most excellent type of 
bacon hog in the world. 

Eggs and Poultry. It is reported that the first cooperative egg 
exporting society was established in 1895. This organization, the 
Danish Cooperative Egg Export Association, has 700 local 
branches with 45,000 members (1933) which constitutes only a 
small percentage of all egg producers. These egg and poultry 
associations handle about one-fourth of the eggs and poultry and 
have done much to perfect the system of marketing eggs, both at 
home and abroad. In 1932, 30 per cent of all eggs in the British 
market were from Denmark. This represented 85 per cent of all 
eggs sold by the cooperatives. Every egg sold through the 
association is stamped with the number assigned to the producer 
who delivered the eggs. This makes it possible, at all times, 
to identify the products of any producer. As a service to their 
members, the handling of eggs has become a side line of many 
butter and bacon factories. 

Seed Associations. During the past decade thirty-one local 
societies have been organized for the purpose of growing and 
selling pure bred seeds. In 1925 there were 2,557 members in 
such associations. The Danish Farmers Cooperative Association 
for Seed Growing some years ago agreed to look after the produc
tion of genuine, pedigreed seed while the Cooperative Wholesale 
Society agreed to attend solely to the distribution through its 
retail stores. This illustrates again how producers' and con
sumers' cooperatives can work together. 
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Cooperative Cattle Export Associations. Fifteen cooperative 
cattle export associations handling 39 per cent of the meat and 
cattle exports were in operation in 1933. Their organization is 
similar to that of the creameries and bacon factories. Each 
8.'!Sociation sells its own cattle, but for other general purposes, a 
national federation has been formed. The cattle, which are 
chiefly for slaughter, are appraised by a committee of three men, 
a payment covering the appraised value is made at once, and at 
the end of the year any surplus is prorated among the members on 
the basis of their patronage. 

Cooperative Purchasing Associations. The Danish farmer-has 
to rely upon the importation of seeds, oil cake, com, and fertilizer. 
For this purpose 1,280 local cooperative societies were organized 
for the purchase of seed, and 2,839 local cooperative societies 
with a total of 150,000 members (1933) have cooperated to 
purchase fertilizer, feedstuffs, and coal. The Danish Coopera
tive Manure Society handled 35 per cent of the artificial manure 
used in the country (1933), and the Cooperative Fodder Societies 
received 67 per cent of the total net imports of feedstuffs in 1933. 
More than 40 per cent of all imported seeds are handled by the 
cooperatives. Other types of cooperatives, such as a cooperative 
cement factory, cooperative insurance societies, and a cooperative 
bank are found in this country. 

Marketing societies have joined with other societies to present 
the interests of agriculture before the government, Danish 
industries, and abroad. Three great agricultural societies, the 
Federation of Danish Agricultural Societies, the Federation of 
Danish Cooperative Societies, and the Federation of Danish 
Small-holders' Societies, belong to a joint society, the Agricultural 
Council. Experimental work, livestock shows, and rural educa
tion are some of the joint activities. 9 

Characteristics of Danish Cooperation. An analysis of the 
cooperative effort among Danish farmers shows that the following 
characteristics identify the movement. 

1. The organizations are born of necessity. It has already 
been pointed out that the loss of part of the country in 1864, as 
well as the German market, necessitated an overseas trade. 
This export market could be developed best through associated 

• See Christensen's discussion, loco cit., of miscellaneous marketing and 
purchasing associations in Denmark. 
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rather than individual effort. It was also found that individual 
creameries located on farms that made butter from the milk of 
large herds obtained better prices for their large and regular 
shipments than was obtained by small producers of even higher 
grade butter. Therefore, if the advantages of regular shipments 
and large-ecale operations were to be attained, the small producers 
were forced to cooperate with one another. The spirit of 
nationalism gave impetus to the cooperative movement. 

2. The cooperatives are characterized by the unlimited liability 
which each of the members must bear. No statutes are provided 
for the incorporation of cooperatives. In most countries of the 
world, through the act of incorporation, the liability of the 
individual members is restricted to the value of the capital 
invested in the corporation, but in Denmark cooperation was 
undertaken without the protection of limited liability. Danish 
cooperatives are unincorporated. All liability is held jointly and 
severally by the members of the association, with the result that 
a good deal of conservatism is injected into the associations.1o 

The directors, who were usually the larger and more progressive 
farmers, were forced to pay special attention to the financial 
affairs of the association if bankruptcy for the cooperative, as well 
as possible bankruptcy for its members, was to be averted. A 
natural outcome of this unlimited liability feature is the establish
ment of many small, closely knit local associations. However, 
the liability of local associations for the debts of the central sales 
associations is restricted. 

3. Control of the local association, the primary type of coopera.
tive activity in Denmark, rests with the local officers. These 
strong locals have been the bulwark of a successful cooperative 
marketing system, just as the locals have proved to be so valuable 
in organizations such as the California Fruit Growers Exchange 
and other West Coast federations. 

4. Danish organizations have grown from the "bottom up," 
i.e., from the farmer to the organization, rather than from the 
organization to the farmer. This perhaps has caused a certain 
amount of slowness in organization but, at the same time, has 
led to an element of permanency. As a result of this feature there 

II Oftentimes, however, in cooperative dairies the liability of a member 
is fixed in proportion to the quantity of milk delivered during the term of 
the contract. 
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is an absence of the centralized type of associations which certain 
leaders have advocated in such glowing terms in this country. 
The Danish Cooperative Egg Export Association, organized 
previous to the local branches, centralizes the sales of eggs 
through the one association, but each branch maintains its 
autonomy. It is a federated society in which the central sales 
association was built at the same time that the first locals were. 
As more locals were organized, the membership of the central 
increased. 11 

5. Organization is on a commodity basis. It is not uncommon 
to find a Danish farmer belonging to as many cooperative societies 
as the number of products he produces. A man may sell his hogs 
through a cooperative bacon society, his milk through a coopera
tive creamery, his eggs and poultry through a cooperative egg and 
poultry association, and buy his pure bred seeds through 
a cooperative seed association, his commercial fertilizer through a 
cooperative fertilizer association, and his farm supplies through a 
cooperative feed association. He may also belong to a coopera
tive store at which his wife would buy the needs of the household, 
and a cooperative credit society may be open to him through 
which his credit needs are met. Cooperation on a commodity 
basis is one of the outstanding features of Danish cooperation. 
It is somewhat surprising that this particular feature should have 
become so firmly established in Denmark where the spirit of 
cooperation is as deeply ingrained as it is in the people. It 
appears that through a system of bookkeeping and accounting 
it might be possible to set up cooperative societies to handle a 
variety of commodities. But evidently it was expedient to set up 
separate associations in each of which there was an identity of 
interests of all producers. To a certain extent this principle of 
commodity specialization has broken down in later years in 
those plants where commodities, other than the main products, 
are being handled as side lines. Thus the cooperative bacon 
factories, which also sell eggs and poultry for their members, have 
deviated from the rigid application of the principle. 

6. There is a small amount of coordination between consumer 
and agricultural cooperatives. Consumer stores, whose members 

11 The Danish Farmers' Cooperative Association for Seed Growers is a 
centralized type of organization having a contract between the central and 
each member and is an exception to the rule. 
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are chiefly rural folk, have not become closely associated with the 
agricultural cooperative movement. There is, of course, a 
mutual relationship between these two types of businesses, but it 
has not reached a much higher scale of cooperation than is found 
in other countries of the world where both types of activity exist 
side by side. The seed producers and the cooperative wholesale 
societies within the country have a working arrangement whereby 
one acts as the distributing agent and the other the producing 
agent. ' 

7. The use of the membership contract is universal. Contracts 
of 1 to 20 years duration have been used by the various com
modity marketing associations. Exclusive dealing with members 
is considered essential. It is again rather interesting to note that 
the contract was deemed an essential part of the organization 
among the Danes where the spirit of cooperation appears to be so 
deep seated. Evidently the greater volume of business which 
the use 01 a contract assured was considered highly essential by 
the cooperators who would be individually or jointly liable in the 
event of the bankruptcy of their organization. 

A clause usually found in the constitutions and bylaws of 
Danish cooperatives relates to the arbitration of disputes 
between members and their associations. Each party indi
vidually selects one person and jointly a third to arbitrate a case. 
Such arbitration of disputes is a cheaper and 9ften a more 
expeditious way of settling differences than through court action. 
but difficulties with nonmembers are settled through court 
action. Cooperatives in America could save much of the litiga
tion arising from contract violations if boards of arbitration 
were used. 

8. A close coordination of production and marketing, as 
exemplified by the Danish bacon industry, indicates the impor
tance of extending cooperation as far back into the production 
operations as possible. The outstanding success of the Danish 
cooperative packing plants depended upon two things, (a) a 
regular supply of hogs with which to keep plants operating at 
optimum capacity and (b) upon the continuous production of 
uniform, high quality bacon demanded by the British market. 
As & result the marketing of a product without a peer in the 
markets of the world has been made possible. A highly stand
ardized. uniform product is shipped regularly to foreign countries. 
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Such coordination has not been achieved in many countries 
of the world. Many American farmers still deliver cream of all 
grades and quality to their cooperative creameries, and many 
Canadian wheat producers haul grain of many varieties to their 
pools. 

9. The nonstock type of organization predominates. Even 
in the bacon factories which require large outlays of capital for 
buildings, machinery and current expenses, the nonstock type of 
organization is used. The fixed and part of the working capital 
is usually obtained by a loan from banks which is guaranteed by 
the members. Within the larger associations these loans are 
divided among the different districts, and the farmers in each 
district become jointly and severally liable for their proportionate 
share of the debts. 

10. The system of pooling is universally adopted. Advance 
payments are made shortly after delivery of products and final 
payments are made periodically, usually at the end of the year 
as in the bacon societies. Price quotation committees name the 
weekly prices for hogs and butter, and advance payments are 
made on the basis of these quotations. Very careful grading 
is practiced in all associations and payments are made only on a 
grade basis. 

11. Part of the success of Danish cooperation is definitely 
attributable to the Danish people's high schools and agricultural 
schools. These schools inculcate in the minds of the young 
people the principles as well as the advantages of cooperation. 
They have done much to popularize and idealize cooperative 
marketing. 11 

Some Other Aspects of Danish Cooperation. In view of the 
long experience which the Danes have had in their local coopera-

11 "Mr. Madsen-Mygdal, former Minister of Agriculture for Denmark, in 
analyzing the reasons for Denmark's success in profitably entering the 
British and other markets, places the emphasis upon the following factors: 
Competition, notwithstanding the extent to which cooperation is practiced, 
has been made a cardinal feature of Denmark's national economic policy; 
farming is broadly based upon ownership; the farmers have been given 
access to cheap and abundant capital; the farm has been organized on the 
basis of family labor; and above all the driving force of cooperation has been 
harnessed and put to effective use in every phase of the country's agricul
tural industry." Report of t.he Saskatchewan Overseas Livestock Market
ing Commission 1927, p. 36, Saskatchewan Department of Agriculture, 
Regina, Canada. 
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tives, and their district and provincial MSociations, it appears 
somewhat incongruous to find the number of cooperative export 
societies which compete with one another. About forty of the 
cooperative bacon factories sell individually through private 
agents in England, and only eighteen (in 1926) are members of a 
central selling agency. Although a butter quotation committee 
establishes a price for all of the cooperatives, it, nevertheless, 
appears that certain economies in administration, as well as 
merchandising, could be achieved through consolidation of the 
eleven butter export societies. Furthermore, these butter 
export societies do not restrict their membership to cooperatives 
but sell butter for private creameries as well. Only about one
third of all cooperative creameries cooperate with each other in 
selling their butter through the export associations. Although 
a number of these are merely warehousing and shipping associa
tions that do very little with respect to the actual merchandising 
of butter, still eleven appear as an excessive number. H it is 
advisable to organize the local associations into centralized 
groups for more effective transportation, shipping, and routing 
of their products, would it not be equally advisable to consolidate 
the export activities into one, or at best, only a few associations? 
American associations such as the California Walnut Growers 
Association, the California Fruit Growers Exchange, the Ameri
can Cranberry Exchange, and the National Livestock Marketing 
Association have shown the possibilities of cooperation on a 
scale much larger than has been achieved by any of the Danish 
cooperatives. 

Cooperation in Denmark, however, has been a more impelling 
force in rural habilitation than in any other country. The 
changes in agriculture and farm operations at the suggestion of 
cooperative groups, agricultural societies, and agricultural 
schools have been more marked in Denmark than in other coun
tries. Cooperatives have been the media through which 
"better farming, better business, and better living'" have been 
brought to the rural folk in the gateway country of the Baltic. 

COOPERATIVE MARKETING IN CANADA 

Measured by the number of associations, there are ten times as 
many cooperative sales associations as purchMing societies in 
the various provinces of Canada. The first efforts at cooperation 
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:were started in the eighties and since that time about 3,500 
organizations (1936) have been developed with a membership of 
approximately 320,000 persons.13 These organizations are 
found from Prince Edward Island and Nova Scotia in the East 
to British Columbia on the Pacific Coast. Table III lists the 
number and kinds of Canadian associations. 

The principal types of cooperative organization are those for 
the marketing of wheat, livestock, fruits, and milk. The wheat 
associations constitute approximately two-thirds of all the 
cooperative business associations in Canada; nearly one-half 
of the members of all cooperatives belong to the grain associa.
tions. The livestock cooperatives rank next in importance but 
are followed very closely by the dairy cooperatives when the 
value of business handled is considered. Fruits and vegetables 
are marketed principally in the western provinces and more than 
100 associations, doing a business of close to 8 million dollars 
per annum, were operating in 1932. Other cooperatives are 
found among the poultry producers, as well as among the sheep
men who market their wool collectively. 

Type of Cooperatives. In Canada local associations con
stitute the bulwark of cooperative activity. The thousands of 
cooperative grain elevators, cooperative creameries, and coopera
tive livestock-shipping associations provide the basis upon which 
provincial associations or federations are developed. For each 
commodity, a provincial organization has been put in operation 
to handle the products assembled, graded, and shipped by the 
local associations. These provincial associations are further 
united into interprovincial associations of which the Canadian 
Livestock Cooperative (Maritimes), the Canadian Poultry 
Pool, Ltd., The United Grain Growers, Ltd., and the Canadian 
Cooperative Wool Growers, Ltd. are illustrations. These 
organizations are principally the sales associations for the local 
and provincial companies. Some of these, particularly the 
grain associations, have provided terminal facilities at the 
principal export markets of Canada. 

During the period 1925-1930, Canadian cooperative grainq 

marketing associations received world renown through the 

11 RICHARDS, A. E., Farmers' Business Organizations in Canada, Dominitm 
oj Canada, Dept Agr. Bul. 173, 1934. This bulletin gives an e:'{cellent statis
tical eummary of Canadian cooperation. 
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colossal activities of the Canadian Wheat Producers, Ltd., 
which was the central sales pool for the three provincial wheat 
pools. This organization had offices abroad as well as in the 
leading markets of Canada. The amount of grafu which it sold 
annually was in excess of 100 million bushels, and its influence 

TABLII III.-CoOPEBATIVE AssoCIATIONS IN CANADA· 1936 

Agricultural 

Marketing 
Non-

Province Total agri-
Pur- MiaceI- cul-

Fruit Grain chaaing laneou8 tural 
Dairy and and 

Live- Poul- Miscel-
vege-

oeede 
stook try ianeous 

~blC8 

------------------
Alberta .....•... 83 8 .,. 4 23 2 3 40 1 1 
British Columbia 100 12 63 1 2 1 1 24 2 4 
Manitoba ...•... 64 6 1 2 2 1 .. 48 ., . 4 
New Brunswick. 47 13 1 .. 18 1 .. 12 1 1 
Nova Scotia ..... 160 6 60 .. 34 1 3 33 1 23 
Ontario ......... 282 60 33 11 29 7 8 80 21 32 
Prince Edward 

Ia1and .....•.. 19 14 1 1 1 1 1 
Quebec •.••.•.•• 168 1i8 26 17 11 18 11 28 
Saskatobswan ..• 383 3 ... 3 & 1 .. 238 133 

--------,-------
Total ......... 1.296 169 164 39 126 33 28 514 159 61> 

• DireotOl7 of Cooperative Aasooiations in Canada 1936, Dominion 0/ Canada, Depl. A".., 
,~. Bvl. 9, p. 6, Ottawa, Canada. 

Number of aeeociations does Dot represent places of busineaa, for there are nine grain 
marketing _ooiationa listed in tbe three prairie provinoea whioh operate 2,100 oountry 
elevato .... 

upon the grain markets of the world was rather significant. 
As a result of advances to wheat producers in 1929 in excess of 
sales receipts, the interprovincial pool faced serious financial 
difficulties, and only the assistance of the government of Canada. 
saved the entire cooperative wheat mOVE:ment from becoming 
wrecked. The dominion pool itself was discontinued, but the 
separate provincial pools have maintained their autonomy 
and sell wheat for member locals. 

Features of Canadian Cooperation. The features of cooper
ative organization which the Canadians have found workable 
include the following~ 
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1. The' application of the principle of pooling for the sale of 
grain, which has not proved successful everywhere in the United 
States, has been adopted on a large scale throughout the Domin
ion. The collapse of the Canadian Wheat Producers, Ltd., 
did not, however, undermine the value of pooling per se, but 
simply revealed the difficulties which any business will meet when 
too liberal advances are made prior to a sharp drop in com
modity prices. The pooling of livestock, grain, fruits, and milk 
is common in each of the commodity organizations. 

2. Marketing contracts are used generally. Sixty-two per 
cent of the marketing associations in 1932 had contracts with 
their members. These were for periods of 1 to 10 years. Many 
of the contracts were of a continuous character with provisions 
for cancellation during certain periods. Practically 50 per cent 
of the contracts were for 3-year periods, however. The laws 
of Canada legalize the contracts, and damages can be collected 
for failure to comply with the same. 

3. Some cooperatives are beneficiaries of direct governmental 
assistance. Liberal financial aid is given by some provincial 
governments. For example, in 1911, $206,171 was advanced to 
the Saskatchewan Cooperative Elevator Company, and varying 
amounts were granted for several years afterwards on mortgages, 
so, that by 1925 the total indebtedness to the government was 
$2,386,738.28. The Dominion government itself subsidizes 
the Canadian Seed Growers' Association to the extent of $10,000 
per annum and smaller subventions are made for miscellaneous 
purposes to the association. 14 A counterpart of some of these 
financial assistances is found in the activities of the Federal 
Farm Board during the Hoover Administration in the United 
States. 

4. Organization on a commodity basis has been generally 
followed. In some of the provinces where one-crop farming is 
carried on, it is quite natural that a single commodity should be 
the only article sold through the cooperative. The adoption of 
the commodity principle in marketing is not restricted to these 
provinces alone but applies with equal force to the eastern prov
inces where several enterprises are found on individual farms. 
The other usual principles of cooperative organization are found 
among Canadian associations. 

It "Agricultural Cooperation in the British Empire," pp. 33, 34, George 
Routledge & Sons, Ltd., London, 1925. 
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COOPERATIVE MARKETING IN SELECTED COUNTRIES 

Irish Cooperation. Ireland produced one of the outstanding 
inspirational leaders of agricultural cooperative organization 
in the person of the late Sir Horace Plunkett. Sir Horace's 
catchy phrase "better farming, better business, better living" 
became the slogan of cooperatives not only in Ireland, but 
throughout the world during the decade of the twenties. Plun
kett did much to promote the cooperative creamery movement 
in Ireland which started with the first cooperative plant at 
Dromcollogher in 1889.10 His influence at congresses, coopera
tive meetings and through printed publications on the subject 
did much to inspire others in the cooperative movement. In 
1894 he organized the Irish Agricultural Organization Society 
(I.A.O.S.), now with headquarters in Plunkett House (Dublin), 
which has proved to be the chief motivating force in agricultural 
cooperation. Its primary concern is organizing and promoting 
cooperative societies, and contributions of the member coopera
tives and the government finance its activities. Much of the 
cooperation in Ireland, aside from the cooperative creamery 
movement, consists of "general purpose" societies that take in 
farm products and sell farm and household supplies. Relatively 
few consumer cooperatives, such as abound in England and Scot
land, are in existence. 

In their creameries an interesting development in cooperative 
manufacture took place. Most of the creameries in Ireland 
were privately owned, and as a result of the excessive number, 
the individual turnover was very low and the costs of operation 
were relatively high.1e Through the passage of the proper 

II ANDERSON, R. A., Horace Plunkett-Brief Sketch of His Life and 
Work, paper before the Conference on Development of Agricultural Coopera. 
tive Business, Aberystwyth, Wales, May 27,1932. 

II WILLIAIIlB, J. GLYNNII, New Developments in Cooperative Organization 
and Finance, paper before Conference on Development of Agricultural 
Cooperat.ive Business, University College, Aberystwyth, Wales, May 27, 
1932. Mr. Williams writes: "One of the most interesting developments in 
agricultural cooperative organization which demanded legislation took place 
in Ireland in 1928 •••• When the Irish Free State attained dominion status 
Irish cooperators were fortunate in having a government sympathetic to 
cooperation and more particularly to agricultural cooperation. It was 
realized in 1926 and 1927 that a large number of privately owned creameries, 
to put the fact plainly, were redundant. For obvious reasons owners were 
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legislation in 1928, brought about by the influence of cooperative 
leaders, the creamery business was practically turned over 
"lock, stock and barrel" to the farmers and their cooperative 
organizations. A large number of plants were closed, the size 
and efficiency of those operating were increased, the entire 
creamery system was placed on a cooperative basis, and to open 
any new creamery it was virtually necessary to obtain a permit 
on the grounds of public necessity. The Irish creamerymen 
have failed, however, to cooperate with one another in establish
ing a central selling agency. The Irish Associated Creameries, 
a cooperative sales agency organized in 1927 to sell butter for 
154 creameries, failed within 3 years. This illustration is chosen 
to show that in Ireland cooperation, in a sense, was forced down 
from above upon the individual producers in the country. 
It shows how the government, through legislative action and 

quite willing to sell these properties at a reasonable price to any farmer
owned organization prepa.red to purchase. The reconstituted Irish Agri
cultural Organization Society took ~p the matter, but two main difficulties 
appeared to be insuperable (1) the necessary capital was not available, 
(2) certain properties were unsuitable, but nevertheless as factories, they 
were formidable competitors for the milk supply available. 

"The method adopted to meet this difficult and national problem is 
unique and interesting. Civil servants as representatives of the state 
became registered as the 'Dairy Disposal Company' to purchase plant and 
buildings of creameries considered redundant, and these properties were 
then offered for resale to farmers' cooperative societies. Any property 
purchased by this company and not taken over by the farmers could be 
operated by the company on behalf of the state. To provide the necessary 
capital the Creamery Act, 1928, was passed. This act permitted the govern
ment to advance capital to farmers' cooperative societies but also forced 
members to:take up share capital prorated at £ 1 share per three cows. To 
limit creamery activity in any area no new creamery could be established 
in an area except by permission of the Minister of Agriculture. As there 
probably would be some deficiency in the price paid by the farmer-owned 
societies when compared with the price paid by the dairy disposals com
pany this was to be met by subsidy from Government Funds to the extent 
of a maximum of £95,000. 

"By October 1931, 170 proprietary creameries had been purchased by the 
Dairy Disposal Company, 44 of which had been transferred to cooperative 
8ocieties. Of the remainder, 79 had been closed and 47 were still held 
by the company. Creamery plants purchased from proprietary owners 
numbered 23. In addition 17 cooperative creameries had been taken over 
by mutual agreement, 4 of which were closed and 13 being operated 
temporarily." 



COOPERATIVE MARKETING ABROAD 101 

financial assistance, can replace private organization by coopera
tives. But it also demonstrates that unless the seeds of coopera
tion are sown in a well prepared soil their roots will not penetrate 
deeply enough to maintain & superstructure. Today, Irish 
cooperative creameries are essentially processing plants and are 
not especially successful marketing agencies. Their interest 
has been in the technical and not the commercial aspects of 
butter production and marketing. The success of this move
ment will perhaps depend as much upon the economies and 
efficiencies of manufacture as upon the change from private to 
cooperative management. To credit the success of this rationali
zation of the creamery movement to the cooperative organization 
per se is, no doubt, overlooking the possibility that success might 
have been possible under a rationalized system of private 
management. 

Cooperatives, other than the creameries, also operate in 
Ireland. In 1934 there were 374 trading societies in Ireland, 
two-thirds of which were creameries. Others are cooperative 
bacon plants, egg, flax, and general societies. Ninety-two 
rural credit groups also operated in 1934. The depression 
of 1921-1922 and of the thirties took a heavy toll of the coopera
tives in the country. Federated sales associations are practically 
nonexistent-there being only one in 1933; consumer-producer 
relations are not developed. Despite all of the constructive 
work of Plunkett, Father Finlay, R. A. Anderson, and George 
W. Russell (A.E.), "cooperation has not yet, indeed, come fully 
into its own." 

Australian Cooperation. The cooperative experiences in 
Australia relate principally to the cooperative sale of exported 
farm products of which wool, wheat, and dairy products pre
dominate. During the period 1920-1935 the establishment of 
both voluntary and compulsory pools for the various commodities 
has been common. Through agricultural legislation, particularly 
in Queensland, a compulsory pool may be set up for the marketing 
of a particular commodity when the majority of the producers 
at a popular election vote in its favor. Thwi, in 1932 there 
were no less than fourteen commodity pools in operation, some 
of which were started as early as 1922 and were renewed annually, 
either without opposition or with a substantial majority to 
assure continuous operation. For example, the egg pool was 
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constituted in 1923 by an 87 per cent majority, and renewed in 
the following years by large majorities. Under the Wheat 
Pool Acts, a wheat pool was established in Queensland in 1921 
by a 9772 per cent majority; continued in 1924 by an 89 per cent 
majority and again in 1928 without any opposition. It is 
apparent that the compulsory pools, although conducted by a 
majority which is interested in cooperative activity, certainly 
modify the principle of voluntary cooperation which is ordinarily 
considered the basis of cooperation. 

The Australian cooperative organizations have been main
taining a fairly close relationship with the Cooperative Wholesale 
Society of England. For several years following 1924-1925 
the Western Australia Cooperative Wheat Pool, which was the 
largest individual. wheat exporter in Australia, was financed 
by the Cooperative Wholesale Society of Great Britain. In 1925 
nearly 3 million pounds were advanced by the C.W.S. 

The cooperatives in Australia are not organized strictly on a 
commodity basis, but deal in most agricultural commodities 
and buy from and sell to farmers. "... Agricultural coopera
tion in Western Australia has developed on its own lines and in 
defiance of some of the accepted traditions of the movement. II 17 

Producers' Markets, Ltd., is a cooperative handling fruit, poultry, 
eggs, and vegetables. It was reported that the general manager 
of the Westralian Farmers, Ltd., the large central organization 
of the cooperative movement in Western Australia, said that, 
"Commodity marketing as preached by Sapiro is unsuited to a 
small pioneer producer as Western Australia. Few commodities 
could afford individual administrative costs. II This latter 
society sets up either autonomous locals, or establishes associa
tions of its own in communities where local leadership is 
lacking. 

The Australian cooperatives do not have a centralized selling 
policy such as is found among the American, Canadian, and 
Danish Cooperatives, but they cooperate with the cooperative 
associations of New Zealand and South Africa in maintaining a 
sales agency in London, the Overseas Farmers' Cooperative 
Federation, Ltd. The Westralian Farmers, Ltd., deals with the 
Overseas Farmers' Cooperative Federation of London in selling 
wheat in Europe. 

I' II Yearbook of Agricultural Cooperation, 1930," p. 226, George Routledge 
&: Sons, Ltd •• London. 1930. 
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Union of South Africa. Cooperation in the Union of South 
Mric& has also been most important among the agricultural 
producers. Cooperative associations for the marketing of 
wool, wheat, maize, eggs, and meat (slaughterhouses) are in 
existence-437 societies with & membership of 85,000 were 
reported. II Compulsory pooling has not achieved the position 
that it has reached in Western Australia. Under the Cooperative 
Societies Act of 1922, cooperative associations in South Mrica 
are prohibited from trading with, or on behalf of, nonmembers. 
This, it will be noted, is considerably different from the federal 
cooperative law in the United States. The government of the 
Union of South Mrica has assisted the voluntary cooperatives 
by passing legislation calling for compulsory pools in the event 
that the majority of the producers vote in its favor. This has 
been done for tobacco. In some quarters cooperation is still 
regarded as the principal means of replacing the middleman, 
securing his profits, and raising prices. Hence, many believe 
that cooperatives can accomplish these things if all producers 
are compelled to belong to the same. Not all farmers in the 
Union feel this way about a cooperative, but many understand 
"that cooperation is business and must in order to succeed follow 
ordinary business procedure." 

New Zealand. In New Zealand all of the cheese produced in 
1930 was manufactured in cooperative plants and fully 90 per 
cent of the butter was made cooperatively. Some of the coopera
tive creameries are the largest in the world and are models of 
technical efficiency. One, for example, makes 50 million pounds 
of butter and 12 million pounds of cheese annually, besides casein 
and dried milk. Government grading of all exported butter and 
government assistance to creameries in producing uniform, high 
quality butter has stimulated cooperation. Although creamery 
supplies are purchased through a centralized agency, still no 
outstanding success has been made in marketing butter through a 
central cooperative sales agency. A New Zealand Producers' 
Marketing Association, consisting of about 100 of the 500 cooper
ative dairy companies, ships butter to its London subsidiary, the 
New Zealand Produce Association, Ltd. This producers' cooper
ative is financed by the Cooperative Wholesale Society of Great 
Britain and through its London affiliate supplies butter to the 
C.W.S. 

• "Yearbook of Agricultural Cooperation 1933," p. 50, P. S. King and 
iJ.>n. Ltd.. London, J 932 
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The sale of fruit cooperatively by seventy-three associations 
(1929) through the New Zealand Fruit Growers Federation, Ltd. 
(established in 1906) is an illustration of successful federated 
activities on the Islands. Only pears and apples are exported. 
Following the passage of the Fruit Control Act in 1924, fruit was 
brought, as butter already had been, under the control of the 
government with respect to shipping, grading, and marketing. 

A cooperative wheat pool, similar to the Canadian wheat pools, 
was organized in Canterbury. Among the producers of meat and 
wool, there is very little cooperation in marketing. Honey 
producers have their Cooperative Honey Producers' Association 
and engage in export operations. 

Although New Zealand farmers have shown zeal in organizing 
local cooperatives, still, with the exception of the fruit export 
association, they have quite generally failed in centralizing 
selling. 

Finland. Finland is a predominantly rural country in which 
agricultural cooperation plays an important part. Three types 
of cooperative effort are found among the farmers: (1) cooperative 
stores, wholesale societies, and purchasing associations, (2) 
cooperative credit institutions and insurance societies, and (3) 
cooperative processing plants and sales organizations. Partic
ularly prominent among the latter is the Valio Butter Export 
Cooperative Society, exporters of the famous Valio brand of 
butter. Organized in 1905, this cooperative has grown consist
ently so that in 1935 it handled approximately 93 per cent of aD. 
Finnish butter exports. A high degree of perfection has been 
attained in the butter through a careful system of grading, 
processing, packing, and shipping by the modern creameries which 
belong to the society. Sales are not confined to the export mar
kets, nor is only butter handled, but local sales of milk and cream, 

'butter, cheese, and other dairy products swell the annual turn
over. Through its educational service departments, it has 
expanded dairying throughout Finland and has supervised the 
erection of new plants in many places. In 1934 there were 
684 cooperative dairies, which produced about nine-tenths of all 
the butter and seven-tenths of all the cheese of the country. 
Organized on strictly cooperative principles, it has done for 
Finland what the cooperative dairies and their overhead organiza
tions have done for Denmark. It has, however, carried the idea 
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(If central selling further than the Danes have in their country. 
Cooperative slaughter plants indnumerous egg and poultry 
associations are also found in the country. 

Norway. In a number of other countries, cooperative market
ing by farmers has played an important part. In Norway, 
many cooperative city milk-distributing societies have operated 
successfully. "At the end of 1930, the number of persons in 
Norway engaged in agriculture as a primary occupation was 
roughly 125,000, of whom nearly half were members of require
ment societies, 40 per cent of the consumers cooperative move
ment, 35 per cent of cooperative dairies, 24 per cent of cooperative 
slaughterhouses, and 10 per cent of cooperative egg marketing 
societies. "18 The 10 cooperative slaughterhouses, 440 coopera
tive egg circles, local fruit, vegetable, honey and wool coopera
tives, and the central societies for the dairy, poultry, and livestock 
cooperatives attest the diversity and extent of the cooperative 
movement in the country. Cooperative fisheries and cooperative 
sale of forestry products are also found. 

Sweden. In Sweden cooperation has progressed as it has in 
Norway. Cooperative milk distribution in Stockholm is one of 
the largest enterprises of its kind in Europe. In 1935, there were 
reported to "be 730 cooperative cheese and butter factories; 
24 slaughterhouses (1929), and 29 egg and poultry associations 
(1929) in addition to the city milk distributing societies. More 
than two-thirds of the milk is processed in cooperative plants. 
Federations for egg, forestry products, livestock, fruit, and dairy. 
societies have been set up, and, as in several other countries of 
Europe, have maintained harmonious relations with the organized 
consumer societies. Cooperation among rural producers has not 
progressed nearly so much as among urban dwellers.lo 

Switzerland. Switzerland is considered by many as the cradle 
of cooperation. Centuries ago the peasants in the Jura Moun
tains made cheese collectively in their Jruitieres. But it was not 
until the beginning of the present century that organized market
ing associations appeared. Small cooperative dairies were 

U "Yearbook of Agricultural Cooperation," p. 92, P. S. King & Son, 
Ltd., London, 1933. 

• For a colorful description of cooperation in Sweden see Marquis W. 
Childs, "Sweden-The Middle Way," Yale University Press, New Haven, 
Conn., 1936. 
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started, f¥ld these formed federations within the various cantons. 
The cantonal federations organized national associations. In 
1907 the federations organized the Swiss Milk Producers' Union 
in which fluid milk, condensed milk, and cheese producers were 
united. Later in 1911 a cheese export company, the Emmenthal 
Cheese Exporting Company, was set up. Ninety-five per cent 
of the Swiss Dairymen belong to cooperative societies of which 
there are 5,000. Twenty-four federations were in operation in 
1930, and these had membership in the Swiss Dairy Union. 
Members of local societies carry unlimited liability. In addition 
to the processing and marketing societies, a large number of 
local associations, federated into 8 central organizations, exist 
for the purpose of importing and buying in large quantities 
members' requirements. One distinctive feature of Swiss 
cooperation is the close working relationship which the coopera
tive and private cheese exporting companies maintain. 

In the "Report of the Inquiry on Cooperative Enterprise in 
Europe 1937," the diversity of the cooperative movement in 
Switzerland is shown by listing the following associations: 

3 large federations of consumers' societies having 879 local 
member associations with 418,300 members in 1933 

2,866 dairy and cheese-making societies 
709 agricultural purchasing societies 
1,436 cattle raising societies 
426 water supply societies 
323 electrification societies 
206 agricultural-processing societies 
87 soil-improvement societies 
83 grazing societies 
787 loan and savings societies 
783 cooperative insurance societies 
263 building and housing societies 
140 cooperative restaurants. 
In 1934, the Federation of Agricultural Societies of Eastern 

Switzerland (V.O.L.O.) had 310 local member societies with 
23,000 farmer members. It acts as distributing agent for farm 
supplies and household goods and markets many farm products 
except milk and dairy products which are handled by another 
federation. One distinctive feature of the local societies affiliated 
with the V.O.L.O. is the joint and individual liability of its 
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members. .As in other countries, this large wholesale society 
operates flour and feed mills, processing plants, and large storage 
plants and has in its employ about 300 persons. 

Other Countries. About two-thirds of the butter and one~ 
half of the cheese produced in the Netherlands come from 
cooperative dairies that are members of the AllgemeeneNeder
landsche Zuivelbund. More than two-thirds of the dairies in 
Esthonia are cooperative, and these produce approximately 
85 per cent of the dairy products. In Latvia the Central Federa
tion of Cooperative Dairies exported one-half of all the butter 
of the country. About 90 per cent of all butter exports comes 
from cooperative plants. 

In Egypt the cooperative movement began in 1909 through 
the efforts of Omar Loutfy, the father of Egyptian cooperation, 
but it was not until after the World War that the movement 
actually developed. Mter the passage of cooperative acts in 
1923 and 1927 and the establishment of a government loan fund, 
the number of agricultural associations increased from 162 in 
1928 to 587 in 1933 and the membership quadrupled.21 

In the Philippine Islands, some cooperative effort among 
producers of tobacco and copra is carried on. In China very 
little agricultural cooperation is practiced, except in the field of 
cooperative credit. 

In Japan farmers' cooperative marketing associations and 
cooperative purchasing societies have made considerable progress 
since 1900. In 1931 there were nearly 8,000 of the former and 
10,000 of the latter. Local marketing associations are affiliated 
into more than 100 federations, and many of the federations are 
united into two national marketing organizations for raw silk 
and rice grain, respectively. The most important commodity 
bought by the purchasing associations is fertilizer. 

In India, where perhaps the largest number of people of any 
country are members of cooperatives, the cooperative credit 
societies flourish, but the strictly agricultural marketing groups 
are not to be found in large numbers. Much difficulty has been 
experienced in organizing the Argentine producers, and in South 
American countries in general, cooperatives have not been impor
tant. Cooperative marketing is found among farmers in other 

II RAsIUD, bBABDI, "Agricultural Cooperation," Egyptian Government 
Printing Office, Cairo, 1935. 
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countries than those listed here, and omission here does not in any 
.manner deprecate its importance in those countries. 

INTERNATIONAL COOPERATION 

In 1895 the International Cooperative Alliance was founded for 
the purpose of unifying the cooperative activities of many coun
tries of the world. This organization publishes an official organ 
and· sponsors annual congresses at which the principles and 
practices of cooperation are discussed. International cooperation 
is primarily between the cooperative consumer societies. 21 

Efforts at uniting producers' cooperatives of several countries 
have been made, but the progress is slow. The International 
Confederation of Agriculture, headq uarters in Paris, and the 
secretariat at Brougg, Switzerland, through membership on the 
International Committee for Cooperative Relations comes in 
contact with the International Cooperative Wholesale Society 
(I.C.W.S.). In 1933 about 200 million dollars of international 
cooperative trading was negotiated for the member wholesales 
by the I.C.W.S. 

Cooperation of Consumer and Producer Societies. At many of 
the meetings of the International Cooperative Alliance and at the 
national cooperative congresses held in the different countries, 
the possibilities of closer cooperation of the consumer societies 
on the one hand and producer societies on the other have been 
discussed and encouraged. It has always been felt by the leaders 
of cooperation that in order to have a complete cooperative society 
there must be a gradual working together of consumer and pro
ducer groups to eliminate the middlemen and drive out speculation 
in the handling of the necessities of life. It was deemed a work
able scheme, for example, to have the farmers of the Canadian 
prairies sell their wheat to the S.C.W.S. (Scottish Cooperative 
Wholesale Society) in Glasgow in such a way that both would 
gain from the transaction. As a matter of fact, the S.C.W.S. 

II The cooperative wholesale societies of Sweden, Norway, Denmark, and 
Finland organised a central buying agency, the Nordisk Andolsforbund 
(N.A.F.>, with headquarters at Copenhagen for the purpose of having one 
agency buy imported goods for its five member societies. In this case an 
international cooperative was set up to take the place of private middlemen's 
services. According to reports this international cooperative venture has 
proved to be highly successful. 
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bought 1,730,000 bushels of wheat in 1928-1929 from the Cana
dian Wheat Pool. 

An amalgamation of consumer and producer societies is difficult 
to achieve wherever prices and profits are the chief considerations 
in their business transaction. Where reciprocal trade relations 
do not prevail or where no interdependence between groups 
exists, the consumer cooperatives attem.pt to buy at the lowest 
prices possible consistent with the quality of goods obtained. 
The sales associations, on the other hand, have their primary 
zeal in obtaining the highest prices obtainable in market places. 
One is interested in low prices-the other in high prices; and to 
effect a close cooperation between the two groups that are so 
price conscious is almost an insuperable task. This statement 
is not meant to suggest that there cannot be some cooperatioIi, 
even a great deal, between the two groups, nor that it is inad
visable. Far from it. In many instances sales associations 
would prefer to sell to consumers' groups and consumers' groups 
would prefer to buy from sales associations, if they could obtain 
goods at as low prices as from other traders. But when price 
advantages are sought it is perfectly apparent that neither shows 
the other any priority over any other trader in the market. This 
is far fTom the type of cooperation which some enthusiastic 
leaders have in mind when they speak of consumer-producer 
cooperative activities." 

Some real efforts have been made to coordinate the activities 
of these two groups. For example, the C. W.S. of England and the 
New Zealand Producers' Cooperative Marketing Association 
organized in 1921 a London Company called the New Zealand 
Produce' Association, Ltd., in which the New Zealand Marketing 
Company and the C.W.S. hold the-same number of shares. The 
New Zealand Cooperative attends to the handling, consignment, 
insurance, and financing of shipments of butter from New Zealand; 

I. The attitude of iwo scholars in the field of consumers' cooperation on 
this issue is described in Chap. XXVIII in the book "Cooperation" by 
F. Hall, and W. P. Watkins, Cooperative Union, Ltd., Manchester, Eng •. 
land,19M. 

For an interesting account of the conflict in some countries and harmony 
in others existing between consumers' cooperatives and agricultural sales 
BSSOCiatiOns at this time in Europe, see Chap. XIII, "Consumer Coopera
tives and Agriculture," Report of the Inquiry on Cooperative Enterprise in 
Europe, 1937, U. S. Government Printing Office. Washington. D.C. 
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and the London affiliate, advised of the shipments, handles the 
butter on its arrival in London, determines its price and arranges 
its sale. The C. W.S. is not obliged to buy from the London com
pany, nor is the company obliged to sell to the C.W.S. A sale 
to the C.W.S. is consummated provided the price is mutually 
agreeable. In other words, a commission agency was set up 
jointly by producer and consumer societies for the purpose of 
handling butter sent by a cooperative society in New Zealand. 
The operations of the company, however, are very much like 
those of any dealer who strives to get the highest prices for his 
produce in the market. 

The large cooperative wholesale societies constitute an impor
tant market for producers' associations but at the same time 
become important competitors if buying agents for the whole
sale societies establish offices in the producers' territory and buy 
from private and local cooperative groups. It appears logical 
that the facilities of established consumers' groups should be used 
to provide the producers' organizations with supplies which the 
companies and their members need. Illustrations of such recip
rocal relations follow. 

In 1932 the Danish Union of Cooperative Slaughterhouses 
purchased 250,000 bacon wrappers from the Scottish Cooperative 
Wholesale Society which illustrates reciprocal trade relations 
between producer and consumer cooperatives. For years (since 
1881) the C. W.S. of Manchester maintained offices in Denmark 
for the purpose of buying butter from the cooperative creameries. 
The C.W.S. of England has also maintained direct contact with 
the Finnish Vallo organization. The arrangement between the 
Danish Farmers Cooperative Association for Seed Growing and 
the C.W.S., whereby the former agrees to produce the seed 
required by the latter and the latter to distribute it through 
its retail stores, has been mentioned. Supplies in excess of 
the C.W.S.'s needs may be distributed by the seed growing 
association. 

In Austria, for instance, a producing country, the imports of butter 
and cheese are very small: the local (consumer) cooperatives obtain their 
supplies from the agricultural cooperative marketing societies or directly 
from the producers. As regards butter, over 62 per cent comes from the 
marketing cooperatives; nearly 35 per cent is bought direct from the 
farmers, and the rest is supplied by the Wholesale Society. In Finland 
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the distributive cooperative societies obtain their supplies direct from 
the countryside. One of the two chief central organizations purchases 
78.67 per cent of its butter and 25 per cent of its cheese from the agri
cultural cooperatives. The other does not directly undertake the 
distripution of butter and cheese, as its local societies obtain their 
Bupplies from Valio, the Central Sales Office of the Cooperative Dairies. 
The Swedish Cooperative Union . • . buys all its butter from the 
agricultural cooperatives and all its cheese on the open market. . . • 
The Swiss Union of Distributive CCHlperative Societies, which covers 
most distributive societies, obtains the whole of its cheese supply, or 
1,607,000 kilograms, from the Swiss Agricultural cooperatives (1925), 
except for 5,000 kilograms imported from Italy. For butter, on the 
other hand, the supplies obtained from the Swiss agricultural marketing 
societies cover only a small proportion of the requirements of the Union. 
Its imports of butter in 1925 amounted to 1,412 tons, or nearly 16 per 
cent of the total imports of butter in Switzerland in 1925. The greater 
part (over 78 per cent) of the imports of the Union came from the 
Danish cooperatives.1t 

As far as the information at present (1925) available shows, Switzer
land for butter and Great Britain for dairy produce and wheat are 
the only countries in which the distributive societies have direct and 
constant relations with the agricultural cooperatives of the exporting 
countries.u 

Swiss purchases of Danish butter are made direct from the 
cooperatives in Denmark, and likewise, English and Scottish 
C.W.S. purchases of wheat are made direct from the Canadian 
cooperatives. "Conversely, the Canadian Distributive Societies, 
which are now making rapid progress in the Canadian provinces, 
obtain their groceries and manufactured goods from the· British 
Wholesale Societies. "26 

GENERAL OBSERVATIONS 

The following observations are made after in'luiring into th~ 
extent and nature of cooperative activities in the various countries 
of the world. 

If The Part Played By Cooperative Organizations in the International 
Trade on Wheat, Dairy Produce, and Some Other Agricultura.l Products, 
League of Nations, International Labour Office, C.E.!. 14, pp. 23, 24, 
Geneva, 1926. 

II Ibid., p. 26. 
-Ibid., p. ~8. 
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1. It appears that cooperative principles can be successfully 
applied to the marketing of any kind of agricultural products. AB 
far as the characteristics of the commodity itself are concerned, 
there seems to be no limit to the application of the cooperative 
principle for its distribution. Perishable, as well as nonperishable 
commodities, staples or nonstaples, seasonally produced or con
tinuously produced goods, commodities sold upon highly organ
ized exchanges or in the absence of such exchanges-all these are 
sold through organized associations in some place or another 
throughout the world. Whether it be for pure bred seeds, fat 
cattle, copra in the Philippines, cotton in the South, or honey in 
Australia seems to make no difference whatsoever to the success
ful application of cooperative business technique. It can be 
said, therefore, that the principles can be successfully applied 
throughout the world for all types of commodities. 

2. The characteristics of the people are significant in determin
ing the extent of cooperative organization. Among the agri
cultural exporting nations, cooperative sales of farm commodities 
are more important than cooperative purchases. But, among the 
importing nations cooperative purchasing associations playa more 
important role. Among the well-educated farmers of Denmark 
who are steeped in the history and experience of cooperative 
associations, this method of doing business is common, but 
among the isolated producers in Argentina, it has been much more 
difficult to inculcate the spirit of cooperation. The system of 
land tenure, the methods of land management, the size of individ
ual farms, the credit standing of the producers, and the experience 
in cooperative activities of one kind or another, all affect the 
extent to which the sale of farm products is carried on coopera
tively. Although universality of nationality, of language, and of 
religion are important in uniting and maintaining farmers in 
cooperative groups, yet exceptions among American farmers are 
sufficient to show that such universality of social institutions is 
not necessary to insure the success of a business organization such 
as the cooperative. 

3. Most successful cooperative organizations in different parts 
of the world are organized on a single commodity basis, but 
organization on a multiple commodity basis does not, in the least, 
spell failure. The general principle of organization on the com
modity basis, in contradistinction to organization on a geograph-
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ical basis, has proved its merits repeatedly. The experiences 
of many cooperatives in the United States and elsewhere confirm 
this opinion. It appears that there is a greater unanimity of 
interest when the organization is on a strict commodity basis; 
Through wise management and an accurate system of accounting, 
operations of a multiple commodity organization are not only 
feasible, but can be highly successful. 

4. In most European and Asiatic countries cooperative agri
cultural credit associations were basic to cooperative marketing 
associations. This was not the case in North America, however. 
In both rural and urban centers of the United States credit 
unions became widespread during the depression years of the 
thirties. It has not been discovered, however, that the credit 
association is fundamental and must necessarily precede the 
organization of cooperative marketing associations. It becomes 
an excellent training school, however, for those who later engage 
in cooperative marketing activity on a much larger scale than is 
usually conducted by the cooperative credit unions. 

5. Public policy in practically every nation of the world has 
favored the development and progress of cooperative marketing. 
Laws legalizing cooperative associations are enacted in most 
countries, and although these laws vary in their completeness and 
in their details, they nevertheless give positive approval of the 
principles of cooperative marketing. 

6. Relatively little of the total business of handling farm prod
ucts is carried on by cooperative associations. Despite the 
approval of this method of marketing, farmers in many parts of 
the world, with the exception of Denmark, still market only a 
small proportion of their total produce through the cooperatives. 
For the world at large, certainly not more than 10 to 15 per cent 
of all agricultural produce is handled by farmers' associations. 
This percentage is not so small when one realizes that cooperative 
marketing is less than fifty years old in most countries. Signifi
cant results have been achieved in the field of special commodities, 
but in the field of the staple commodities, particularly those for 
which organized exchanges exist, marked changes in either the 
method of handling or in the prices obtained have not Men 
realized. 

7. Consumer-producer cooperation is still primarily in the realm 
of discussion rather than in the realm of reality. It is significant 
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that the International Cooperative Alliance is taking steps toward 
a closer interworking relationship between consumers' and 
producers' organizations in various parts of the world. In 
special cases, reciprocal trading has been established. It may be 
added, however, that of the business which has been carried on 
between cooperative consumer and producer groups, practically 
all of it is conducted on the same basis as that governing transac
tions with private concerns. The possibilities of a more efficient 
relationship than this are questionable. 

8. There is general acceptance of the principles of cooperation 
as adopted by the English Societies. It is true that in some 
countries, as in Western Australia, modifications of these princi
ples have been made. The enabling acts of some countries 
prohibit dealings with nonmembers which was a. policy generally 
followed by early societies. In other countries, however, this 
principle is not adhered to, and a much more liberal interpreta
tion is made with respect to dealing with nonmembers. On the 
whole it is significant that the type of cooperation which the 
English flannel weavers followed in 1844 is the kind which 
consumers' cooperatives have found as workable schemes of 
organization and operation. 

9. In many places state control, or positive state encourage
ment, of cooperative marketing is found. In Ireland, Russia, 
Germany, and Italy close control by the state is characteristic 
of the system of cooperative marketing. In the Danubian coun
tries, the East, and the Near East government aid and actual 
government subsidy of the cooperative movement are positively 
welcomed and to many are indicative of the soundness of this 
system of marketing. This is quite unlike the attitude of 
farmers and cooperative leaders in western countries concerning 
the government's relation to cooperative business. In Western 
Australia, cooperation is encouraged to such an extent that 
compulsory pools are set up following a vote in their favor. This 
is simply a recognition of the merits of voluntary cooperation and 
is an attempt to obtain for all producers the beneficial results 
which voluntary cooperation makes possible for a limited number. 

10. Nowhere have the cooperatives successfully set aside the 
established laws of economics for any permanent period. Chal
lenges to the general application of the laws of supply and demand 
and definite attempts by some associations to establish monopoly 
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prices under conditions of highly competitive production and to 
engage in operations contrary to the general principles of econom
ics have shown repeatedly the basic necessity of recognizing 
economic principles. Temporary successes have been made 
when there was an apparent overthrow of the accepted principles 
of economics, but nowhere has a permanent change been made. 
It is of interest to see in the history of cooperation in many 
countries that cooperative leaders have relied upon "self-help 
through mutual help" rather than on state aid, protection through 
tariffs, and on subsidies as means of permanently improving 
agriculture. 

Questions 

1. What different types of cooperative activity are found in the countries 
of the world, and where do the special types predominate? 

2. Why has cooperative marketing become so important in Denmark? 
I. What are the leading characteristics of Danish cooperative associ&

tions? Of Canadian cooperatives? 
,. What is the I.A.O.S. and what functions does it serve? 
I. What features are found in Australian cooperation that are not found 

among cooperatives in Denmark and the United States? In Swiss coopera
tives? 

6. Examine the monthly publications of the International Cooperativf\ 
Alliance and report the general nature of the subject matter treated. 

T. What do Hall and Watkins in their book "Cooperation" have to say 
about the relation of producer to consumer cooperatives? 

8. What general conclusions can be reached about the practicability of 
applying the cooperative method of marketing to different commodities in 
different countries of the world? 

8. What principles of cooperative organization have been generally 
followed by the associations in the different countries? 

10. What notable progress has the Swedish cooperative movement made? 
(See Marquis Childs, "Sweden-The Middle Way.") 



PART II 

THE ECONOMIC PHILOSOPHY OF COOPERATIVE 
MARKETING IN THE UNITED STATES 



v 
Baaic Economic Concepta oJ the CooperatilJe MOIJement 

The philosophy oJ a people at any gilJen time wiU determim the 
31Istem oJ organization that they wiU adopt to gOlJem their economic 
actitJities. Broadly speaking, their choice is limited to three main 
types oJ economic systems. 

One type, known as laissez Jaire, is characterized by lack oJ 
organization. In a laissez-Jaire economy it is euery man Jor him
sel/. Each individual is supposed to know his own desires. He i8 
to be Jree in exercising his ingenuity to accumulate wealth and to 
spend it. AdlJocates oJ this system belieue that the net resultant oJ 
Jreedom oJ enterprise and lack oJ restraint in om's conduct toward 
others will be the greatest good Jor the greatest number and the aggre
gate national income wiU exceed that produced under any other 
31Istem oJ economy. 

Planned economy is another system. In this system, the authority 
is centered in some inditJidual or group oJ master minds to draJt, 
direct, and control the actitJities oJ the masses toward definite goals 
in such a way that the greatest social good may be attained. I nditJid
ual rights to Jree enterprise are restricted, the ownership oJ property 
Jor certain 1I.8es limited, contractual rellztions curbed and public 
exchange transactions regulated. UsuaUy, control is attempted by 
artijiciaUy stimulating prices oJ some commodities and stabilizing 
or reducing them Jor others until a parity is established upon some 
predetermined base. 

Cooperation is a resultant system oJ economy. It is a synthesis 
combining the desirable qualities oJ the laissez-Jaire economy and 
the planned economy. InsoJar as it is POS8'tole, the undesirable 
Jeatures inherent in the two older 31Istems are not transmitted to the 
mw system oJ cooperation. Cooperation broadens the base oJ dem0c
racy extending it into the economic and social fields oJ endeatJor Jor 
the benefit oJ aU those who possess the intelligence to control and 
direct human actitJitiea on a mutual basi,. 

+ + + 



CHAPTER V 

BASIC ECONOMIC CONCEPTS OF THE COOPERATIVE 
MOVEMENT 

The signing of the Declaration of Independence was a momen
tous occasion for Americans. The historic document issued by 
the Continental Congress on July 4, 1776, gave political expres
sion to the critical philosophy of John Locke which, nearly a 
hundred years earlier, had been presented in the Bill of Rights in 
England. 1 

The development of a more secure economic status has been an 
evolutionary process since that time. Labor, handicraft workers, 
consumers and peasants have not always enjoyed the freedom 
of political and economic expression, and for hundreds of years 
individual rights were restricted by royalty. In more recent 
times individual rights were favored disproportionately over the 
rights of society. The masses did not enjoy economic freedom 
equal to that extended to the dominant groups in government, the 
merchants and manufacturers. The businessmen declared for 
freedom from oppressive governmental and legal restrictions, and 
they were granted certain rights, franchises, and privileges of 
free enterprise. Industrialists not only received freedom from 
governmental restrictions in their activities, but they invoked the 
aid of the government in situations where free enterprise failed to 
give them adequate protection against the encroachments of 
others. Thus we observe the curious phenomenon of a business 
class petitioning government intervention when its own interest, 
such as the security of property and the sacredness of contracts 
against violence and nonperformance, were affected, but valiantly 
defending the right of free enterprise against social classes in less 
influential circumstances. Government has been slow in recog
nizing the need of the exploited· masses for protection against 
ruthless free enterprise. 

1 The essence of Locke's philosophy was the defense of individual liberty 
asainst the divine right of kings or the church. 

119 
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It is only in comparatively recent times that the government has 
interceded between manufacturers and consumers to safeguard 
public health by enforcing pure food and drug acts. Better 
working conditions, shorter hours, and social security legislation 
indicate an increasingly humanitarian consideration of the labor
ing population. The agrarian class has made some progress 
in securing reform in market organization and more adequate 
facilities for firuincing farming operations. Much of the success 
of these reforms is directly attributable to organization on the part 
of the masses-otganization to avoid the ravages of free enter
prise and the evils of competition. Organization has been made 
possible by laws giving consumers, farmers, and workers the right 
to form cooperative associations. This is democracy in business. 

AB long as industrial organizations operate on a corporate basis, 
there is danger that bargaining power may become unbalanced. 
The only means for maintaining any semblance of equality in 
bargaining power and for avoiding exploitation is to form cor
porate associations manned by the common classes. Whenever 
an individual becomes a member of a cooperative association, he 
makes a declaration of independence. He declares his seH
reliance and his right to guide his business activities and to plead 
his own case for government intercession in compensating for the 
limitations of free enterprise. 

The major systems of organizing society for economic activity, 
and the relative merits and shortcomings of these systems, form 
the subject matter of this chapter. 

BOW THE LAISSEZ-FAmE SYSTEM OF ECONOlllIY DEVELOPED 

The most ardent advocate of a competitive economic order 
was Adam Smith. He had a theological concept of divine abun
dance which formed the background for his treatment of the 
science of political economy. Smith was inspired early in his 
life by Francis Hutcheson, one of the greatest teachers of the 
eighteenth century. The core of this teacher's philosophy was the 
implicit faith he placed in nature, a benevolent Deity and a virtu
ous mankind. Hutcheson, more than anyone else, was respons
ible for Smith's acceptance of John Locke's view of philosophy. 

Smith difiracted the views of these two philosophers into his 
economic concepts. By means of specializing labor he showed 
how the earth might become a haven of abundance, with the 



BASIC ECONOMIC CONCEPTS 121 

gracious endowments of a divine munificence. This munificence, 
it was implied, would most strongly affect the merchants and 
the State; for it was recognized that abundance resulting from the 
division of labor was limited only by ability to find market outlets. 
Smith believed that most men were inherently good and that they 
could be entrusted with freedom of action. The ability of man to 
direct his own affairs for his own interests would, in Smith's 
opinion, grow out of this freedom, and when each individual 
pursued his own selfish ends the" greatest good for the greatest 
number" would be realized. This was Smith's formula for 
amassing the wealth 0/ the nations. What Smith failed to realize, 
however, was that freedom would permit the strong to combine 
against the weak and limit the advantage of free enterprise. 

There is very little comfort in the foregoing chain of reasoning 
for those who hope to escape the evils of competition by organized 
effort. Smith's influence upon economic thought is incalculable. 
To this present day his premises are basic to such maxims 88 

"competition is the life of trade," and the "law of supply and 
demand is inevitable." Commons points out the importance 
of these fundamental assumptions in giving direction to economic 
thought in the following comparison of Hume and Locke: 

Hume derived both self-interest and justice from scarcity, but Smith, 
Locke, and Quesnay derived them from abundance. If there is abun
dance of nature's resources, no person can injure any other person by 
taking from him all he can get, if he does this by exchanging his own 
labor for that of the other. The other has abundance of alternativea 
to which he can resort if he is not satisfied with the terms of exchange 
offered. And the one who makes the offer does not suffer if it is not 
accepted, because he also has abundance of alternatives. Enough will 
be left for others to take all they can get by a similar method. Self
interest cannot injure anybody in a world of abundance. • • • I 

If there were unlimited abundance of everything, there would be no 
self-interest, no justice, no property, no ethics.-

In his thirteen years of tenure at Glasgow University, Smith 
attended the weekly meetings of a political economy club, and 
there associated with the most eminent merchants and manu
facturers of Scotland and England. Occasionally Smith jour-

• Co_ONS, JOHN R.. "Institutional Economics, Its Place in PoliticU 
Economy," p. 161, The Macmillan Company, New York, 1934. 

- IlIid., p. 6. 



122 THE ECONOMIC PHILOSOPHY 

neyed to Edinburgh to spend a pleasant week end or holiday with 
David Hume and his friends. This group was as much interested 
in the problems of agriculture as were the members of the Glasgow 
circle in manufacturing and trading. In this way Smith main
tained his contacts with both the practical and the theoretical 
world of economics and, through the latter, formed some definite 
impressions about the production of wealth in a nation. England 
was rapidly becoming an industrial nation, and Smith discovered 
the unusual possibilities of production through division of labor. 
Prior to the time he met the Physiocrats, his discourses upon the 
subject of economics in the Glasgow classrooms were limited 
mainly to problems of production. 

In 1764 Smith went to Europe where he began writing "The 
Wealth of Nations." On this visit to the Continent, Smith 
met Voltaire at Geneva and in Paris, and through his friend, 
David Hume, was introduced to distinguished members of the 
Physiocratic School. Here he met Quesnay and Turgot, who 
brought to his attention the problem of the distribution of wealth 
in society. The Physiocrats' criticism of mercantilism, their 
emphasis upon agrarianism and fiscal policies broadened Smith's 
horizon and inspired him to expand his treatment of the subject 
~f economics. 

Smith's contact with the leading thinkers of his time enriched 
and clarified his vision and resulted in his philosophy concerning 
the welfare of the State, as summarized briefly under the following 
points: 

1. His basic assumption was that there is, to use the words of 
Bagehot, "a Scotchman inside of every man," and since this is the 
case, every man should be permitted to do as he pleases because: 

2. If every man is exerting himself to his utmost in getting 
ahead in the world, he will certainly be the best judge on matters 
concerning the use of his time and his money. Who could decide 
better than he what enterprises should be developed, how they 
should be run, and what effect they might have on the other 
members of the community? At least, it was safe to' assume, 
according to Smith, that the individual could decide these ques
tions more effectively than any magnanimous politician, invested 
with position and power. 

3. On the basis that every man is given free rein and all 
politicians and lawmakers are bridled, it was concluded that if the 
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net results of every individual's activities were added, the sum 
total of national wealth would be larger than under any other 
system of economy. This was Adam Smith's recipe for making 
nations rich. 

U the old fires of competition burned brightly in the early part 
of the industrial revolution, their embers still glow in varying 
degrees of intensity, for competition still exists in a virile state in 
industries of small capital requirements and those less subject 
to the advantages of the division of labor. 

PHYSIOCRACY A BARREN SOIL FOR ORGANIZATION 

The narrowness of the physiocratic doctrines admitted no 
concepts so broad as those identified with the cooperative move-
ment. Implicit faith in the savagery of a natural order was 
considered of paramount importance in directing the economic 
affairs of man. The Physiocrats failed to distinguish between 
the selfish interests of an individual and his duties to society. 
On the contrary, they held them to be identical, and this view 
prompted Gourna.y to label the idea laissez jaire, laissel passer, 
i.e., liberty for all in the pursuit of personal interests will result in 
the greatest good for society in general. Rousseau, a contem
porary and critic of the Physiocrats, challenged this thesis in his 
celebrated statement that" personal interest is always in inverse 
ratio to duty, and becomes greater the narrower the association 
and the less sacred." 

That the doctrines of physiocracy provided a barren soil for the 
growth of cooperatives is apparent in the other recommendations 
offered by this school of thought for the advancement of society 
The importance of primary utility in the production of agricul. 
tural products was overemphasized. The Physiocrats believed 
that land was the only factor in production which returned to its 
owners and cultivators "outputs" in excess of "inputs." This 
excess over costs was called the produit net, a concept which today 
still intrigues and ensnares some of the less enlightened rural 
residents. The Physiocrats thought that their position within 
the confines of this grand postulate was impregnable. Their 
security, they believed, rested on the assertions of Cantillon: 

If the prince and the proprietors of lands close their estates and will 
not suffer them to be cultivated, it is clear that there would be neither 
food nor raiment for any of the inhabitants; consequently, all the 
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individuals are supported not only by the produce of the land which is 
cultivated for the benefit of the owners, but also at the expense of these 
owners from whose property they derive all that they have.4 

The modern version of the Physiocrats' thesis was expressed or 
implied in the Farmers' Holiday movement of the Middle West 
in 1933-1934. 

We have this. day declared a National Farmers' Strike to become 
effective at 12 o'clock noon on Oct. 21, 1933, which strike will remain 
in operation until our farm products bring the cost of production, and 
until we are refinanced under the terms of the Frazier Bill; and will 
include: 

1. We will pay no taxes or interest until we have first cared for 
families. 

2. We will pay no interest bearing debts until we receive the cost of 
production. 

3. We will buy only that which complete necessity demands. 
4. We will stay in the homes which we now occupy. 
5. We will not sell our products unless we receive the cost of produc

tion but will exchange our products with labor and the unemployed 
for the things we need on the farm, on the basis of cost of production 
for both parties. & 

All occupations except farming were regarded as sterile, for 
none produced a surplus in excess of "inputs." Manufacturing 
simply changed the form of materials and made them useful. 
Professional and personal services were regarded as parasitic. 
Trade was considered desirable when confined to simple, direct, 
and free transfers of material goods from producers to consumers. 
Buying and selling for profit was looked upon with disfavor 
because it absorbed too much of the produit net, limiting the 
amount available to agriculture for the next crop season. The 
Physiocrats believed that the affairs of the State should be 
entrusted to an absolute hereditary monarch, and they would not 
have favored any form of democracy in either state or commercial 
enterprises. 

LAISSEZ FAmE: INDIVIDUALISM NOT COOPERATIVISM 

The 75-year period comprising the last quarter of the eight
eenth century and the first half of the nineteenth was marked by 

4 CANTILLON, RICHARD, "Essai Bur la Nature du Commerce en Gen&al," 
1). 43, translated by Henry Higgs, Macmillan Company, Ltd., London, 1931. 

I Proclamation calling a Farmers' National Strike by the National 
Farmers' Holiday Association Conference, St. Paul, Minn., Oct. 19, 1933. 
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significant changes, politically, economically, and socially. The 
study of the social sciences was markedly advanced in this period 
by a dominant group of writers who became known as the Clas
sicists. The Classicists were Thomas Robert Malthus, David 
Ricardo, James Mill, J. R. McCulloch, and Nassau Senior. 
Adam Smith and John Stuart Mill are also included in this school 
by most writers but not without some words of qualification. 

Malthus differed from Smith in his approach to the economic 
science in that he followed Hume in his major premise. He 
assumed that the prime cause for collective action in society was 
scarcity and that scarcity was the basis of the economic science. 
Without the presence of scarcity on every hand, there would be no 
economic science. 

In an attempt to repudiate the thesis of the perfectability of 
man presented by William Godwin in Political Justice, Malthus 
framed a law of population which cast such a gloom over econom
ics that it depressed everyone who studied his essays on the sub
ject. After Carlyle read these publications, he dubbed political 
economy the "dismal science. JJ 

Starting from the major premise of scarcity as the foundation of 
economic science, Malthus formulated the theory that people 
tend to multiply faster than foodstuffs can be produced. He 
presented a picture of human beings combating the specter of 
scarcity and struggling against the adverse ratio of food to popula
tion. He believed that, as time went on, people would be crowded 
farther and farther out on the margin, thus finding it increasingly 
difficult to eke out an existence from a niggardly nature. This 
observation led to the formulation of the law of diminishing 
returns in agriculture by West, and at the same time it formed the 
basis for the Ricardian theory of rent. 

Labor, according to Ricardo, would get only enough wages to 
sustain life and multiply in numbers sufficient to supply industry 
with workers. The theory of the wages fund grew directly from 
this doctrine. Real wages in general were low and never could 
rise appreciably. Trade unions and all types of relief were 
considered of no importance in alleviating the conditions of com
mon laborers. The Classicists attributed the unfortunate 
condition of workers to the ignorance and lack of foresight of 
the workers themselves. They believed that profits of industry 
were directly influenced by the wages of labor-for the short-time 
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period when wages were low, profits would tend to be high; and 
when wages were high, profits would be low. 

The capitalist landlord who lives on the fruits of appropriation 
finds that with an increasing population he can exact more and 
more income in the form of rent because: (1) The differential 
return on good pieces of land becomes greater as new fringes of 
marginal lands are brought into cultivation. (2) He profits 
by rising prices more and more because a greater amount of human 
labor is required to produce a. given unit of food products at the 
margin. 

In brief, the picture presented by the Classicists through their 
large and abstract generalizations was one which held little hope 
for a large portion of the total population. It was a system in 
which the strong found it easy to exploit the weak, and as long as 
it remained a philosophy of industrialism, little hope could be 
held out for those who maintained that a man should be master 
rather than object of his destiny. Cooperative efforts of laborers, 
according to these beliefs, could do little to improve their status. 
It was this school of economic thought that provoked other 
thinkers to suggest methods of intervention. 

THE THEORISTS' COMPROMISE ON THE SUBJECT OF VALUE 

The scarcity concept suggested by Hume and developed in 
economic theory by Malthus and his followers formed an absolute 
basis for determining value from the supply side of the market. 
The Neoclassicists reasoned that if economic goods are scarce 
because man is obliged to wrest them from a meager store of 
na.ture's resources, then the obvious explanation of value is to be 
found in the "labor pain" or "labor force" required to produce 
such goods. Since farmers form the membership of agricultural 
sales associations, they will tend to stress the costs or sacrifices 
involved in providing supplies for the markets. 

Jevons began his explanation of value by assuming that all 
value is based upon utility. On studying the nature of utility, 
he discovered that it tends to diminish with each increment, and 
hence he derived the law of diminishing utility. As utilitydimin
ishes it approaches a margin, and the price paid by a person for 
.the marginal unit determines the value of the goods. Now, if the 
la.borer who is a member of a consumer cooperative retail store 
momentarily forgets he is a laborer and weighs in his mind the 
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utility of an article, he will be inclined to favor utility as a gauge 
in pricing household necessities. 

The storm of controversy between the hard-headed materialists 
and the psychic marginists raged until the close of the nineteenth 
century when Alfred Marshall deductively reconciled them by 
providing for each a place of honor in the halls of Exchange. In 
the philosophy of the classical and neoclassical schools of economic 
thought, the forces of materialism and hedonism are so deified 
that mortal man has only to await the pleasure of the gods in the 
determination of just values. 

THE PLANNED ECONOMY-A SYSTEM OF COMPULSORY 
COLLECTIVE ACTION 

The economic doctrines of the Mercantilists provided no more 
stimuli for cooperative action than those identified with either the 
Physiocrats or the Classicists. While their system is suggestive 
of the powers of organized action, it is inimical to the philosophy 
of cooperation because mercantilism was based primarily upon the 
exploitation of labor, and it exaggerated ownership of property, 
especially of the precious metals. The economic philosophy 
of Sir James Steuart, the brilliant Scottish theoretician and last 
great exponent of mercantilism, favored government supervision 
and control of industry. He believed that individuals should be 
restrained in their activities of wealth getting when those activi
ties conflicted with the interests of the state or of society in gen
eral. Accordingly, he set himself to the task of outlining and 
making more explicit a broad program of state control, in which 
he suggested that the statesman must intervene and direct the 
activities of the masses if public interest was to be advanced to the 
same degree as private interest. Mercantilism in Steuart's 
time was a complex system of state control and regulation, in 
which tradition required the regimentation of the masses to 
produce the maximum national economic prosperity. In this 
period of intense nationalism, a policy of power was security 
against the attack of belligerent neighboring states. All able
bodied laborers were directed to be gainfully employed in produc
ing goods that could be exchanged with the outside world at an 
advantage. The object in striving for a "favorable" balance 
of trade and inducing a flow of precious metals into a country was 
to maintain a nation at its full fighting strength. Gold and silver 
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were not an end but a means to sustaining a nation's integrity. 
It was, in every sense of the word, a planned economy in which the 
government assumed definite directional responsibilities. 

The mercantilistic program of that era. was, in brief: 

I. Policies Respecting Trade 
1. Maintain high tariff walls 
2. Develop a powerful merchant marine 
3. Establish colonies to promote trade 
4. Explore and develop new areas to secure cheap raw materials 

and sell finished goods for the development of the new country 
5. Trade with other nations where best bargains could be con

summated 
6. Secure an excess of exports over imports--a "favorable" trade 

balance 
II. Policies Respecting Manufacturing 

1. Encourage certain types of manufacturing by 
a. Giving direct bounties for production 
b. Granting franchises and monopoly privileges 

III. Labor Policies 
1. Control entrance to occupations by adherence to strict appren

ticeship rules 
2. Govern the supply of labor and transfer workers to those 

industries needing manpower 
3. Determine physical conditions under which employees should 

work 
4. Regulate hours of labor and the rate of pay 

IV. Promote agriculture as a source of cheap raw JIlaterials for manu
facturing and for the support of a nation on a self-sufficing basis 
in time of war 

Mercantilism has its counterpart in the strong nationalistic 
tendencies which have been developing in the countries which 
participated in the late World War. Reconstruction of the 
battle-tom countries called for a high degree of organization and 
governmental guidance in directing labor, controlling trade, 
arranging finances, and stimulating manufacture. This experi
ence in building nations anew has resulted in a most aggressive 
form of competition among rival political states in their efforts at 
self-containment and national consciousness. 

These countries assert their independence and seek to maintain 
the wholesome respect of their neighbors by manifestation of 
power. Power of organization for offense or defense-whether 
it be a. war against depression and unemployment, or an armament 
progra.m-ealls for a high degree of integration in primary produc
tion, manufacturing, and distribution. In order to attain these 
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ends, control of industry and business is vested in some govern
mental authority. Under such authority, the individual finds 
himself in a position exactly opposite to the one which he holds 
in a laissez-fake. economy, for in a strongly nationalistic state, 
individual rights and interests are subordinate to the interests of 
the nation as a whole. Cooperatives would have been sub
jugated to the national authority under this philosophy. 

Commentators who attempt to predict the drift of politico
socio-economic affairs do not agree in their observations of the 
direction the cooperative movement is taking in such countries as 
Nazi Germany, Fascist Italy, and Soviet Russia. The Inter
national Cooperative Alliance has consistently maintained a 
respectable aloofness in its relations with representatives from 
these countries. It earnestly protested the emasculation of the 
movement by a strongly centralized government, as illustrated by 
Germany's decree of 1935. 

A law passed by the German government on May 21 and published in 
the Reichsgesetzblatt of May 24 will have a tremendous influence, the 
extent of which cannot yet be fully foreseen, on the German consumers' 
movement. The "Law on Consumers' Societies" as it is officially 
called-"Law against Consumers' Societies" would have been a better 
name-is such a severe blow to consumers' cooperation that the German 
consumers' movement--once so proud-will be completely crippled and 
robbed of all possibility of development. It is not out of the question 
that this may be the beginning of the end of the movement-if an 
organization which has been deprived of all opportunity of development 
may, indeed, be called a movement •••.• 

The bill has three main objects, namely: 
1. To restrict the development of the consumers' cooperative move

ment 
2. To decimate (or, more accurately, to halve) the funds of the con

sumers'movement 
3. To create the possibility, and the legal conditions, for a complete 

transformation of the method of business of the consumers' societies, 
including the deprivation of their cooperative character.· 

Karl Walter, in his study of Italian cooperation, is of the opinion 
that the cooperative movement is playing an important part in 
shaping the policies of the Fascist state. 7 

• A Heavy Blow to the German Consumers' Movement, RevietD o/Inter
national Coopt:ralioo, (London), June, 1935, no. 6, p. 214. 

'WALTlCR, KARL, "Cooperation in Changing Italy," p. 75, P. S. King &; 
Son, Ltd., London, 1934. 
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Freppel Cotta found in 1935 that cooperatives in Italy enjoyed 
free initiative and democratic control when their activities were 
confined to economic purposes. 8 

A reviewer of Cotta's book questions whether the influence of 
the fascist state upon Italian cooperatives is for the best when 
considered from a long time point of view. 

Just a word about the methods of control exercised by the government. 
The most important are those placing the cooperatives under the 
Minister of National Economy who has the power not only to inspect 
but to dissolve their managing boards and to appoint a representative 
of his own to run the organization. In the final analysis, this is com
plete contro!.' 

SOCIAL AND ECONOMIC REORGANIZATION ADVOCATED 

The horrors of the French Revolution were still vivid in the 
minds of the critics of the early nineteenth century. They 
realized the necessity for some changes in the organization of 
society, but they were mild, almost timid, in their Utopian and 
idealistic schemes for social reform. Their failure to project 
bolder and more drastic plans may be attributed possibly to the 
fact that most of them were of the bourgeoisie class and a few of 
the aristocracy. Moderation in ideas, too, was considered a 
virtue, for the rulers of that period were not noted for their 
tolerance of free speech and an untrammeled press. The events 
following the French Revolution had shaken the confidence of the 
critics in the ability of the untutored masses to govern themselves 
in an acceptable manner or to manage their economic affairs. 
The critics desired the alleviation of the deplorable conditions of 
the masses, but they feared that if the masses were given freedom 
to overcome some of the most apparent evils in the political and 
industrial system of that time, they would become intoxicated 
with power and attempt to use it in excess of good reason. 
Accordingly, the recommendations of these critics of the nine
teenth century social order are characterized by suggestions for 
modifications that would make the system of government and 
industry run more smoothly . 

• COTTA, FRmPPl!lL, II Agricultural Cooperation in Fascist Italy," P. S. 
King & Son, Ltd., London, 1935. 

I HOBSON, ASHl!lR, Journal oJ Farm Economics, vol. 17, no. 3, pp. 605-. 
606, August, 1935. 
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The Swiss Critic. Sismondi, for example, accepted classicism 
in economic thought. His suggestions for reform typify those of 
his contemporaries. He favored the development of industry and 
corporate freedom, but he proposed to curb corporate competition 
which was based upon exploitation, by restricting child labor, 
prohibiting work on Sunday, and shortening hours of labor. He 
was one of the first to suggest a form of unemployment insurance 
in which the employers would be obligated to maintain workmen 
at their expense during old age, periods of illness, and temporary 
shutdowns. Sismondi's recommendations, like those of Owen, 
St. Simon, and Fourier could be projected from the upper strata 
of society down to the poorer working classes. Their persistent, 
underlying principle held to the belief that the bourgeoisie must 
keep control in their hands and effect a paternalistic relationship 
with their more unfortunate contemporaries. 

st. Simonism. St. Simon, likewise, was not clearly opposed to 
private property. He did not distinguish between the "haves" 
and the "have-nots," but instead, drew a line of demarcation 
between those who toiled and those who toiled not. He believed 
that everyone except the halt and the lame should be made to do 
some type of useful work. If all people could be put to work, he 
contended, the productivity of the masses would ameliorate their 
material welfare and improve their moral conditions. Workers 
were to be classified into three groups: (1) savants, (2) artists, and 
(3) laborers. 

Like many of his contemporaries, St. Simon had an antipathy 
toward those who engaged in trade and exchange, and this idea 
found expression in the monastic order which was created in his 
memory. He thought that many of the evils of society originated 
in the market transaction because it permitted men to exploit one 
another. St. Simon visualized a form of society in which exchange 
would take place without the use of a medium, so that everyone 
would be occupied in exploiting the earth and not his fellowman. 

Owenism. One of the most remarkable men developed by the 
incidents of the Industrial Revolution was a Welshman, Robert 
Owen, who began work as an apprentice shopboy when he was ten 
years of age. For 20 years (178~1800), he acquired much 
experience in several business ventures before becoming part 
owner and manager of the New Lanark cotton mills on the river 
Clyde in Scotland. This establishment employed nearly 2,000 
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workers, 500 of whom were children of from five to twelve years in 
age. For many years, various parish workshops in Scotland had 
apprenticed children to the New Lanark mills. 

In addition to the virtual slavery of children, many women were 
drawn into this type of employment at very low wages. Men 
were brought to the cotton mills from Ireland where the peasants 
were starving, and from the Highlands of Scotland where the 
crofters were being driven from the land to make room for sheep 
enclosures and game preserves. 

The millworkers of New Lanark were, on the whole, better 
treated by David Dale, the former owner, than laborers were by 
most of the cotton barons of that period, and several of the reforms 
for which Owen received much credit were initiated by Mr. Dale. 
Apparently Owen thought there was still some opportunity for 
improvement for he described the laborers at New Lanark as u a 
collection of the most ignorant and destitute from all parts of 
Scotland, possessing the usual characteristics of poverty and 
ignorance. They were generally indolent and much addicted to 
theft, drunkenness, and falsehood, with all their concomitant evils, 
and strongly experiencing the misery which these ever produce." 

Owen revolted against these social conditions. He was 
influenced by William Godwin's philosophy and was certain that 
meanness in character was the product of an unfavorable environ
ment. He had faith in humanity and believed that men are by 
nature neither good nor bad, but that the low state of their culture 
iii. the English industrial centers was caused by deplorable working 
and living conditions. He consecrated his life to the cause of the 
poor by choosing to be their leader and benefactor instead of 
exploiting them to amass a private fortune. 

One of the first measures taken by Owen to improve the New 
Lanark environment was to close all retail liquor shops and 
replace them with provision stores operated by the company. 
Only the best quality goods were stocked-including fine 
whiskie:r--which were supplied to the workers at cost. Next, he 
put a second story on all the low one-room dwellings in the village, 
doubling the size of each family's quarters which he insisted must 
be kept clean. The program of refuse disposal, clean streets, 
sanitation, and orderliness in the homes met with much resistance 
at first but the institution of a health visitation committee charged 
with the responsibility of visiting all homes and making reports 
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soon overcame this resistance. It was not long before New 
Lanark was reputed to be the model manufacturing village in 
Great Britain. 

To discipline workers while on the job and to prevent theft in 
the factory, Owen invented the silent monitor system. This 
consisted of a small square of wood, painted a different color on 
each side. Black signified bad conduct, blue stood for indiffer
ence, yellow for fair demeanor and white indicated excellence. A 
record was kept of all workers from day to day, and in time, there 
was a marked change in the attitude of the workers. All fines 
previously levied for infractions of rules were abolished. 

Probably Owen's most famous experiment at New Lanark was 
his school system. Mter reducing the length of the laboring 
day from seventeen to ten and three-quarters hours, he provided 
an adult educational system to improve the knowledge of 
his laborers. Mter 1809, he instituted infant schools in which 
dances, drills, singing, amusements, and a study of pictures, 
charts, and natural objects were emphasized. He permitted no 
child under the age of ten to work in the factory. It is said of 
Owen that he derived his inspiration for educational reform from 
Rousseau and Pestalozzi, but he was not conscious of this debt 
until he visited the Continent in 1818 where he met such men as 
Oberlin, Fellenberg, and Pestalozzi. 

During the quarter century Owen was master at New Lanark, 
be was never entirely free from the opposition of his partners. 
Their interference caused him to leave New Lanark in 1824 and 
migrate to America to escape the intolerance, prejudice, and 
customs of older societies. He bought 20,000 acres of land for 
£30,000 at Harmony, Indiana, from a religious colony of German 
peasants known as the Rappites. "Here, then, in the beart of 
the United States, Owen proclaimed the power which governs 
and directs the universe and every action of man-'permit me 
to announce a new empire of peace and good will to men.' He 
concluded his address, it is stated, by inviting the 'industrious 
and well-disposed of all nations' to come to New Harmony."lo 
They came, but not all of them were industrious! 

The publicity given to Owen's plans for a new society over
sold New Harmony to the American public. Eight bundred 

III PODIIOU, FRANK, "Robert Owen, A Biography," vol. I, p. 291, Hutch
inson &; Co., London, 1906. 
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volunteers arrived at New Harmony within the first few weeks 
and many more came later. This noble social experiment lasted 
only three years. In 1828, the lands were divided and the mode 
of living reverted to individualism. A similar voluntary com
munity established at Queenwood, England, also failed. 

While Owen was occupied with these experiments, his philoso
phy spread rapidly among the laboring classes of England. They 
attempted to' do in their own communities what Owen had done 
at New Lanark. They tolerated commercialism to acquire a 
fund to finance the establishment of a new-type community. 
Incidentally, this method of business proved that trade could be 
carried on without profit. 

The organization of Labor Exchanges was an attempt to 
market cooperatively the handicraft products of labor. In his 
book, "The New Moral World," Owen lists the causes of the 
evils which prevail in the world, and among these causes he 
mentions: 

The monetary system of all nations 
The practice of buying and selling for a moneyed profit 
The present practice of producing and distributing wealth 
Force and fraud, as now prevalent in every department of life in all 

countries 
The falsehood and deception now prevalent over the world.l1 

Cooperatives in all countries have wrestled with these condi
tions which Owen deprecates and have been responsible for 
improving them somewhat. In Owen's estimation these evils 
were especially prevalent in trade, and he sought to minimize 
them by a new type of organization in which values would be 
based upon labor. The unit measurement of value was time 
(labor hours), and book credit or labor notes were issued to those 
bringing goods to the exchange for barter. The price of goods 
was determined by combining money costs for raw materials 
with labor time spent in production plus a penny per shilling to 
cover the cost of operating the exchange. From 1830 to 1835 the 
Labor Exchanges had a period of mushroom growth throughout 
England. The most notable exchange was the Gray's Inn Road 
Exchange of eight hundred forty members organized by Owen 
personally in 1832. None of the exchanges survived more than 

II PODIIORB, op. cit., vol. II, pp. 479-480. 
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a few months. Their main limitations were: the acceptance of 
goods for which there was no demand; transferability of labor 
notes was not restricted to laborers; the exchange created no 
reserves to absorb losses. 

The humanitarian philosophy of this great man was a novel 
phenomenon in a world steeped in commercialism. His insistence 
upon making the world a better place to live in, and his spec
tacular Lanarkian reforms made a deep impression upon the 
laboring classes and aroused them from a state of lethargy to 
one of cooperative action. Owen had no respect for a capitalistic 
profit system. In his management of the New Lanark mills, 
he set aside 5 per cent annually for capital, and remitted the 
remainder of the profits to the employees as wages. 

Owen believed that there were three dominant institutions in 
the capitalistic system, which like Geryon, the Greek mythical 
monster, form barriers to the happiness of man. These are 
(1) private property, (2) religion, and (3) marriage. 

In his recommendation for abolishing property, the idea of a 
"just price" is implied. Goods should be sold at cost. The 
"just price," of course, was considered to be the labor embodied 
in the commodity. His attack on profits is most pointed in the 
classic statement that "Competition is war and profits are the 
spoils of war." In the struggle for profits, industries irrationally 
produce more than can be taken from the market by the extent 
of profits exacted in the labor bargain. Profits are unjust and 
a perpetual menace to society, according to his belief. 

Fourierism. The terrible drama of the French Revolution 
produced a critic of the social and economic order whose contribu
tions to the ideas of association have caused a grateful posterity 
to establish him in a place of honor almost as elevated as that 
accorded Robert Owen. Charles Fourier, son of a cloth mer
chant, was given a liberal education and a bequest of 100,000 
francs which he invested in foreign trade at Lyons. He lost his 
fortune in the siege of Lyons when the revolutionists used his 
cotton bales for barricades and his provisions to feed the soldiers. 
Fourier was imprisoned and narrowly escaped the guillotine in 
the Reign of Terror. 

The chaos and suffering of this great struggle drew Fourier's 
attention to some of the acute problems of human society. 
More particularly, his thoughts were directed toward the laws 
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and institutions which perverted mankind and engendered social 
discord and evil. His philosophy was based upon the law 0/ 
Bocia! attraction which has its origin in three primary and twelve 
secondary passions universally experienced by man. These pas
sions are the forces emanating from man's soul which give direc
tion and meaning to all human phenomena. Of these passions, 
one, namely, syntheism, tended to make men cooperate with 
others in the performance of labor. II 

The twelve passions form the basis for twelve distinct char
acters. Through a system of classes, orders, genera, species, 
and varieties, the twelve characters could be combined mathe
matically in 810 different ways in different individuals. Max
imum harmony prevails in a society in which the optimum 
number of combinations is reached. It was estimated that 
communities of 1,500 to 2,000 persons or 300 to 400 families would 
be necessary to combine characters in the 810 different ways. 

Accordingly, Fourier proposed to reform society by organizing 
communal associations of this size and housing them in magnifi
cent living quarters, the phalanstereB. The" Palace of Associa
tion" was to be the focal point of life in the domain of three square 
miles allotted to each association. It would contain banquet 
halls, ballrooms, grand saloons, reception halls, studios, a library, 
a museum, an enclosed piazza, greenhouses, and a winter garden 
housing evergreens and exotic plants. The central part of the 
pMlanstere would form the social center of the association, cor
responding to the four social passions of man. One wing would 
represent the material side of life or the five sensual passions. In 
this wing the halls of industry would be located, but only mechan
ics of a light and refined nature would be permitted and the heavy 
industries would be separately housed. The other wing, repre
senting the human intellectual element, would provide facilities 
for the mental training of the associates. A temple was to be 
erected at the end of each wing, the .. Temple of Material Har
monies" corresponding in some respect to the present-day opera, 
and the "Temple of Unityism" in which the associate would 
celebrate by rites and symbols his connection with the new social 
order of universal life and harmony. The observatory, signal 
tower, and communication system on the roof of the palace would 

II FOUBUlR, CJlABLlI:S, "The Social Destiny of Man," pp. 6-8, tl'lUUllated 
by Henry Clapp, Jr., Robert M. Dewitt, New York, 1857. 
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be used to maintain contact with the outside world and neigh
boring phalanstere8. 

Each individual in the community would be allowed unham
pered freedom for self-expression. The rights of labor were to 
be respected and property rights in the ownership of shares in 
the communal property were to be recognized. Surplus earnings, 
under this grandiose plan, were to be apportioned by giving five
twelfths to labor, four-twelfths to capital, and three-twelfths to 
talent. All labor was to be made pleasant and rewarded accord
ing to grade. The gradations were classified as necessary, useful, 
and agreeable, the agreeable jobs paying the least. 

Fourier prophesied that such abundance of material goods 
would result ffom the harmonies in production and the savings 
effected by the communal mode of life that 10 years of labor by 
an associate would produce enough material wealth to enable 
him to live in elegant leisure for the rest of his life. IS 

In brief, Fouriensm was a plan to eliminate the friction and 
evil that result from competition without foregoing the benefits 
of competition. The introduction of new inventions and 
machines was strongly advocated because the distribution of 
industrial products could be equitably arranged. The greater 
productivity of the workers using improved machines would 
clearly manifest the superiority of integral cooperation both in 
leisure time made available to the workers and in the richer 
material life which all the associates as consumers would enjoy. 
Unlike other systems of social reform, trade and exchange for 
profit were not opposed. Fouriensm was a plan for decentraliz
ing large city populations and eliminating the attendant evils of 
urban life, while escaping the isolation and drudgery associated 
with rural life on family-sized farms. 

Fourier waited all his life for some philanthropist who would 
provide the capital necessary to give his plan a trial. "He 
announced publicly that he would be at home every day at 
noon to meet anyone disposed to furnish a million francs for 
an establishment based on the principles which he had published, 
and it is said that for 12 years he repaired to his house daily 
at the appointed hour.Jllt 

11 ELT, RICHARD T., "French and German Socialism in Modem Times," 
p. 95, Harper & Brothel'll, New York, 1883. 

It ELT, 011. cit., p. 85. 
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After Fourier's death, several attempts were made to estab
lish phalansoores in France. Only one, the modified Jam£l£stere, 
founded at Guise by a manufacturer, Godin, became noted for 
its accomplishments. Gide and Rist mention the Fourier Com
munities at Bournville, Port Sunlight, and at Agueta. Park in 
Holland. 1& 

In America, Noyes reports, more than thirty Fourierist 
colonies were organized. The most noted of these was Brook 
Farm near Cambridge, Massachusetts, which included in its 
membership such famous persons as Albert Brisbane, Horace 
Greeley, Charles A. Dana, George Ripley, Margaret Fuller, 
George William Curtis, Nathaniel Hawthorne, and W. H. 
Channing.1s 

Blanc's Theory of Workers' Cooperatives. It was Blanc who 
first suggested industrial cooperation. He had little faith in the 
agrarian Utopias of Owen and Fourier because such schemes, in 
his opinion, included the control of too many variables in human 
nature to attain success. After the Revolution of 1848, Blanc 
found opportunity to project his theory of the right to labor. 
His contention was, that if laborers could not find work, it was 
the duty of the government to provide them jobs because every 
human being has the right to happiness. He cited the riot of 
Nimes, the massacre of Lyons, the revolution of Paris to prove 
his thesis that competition would finally result in extermination 
of the proletariat. By the same token, he anticipated the decline 
of the bourgeo£S£e because all classes in society rise or fall from the 
same series of causes. "When justice is exercised, all have the 
advantage; when right is obscured, the whole suffers. A people 
in one class that is suppressed resembles a man who has a wounded 
leg. The injured leg prevents him from using the good one."17 

Blanc suggested that social workshops be organized in order 
that workmen would own and control the tools, machines, and 
other instruments of production. He perceived that it would 

11 Gmll, CRABLlIlS, and CaABLms RIST, "A History of Economic Doc
trines," translated by William Smart and R. Richards, p. 255, D. C. Heath 
&: Company, Boston. 

II Nons, JOHN HUMPHBlDY, "History of American Socialisms." J. B. 
Lippincott &: Co., Philadelphia, and Trubner &: Co., London, 1870. 

l' BLANC, LOUIS, "Organization of Work," translated from 1st ed. by Marie 
Paula Dickore, University of Cincinnati Studies, Ser. II, vol. VII, DO. I, 
011. 12-13, January-February, 1911. 
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be difficult for any group of individuals to raise the necessary 
capital and come to a general agreement among themselves in 
setting up an industrial workshop. In order to make the plan 
practicable, he proposed that the government assume the respon
sibility of arranging the "hierarchy of functions" and organizing 
the Ateliers Sociaux. The support and sanction of the govern
ment would be merely a temporary arrangement until the work
men became acquainted with one another and were able to select 
their leaders and direct the enterprises on their own initiative. 
Blanc believed that the State should provide the initial capital 
without interest charges and assume the risk of any failures, but 
other than this, he did not believe in state paternalism. Mter 
a number of workshops were established, they could be federated 
into larger associations which would assume directional control 
and coordination in the production of particular commodities. 

Blanc's enemies planned to discredit his program by authorizing' 
the organization of national workshops to be managed by con
federates. The laborers who swarmed into Paris in response to 
a general call were betrayed, and Blanc found it necessary to 
flee to Belgium and later to England, to escape the anger of the 
workers. 

Based on the concept of from each according to his capacity 
and to each according to his needs, income from the various enter· 
prises would be divided into three parts: (1) one part of income 
lor wages, (2) another portion for the repayment of loans and the 
creation of new reserves for capital expansion, and (3) the remain
der of profits to be distributed as a supplement to wages. Blanc 
had no confidence in the theory of the perfectability of man as a 
basis for reforming society which played such an important part 
in the systems of Owen and Fourier. ' 

Proudhon's Objection to the Profits System. Proudhon, who 
called himself "the man of the people," foreshadowed Marx and 
Engels, and contributed very little of direct practical use to the 
cooperative movement. However, his scathing criticism of rent 
and profits of capitalists did emphasize some of the limitations of 
the existing order. Property owners were thieves, contended 
Proudhon, because they demanded profits and levied rents from 
properties which they should never have been allowed to own. 
He disagreed with Kant who argued that because the supply 
of land was limited, it should be owned. On the contrary, because 



140 THE ECONOMIC PHILOSOPHY 

the supply of land was limited, it should not be owned. Proudhon 
had no objection to the ownership of anything if its supply were 
unlimited. 

He observed that through association men were able to pro
duce more than the aggregate total thE)y could produce or acquire 
'if each worked alone in his own individualistic way. The sur
plus product ~esulting from association should, he maintained, 
be kept in a reserve for the use and benefit of society. How 
Proudhon could induce men to form associations for greater pro
ductivity when individual incentives for organization were 
removed is difficult to understand. The supply of public spirited 
and socially minded men who form associations for the satisfac
tion of altruistic accomplishment is limited. 

Proudhon's chief positive reform was his advocacy of exchange 
banks. Labor notes were to be used in these banks as they had 
been in the Labor Exchanges formed by Owen. Products would 
be exchanged without the intervention of a medium of exchange 
and labor would gain possession of the instruments of production. 

The critics of capitalism argued for the abolition of property 
without accomplishing their objective. However, the practical 
effect of their denouncements was to cause legislative bodies to 
qualify and limit private ownership of property and to remove 
some of its more debasing influences. 

Old Ideas of Reform Brought Up to Date. The French and 
English critics,undaunted in an age of violence and disorder, 
challenged the prevailing philosophies with new theories and 
ideals and laid broad foundations for social reform which is 
being formulated and advocated by many notable social scientists. 
For example, some of the reforms of the "New Deal Era" bear 
a close relationship to the ideas of the early eighteenth century 
philosophers. 

Fourier's back-to-the-Iand movement has its counterpart in 
the Subsistence Homesteads and the green-belt garden towns. 1S 

His "equality of classes in industries of equal rank" was given 
expression in the parity price formula of the Agricultural Adjust
ment Administration. Under this formula, all farmers, whether 
producing products for export or domestic consumption, were to 

l8 Green-belt garden towns at Washington, D. C., Cincinnati, and Mil
waukee are decentra.lized modem housing communities in rural areas 
Iponsored by governmental agencies. 
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receive prices which would give them equal purchasing power. 
Likewise, industrial organizations leveled out their differences 
in operating practices under the watchful eye of the blue eagle 
of the National Industrial Recovery Administration. 

The influence of Owen and Sismondi is still felt in the field of 
labor reform, for the struggle against child labor and the employ
ment of women for long hours at starvation wages continues. 
The enactment of the Social Security Act and the tightening of 
laws to make minimum wages, shorter hours, sanitation, safety, 
and workmen's compensation a reality proceed almost imper
ceptibly onward toward the goal of Owen and Sismondi. Another 
instance of precedent established by Owen is reflected in the 
Pure Food and Drug acts which have been written in state and 
federal statutes. The defeat of the bill sponsored by Tugwell 
to strengthen government supervision of food and drug sup
plies indicates that the battle for this type of humanitarian reform 
has not been completely won. Undoubtedly, Owen would have 
approved of the Securities and Exchange Commission established 
to review the activities of exchange members and promulgate 
measures for the protection of the investing public against 
unscrupulous and fraudulent practices in the purchase and sale 
of securities. 

The soundness of Blanc's dictum, "Everyman has a right to 
work and it is the function of the government to provide work 
when the laborer is unable to find employment himself," has been 
acknowledged. The PW A, CW A, FERA, WP A and a host of 
similar agencies are based on this thesis. "In 1929, government 
employees of all kinds numbered 7.1 per cent of all wage and 
salary earners in the United States and got 8.7 per cent of all 
wages. • . . In 1935, government jobholders made up 9.2 per 
cent of the salaried and wage-earning population and got 16.1 per 
cent of all the pay."" 

Blanc's thesis that the government should extend credit to 
workingmen to enable them to gain possession of property and 
the instruments of production foreshadows the present govern
ment policy of liberal extension of credit. Within recent years, 
credit has been made available to the American people 
through the PCA, FCA, HOLC, FHA, and regional agricultural 
banks. 

II Barrtm'lI, voL 16, no. 48, p. 10, Nov. 30, 1936. 
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Thus, in this period of acute economic distress the forces of 
government made many needed adjustments, which under the 
laissez-faire system of economy would have required a long period 
of time to equilibrate. 

THE SYNTHESIS-COOPERATIVE ACTION 

Cooperation is a synthesis of the laissez-faire system of econ
omy and of a planned economy. It is an attempt to combine 
whatever is good in both economies while eliminating the unde
sirable features inherent in each of them. It cannot be resolved 
into aspects of either of the systems. It is a direct challenge to 
the private profit system. Its natural range of application or 
latitude extends from a position in which private initiative and 
freedom of action are preserved in a large measure to one in which 
the member sacrifices some individualistic functions in coordi
nating his efforts with others to attain certain ends. Group 
interests are recognized as superior to individual interests. Theo
retically, the form of organization and the principles of operation 
preclude any individual from attaining these ends at the expense 
of a fellow member. Group action may result in progress, inertia, 
or regress, but the movement is always unified and each member 
shares in the fortunes of the association in proportion to his 
contributions. The general objective of association is to improve 
the status of mankind in a manner superior to that attainable 
under other economic systems. The plane of living is to be 
elevated through collective action and collective responsibility 
rather than through individual effort as laissez-faireism pro
poses. A few of the immediate problems which cooperators 
have sought to solve by association follow: 

To harmonize production and consumption 
To avoid duplication and waste of human resources 
To prevent men from exploiting one another by directing their 

activities in such a way that each mutually improves the status 
of the other 

To eliminate idleness and dissipation 
To assure the benefits which result from combined effort for 

the general welfare of society 
The manner in which the synthesis can be effected, its nature, 

scope and potentialities can be best understood by a study of the 
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principles of association. These form the subject matter of the 
next two chapters. 

Questions 

1. Summarize Adam Smith's plan for augmenting the wealth of the 
nation. 

2. Do the doctrines of the Physiocrats encourage associated effort? 
S. Define produit net and explain its limitations as a concept applied 

to agrarianism in America. 
4. Enumerate the main points in the mercantilistic program of th, 

eighteenth century. 
&. Is there any need for a planned economy today? 
6. Who was Robert Owen, and what did he contribute to the cooperative 

movement of the nineteenth century? 
T. Describe Fourierism and evaluate its influence upon cooperativism in 

America. 
8. What was Louis Blanc's criticism of the agrarian Utopias? 
9. In what ways do the critics of the social and economic order of th, 

twentieth century agree with those of the nineteenth century? 
10. If cooperation is a synthesis, wha~ are its components? 



VI 

Principles of Coope:rative Sales AssociationlJ 

This nation is the experimental laboratory of the world for the 
coope:rative movement. A combination of attTibute~h natural 
resources, a people imbued with the ventuToUB Bpirit of the frontie:r, 
arul a government pe:rmitting arul encouraging the organization of 
bUBineslt-has contributed to this ilistinction. 

Out of a maze of isolated trial-arul-error experimentB, ce:rtain laws 
become recognized a8 essential to the development of coope:rative 
a8sociationlJ. TJtese laws are called "principles," arul principles 
diffe:rentiate the coope:rative form of bUBiness from private ente:rprise. 
In orde:r to grasp their fuU significo.nce in relation to the coope:rative 
movement one must distinguish between principles arul practices. 

The one thing that is certain in life is change, arul changes affect 
the principles of institutions. The tempo of these changes at times 
is quickened arul their effects are often profourul arul far reaching. 
Principles are affected by the social ente:rprises of a people, by their 
political aUiances arul actionlJ, arul by their strifes arul struggles for 
economic powe:r. Seve:ral of the most important principles are given 
in this chapte:r. This list is not to be regarded a8 conclUBive, but 
rathe:r a8 a starting point from which other principles may be 
recognized arul UBed. 

... ... ... 



CHAPTER VI 

PRINCIPLES OF COOPERATIVE SALES 
ASSOCIATIONS 

Innumerable forms of cooperative organization have originated 
anlI thrived in American communities. The development h88 
been entirely on a voluntary basis and for the most part spon
taneous and sporadic. By complying with simple statutory 
requirements, any small group of individuals may form an 88socia
tion. During the P88t half century this freedom from restric
tions upon group initiative has not been without its advantages. 
The heterogeneous groups attempting collective action in various 
branches of industry and agriculture have occasionally hit upon 
a plan, a method, or an idea. of practical value. In the absence 
of a coordinating agency, however, many good ideas have not 
had 88 wide currency 88 they deserved. The rudiments of the 
movement are far from being universally known and understood. 

A movement which advances by chance through the trial and 
error method may become self-centered in a coterie of professed 
practical managers. Often little toleration is shown for the 
introduction of ideas originating from theoretical speculations. 
This is expressed in the laconic 88sertion, .. That may be all right 
in theory, but it won't work in practice." The relevant point 
is that an original idea. probably will not work in practice unless 
it is all right in theory. One writer asserts that there is nothing 
80 practical 88 a. good theory and defends this point by stating 
that "the whole foundation of science and engineering, upon 
which our [civilization] rests, is simply well-developed, soundly 
analyzed, and carefully checked theory or generalization."l 

If any of the subject matter on cooperation h88 suffered inat
tention, it is that part concerning the theory of the movement. 
Confusion h88 resulted from failing to recognize the principles 
upon which cooperative 88sociations are founded. Just what 

1 NOUBSII, E. G., The Evolving Idea of Cooperation in the United States, 
"American Cooperation, 1928," vol. 1, p. 13, The American Institute of 
Cooperation, Washington, D. C. 
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constitutes a. principle is not easily discerned, and principles 
are frequently confused with practices. The principles of coop
eration are the basic concepts which determine the sphere of 
collective action. Generalizations as to the elements indispens
able to a. particular type of enterprise are drawn from a. vast 
field of successful experiences in cooperative effort. Principles 
are derived from these generalizations by the process of logical 
reasoning and are verified through tests of broad applica.tion.' 

The layman ordinarily thinks of practice as being the manner 
in which tasks are performed. All businesses, whatever their 
form of organization, may resemble one another in their accepted 
business practices. a 

I Several encyclopedic sources show that the word "principle" has been 
broadened from its original meaning and has undergone changes in usage 
since the time of the Greeks. In their search for truth, the Greek Philo
maths endeavored to trace things to their origin. To them the original 
term &px~ meant "the source of all things" and imparted the idea that 
everything emerges from a primary concept. The encyclopedist refers to 
this mental process as "the Grecian constitutive sense of objective reality." 
In later times the logicians used the term "principle" to connote a summary 
expression of their generalizations. Careful observations of phenomena 
disclosed certain similarities which in time were classified and interpreted 
into laws or principles from which deductive reasoning proceeded. Simi
larly the moralist derived laws which purported to explain the factors that 
control the conduct of human beings. This interpretation of the word 
"principle" might be referred to as "normative" in that it brings under one 
concept the effects of causal elements. In modem times the word "prin
ciple" has fallen into a general and indefinite use expressing a broad truth 
or apparent law. 

The most common use of the term in the social sciences, however, is the 
metaphysical one. Here it has the advantage of combining the various 
meanings given it from ancient times to the present: the "primary element" 
idea contributed by the Greeks, the "determining cause" as conceived by 
the logicians, and the "regulating law" of contemporary usage. 

I Note that some of the practices commonly used by American coopera-
tives are not distinguishable from those of private business corporations: 

1. Building up efficient local units 
2. Using business records and accounts 
3. Commingling the products according to grade or other common char-

acteristics 
4. Encouraging products of better quality 
5. Branding products with a trade name 
6. Advertising when necessary to stimulate sales 
7. Organizing sales areas and establishing representatives in the most 

important markets 
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Many of those who adopted the cooperative method of selling 
farm products prior to 1900 did so without knowledge of the 
experiences of existing cooperative groups. Some were also 
oblivious of the development of consumer societies in the Old 
W orId. Voluntary associations were precariously organized. In 
or~anization and management they had no special technique; they 
simply imitated the practices of private business organizations 
with the important modification that the gains or advantages 
should accrue to those who participated in the enterprise. Coop
erative effort was confined largely to the performance of simple 
tasks within restricted areas of production. Mter a period of 
approximately 20 years of experimentation, accepted prac
tices in the operation of local associations were quite generally 
understood. 

Since 1915 the movement toward federation of local associa
tions into district and central associations and the gradual inte
gration of marketing services have made it necessary to experi
ment on a greater scale. Communication between cooperative 
groups in various parts of the country brought to light approved 
practices. Mter these practices had been generally applied under 
varying conditions in different parls of the country, they came 
to be recognized as fundamental to success and were analyzed 
for the attributes which would merit their recognition as prin
ciples. It is conceivable that certain practices inaugurated by 
cooperative associations may fall into a twilight zone between 
accepted principles and general practices, and in the course of 
time, what may now be considered a practice may become a 
principle. The effect of time, as well as other influences at work 
in society, must be taken into consideration in the evolution of 
principles. 

Once principles are definitely established, they provide a base 
from which untried practices may be tested for potential possi
bilities. If a new practice is not contrary to any of the estab
lished principles, it may be subjected to trial, but if it is in direct 
violation of some established principle, an attempt to carry it 
out may be inadvisable except by associations favorably situated 
and capable of prosecuting an experimental program. 

In any business the first principles that are established are 
most likely to be broad in their application, perhaps because 
they are the obvious and most easily discovered principles of 
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the business. When the list of principles ill extended, however, 
their application may become restricted to specialized spheres of 
activity. As time passes changing economic conditions may cause 
some principles to be modified or discarded. The test of the 
validity of a principle is: (1) Does it describe and define the basic 
and essential characteristics of a particular system or type of 
organization? (2) Can any organization function more effi
ciently with a particular principle than without it? 

Writers on the subject of cooperation usually present a list of 
principles which they regard vital to the movement and include 
a few or all of the original precepts of the Rochdale Pioneers. 
Some lists contain summaries of the aims, purposes, and objec
tives of cooperation as they are conceived by the particular 
writers. In appraising the cooperative movement here and 
abroad, we present as basic principles of producers' cooperative 
marketing associations: 

1. Membership selection 
2. Functional and commodity specialization 
3. Democratic representation 
4. Services at cost 
5. Savings prorated to members on patronage basis 
6. No unusual risk assumption 
7. Attitude of nonpartisanship and nonsectarianism 
8. Dissemination of information to membership 
9. Control or ownership of marketing facilities and institutions 

MEMBERSHIP SELECTION 

To be most successful the sales type of cooperative association 
requires close coordination of the production and distribution 
of goods. Growers' responsibilities and risks are increased by 
cooperative undertakings. The satisfactions or sacrifices and 
the gains or losses, which may involve a large part of individual 
net incomes and returns on capital investments, may be in direct 
proportion to the participation of each member in the enterprise. 
For these reasons members must qualify as producers and coop
erators, and membership selection is an outstanding principle 
of cooperative organizations. 

The process of selection goes on even while an association is 
being formed. The producers become members either upon 
their own initiative or upon the invitation of fellow producers, 
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and the confirmed individualists elect to maintain their inde
pendent status. There are few cooperative organizations in this 
country that have as members all of the producers in the com
munity. Although producers in the California citrus industry 
have, with unprecedented success, handled their own products 
since 1893, 15 per cent of the growers have not affi.liated with 
either the California Fruit Growers' Exchange or the Mutual 
Orange Distributors. These individuals are undoubtedly hap
pier on the "outside" and the associations may be fortunate in 
having them there. 

The most ideal condition under which a cooperative may be 
operated is that of having an intelligent membership of effici6llt 
producers who recognize the need for organization, who have the 
patience to work out their problems, and who will give the neces
sary support to the employees and management of the enter
prise. A selective membership policy does not make the indi
vidual the sole determiner as to whether he shall become a 
member. He must "pass muster" to those who are in the 
organization. 

Not all men make good cooperators. It is only wise policy 
on the part of an organization to eliminate those who give trouble 
and cause the association unnecessary inconveniences. When 
the management has control over membership relations, it 
may for good reason call upon particular members to show cause 
why their connections with the association should not be ter
minated. This procedure usually has a wholesome effect on the 
morale of the entire organization. Membership in an associa
tion under these circumstances becomes a privilege. 

When a new association is being formed, there is no formal 
means of selecting and excluding petitioners for membership. 
Many of those who assume the responsibility of forming new 
organizations visualize might in numbers and are prone to use 
the dragnet in their zealousness to build a powerful organization. 
Especially is this true where professional solicitors are engaged 
to promote an association, with commissions based on the num
ber of members obtained. An open-door policy is subject to 
criticism because it admits irresponsible individuals, chronic 
kickers, and agitators who disconcert the loyal members. Inter
nal troubles break out sporadically and are a constant source of 
expense and destruction to associations. 
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Not all organizations can follow a selective membership policy, 
either because they lack the information necessary to make intel
ligent selections or because they require additional business to 
lower their marketing costs. The general procedure in the 
development of a cooperative is to begin with an open member
ship policy and to shift gradually to some plan for selecting and 
choosing new members. Limitations and qualifications for par
ticipation in going cooperative concerns are designed to give the 
association more complete command over its affairs. 

Membership may be limited by receiving applications only 
during specified periods, prior to planting or harvesting, each 
year or in such years as the association may choose. This device 
is effective in that it prevents "fair weather" cooperators from 
taking advantage of an association by following an "in-and-out" 
policy, joining when conditions are favorable and dropping out 
when they are unfavorable. No cooperative could succeed with 
such opportunists. 

Some associations control the influx and the exodus from their 
organizations by rules concerning withdrawals. The California 
Walnut Growers' Association requires that a member who has 
withdrawn legally must remain outside the association at least 
two years, when his readmission will be at the discretion of the 
directorate, and that one who has withdrawn illegally must 
remain outside the association three years or more. Everyone 
who withdraws may temporarily lose his equity in the reserves 
which he has helped create, because the welfare of the association 
is placed above that of any individual producer when reserves 
cannot conveniently be allocated and distributed. 

The language of the membership agreement may be indicative 
of the policies followed by an association respecting the selection 
of members. In most stock associations the transfer of common 
stock is controlled by the board of directors. The directorate 
reserves prior option to buy for the association or the right to 
recall the shares of any stockholder, providing this right is exer
cised within a stated time and subject to conditions and limita
tions stipulated in the stock SUbscription agreement or the bylaws 
of the association. If an association has considerable control 
over the product handled and is relatively independent, it may 
permit members to terminate their connections with it easily 
but make access to the association difficult. This policy has the 
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psychological effect of attracting members and making them 
reluctant to sever their connections. 

In the absence of well-defined policies relating to membership 
selection the group may resort to the undesirable practice of 
making distinctions between members in the organization. The 
management sometimes shows preferences in the services and 
considerations which it extends to certain members or groups of 
members. The personalities and counsel of some influential 
members may govern to a considerable extent the adoption of 
new ideas which affect all members. The control of minor offices 
may be kept within esoteric groups. These practices discourage 
rather than promote cooperation. 

FUNCTIONAL AND COMMODITY SPECIALIZATION 

In a simple economy, exchange was effected by barter between 
two persons without the assistance of a middleman or the use 
of money. When the use of money as a medium of exchange was 
introduced, the market for certain goods was enlarged and middle
men made their appearance to bridge the distance between pro
ducers and consumers. Subsequently new inventions and 
improved machines made possible greater divisions of labor 
and increased productivity. Each new advance in production 
required an extension of the market and a greater number of 
middlemen to perform the services of distribution. Improved 
roads and new vehicles of transportation permitted the sale of 
goods many leagues from their point of origin. The distance 
could no longer be traversed by one middleman, so the work of 
marketing was divided into stages comparable to some of the 
functions known today as country buying, wholesaling, jobbing, 
and retailing. As the problems of making sales became more com
plex, each of these major functions was. divided and subdivided 
into more minute fields of specialization. The main problems 
that arose and still exist from this competitive system of market
ing are the difficulties of .coordination to prevent waste, duplic~ 
tion, and excessive charges. On the basis of private initiative 
middlemen do not seem capable or are not willing to specialize. 
to the extent desired by large manufacturers. For this reason 
large industrial corporations have, in general, integrated the 
functions ordinarily performed by middlemen, and now provide 
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specialized services and control the distribution of their products 
from factory to consumer. 

The limitations of the services by private middlemen have been 
even more striking in the marketing of agricultural products 
than in the distribution of industrial products. These are occa
sioned possibly by the nature of the products and their geo
graphical distribution. Specialization in both production and 
distribution. was late in making its appearance in agriculture. 
Where large corporations, such as those of the millers, meat 
packers, and cheese processors, have integrated the functions 
of marketing, the financial advantages have stopped short of 
the producers' pockets. Since the beginning of this century, 
farmers have developed a superior type of marketing technique, 
the cooperative organizations, which are the counterpart of the 
industrial corporations. Despite many failures the cooperatives' 
record of achievement often has surpassed all expectations. 

Farm leaders have been divided in a controversy relative to 
the correct method of organization for marketing farm products. 
The theory of one group is that an association should confine its 
activities to one commodity or a group of closely allied commodi
ties in order that all the advantages of specialization may be 
gained. . The other group maintains that an association should 
handle a variety of commodities commonly purchased and sold 
in the community. The Oregon Cooperative Council was 
organized in 1921 as an outgrowth of such a controversy. Offi
cials and directors of the commodity sales associations were 
apprehensive of a movement in the state which proposed to set 
up local cooperative exchanges dealing in various and sundry 
products. According to this pla.n the local associations were to 
be affiliated with a state exchange. The council went on record 
as opposing this plan because it feared that the whole scheme 
would fail, involve heavy losses, and permanently injure the 
cause of cooperation in the state.' The experience of various 
sales organizations to the present time indicates that associations 
confined to the handling of one commodity, or closely related 
commodities as poultry and eggs, apricots and prunes, oranges 
and lemons, have been most successful. The marketing of a 
single commodity presents an array of problems complicated 

'MARIS, PAUL V., "History of the Oregon Cooperative Council," a 
mimeographed report. 
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enough to tax the ingenuity of an alert board of directors and an 
expert staff headed by a proficient manager. 

In the diversified farming areas of the middlewest or the north
eastern states some of the possible combinations are two or more 
of the following enterprises: dairying, poultry raising, fruit grow
ing, truck gardening, livestock feeding, and a number of supple
mentary enterprises such as bee keeping, fur farming, and ginseng 
growing. Like the farmers in Denmark, producers may find it 
necessary to belong to three or four cooperative associations, 
each handling a different commodity. Diversified farming 
requires the assistance of highly specialized marketing organiza
tions which will provide technical information about production 
as well as 'market prospects for the various crops ordinarily 
grown in the area. Without market organizations, specializa
tion in production quickly lapses into a quiescent state. 

The single-crop farmers in the tobacco and cotton producing 
areas of the south, wheat areas of the northwest, or the grazing 
regions on the plains and plateaus adjacent to and in the Rocky 
Mountain Range stand in great need of organizations to reduce 
the risks, accurately grade, weigh and classify the products, dis
courage excessive numbers of middlemen, and reduce market 
costs by concentrating volume in a few associations. It is as neces
sary for the many producers to coordinate the sales of products 
for each specialized area as it is for the individual farmer to main
tain the proper balance and relation between the different crop 
incomes on his farm. Specialization in agricultural production 
requires that market organization tend toward rather than away 
from specialized services. 

DEMOCRATIC REPRESENTATION 

No principle has the influence of time more clearly impressed 
upon it than this one. Its origin is political in nature. The 
revolts against monarchial despotism and rule by hereditary 
succession in the latter part of the eighteenth century resulted 
in the formation of new modes of government. Since the Ameri
can Revolution the people of this country have been committed 
to the cause of democratic government, which grants all citizens 
equal privileges of participation in the affairs of state. Citizens 
reserve freedom of expression that they may defend themselves 
against oppressors, safeguard their rights, protect their property, 
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and extend to all citizens the security so necessary to the promo
tion of their peace and happiness. 

The dependency of communities and countries upon com
mercial intercourse makes control and coordination °in business 
almost as important as in government. Consequently, it has 
become the practice of government to gradually invade the eco
nomic field. The phenomenal growth of capitalism and the 
inevitable drift toward the concentration of wealth have resulted 
in the domination of capital over industry and laborers, from 
which the agrarian and working classes have sought to free them
selves. They have found this freedom in the cooperative 
association. 

The three barriers against capitalistic control in a cooperative 
are: 

1. Limited voting power 
2. Limited number of shares per member 
3. Limited interest paid for capital 

One or more of these is included in every enabling law. The 
Capper-Volstead Act provides: 

First, That no member of the association is allowed more than one 
vote because of the amount of stock or membership capital he may own 
therein: or 

Second, That the association does not pay dividends on stock or 
membership capital in excess of eight per centum per annum. 

it is commonly thought that all associations must or should 
provide equal voting ·privileges. The cooperative statutes in 
thirty-five states provide that no member shall be given more 
than one vote, irrespective of his financial interest in the associa
tion or the amount of produce delivered. 

In some cases the one-man, one-vote principle hinders the 
growth of cooperatives because large growers maintain that they 
are unwilling to grant small growers the right of fully controlling 
the handling of their own nroducts together with part of the 
products of large growers. Other groups of producers do not 
regard differences in their economic status significant enough to 
require a departure from this principle. Consumer groups par
ticularly may regard any changes affecting their individual rights 
as jeopardizing the whole cooperative movement. Those who 
justify the one-vote method of control in coopera.tive associa-
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tions assume that it is man, not money, that is most important 
in the government of cooperatives, and they desire that personal 
rights be placed above property rights, as they are in all true 
democracies. 

In some agricultural areas of the United States the variations 
in the size of farms, volume of products sold, or the economic 
status of individual farmers are considered so significant that 
members make special provisions for unequal representation. 
They choose the second alternative of the Capper-Volstead act 
which does not permit the stockholder to profit at the expense 
of patrons or dissipate savings by paying more than the neces
sary amount of interest on stock to cover the risk involved. 

Stokdyk and Cerini of the Bank for Cooperatives in the 
eleventh district, including the states of Arizona, Utah, Nevada, 
and California, examined the articles of incorporation of approxi
mately 100 cooperative marketing associations in that district 
and found that only 42 per cent of these associations provided 
for equal voting power. The remaining 58 per cent gave members 
unequal voting power which was generally based on patronage, 
37 percent being associations with a capital stock structure and 
21 per cent being membership associations. In the association 
which permits its members to vote on the basis of patronage, 
representation is usually determined by the units of products 
delivered or dollars' worth of business, additional votes being 
given for each 10 units or $10 worth of business, or multiples 
thereof. Some fruit associations provide additional votes on 
the basis of 100 packed boxes, and some wineries on the basis of 
10 tons of grapes. Poultry associations use dozens or dollars 
as criteria for additional votes, either one vote per 1,000 dozen 
eggs delivered or one vote for each $1,000 worth of eggs and 
poultry sold through the association. The majority of associa
tions do not limit the number of additional votes given anyone 
member, but a few associations take'this precaution when it is 
feared that too much power may bg given to the largest 
producers. 

The California nonstock cooperative law passed in 1929 pro
vided for unequal voting power and unequal property rights 
and interests of individual members in an association. The 
present law which is applicable to stock and nonstock associatio~, 
Sec. 1196, reads: 
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The articles of incorporation of any such association shall state: 
B. H organized without shares of stock, whether the voting power and 

the property rights and interest of each member are equal or unequal; 
and if unequal, the general rule or rules applicable to all members by 
which the voting power and the property rights and interests, respec
tively, of each member may be and are determined and fixed; and provide 
for the admission of new members who shall be entitled to vote and to 
share in the property of the association with the old members, in 
accordance with such general rule or rules. 

f. H organized with shares of stock, • • • H the shares are to be 
classified, a description of the classes of shares and a statement of the 
number of shares of each kind or class and the nature and extent of the 
preferences, rights, privileges, and restrictions granted to or imposed 
upon the holders of the respective classes of stock; and except as to the 
matters and things so stated no distinction shall exist between said 
classes of stock or the holders thereof. One class of stock shall always 
be known as common stock and voting power may be restricted to 
holders of common stock. 

Legal sanction to abandon the one-man, one-vote principle has 
obviously met with popular approval in California because 
approximately 50 per cent of the associations in that state are 
now operating on the basis of unequal representation, and the 
probability is that this percentage will increase in the next few 
y~ars. In addition to California there are 12 other states which 
permit the cooperators to modify this principle at their discretion. Ii 

SERVICES AT COST 

Cooperative business is conducted at cost and without profit; 
private business is dependent upon a margin over and above the 
costs of rendering sales services. This difference in the principle 
of operating a cooperative as compared with a private business is 
sometimes succinctly put in the assertion that "cooperatives 
always pay what they can but proprietary businesses only pay 
what they must." It is not implied inthis statement that private 
businesses are not entitled to profits; they must make profits to 
offset the losses of buying and selling transactions, as well as to 
adequately compensate the entrepreneurs for their work and 
wornes. "We're not in business for pleasure," is a current saying 

I These states are Colorado, Delaware, Florida, Kansas, Michigan, 
Missouri, Nevada, New Hampshire, New Mexico, New York, Oregon and 
South Carolina. 



PRINCIPLES OF SALES ASSOCIATIONS 157 

among businessmen. In contradistinction to private business 
enterprises, cooperative services are rendered by a personnel 
receiving wages, not profits, and the cooperative has first claim 
to the proceeds from sales to cover its actual operating costs. 

It is impossible, of course, to ascertain the exact costs of any 
transaction. The aggregate costs over a period, usually the 
fiscal year, are allocated to the different services. Many coopera
tive contracts specify what shall be construed as costs and limit 
the amount of the deductions. The power to arbitrarily allocate 
some costs is reserved for the directorate. This permits latitude 
in initiating needed programs of reform, in producing better 
quality, more scientific handling, or expert selling that might 
otherwise never be attempted because the members may lack the 
courage to make such changes in operating methods. It is 
imperative that the management charge an amount large enough 
to cover all costs and avoid the mistake of attempting later to 
collect the additional marketing costs from its members by mak
ing large deductions or levying assessments. The operation of a 
cooperative purchasing-type association, which buys and sells 
goods as differentiated from the sales type, is contrary to this 
procedure. Like private-businesses, they must make profits to 
cover any losses. This mode of cooperative business is discussed 
in the next chapter. 

In a new association where cost figures are not available, the 
manager should estimate as accurately as possible the volume of 
products to be handled and the costs that will be incurred. 
Information from membership agreements, the number of pros
pective patrons, assessors' reports, census data, or other accept
able sources may be used in judging the expected volume. On 
the basis of these figures an approximate unit cost can be deter
mined and a flat deduction charged for services rendered. In 
established associations, the approximate unit costs of doing 
business are known from past experience, and larger initial pay
ments or advances can be made to the grower members without. 
assuming great risks. 

In estimating the funds available for expenses, sources of 
incidental income may be ignored. Incident to the marketing 
of a particular product an association is wise to develop as many 
scurces of income as possible so that its budget may be balanced. 
If the income from the various activities of an association exceeds 
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the amount anticipated, it is a pleasant task to distribute them 
to members or assign them to some needed reserves. The next 
principle, a corollary to the one of services at cost, deals with the 
general theory of distributing savings which may accrue in well
managed cooperative sales associations. 

SAVINGS PRORATED TO MEMBERS ON PATRONAGE BASIS 

The financial gains which accrue to cooperatives in the ordinary 
course of business transactions are variously termed profits, net 
earnings, surpluses, or savings. It may seem incongruous 
to refer to cooperatives as nonprofit in character and at the 
same moment be giving serious consideration to the problem 
of equitably distributing their savings. It is not what these 
financial gains are called but how they are apportioned among 
those who created them that is significant. The nature of 
cooperative savings becomes apparent when one considers some. 
of their sources: 

1. Delayed pool settlements. Frequently it is desirable to 
inventory goods and arbitrarily fix a settlement price on the 
quantity in order to avoid interminable delays and minute pay
ments to producers. Later sale of the produce may net the 
association a surplus. 

2. Unspent deductions for marketing. When a flat charge is 
made for each unit of the commodity handled, a surplus may 
accumulate over and above actual costs. 

3. Opportunity transactions. Associations may stimulate 
sales beyond their capacity to fill orders. When this occurs, 
profitable purchases may be made in the open market to fill the 
orders they receive. Giving service and keeping the good will of 
customers may be the incentive rather than the pursuit of profits 
in transactions of this kind. 

4. Recovered damages and claims on rejections. Surplus may 
arise from claims against railroads for damage to goods in transit 
or from buyers where adjustments on price have been delayed 
pending inspection. 

5. Handling of supplies. The general practice of cooperative 
associations to engage in the business of purchasing supplies 
which are incidental to the processing, packing, and marketing of 
the commodity often provides a lucrative source of income. 
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The laws of various states provide methods of distributing 
earnings. The usual procedure is first to pay interest, limited by 
the Capper-Volstead Act and most enabling laws to 8 per cent, on 
the capital investments of members. A number of states provide 
that a given percentage of earnings must be placed in the reserves 
of the association until they equal a proportionate part of the 
capital investment. The association may next exercise an option 
to set aside a given percentage for an educational fund. Some 
states provide that part may be paid to the employees in the 
form of bonuses on wages and salaries. After these distributions, 
the remainder may be given to the patrons on the basis of busi
ness transacted, according to either the value of the products 
delivered or the number of units sold through the association. 
Whether nonmembers are to receive a patronage dividend is left 
to the discretion of the directors. If a cooperative wishes to 
qualify for exemption from the payment of federal income taxes, 
it is necessary to treat members and nonmembers alike with 
regard to patronage dividends. 

It is of interest to note that emphasis was given to the impor
tance of business surplus in sales cooperatives during the first 
two decades of the century. The Wisconsin cooperative law of 
1911, which was used as a model by sixteen c.ther states, included 
a provision which made it incumbent upon an association to 
realize a business surplus and distribute same: 

H such association, for 5 consecutive years shall fail to declare a 
dividend upon the shares of its paid-Up capital, five or more stock
holders, by petition, setting forth such fact, may apply to the circuit 
court of the county, wherein is situated its principal place of business 
in this state, for its dissolution. H, upon hearing, the allegations of the 
petition are found to be true, the court may adjudge a dissolution 
of the association. 

This section was omitted from the Wisconsin law when it was 
revised in 1921 because it was regarded as incompatible with the 
spirit of cooperative enterprise. 

The distribution of savings concerns purchasing cooperatives 
more than it does marketing cooperatives. The reason for this is 
that more than 70 per cent of the large-scale marketing associa
tions of the country use the agency-type contract and confine 
their transactions largely to those of making sales for growers. 
Products are not purchased and resold. The impact of competi-
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tive force is more direct in cooperative sales associations, or 
producer cooperatives, than it is in consumer cooperatives 
because competition is focused upon each transaction. Very 
shortly after the transactions, when costs have been determined, 
returns are made to growers. Most cooperative sales asso
ciations find it necessary to make these returns as large as possible, 
after covering the costs of operation, in order to hold their 
patrons. Consequently, very little is left at the end of the year 
to be divided among the members. In some communities, how
ever, where the cooperatives have considerable control, the 
management may set aside fairly large incidental earnings to be 
distributed late in the fiscal year. This is a desirable procedure 
from the standpoint of minimizing risk, maintaining membership 
morale, and creating general satisfaction with the services of the 
association. 

NO UNUSUAL RISK ASSUMPTION 

Many cooperatives, especially the local associations, do not 
build out of earnings large reserves to be used as protection 
against losses. They are not designed to assume risks other than 
those associated with the physical handling of the commodities. 
Many of the losses arising from the risks of transportation, indus
trial accidents, dishonest employees, explosions, fires, floods. and 
tornadoes might be covered with insurance. 

Considerable risk is assumed by holding title to and financing 
goods during the period of time that elapses between transactions. 
In the past quarter century some cooperative associations 
have made the serious mistake of attempting to perform th& 
service of risk bearing by making outright purchases from farmers 
and later selling the products on a declining market. Coopera
tive sales associations have found it advantageous to use the 
agency-type contract which relieves them from assuming 
unnecessary risks in handling agricultural products. 

The assembling and wholesaling of agricultural products 
involve greater risks than those assumed in distributing most 
manufactured products. The reason for this is that agricultural 
products are perishable. bulky, and widely diffused in production; 
they lack uniformity in quality, size, and shape, and require 
considerable refinement before being presented to the consumer. 
The services of assembling and wholesaling involve the handling 
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of large quantities on relatively smaller margins than are cus
tomary in the retailing business. I 

For centuries the farmer has relied upon middlemen to assume 
the ordinary risks of marketing his products. At first the 
quantities produced in excess of the needs of any local com
munity were not sufficient to justify an elaborate organization 
for distribution. Marketing was a seasonal business of small 
proportions in which individuals found it relatively easy to 
establish themselves. As specialization in agricultural produc
tion spread, the function of risk assumption became indispen
sable. At first nliddlemen combined all the services of marketing 
including risk assumption. Later those who were more proficient 
in assuming risks, namely, speculators, began specializing in 
this function alone. Except in the handling of a few agricultural 
commodities the function of risk assumption has not been 
refined to any marked degree. In the highly organized produce 
exchanges, the function of risk bearing assumes a professional 
status and the traders are specialized to the extent that they 
may be classified as speculators, manipulators, or traders. 
Because the risks in .handling -agricultural products are great, 
the primary producers have been forced to pay rather dearly 
for the services of risk assumption. The risk bearers have 
always acted on an individual competitive basis, and their 
activities in the organized markets have been the most bitter 
bone of contention among agrarian reformers. The whole 
market system has been condemned because speculators were 
able to make profits without performing apparent services. 
Probably no single factor has furnished farmers a greater induce
ment for reform in the markets than this one. 

Cooperative associations provide means for producers to 
assume the ordinary risks of marketing their products. They 
minimize the risks which the individual producers assume by 
reducing the number of transactions between the primary 
producer and the final consumer and attempting to stabilize the 
market. Where there are fewer transactions there are less 

• In the operation of cooperatives the association imposes upon itself 
certain functions involving more than the usual risks of marketing, such as 
a grain elevator which does not hedge its purchases. Under good manage
ment and strict adherence to accepted principles, these risks need not be 
1IIIIIUIIled. 
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opportunities for private middlemen to manipulate prices or 
"rig" the market. In pooling large quantities of produce, the 
cooperatives spread the risks that result from temporary inequali
ties in the markets and reduce the per unit costs of handling. 
Large sales associations have succeeded in spreading risks and 
minimizing the costs of this service appreciably. 

ATTITUDE OF NONPARTISANSHIP AND NONSECTARIANISM 

American cooperatives have generally tried to avoid taking 
a partisan stand on political and religious issues to such an 
extent that an unbiased view is generally considered one of 
the principles of the cooperative movement. Esprit de corps 
among members is essential for cooperation. In order to 
create and maintain a harmonious spirit, political and religious 
controversies cannot be permitted to cause dissension. The 
danger of taking issue on legislation affecting banks, inter
nationalism, war debts, and other problems outside its immediate 
economic functions is that friction and division of membership 
may result. The sales-type associations are less likely to partici
pate in political party leadership than the purchase-type associa
tions. Because of their degree of economic specialization, 
cooperatives have a distinct economic objective which is not sub
ject to compromise. A political party, on the other hand, can 
achieve success only with a constant give-and-take between the 
leaders of the party and its adherents. Its vacillating methods 
would be dangerous, if not fatal, to this type of movement. 

It is almost certain that a cooperative will become subservient 
to the political party from which it seeks favors if it is definitely 
allied to it. It is, moreover, a foregone conclusion that if a 
cooperative binds itself to the losing partisan group, it will 
suffer through loss of prestige or adverse legislation. 

Neutrality on the part of cooperatives does not suggest a 
lack of interest in the affairs of government. They fully recog-:
nize that economic activity is influenced either beneficially 
or detrimentally by political action. In accordance with this, 
the Danish cooperatives draw up a platform to be approved by 
candidates for political office. Each candidate is informed 
of the wishes of the cooperative movement, the legislation it 
desires, and the appropriations it needs. The greater the number 
of parties or candidates for office subscribing to these requests, 
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the greater is the likelihood that the cooperative will get such 
legislation enacted without itself taking a partisan political 
stand. As a result, candidates of all parties, anxious to obtain 
the support of the cooperative membership, readily endorse its 
proposals. The cooperative informs its members which candi
dates and parties approve of their program without presuming, 
however, to tell members how they should vote. A cooperative 
can be motivated by ethical idealism without resorting to 
denominationalism. It is a nonsectarian organization and 
should retain a neutral stand on all issues relating to religion. 

DISSEMINATION OF INFORMATION TO MEMBERSHIP 

The free and uninterrupted flow of information is vital to 
collective action. In any organized body where the optimum 
functional coordination is required, there can be no obstructions 
in the communication system through which directions are given 
to each related part. Whenever anything happens which 
seriously disrupts the transmission of intelligence from one 
mutually dependent part to another, it paralyzes or cripples 
those parts of the organism and may cause serious consequences 
to the whole. In marketing organizations it has been demon
strated that the best results are obtained when all available 
facts are collected without delay, properly interpreted, and 
quickly passed on to all those who may benefit from the informa
tion. Intelligent action on the part of any group is dependent 
upon its power to assimilate available facts. Without simplifica
tion and interpretation, some information concerning production, 
processing, or marketing may be difficult to understand because 
the individuals have had no previous experience. Intelligent 
action also depends on the total number in any group. It is more 
difficult to educate a large group than it is a small group of 
equally intelligent individuals. The difficulties of contacting 
a large number of people living in various communities retard 
the coordination of the group. 

The government maintains a market news service which is 
intended to assist buyers and sellers with information that will 
result in the determination of prices which are consistent with 
conditions of supply and demand. Large market associations 
:find it necessary, however, to supplement the news services of 
the government by collecting from various sources additional 
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information relative to production, consumer purchasing power, 
and existing and potential market supplies. Individual entre
preneurs and organizations with limited resources are usually 
unable to provide this service for themselves, much less f{)r others. 
The market made up of private corporations and individuals 
is characterized by stages or independent segments for the 
performing of particular functions. It is almost impossible to 
arrange complete and free exchange of information between 
these units. The representatives in each stage, particularly 
the wholesalers, spend large amounts of money annually in the 
collection of information in order that they may reduce risks 
and conduct their business as efficiently as possible. Since 
the wholesalers and other large assemblers of information in the 
market system are not motivated by the same objectives as 
cooperative associations, they reserve the right to decide which 
information shall be communicated to and which shall be withheld 
from those with whom they are bargaining. The entrepreneurs 
assume no responsibility for educating producers to better 
assimilate the information they possess. When possible, they 
create a psychological situation favorable to the entrepreneur 
who has the information. 

Since agricultural producers have learned to integrate market
ing services, they appreciate the importance of the wholesaler's 
position in the market system. A great number of the coopera
tive associations of the country have not integrated their market
ing system beyond the rendering of wholesaling services. The 
reason for extending their system through wholesaling services 
is to make it possible to pass information toward the producer or 
consumer and cooperative associations which are designed to 
render such services have generally followed the practice of 
interpreting data and providing information needed by producers. 
In some instances cooperatives have done much to facilitate 
distribution by informing consumers about producers' problems 
and commodity characteristics. 

CONTROL OR OWNERSHIP OF MARKETING FACILITIES AND 
INSTITUTIONS 

Although agricultural producers as a class are not reputed 
to be afHuent, they are numerous and possess some capital 
which they are usually willing to invest in their own busine'!s 
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enterprises. IT and when they choose to combine small amounts 
of capital contributed by a great number of individuals, the 
accumulated wealth may build institutions which provide 
services that compare favorably with those of any organization 
erected through the efforts of individual entrepreneurs or even 
those developed by private corporations. This is especially 
true when one takes into consideration the assistance which 
farmer groups may obtain from special credit institutions such 
as the regional cooperative banks, which assist cooperative 
members in acquiring ownership of marketing facilities. Agricul
tural producers generally have a larger proportionate share of 
their total earnings invested in their cooperative enterprises 
in the form of cash and commodities than individuals hazard 
in private corporations through investments in capital stock. 
The principle of democratic control invests producers with the 
right to direct the operations of their organization. These two 
conditions are of much import to producers because they provide 
the basis for setting up a powerful business organization. At 
the moment producers initiate a program for the ownership of 
their marketing facilities, they can act more securely in their 
own behalf. They develop an enclave within a competitive 
system. They use social capital to combat private capital. 7 

It is imperative that any group acting within a capitalistic 
system take the precaution to surround itself with the same 
protective devices used by the capitalists for their perpetuation 
and self-preservation, namely, the rights of property. An 
o:rganization cannot under any circumstances make itself 
dependent upon its enemies for the very thing which gives it 
the freedom and power of an independent entity. 

Once producers have decided to own their facilities an addi
tional investment outlet is provided, where the surplus earnings 
of agriculture may be devoted to the services 'of agriculture. 
In the past farmerS have been prone to re-invest their capital 
earnings in land, overcapitalizing it in anticipation of prospective 
future values or improved market outlets. The acquisition of 
capital goods in the form of operating capital and facilities gives 
the farmers economic power over the services of others. The 

, The term .ocial capital usually connotes the total of all products and 
services made available to a community within a given period. Here the 
term is used in the narrower sense of within a cooperativB group. 
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personaJ. serVices which are purchased may be directed in their 
interest and for the welfare of the group. This is in contrast 
to a market system which directs its employees as so many pawns 
against the interests of the producers. 

The collective ownership of facilities may be properly regarded 
as control of sociaJ. wealth to be utilized by any members of 
society who can meet the cooperatives' membership requirements. 
The main objective is to control facilities in order that the cooper
ative may fully and completely regulate all its activities and 
displace those who assume that they possess a vested interest in 
the markets through seniority rights. 

PROBABLE TREND IN PRINCIPLES 

It has been stated that the practices inaugurated by cooper
ative associations may be an indication of what principles will 
prevail in cooperative associations in the future. Judging from 
the present trend of affairs, there is in the offing the shadowy 
~utline of a principle which seems to be taking shape in the idea 

~ of economic control or a planned economy. This supposition is 
. grounded upon the apparent willingness of American cooperators 
in some quarters to voluntarily submit themselves to more control 
and' direction than they have at any previous time in the history 
of agriri~lt\lI;e. Agricultural adjustment of production is asso
ciated with the idea that something can be done in guiding the 
preference of consumers. The time is not propitious, however, 
for predicting that these significant experiments will culminate 
in widely accepted cooperative principles, because so much 
depends on the education of the masses and the attitudes of 
cooperative members as well as on many other influences at 
work in society. 

Questions 

1. Is an idea sound in theory if it cannot be applied in practice? 
2. Enumerate the changes which the word "principle" has undergone in 

usage since ancient times. 
8. Distinguish between the terms "principle" and "practice." 
,. Critically appraise the following statements: 

II. "The principles of cooperation are primarily socialistic concepts. It 
b. "The practices of cooperation are essentially capitalistic in 

nature." 
Ii. Enumerate the basic principles of cooperative sales companies. 
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6. What are the various plall8 of membership represented in cooperative 
sales &8I!Ociatioll8? 

7. Make a list of possible sources of cooperative savings. How should 
these savings be distributed? 

8. Under what circumstances should cooperative swes associations 
&IlIIUIIle risks? . 

9. Define the term "socia.l capita.l." Has it any significance for the 
cooperative ownership of facilities? 

10. Is the above list of principles conclusive? Enumerate two or three 
cooperative practices that are, in your estimation, sufficiently universa.l to 
be regarded as principles. Do they meet the test of a principle? 



VII 

Principle8 oj Cooperative Purchasing Associations 

"There are 1JW,ny ways in which to improve the conditions oj 
mankind but the noblest oj them all is through cooperation." 
H olyoake could have added, there are 1JW,ny waY8 to cooperate. 
The principles oj a particular type oj cooperative association are 
basically similar; but in the past they have received various inter
pretation8 by people oj different nations. The International Cooper
ative Alliance was Jormed to. uniJy the activities oj all cooperators 
and extend the influence oj the movement everywhere. To achieve 
thi8 end, delegatei "rom aU parts oj the world meet in congress 
periodicaUy to discuss vital issues, and lay plans Jor the Juture 
development oj the movement. 

In 193Q, more than a hundred years aJter the first cooperative 
80cieties were Jounded in Europe, the Alliance instructed its central 
committee to 1JW,ke a thorough study oj the principles oj consumer 
cooperation. The brieJ preliminary report submitted by the c0m

mittee included seven principles oj which the authors present their 
own interpretation. 



CHAPTER VII 

PRINCIPLES OF COOPERATIVE PURCHASING 
ASSOCIATIONS 

To students of the cooperative movement, the differences- in 
the principles of sales- and purchase-type cooperative societies 
are of greater significance than are the similarities. These 
differences may be traceable to the original concepts or to some 
singular interpretations of the principles. Whenever the relative 
merits of cooperatives of the producer and consumer types are 
discussed, the question invariably arises whether the two types 
are compatible within the same country or community. The 
impasse is an apparent conflict centered about price, because it 
is asserted that the chief interest of sellers is to keep prices 
up, and of buyers to bear prices down. The implications in 
this and similar assertions may be more readily comprehended 
after one has given consideration to the principles common to 
the major types of cooperative organization. 

In American literature some descriptions of the consumer 
cooperative movement in Europe postulate that several infallible 
principles were suddenly discovered by the unlettered weavers of 
Rochdale, and not only that these principles have withstood 
the test of time, but that they are the primordials of all types of 
cooperative organization. These suppositions fail to note the 
evolutionary changes through which principles of the consum~r 
cooperative movement have passed since 1800. The rate as 
well as the extent of change is affected by the diverse social, 
economic, and political conditions which, even within the same 
nation, shape institutions and determine their policies. On the 
numerous occasions when representatives from various parts of 
the world have been brought together for conferences, they have 
been impressed with the deep differences which develop in their 
discussions of the aims, arrangements, and accomplishments of 
cooperation. In 1930, more than a century after the first con
sumer cooperative association was formed in England, delegates 
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to the International Cooperative Congress meeting at Vienna 
requested that a study of the leading principles of consumer 
cooperation be made. It was the wish of many veteran coopera
tive leaders that such a study should define the princtples of the 
Rochdale cooperative. 

That the International Co-operative Alliance has the responsibility 
for upholding and safeguarding the standards of cooperation is beyond 
any doubt. That it has equally the task of determining what those 
standards are has been decided, by common consent, in the decision 
of the Congress to charge the Alliance with the enquiry now in prog
ress. . . . The necessity for such an examination at the present time 
is, I.think, beyond question, when in certain National Movements .we 
see first the watering down, or diminution, of those standards in actual 
practice and now, still more, attempts to re~e the standards them
selves, to bring them into conformity with the vitiated practices that 
have beE)n adopted for various sophistical reasons, but the plain facts of 
which are, to beat capitalist enterprise at its own game even if its 
methods have also to be adopted. Apart from the cooperative immo-

- rality of these courses, they are obviously doomed to eventual failure 
or to the transformation of tlie Cooperative Movement into an insignifi
cant, if useful, department of the State instead of the world regenerating 
force which we believe it is destined to be.1 

The central committee passed the task to an executive com- . 
mittee, which in turn selected a number of eminent men from 
various nations to serve as a special investigational committee. 
The special committee of authorities met on seven occasions in 
lIS many different cities of Europe to study the questionnaire 
reports submitted from all parts of the world. Four years later 
the committee gave a brief resume of its fin.dings to the Four
teenth International Congress meeting at London, but the work 
has not yet been completed. Another report is to be given at 
the meeting in Paris in 1937, and the Congress has been asked to 
continue its survey of the cooperative field to determine the 
organization, functions, and relationships of each type of associa-

• tion, giving attention particularly to cooperative activities under 
present economic conditions. The preliminary findings of the 
committee represent the accr~tions of a century of cooperative 
experience~ and its conclusions on specific principles are presented 
as the most authentic list yet compiled: ' 

1 MAY, H. J., The Significance of Co-operative Economy, lecture given 
at Fifteenth International Co-operative School, Saltsjobaden, Stoc)iliolm, 
RBlliew oJ International Cooperation,.Jlo. 9, p. 329, September, 1936. 
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1. Open membership 
2. Democ.ratic control 
3. Dividend on purchase 
4. Limited interest on capital 
5. Political and religious neutrality 
6. Cash trading . 

. 7. Promotion of education 

OPEN :ME~BERSHIP 

The more members there are in a consumer cooperative, the 
greater will be the savings through collective wholesale purchas-

. ing, and the lower will be the costs of r.etailing. There is no need 
for distinguishing one consumer from. another- because their 
interests are generally similar in extent and intensity. Variations 
in the purchases of individual consumers p,re slighter as a rule, 
than variations in the patronage of members of a.producer coop
erative. Personal contacts and relations among consumer 
members need not be so intim,atd-as those among members of 

. sales societies, and it should bjl possible to admit all appli-
cants without .prejudice toward their personal characteristics, 

. color, creed, or credentials. . 
Access to a consumer cooperative association :should be made 

simple and direct. Contracts or membership agreements are 
not essential. Individuals should be free to p,atronize coopera
tive st.ores when and where they wish. The initial capital invest
ment should be small so that everyone will feef that he can afford 
to become a·member. Provisions are sometimes made whereby 
a nonmember may begin patronizing a cooperative store,. with 
dividends earned on purchases accruing in. the association until 
they aggregate an amount sufficient to buy a share of stock; the 
customer then becoming a bona fide member. Exceptions to 
the principle of open membership are made in some industrial 

. ··productive societies, agricultural sales association~,. and coopera
. tive credit institutions in Great Britain and on the Continent. 

DEMOCRATIC CONTROL 

If liberty, equality" and freedom are indispensable in a democ
racy, they are equally· fundamental for economic organizations 
in' which masses have a proprietary interest. The realization 
of a. democracy in the economic sphere is the aim of all coopera:
tives. The belief that each man-has a right to participate in , 
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government became the basis for extending voting privileges on 
an equal basis to all members of cooperative societies without 
consideration of sex or status. There are some individual mem
bers in consumer cooperatives who would hold a brief for repre
sentation on the basis of participation rather than on a one-man, 
one-vote basis, and contend that the principle of equality is not 
really violated. This interpretation of equality is most likely 
to be made where volume of trade is of vital importance to the 
organization. A vote on the basis of patronage is tantamount 
to a vote on the basis of proprietary privileges. Property rights 
are, temporarily at least, placed a~ove individual rights. Those 
who adopt this point of view out of expediency should be reminded 
that in a true democracy there is no compromise between per
sonal rights and property rights. Democratic control is always 
vested in men, not in capital. When any compromise is effected 
in which patronage or property is used as a measure of an indi
vidual's voting power in an association, several difficult questions 
must be considered. How much added weight should be given to 
a member's vote because he buys more merchandise or owns a 
larger number of shares of stock than a fellow cooperator? 
Which shall have jurisdiction over the affairs of the association, 
men or money? The business of an association might conoeiv
ably be classified in a manner which would permit, for example, 
one vote per member in the selection of the managerial personnel 
but unequal voting power upon questions' relating to fiscal 
policies. 

Large cooperative bodies -formed by uniting many small 
associations find that only a rough approximation of a pure 
democratic procedure can be attained. In regional, national, 
or international organizations, the question invariably arises 
as to whether voting power should be granted the delegates in 
proportion to the number of members represented or whether the 
one-man, one-vote formula should ,be imitated by giving one 
vote for each association irrespective of the number of members 
in the association. 

• DMDENDS ON PURCHASES 

Savings or surpluses accumulate in associations buying and 
selling as a result of adherence to a policy of charging more than 
is necessary to cover costs. The amount of the dividend may 
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symbolize efficiency and bargaining power in the consumer 
cooperative enterprise. Periodic distribution of savings or net 
surpluses reassures members that their cooperative unit is 
operating successfully. In some countries, as in England and 
Wales, no inducement has proved more effective in sustaining 
membership interest and loyalty than the dividend. In other 
countries or localities, as in Norway and Sweden, low retail 
prices are charged at the time of purchase and emphasis is placed 
upon price in appealing to member patrons. 

The effect of the lower price policy generally followed by 
Swedish societies is described as follows: 

A criticism might be lodged, from the cooperative point of view, 
against the price policy adopted by Swedish cooperation in that con
sumers who do not belong to the cooperative movement may enjoy the 
benefit of cooperation. It might thus be supposed that this price policy 
directly counteracts the aim of the movement, which is to enroll a 
larger and larger number of members within its ranks. This objection 
carries little weight, however. Experience in Sweden goes to show 
that the intervention of cooperation in different branches of industry 
has shown the general public that it possesses in cooperation its surest 
defense against monopolistic exploitation. This has been highly 
conducive to an increased membership in our societies. I 

[About 52 per cent of the Swedish Societies representing 61 per cent of 
the membership did not pay in excess of 3 per cent dividend on purchases 
and only 6 per cent· of the members belonging to 7 per cent of the 
societies received more than 5 per cent dividend on purchases. S] 

The distribution of earnings in some form of extra payment 
has been systemized in well-regulated retail societies. Some 
stores pay a regular fixed percentage on purchases, however 
modest this percentage may be, and when net earnings warrant 
a more liberal distribution, a supplementary dividend is declared. 
Other stores offer their members bonus vouchers in addition to 
regular dividends. The bonus vouchers are redeemable only 
in departments of the store least visited by the members, or in a 
branch of retail distribution where a greater volume of trade is 
desired. Private competitive retail shops soon learn .the dates 

I GJ6us, AxBL, Cooperative Development in Sweden, lecture given at 
:Fifteenth International Cooperative School, Saltsjobaden, Stockholm, 
Rwieto of International Cooperation, No. 10, p. 370, October, 1936. 

I Ibid., p. 371. 
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of regular dividend distributions and, during these periods, 
advertise special bargains in an effort to attract some of the 
cooperative earnings. Dividends are usually payable on a 
quarterly or semi-annual basis and are distributed at times when 
the drain on the family pocketbook is most likely to be the 
greatest, such as the due dates for interest, taxes, and insurance. 
Some families use the returns for travel or vacations, or as special 
holiday funds. So much significance has been attached to the 
dividend on purchase in consumer cooperatives that one might 
properly question whether the main object of collective action, 
namely, service, has not been subordinated to avarice for profits. 

Theoretically, cooperatives might charge a price just covering 
the cost of the goods and the services rendered in their sale, but 
the price would have to be based on estimated costs because the 
actual costs are not easily determined. The retail price less 
dividends is of great significance to some buyers. These buyers 
are the bargain-conscious members who roughly calculate an 
approximate cost for each individual item while shopping. The 
price of goods at the cooperative must compare favorably with 
alternative opportunities in other shops or market places, because 
to these pecuniary minded members pennies are more important 
than sentimental loyalty to a particular cooperative enterprise. 
Cooperative purchasing, however, has a real appeal to such 
members, because it provides the means for accomplishing- the 
same objectives which they strive to achieve by their own efforts 
at higgling and bargaining in the ordinary transactions of life . 

. Owing to the influence of chain-store organizations in America, 
consumer stores may find it necessary to adopt the price policy 
followed by the Kooperativa Forbundet of Sweden rather than 
the more general policy of maintaining competitors' prices which 
prevails in many other countries of Europe. 

There are some practical reasons for not adhering to the policy 
of handling retail merchandise at cost. All costs of buying and 
handling cannot be definitely allocated; shrinkage and spoilage 
cannot always be accurately estimated, and sometimes goods 
must be sold below cost to meet competitors' prices. A margin 
above costs is necessary to cover the ordinary risks assumed in 
purchase and sale transactions. 

The cost basis of pricing goods to consumers is difficult to apply 
for another reason. Private enterprisers sell some items below 
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cost, making up the losll on other items where a slightly larger 
margin is not so apparent. No association would want to place 
itself in the position of losing business to competitors merely 
because these competitors temporarily resort to the use of price 
leaders. The Rochdale Pioneers early abandoned the cost-basis 
system of handling provisions and resorted to the prevailing 
market price policy because the advantages of cooperation were 
more clearly reflected by the size of the dividend paid periodically 
in lump sums than the small daily savings realized through the 
reduced prices of provisions. The results are the same, but one 
procedure has a greater psychological appeal to some people 
than the other. 

Charging prevailing market prices is the most effective means 
of avoiding a direct conflict in the market because it does not 
induce destructive price wars. The marketing margin in indus
trialized countries such as England, Germany, and the United 
States, ranges from 25 to 35 per cent of the sales price of goods. 
Private merchants find it difficult to combat the cooperatives 
that adopt the policy of taking margins comparable to those of 
other merchants. They cannot graciously criticize the coop
eratives fOT long margins, because long margins are the invention 
of private shopkeepers. Shopkeepers might comment unfavor
ably about the services given by cooperatives, but such comment 
would be without point if consumers could not be won over to 
their stores. They certainly would not be justified in disparaging 
the refunds and the dividend paid members because it would 
reflect on their own efficiency. It would seem uncharitable for 
them to belittle the social services which are provided out of 
cooperative reserves. .AB a means of defense against coopera
tives, the merchants have learned that it is unwise to precipitate 
a price war unless their own resources are large. 

LIMITED INTEREST ON CAPITAL 

The reward for past labor is secondary in importance to that 
of immediate effort under this principle. The major emphasis 
in cooperative undertakings is upon present labor, in which it 
is implied that the greatest happiness abounds in a society where 
opportunities make it possible for everyone to be industrious and 
mentally alert. The Equitable Pioneers recognized in capital a 
powerful force which could be directed for good or evil. They 
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resolved to direct the meager sums which fell into their hands 
with an intelligence that should make caI·ital serve all who became 
members of the society. 

In one respect this principle suggests the medieval abhorrence 
for usury. It recognizes but places a limit upon the amount that 
shall be paid for the use of capital. Capital is subordinated in 
cooperative enterprises because it is thought of as noxious, bear
ing many seeds of injustice, if it is not kept under control. Some 
of the reasons for this attitude toward capital arise from the 
manifestations which appear when men suddenly acquire more 
than the amount which usually comes into individual hands. 
In direct utilization, the possession of wealth, to use the phrase
ology of Veblen, is placed upon invidious distinction, emulation, 
and conspicuous consumption. The use of capital in the business 
world, however, is sometimes abused by those interested in it 
because it can so easily be devoted to means of exploitation. It 
might be marshalled against that portion of society which is 
unfortunately in a weak bargaining position. The valiant 
pioneers of cooperation who struggled to reform the economic 
system by becoming masters instead of slaves of their economic 
environment laid down the principle of controlling wealth by 
limiting the amount of interest which should be paid for its use. 
They distinguished themselves by setting a higher purpose for 
the use of capital-that of alleviating the conditions of fellow 
workers instead of suppressing them. Their vision was one of 
harnessing and conserving wealth for the use and benefit of all 
members of ·society. 

POLITICAL AND RELIGIOUS NEUTRALITY 

Cooperative institutions may be of inestimable service to a 
community by maintaining a keen interest in social welfare and 
governmental activities. There are many undeveloped areas in 
both of these fields that do not encroach upon the jurisdiction 
of the church or upon political parties. 

If the principle of open membership is acknowledged, the 
association embraces all members of society without prejudice, 
irrespective of their faith or political affiliation. 

The basic concept of neutrality is tolerance, tolerance for dif
ferences in ideas and convictions. The cooperative is counseled 
not to meddle with affairs that are obviously outside its sphere 
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of business activities, because the schismatic influences which 
result from political issues and religious controversies tend to 
destroy relationships essential to trade. 

This principle has always been an axiom of private business 
concerns, and its merits have been generally self-evident to 
the members and managers of producers' cooperative sales 
llBBociations. 

The cooperatives of most countries in the world claim adherence 
to this principle. A few notable exceptions, however, are the 
political connections of cooperatives in England, Finland, Russia, 
Italy, Austria, Belgium, Yugoslavia, and Czechoslovakia. 
Cooperatives in Italy are of necessity Fascist, in Russia Com
munistic, and others have relations with either the socialist or 
labor parties, or as in England where certain members have 
organized a Cooperative Party. Switzerland was the only 
country to report a regional cooperative organization not neutral 
toward religion. In Belgium the cooperatives are closely iden
tified with the labor-union movement. 

CASH TRADING 

Under this principle members of consumer societies are required 
to pay cash for their purchases. Cash trading, which is most 
easily accomplished by budgeting the family expenses, forces 
people to live within their incomes. For the wholesale society, 
cash payments for goods make it possible to take advantage of 
special opportunitieS in large-scale purchases, to buy more eco
nomically at all times, and to obtain allowances as well as cash 
and quantity discounts. Allowances are made on purchases in 
large quantities for direct deliveries from local producers or 
manufacturers, reducing transportation and other distributive 
costs. Interest on capital is reduced to the minimum because 
the established cooperative usually has ample reserves and a good 
line of credit scheduled at low interest rates. The savings which 
can be made by the retail stores in making cash settlements for 
current purchases are appreciable during the year, especially 
on goods having a rapid inventory turnover. 

A cash system effectively reduces the amount of bookkeeping 
that is necessary under the credit system and eliminates losses 
on bad accounts. The extension of credit particularly endangers 
those people who find it difficult to avoid the temptations of 
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overspending. They become hopelessly enmeshed in a web of 
debts from which it is very difficult to extricate themselves. 

The great wholesale and retail societies have found that they 
cannot always adhere to a cash policy and still retain their 
patronage. Recently there has been a clamor for more liberal 
extension of credit. This tendency is not altogether a healthy 
one in that it .endangers the reserves created by loyal members 
and encourages improvidence among others. Credit is being 
given by private retail corporations competing with cooperatives. 
Since rival organizations grant credit to their customers, it 
behooves cooperative societies to find some means of doing 
likewise. The rapid developments in the field of cooperative 
credit may be the solution to this problem. Those who do not 
have the available cash may finance themselves through a cor
relative institution specialized in rendering credit service. If 
such an institution finds that it cannot grant credit to a person, 
it is doubtful whether cooperative distributive societies can afford 
to assume the risk. In the absence of properly organized 
credit service, however, the management of cooperative societies 
must exercise care by limiting the amount of credit given to 
any individual member and by being judicious in extending credit 
to those who are doubtful risks. The experiences of those 
societies which have granted credit prove the wisdom of main
taining a policy of cash trading whenever possible. 

PROMOTION OF EDUCATION 

Madison once said, "to put the conduct of affairs into the hands 
of the people without first educating the people will prove to be 
the prelude either to a farce or to a tragedy." The first English 
and Scottish cooperators recognized that their efforts would be 
futile if the people were not prepared to assume the responsibilities 
of operating and directing their own businesses. Often the first 
step toward the formation of a cooperative was the" establishment 
of a library or a reading room in which everyone interested in the 
subject of cooperation might find a congenial atmosphere and a 
place of comfort to spend their leisure hours in self-improvement. 
It has long been a custom for consumer societies to divert a small 
percentage of net savings to an educational fund. These societies 
ha ve been inclined to expand reserve funds more freely for general 
educational projects than to encourage producers' associations. 
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The reason for this is that everyone is a consumer and, therefore, 
a potential member or customer of some retail society within a 
large system of cooperative organization such as the English, 
Danish, Dutch, or Norwegian wholesale societies. Some portion 
of the funds, of course, is used to stimulate sales and increase 
interest in the local societies, but on the whole, .consumer coopera.
tives exhibit general rather than specific objectives in their entire 
program of education. 

Cooperation among producers under American conditions of 
industry seems to require a more direct program of education. 
The propaganda in house organs, the subject matter discussed in 
special meetings, the brief radio talks, and the personal contacts 
made by expert field-service staffs are studiously directed toward 
the particular interests of the associations disseminating informa
tion and providing services. The expenditure of association 
funds for the promotion of cooperation in general is not common, 
because the various specialized cooperating groups are not bound 
by a. common interest in integrated overhead organization. 
Many writers have planned educational programs which are more 
universal in scope, such programs resembling the one outlined in 
the next few paragraphs. 

The cooperative movement needs intellectual centers where 
scholars might congregate from all parts of the world to exchange 
information and pursue research studies. These centers should 
be founded at favorable places in Europe, Asia, and North 
America where their influence would be a source of strength to the 
cause. They could be located near the particular types of asso
ciations to which scholars are devoting special attention. Every 
effort should be made to remove impediments to a better 
appreciation of cooperative effort and to promote good will 
a.mong cooperators internationally. It is presumed that one 
institution on each continent might be easily financed to provide 
excellent facilities for investigational and instructional purposes. 
The files of the research laboratories and the libraries could be 
provided with accounts of the practical problems of cooperative 
enterprises as well as an unlimited mass of statistical data on the 
operations and transactions of the various associations. A 
system of exchanging literature between the centers and providing 
travel for visiting instructors and fellows would serve to stimulate 
iute."est in the diversified forms of cooperative enterprises 
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and promote a common understanding of their possibilities and 
limitations. 

In some countries the educational and promotional agencies are 
departments of central wholesale societies, as they are in Sweden. 
In other countries, as in England, the promotion, education, and 
organization of new cooperatives become the work of a separate 
organization 1llaintained by the operating cooperatives within 
the country. Comparable to the Cooperative Union of Great 
Britain is the Cooperative League of the United States. This 
league, organized in March, 1916, is the central unifying agency of 
the consumers' cooperative movement in America. It is now the 
pivotal educational force and general information bureau for the 
movement in this country. The increase in the number of 
consumer cooperative business organizations and the accompany
ing demand for promotional work and management guidance has 
resulted in the organization of three district leagues. Other 
district leagues for performing similar functions in the expansion 
of the consumer movement are in the process of organization. 
The Northern States Cooperative League of Minneapolis is one 
of the largest and most active of the three district leagues. A 
magazine, "Consumers' Cooperation," is published monthly by 
the central league and is one of the numerous media for circulating 
the philosophy of the movement and maintaining interest in its 
progress. Through the Cooperative League of the United States, 
American cooperatives are affiliated with the International 
Cooperative Alliance of London, which is the international clear~ 
inghouse of information on the consumers' cooperative movement 
throughout the world. 

Whether the educational and promotional work of the coopera
tive movement should be vested in an organization established 
especially for that purpose, or whether it should exist as a separate 
department of a central wholesale society or central marketing 
association, is a point of contention. Many feel that the philos
ophy of the movement as distinct from its purely business aspects 
can receive just consideration if a separate agency is organized. 
It is also felt that an educational agency can be a unifying force 
within the movement by conjoining, on a basis of mutual under
standing, cooperatives that would normally compete with each 
other to their disadvantage. An educational agency can devote 
time and energy to promote cooperation in places where separate 
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business institutions would find it impracticable, from a selfish 
standpoint, to spend money for organization. 

Opposing these arguments in behalf of a central educational 
agency are the contentions of the advocates of a separate depart
ment of a central wholesale or marketing association to take care 
of educational work, as follows: Because the satisfactions which 
members are to derive from cooperative effort depend upon such 
tangible things as high quality goods, adequate service, and low 
prices, the central cooperative furnishing these should be the 
judge as to when and where cooperatives are organized. Since 
many problems of existing cooperatives are business problems, 
the central selling agency must be called in and may just as well 
provide the entire educational program for its constituency. 
Because the central association ordinarily benefits through new 
stores or local marketing associations affiliated with it, it should 
assume the responsibility and expense of securing the additional 
volume of business. The experience of Sweden's consumers' 
cooperatives and American farmers' cooperatives has proved that 
business concerns can discharge the educational function in a. 
satisfactory manner. Mr. Howard A. Cowden, President of the 
Consumers' Cooperative Association, North Kansas City, Mo., 
writes, "The Swedish system seems to us the better, for it insures 
on the one ha.nd that the educational work shall result in greater 
cooperative trade, and on the other that the business activities 
shall adequately finance the educational department.'" 

The general educational system including large and small 
universities, colleges, and secondary schools should continue to 
give, or be requested to offer, courses of instruction in cooperative 
principles, practices, and organization problems. The existing 
educational institutions provide the best means of diffusing 
among the masses information about cooperative philosophy. 
In 1935 a law was passed in Wisconsin requiring all common 
schools, high schools, and vocational schools to teach the elements 
of cooperative marketing and consumer cooperation. The state 
university, state teachers' colleges, and county normal schools are 
also required to provide in their respective institutions" adequate 
and essential instruction in cooperative marketing and consumers' 
cooperatives." Special schools could be organized to perform 

• CoWDEN, HOWABD A., A Trip to Cooperative Europe, p. 28, pamphlet 
published by the Consumers' Cooperative Association, N. Kansas City, Mo. 
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the more mechanical task of training a competent personnel for 
directing the business functions of associations. There are 
unfortunately in this general system of instruction at least two 
limiting factors: (1) a dearth of teachers who have received an 
adequate training in the social sciences to teach the subject with 
competence; and (2) only a few of those who have studied econom
ics have formulated a philosophy inclusive enough to be consistent 
with the prin"ciples of cooperation. 

Emanating out of an educational system, there may be any 
number of schemes and devices for propagating and promoting 
actual organizations. A comprehensive extension system of 
instruction with all its ramifications, such as that maintained by 
the federal and the state governments through the land-grant 
colleges, is an illustration of this form of disseminating 
information. 

Cooperative organizations, since their inception, have assumed 
a major role in educating their own members, as well as liberally 
contributing talent and means to general educational programs. 
One of the first obligations of an association is to stimulate the 
intellectual interests of its members. Whatever sums are set 
aside from earnings in an educational fund should be used to 
raise the level of understanding within the organization until 
intolerance and ignorance from without do not hamper further 
progress. The advantage of this policy is twofold. It demon
strates that which it advocates, and it multiplies the possibilities 
of extending education to the masses through the influence and 
self-assumed efforts of its own enthusiastic members. The 
Danish folk schools which are separate from the cooperative 
system in Denmark, nevertheless, have proved to be one of the 
most creative forces in educating the Danes in the wisdom of 
marketing and purchasing on a cooperative basis. 

Participation and self-education are the most effective means of 
conveying ideas to the uninitiated if leadership can be discovered 
to direct this system of informal education. Groups of interested 
people may arrange periodic meetings in their homes or com
mllnity clubrooms to study and discuss phases of the cooperative 
movement. Great Britain and the Scandinavian countrieb have 
profited particularly from this type of spontaneous instruction. 
Interest in this kind of project may be stimulated, however, by 
constantly recruiting young members and injecting some order 
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into the system of providing literature, illustrative materials, and 
expert guidance for group discussions. 

THE LIST OF PRINCIPLES IS NOT CONCLUSIVE 

The above principles apply to agricultural purchasing associa
tions as well as to consumer cooperative societies. In either case 
the objectives are 'similar whether the purchases are made for 
direct or indirect consumption. 

Several other concepts were suggested for definitive analysis 
and inclusion in a list of principles, but none of them were accepted 
for the advisory committee's report. The inquiry included such 
questions as: Should consumer cooperatives: 

1. Trade exclusively with members? 
2. Hold surplus reserves indivisible? 
3. Provide representation on basis of participation? 
4. Permit employees to share in the earnings? 

If trading was confined to those who are bona fide members in 
the consumer cooperatives, the most effective means for increasing 
the number of patrons and expanding the volume of sales would 
be eliminated. Members often receive substantial benefits from 
profits on the transactions of the casual customer in associations 
where nonmembers do not participate in the earnings. Adoption 
of this proposal would therefore decrease the savings now made 
available to members, and it would take away the most effective 
means of recruiting new members by permitting dividends on 
purchases to accumulate until a share of stock or membership is 
acquired. 

The theory underlying the proposal that surplus reserves should 
be held indivisible is that a portion of the earnings of any coopera.
tive association is the reward of collective activity and can neither 
be logically attributed to the actions of any individual member nor 
to the efficiency of the management. Therefore, it is concluded 
that the savings should be left to accumulate in a reserve fund to 
be held as common property by the association. This fund would 
serve to increase the prestige of the association and insure its 
perpetuation as a service institution to consumers of future 
generations. 

The suggestion that representation be made on the basis of 
participation has been discussed in Chap. VI under the principle 
of Democratic Representation. 
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In the formative years of the Cooperative Wholesale Society, 
employees as well as patrons shared in the earnings of the society. 
This arrangement stimulated each employee to give the best 
possible service in order that the earnings would be larger. 
Employees' wages were low and the share in the earnings was 
considered a part of the compensation of the workers. In recent 
years, the .c.W.S. has abandoned this policy to avoid compen
sating their employees in three different ways: (1) wages, (2) 
dividends on purchases, and (3) bonus on sales. Employees of 
the C.W.S. enjoy the same status as any other member who is 
gainfully occupied elsewhere. They participate as members in 
the society on an equal basis in the services and savings. 

Questions 

1. What are the most commonly accepted principles of "Purchasing 
Associations" ? 

2. Why do the principles of cooperative purchasing associations differ 
from those of cooperative sales companies? 

3. Are any of the principles interpreted to be similar to those of coopera
tive sales companies? Which ones? 

4. Which price plan is more desirable from a social point of view: 
(a) The cost basis of pricing goods, or 
(b) The prevailing price plan? 

5. Why should interest on capital be limited in a cooperative society? 
6. Give the advantages of cash trading. 
7. Is the purchasing type of cooperative enterprises more aggressive 

in the promotion of education than other types of cooperatives? 
8. Have European cooperatives conformed with the high purpose of 

maintaining political and religious neutrality? 
9. Should the purchasing-type association permit employees to share in 

the earnings of the association? 
10. Are the principles enumerated in this chapter arranged in the order 

vf their importance? 



VIII 

Formation of Cooperative Associations 

Aside from the strictly business phases of a cooperative, the human 
reWtionships play an exceedingly important part. This elusive 
human element must be considered fully in organizing a coopera
tive. Since this human factor is so variable, the plan of organizing 
associations cannot be stereotyped-it must be arranged in such 
manner as to deal most effectively with this changeable element. 
Before a cooperative association is organized, it is well to have an 
economic survey made by a competent agency to determine the exact 
status of existing marketing practices, agencies, technique, and 
machinery; to ascertain the probable economies from cooperative 
action and the cooperative spirit among the producers in the rural 
community. This survey should show above all whether an eco
nomic need exists for the establishment of an association. If an 
association is organized, incorporation should soon follow to give 
it a legal standing. Central marketing associations are in a position 
to help solve certain marketing problems which local associations 
unaided cannot solve to best advantage. No rule-of-thumb formula 
can be set up for organizing large-scale central marketing associa
tions. Some organizers prefer a botto~p plan of organization, 
others a top-down. 

The reasons for failure or cessation of cooperatives give clues as 
to the weak points in their organization and operation. Inefficient 
management, financial di;fficuUies, insufficient volumes of business, 
and lack of membership support are the chief reasons for suspension. 
Certain practices, such as handling quality products, organizing 
producers having similar marketing interests, using marketing 
contracts, maintaining accurate records and accounts, and keeping 
an association producer owned and controlled, are not absolutely 
essential for success but contribute materially to the same. Since 
many cooperative associations, like private businesses, have failed 
because too liUle thought was given to details preceding organization, 
it is expedient to give considerable attention to this phase in ths 
sstablishment of any association. 

... ... ... 



CHAPTER VIII 

FORMATION OF COOPERATIVE ASSOCIATIONS 

There is "no vest-pocket formula for organizing either coopera
tive sales or purchasing associations. No stereotyped procedure 
is practicable. There are, however, certain steps that may be 
followed which will give a more solid basis for organization. 
Too many cooperative companies, like private businesses, have 
failed because too little time was devoted to the details preceding 
organization. Too many are started on the basis of grandiose 
wishes-too few on the basis of practical reality. Before the 
depression of the thirties, approximately 11 per cent of the 
cooperatives annually ceased operations (11 per cent of private 
businesses also failed yearly}.l Since such cessation is not only 
accompanied by heavy financial loss, but by caustic ridicule of 
cooperatives by its critics, and a breakdown of faith in coopera
tion as well, those who organize associations might well proceed 
scientifically rather than in a hifn>r-miss fashion. 2 

ESTABLISmNG LOCAL ASSOCIATIONS 

In every community, persons may be found who wish to organ
ize a cooperative. Some are looking for a job, others are vexed 
at the local dealers, . some are merely fanatics on cooperation, 
and many have a sound basis for wishing to organize an associa
tion. Usually the county agent, or the state college of agriculture," 
or the local Grange, Farmers' Union, Farm Bureau, and Equity 
meetings, or a small group of farmers hears about the desire to 
start an association. Before calling a general meeting of all pro
ducers in the community, those who are interested should hold 

1 Cooperative Marketing, letter from the Chairman of the Federal Trade 
Commission, Senate Document 95, 70th Congress, 1st Session, pp. 300-301. 

• For an excellent discussion and guide for setting up local cooperative 
marketing associations see Harry C. Hensley, Fruits and Vegetables-Guide 
for Setting Up Local Cooperative Marketing Associations, Federal Farm 
Board, Bul. I, 1930. See also A. M. Eberle, Steps in the Organization of a 
Cooperative Marketing Association, Extension eire. 317, 1932, South Dakota 
State College Extension Service. 
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an informal meeting, state their personal reasons for wishing an 
association, and resolve to make a general survey of the whole 
situation. On the basis of this survey the final decision should 
rest. Such a study should be made by a competent person or 
committee in analyzing a local marketing problem. What should 
this survey show? 

Is There an Economic Need for the Association? The osten
sible purpose for organizing a cooperative marketing association 
is to establish the most efficient agency to market farm products. 
Economy of operation and expertness in selling are the twin 
goals sought. With this in mind, all other purposes for an asso
ciation become secondary or even illegitimate. Hence, the 
most important and first consideration before starting an 
association is the economic need for it. If honest, dependable, 
and efficient service is already present so that it would be impos
sible for an association to improve the marketing methods in 
any way, then there can be little reason for starting a local 
association. However, such a conclusion has one exception. 
Sometimes it will be found that local private marketing agencies 
are efficient but that they are simply a link in a system which 
can be greatly improved. The system per se may need overhaul
ing. In such an event, it is usually necessary that local associa
tions be organized so that these can make it possible for terminal 
marketing agencies or national cooperatives to function. 

How is the need for a local association determined? This need 
is best discovered by analyzing the character of the local market
ing service. Is there a lack of adequate facilities or of service? 
Is there an absence of competition and is the local operating 
margin apparently too wide? Is the service honest and depend
able? Axe excessive profits being made by the established 
concerns? Axe the producers' best interests adequately served? 
What concrete savings or improvements can a cooperative effect? 
Will the improvement which is sought be commensurate with 
the risk, financial investment, and farmers' time and effort 
involved? Is the local association needed to such an extent that 
it will enlist the support of the best farmers in the community? 

Industrial concerns, chain-store organizations, and other com
mercial organizations oftentimes spend months making pre
liminary surveys and analyses of all factors that bear upon the 
probable success of a business venture. Farmers will do well 
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to follow this precedent. The old adage-an ounce of prevention 
is worth a pound of cure-applies here. 

Is There Sufficient Volume for Efficient Operation? The sur
vey should also include an inventory of the potential volume of. 
business in the community. If a local creamery is proposed, 
how many cows are there within a radius of 5, 10, or 25 miles of 
the prospective plant? What is the average production per 
cow? If it takes 1,000 or 2,000 cows to produce enough butter
fat to operate a creamery economically, are there that many 
cows in the neighboring territory? The unfortunate experience 
of farmers in Kansas and Nebraska where cooperative creameries 
were established before sufficient butterfat was obtainable indi
cates the importance of ascertaining the present and potential 
supplies in advance. It is unnecessary to point out here that 
sufficient volume is essential for low cost operation, retention of 
capable managers, meeting of competition, and for obtaining 
minimum shipping costs as well as market premiums for volume 
sales. Although some large-scale regional sales associations have 
overemphasized volume at the expense of other equally important 
aspects of their business, it is, indeed, seldom that local associa
tions have committed this error. 

Are There Sufficient Producers Interested in an Association? 
It is one thing to have an adequate volume produced in the com
munity, but quite another to know what proportion will be 
marketed through the cooperative. By means of a short ques
tionnaire or personal interviews this information may be obtained. 
Some local associations using a contract require a minimuninum
ber of signers or a certain minimum volume of production before 
the contracts become effective. It is natural that many pros
pective patrons are not in a position to decide definitely at the 
time the survey is made or do not wish to commit themselves to 
a cooperative before they see how it functions. Hence, an associa
tion need not delay organization if 100 per cent of the members 
which it may easily have in a few years do not agree at once to 
become members. A sufficient. volume should, however, be 
available to commence operations and there should be a fair 
assurance of an increasing volume for economical operations in 
the .future. 

Can the Producers Finance the Association? If the associa
tion requires no capital investments, such as a livestock shipping 
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association, no problem arises. But if land, buildings, and 
equipment are required the question of financing the venture is 
exceedingly important. What will the total investment amount 
to? How much will have to be supplied by the members? How 
much are members willing and able to pay at once and subscribe 
for to be paid later? Where can adequate loans be made? 
What will be the cost of such financial assistance? Knowledge 
of the amount that prospective members are ready to invest in 
the company can be gained from a questionnaire or from personal 
interviews. 

Can a Competent Manager Be Hired? So much depends upon 
capable management that to overlook this feature is certain to 
invite trouble. An honest, dependable, capable and likable 
manager is the axis about which the association revolves. Can 
such a person be hired? Or, is some inexperienced but well
meaning retired farmer the only one available for the position? 
Operations might better be delayed until a qualified manager 
can be engaged than to go ahead with the cherished hope that 
the right man will pop up from somewhere. 

Miscellaneous Factors to Be Surveyed. In addition to the 
above mentioned prerequisites, the survey should also inquire 
into the spirit of cooperation that exists among the residents of 
the community. Split communities are poor grounds for suc
cessful organization. Have the producers in the community 
shown their ability to work together on some major enterprise? 
Or has some previous disastrous experience with cooperatives 
embittered the farmers against the movement? What is the 
attitude of producers toward cooperative marketing? 

Likewise, is there local qualified leadership that will assume 
the responsibility of setting up an organization and devote con
siderable effort to see it succeed? If the survey is made by a 
disinterested party, such as the college of agriculture, enthusiastic 
local leadership will be required to "sell" the idea to the com
munity. Outsiders are often regarded apprehensively. After 
all, the association must be supported and run by local residents 
and it is essential, therefore, that the producers are convinced 
that the association is for their welfare alone and not for someone 
else's good. 

The stability of the rural population is an additional factor to 
be considered. If the producers are predominantly renters who 
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care little to invest their small savings in a cooperative or who 
have short-time leases, the status of their association will be less 
secure than if the producers largely own their farms. 

Report of the Survey. After the survey is made, the local 
committee should prepare a report to be submitted to the pro
ducers in the community. If the report indicates clearly that it 
is inadvisable'to start an association, the matter may simply be 
dropped or reported to the growers. If, however, the report 
shows the opposite, then every effort should be made to secure a 
large attendance at a meeting where the committee can report 
favorably upon its investigation, answer questions, and propose 
plans for the new organization. Those in attendance should then 
vote upon the committee's report. If this is in the affirmative 
steps should at once be taken to elect an organization committee 
(preferably including members of the survey committee). If 
physical facilities are needed a building committee may also be 
elected. A third committee, the finance and membership com
mittee, should also be elected to secure stock SUbscriptions or 
memberships in the association. The organization committee has 
the responsibility of drawing up the articles of incorporation and 
bylaws, incorporating the association, a and preparing the market
ing agreement if such is to be used. The building committee 
must find a location for the plant, adopt plans for construction, 
secure bids from contractors, and decide upon the kind of equip
ment to be bought. At a second meeting the articles of incorpora
tion and bylaws are adopted, permanent officers are elected, and 
committee reports are heard and approved. As soon as sufficient 
members have signed marketing agreements and after financial 
arrangements have been made, the cooperative can start building 
operations and become a going concern. 

Knowledge of state laws under which associations are incor
porated is important. In one state, for example, the cooperative 
law provides that not more than 5 per cent of the paid-up capital 
stock or membership fees may be used to pay promotion expenses. 
In this same state in a capital stock association, at least one-half 
of the authorized capital stock has to be subscribed and one-fifth 
must be actually paid for before the association can legally do 

I Incorporation papers are secured from the Secretary of State or Com
missioner of Corporations. Usually a small fee must accompany the papers 
when returned to the state office. 
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business with anyone other than its own members. The proce
dure in incorporating an association, number of days of notice 
before meetings can be called, and other legal matters should be 
ascertained from either the Secretary of State or Commissioner 
of Corporations. 

ESTABLISHING REGIONAL OR LARGE-SCALE ASSOCIATIONS 

There is no set way of organizing regional, or large-scale central
ized or federated associations. The large successful cotton and 
tobacco cooperatives were organized in a different manner from 
that of the equally successful butter and livestock cooperatives. 
The best method for organizing a wheat pool may not be the 
most desirable for establishing a milk distributing company. 
No "hand-me-down" method is available, nor would it be 
advisable even if it were available, for the organizer. 

The particular method of establishing a large-scale sales associa
tion is not so important as a full consideration of those important 
factors that will bear upon the success of the sales association. 
Here again such important considerations as the economic need 
for an association, the potential volume of business for economical 
operations, the support of individual farmers or local associations, 
the financial requirements and backing that may be secured, the 
experience which farmers have had with similar or other sales 
associations, the initiative and drive of local leaders interested 
in such a large-scale venture, and the possible advantages which a 
cooperative sales association would have over existing companies 
and methods of marketing are to be carefully surveyed, analyzed, 
a.nd critically appraised. In addition to the factors that bear 
upon the success of the regional association itself, there is one 
other important consideration that may determine the establish
ment of such company, namely, the services that a central mar
keting organization may render to local associations to make them 
more effective and to assist them in coping with problems that 
they have been unable to solve satisfactorily alone. 

Black and Price point out sixteen problems of local associations 
in the solution of which properly organized and managed central 
marketing organizations are either essential or could be of material 
assistance. Some of these are simply problems of the country 
market in general rather than of local associations in particular
therefore, regional associations have been found necessary and 



192 THE ECONOMIC PHILOSOPHY 

effective in solving marketing problems in the country market 88 

well 88 in the larger wholesale markets. The sixteen problems 
follow:' 

1. Control of quality 
2. Standardizing production 
3. Adjusting production to 

consumption 
4. Stabilizing production 
5. Controlling consumption to 

fit production 
6. Controlling the flow to 

market 
7. Distribution of product 
8. Inspection 

9. Claims 
10. Selling 
11. Financing 
12. Bargaining and price policy 
13. Elimination of competitive 

waste 
14. Improving business prac

tices 
15. Utilization of by-products 
16. Research 

Other problems could be added to this list, such as purchasing 
supplies, bookkeeping and auditing service, providing timely 
and accurate market information, and furnishing economical 
legal service. 

"Bottom-up or Top-down" Methods of Organization. There 
are those who argue that a large-scale association serving an 
extensive region of the country should be the climax of an 
evolutionary process of organization. It is held that local associa
tions should be organized first in many communities and that 
these local associations on their own volition, not that of some 
outside party, should agree to establish a central selling agency. 
This "bottom-up" type of organization method can be said to 
have many advantages: (1) The bulwark of the regional associa
tion is the established and operating autonomous locals; (2) since 
the central association is a response to the needs which the local 
88Sociations feel, their loyal support of it is assured; (3) the 
expenses of "high-powered" organizers are saved since members 
of the locals do the work; (4) experience in Denmark and else
where has proved the soundness of this system; (5) a definite 
ascertainable volume of business is known in advance so that 
plans for the necessary facilities and sales forces can be intelli
gently made; (6) financing the venture is simplified since stock 

• These problems are discussed in Co-operative Central Marketing 
Organization, Minn. E1:p!. Sta. Bul. 211, pp. 6-15, 1924. They are &I 

apropos today as they were in 1924. 
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can be readily sold to the established locale desiring the overhead 
organization; (7) fewer errors will be made since the establish
ment of the central organization is usually a slow evolutionary 
process; (8) the regional association becomes in fact a farmer
owned and a farmer-controlled organization for it springs up from 
the" grass roots," rather than being the inspiration and concocted 
plan of some outsider. 

In contrast to these arguments the advocates of the "top
down" method of organization (which is usually identified with 
the centralized type of associations as against the federated type) 
hold (I) that the "bottom-up" method of organization is too 
slow a process, and, if the initiative of local groups is to be 
depended upon, few if any large-scale associations would be 
organized; (2) that a definite plan carefully drawn up in advance 
constitutes a sounder method of building than if the organization 
has to be modified and changed repeatedly as other locale are 
added; (3) that the experiences of successful cotton, poultry and 
egg, and wool marketing associations demonstrate the feasibility 
of such procedure; (4) that for some commodities, local associa
tions and local facilities for handling products are not necessary 
or economically desirable. 

The so-called bottom-up type of organization is supposed to 
originate with already established prospective members of the 
central organization, whereas the" top-down" type is commonly 
thought of as being some outsider's ready-made plan of organiza
tion to which the farmers subscribe. Ordinarily the former is 
thought of as typifying the method of organizing the federated 
type of associations, the latter that of the centralized type since 
many centralized associations were organized in this fashion 
during 1921-1925. From a practical standpoint, however, it is 
found that large-scale regional associations, whether they be of 
the federated or centralized type, are the results of suggestions 
and proposals of both farmers, who may already belong to local 
associations, and of outsiders representing the colleges of agri
culture, state departments of markets, federal departments and 
general farm organizations. Hence, the influence of outsiders 
in one type or another of regional association is a matter' of degree. 
Whether the association is organized from the top down or from 
the bottom up is not nearly so significant as the fact that the 
prospective members feel a real need for it, that it be a response to 



194 THE ECONOMIC PHIWSOPHY 

the cooperative spirit of its members, that it be economically 
sound in its organization, objectives and methods of operation, 
and that its costs of operations be so low as to effectively meet 
competition. 

SPECIALIZATION OR INTEGRATION? 

In forming a cooperative, decision must be made as to which 
steps of the marketing channel for a particular commodity should 
be covered by the association, i.e., shall farmers perform the func
tions of middlemen in the country markets, wholesale markets, 
and retail markets or shall the farmers' company perform only a 
part of these services? The type of commodity handled very 
largely determines the answer to this question. Likewise, 
whether there is to be a change in the whole system of marketing 
a particular commodity or whether merely certain functionaries 
within the system are to be replaced by the cooperative associa
tion has a further bearing upon the answer. 

Generally stated a cooperative association can succeed in any 
kind of business in which private corporations can prosper. This, 
however, does not suggest that it is expedient in all cases for a 
farmers' company to carry its members' products along the entire 
channel of distribution. Private corporations and many coopera
tive companies handling only one or only a few related commodi
ties have found it economical to go no farther than the wholesaling 
step in distribution. Others have found it most economical to 
use certain private agencies in the wholesale markets of the coun
try-such as brokers, auction companies, and commission firms
to supplement their own wholesale distributing department. 
Few, if any, private or cooperative business concerns that handle 
one or a few allied commodities engage in the retailing function, 
except only in an incidental manner resulting from over-the
counter sales to consumers who call for products at the plants. 
The usual retail store handles a variety of products-its stock is 
not limited to the one which a particular group of farmers wish to 
sell. Meat packers, soap manUfacturers, millers, spinners, 
vegetable packers, and hundreds of other specialized processors 
fully realize the inadvisability of retailing their particular 
products. 

Established retailers can perform the retailing function, 
perhaps, in a more satisfactory and certainly more economical 
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fashion than each individual processor can. The same applies to 
the majority of farmers' cooperative companies. 

For Bome commodities, chiefly dairy products, farmers can set 
up a cooperative that will perform all functions of distribution 
between producer and consumer. Farmers' cooperative milk
distributing companies, some cooperative creameries, and some 
cheese factories have such large sales direct to consumers as to 
require almost the entire production of the plants. But it is 
doubtful if it is wise to carry some products more than a few steps 
in the marketing channel. For certain commodities such as 
livestock, wool, rice, tobacco, and cotton, it is most practicable 
to carry the products to the processors. 

It is well to observe at this point that greatest possibilities 
of improvement in the marketing system for the cooperative lie 
between the farm and the retail market. The chance of better
ing the variety, grade, and pack of products on the farm, or local 
processing and packing plant, of narrowing margins and raising 
the Btandard of service of country market operators, and of effect
ing economies in transportation, market distribution, and utiliza
tion of by-products and cull products promises more tangible 
accomplishments for the cooperative than the savings which 
can be made from cooperative effort in the wholesale distributing, 
jobbing, and retailing fields. Margins of most wholesalers and 
jobbers are already narrow and those of retailers have been 
narrowing considerably Bince the advent of chain-store distribu
tion so that it would be difficult for a cooperative to make a 
"showing" in these fields. But in the fields of processing, gin
ning, packing, and handling of farm products in the country 
markets where so often the uninformed producer becomes an easy 
prey of the shrewder and better informed local buyer considerable 
"showing" can be made. As the cooperative livestock commis
sion firms have repeatedly shown, certain types of functions in the 
wholesale markets can also be carried on cooperatively at costs 
considerably below private companies' charges. 

But the opportunity of influencing prices and lowering costs of 
marketing is also partly dependent upon the existence of a 
Bo-called "perfect" or an "imperfect" market. A perfect or 
organized market is one in which both buyers and sellers are 
well informed respecting prices, sales, supplies, consumption 
requirements, and other factors bearing upon prices and the 
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movement of products, one in which facilities for the rapid 
exchange of title and possession of goods exist and in which 
competition acts freely. The large grain exchanges in the com
modity field most nearly approach this concept of a perfect mar
ket. In this type of market a cooperative has less opportunity 
to effect any favorable influence on prices or to decrease operating 
costs than in an imperfect or unorganized market. It is for 
this apparent reason that terminal cooperative grain-marketing 
associations the world over have not been able to achieve so 
remarkable a success as have the regional fruit and vegetable, 
livestock, poultry and egg, walnut, and dairy cooperatives. This 
statement suggests, therefore, that, in a perfect market, opera
tions by private agencies are already transacted on a high level 
of efficiency which cannot be changed materially, if at all, by a 
cooperative; in an imperfect or unorganized market in which 
market news is not common knowledge and, therefore, wide 
differences in bargaining exist, a cooperative representing a sub
stantial proportion of the producers is in a position to exert con
siderable market influence to the benefit of its producer-members. 

It is evident from these remarks that no dogmatic statement 
can be made concerning the number of marketing functions which 
a cooperative should undertake. Here again the criterion is 
the economic possibilities of such undertaking. What may be 
unwise at its inception may prove expedient when the organiza
tion has gained more experience, established a well-known branded 
product, and has financial reserves to venture farther into the 
distributive field. Thus, some large-scale cooperatives were 
content for years to act as wholesale assemblers of their members' 
products and use existing wholesale distributing agencies for 
market distribution; however, after they were well established 
and had gained considerable market experience, they placed 
their own sales representatives first in one market and then in 
another to take over the functions previously performed by 
brokers, jobbers, or wholesale distributors. 

ELEMENTS OF SUCCESSFUL OPERATION 

A cooperative association may be organized according to coop
erative principles, have ever so fine a membership contract, 
articles of incorporation, bylaws and office building, and have 
well-known men on its hoard of directors and still not succeed. 
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These things, to be sure, are important but in themselves do not 
assure success. They simply constitute the framework of a pos
sible going concern-the energy, the spark, and the power of 
the concern are a composite of other factors which will now be 
examined. 

Why do commercial businesses fall or cease operations? The 
answer to this question is an indirect way of discovering the 
vulnerable phases of a business and those things that must be 
guarded against if success is to be gained. In a study of 1,500 
cooperative associations that failed or ceased operations prior 
to Dec. 31, 1926, the United States Department of Agriculture 
found that the causes given by the associations were the following: 
TABU IV.-RBABONS FOB TBB FAILUBB OF COOPBBATlVlII AsSOCIATIONS 

Percent Percentt 

Cause- of &sso-
Cause of asso-

ciations ciationa 
reportin@ reporting 

Inefficient management .... 72 Dishonest management ... 8 
Insufficient working capital. 24 Acts of providence ....... 6 
Insufficient business ...•... 23 Unfair competition ....... 2 
Too liberal credit to patrons 17 Miscellaneous causes ...... 8 
Voluntary dissolution ...... 12 

"ELAWOB"l'll, R. B., Agricultural Cooperative A88ociatio_Marketinll and Purchaains 
1926, U. 8. D •• A".. T .... Bw. 40, pp. 6H6, 1928. 

t Man,. ... ociationl pve ICveral reaeono for their _tion which ezp1aino wh,. the per
eentap. u:eeed • total of 100. 

Chief reasons for suspension of 404 associations investigated 
by the Federal Trade Commission were: 
TABU V.-CAUSBS FOB TBB SUSPBNSION OP COOPEBATlVlII ASSOCIATIONS 

No. of No. of 
Cause" associa- Cause associa-

tions tiona 

Voluntary dissolution ...... 90 Competition ............. 14 
. Financial difficulty ........ 65 Acts of providence ....... 7 
IIlIIUfticient business ....... 59 Miscellaneous .•...... , ... 121 
Mismanagement ........... 48 

TotaL ................ 404 

- Cooperative Marketinll. letter of Chairman of Federal Trade CommioeiOD, Seaate 
Document 115, p. 302, 70th Conrr-, let Seeeion. 
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After investigating the failures of both large and small local 
and regional associations, the Federal Trade Commission con
cluded that the failures were due to one or more of the following 
causes:6 

1. Organization mistakes: (a) Failure to study the needs of an 
organization and the problems to be met; (b) creation of an organization 
out of proportion to the business to be handled; (e) organization extrava
gance in the matter of equipment needed, promotional expense, and 
initial salaries paid. 

2. Mismanagement: due to (a) lack of understanding of local condi
tions, (b) marketing problems, (e) financial requirements, and (d) 
inexperienced officers and managers. 

3. Lack of membership support: due to (a) dissatisfaction with 
results obtained, (b) loss of interest, and (e) failure of association to 
establish local points of contact with members, all of which result in an 
in8ufficient volume of business. 

4: Economic conditions: such as price declines and falling off in 
demand either in domestic or export markets. 

5. Internal dissensions: due to selfish motives and the playing of 
politics on the part of officials. 

Besides examining the causes for failures of defunct organiza
tions, the reasons for the successful operation of going concerns 
may also suggest the elements that pave the way to success for 
other companies. It is impossible to determine to what extent 
success is dependent upon any particular reason or combination 
of factors, hence the following necessary operating features for 
successful operation are not necessarily listed in their order of 
importance. 

ESSENTIAL OPERATING PRACTICES 

1. An association must be efficiently managed. Whether or 
not a manager is capable, honest, and likable very often deter
mines the success or failure of an association. The manager 
should be adequately compensated for his services, receive the 
cooperation and assistance from a capable board of directors, 
and be in sympathy with the cooperative movement. 

2. An association must have sufficient volume of business for 
economical operation. Insufficient volume is a serious handicap. 

I Cooperative Marketing, letter of Chairman of Federal Trade Com
mission, Senate Document 95, p. LI, 70th Congress, 1st Session. 
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Unit costs can be reduced with volume. One of the main reasons 
for a cooperative is to lower the cost of marketing-this requires 
volume. 

3. An association must have the loyal support of its member
ship. In this respect a cooperative is quite distinct from a pri
vate business. Without the loyal backing of its membership, a 
cooperative is doomed for it cannot depend upon nonmember 
business for its success. Hence, well-informed, satisfied mem
bers are indispensable to an association. 

4. An association must be soundly financed. This means in 
most cases that at least half of the fixed capital should be pro
vided by the members. It means further the efficient· use of 
adequate capital, building up of reserves, and intelligent budget
ing. All members should have a financial investment in their 
company. It is one of the ties that bind members to their 
organization. It is evidence of the faith that members have in 
their company and has a stabilizing influence. 

5. An association must serve an economic need. The justifi
cation of any association rests in the fact that its members 
achieve more satisfactory results from collective effort than is 
otherwise obtainable through individual effort. Therefore, a 
more satisfactory service must be rendered by the association. 
Merely duplicating existing agencies is insufficient reason for 
commencement or operation of a company. The greater the need 
and the more satisfactory the service performed, the more lasting 
the association will be. 

In addition to the above features which are considered abso
lutely essential to successful operation, factors that contribute 
in varying degrees to success may also be listed. Some associa
tions may place major importance upon certain of these factors 
as being the primary reason for their particular success. 

FACTORS CONTRIBUTING TO SUCCESS 

1. An association should handle high quality products. In 
order to establish itself firmly an organization should strive to 
place uniform, high-grade, well-packed products on a market. 
It is often said that II good products sell themselves but poor 
products can't be given away." Quality products get the pre
mium prices in a market-poor ones do not. Without exception 
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the best known and most successful cooperative sales associa
tions are scrupulously careful in placing only the highest grade 
products on the market under their brand names. All empha
size and re-emphasize quality production, careful grading, and 
standardization. 

2. An association should consist of producers with similar 
interests. Producers having production and marketing problems 
that are alike cooperate much better than producers with diver
gent interests. This suggests, therefore, that local associations 
be established whenever possible. Farmers living close to each 
other and knowing one another can cooperate more easily than 
if farmers of one part of a state or region are to associate with 
farmers from another section. 

3. An association should be organized on a commodity basis. 
Organization on a geographical basis, i.e., having one association 
in a locality handle all of the farmers' products produced in that 
locality, is often economically unsound. The great divergence 
of producers' interests, the difficulty in allocating costs between 
the different products, and the task of intelligently marketing 
each of many different products create far greater problems 
than those brought about in single commodity marketing asso
ciations. Marketing of single commodities, or of closely allied 
commodities, enables the association to use the same facilities, 
methods, equipment, and trade channels for all products. In 
addition, the association embraces farmers with similar marketing 
and production interests. 

4. An association should have an organization suited to its 
needs. It should be flexible enough to meet changing conditions, 
representative of all its members, and not burdened with exorbi
tant costs. Facilities and equipment should meet the needs of 
the association and not be for show purposes. Extravagance 
has no place in a cooperative. The association should be 
incorporated, have suitable bylaws, and adopt operating policies 
designed to achieve the immediate objectives of the membership. 

S. An association should keep records and accounts. Careful 
bookkeeping is an even more important requisite of a cooperative 
than of a private business. In order that patronage dividends 
may be correctly disbursed, it is necessary that a record be kept 
of each member's business. The fact that patronage and 
membership are linked. together in a cooperative makes it 
expedient that records be kept in a careful manner. Likewise, 
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the management is the hired agent of the association answerable 
to all the members. Therefore, proper records are essential. 

6. As nearly as possible an association should conduct its 
business like that to which the members have been accustomed. 
This does not mean to operate at high cost, unethically, or to 
furnish poor services, all of which the association wishes to cor
rect. It does mean to prevent delays in payment, to provide mar
keting facilities of the kind with which members are acquainted, 
and to deal with brokers, jobbers, and other market agencies 
in a manner to gain their confidence. Cooperative marketing 
succeeds best when it is an evolutionary process instead of a 
revolutionary one. The cotton cooperatives learned the sanity 
of this observation 10 years ago. Today, optional pools, which 
involve cash selling, supplement the former seasonal pools; 
interior classing offices take the cooperative to the growers 
in place of requiring the producers to ship their cotton to distant 
central classing offices; and flexible, revocable contracts have 
taken the place of the long-term, ironClad five-year contracts. 
The objective of a cooperative marketing system is difficult 
enough for some to perceive without complicating matters with 
many new innovations in methods of handling and pricing 
policies. 

7. An association should remain cooperative in spirit and 
farmer owned and farmer controlled at all times. Producers 
should retain control of their organization. Their interests as 
producers desiring a more efficient marketing system should not 
give way to an interest in the association as an investment 
medium. The object or purpose for which the association was 
established is to return the highest price possible to the producer 
for his product-not as high a dividend upon capital as possible. 
If members feel that the association has slipped out of their 
hands into those of a minority clique, failure will soon follow. 

8. A large-scale association should establish means and 
methods of contacting its membership. In a federated associ&
. tion this is done rather easily through local associations, but in 
centralized associations some kind of local group action is essen
tial. Having members in a community buy stock in a local 
warehouse or processing plant controlled by the centralized 
association is one way to maintain interest. Establishing local 
receiving stations where the overhead organization can be 
constantly in touch with its membership, such as the interior 
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classing offices of the cotton cooperatives, has done much to keep 
the members' loyal support. 

9. An association should use membership contracts. The 
contract is especially valuable in the early years when an associa
tion is the target of severe and oftentimes ruthless competition. 
Most associations have found that a flexible contract gives the 
association a measure of stability otherwise unobtainable. By no 
means is a contract to be considered a substitute for voluntary 
cooperation. 

10. An association must pay its members as much for their 
products as its competitors do. An occasional unfavorable price 
comparison will not break an association but repeated unfavorable 
comparisons will. Members belong to a cooperative to improve 
their marketing, which means for most farmers to get better 
prices. An association may render better service to producers 
than they formerly received, yet, if improved services are not 
accompanied with prices equally as high as could be received from 
outsiders, the association will constantly have difficulty. Even 
though price comparisons are generally meaningless and often 
erroneous, members will continue to make them and behave 
accordingly. Competition must be met if success is to follow. 

The late George O. Gatlin prepared a list of factors which he 
believed led to failure of an association. This is a negative way of 
pointing out the road to success just as was the listing of the 
reasons for failures and suspensions earlier in this chapter. 

FACTORS CONTRIBUTING TO FAILURE 

1. An organization should not admit as members men with conflicting 
business interests. It is difficult to maintain harmony and singleness of 
purpose when non producers, buyers, and men of contrary or conflicting 
interests are grouped with bona fide producers of identical interests. 

2. An organization should not conceal from its members facts regard
ing its operations. Misleading statements, juggling funds, secret 
contracts, and similar practices undermine confidence. The organiza
tion belongs to the membership, not the officials and employees. There 
cannot be proper cooperation where there is suspicion. 

3. An organization should not permit the engineering of elections and 
the appointment of officers by a self-perpetuating group. Democratic 
control must be more than a promise. Those elected to represent 
the members must represent them in fact, if the association is to be 
cooperative. 

4. An organization should not rely upon force to maintain member 
co01l8ration. Threats, lawsuits, and coercion break down rather tha!. 



FORMATION OF COOPERATIVE ASSOCIATIONS 203 

build up the support of the growers. Coercion is the opposite of 
cooperation. 

S. An organization should not sacrifice cooperative principles to 
obtain volume of business. Encouraging its members to purchase 
products for delivery, admitting buyers to membership, selling for non
members, and buying for its own account to increase volume tend to 
eliminate or minimize cooperative features. 

6. An organization should not maintain an overhead expense out of 
proportion with the service required. Salaries should be commensurate 
with service rendered. Jobs should not be provided as rewards to 
organizers or bribes to commercial interests. 

7. An organization should not attempt arbitrary price fixing based 
on monopoly control. A price that does not reflect supply and demand 
conditions brings about an economic readjustment that reacts upon the 
organization. No cooperative association can "fix prices" successfully 
over a period of years unless the price fixed is the "right price.'" 

Questions 

1. If some producers of livestock, wool, or cotton were anxious to 
organize a local cooperative marketing association, what should be ascer
tained before a cooperative is started? 

I. What should be considered by farmers before a cooperative supply
purchasing association is established't 

8. Why is it essential that an "economic need" for a cooperative associ&
tion exist before operations are started 7 

&. What problems of a local association are solved best by a central 
marketing association? 

II. Critically appraise the bottom-up and the top-down methode of 
organizing a central marketing association. 

8. What various committees may be used to advantage in setting up a 
cooperative association? What functions would each serve? 

7. "The greatest possibilities of improvement in the marketing system 
for the cooperative lie between the farm and the retail market." Evaluate 
this statement. 

8. What conclusions were arrived at by the Federal Trade Commission 
regarding the causes of failure of cooperatives? 

8. Find out from your secretary of state what papers must be filled out 
and filed, on what dates meetings must be held, length of time that notices 
.of meetings must be given, amount of fees, and the differences in the incor
poration papers for a non&tock company from a capital stock association. 

10. Are cooperative associations more easily organized during periode of 
depression than during periods of prosperity in agriculture? Or, does 
the economic condition of agriculture have no bearing upon the time when 
marketing and purchasing associations are organized in largest numbers? 

• GATLIN, GJ:OBGIII 0., Elements of Cooperative Marketing, Oregon State 
19ricultural College, Eztemion Bul. 429, p. 3, 1930. 



IX 

Types 0/ Cooperative Associations 

There are lour main classes 0/ cooperative~sales associations 
(also called "marketing associations"), purchasing associations, 
service associations, and workers' cooperatives. In the sales associa
tions and most purchasing associations only farmers are members. 
Consumers' cooperatives in America have chiefly farmers as their 
members. The service associations provide their members with 
services rather than with commodities and are found in both urban 
and rural centers. Workers' cooperatives do not supply their 
members with services or commodities, but provide associations 
through which workmen can pool their labor. 

The cooperative sales organizations may be either local or regional 
in scope. They may consist 0/ only independent local groups or 0/ II 
federation o/local associations. For some commodities a number 0/ 
federations have been united into national marketing associations. 
The centralized association, a regional marketing association whose 
membership consislso//armers directly, differs from the federated 
association in that autonomous locals are omitted in the scheme 0/ 
organization. 

Not aU cooperative marketing associations render a complete 
marketing service. Some, the bargaining associations, chiefly 
bargain over prices with the buyers of/arm products; others, the 
sales agencies and cooperative commission firms, render primarily a 
selling service but do no storing, packing, advertising, financing, and 
other marketing services such as the usual marketing cooperatives 
perform. Most associations are single commodity organizations, 
but some are muUiple commodity associations. There is no rule- 0/
thumb method 0/ determining which structural/orm 0/ organization 
should be used. ... ... ... 



CHAPTER IX 

TYPES OF COOPERATIVE ASSOCIATIONS 

Individuals constitute the membership of cooperative associa
tions. The objectives of these individuals differ considerably, 
however, and for that reason different types of associations are 
organized. There is no uniformity of opinion regarding their 
classification. Some think of only two main divisions, namely, 
agricultural producers' associations which sell farm products and 
which buy farm supplies, and consumers' cooperative associations 
which handle commodities and provide services. The following 
terminology and the types in the order of their importance are 
suggested. 

I. Cooperative Sales Associations (also called Farmers' Cooperative 
Marketing Associations)1 

1. Commodity marketing associations 
2. Collective bargaining associations 
3. Sales agencies 

1 Marketing in its broadest meaning embraces both eelling and purchasing. 
Buying and eelling are integral parts of every transaction and since the 
transaction is a vital part of all that constitutes marketing, it is evident that 
buying as well as selling falls under the generic term "marketing." Market
ing, besides including the transaction, embraces all of thoee production 
activities that give time, place, form, and ultimately possession utility to 
an article. From common usage the term marketing has been applied to all 
of thoee functions necessary to sell an article, i.e., aseembling, grading, 
packing, packaging, inspecting, storing, financing, transporting, bearing 
risk, advertising, and selling. Thus, when the manufacturer and farmer 
apeak of their marketing problems, they refer to the problems incident to 
the distribution and sale of their products. It is in this narrower sense that 
.the term "cooperative marketing" has been widely applied to farmers' 
cooperative sales associations and not to the agricultural cooperative pur
chasing associations. Though the correct term for farmers' cooperative 
associations engaged in selling farm products is "cooperative sales associa
tions," long-time and widespread usage of the term "cooperative marketing 
associations" may be considered as synonymous with it. For those sales 
associations that also handle farm supplies and sell these to their membel'P 
the latter term would be eminently correct. 

205 
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II. Cooperative Purchasing Associations 
1. Agricultural purchasing associations dealing in producers' goods. 

B. Retail associations 
b. Wholesale associations 

2. Consumers' cooperative associations dealing in consumers' goods. 
B. Retail associations 
b. Wholesale associations 

III. Cooperative Service Associations 
1. Finance associations 

B. Credit unions 
b. Cooperative banks 
c. Production credit associations 

2. Insurance associations 
B. Farmers' mutual fire insurance companies 
b. Mutual insurance companies--automobile, life, etc. 

3. Mutual telephone companies 
4. Electric associations 

Go Rural electrification associations 
5. Drainage and irrigation associations 
6. Truck associations 
7. Medical and hospital associations 
8. Miscellaneous associations, such as restaurant, housing, recreational, 

dry cleaning, bakery, burial, fuel, garage, laundry, publishing, etc. 
IV. Workers' Cooperative Associations 

1. Labor associations or labor unions 
2. Agricultural laborers' associations 

B. Threshing rings, shredding rings, spraying rings 
b. Collective farming 

3. Industrial workers' associations 
B. Workers' self-help cooperatives 

WORKERS' COOPERATIVE ASSOCIATIONS 

Workers' cooperatives are sometimes called "producers' 
cooperatives."1 In these associations the labor of workers is 

I The authors suggest the more definite term "workers' cooperative asso
ciations," in preference to the broader term "producers' cooperatives." 
The term "worker" refers more especially to a laborer, a wage earner, a 
toiler, and a nonsalaried employee. The broader term "producer" includes 
the entrepreneur, employer, and capita1ist as well as the laborer. Both, 
employers and laborers, produce. The type of cooperative referred to here, 
however, includes only those that labor rather than those that manage and 
direct industry. Hence, the narrower term is more definitive and pref
erable. The term "producers' cooperatives" is used by some writers in 
contrast with consumers' cooperatives to denote agricultural cooperative 
Bales associations. In view of such varied uses of the different terms the 
reader is advised to note texts carefully to observe 'i\'pat preci.\;~ m~ th., 
di#'eren~ authors aS9ril?~ ~9 ~p~ ~~r!p~ Qll\lcj, 
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pooled. In the labor union, which is one type of workers' associa
tion, workers depend upon collective bargaining with employers 
to determine the wages and conditions of employment under 
which such collective labor will be rendered. Agricultural 
laborers also pool their labor when they organize threshing rings, 
shredding rings, or spray rings to accomplish certain farming 
tasks. They might go even farther, as in Russia, and organize 
collective farms where many laborers cooperate to perform all 
farming operations on a collective basis. During the depression 
years, numerous self-help cooperatives were organized throughout 
the United States by unemployed workers. At first the workers 
made many different things and exchanged these with one another 
on a barter basis. Later, however, production was specialized 
and the proceeds from the sales were divided among the laborers. 3 

Although the self-help cooperatives were liberally financed and 
aided by government relief agencies, it is apparent that workers 
ceuld own and operate the plants in which they work.and receive 
sufficient income from the products produced to support them
selves without governmental aid. Hall and Watkins refer to 
these industrial workers' associations as "cooperative copartner
ship productive societies." The Franklin Cooperative Creamery 
Association of Minneapolis is an illustration of an employees' 
and consumers' cooperative. To quote from the 1930 Yearbook of 
the Cooperative League (page 165), "It was a wise thing that the 
men organized the Franklin as a consumers' cooperative, instead 
of a producers' cooperative owned and controlled exclusively by 
creamery workers, as the original plan had been." 

COOPERATIVE SERVICE ASSOCIATIONS 

Cooperatives that render services rather than provide com
modities for their members are called "service associations." 
These may be orgs,nized by city folks to be of special services to 
them or by farmers for their special needs. The most important 
are the finance associations which pool the savings of the mem
bers. The credit unions, cooperative savings banks and banks 
for cooperatives are illustrations of the finance associations. The 
cooperative insurance companies pool the risks of its policy holders 

• SeH-help Cooperatives, bulletin by Division of SeH-Help Cooperatives, 
Federal Emergency Relief Administration. See also March and August, 
1936, issues of Monthly Labor Review, Bureau of Labor Sta.tistics. 
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whereas the electric and telephone associations provide utility 
services on a cooperative basis. Most of the service associations 
of today are organized by farmers with the notable exception of 
the credit unions and some of the types falling in the miscellaneous 
class. Both the cooperative financing associations and coopera
tive insurance companies named in the above classification are 
today so prominent that some writers list them as distinct types 
of cooperatives, but important as they are, they logically fall as 
subclasses under the heading of Service Associations. Service 
associations may consist of either local associations, as a local 
credit union, or of regional associations, as the cooperative 
automobile and life insurance companies. 

COOPERATIVE PURCHASING ASSOCIATIONS 

A cooperative purchasing association combines the purchasing 
power of buyers and aims to provide its members with high 
quality products at the lowest possible prices and with services 
that are essential and gratifying. These objectives are sought 
by members whether the associations sell producers' goods, as 
in the case of farm supply companies, or consumers' goods, as in 
the case of consumers' grocery stores, meat markets, department 
stores, or urban filling stations. Irrespective of the use to 
which the product is put the objective of pooling the purchasing 
power of the buyers is identical in either case. In each type 
members are buyers and as such are influenced by motives 
affecting buyers. For sheer practical reasons and for the purpose 
of identifying one class of purchasing associations from another, 
it is desirable to distinguish the consumers' cooperative associa
tions dealing largely in consumers' goods from the agricultural 
purchasing associations whose membership consists of farmers 
and which deal almost solely in producers' goods. Whereas the 
Banks for Cooperatives are permitted, under the interpretation of 
the Farm Credit Act, to lend to associations that purchase farm 
supplies, they cannot lend to associations that buy household 
goo~ F the consumers' cooperatives ordinarily do. Reasons for 
this separation into these two subclasses will become apparent in 
subsequent paragraphs. 

The term U consumers' cooperation Jl is not correctly used as 
synonymous with U cooperative purchasing associations Jl as 
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BOme would like to have it used. It is more apropos to confine it 
to the cooperative purchase of goods which consumers usually 
wish to consume directly. "Buyers' cooperatives" would be a 
more fitting term to encompass all cooperative purchasing if a 
synonym were to be named, but it is preferable to adhere to the 
broad term "purchasing associations" as was used in the classifi
cation on a previous page. When individuals purchase col
lectively they do not act as consumers, but as buyers. If 
they buy for immediate consumption then their interests as 
consumers predominate, but if they buy for the purpose offurther
ing production, then their interests as producers receive upper
most consideration. In the former case personal gratification 
from consumption is sought, in the latter, economy in production 
is aimed at. 

Scope of Consumers' Cooperatives. The object of a con
sumers' organization is to advance the interests of individuals 
as consumers, not as producers. From a strictly practical 
standpoint, it proposes to increase the purchasing power of its 
members' incomes, not the incomes themselves. These are 
derived from many different sources or occupations. The 
interest of the member in such an association is that of a con
sumer, not that of a workman, and emanates from the home, 
not from the workshop, the mine, or the farm. The objective 
is not to change the conditions of employment, but to raise the 
plane of living. In other words, this type of cooperative does 
not presume to enlarge a member's money income, but it does 
propose to increase his real income. Members hope that their 
incomes will be spent in such a manner through the consumers' 
cooperative that the best service and the largest quantity and 
highest quality of products can be obtained for the money. 
A consumers' commodity association buys commodities for 
consumption purposes for its members. It handles consumers' 
goods, not producers' or capital goods if the economists' classi
fication of goods is used. Groceries, clothing, and furniture are 
consumers' goods. Consumption credit as provided by a 
credit union, electricity for the home, telephone service for 
domestic purposes as against business purposes, housing in 
cooperative apartments, recreational facilities, and cleaning 
and dyeing services are consumers' services which consumers' 
cooperative service associations provide. 
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Cooperative retail grocery stores serving local communities 
are the most common type. Such locals are owned and operated 
by the member-patrons. They are autonomous and mayor 
may not be affiliated with regional wholesale societies. Coopera
tive wholesale associations serving local associations within a. 
region may pool their purchases and maintain a national whole
sale. Thus, the local cooperative retail store at Cloquet, Minn., 
is a. member of the Central Cooperative Wholesale at Superior, 
Wis., and the latter association derives some of its products 
(automotive) from the National Cooperatives, Inc. Some 
cooperative wholesale associations have sufficient volume of 
business to warrant the establishment of factories or processing 
plants. Such cooperative production, usually carried on by a. 
subsidiary corporation of the wholesale association, is not nearly 
so extensive in the United States as in England, Scotland, 
Sweden, and Norway. Cooperative bakeries, coffee roasting 
plants, and oil blending plants are, however, run by cooperative 
purchasing associations in this country. 

Scope of Agricultural Purchasing Associations. The chief 
purpose of an agricultural cooperative is to advance the inter
ests of its members as producers. In the economic sense a 
product is not fully produced until it has the form, time, place, 
and possession utilities which a consumer demands. Before a 
farmer can be a consumer, he, of course, must be a producer, 
and the amount of consumption goods and services he can com
mand is governed by the extenl of returns he receives from his 
production operations. Hence, the cooperative sales association 
is considered by him as the instrument to enlarge his gross sales 
returns and increase his productive operations by adding utilities 
to his product over and above those they had when they left 
his farm. 

Farmers' purchasing associations are likewise designed to 
advance the producer interests of its members. These associa
tions handle producers' or capital goods-seeds, feeds, fertilizer, 
fencing materials, farm machinery, tools, insecticides, paint,
and not consumers' goods. ,As a buyer and a producer, a farmer 
desires to obtain these production goods at the lowest possible 
cost and of the best quality in order that his net returns from his 
productive operations may be as high as possible. The same 
logic applies to the purchase of different services. Electricity 
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to operate electric motors, fire instil'ance on his farm buildings, 
cooperative credit to finance his fixed investment and current 
operations, mutual ownership of irrigation and drainage projects, 
and trucking of his farm crops and farm productive supplies 
are producers' services he hopes to obtain at reduced costs in order 
that he may enhance his net returns from his farming operations. 

It is true, however, that there is an overlapping of both a 
producers' and consumers' interest in those agricultural purchas
ing associations that carry consumption goods as well as produc
tion goods or goods which may be used for either purpose. 
Farmers, like city folks, have interests as consumers in certain 
cooperative organizations. There is no reason to suspect that 
this interest is any less for farmers than for urban dwellers. 
When a farmer buys household necessities or consumption goods 
from an agricultural purchasing association, his interest in 
such purchase is that of a consumer. In many cases there is a 
complete overlapping of these interests. For example, gasoline 
bought for a farm tractor is capital goods, but for the family car 
used on a pleasure jaunt is consumer goods. Here, the coopera
tive oil station serves both interests. Rural cooperative grocery 
and general stores which handle essentially consumers' goods 
fall, of course, into the category of consumers' cooperatives. 

COOPERATIVE SALES ASSOCIATIONS 

The cooperative sales association, as distinct from the pur~ 
chasing association, markets tl1t products of its members who 
produced the same on their individual farms. Since the coopera
tive marketing associations have been organized by farmers for 
the purpose of selling' their products, they have been called 
cooperative sales associations, farmers' or agricultural cooperative 
marketing associations, and agricultural producers' associations. 
This last term, however, is vague and misleading since it may 
refer to cooperative production on farms. Although common 
usage applied the last term to farmers' cooperative sales 
associations and although no cooperative production on col
lectively owned farms is common in the United States, therefore, 
not imputing an erroneous meaning to the term for many, still 
it may create confusion and suggest a type of cooperative 
practice not engaged in if we persist in the usage of such mislead
ing nomenclature. 
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Marketing associations, like the purchasing associations, may 
engage in production operations where goods are manufactured 
to be used by the cooperative or sold to the cooperative's mem
bers. Thus, a manufacturing plant run as a subsidiary of & 

cooperative may make boxes, baskets, or berry crates which 
are sold to the members or used by the cooperative sales associa
tion itself. Approximately 2,400 agricultural sales associations 
also purchased supplies, equipment, and other farming necessities 
for their members although their chief business is that of selling 
members' farm products. For the remainder of the chapter 
the special types of agricultural cooperative sales associations 
and purchasing organizations will be discussed. 

TYPES OF COOPERATIVE SALES ASSOCIATIONS 

It is possible to point out many types of cooperative sales 
associations depending upon the basis of classification used. 
From the standpoint of structural setup, certain types of organi
zations are more important than others. The outline below 
indicates the basis of classification and types of associations 
under each. 

Basis of Classification of Associations 
1. Size of territory or area served 

o. Local associations-members reside in local areas 
b. Regional associations-members reside in a region of the country 
Co National associations-membership resides throughout the nation 

2. Membership affiliation 
a. Local associations-farmers are members of locals 
b. Federated associations-farmers are members of locals which are 

members of a central organization 
Co Centralized associations-farmers are members of a central 

organization 
d. Combination association-has elements of federated and centralized 

associations. 
3. Nature of operations 

o. Marketing associations-perform a series of marketing services 
b. Collective bargaining associatioDS-essentially, bargain for a 1>rice 

without handling the products 
c. Sales agencies-operate according to commission method 

4. Financial form 
o. Capital stock associations-tlell shares of stock to members 
b. Nonstock or membership associations-issue membership certificates 
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5. Legal form 
G. Unincorporated associations-not incorporated under any state or 

federal laws 
b. Incorporated associatiollll-incorporated under some state or federal 

law 
6. Commodity handled 

G. Single commodity associations-handle one or a few closely allied 
products 

b. Multiple commodity associations-handle a number of unrelated 
products 

7. Method of handling farmers' products 
G. Associations purchasing farm products upon delivery 
b. Associations selling each farmer's products on private account 
Il. Associations pooling products, sales receipts, and expenses 

8. Contractual arrangements 
a. Contract associations-use membership contracts 
b. Noncontract associations-no membership contracts used 

9. Volition 
G. Voluntary associations-farmers choose to be members or not 
b. Compulsory associations-farmers are required to market througll 

the associations 

Any particular association may fall under some or all of the 
above classifications. Thus, the California Fruit Growers' 
Exchange is a regional, federated, marketing, capital stock, 
incorporated, single commodity (citrus-fruit), pooling, contract, 
voluntary association. A local milk-bargaining association is 
ordinarily a local, collective bargaining, nonstock, incorporated, 
single commodity, contract, voluntary association. The differ
ences between the major types ofOfl.Ssociations named will follow. 

LOCAL ASSOCIATIONS 

Farmers are the members of local associations. Membership 
is obtained by purchasing a share of stock, or a membership 
certificate, or by signing a marketing contract. The name 
suggests that the membership resides in the usual trading area 
about some small town or village. It is essentially a neighbor
hood enterprise, composed of producers with similar interests in 
. production and marketing. The cheese factory with its two 
dozen members, the creamery with its 100 to 300, the livestock 
shipping association with its 75 to 200 members, the fruit packing 
house with its 25 to 100 members, the local elevator company, 
the local potato warehouse, and the local egg-auction company 
are illustrations of local associations. More than 90 per cent 
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of all farmers' cooperatives are local associations. Farmers own 
and operate their local marketing facilities, products are delivered 
to the local association's processing plant or warehouse in the 
case of marketing associations, and contracts, if used, bind the 
farmers and the local association. A local collective bargaining 
association does not handle the members' products but acts 
as the bargaining agent for the farmer in the sale of his goods to 
regularly established private dealers. 

The services which a local association performs depend upon 
the kind of commodity handled or the purpose of the association. 
A local cheese factory, creamery, and condensery are primarily 
engaged in the efficient processing of milk and cream into finished 
dairy products; a local cotton gin renders essentially a ginning 
function; a local grain elevator purchases grain and stores and 
loads it into cars to be sent to terminal market dealers; a local 
milk bargaining association bargains with private milk dealers 
over the sales price and conditions of sale, and checks weights 
and tests. The functions are limited to those ordinarily found 
in the country market-no comprehensive sales or advertising 
program is carried on. The purpose of the locals is to lower the 
costs of handling collective lots of products and to obtain if 
possible some price advantage by offering carload lots to terminal 
market operators. Usually someone from the local community 
acts as manager, farmer-members are on the board of directors, 
and members finance the company, assisted at times by loans from 
local credit institutions. The 'associations are autonomous and 
mayor may not be affiliated with an overhead organization for 
the purpose of marketing their members' products or purchasing 
their supplies. Locals may be incorporated or unincorporated, 
mayor may not use marketing contracts, and may handle only 
one or several commodities. Many not only handle the products 
which farmers have to sell, but the products which farmers buy 
for their farming operations and household economy. 

Diagrammatically the relationship of the farmer to his local 
can be shown as follows: . 

Farmers are members of Locals , 
Fanners own the Locals' facilities , 
Farmers sign contracts with Locals , 
Farmers deliver products to Locals (for marketing services) , 
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What are the strength and weakness of a local association? 
Its strength rests largely in that (1) members know each other; 
(2) all have the same marketing and production problems
therefore, a unity of interest; (3) the business is usually easily 
understood and conducted by the farmers; (4) members have 
confidence in the local manager whom they know and regularly 
meet; (5) the association is the basis of the democratic federated 
type; (6) it is an effective medium for extending marketing and 
production information to the members; (7) if successful, market
ing services, known to be inadequate, are improved and as a result 
the members' whole-hearted support and loyalty are enlisted. 

The weakness of a local association rests chiefly in its inability 
to perform marketing services beyond the local market. It 
does not go farther than the first step in the marketing channel, 
hence its influence is greatly restricted. It has in fact very little 
bargaining power. Unassisted by other locals, it cannot possibly 
cope with dealers in the terminal markets. Consequently, 
problems of major marketing significance that were listed on 
page 192 would go unsolved unless a regional association of the 
federated or centralized type were established. In recognition 
of this weakness, private dealers in terminal markets have 
not discouraged local cooperation so that the local associa
tions may be excellent sources of supplies for them but have 
looked askance at any regional marketing associations with 
which they might have to compete. This is simply a recognition 
of the fact that local associations had no influence in any other 
than the country markets and that much of the benefit derived 
there may be nullified by dealers in terminal markets "as these 
interests through understandings, sharp practices, and many 
other sometimes questionable competitive methods were able 
to destroy in a large measure whatever advantage had been 
gained through these local organizations." A more complete 
control of the marketing operations was imperative. Regional 
associations filled this need. 

FEDERATED AsSOCIATIONS 

The federation is one of three types of large-scale regional 
associations. The other two are the centralized and combination 
form of associations. It was recognized long ago that the 
influence of a local association was limited to marketing at coun-
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try points and that, if the gap between farmer and consumer 
were to be bridged more completely, large-scale marketing 
associations that operate in the wholesale assembling or wholesale 
distributing ma.rkets would be needed. The federation is one 
type of the central market organization that performs this 
function. As the name suggests, a federation is a cooperative 
organization of existing local associations for the purpose of 
selling the products which the member locals receive, grade, 
pack, and prepare for shipment. The federation goes farther 
along the ma.rketing channel than the local association can. It 
copes with problems of selling, advertising, merchandising, pric;. 
ing, transportation and claims, financing, collections, quality 
improvement, controlling the flow of products to markets, 
adjusting production, utilization of by-products and cull prod
ucts, production and marketing research, and such other industry
wide problems that only a large-scale association can possiblY 
solve. A federation has the dual task of assisting its local 
associations in their production and local operating problems 
and of conducting its own affairs as a terminal marketing associa
tion in the most efficient manner. A federation may be a regional 
marketing association in that it handles its members' products and 
performs such services as terminal assembling, grading, stand
ardizing, processing, packing and packaging, branding, storing, 
selling, financing, and pricing of the products (e.g., California 
Walnut Growers' Association); it may be a regional bargaining 
association in that its principal function is to bargain for a price, 
terms, and conditions at which its members will sell to established 
local dealers who perform the necessary marketing functions 
(e.g., Interstate Milk Producers' Association, Philadelphia) ; 
or it may be a regional sales agency which merely sells its members' 
products on a commission basis but does not otherwise perform 
a whole series of ma.rketing. functions for the product (e.g .• 
Producers Livestock Commission Association. East St. Louis). 

The military plan of organization is a distinctive feature of a 
federation. Farmers are members of local associations. locals 
are members of district associations, and district associations a.re 
members of the central overhead association. If no district 
associations exist, then the locals are members of the central 
association. This structural arrangement can be illustrated 
in the California Fruit Growers' Exchange-la,aOO fruit growers 
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are members of 200 autonomous local packing associations, these 
locals have membership in twenty-six self-governing district 
exchanges, and finally these district exchanges are federated 
into one central organization that has headquarters in Los 
Angeles. Farmer members elect from five to seven directors 
in each local association making a total of about 1,400 directors 
in the entire exchange system; the locals that belong to a district 
elect directors to govern the district exchanges; and each district 
exchange elects a director on the central board-twenty-six in 
all-which manages the affairs of the central organization. 
Farmer members sign contracts (usually a 5-year, annually 
revokable) with the local associations. The locals sign long
term revocable contracts with the district exchanges and the 
latter sign long-term contracts with the central exchange. 

The local associations of the exchange receive, sort, grade, and 
pack the oranges and lemons in the local packing houses. Some
times the locals also fumigate and prune the orchards and pick 
the fruit for their members. Each local pools its members' fruit 
by variety and grade in pools that are semimonthly, monthly, 
or seasonal. Although each local may sell its fruit independent 
of the central sales organization, very little of such selling is 
actually done since the district exchanges are in a much better 
position to advise the locals when, where, and at what price to 
sell. The costs of operating the locals are distributed among the 
patrons. 

Each district exchange consists of a number of locals varying· 
from two to twenty-two. Some district exchanges include in 
their membership individuals who are not affiliated with any 
local association. The district association acts as advisory 
agent for the locals, as sales agent, disseminator of market news, 
and as a general intermediary between the locals and the central 
exchange. Unless a purchase order specifies that fruit is to be 
shipped from a certain local packing house, the district exchange 
manager apportions the orders between local associations. Cars 
are ordered and sales remittances are made by the district 
association to the locals. Sales cannot be made by the central 
exchange or its representatives at prices that are not approved 
by the district or the local associations. 

The central exchange is organized on a nonstock basis and is the 
coordinating unit of the entire system. Its principal function 
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is to sell fruit for the 13,300 growers. For this purpose it has 
established definite grades, a popularly known brand, Sunkist, 
and sales representatives in about fifty leading wholesale dis
tributing markets. It spends millions of dollars advertising its 
members' fruit, develops new markets, and through research 
discovers new uses for fresh fruit and processed fruit juices. It 
deals directly with brokers and auction companies and with 
sales agents in foreign markets. In order that fruit may arrive 
in the best condition at different markets, inspectors are stationed 
at strategic points to inspect cars of fruit en route as well as at 
destination. While in theory the district exchanges sell the fruit 
with the authority of the locals, in practice much of the selling 
is actually done at the suggestion of the central exchange. Here 
is an integrated system of marketing that, through a delegation 
of duties, places the individual fruit grower in touch with the 
entire national market for citrus fruit. Special departments 
of the central exchange deal with problems of transportation, 
orchard production, field service, and legal matters. Besides 
these matters relating directly to the sale of fresh fruits, the cen
tral exchange has established three subsidiary companie~ne 
to utilize cull oranges for the manufacture of marmalades, orange 
juice, and other processed products, one to utilize cull lemons in 
a comparable manner, and one to secure orchard and packing
house supplies for its members. In the exchange's lumber mill 
and box factory, packing boxes are made from lumber produced 
in its own forests. 

The California Fruit Growers' Exchange is one of the best 
known of the federated types of marketing associations. Other 
federations may not carry on so many functions or integrate 
their operations so well as the citrus exchange. But the differ
ence in structural organization and function is one of degree and 
not of kind. Diagrammatically the federated type may be as 
shown at the top of page 219. Modifications in certain organiza
tions are found. 

Ordinarily it is the custom of a federation to be established 
after local associations have been operating for some time. The 
federation is, therefore, considered as being built from the bot
tom up. But it is not uncommon to find successful federations 
that were conceived and established at the same time that local 
associations were fostered. Several general farm organizations 
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that set up new systems of marketing farm products proposed a 
federated system and established local associations and a 
federated sales organization at the same time. Many federations 
have been the chief organizing agent of local associations which 
become affiliated with the central organization. Thus, the 
fieldmen of many federated cooperative livestock commission 
firms have taken a lead in organizing local livestock shipping 
associations that become members of the cooperative firms. 
In 1936 there were about fifty active large-scale marketing 
federations and an equal number of federated sales agencies. 

The strength of the federation rests on (1) its democratic form 
of government; (2) upon the authority, control, interest and 
responsibility that rest in the members at all times; (3) on the 
fact that the federation is built from the ground up in which 
the importance of self-governing local associations is recognized; 
(4) upon the relatively greater ease of keeping contact with the 
membership than in the centralized association through the long 
established local and district associations; (5) upon the fact that 
through experience gained in operation of locals the federated 
association has learned that it can have more beneficial influence 
on prices through improving the quality of products, rendering 
better marketing services, and working with the established 
dealers in the market than through attempts at controlling or 
fixing prices following the control of a major portion of a crop. 

CENTRALIZED ASSOCIATIONS 

A second type of regional organization is the large-scale cen
tralized association. It became most widespread from 1920 to 
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1925. Starting on the Pacific Coast, it soon spread to all othel' 
sections of the country, particularly throughout the South. 
Most important commodity associations organized according 
to this type are the cotton and tobacco associations, but such 
commodities as wool, rice, grain, poultry and eggs, nuts, and fluid 
milk were also organized in this manner. Unlike the federated 
associations, autonomous local associations are dispensed with. 
Most of the centralized associations organized during 1920-
1923 came into existence after high-pressure promotional 
campaigns had stirred farmers to sign long-time marketing 
agreements with the central association. Usually a large 
proportion of the crop had to be signed up before the association 
started functioning. Farmers became members directly of 
the centralized association through purchase of membership 
certificates, or shares of stock and through signing marketing 
contracts. In this type of association control and authority are 
centralized in the headquarters organization whereas in the 
federated association control is decentralized in the aut6nomous 
local associations. In many respects the structural organization 
of the centralized association has certain features of a local asso
ciation. Instead of having the membership within a small trad
ing area about some local shipping point as the local association 
has, the centralized association has its membership spread over a 
part of a state or over one or more states. AB a result, members 
may live several hundred miles from headquarters. This neces
sitates districting of the association in order that contacts may 
be made between the central headquarters and the membership, 
and in order that the members may elect their own representa
tives on the central board of directors. Such informal, unin
corporated local associations within the centralized organization 
are for the purpose of maintaining a cooperative spirit among 
the membership, of providing a governing unit to elect directors, 
and of providing a center for information between the member
ship and the distant headquarters of the company. 

Members' products are received, sorted, graded, pooled, and 
prepared for sale to market operators at warehouses or local 
packing houses operated, owned or leased by the central associa
tion, not by the farmers who deliver to them. The central 
organization also has charge of all functions incident to the 
:market distribution of its members' products. In fact it has 
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charge of the functions both of locals and of the central exchange 
of a federated association. Most of the associations organized 
in 1920-1923 aimed at controlling such a large proportion of the 
market supply in order that the association could have monopoly 
power in the market. This object of price fixing is no longer 
considered vital to the success of centralized associations by their 
leaders and managers. Today many centralized associations 
in their method of conducting their sales operations are no 
different from federated associations. 

In actual practice varying degrees of market integration, and 
of structural organization are found among the hundred large 
centralized associations with a membership of somewhat less 
than a half million producers. Diagrammatically the associa
tion and its relations to its members can be shown as follows: 

Farmen .... membo .. of tho Centralled Aooociation 

Farm ... eicn oontract. with tho CentraJied Aooociation 

1'_ own tho Centrali.ed Aooociation , 
Farm ... daJi_ produot. to LoooJ Warebou ... owned by the CentraJioed Aooooiation __________ , I 

Far_ eloct del_too at a Diatrict Meetinll which eJect directors in the Cantrall.ed 
-----__ , I 

Aooociation 

This type of association has certain laudable features: (1) 
it is usually organized in a relatively short time, (2) it is par
ticularly valuable in those cases where a strong central control 
is advisable (sometimes dominant central authority can accom
plish things in a quicker and better fashion than decentralized 
management can); (3) it recognizes that volume is essential to 
reduce costs, insures more economical use of by-products, and is 
an important factor in the determination of market prices. 

One of America's most successful centralized marketing 
associations is the Washington Cooperative Egg and Poultry 
Association with headquarters at Seattle, Wash. Organized 
in 1917 as a capital stock company with a membership of 117 
producers, it has expanded in 19 years to a point where it now 
has nearly 18,000 members. Commencing with $473 of working 
capital, it had $1,516,125 of common stock and $1,304,817 of 
preferred stock outstanding on Dec. 31, 1935. On this date it 
also had $1,005,302 in reserves and surplus. Members own 
stock in the central association and irrespective of the number of 
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shares of common stock held, each has but one vote. A board 
of trustees consisting of sixteen members, fifteen active poultry
men and one selected by the State Director of Agriculture, 
directs the affairs of the company. Under its plan of financing, 
a deduction of 1 cent per dozen eggs and ~ cent per pound of 
poultry is made from each members' sales receipts which pays 
for additional shares of stock. After all authorized stock has 
been issued, the stock will be redeemed in the order of its issuance 
from the revolving fund created by the deductions. In this 
manner the control of stockholdings rests with the active mem
bers. Patronage dividends accruing from the feed department 
are paid to growers in the form of preferred stock bearing 8 per 
cent interest. The earnings are retained to provide working 
capital, but, when sufficient capital has been accumulated, the 
oldest preferred stocks are retired from the revolving fund. 

The association operated twenty-six branch stations in 1935 
in all of the principal egg producing sections of the state at which 
eggs and poultry were received and at which feed and supplies 
were sold. A fleet of 120 trucks was used to assemble eggs and 
poultry from its members' farms and to deliver feed and supplies. 
Nine mills at which feed is ground and mixed are in operation. 
In 1935, 1,043,167 cases of eggs, 3,589,501 pounds of poultry, 
and 177,062 tons of feed were handled.' Nonmerchantable 
eggs (eggs of good quality but with shell defects) are converted 
into frozen eggs, egg albumen, powdered yolks, and other 
processed products. A nutrition committee to test and improve 
feed formulas and a laboratory to test commercial feeds and 
ingredients are maintained. 

When the association began its operations, it sold eggs only in 
the Seattle market through a commission agent. It soon 
established its own sales representatives on the Pacific Coast 
markets to sell its eggs directly to the retail trade. At first, 
eggs that were sold in the :{!:astern markets were handled by 
commission men, but after 1922 the services of the Pacific Egg 
Producers Cooperative, Inc., New York City, of which it is a. 
member association, were used. 

t For an interesting account of the increase in the membership, volume of 
business, and net worth of this eminently successful cooperative see tables 
on p. 11 of the June,1936, issue of News/or Farmer Cooperatives, Farm Credit 
Administration. 
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Difference between Federated and Centralized Types. In 
the early twenties the most important differences between these 
two types of organization were in purpose and scope of operation, 
but many of these differences are now eIiminated. Inasmuch as 
the early plan and concept of organization have molded the two 
types of cooperatives, it is well to point out the differentiating 
features. 5 Some federations are models of organizational and 
operating efficiency while some are the exact opposite. The 
same is true of centralized associations. 

A fundamental difference between the federated and centralized 
type of association is that the former starts from the bottom up, 
decentralizes authority to its constituent members (district 
exchanges and/or locals), and is democratic throughout; whereas 
in the latter, authority is highly centralized in a central governing 
board and all operations work from top down. These and other 
differences may be shown in the diagram on page 224, but it is 
to be remembered that the differences are largely a matter of 
degree not kind. 

It should be reiterated that many of these differences are a 
matter of degree and not kind, that since 1925 many centralized 
associations have undergone considerable reorganization, that 
pooling areas have been adjusted to meet the needs of growers, 
that pooling periods have been shortened in many cases, that 
contracts are as flexible in the centralized as in the federated 
type of association, that emphasis on market control has given 
way to more emphasis upon marketing services, that the primary 
importance of a. sound legalistic structure has given way to the 
concept of a. smooth working effective marketing system that 
will work with and through established tradesmen in an efficient 
mimner, that a 100 per cent grower sign up is not indispensable 
to success, and that the existence of some kind of organization 
to take the place of local associations in the federation is impor
tant to maintain membership contacts and sustain loyalty. In 
scope and method of operation the MW centralized association 
of the thirties is different from the old centralized association 
of the twenties. In fact, it is difficult to tell whether certain 

I BLACK, J. D., and H. BRUCE PRICE, in Cooperative Central Marketing 
Organization, Minn. Agr. Exp. Sta. Bul. 211, pp. 27-35, point out at some 
length the principal differences between these two types of regional marke~ 
ing organizations. 
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oommodity organizations are of the federated or centralized type 
if they are to be judged by the mode of conducting their business 
operations. In many federations the local units are manned 
today by personnel hired by the central exchange in order that 
grading, packing, and market preparation of produce may 
be uniform throughout all locals. Likewise, many federations 
strive just a.s hard as centralized a.ssociations to get such sub
stantial control of the crop as to be a significant factor in the 
trade. 

COMBINATION -FORM OF ORGANIZATION 

Not all regional a.ssociations follow the pattern of either the 
centralized or federated type, but a few have found it expedient 
to combine certain features of each type in their structural setup. 
Such organizations may be called combination-type regional 
associations. An illustration of the combination that was worked 
out in one organization follows. Farmers were organized into 
local associations for the purpose of owning and operating local 
a.ssembling units. The local units were federated into a central 
sales organization and had signed a contract with it. To this 
extent the a.ssociation was of the federated type. A second con
tract wa.s signed by each farmer-member directly with the over
head central organization. The central association placed 
its own grader in each local unit receiving plant and completely 
controlled the grading, packing, 'shipping to market, market 
selection, and time of sale, thus removing nearly all authority 
respecting the marketing of the commodity from the local units. 
This procedure would indicate practices characteristic of cen
tralized a.ssociations. 

SALES AGENCIES 

Another type of regional cooperative organization is the termi
nal sales agency. It differs from a regular marketing a.ssocia
tion in that it conducts essentially a commission business, selling 
whatever livestock or produce is consigned to it. (In this sense 
it is a marketing a.ssociation, but one performing a liInited num
ber of services in only few markets. It does not store, brand, 
advertise, or perform marketing services offered by such market
ing companies as the American Cranberry Exchange.) The 
consignors may be local a.ssociations or individual farmers that 
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ship their livestock or produce to the terminal markets to be 
sold for whatever the market price may be. The cooperative 
livestock commission firms, the cooperative fruit and vegetable 
commission houses, and the cooperative firms that sell eggs and 
poultry, butter, grain, and cotton on a commission basis are the 
kinds of companies -that are classed as terminal sales agencies. 
About 50 of tl).ese central market sales agencies are in operation. 
These agencies generally receive shipments from members or 
nonmembers residing in country markets, sell the consignment 
to the best advantage as soon after arrival as possible, and remit 
to the shipper the gross proceeds less the customary commission 
and other market charges. At the end of the year any excess 
of commission receipts over expenses is returned as a patronage 
refund to the member shippers. 

The sales agencies may be set up as federated associations or 
as centralized associations although the former are by far the 
usual type. In the case of cooperative livestock commission 
companies, the most important of the sales agencies, farmers are 
members of local livestock shipping associations which in tum 
have membership through the purchase of stock in the terminal 
selling agencies. In some agencies individual farmers who may 
have full carloads or truckloads of stock may also obtain member
ship on an equitable basis with local livestock shipping or truck
ing associations. No contracts are used between the sales agency 
and the local shippers, although it is not uncommon to find a local 
association using contracts with its members. Each local associa
tion is an autonomous unit and mayor may not consign livestock 
to the sales agency. Although a sales agency may be a federated 
type in structural organization, it differs from the ordinary mar
keting association in that a limited number of services are per
formed in the market place. In the terminal grain markets, 
the early sales agencies handled grain on a consignment basis 
only and sold it for country elevators at regular commissions. 
During the past 5 years, however, these termj.nal sales agencies 
have bought and sold increasingly larger amounts of grain and 
handled proportionately smaller amounts on a commission basis. 
They have thus assumed other than the usual functions of a sales 
agency. 

The Central Cooperative Association at South St. Paul, Minn., 
illustrates a sales agency in the terminal livestock markets. This 
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cooperative commission firm started operations in 1921. Pre
vious to commencing a commission business at South St. Paul, 
livestock shipping associations shipping to this market organized 
in 1918 a federation, the Northwestern Cooperative Livestock 
Shippers Association, which for several years dealt with general 
problems confronting country shippers, such as transportation 
rates, claims, terminal market charges, terminal services, and 
legislation affecting the interest of the livestock shippers. The 
commission firm was incorporated as a capital stock company, 
$25 shares of common stock being sold to livestock shipping 
associations, and $1 shares of preferred stock to individual pro
ducers who shipped directly. Each association holding one or 
more shares of common stock has one vote and each individual 
producer holding preferred stock has one twenty-fifth of a vote. 
Between 500 and 600 shipping and trucking associations holding 
common stock and nearly 11,000 individual carlot shippers hold
ing preferred stock constituted the membership in 1935. Like 
other federated associations, this sales agency is primarily built 
upon local associations and obtains the bulk of its business from 
them. According to its own statement it proposes (1) to estab
lish better service at the terminal market, (2) to reduce marketing 
costs, (3) to create wider outlets for livestock arriving at the 
market, (4) to eliminate as far as possible the speculation on live
stock at the terminal market, (5) to bring about an orderly sys
tem of livestock marketing throughout the country and by 
accomplishing these purposes to make livestock production more 
profitable. 

This association operates on commissions which are approxi
mately 15 to 20 per cent below regular rates (on other markets, 
coopera.tive firms usually charge rates that private firms charge) 
and at the end of the year refunds net earnings to the members 
on a patronage basis. Besides selling livestock for its members 
or nonmembers, it also purchases stockers and feeders for its 
patrons through a special department. No contracts are signed 
by the central association and its members. Through its field
men and its house organ, the Cooperative Shipper, it keeps in 
contact with its members and carries on its educational activities. 

Since the sales agencies are limited very largely to the per
formance of a commission business, selling whatever livestock or 
produce anyone wishes to send to them at any time, it is apparent 
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that the effect of such agencies upon production practices, upon 
the general market price, and upon developing and expanding 
new markets is more restrictive than that of a marketing associa
tion which establishes grades and brands, advertises, stores, and 
follows a program of orderly market distribution. Sales agencies 
do not advertise the products which they handle in order to in
crease their sales outlets as regular marketing associations do, but 
they do advertise the commisssion services which they render in 
order to attract more business. It is one thing to advertise 
Eatmor cranberries, Diamond walnuts, Sealdsweet grapefruit, 
Sun-maid raisins, Pep eggs, and Land O'Lakes butter, but quite 
another to advertise the services of the Pacific States Livestock 
Marketing Association, the National Fruit and Vegetable 
Exchange, Inc., or the Northwestern Turkey Growers Association. 
Although sales agencies have quite generally accomplished con
siderable in the field of their limited operations, it is doubtful 
that they have made as important inroads in the marketing 
channel as have the federated or centralized commodity market
ing associations. 

COLLECTIVE BARGAINING ASSOCIATIONS 

According to the outline on page 212 collective bargaining 
associations are the second type of association listed under the 
classification "Nature of Operations." They are contrasted with 
marketing associations and sales agencies which already have 
been described. A collective bargaining association is either a 
local or regional association that negotiates with private market 
operators over the price, terms of sale, and other business arrange
ments involved in selling the products of its members. In the 
strictly bargaining association, members' products are not handled 
by the cooperative but deliveries are made directly to private 
buyers. The association acts as a sales agent or broker in bring
ing buyer and seller together. The dealer either pays the full 
price to the farmers directly for the product less such deductions 
as are taken out by the association, or remits to the association 
which, after making its deduction, pays each farmer. In many 
ways this type of cooperative association resembles a labor 
union, the former negotiating with the buyer over the price and 
terms of sale of the farmers' products, the latter doing the same 
for the labor of a workman. This type of association is a response 
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to a particular situation in which marketing facilities and business 
methods are already carried on successfully by private agents 
but in which the individual producer has little bargaining power 
over the price of his product. It has likewise found favor among 
the producers who deliver their products directly to processors. 

Most common use of the collective bargaining association is 
made by fluid milk producers around city markets. The greater 
share of fluid milk is sold by farmers on the basis of bargained 
prices between associations and milk dealers. Most of these 
milk bargaining associations were organized after 1914 although 
some date as far back as 1883. In the purely bargaining associa
tion, the producers sign contracts with the association in which 
they agree to market all of their milk to buyers and dealers desig
nated by the association at prices agreed upon between the associ
ation and the dealers. Officials of the cooperative meet monthly 
with distributors and bargain for prices, base and surplus con
siderations, and other matters arising between dealers and pro
ducers. A price schedule involving the prices of "basic" and 
"surplus" milk is agreed upon. The bargaining association does 
not physically handle the members' products, but in addition 
to negotiating a price, it may hire testers to check weights and 
butterfat tests, and to inspect farms so as to advise members in 
producing high quality milk. The association may also act as 
arbiter between individual members and dealers in the settle
ment of difierences, may make adjustments if errors in payments, 
weights, and tests occur, and may provide considerable market
ing and production information for its members. Thus, the 
Sanitary Milk Producers, a collective bargaining association of 
milk producers around St. Louis, Mo., organized in 1929 for the 
following purposes: (1) "standardization and improvement of 
milk and dairy products; (2) collective bargaining in selling; 
(3) control of surplus and supplying milk as the market demands; 
(4) checking weights and tests; (5) watching credit ratin~ of 
buyers; (6) issuing truthful market information; (7) advertising 
milk and dairy products to broaden the outlet. "8 

During the past 10 years there has been a pronounced tendency 
for many milk bargaining associations to take over many of the 
regular marketing functions and to own and operate their own 

• Reported in IUinoia ~gricultural Asaocialion Reaird, April, 1929, p. 1. 
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facilities. Some take title to the milk of their members, own 
and operate processing plants where surplus milk is converted 
into manufactured products, and sell to regular milk dealers 
such amounts as are required for fluid-milk use. The history of 
the Dairymen's League Cooperative Association of New York 
illustrates such change. Starting out as a bargaining association 
in 1907, it reorganized in 1921 and became the largest milk 
marketing association operating in the country. Confronted 
with large surpluses of milk at the close of the World War, the 
League decided to begin operating country plants in April, 1920. 
By 1929 it was operating 238 plants, some being owned, others 
leased, and was serving 37,000 members. In 1934 it was run
ning 119 country receiving plants, had 40,000 members residing 
in five states and distributed directly to consumers a portion of 
the $40,000,000 worth of milk that it handled, the rest being 
either sold to private dealers or processed into manufactured 
products in its own plants. The Twin City Milk. Producers 
Association of St. Paul, Minn., is a collective bargaining associa
tion which also owns facilities to convert surplus milk into proc
essed products. Other bargaining associations that handle only 
"surplus" milk as a supplement to their regular bargaining 
functions could be named. 

The bargaining type of association is not restricted to fluid 
milk producers only. Patrons of condenseries, sugar-beet 
growers, and peach, pear, and cherry growers have sold their 
products through bargaining associations to processing plants. 
It is estimated that there are more than one hundred active 
bargaining associations at the present time. In the fluid milk 
markets the influence of bargaining associations has been checked 
somewhat since marketing agreements under the Agricultural 
Adjustment Act have been in effect and since in some states the 
department of agriculture and markets fixes the retail and farm 
price of milk. To cite only two of the many states that have fixed 
milk prices since 193o-in 1936 the price of milk to producers 
was set in Pennsylvania by the Pennsylvania Milk. Control 
Board, and in Connecticut by the Connecticut Board of Milk 
Control. In the hearings at which milk prices are determined 
by dealers, government agents, and producers the collective 
bargaining associations as the representative of a large number 
of producers have an important voice in price determination. 
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From the standpoint of its structural organization, the bar
gaining association is either a local association or a regional cen
tralized association. Farmers hold membership directly in the 
bargaining association, sign contracts with it, agree to accept 
the prices arrived at by the association and the dealers, and 
become patrons of local receiving plants that the central associa
tion may own or lease. The Sanitary Milk Producers of St. 
Louis is a regional association of about 10,000 members (1934) 
who are organized into 112 local units and who reside in about 
40 counties in the two states of Missouri and Illinois. In con
trast to this largEHIcale association, a local association, whose 
members live in one or a few counties about a small city market, 
may be pointed out to show the variations in size which the 
bargaining associations may assume. 

NA.TIONA.L MARKETING ASSOCIATIONS AND SERVICE 

AGENCIES 

In 1929 and 1930 the Federal Farm Board set up six national 
commodity marketing associations and one service agency for the 
purpose of coordinating the sales activities of competing coop
eratives, of preventing duplications, and of concentrating suffi
cient volume under one management so as to be an important 
factor in the market. Members of these national associations 
are local associations, centralized associations, regional sales 
agencies that have as members local associations and carlot 
shippers, and federations of local associations. Of the seven 
that were created those for the marketing of grain, livestock, 
fruits and vegetables, pecans, cotton, and wool are still function
ing. In all but one (livestock) of these the nationals actually 
sell the products of their member associations. The functions 
of the six active nationals vary considerably from being national 
clearinghouses of information for their members to exceedingly 
large marketing companies. Such services as relate to sales 
policies, price policies, membership relations, financing, trade 
relationships, research, publicity, and legislation are performed 
for the member associations. 7 

, For a pro-and~on -discussion of these national associations see "American 
Cooperation 1932," pp. 77-143, The American Institute Qf Cooperation. 
Washington, D. C. 
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As an illustration of a national marketing association the organi
zation of the :National Wool Marketing Corporation, Boston, 
may be described. This National was organized as a capital 
stock ($1,000,000) company in 1929 under the laws of Delaware. 
Stock was originally sold only to district or state wool marketing 
associations that handled at least 500,000 pounds of wool or 
mohair. In order to give associations thai; were too small to 
qualify as stockholders in the National an opportunity to have a 
voice in its affairs, a Central Wool Marketing Corporation, 
Boston, was organized to handle wool for such small associations. 
Farmers sign contracts with their respective state or regional 
wool pools, and the latter in turn sign contracts with the National 
Corporation making it the exclusive sales agent for the member 
associations. Twenty-six wool and mohair marketing associa
tions representing between 30,000 and 40,000 farmers located 
from Texas and California to New Hampshire are active mem
bers of the National-mxteen are located in the range states 
handling "territory" wool and ten in the midwest and eastern 
states marketing "fleece wool." 

The state wool pools chiefly assemble wool for shipment and 
render a field service to the members, while the National attends 
to the selling. Preshearing advances (chiefly in the range states), 
as well as advance payments made to growers by the state asso
ciations at the time wool is received, are made possible through 
financing arrangements with the National Wool Credit Corpora
tion, a subsidiary of the National Wool Marketing Corporation. 
Assisted by graders of the National, the fleece-wool associations 
grade their members' wool in warehouses owned or leased by 
them. The wool is sold for the member associations according 
to their choice of several methods; namely, (1) the so-called" unit 
marketing plan," chiefly for territory wools; (2) growers' original
bag lots for large individual range producers; and (3) separate 
state pools, chiefly for the fleece-wool associations. Between 
200 and 300 mills and manufacturers buy from the National. 

The National Livestock Marketing Association (Chicago) is 
also a national association, but, unlike the National Wool Mar
keting Corporation and the other nationals, it does not act as 
selling agent for its members. Instead it is a 8ervice agency to 
II develop unified cooperative control in selling meat-producing 
animals." Organized in 1930 through the efforts of the Federal 
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Farm Board, the association has today 22 cooperative commission 
firms and regional livestock marketing agencies as its members. 
These member associations signed contracts with the National 
and own stock in proportion to their volume of business. Several 
subsidiary corporations to finance the purchase of feeder stock 
and to publish a livestock marketing journal have been created. 
Economic research in livestock marketing, representation before 
legislative bodies on behalf of livestock producers, and coopers.-

NATIONAL 
FEEDER ..... D 

FINANCE 
CORPORATION 

(Sub6idiary) 

NATIONAL 
UVESTOCK MARKETING 

ASSOCIATION 

NATIONAL 
LIVESTOCK 

PUBLISHING 
ASSOCIATION 
(Subsidiary) 

Fla. 6.-National Livestock Marketing Plan. Farmers and .ranchmen have 
several ways of marketing their livestock cooperatively through the various 
agencies affiliated with the National Livestock Marketing Association, as indi
cated on the above chart. They may market through local, county, state, 
regional, or terminal cooperative associations. Terminal, regional, and state 
marketing agencies own stock in and are under contract to the National Live
stock Marketing Association. (CoopertJtive Marketi1lfl Makes Steady Growth, 
Federal Farm Board Bul. 8, p. 32, WIHhi1l(Jton, D.C.) 

tion with other agencies in creating a wider market for meats 
are some of the other functions of the National. The actual 
selling of livestock, and purchase of feeder lambs, hogs, and cattle 
are carried on by the separate member agencies of the National. 
The above figure indicates the plan of organization from the 
livestock producer to the national organization-a. plan that 
brings together in one organization the Texas cattlemen, Iowa 
hog producers, Montana sheepmen, and Minnesota veal-calf 
producers. 
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The structural organization of the national associations dis
cussed above should not be confused with large-scale regional 
associations that enjoy a national distribution of their products. 
Although the California Walnut Growers' Association of Los 
Angeles distributes its Diamond walnuts throughout the nation, 
it is a regional federated association confined to walnut growers 
on the Pacific Coast. It should also be mentioned that attempts 
to organize associations on a national basis antedated the Federal 
Farm Board's activities. The National Wool Growers Associa
tion organized a storage and warehousing company in 1909 which 
stored and sold wool for regional associations of numerous states. 
In 1923 the Federated Fruit and Vegetable Growers, Inc., began 
selling produce for individual growers, local associations, and 
federations of local associations located in more than fifteen 
different states. 

SINGLE COMMODITY AND MULTIPLE COMMODITY 

ASSOCIATIONS 

From the standpoint of number of commodities marketed, 
most of the successful cooperatives in this country handle only 
one or a few closely related commodities. The large-scale 
regional associations of both the federated and centralized types 
were organized in most cases on the commodity basis rather than 
on a geographical basis. 8 The advantages of organizing on the 
single commodity basis are: 

1. Common interests of the membership are recognized. 
Problems of production, marketing, legislation, pricing, and other 
economic considerations differ for producers of unrelated prod
ucts. Hence, it is more difficult to obtain a unity of interest if 
heterogeneous products are handled. G. Harold Powell wrote 
in 1913, "The members must be well acquainted with each other, 
their aims must be siInilar, and they must grow products of 
siInilar quality and character if they are to succeed when asso-

• By the commodity is meant the article 80ld by the association. In most 
cases the product delivered by the farmer is the same as that sold by the 
cooperative. But in the case of a raw material, such as milk, the commodity 
that is processed from it, namely, butter, cheese, canned milk, is considered 
as the basis of organization. If milk is sold as fluid milk, then this product 
is thought of as the basis of organization. 
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ciated with one another.'" Even though producers of unlike 
commodities live in the same community and have certain prob
lems in common, they may not be the best cooperators in a mar
keting association if there is a great variance in the technique of 
handling, in costs, in market outlets, in sales promotion policies, 
and in numerous other matters relating to the different com
modities. Divergence of interest in the marketing of the separate 
commodities tends to split the membership into factions. " A 
house divided against itself cannot stand." 

2. Handling unrelated commodities requires additional facili
ties, additional specialized labor, and greater capital investments 
than does the marketing of commodities using the same equip
ment and kind of labor. Whether or not an additional com
modity shall be handled depends upon the extent to which the 
labor, capital, land, and management of one article may be used 
to economical advantage by the other. If the fullest use of these 
factors of production can be made by handling several commodi
ties, then the unit cost of operation for each is lowered. If they 
do not supplement each other, then from the standpoint of 
internal operations of the company it would be unwise to com
bine. them under one association. 

3. There are limits to the capacity and efficiency of the man
agement. The intricate marketing problems that arise for each 
commodity in a large-scale association require well-trained 
specialists. However, if the marketing operations and problem,s 
are not greatly dissimilar for a variety of products, then handling 
several commodities may enable a manager and his department 
heads to utilize their abilities to a fuller capacity and efficiency 
than if only one commodity were marketed. The issue centers 
about the economics of specialization and diversification. 

4. The problem of equitably allocating the cost of handling 
several dissimilar commodities is not encountered in the single 
commodity association. If, for example, honey and apples were 
marketed by one association, the sheer difficulty of apportioning 
the costs of operations between the two commodities would be 
sufficient, no doubt, to create dissension between tp.e members 
marketing the different products. The fact that a number of 
multiple commodity associations handling dissimilar commodities 

• POWBLL, G. HABOLD, "Cooperation in Agriculture," pp. 19-20, The 
Macmillan Company, New York, 1913. 
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had to be re-organized on a single commodity basis due to internal 
dissensions indicates the seriousness of the complications when 
they do arise. 

Therefore, whether it is unwise to organize on a geographical 
basis depends a great deal upon the kinds of commodities pro
duced in a given area. If country operators and wholesale mar
ket dealers individually have successfully handled a variety of 
products and" if the farmers produce on their respective farms 
some or all of the kinds of products of the territory, then a coop
erative may find little trouble in uniting and harmonizing the 
interests of its producers as well as keeping its costs of opera
tion at a minimum. The Eastern Shore of Virginia Produce 
Exchange, Onley, Va., has been in operation since 1900 and has 
successfully marketed a variety of commodities-white potatoes, 
sweet potatoes, strawberries, onions, cabbage, beans-for 5,000 
to 6,000 growers living on the peninsula between the Atlantic 
Ocean and Chesapeake Bay. Another multiple commodity 
marketing association is the Yakima Fruit Growers' Association 
which handles apples, pears, peaches, plums, cherries, and aspar
agus. It will be observed that the products handled by these 
companies fall into the general category of" fruits and vegetables" 
and constitute the "line" handled in many instances by regular 
market operators. 

There are many cooperative sales associations that commence 
operations as a single commodity association but gradually 
expand to include a variety of products. Thus, the Land O'Lakes 
Creameries, Inc., began as a butter marketing company but has 
extended its operations to include a "full line" of dairy products 
such as cheese, cream, powdered skimmilk, and buttermilk, and 
casein, as well as eggs and poultry (including turkeys). In 

, Denmark where the single commodity basis of organization has 
been adhered to very closely, the principle is being modified by 
cooperative packing plants which today handle a sizable volume 
of eggs for their members. The advantages of handling a variety 
of commodities in one organization are: (1) it obviates the neces
sity, expense, and effort of setting up several marketing associa
tions; (2) it increases the volume of business of the cooperative 
without necessarily increasing its overhead costs; (3) it facilitates 
continuous operations if the marketing seasons of the respective 
crops are consecutive-the reverse would be true, however, if 
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the peak delivery period for the several commodities should come 
at the same time; (4) it enables ,the cooperative to deal in a "full 
line" and thus attract certain types of buyers. These advantages 
depend upon how well the products supplement each other in 
the full use of the land, labor, capital, and management of the 
concern. 

Other types of associations listed under the classifications on 
page 212 are discussed in the chapters on financing, pooling, and 
legal background of cooperatives. In this country all coopera
tive associations are voluntary organizations. No one is forced 
to join an association. In some countries, Australia for instance, 
farmers are compelled to market certain products through a. 
cooperative company if a vote of all producers is predominantly 
in its favor. Compulsion is the antithesis of cooperation. 

FACTORS AFFECTING CHOICE OF FORMS 

There is no rule-of-thumb method of determining which struc
tural form of organization is to be used. A number of factors 
must be considered: 

1. The task to be performed. If the association is designed to 
improve certain marketing operations at a given country point, 
e.g., by establishing a better local' egg market, a local association 
will suffice. If, however, the object is to revamp the entire 
system of selling eggs in both country and wholesale markets, 
then a centralized, federated, combination, or national association 
is needed. If the existing agencies are well managed and operat
ing concerns, so that a cooperative would have little opportunity 
to effect greater economies or better sales, then instead of estab
blishing a rival, duplicating marketing association the great
est good may be achieved from organizing a local bargaining 
association. 

2. The stage of development of an operating cooperative. 
Many milk producers' associations have started as bargaining 
associations but have become operating-marketing associations 
as well in order to strengthen their bargaining position. ' Their 
experience in the market, increased membership, greater financial 
resources, larger volume of milk, greater surplus, and expanded 
opportunity of usefulness for the membership have made it 
expedient for the erstwhile bargaining associations to revamp 
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their structural organizations from local to regional associations 
and from price bargaining units to operating-marketing ones. 
In somewhat similar fashion single commodity associations have 
been transformed into multiple commodity organizations as sales 
experience and market outlets have increased. 

3. The nature of the market for the commodities handled and 
the characteristics of the commodities themselves. Many com
modities require grading, packing, and storage in order that a 
successful selling program may be carried on for them. Hence 
it is not uncommon for associations to acquire title to such goods. 
Other commodities cannot be stored but must be processed by 
firms with large amounts of capital. Thus, livestock is handled 
successfully by cooperative sales agencies which do not take title 
to the livestock, but tobacco and cotton are marketed by associa
tions that usually have title to the products. The market for 
most tobacco is also limited to a handful of large tobacco manu
facturers whereas the distributors of fruits and vegetables, nuts, 
dairy products, and grain are legionary. Consequently, a high 
degree of centralized control is often considered more advantage
ous for products having relatively few outlets than for products 
having very many market outlets. To the extent that this is 
the case in any association, a preference for the centralized asso-
ciation will be exhibited. . 

4. The speed with which a cooperative is to be organized. 
Organizers of regional associations have found that it usually 
takes less time to organize a centralized association than a fed
erated one. With a preconceived plan of organization and with 
a rousing membership campaign put on by high pressure propa
gandists, it has been possible to put thousands of producers 
under marketing contracts within a few months. Most federated 
organizations are not established that quickly. Therefore, if 
time is the factor of greatest importance a centralized association 
will be selected ordinarily in preference to a federated one. 
Likewise, if a preference for the features of either the federated 
or the centralized association shown on page 224 exist, selection 
will be influenced accordingly. 

5. The preference of leaders for particular types. The domi
nant leaders of cooperatives during 1920-1923 preferred the 
centralized to the federated type and as a result centralized 
associations were organized in many places. Some of the general 
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farm organizations, as well as the Federal Farm Board, sponsored 
national associations. 

6. The financial requirements. Whether or not large capital 
requirements are necessary is an important factor in determining 
organization on a capital stock or on a membership basis. Even 
in this case certain leaders of cooperatives prefer organization 
under all circumstances on a noncapital stock membership basis. 
At times re-organization from a membership to a capital stock 
basis has been urged by credit institutions. 

There are successful federated associations which, no doubt, 
would be equally successful if organized on a centralized basis. 
The reverse is also true. This merely suggests that the structural 
form of organization, which is largely a matter of organizing 
the membership, keeping membership relations at a high pitch 
of loyalty, and of cementing the relationship between an associa
tion and owner-patrons, is not the most important factor bearing 
upon the successful conduct of the business operations of a coop
erative. The purpose of the association and the singleness of 
interest of the membership must be kept in mind in selecting a. 
particular type of association. 

AGRICULTURAl. PURCHASING ASSOCIATIONS 

The structural organization of farmers' cooperative purchasing 
associations does not differ materially from the marketing asso
ciations. The classifications on page 212 are applicable except 
those numbered, 3, 7, and 8. On the basis of territory served 
there are local and regional associations. The local association 
may be an informal buying club comparable to an urban con
sumers' buying club, or it may be a regularly organized local 
association having a place of business where it sells daily to its 
members. The informal buying club does not have a place of 
business-a purchasing committee pools the members' orders, 
places the order with some wholesale dealer, collects the money 
from the buyers, and has each buyer call for his goods at the car 
door when the car arrives. Usually such informal buying is 
among members belonging to local chapters or societies of the 
general farm organizations. The regularly organized local pur
chasing association, such as a farmer supply company, a feed 
store or all oil station sells shares of stock to its members, is 
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incorporated, provides facilities, and hires a manager and assist
ants, if necessary, to conduct a rural business catering to the 
needs of the farmers it serves. The members elect a board of 
directors who engage the manager of the company. Besides this 
local warehouse type of association, there is also the bargaining 
type. The latter is incorporated but operates much like the 
informal buying club mentioned above. 

The regional purchasing associations may be of the federated, 
centralized, or combination type. Under the first, farmers are 
members of local associations which in turn have membership 
in a central purchasing association. Under the second, farmers 
are members of the central association which owns or leases and 
operates country warehouses or stores. Under the third, features 
of the first two are combined. The voting control in the central 
association of the federated type rests with the local associations, 
in the centralized type with the farmers organized into voting 
districts. The Indiana Farm Bureau Cooperative Association, 
Inc., is a federated type of organization, the Eastern States Farm
ers Exchange, Springfield, Mass., a. centralized. The latter 
organization has thirteen regional service warehouses and 
approximately 600 local representatives who assemble orders 
and attend to the business details of distributing supplies 
to more than 50,000 farmer members of the Exchange. Only 
8. small number of the local representatives have complete 
storage facilities since practically all feed and other supplies 
are trucked directly from the car to the farms on orders previ
ously obtained. The combination type of association is illus
trated by the Cooperative Grange League Federation Exchange, 
Inc. Autonomous local associations, G.L.F. local agents, and 
retail supply stores owned or leased and operated by the G.L.F. 
constitute three important outlets for products distributed to 
more than 100,000 patrons of the Exchange. The regional 
purchasing associations serve the same purpose for the local 
associations that a. wholesale grocery company does for retail 
grocery stores. 

The activities of these central buying associations are not 
restricted to buying for local associations-their operations 
include manufacturing as well. Large mills in which feed is 
ground and mixed, seed is cleaned, and grain is elevated and 
stored are maintained by several of the companies. Other 
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services including laboratory testing of seeds, feeds, fertilizers, 
and other farm supplies and accounting are provided. 

Questions 

1. What four main classes of cooperative associations are listed l' Why 
not group all cooperatives into only two classes, namely, consumers' and 
producers' associationa? 

I. What are "service" cooperatives? With what types of cooperatives 
are they to be contrasted? 

I. In what respects does a centralized cooperative differ from a federated l' 
,. How do marketing, collective bargaining, and sales agencies differ I 

from one another? Give illuBtrations of each kind. 
Ii. Show by illuBtration the plan of organization of the National 

Livestock Marketing Association. 
S. What is meant by a "commodity basis" of organisation? A "geo

graphical basis"? 
7. If the tobacco growers of Kentucky or the cotton farmers in Georgia 

were to organise new tobacco or cotton marketing associations what argu
ments would you advance for a centralized association? a federated associ&
tion? 

8. What types of farm supply purchasing associations are there? 
9. It is held that "we are consumers by nature and producers by neces

sity." If this were granted, is it an indication that all cooperative associ&
tiolllt-production and distribution societies-should be organized from 
the standpoint of consumers' interests? 

10. What does J. P. Warbasse mean by a "Cooperative Democracy" 
as a system of organisation of economic society? 



x 

Membership Relations 

He who possesses the charmed key to those inner recesse8 oJ the 
human mind has access to an inexhaustible source oJ weaUh. An 
understanding and an appreciation oJ the latent Jorces, which 
impel individuals to action and to effectively combine and coordinate 
their creative powers with those oJ other men, permit the use oJ these 
energies Jor the greatest social good. Man alone can create values. 
His mastery over material things in recent times has done much to 
release him Jrom mean tasks and the drudgery oJ common labor. 
Even now he is not Jar removed Jrom barbarism in his relations 
with other human beings. IJ his relationships can be so ordered 
that he can harmoniously work with and not against his Jellowmen, 
hi8 second triumph wiU be the attainment oJ peace, happiness, 
and finer cuUural values. Proper membership relations in coopera
tive enterprises may be the socializing influences that wiU avert 
disasters and ckaos that always appear in the wake oJ a conflict 
that results Jrom competition and internal striJe. 

• • • 



CHAPTER X 

MEMBERSHIP RELATIONS 

The influx of members into a newly organized cooperative 
venture is in many respects analogous to the settlement of 
pioneers on the frontier. The successive migratory waves of 
humanity originating in different countries and merging in a 
common region present many problems of adjustment caused 
by widely divergent cultural backgrounds. Fusion of the differ
ent customs, ideals, and standards brought to the new environ
ment may result in the formation of a new society wholly different 
from any of the contributing cultures. Likewise, the bringing 
together of many people from different regions, districts, and 
communities into one business enterprise, such as a cooperative 
venture, calls for innumerable adjustments in the opinions and 
actions of those comprising the new organization. They must 
reconcile themselves to the fact that they will have to .conform 
with the standards of the newly founded business society just 
as realistically as if they were members of a frontier civilization. 

When cooperative organizations are hastily and imperfectly 
formed, as many of them are, the persons who become members 
cannot be expected to fully appreciate the underlying economic 
implications. Many of them will be slow to grasp the signifi
cance of the principles involved. They do not perceive the 
necessary adjustments in personal conduct that are required, or 
understand even the simplest routine tasks that are sometimes 
put into effect to improve physical operating conditions. If no 
provision is made to help those who want to understand and to 
be understood, the greatest possibilities of coordination will not 
be realized. The success of any business venture, if the common 
fundamentals of business organization are observed, rests with 
the persons who are identified with it. It is the common fault 
of many established associations to be so deeply absorbed in the 
problems of assembling and handling the physical commodities 
that they overlook the far more vital function of the association
the question of developing human relationships. This limitation 

\143 
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in management may be attributed in part to the failure of 
directorates to recognize the importance of developing favorable 
membership relations; in consequence thereof they provide no 
funds for administration, nor do they make policies relating to 
the cultural advancement of association. No definite pecuniary 
measure can be attached to the intangible" gospel of good will," 
and dividends on the investment of time and expense may be 
slow in materializing. The chief reason for inattention to 
membership relations, however, is easily surmised-they are 
abstract and abstruse. 

Those who prize association as a means of production and 
distribution are greatly concerned with understanding and 
acquiring a philosophy relating to the forces which govern 
men's actions. Economists have rarely ventured over into the 
field of psychology to observe some of the forces of life that 
vitally affect economic activities. 

MOTIVES FOR ECONOMIC ACTION 

Adolf Wagner, a German economist, listed five leading motives 
which influence man's economic actions. These are positive 
and negative in nature. They are: 

I. The striving for personal economic advantage and the fear 
of want. 
II. The hope of recognition and the fear of punishment. 

III. The sense of honor and the fear of ignominy and disdain. 
IV. The urge to action and the joy in being active. Also, 
work for work's sake and for the sake of its results, as well as 
fear of the consequences of inactivity. 

V. The impulse for ethical action and the fear of self-reproach 
(conscience).' 

NOTE: The authors have inverted the order within the motive 
under II from Wagner's version, "the fear of punishment and 
the hope of recognition," because they believe the hope for 
recognition is more dominant as a force for good than the fear 
of punishment. Wagner labels the first four motives as egoistic 
and the fifth as non egoistic. 

A thorough appreciation of the powerful incentives which 
flow out of the motives enumerated by Wagner may form the 

I WAGNJ:B, ADOLF, "Die Wirtschafliche Natur des Menschen Grund
legung," 3d ed., Book I, part I, p. 87, 1882. Also see pp. 83-121. 
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basis for scientific approach to shaping and directing membership 
policies. His theory is that man ascends from the first or 
baser motive toward the last and noblest aspiration, the moral 
command, or impulse for ethical action. 

L STRIVING FOR PERSONAL ECONOMIC ADVANTAGE 

This motive is universally common to all men. It is based 
on a natural law which requires that our elemental hungers 
must be satisfied. The instincts of acquisition, sex, migration, 
and appropriation manifest themselves most frequently under 
this motive. I It varies in intensity as the individual senses 
his needs. This motive is not strictly confined to the selfishness 
of the individual, for he may broaden it to include those near 
and dear to him whom he considers dependent upon him. 

When men become members of a cooperative association, 
they take a long transitional step from an organized capitalistic 
state in which economic activity is characterized by free com
petition, private property, and the profit system. The individual 
participants in this state develop habits of thought and modes of 
action that are often incompatible with the methods and objec
tives of cooperation. The task of directing the activities of men 
"en masse" is doubly difficult when reform is prerequisite to a 
system of effective coordination. The obstacles to harmonious 
collective effort are many, and a few of them are especially 
pertinent to the functions of marketing. 

What are the modes of appropriation and exploitation? 
Under the capitalistic regime, the individual is compelled to 
adopt the principle of self-interest solely as a means of defense 
in the absence of any other motives. He uses his powers of 
persuasion and coercion to drive hard bargains in all except 
those fields of endeavor specifically shielded by the protecting 
hand of the government. The strong exploit the weak. The 
aggressive appropriate the unclaimed fruits of nature and the 
windfalls of society. No fine distinction is drawn between 
acquisitions from legitimate services rendered and incomes from 

I The terms "instincts" and "innate qualities" are merely used to 
designate certain human characteristics in a language most commonly under
stood by the layman. The authors recognize that this terminology is 
regarded by some psychologists as obsolete and inadequate because the 
terms u.ply name and do not explain the :.ctions of men. 
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conjunctural gains. In the cooperative a.c;sociation, incomes 
from personal services, interest upon a limited amount of capital, 
incomes from personal and certain cla.c;ses of real property, 
members' ownership in tools and machines, copyrights, and 
patent rights, are recognized and approved. In contra.c;t, how
ever, the returns resulting from vested interests arising from 
monopoly profits, land rents, royalties, and conjunctural gains, 
may be considered in some instances inconsistent with the 
best interests of society. The main empha.c;is in a cooperative 
society is given to those earnings which result from some form of 
personal services. Under capitalism one may gain prestige if 
he is able to acquire wealth irrespective of how it is gained a.c; 
long a.c; it is within the law. Some writers on the subject of 
membership relations have lamented the fact that such personal 
traits a.c; avarice, selfishness, greed, and general low standards of 
ethics should be manifested in the price bargain, especially by 
members who have been tempered long and severely in the 
individualistic discipline. 

The Demand for Cash. A corollary to the problem treating 
of the legitimate sources of income and the correct use of 
property is the problem of determining the method and time of 
making payments. In one study of four cotton and tobacco 
a.c;sociations 33 per cent of the members claimed that they were 
handicapped by the cooperatives' methods of making settlements 
for produce delivered to the a.c;sociations.8 Some of the rea.c;ons 
for dissatisfaction with the method of payment indicate that an 
appreciable number of farmers need immediate ca.c;h settlements 
in order to carry on farm operations. They do not have adequate 
reserves to participate in a program of spreading the risks of 
marketing by pooling their products and projecting the time of 
final settlement. Some members have financial obligations 
that must be met on due dates. Others object to the payment 
or interest on loans even though the increa.c;ed returns from 
pooling may far exceed the amounts paid in interest during the 
waiting period. In all probability there are others who may 
offset losses from sales by gains through advantageous purcha.c;es 
in making ca.c;h payments at the time goods are delivered. 

I JON1CS, J. W., and O. B. JESN1CSS, Membership Relations of Cooperative 
Aasociations, U. S. Dept. Agr. eire. 407, p. 15, 1927. 
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Cooperative managers have been harassed by the complaints 
of members because settlements are delayed. They are often 
confronted with the dilemma of complying with the demands of 
the members as to payments and at the same time of excelling 
other sales agencies in the returns made for the products delivered 
to the association. To avoid gluts and demoralized markets, 
they induce the directorate to gamble on the trend in prices 
and assume unusual risks in withholding products. Simul
taneously, they may yield to the pressure from members .for 
liberal cash advances thereby endangering the reserves of the 
association. During the depression (1930-1934), manyassocia
tions experienced financial difficulties because of a policy in mak
ing liberal advance payments. Often the declines in market 
prices were so abrupt that the association received less for the 
product than had been advanced to. the producers. Although 
members may have no legal right to withhold funds rightfully 
belonging to the association which has made advances prior to the 
final settlement, it is an insurmountable task to collect over
payments from members. AJIy reasonable claims which the 
association may have are beset with legal complications, and 
any strife between an association and its members is liable to 
have serious repercussions on the social and economic relation
ships of the community. In the case of Neith Cooperative Dairy 
Product8 A88ociation v. the National Cheese Producers' Federation, 
the court inquired into the customary procedure in making 
payments for cheese, and the language of the contract relating 
to the method of settling its monthly pools. On the basis of 
the court's findings, it was decided that the association had no 
recourse against its members because the settlement was con
strued to be a final payment.' This decision was disastrous 
for the prestige and financial status of the federation. Many 
unreasonable demands which members make for prompt settle
ments have originated from the habit of completing transactions 
on definite terms as they are ordinarily consummated in the 
private marketing system. Cooperative leaders should profit 
by exploring the possibilities (jf more adequately meeting the 
elemental needs that provide for the basic creature wants of 
their members. The solution of the problem is more likely to 

• Supreme Court of W"J8coDlin (1935) 217 Wis. 202, 257 N.W. 624. 
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be found if' the investigator is sensitive to the ordinary needs 
of men and is sympathetic in his business relations with them. 

The Effect of Indirect Benefits. Cooperation is a means for 
eliminating harmful forms of competition within its sphere of 
business activity, but, unfortunately, it arouses external competi
tive forces and lashes them into violent activity against itself, 
producing effects which may completely obliterate any evidence 
of cooperative superiority over rival systems of economy. The 
full significance of this fact is not always apprehended by the 
lay cooperator, and thus it becomes one of the most common 
sources of unrest and discontent among members. 

They fail to understand that competitive organizations must 
compare favorably with the cooperative association in business 
results to prevent a mass movement away from their enter
prises. Reserves are thrown into the price bargain to impress 
cooperators and noncooperators of the efficacy of private enter
prise. Favors are granted, additional services are given, and 
any reasonable concession is made to hold regular patrons and 
win new customers. 

About 50 per cent of the members of the cotton and tobacco 
cooperatives interviewed by Jones and Jesness admitted that 
their main reason for joining the association was to get better 
prices, and another 37 per cent believed they could improve their 
status by cooperative organization. After obtaining experience 
with their association, however, 40 per cent claimed that they 
had been disillusioned in that they achieved no advantage over 
nonmembers by selling their crops collectively. Less than 
9 per cent asserted that they had gotten better returns than 
nonmembers. One possible way of demonstrating the financial 
benefits of cooperation is to make a careful statistical survey of 
market prices measured against some accepted standard which 
prevailed before and after organization, other things remaining 
equal. This device, however, will not convince all members, 
for some will be piqued at their neighbors because they receive 
favorable prices from private marketing agencies. Price 
comparisons have their greatest value when they are based on a 
large number of transactions for like commodities of simllar 
qualities at particular periods of time. Members are prone to 
focus price comparisons upon too few transactions and, from 
simple analogy, reason that all prices paid bear the same relation-
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ship. Two general observations which characterize the farmers' 
mode of thought have been drawn from the experiences of making 
price comparisons. They take success for granted without 
offering a few kind words of encouragement to those who have 
probably sacrificed much to make success possible. They are 
easily displeased, however, if the trend of events is unfavorable. 

There is a peculiar quirk in human nature, not alone common 
to the agrarian class, which tends to retard progress. Man 
would rather continue living in mediocrity than to permit his 
fellow worker and neighbor to rise above his own level. For 
this reason it is difficult to keep an organization intact if those 
on the outside enjoy the same economic advantages as those 
on the inside. It may be freely conceded that the status of 
everyone in the community lias been improved, but to those who 
have assumed the responsibilities of creating and projecting 
changes this is only a hollow victory unless they belong to· that 
rare group of socially minded individuals. 

Personnel in charge of membership relations have too often 
stopped short in their analysis of the limitations of human nature. 
They have simply classified particularly troublesome members 
as possessing more than the usual portion of malicious qualities 
such as pride, jealousy, egoism, fear, suspicion, and irascibility. 
The remedy commonly prescribed for counteracting such limita
tions in individuals is more education to enlighten the ignorant 
and the indifferent. 

II. THE HOPE OF RECOGNITION 

Since man has always feared punishment, Wagner emphasizes 
the negative side of this motive. The use of membership agree
ments by cooperative organizations to enforce loyalty may be 
said to be based on the negative side of this motive, in, that vari
ous devices at law are provided to give the group recourse against 
the delinquent party to the agreement. Such devices are: the 
injunction, the right to collect liquidated damages, and the 
decree of specific performance. 

Students of the cooperative movement, however, are inclined 
to deprecate the fear motive because it implies compulsion and 
an encroachment upon personal freedom. A much more effec
tive force is found in praise and approval. Man strives for 
recognition. This trait is so prominent in the child that in the 
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presence of his superiors he will act in the most unusual manner 
to attract their attention. Industrial organizations, fraternities, 
honorary societies, universities, and innumerable other organiza
tions and institutions create standards which must be attained 
by the individual in order to receive recognition. The attain
ment of these standards gives man a self-respect which satiates 
the desires of his spiritual cravings, as food allays physical 
hunger. There is a line in "Reunion in Vienna" which reads, 
"There is nothing I need so much as nourishment for my self
esteem." Under this motive the instincts of emulation, osten
tation, and liberty of action appear. William James once said 
"nine-tenths of the world's work is done by emulation." The 
various contests that are sponsored by cooperative associations 
for excellence in production, beauty of farm or factory surround
ings, speed in output, number of new members signed up, etc., 
are illustrative of the manner in which an organization may 
capitalize on the urge that man possesses to be recognized. 

m. THE SENSE OF HONOR 

Under certain conditions the sense of honor motive provides 
a fairly satisfactory substitute for the desire for material wealth 
or at least supplements it. Men feel honored when their names 
are remembered by others. The hierarchies of rank, orders of 
distinction, and methods of recognizing individuals who have 
excelled in some field of endeavor have spurred individuals on 
to great feats in human prowess and perception in order to win 
the coveted prize of renown. So strong is this desire for praise 
that it has a wide range of application as a means to stimulating 
interest and activity in any mass movement. "The attainment 
of pleasurable conditions in mind or soul," which is the ulti
mate objective of economic man; is 'what Fetter calls psychic 
income. 6 The honor mayor may not be accompanied by an 
emolument. The annual nationwide pulchritude contests which 
are sponsored by the difIerent communities throughout the 
country create an intense rivalry among those vying for local, 
state, national, or even international honors. This rivalry 
reveals itself in dazzling dress and magnificent social events for 

I FETTER, FRANK: A., "Principles of Economics," p. 43, D. Appleton
Century Company, Inc., New York, 1911. 



MEMBERSHIP RELATIONS 251 

the purpose of creating favorable impressions and winning influ
ential friends. 

Cooperative organizations have frequently resorted to this 
device to raise the general standards of quality. Every producer 
who attains certain prescribed standards in the delivery of eggs, 
cream, nuts, wool, or tobacco from his farm is awarded an attrac
tive plaque to be hung at the farm gate, on the barn, or in some 
other conspicuous place where neighbors can see it and he can 
be apprized of his attainment. Likewise diplomas are given to 
buttermakers and cheese makers for a sustained record of unex
celled skill in processing efficiency, plant management, or quality 
output. Thus, it is possible for an organization to build up an 
esprit de corps which will yield unexpected returns considering 
the small cost of obtaining it. The main difference between the 
two motives, the hope oj recognition and the sense oj honor, is 
in the degree of achievement. The former inspires men to bring 
themselves up to an accepted level of conduct or performance; the 
latter causes them to exert their faculties in such a way that they 
will demonstrate their superiority by extraordinary achievement. 
The awarding of honors to a limited number of winners in any 
instance does not limit the effectiveness of this motive. On the 
contrary it is a most efficacious means of impelling the restless 
souls on and upward to new goals of accomplishment, not merely 
because of personal ambition but for the good of society. 

IV. THE URGE FOR ACTIVITY 

The hypothesis that men are animated by a creative bent that 
causes them to work for the sheer joy of working was late in 
making its appearance in economic literature. 

Since Wagner there had been no important additions in this branch of 
theory-in fact, few economists took notice of it until the recent vogue 
of the "creative instinct" doctrine. This supposed inStinct has been 
thought by many writers of some standing to promise a radical reform 
of our ideas on work and to point the way toward a great reduction in 
industrial discontent, • • • • 

Dickinson goes on to point out that the various writers include 
under this hypothesis different ideas about human behavior when 
influenced by the creative impulse. 

• DICKINSON, Z. C., "Economic Motives," p. 276, Harvard University 
Press, Cambridge, 1924. 
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In Veblen, it is a war against waste, a passion for doing whatever the 
other instincts want done, in the most efficient possible manner. With 
Taussig, it is simply invention of a new as well as a more efficient way of 
doing whatever is to be done. Marot and Hobson emphasize the 
human craving for novelty, which is supposed to be "creativeness." 
But all agree that the impulse makes at least some kinds of work 
intrinsically attractive to most men if not to all, that it takes no thought 
of the morrow, and causes its possessors to do good work without regard 
to pay.' . 

Probably no one has given us greater insight into the under~ 
standing of this trait of human nature than Veblen. He con~ 
siders the instinct of workmanship, which expression is "taken 
to signify a concurrence of several instinctive aptitudes, lack of 
which might or might not prove simple or irreducible when sub
jected to psychological or physiological analysis," to be almost 
as important as the instinct oj parental bent. 8 

It "occupies the interest with practical expedients, ways and 
means, devices and contrivances of efficiency and economy, pro
ficiency, creative work, and technological mastery of facts. IIi 

"The instinct of workmanship brought the life of mankind 
from brute to the human plane, and in all the later growth of 
culture it has never ceased to pervade the works of man."lO 

Man is naturally industrious, not lazy, and if the proper envi
ronmental and inspirational conditions are provided, it will 
liberate his latent creative faculties in an inestimable number of 
ways. Cooperative organization can be made to provide some of 
the facilities which may release the human talents and thus 
promote art, science, literature, and industrial development. 
This refined motive is worthy of more attention than has been 
given it as a means of furthering the welfare of society. 

V. THE IMPULSE TO ETHICAL ACTION 

A person's ego causes the individual to be subjectively minded 
and self-centered. It might be possible for man to live wholly 
for himself roaming about as a savage in a forest, appropriating 

'Ibid., p. 277 • 
• VULIlN, TBORSTIlIN, "The Instinct of Workmanship and the State of 

the Industrial Arts," p. 27, Viking Press, New York, 1922. 
• Ibid., p. 33. 

11 Ibid., p. 37. 
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the fruits of nature to satisfy his most elemental needs. But 
man is a social being! His life is made richer by association, 
and, in order to enjoy the advantages of it, he is required to 
subordinate some of his selfish impulses and contribute something 
toward the welfare of the group. Other members of the group 
forego immediate personal desires in order to give talent or 
wealth to some social cause. Thus they gradually learn that the 
result of combined effort often exceeds their expectations. The 
greater the extent of cooperation the higher is the state of 
civilization. 

Out of the combination of circumstances involved in living 
and working together, man is able not only to satisfy a larger 
ego, but also to accumulate surpluses that permit him to indulge 
in the rare extravagance of endowing humanity with thoughts 
and ideals that will ennoble the race. Those who are born into 
a superior culture are fortunate, because their original equipment 
of inherited instincts is supplemented and enriched by the prod
ucts of a complex, contemporary, social life in which there are 
sympathetic responses of the conscience among individuals com
posing the group. This reliance on one another keeps associa
tions intact in times of stress. It is this sensitiveness to justice, 
as well as respect for the rights of others, that is productive of 
agricultural and industrial reform. What are the ethics which 
landowners should follow in dealing with the three-fourths million 
share croppers in this country? What is a fair wage for the indus
trial worker who has small reserves and even less bargaining 
power? Should a cooperative association doing business with 
nonmembers discriminate against them in every possible way? 
The sense of decency and fairness alone condemns usury and 
attempts to define the just price. Wagner's view was that the' 
impulse of ethical action and the fear of self-reproach are things 
to be striven toward but never fully realized. It would be 
difficult, indeed, to cite a case in cooperative experience where it 
could be claimed that the cooperators were motivated by an 
altruism free from all stains of avarice. Some doubting soul 
might sacrilegiously demand proof that the individual or groups 
performing a commendatory act did so without thought of reward. 
Who can authoritatively assert that the southern cotton growers 
were prompted purely by selfish motives, when they formed large
scale state and regional marketing associations? They continued 
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to patronize these associations through good and evil times, as 
described by Herrmann and Gardner. 

Hundreds· of growers, however, believed in cooperative marketing 
and joined an association because of this belief. This group formed 
the nucleus around which the present system has been built. Many 
of these loyal members have delivered cotton to their respective organi
zations every season without fail. Many times they have overlooked 
immediate monetary returns because of their belief in the cause of 
cooperation and its ultimate benefits.ll 

What are the ultimate benefits that the cotton farmers hope 
for? Can these benefits be measured in terms of money and 
fame? If so, are they inadvertently throwing up barriers against 
their own progress? 

One observation relative to the social consciousness of groups 
within a society can be made, namely, that they acquire a finer 
sense of social obligations as their organizations mature. This 
is manifested by the extent of the services that are rendered to 
members and nonmembers and by the general educational pro
grams that are gradually evolved to maintain membership morale 
and induce intelligent understanding. 

EXPERIENCE TEACHES THE IMPORTANCE OF MEMBERSHIP 
CONTACTS 

One of the oldest cooperative associations in America follows 
a policy of disseminating information directly to its growers by 
a personal visit, at least once a year, of executives from the cen
tral sales office. The California Fruit Growers' Exchange has 
approximately 13,300 members. These members are affiliated 
with twenty-six district exchanges representing more than 200 
local associations. One director is elected for approximately 
every 9 members in the organization. 

In order to get information to the 1,400 directors who in turn 
convey the information to the growers, the general manager and 
the sales managers attend at least one district meeting each week 
throughout the year. These meetings are informal gatherings 
which start early in the evening with a dinner. The representa
tives from the Exchange make it a point to meet and visit with 

11 HERRMANN, O. W., and CHABTINA GARDNER, Early Developments in 
Cooperative Cotton Marketing, p. 28, Farm Credit Administration, Cooper
ative Division, Cire. C 101. 
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as many directors as possible. After the dinner the group usually 
retires to another room where they may sit about a fireplace, 
smoke, and discuss the association's affairs. The local district 
manager announces that there will be no speeches, that several 
representatives from the Exchange are present to answer ques
tions and to hear suggestions and criticisms, and that everyone 
is expected to participate in the discussion. These meetings 
invariably continue late into the evening and thus afford every 
director ample opportunity to express his views. This type of 
field service has been most effective in keeping the members 
informed about the problems of handling and selling fruit. The 
arrangement is an ideal one since the members, officials, and 
employees can mutually assist and counsel one another. 

The business policies of the California Fruit Growers' Exchange 
are established in open meetings convening once a week. The 
directorate is made up of 26 mem.bers representing district asso
ciations. The weekly board meetings attract 200 to 500 mem
bers who may listen to the reports and advice of the department 
heads. They hear various policies discussed, and they can 
ascertain the results of ballots taken on questions vitally affect
ing the organization and industry.· This association spends 
about $20,000 annually on advertising media in local papers 
which circulate throughout the citrus producing district for the 
purpose of giving the members definite information about the 
Exchange. 

EXPERT ADVICE ON MEMBERSHIP RELATIONS 

The larger associations of the country should employ someone 
who is fully qualified by scientific training to direct the field
service department and expertly solve the troublesome member
ship problems. Proper technique in dealing with members can 
change the membership morale and eliminate friction and clashes 
which sometimes strain and aggravate the whole network of 
relationships within the association and throughout the com
munity. Such an expert would undoubtedly determine some 
standard procedure that would prove helpful to smaller associa
tions within the same region handling other commodities. If his 
services begin with the inception of an association, he can antici
pate some of the common difficulties and avoid them by inducing 
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the organization committee to adopt a selective membership 
policy. 

In a going concern, however, he would have no initial oppor
tunity to select the individuals whom he must serve. In the 
average association the membership may be considered as rep
resentative of all the members of the community since organizers 
of cooperatives have not concerned themselves much about mem
bership qualifications. The effort to obtain a sufficient volume 
of business has generally eclipsed all other considerations. The 
only requirement that is prescribed at times is that the member 
must have some connection with farming in order that he may 
direct a How of products to the association. The next step has 
been that of making the growers' connection with the new asso
ciation permanent for a period of time by contractual agreement. 

HOW SHOULD PRODUCERS QUALIFY FOR MEMBERSHIP 

Let it be assumed that a procedure is adopted which will 
require a prospective member in a cooperative organization to 
pass a comprehensive examination either written, or oral, or 
both, as well as to be recommended by several neighbors. The 
qualifications for membership might be based upon his ability as 
a producer and his attitude toward other people. This plan very 
likely would not be received favorably in many places. (1) 
It would be held that an examination would be an unsatisfactory 
method of determining personal qualifications. (2) It would 
limit the volume of products received and, therefore, increase 
the unit costs of cooperative selling. It is strange, nevertheless, 
that more failures and social disorders have not occurred in 
cooperative enterprises when the campaign for members has 
been so inclusive. 

The Economic Status of Individuals. The movement often 
has its impetus among the classes in distress or during periods 
of depression. Consequently, the question is rarely raised con
cerning the desirability of taking into consideration the economic 
status of individuals. Laborers and agriculturalists have experi
enced difficulties in financing their cooperative enterprises. 
They have never been averse to admitting individuals who are 
in more comfortable circuInstances than themselves because the 
most pressing need has been working capital and volume of sales. 
Indeed the instigators of cooperativp.s have generally been 
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flattered by the application of the wealthy for membership in 
their humble organizations. It is only after the association 
attains some maturity that serious attention is given to the ways 
and means of avoiding difficulties with members and of barring 
those who would be undesirable from membership. 

There is another aspect to the relationship between the eco
nomic status of individuals and willingness to cooperate. It is a 
generally accepted fact that it is more difficult to organize asso
ciations in old established communities where some of the process 
of a stratification of society has taken place than upon 
the frontiers where the community is new and its members are 
struggling for position and recognition. The sociologists explain 
this by observing that the latest arrivals in the field of organiza
tion are the most aggressive in clamoring for a cause and in 
assuming a part in the functions of the society. Some of these 
groups will become exclusive, if the law permits, in order that 
their members may perpetuate their place in the sun. Such an 
instance is given in the early history of the labor trade-union 
movement of this country. Professor Commons points out that 
industrial cooperation was limited by the unwillingness of the 
workers to admit new members to their circle.12 

The petty officers, of local associations arrest expansion in coop
erative activity sometimes because they resist any movement 
toward federation. They fear a diminution of their own impor
tance by being subordinated to higher officials in the district 
and central exchange offices. 

Age Groups. Allegorically the composite life of a community 
is like a flowing stream. It is constantly varying in temperament 
and character as it is influenced by the vicissitudes of time. 
Now, it is a pure stream flowing along with ripples here and eddies 
there; nevertheless, it flows serenely on to the sea. Again, it is 
but a silver thread tortuously winding through the countryside. 
At times it is swelled into an angry torrent. The heavy rains 
pollute it with the silt of the land and debris jauntily rides its 
crest only to clutter the landscape at some distant place when its 
. fury is spent. The composite life of a cooperative association is 
like that-as is life in a country community, no better, no worse. 
Those who control the flood gates of admission into an associa.-

II COIOIONS, JOHN R., "Institutional Economics," p. 757, The Mao
m.illan Company, New York, 1934. 
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tion, however, find it within their province to guide it to success 
by determining its cast. Many factors aside from any efforts 
at membership selection will affect the distribution of age groups 
in an association. The constituent elements of the community 
may be relatively unstable owing to the uncertainties of harvests, 
the status of industries, or the seasonal nature of production. 
Economic opportunities in other areas may attract the young 
and adventurous members away from their home communities, 
thus causing marked changes in the population, character, and 
life history of the forsaken neighborhood. The outflow of people 
from a community may create an undercurrent which will cause 
residents of other areas to move in and fill the vacated places. 
These immigrants will in all probability possess different ideals 
and standards. Their customs, laws, habits, traditions, and 
mores will color and change the cultural and economic institu
tions of the community. In instances where the soil is depleted, 
and the community begins to dwindle in population because it 
is devoid of natural advantages, opportunities diminish and a 
cooperative desert is created. The existence of a cooperative is, 
thus, closely interwoven with the fortunes of a community and 
the life of its constituents. 

Cooperative memberships in the aggregate tend to age rapidly. 
No data are available on the average length of cooperative mem
berships, but it is brief compared to the productive life of farm
ers. It is a general complaint of cooperative executives that it 
is difficult to keep the associations youthful by bringing young 
men in as rapidly as the old take leave. If an association fails 
to keep the rank and file of its membership young, it begins to 
drift down the stream into oblivion as its members age and make 
way for another generation. Perhaps, the objective of the 
membership relations personnel should be that of reducing the 
average age of its membership in order to assure perpetuity to 
the organization it serves. The younger generations will add 
life and vitality to an association. by their zeal and aggressive 
energy. It is sometimes feared that too many young men will 
run an association amuck, but the older and more experienced 
members are usually on hand to prevent a catastrophe. For 
example, the California Fruit Growers' Exchange requires that 
all important questions of policy be first considered by committees 
of the board of directors with the executive head of the depart-
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ment. Questions may be referred to an advisory committee 
consisting of sellen IIeteran directors. 

The real bulwark of a cooperative, with all due respect to 
youth and age, is embodied in the men who are in the prime of 
life. They should comprise the largest, most productive and 
stable element among all members. The ideal situation is to 
have 8. proportional distribution of the age groups in the coop
erative association consistent with the age groups representing 
the active producers in 8. community. The same scheme of 
distribution would be most desirable in sharing the offices and 
association's responsibilities among the adults. 

SOCIAL AND ECONOMIC DEPENDENCE 

The life of agricultural communities is close knit, and its resi
dents are dependent in numerous ways upon one another to 
make life pleasant and profitable .. There are many farm tasks 
even in this age of improved machines that require more hands 
than are ordinarily available on a single farm. The easiest and 
most expeditious way of performing these tasks is to call in one 
or two neighbors. The topography of an area can limit com
munities within narrow confines and make close coordination 
necessary. Local cooperative enterprises may be dependent 
upon the support of nearly every farmer in the community 
in order to receive, grade; and store grain; to gin and class cotton; 
to segregate, mark, and ship livestock; to pool, test, and manu
facture dairy products; or to select and order purchases of farm 
supplies. All these services and many more must be performed 
without entailing prohibitive costs. "The pack is the strength 
of the wolf, and the wolf is the strength of the pack." To assure 
harmony and good will, each individual must fully realize his 
own dependence upon the other members of the group and must 
respect their right like his own. Unless there is this high-minded 
appreciation and understanding, life will become miserable and 

. unbearable in 8. compact community. The valley hemmed in 
by a wall of hills or the altitude which isolates life on a high plateau 
might easily become a prison of dissension. The affairs of busi
ness are often carried over into the social, educational, and 
political organizations. Schisms breed in this culture and e~ch 
organization forms a battleground for the factions to renew their 
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warfare at any provocation. Under these circumstances, ques
tions can rarely be solved according to their merits. 

After Minnesota farmers had been swept into cooperative 
organizations by the 1921-1923 wave of enthusiasm led by Sapiro 
and others, a sociological study of their marketing attitudes was 
made.lI It was a critical time to make observations of various 
groups that had been sobered from their economic spree by dis
appointments and failures. In this study emphasis was given 
to the importance of social and geographical distances, environ
mental and cultural influences, experience and education as 
factors affecting business organizations. Farmers will more 
readily follow the leadership of other farmers than of individuals 
~utside their own social pale. Therefore, it was concluded that 
the sons and daughters of farmers should be trained to assume 
leadership in the agricultural cooperative movement. The field 
service agents of cooperatives learn to recognize innate qualities 
in individuals, and they claim that biological differences are 
important. The direct descendants of one people may possess 
a background and training either congenial or hostile to the ideals 
of cooperation. Peoples of northern Europe have long been 
accustomed to the adjustment and dependence upon each other 
necessitated by the niggardliness of nature in extreme northern 
regions. As a result of this they combine in collective under
takings more willingly than peoples of southern climates where 
life is made easier by the generosity of nature. This theory 
finds support in the conclusions of the Minnesota study.14 

Education is another outstanding factor contributing to the 
promotion of cooperative ideals. Generally, the more education 
an individual has the more responsive he is to plans for collec
tive effort.16 Long experience in the associated effort, such as is 
common to educational programs, is itself a good foundation for 
further collective effort. 

The Jones and Manny studies are mainly subjective observa
tions of the behavior of agricultural producers as members of 
an association. Their investigations are confined to a small 

11 ZI¥¥IIIRMAN, CARLlII C., "and J. D. BLACK, The Marketing Attitudes 
of Minnesota Farmers, Tech. Bul. 45, 1926. 

It Ibid., p. 50. . 
11 MANNY, T. B., Farmers' Experiences and Opinions &B Factors Influenc

ing Their Cotton-marketing Methods, U. S. Dept. Agr., Circ. 144, p. 7, 1931. 
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number of associations and are concerned with prices, outside 
interference, management and service costs, contractual rela
tions, and educational influences. They present some statistical 
measurements of these influences and appraise their relative. 
effects upon the social and economic status of particular organiza
tions. The numerical evidence presented is not intended to be 
regarded as typical of all organizations. These sociological 
studies thereby indicate a procedure that may be followed in 
determining specific difficulties. 

DISSEMINATING COOPERATIVE mEAS 

Ideas are transmitted from one person to another chiefly by 
three methods: 

1. Demonstration or example 
2. Through the spoken word 
3. The use of mechanical means 

Ideas form the material of judgment, and judgment is complete 
when contrasts are made between different ideas. Every idea 
finds its way into the mind through one or more of the five senses: 
seeing, hearing, feeling, tasting, and smelling. The most direct 
and efficient means of conveying thought is by the first method
demonstration, because it usually involves more than one of the 
senses, possibly all five of them. Persons who have not been 
subjected to a strict mental discipline or have not had the advan
tage of a formal training in thought as is afforded in an educational 
institution are apt to rely more upon combinations of their senses. 

Occupations that require physical as well as mental exertions, 
such as farming, mining, and fishing, require the individual to 
formulate his ideas by bringing into play all of his senses. A 
more complete use of the senses of taste, feeling, and smelling 
is closely related with the physical welfare of the individual, and 
such an intense use of the senses tends to make one subjectively 
minded. The senses of sight and hearing are, however, more 
completely developed in objective thinking. 

On various occasions cooperative leaders have contrasted ways 
and means of disseminating information and appraising their 
relative merits. They direct considerable attention to the tech
nique of editing house organs. The subject matter of these 
publications is selected with the view to make the farmer mem-
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bers receptive to new ideas by giving them information which 
relates 'directly to their specific problems in production and 
distribution. Whenever possible, it is desirable to supplement 
the printed page with pictorial descriptions of these ideas. Farm 
folks find it difficult to master technical details. They do not 
study so thoroughly as would be desirable the bulletins issued by 
research organizations, agricultural colleges, and industrial 
concerns. The contention is that since farmers receive their 
impressions and ideas through a more complete utilization of all 
their senses, the method of disseminating information must be 
modified to take this into account. The nature of one's occupa
tion affects the distribution of the time that one can devote to 
reading, attending meetings, and listening to the radio. Oscar 
Wilde once said, "In the country people get up early in the morn
ing because there is so much to do, and they go to bed early in 
the evening because there is so little to think about." Wilde 
does not do justice to the country people in his witticism, for 
there is much to think about and still more to read, but the indi
vidual is so physically exhausted at the end of the day, that he 
finds it difficult to think; also the lights are often so poor that it 
is impossible to read without injuring the eyes. In order to main
tain membership morale, it is essential that the larger cooperative 
sales associations give close attention to the development of 
expert field service and to the methods of relaying information 
by actual demonstration or example. This is one important 
reason for advocating the federated type of association, since 
producers are better able to form judgment from the experiences 
derived by operating local associations than from reports sub
mitted by a central office. 

The second method is the use of the spoken word. The indi
vidual who transmits information thus may, through his person
ality as well as his attitude toward his listeners, favorably 
prepare them to receive the ideas which he expresses. Fre
quently, the manner in which he states a fact may be as important 
as the fact itself. The system of representation in cooperative 
organizations, as well as the nature of the business, requires that 
much of the information relating to business operations be con
veyed to the members through personal contact and concrete 
illustration. The management of such concerns is reluctant to 
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publish certain information about the nature of their business 
operations, not because they desire to withhold this information 
from their members, but because they run the risk of inducing 
unfair competition through misrepresentation which will unfav
orably affect the consumers' demand for the cominodities which 
tliey merchandise. 

The third method is the use of mechanical means, such as the 
printed word, telephone, telegraph, and radio. In many instances 
this is the most economical way of transmitting ideas to large 
numbers of people. Most of the large-scale cooperative organiza
tions maintain a publicity and advertising department whose 
function it is to keep the organization in close contact with con
sumers on the one hand and producers on the other. Some of 
the rules which have been laid down for editing cooperative house 
organs are summarized as follows: 

1. Print market information on front page. 
2. Make all articles and news items seasonable. 
3. Confine circulation to growers. 
4. Give information that is absolutely reliable and without, 

bias. 
5. Make no reference to association troubles in the house 

organ. 
6. Do not allow income from advertising to influence editorial 

policies. 
7. Publish no articles that are advertisements in disguise. 
8. Answer growers' technical questions. 
9. Use no space for casting aspersions. 

10. Word headlines so that the interest of the readers may be 
stimulated. 

11. Use editorial notes of explanation. 
12. Do not publish articles contributed by members that will 

lead to controversy. 
13. Delete items praising the management. 
14. Accept only fair advertising that is of interest to the 

members. 
15. Enliven the publications with many illustrations. 
The essential point in the dissemination of information is to 

utilize the various methods in such a way as to get maximum 
results. 
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PROGRESS OF MAN IS SLOW 

uTh~ mills of the gods grind slowly, but, ah, they grind exceed
ingly fine." The progress that mankind is making towards creat
ing a better society in which to live is so gradual that it aggravates 
the impatient social reformers. They may console themselves, 
however, with the fairly certain fact that there is a constant moral 
force exerted by intelligent individuals in society towards cultural 
advancement of the human race. 

The most crude, barbaric traits are being suppressed by a 
rationalization process. The motivations of self-interest, jeal
ousy, fear, and vanity are being modulated and refined from a 
lower to a higher order by the introduction of new customs, 
laws, and modes of human conduct. The objective for some 
distant period is the organization of human activity so that the 
culture will reflect the higher impulses for ethical action, the 
result of which will be mutual trust, cooperation in social and 
economic -activities, and a kindred spirit for the general welfare 
of man. 

None of the inclinations toward rivalry and competition for 
the nourishment of the individualistic ego need be destroyed; 
these are simply projected into fields that will direct their force 
toward the betterment of all society. They are lifted above the 
common level of being directed against the economic interests 
of some unfortunate individuals or weaker groups. 

Mankind has enough innate qualities to create a higher civiliza
tion through a full development of its intellectual powers. Every 
new idea passes through at least four evolutionary stages: origi
nation, perception, dissemination, and assimilation. (1) An 
idea is conceived; if it is in the field of mechanics, it is an inven
tion; if in the field of social science, it may be referred to as a 
mental concept. (2) Someone must appreciate the worth of the 
new concept-they perceive its value as applied by. humans in 
their relations to one another. (3) After a person originates a 
new idea and it has been tested in the judgment of associates, it 
may be pronounced worthy of adoption by society. When this 
decision is made, it becomes necessary to disseminate information 
relative to its application and possibilities in alleviating the condi
tions of man. (4) The judgment of those who foster the new idea 
may be confirmed by popular recognition. At this point man 
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is ready to assimilate the next suggestion conceived by his leaders 
for improving his economic and social status. 

It is the responsibility of this generation not to live in the 
trough of regression, but to rise toward a higher plane. The 
relationships that are spontaneously developed between indi
viduals and between cooperative groups indicate the cultural 
advancement of mankind as well as the progress made. 

Questions 

1. Is it necessary that an individual be socially conditioned for member-
ship in a cooperative association 'I 

2. Enumerate several motives for economic action. 
8. Are the motives positive or negative? 
,. Which motive is the dominant economic force affecting memhershfp 

relations? 
I. Differentiate between the motives "hope of recognition" and "the 

sense of honor." 
8. Critically appraise this statement: Man is naturally industrious and 

will work for the sheer joy of creating things. 
7. Can an economic motive be nonegoistic'l 
8. Should individuals be required to present certain qualifications for 

membership in a cooperative enterprise? 
I. What methods may be used in disseminating information to members 

of a cooperative association? 
10. Trace the course of an idea through its evolutionary stages of 

development. 
11. In what ways are cooperative associations affected by the rate of 

turnover in membership '1 
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LEGAL CONSIDERATIONS OF THE COOPERATIVE 
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XI 

Legal Basis oj AgricuUural Cooperative Associations 

Under the dictum oj the common law, it was lawJul Jor Jarmers to 
sell and buy collectively. Some courts, however, adjudged BUch asso
ciations as illegal combinations restraining trade. Prior to the 
passage oj enabling legislation in the separate states, producers were 
compelled to either keep their associations unincorporated or to 
incorporate them under the general corporation laws or under laws 
legalizing religious, Jraternal, educational, and benevolent societies. 
This proved to be highly undesirable. 

The first law . legalizing cooperative associations was passed in 
1857 in New York; Michigan passed a law in 1865, and aJew other 
states enacted enabling statutes beJore the tum oj the century. The 
Wisconsin and Nebraska laws oj 1911 and the Kentucky Law oj 
1922 became the prototypes Jor laws in most other states. The 
Jederal la'lD--the Capper-Volstead Act-was passed in 1922 legal
izing agricuUural cooperative associations engaged in interstate 
commerce. This law is the Magna ChartaJor cooperative marketing 
associations in A merica. Supplementary legislation, BUch as the 
law that created the Division oj Cooperative Marketing in 1926, the 
PurneU Act oj 1925, the Act to Prevent Discrimination by Boards 
oj Trade against Cooperatives oj 1927, and the AgricuUural Mar
keting Act oj 1929, has expressed public policy in Javor oj Jarmers' 
cooperative associations. 

AUhough the courts oj the country at first declared cooperatives as 
violators oj the antitrust laws, later decisions definitely declared the 
opposite to be true. The early court decisions also declared state 
laws that exempted Jarmers' cooperatives Jrom the state antitrust 
laws as vicious class legislation not amenable to the provisions oj 
the Fourteenth Amendment to the United States constitution. Later, 
however, the courts reversed this opinion and held that agricuUuraZ 
cooperative associations constituted a general classification exempt
,ole Jrom antitrust laws. Purchasing associations are also legalized 
in the majority oj the states. 

... ... ... 



CHAPTER Xl 

LEGAL BASIS OF AGRICULTURAL COOPERATIVE 
ASSOCIATIONS 

Economic activity is influenced by statutory law, common law,' 
and the decisions of the courts. One eminent economist con
tends that the Supreme Court of the United States "occupies the 
unique position of the first authoritative faculty of political eco
nomy in the world's history,"· and that all values and prices in 
their final analysis are determined by the opinions of those that 
sit on the bench. Hence, the status of cooperatives is just as 
contingent upon the welter of judicial and legislative opinion as 
upon membership relations and other conditioning factors. a 

COOPERATIVES AND THE COMMON LAW 

In order to understand more clearly the early attitude of the 
courts toward cooperative associations, it is necessary to review 
briefly the legal background respecting combinations, restraint 
of trade, and monopolies. The common law of England for 
centuries did not tolerate combinations or approve of many 
contracts which restrained trade. This was particularly true 
with respect to activities that hampered the trade in food prod-

1 The common law, it will be recalled, is that rule of action which has 
grown up from old and popular usage, from the decisions of the courts, and 
from the opinions of text writers and commentators in contradistinction 
to the written statutory law, civil or Roman law, or the ecclesiastical law. 

• COMMONS, JOHN R., "Legal Foundations of Capitalism," p. 7, The 
Macmillan Company, New York, 1924. 

• The reader is advised to consult the following three excellent books on 
the subject of cooperative law for detailed historical and analytical material. 
EvANS, FBANlI:, and E. A. STOKDYX, "The Law of Agricultural Cooperative 
Marketing," The Lawyers Cooperative Publishing Company, Rochester, 
N. Y., 1937; NOUllSII, EDWIN G., "The Legal Status of Agricultural Cooper
ation," The Macmillan Company, 1928; HANNA, JOHN, "The Law of 
Cooperative Marketing Associations" Ronald Press Company, New York, 
1931. The bulletin Legal Phases of Cooperative Associations by L. S. 
Hulbert, U. 8. Dept. Agr. Bul. 1106, 1929, is also excellent. 
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ucts or necessities of life. Consequently, rigid laws regarding 
forestalling, engrossing, and regrating were passed by Parliament.' 

The Ecclesiastical Courts and the teachings of Christianity 
disapproved of interest (usury) and profits and of the activity 
of merchants in general. Commerce which had been in general 
disrepute during the feudal ages grew in importance in England, 
and the law merchant then defined the rights and duties of those 
engaged in it. Quite naturally the common law looked unfavor
ably upon any contract which lessened competition. Gradually, 
however, the common law relaxed and interpreted restrictions of 
competition on.the basis of their reasonableness, leaving it entirely 
up to the courts, however, to determine what was reasonable or 
unreasonable. In 1844 Parliament completely repealed its laws 
against forestalling, regrating, and engrossing on the theory that 
such acts promote rather than restrain trade. 

Under the common law, individual property rights were recog
nized. Included in these rights was the right of farmers to sell 
farm products and to buy farm supplies collectively. 

Other groups of citizens could also lawfully associate themselves 
together for the purpose of collectively buying, processing, and selling 
farm products as well as to engage in industry. All groups were then 
on an equal plane under the law, all being permitted to handle, buy, 
process and sell commodities collectively and all subject to the common 
law prohibition of contracts or combinations that unduly, or unreason
ably, restrained commerce. & 

Later corporation laws were passed by the states that gave a 
more secure status to commercial concerns incorporated under 
them. When farmers' organizations were established to market 
farm products and to buy supplies, thus making necessary laws 
legalizing their collective activities, a storm of protest was at 
once raised on the grounds that the liberty or property of persons 

C Forestalling consisted of buying articles before they reached the market 
place with the intent of selling them at a higher price. Engrossing con
sisted of buying up large quantities of commodities any place with the aim 
of later resale at an enhanced price. Regrating consisted of buying provi
sions in a market with the intent of reselling in the same market or fair or one 
within five miles at a higher price. 

I MILLER, J. D., The Philosophical and Legal Background of the 
Cooperative Movement in the United States, p. 12, "American Cooperation, 
J~35," Th" 4.m{lri<;an Ins~i~1Jte of Cooperation, Washington, D. C. 
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would be deprived without due process of law and that the IUlSO

ciations were in restraint of trade in violation of the common law. 
"While there were a few judicial decisions otherwise, the weight 
of judicial opinion is that under the common law farmers had the 
clear right to associate themselves together in any number, how
ever large, for the purpose of making collective sales of their 
products or collective purchases of their supplies."6 There 
were relatively few associations in this country before federal 
and state enabling legislation was passed.7 

ENABLING LEGISLATION-STATE LAWS 

Before specific statutes were passed in the several states legal
izing cooperative marketing associations per se, associations had 
either to operate as unincorporated groups or to incorporate 
under the general incorporation laws. Some were granted special 
charters by state legislatures before the general incorporation 
laws were enacted. This was not entirely satisfactory, in view 
of the fundamental difference in the objective, as well as the mode 
of operation of the cooperative from the general corporation. 
The sheer difficulty of organizing under existing laws necessitated 
the enactment of enabling legislation which would legalize the 
type of company, such as the cooperative. Some associations, 
therefore, sought refuge by incorporating under the laws legal
izing such nonprofit groups as religious, fraternal and literary 
clubs, libraries, cemetery associations, educational, scientific and 
benevolent institutions. 8 The veil of uncertainty still hung over 
cooperatives, however, even though no particular laws were 
enacted preventing their formation and operation. Amendments 
to the general corporation laws permitting cooperative associa
tions were not deemed satisfactory as the number of associations 
multiplied and as the cooperatives became recognized as dis
tinctive types of business concerns. Approval through negative 

• Ibid., p. 15. 
r Of 18,923 associations for which the dates of organization are recorded, 

only 194 were organized prior to 1890. From 1890-1900, 756 other ass0-

ciations were started. This indicates how small a number of cooperatives 
existed in the United States before enabling legislation was passed. For 
more data see Statistics of Farmers Selling and Buying Associations
United States 1863-1931, Federal Farm Board Bul. 9, Table 2, 1932. 

• The Pachappa Orange Growers' Association of California incorporated 
under the Benevolent Corporation Act of California in 1892. 
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means, or by inference, was not nearly so desirable as a positive 
statement of law granting assent. 

Perhaps the first statute authorizing incorporation of coopera
tive associations was passed in New York in 1857 when a mutual 
town cooperative fire insurance law was passed. Certainly it 
was a forerunner of cooperative laws legalizing other types of 
cooperative business. This New York law was amended in 
1879 to permit cooperative fire insurance companies to transact 
business in more than one town. In 1865 Michigan passed a 
law authorizing "the formation of mechanics' and laboring 
men's cooperative associations." This law is often reported as 
being the first cooperative marketing law. It was amended in 
1875 to include agricultural and horticultural associations. 
Some of the other early cooperative laws were passed in the fol
lowing states: Massachusetts, 1866: New York, 1867; Pennsyl
vania, 1868; Connecticut, 1870; Minnesota, 1870; New Jersey, 
1875; California, 1878; Tennessee, 1882; Ohio, 1884; Kansas, 
1887; Wisconsin, 1887; Nebraska, 1911. Since these early dates 
all of the states of the union, except one, have passed cooperative 
laws. Many states amended their early laws or completely 
revised their statutes and adopted new ones. Such process 
of amending is still going on; for example, the Wisconsin legisla
ture has amended the cooperative law at every session of the 
legislature since 1919, except during the 1925 session. In 1921 
it was not merely amended but completely revised. The 1935 
Iowa legislature revamped the cooperative law of that state 
so as to confine its application more directly to agricultural 
producers' associations.' The Wisconsin law of 1911 (which 
was copied by sixteen states), the Nebraska law of 1911, and the 
Bingham law of Kentucky of 1922 became models after which 
other states patterned their laws. The Kentucky law, in particu
lar, became the so-called Standard Cooperative Marketing Act 
and, according to Hanna, was copied in toto or with slight 
modifications by thirty-nine states and Puerto Rico . 

• Some state laws do not restrict the cooperative to agricultural producers 
Dor do they insure tha.t the organizations incorporated under them are 
cooperative in spirit as this term is understood. Thus, it is found that 
lOme private individuals have organized coopera.tive oil companies, use the 
word cooperative in their title, but run the association for the profit of the 
private organizers rather than the patrons-an illustration of meeting all 
the conditions Ilet up in the law, but still being a subterfuge. 
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The development of the Standard Cooperative Marketing 
Act includes a bit of interesting cooperative history. During 
the period from 1915 to 1920, the cooperatives in California 
made considerable headway under the energetic leadership of 
Col. Harris Weinstock,lO state market director. 

A San Francisco lawyer who had obtained considerable 
experience in drawing up the articles of incorporation, con
stitutions and bylaws, and marketing agreements for some of the 
larger California cooperatives was in Col. Weinstock's office. 
An. ardent exponent of cooperative marketing associations, he 
soon realized that the development of cooperative marketing 
in this country was held back by the lack of enabling legislation 
in most of the states, and by the incompleteness of the legislation 
which some states had passed as their cooperative laws. He, 
therefore, drew up a cooperative marketing bill in 1919 which 
was far more specific and detailed than most of the laws already 
enacted by other states. The first state to adopt this bill prac
tically in its entirety was Arkansas in February, 1921. There
after other states became so much interested in the provisions 
of the act that in the three years, 1921-1923, inclusive, twenty-six 
states adopted a standard cooperative marketing law. The 
laws of other states, as that of Wisconsin, were not publicized 
so much as this so-called model law, although the Wisconsin 
law was considered by many to be equally as good as that drawn 
up by Mr. Aaron Sapiro. Judge Bingham in Kentucky adopted 
the provisions of this bill and was instrumental in having the 
Kentucky legislature of 1922 pass this oft copied bill with its 
revisions. This Kentucky law, also called the Bingham Act, 
was typical of the standard cooperative act. Most states passed 
their enabling acts during the quinquennium, 1921-1925. 

With so many states copying this law, and the others copying 
the laws of Nebraska and Wisconsin of 1911, which were not 
fundamentally different in principle from the standard act, 
considerable uniformity in state legislation concerning coopera.
tive marketing was obtained. As a matter of fact, very few 
laws have such uniformity between states as do the laws legalizing 
cooperative marketing. 

10 Cooperative Marketing, Letter of Chairman of Federal Trade Com
millllion, Smale Document 95. p. 326. 70th Congress, lBt Session. 
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Whether the cooperative law should be (1) a broad, general, and 
liberal enabling act, or (2) a specific, closely defined act was a 
subject of controversy at the time these state statutes were 
enacted. The advocates of general laws pointed out the advan.
tages of latitude and of local expression in the organization of 
associations; those that favored the specific laws held that it 
was necessary to definitely define cooperation, incorporate its 
objectives and powers, strive for uniformity, and leave little 
self-expression to the local associations. The latter wisely con
tended tnat too few people were sufficiently informed to rely 
upon local talent to incorporate the truly cooperative features 
in their organizations. Therefore, a specific law was considered 
an important educational force as well as an enabling act. Had 
detailed laws been in existence from the very beginning, a still 
greater uniformity in the organization and operation of associa
tions would have resulted and a larger number of the associations 
would be truly cooperative. 

An account of the evolution of these laws will not be given 
here. A cursory review of the Standard Act will show the 
inclusion of the following provisions: 

1. The declaration of policy is as follows: 

In order to promote, foster, and encourage the intelligent and orderly 
marketing of agricultural products through cooperation, and to elimi
nate speculation and waste, and to make the distribution of agricultural 
products between producer and consumer as direct as can be efficiently 
done; and to stabilize the marketing of agricultural products, this act 
is passed. 

2. Membership-restricted to agricultural, horticultural; and 
livestock producers, but one association may become a member. 
of another. Twenty or more producers are necessary to form an 
association. 

3. Incorporation-may incorporate as a nonprofit, cooperative 
association with or without capital stock. 

4. Powers--permitted to engage in buying, selling, storing, 
manufacturing or any other utilization of products delivered by 
the members; to buy personal and real property; to finance all 
operations; to borrow money, set up reserves, draw up contracts, 
and exercise and possess all powers, rights, and privileges neces
sary or incidental to the purpose for which the association is 
organized. 
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5. Articles of incorporation and bylaws-state the name, 
purpose, and place of business of the association; the amount of 
capital stock and shares or, if nonstock, the property rights of 
its members; the time and place of meetings, quorums, etc.; 
number of directors; election of officers. 

6. Stock ownership-limits the number of shares of stock 
which any member may own, and prescribes the conditions under 
which stock will be issued; for a nonstock association it states 
the manner in which membership certificates are granted. 

7. Marketing contracts--permits associations to make con-:
tracts with its members for the delivery of their products; 
limits the length of such contracts to 10 years; provides for 
remedies in the event of breach of contract; considers it a mis
demeanor for anyone to induce a member to violate the contract. 

8. Annual reports--all associations are required to prepare 
annual reports. 

9. Use of term "cooperative "--only associations incorporated 
under the act are permItted to use the word in their corporate 
title. 

LAWS LEGALIZING CAPITAL STOCK ASSOCIATIONS 

The first laws enabling farmers to organize on a cooperative 
basis were simply revisions of the general corporation laws all 
of which considered capital stock as an integral part of corporate 
organization. As a matter of fact the concept of making capital 
stock an essential part of cooperative companies conformed to the 
types of associations which were most common during the last 
decades of the past century and the first decades of the present, 
namely, cooperative creameries, cheese factories, and grain 
elevators. The dairy and grain cooperatives required capital 
for their land, buildings, and machinery as well as for current 
operations. Therefore, as long as the legislatures passed cooperar.
tive laws that permitted voting on a one-man, one-vote basis, 
permitted paying only a nominal interest rate on capital stock 
and allowed the distribution of net earnings on a patronage 
basis rather than on a stock-ownership basis, the chief interest of 
the organized dairymen and grain producers was met. The 
idea of associating profits and capital stock ownership was still 
prevalent, however, even after the cooperative statutes provided 
for the distribution of earnings on a patronage basis. The 
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concept of a nonstock nonprofit type of organization which 
renders superior marketing services for producers at cost was 
practically unheard of before 1900, and received only slight 
attention by state legislatures prior to 1915. 

NONSTOCK LAWS 

Many orga,nizers of cooperative marketing associations, how
ever, looked unfavorably upon the capital stock type of associa
tion. They felt that such a cooperative was simply a modified 
type of profit-sharing corporation. It was difficult for many to 
see how such a company was really cooperative, inasmuch as 
services were not "restricted to members, since shares of stock 
could be sold to others than actual producers, and profits (or 
losses) on nonmember business accrued to the benefit (or detri
ment) of the bona fide members. Therefore, a plan of restricting 
the services to members only, of retaining the membership in 
the bona fide producers, of eliminating the capital stock type of 
financial structure, and of conducting marketing services at 
cost for members, was considered far more desirable and in 
conformity with the basic philosophy of cooperation. State 
laws legalizing a company of this kind were needed. As in so 
many cases, necessity became the mother of invention, and the 
laws enabling nonstock nonprofit types of companies were drawn 
up and enacted.ll 

As early as 1895 California enacted the first law providing for 
nonstock cooperative associations. It was not until 1914 that 
Congress passed the Clayton Act which exempted nonstock 
farmer companies from the Sherman Antitrust Act. The early 
California law was not specific with respect to the exact manner 
in which nonstock organizations had to be organized; neverthe
less, it became the pattern or framework upon which other laws 
embodying the same principles were enacted. Only 8 states 
are reported to have passed legislation legalizing nonstock 
cooperatives prior to 1918. The reasons for desiring a. nonstock 
la.w rested primarily on" the viewpoint that the capital stock 
cooperatives still retained the capitalistic idea of organization. 
Capital, it was felt, should be loaned to the company rather 
than invested in it. It should not be the basis of membership. 

11 See Chap. III, The Emergence of the Non-stoek Association, in Noul'8e, 
01'. cit., for a good discussion of this subject. 
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Membership is a perBonal matter divorced from ownership of 
capital. It was felt that the nonstock type of organization was 
the proper cooperative method of organizing inasmuch as it 
eliminated the base upon which dividends were declared and 
upon which voting rights were based. In spite of these beliefs 
held by the advocates of nonstock cooperative associations, the 
authors believe that a cooperative organization may be just as 
truly cooperative when incorporated under the capital stock 
laws as under the nonstock laws. 

Since there is this important difference in organization, a num
ber of states have passed two laws legalizing cooperative associa
tions, one law permitting organization with capital stock, and 
the other without capital stock. Other states, however, incor
porate in the same stat~te the permission to organize on either 
basis. As late as 1929 a decision of an Oklahoma case II indicated 
that the United States Supreme Court felt that the associations 
incorporated under the nonstock law of that state were truly 
cooperative, whereas those incorporated under the capital stock 
law were but little different from the usual corporation. This 
decision indicates that some courts retain the view that the 
nonstock corporation typifies more nearly the cooperative associ
ation in fact. 

t1NIFORM AGRICULTURAL COOPERATIVE ASSOCIATION ~CT 

At the instigation of one of the large general farm organizations 
in 1925, the National Conference of Commissioners on Uniform 
State Laws was requested to prepare a. uniform cooperative 
marketing a.ct. After 11 years, the fifth revised draft of the 
act was finally approved by the National Conference of Com
missioners on Uniform State Laws and by the American Bar 
Association meeting at Boston, Mass. in August, 1936. In a 
prefatory note to the "act the following statements are made: 

The aet is especially designed for producers of agricultural products, 
and membership in the associations is limited to such producers. It 
provides safeguards that it is thought will avoid abuses detrimental to 
the cooperative movement. It should meet the requirements of the 
Cooperative Banks, Rural Electrification and other Federal agencies 
doing business with cooperative associations of farmers. 

U FrMl v. Corporalioft CommiBrion oj Oklahoma, 278 U'. S. 511i. 
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The restrictions on dividends and doing business with nonmembers 
conform to' the provisions of the federal statutes, exempting such 
cooperativeS ·from income tax and antitrust laws, and to what may be 
considered sound practices for nonprofit corporations. 

The procedure for organizing a cooperative association is in harmony 
with the provisions for the organization of business corporations under 
the Uniform Business Corporation Act. Other provisions lSec. 6 (d), 
Sec. 9, (I)] follow modern corporation statutes, in an attempt to elimi
nate many troublesome questions that may arise under the ultra vires 
doctrine. 

It is thought that the act will place cooperative associations on a 
higher business plane, approaching that of business corporations, so as 
to reduce the wide chasm that both laymen and lawyers have been 
prone to .consider as separating cooperative associations from business 
corporations, without depriving such associations of any of the rights, 
privileges or exemptions which they have heretofore enjoyed. 

The members and directors are given much latitude in providing 
suitable limitations and restrictions on the business and management of 
the association. They may insert such safeguards and restrictions in 
the Articles of Incorporation and in the Bylaws as may be deemed 
necessary in view of the particular type of association or the kind of 
business in which it is engaged. 

The act avoids the expense of recording a large number of uniform 
membership contracts, by providing for the recording of only one of such 
contracts, and showing by affidavit the list of members who have signed 
similar contracts. It is thought that the act will give the desired 
flexibility in the management of cooperative associations, and at the 
same time provide safeguards and apply to their operations principles 
deemed vital to their success.lI 

FEDERAL LAWS 

Federal laws legalizing cooperative marketing and purchasing 
associations were not enacted so early as state laws, even though 
many cooperative associations engaged in interstate and foreign 
commerce were in need of federal enabling legislation. Although 
associations do not incorporate under existing federal laws, the 
status of those engaged in interstate and foreign commerce is 
defined. A brief statement of federal acts bearing upon coopera
tive associations follows: 

11 Copies of the uniform act may be obtained from the Secretary of the 
Committee of the National Conference of Commissioners on Uniform State 
Lawa, 1140 North Dearborn St:, Chicago. 
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Sherman Antitrust Act. The Sherman Antitrust Act was 
passed by Congress at a time (1890) when cooperative associa
tions in this country were in their infancy. Considering the 
generally prevalent disdain for trusts and combinations, it was 
natural that the courts of the country should interpret coopera
tive associations in the spirit of the antitrust law. The first 
Section of this act reads as follows: 

Every contract, combination in the form of trust or otherwise, or 
conspiracy in restraint of trade or commerce in any Territory of the 
United States or of the District of Columbia, or in restraint of trade 
between any such Territory and another, or between any such Territory 
or Territories and any State or States or the District of Columbia, or 
with foreign nations, or between the district of Columbia and any 
State or States or foreign nations, is hereby declared to be illegal. 
Every person who shall make any such contract or engage in any such 
combination or· conspiracy shall be deemed guilty of a misdemeanor, 
and, on conviction thereof, shall be punished by fine not exceeding 
$5,000, or by imprisonment not exceeding one year, or by both said 
punishments, in the discretion of the court. 

Until 1910 the United States Supreme Court consistently ruled 
that restraints of trade, whether reasonable or unreasonable, 
were prohibited by this act. But after 1910 the so-called 
"rule of reason" became the criterion of infractions. Mere 
size and method of organi.zation were not indications in them
selves that trade was being restrained. Action, rather than 
size, was questioned. As the large-scale cooperative associations 
grew to an extent that they sold products from all parts of a 
state they were vitally interested in knowing their status under 
the Sherman act. Decisions of the courts soon showed that the 
cooperatives had a precarious standing under this law and were 
easily adjudged as combinations in restraint of trade. Judge 
Miller points out in the article quoted on page 270 that during 
the period 1890-1910 "directors and officers of selling coopera
tives were indicted in five states under state antitrust laws, and 
in Louisiana under the Sherman act." 

The growth of large-scale cooperatives might easily have been 
retarded by the Sherman Antitrust Act in two ways: (1) in a 
direct way by the adverse decisions of the courts which adjudged 
cooperat~ves to be combinations in restraint of trade; (2) in. an 
indirect way by creating the belief that this law was an effective 
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means of curbing monopolies and, therefore, that there was no 
particular need for cooperatives to combat the trust. In Sweden 
where no legislation has been enacted to curb the cartels, con
sumers and producers resorted to cooperation to fight monop
olism. The Swedes did not rely on political measures to win 
the battle against the trusts as the Americans generally have. 
They took economic measures. As a direct consequence, numer
ous consumerS' cooperative producing and distributing companies 
have emerged in Sweden. These might not have arisen if com
petition had been operating freely. During the postwar period, 
however, the more liberal attitude toward large-scale enterprises 
and their methods of conducting business, U exemplified in 
many instances by powerful holding companies, may have been a 
factor in causing people to consider cooperation as the only 
effective means of meeting these giants in business and industry. 
Does not the "cooperative" boom of the thirties reflect in part 
this public sentiment? 

The Clayton Act of 1914. Leaders of the cooperatives desired 
a definite statement in the laws which would exempt them from 
the provisions of the Sherman act. In 1914 the Clayton amend
ment was passed and exempted agricultural and horticultural 
organizations instituted for the purpose of mutual help. Section 
6 of this act included the following provisions: 

That the labor of a human being is not a commodity or article of 
commerce. Nothing contained in the antitrust laws shall be construed 
to forbid the existence and operation of labor, agricultural, or horticul
tural organizations, instituted for the purposes of mutual help, and not 
having capital stock or conducted for profit, or to forbid or restrain indi
vidual members of such organizations from lawfully carrying out the 
legitimate objects thereof; nor shall such organizations, or the members 
thereof, be held or construed to be illegal combinations or conspiracies 
in restraint of trade, under the anti~rust laws. [Italics by authors.] 

It will be noted that this provision simply exempted the 
nonstock, nonprofit cooperative association but did not clarify 

It The reader is advised to read the case Appalachian Coala, Inc. v. 
United Statu, 288 U. S. Reports 344 (1932) for the U. S. Supreme Court's 
approval of the organization of an agency.to market and fix the price of 
coal for 137 independent coal mining companies without being considered in 
violation of the Sherman Antitrust Act. It approves the extension of 
eooperative principles to private companies. 
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the status of the capital stock associations. Since a large 
number of farmers' organizations had capital stock, and others 
were interested in organizing with capital stock, there arose a 
persistent demand that a definite federal law be enacted which 
would legalize both types of associations. Precedence had 
already been set by the passage of many state cooperative laws. 
It should not be inferred from the wording of this act that 
farmers' nonstock associations were permitted to engage in 
illegal business operations; it simply expressed the opinion of 
Congress that the organizations per se were not illegal and were 
not to be dissolved if they met the conditions specified in Sec
tion 6. 

The United States Department of Agriculture Model Bill. 
Following the passage of the Clayton Act it soon became evident 
that associations which were to benefit from its enactment would 
have to be incorporated as nonstock associations. In order 
to bring about a uniformity of state and federal laws the Depart
ment of Agriculture at Washington prepared and published in 
1917 a department bill which was suggested as a model to the 
several states. In drafting this bill the experiences of states 
that had already incorporated certain specific features in their 
cooperative laws were considered. 

The bill, which was to serve as a model, included provisions 
for the incorporation of either capital stock or nonstock associa
tions, provided for marketing agreements, and for penalties 
in the event of breach of contract. Other provisions relating to 
voting, ownership of stock, and distribution of patronage divi
dends were included. The department's bill found ready 
acceptance by numerous states during the years 1917-1921 
after which the Sapiro model bill became better known. It 
also had its effect upon the wording of the Capper-Volstead 
Act of 1922. 

Capper-Volstead Act of 1922. With the passage of the 
Capper-Volstead Act in 192211i the uncertainty of the capital 
stock associations was removed. This law was quite different 
from the Clayton Act in that it definitely authorized the associa
tion of agricultural producers. The Clayton Act was primarily 
designed to permit the organization of laborers for their mutual 

II See NOUB8B, OPe cil.. pp. 252-261 for an account of the p888age of 
this act. 
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benefit; and merely included, as an afterthought, the nonstock, 
nonprofit associations of agricultural producers. The Clayton 
Act, however, is not repealed by the passage of the Capper
Volstead Act. The Capper-Volstead Act does not permit 
cooperative marketing associations to conduct their businesses 
as monopolies in restraint of trade which the Sherman act 
prohibits. 'rhe act permits the organization of producers of 
agricultural products to engage in interstate commerce and 
defines the method of organization of such association. Inas
much as this act is exceedingly important its text is given in 
Appendix A. 

Outstanding features of this act are: Each member is allowed 
one vote or, if voting is on a stock basis, dividends on stock can 
not exceed 8 per cent; nonmember business may not exceed in 
value that of members; the secretary of agriculture may deter
mine whether the associations have unduly enhanced prices as a 
result of monopoly or restraint of trade; organizations with and 
without capital stock are permitted; marketing agreements are 
sanctioned; associations are restricted to agricultural pro
ducers; the associations are to operate for the benefit of their 
members; several associations may have marketing agencies in 
common; associations mayor may not be incorporated. The 
act does not apply to purely cooperative purchasing associations 
or to consumers' cooperatives, nor does it provide for incorpo
ration. Associations should incorporate under their state laws. 

Certain clauses of this act define cooperative marketing more 
liberally than do many state laws. The nonprofit feature 
stressed by cooperative leaders as the chief identification of a 
cooperative is considerably weakened by permitting associations 
to pay as large a dividend on stock as they desire as long as the 
voting is on a one-man, one-vote basis. The fact that the busi
ness is not restricted to the member-producers but may come from 
nonmembers to the extent of being 50 per cent of the total value 
of all business further liberalizes the view of what really con
stitutes cooperation. The possibility of making net profits 
upon this nonmember business and of having such profits inure 
to the benefit of the members alone places the cooperative in 
somewhat the same category as that of commercial businesses. 

The fact that associations, organized under the Capper-Vol
stead Act, are confined to "persons engaged in the production of 
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agricultural products, as farmers, planters, ranchmen, dairymen, 
nut or fruit growers" indicates that this restriction and classifica
tion was considered reasonable by Congress. The context of the 
act also intimates that cooperatives might become monopolies 
and unduly enhance prices to consumers. The belief evidently 
was held that prices would be enhanced somewhat, but if they 
became unduly enhanced then the Secretary of Agriculture and 
not the Federal Trade Commission or the Department of Justice 
is to step in to protect consumers. Although undefined in the 
act no doubt the term "unduly" will be interpreted largely on the 
basis of the disposition of the Secretary toward cooperative 
marketing in general and any association in particular. The 
fact that the Secretary of Agriculture rather than the Federal 
Trade Commission or the Department of Justice is charged with 
investigating any undue enhancement of prices indicates the 
sympathetic attitude of Congress towards the cooperative move
ment. There is, however, no clause in the act preventing the 
Federal Trade Commission from taking action against a coopera
tive in the regular course of its duties. Nor does the act permit 
the cooperatives to adopt methods of conducting business which 
are not permitted to other lawful associations. 

SUPPLEMENTARY LAWS 

In addition to the enabling legislation discussed above several 
other laws were passed by Congress which definitely influenced 
the development of cooperative marketing associations. These 
acts are considered as supplementing the enabling acts and 
likewise indicate a favorable public policy relating to the develop
ment of cooperative marketing agencies. In 1926 an act to 
create a Division of Cooperative Marketing in the Bureau of 
Agricultural Economics was passed. This division became one 

. of the most constructive governmental bodies assisting coopera
tive marketing associations in the United States from 1926 to 
1929. The division was authorized: 

To acquire, analyze, and disseminate economic, statistical, and 
historical information about cooperative associations in the 
United States and foreign countries; 

To study all phases of cooperation and publish results thereof; 
To make surveys of accounts and other phases of cooperative 

practice for cooperative associations at their request; 
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To advise with committees of producers desirous of forming 
associations ; 

To acquire information of crop prospects, prices, market 
movements, and receipts and through marketing specialists to 
disseminate such information to cooperatives and others; 

To promote the knowledge of cooperative principles and 
practices for the development of cooperation in this country. 
In short, the division became a national research and extension 
agency in cooperative marketing. 

One other provision of this law, namely, Sec. 5, is significant. 
This section specifically permits associations of agricultural 
producers to exchange past, present, and prospective crop, mar
ket, statistical, economic, and other similar information. Such 
exchange may be directly between associations or through a 
common agent created for such purpose by them. Some critics 
contend that this provision grants cooperatives privileges which 
the Sherman act forbids private institutions, while others claim 
in defense that this proviso is no more liberal than rights conceded 
to trade associations and is in fact designed to make cooperatives 
more efficient marketing units with more intelligent bases for 
pricing farm products, all of which inures to the benefit of the 
producers directly and to society in general.1e In a very prac
tical manner this provision in 1926 permitted cooperatives to 
do what the NIRA of 1933 in its code agreements wanted all 
American industry to do. In 1929 the division was taken over 
by the Federal Farm Board, and since 1933, it has been a research 
and service division of the Farm Credit Administration. 

On Feb. 24, 1925, the President approved the so-called Purnell 
Bill which appropriated $20,000 for the fiscal year ending June 
30, 1926 (increased by $10,000 each year until the sum of $60,000 
was_reached), to each agricultural experiment station for the 

H In the cases Maple Flooring Manufacturers' AS8ociation v. United Stata, 
268 U. S. 563 and in Cement Manufacturers' Protective Association v. United 
Statu, 268 U. S. 588, the Supreme Court held that those industries engaged 
in the same line of business may, through their trade associations, exchange 
information regarding stocks on hand, prices being charged, and orders 
remaining unfilled. No authority was given, however, for agreement on 
price schedules. Cases of this kind fall in the twilight zone of permitted 
joint action which has been allowed under certain conditions to trade 
associations. See also Sugar Institute v. United Statfl8 297 U. S. 553 (1936), 
(or the most recent decision relating to this subject. 
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purpose of "making experiments bearing directly on the produc
tion, manufacture, preparation, use, distribution, and marketing 
of agricultural products . . . and such economic and sociological 
investigations as have for their purpose the development and 
improvement of the rural home and rural life . . ." Many 
experiment stations began research studies in the field of coop
erative marketing and purchasing and on the basis of such research 
took a. more active part in extension activities on behalf of 
cooperation. 

Another act which was passed in 1927 prevented the discrim
ination against farm cooperative associations by boards of trade. 
The grain cooperatives, which became rather large, desired 
membership in some of the grain exchanges, but were denied on 
the grounds that they paid a patronage refund ("rebate" as the 
boards of trade call it) to their members, a practice which regula!" 
members did not follow. In essence, however, this was merely a 
discrimination against the associations. The act which prevents 
such discrimination includes the following important section. 

Section 2. No board of trade whose members are engaged in the 
business of buying or selling agricultural products or receiving the same 
for sale on consignment in interstate commerce shall exclude from mem
bership in, and all privileges on, such board of trade, any duly author
ized representative of any lawfully formed and conducted cooperative 
association, corporate or otherwise, composed substantially of producers 
of agricultural products, or any such representative of any organization 
acting for a group of such associations, if such association or organi
zation has adequate financial responsibility and complies or agrees to 
comply with such terms and conditions as are or may be imposed 
lawfully on other members of such board: Provided, That no rule of a 
board of trade shall forbid or be construed to forbid the return on a 
patronage basis by such cooperative association or organizatio~ to 
its bona fide members of moneys collected in excess of the expense of 
conducting the business of such association. 

In the Grain Futures Act, 1922, Congress included in Sec. 5 the 
following antidiscrimination clause. 

The Secretary of Agriculture is hereby authorized and directed to 
designate any board of trade as a "contract market" when, and only 
when, such board of trade complies with and carries out the following 
conditions and requirements. [provisions a, b, c, and d are omitted 
here.] 
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Il. When the governing board thereof does not exclude from member
ship in, and all privileges on, such board of trade, any duly authorized 
representative of any lawfully formed and conducted cooperative associ
ation of producers having adequate financial responsibility which is 
engaged in cash grain business, if such association has complied, and 
agrees to comply, with such terms and conditions as are or may be 
imposed lawfully on other members of such board: Provided, That no 
rule of a contract market shall forbid or be construed to forbid the return 
on a patronage basis by such cooperative association to its bona fide 
members of moneys collected in excess of the expense of conducting the 
business of such association.17 

In 1932 the Secretary of Agriculture was called upon to invoke 
this provision of the act as the following case shows. 

On Apr. 12, 1932, the Farmers' National Grain Corporation 
asked the Secretary of Agriculture to take action against the 
Chicago Board of Trade for denying full trading privileges to the 
corporation and its subsidiary, the Updike Grain Company. 
Some months later the federal grain futures commission issued a 
suspension order, to which the Board of Trade filed an appeal. 
The appeal was based on the contention that the Farmers' 
National Grain Corporation was not a lawfully organized and 
conducted cooperative, that it did not have adequate financial 
responsibility, and did not comply with terms and conditions 
imposed upon other members. On Oct. 31, 1933, the Circuit 
Court of Appeals of the Seventh District set aside the suspension 
order. 

Measures to prevent the discrimination of any corporation 
against the cooperatives have also been enacted in some of the 
state cooperative laws. In the Wisconsin law this antidiscrimi
nation clause reads, "Whenever any corporation shall have 
discriminated against any cooperative association transacting 
business in this state, its charter may be vacated or its existence 
annulled, if it is a domestic corporation; or, if it is a foreign cor
poration, its license to transact business in Wisconsin may be 
revoked. • • ." Soon after the passage of this clause suit was 

17 This section in the 1936 Commodity E:'l:change Act is changed only to 
the extent of substituting the word "commodity" for "grain." Section 
Sa (1) and (2), a new section in the Commodity Exchange Act not found in 
the Grain Futures Act, further elaborates upon the rights of cooperative 
associations that have membership in commodity exchanges. 
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brought against a Milwaukee dairy that discriminated in price 
against a producers' bargaining association. In the Wisconsin 
criminal law there is also an anti-slander provision which 
makes it unlawful for any person to "wiHully and maliciously 
make, circulate, or transmit to another or others, any false state
ment, rumor or suggestion, written, printed, or by word of mouth, 
which is directly, or by inference, derogatory to the financial 
condition or affects the solvency of . . . cooperative associa
tions." In this respect cooperatives are placed in the same 
category as banks, building and loan companies, and investment 
companies. 

Important in the history of cooperative marketing was the 
Agricultural Marketing Act of 1929. This act was primarily an 
agricultural relief measure adopted by a Republican administra
tion during the spring of 1929. It propagandized the cooperative 
movement in this country as perhaps no other federal law has 
ever done. The first paragraph stated the declaration of policy 
of Congress in the following terms: 

Section 1. (a) That it is hereby declared to be the policy of Congress 
to promote the effective merchandising of agricultural commodities in 
interstate and foreign commerce, so that the industry of agriculture will 
be placed on a basis of economic equality with other industries, and to 
that end to protect, control, and stabilize the currents of interstate and 
foreign commerce in the marketing of agricultural commodities and their 
food products-

(1) by minimizing speculation. 
(2) by preventing inefficient and wasteful methods of distribution. 
(3) by encouraging the organization of producers into effective associ~ 

ations or corporations under their own control for greater unity of effort 
in marketing and by promoting the establishment and financing of a 
farm marketing system of producer~wned and producer-controlled 
cooperative associations and other agencies. 

(4) by aiding in preventing and controlling surpluses in any agricul
tural commodity, through orderly production and distribution, so as to 
maintain advantageous domestic markets and prevent such surpluses 
from causing undue and excessive fluctuations or depressions in prices 
for the commodity. 

The principal features of this act were the following: It provided 
for the creation of a Federal Farm Board of eight members, of 
which the Secretary of Agriculture was ex-officio member. It 
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called for the appointment of advisory commodity committees 
which were to advise with the board members concerning the 
marketing of their respective commodities; it provided a revolving 
fund of 500 million dollars from which loans were to be made to 
cooperative associations (1) for merchandising purposes, (2) for 
the construction of facilities, (3) for the formation of clearing
houses, (4) for increasing the amount of cash advances to pro
ducers-so-called II commodity loans," (5) for extending the 
membership of the cooperative associations; it provided for the 
establishment of stabilization corporations to handle whatever 
surpluses of agricultural commodities may exist; it also provided 
for price insurance to cooperatives and it established producer 
controlled clearinghouses. 

The commission was primarily a planning commission and not 
a regulatory, fact-finding, or an investigatory one. With a 
very active personnel on the Federal Farm Board during its 
early years, it did a great deal to promote the development of 
cooperative marketing in the United States. Never before had 
this movement received such direct governmental sanction. 

In other pages of this text, mention was made of the board's 
activity in the establishment of national cooperative marketing 
associations, of the coordination of marketing activities of com
petitive cooperative associations, of the great extent of coopera
tive financing which the board undertook, and of the crucial 
problems which were met in the operation of stabilization cor
porations for wheat and cotton. There is no doubt about the 
fact that the Federal Farm Board left its mark upon the progress 
of cooperative marketing in the United States. 

With the incoming Democratic administration in 1933 and 
following the passage of the Agricultural Adjustment Act, most 
of the important functions of the Federal Farm Board were taken 
over by the Farm Credit Administration. Much of the direct, 
concerted assistance to cooperative marketing associations by 
federal authorities was discontinued. In its place the Coopera
tive Division of the Farm Credit Administration is functioning 
as a research and service agency. 

COMPLEMENTARY LAWS 

In addition to these supplementary acts, a number of laws have 
been passed by Congress which assist coooerative marketing 
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associations in their operations. These may be termed "comple
mentary laws." In 1916 the United States Warehouse Act was 
passed which became instrumental in assisting cooperative asso
ciations with their financing activities. Cooperatives were now 
in a position to store agricultural commodities in federally licensed 
warehouses, obtain warehouse receipts for them, and use these 
receipts as collateral with financial institutions. This made it 
possible 'to advance a substantial amount upon the products 
delivered by the producers months before they were sold. 

The negotiability of the warehouse receipts and their general 
acceptance by the leading bankers of this country made it possible 
for the large-scale associations to tap the large banks in the key 
cities for the huge funds which were needed to make the advance 
payments. 

During the depression of 1921, the act creating the War Finance 
Corporation proved to be of inestimable value to cooperative 
associations. Its huge revolving fund was particularly instru
mental in financing large-scale cooperative cotton and tobacco 
marketing associations. The importance of the War Finance 
Corporation is discussed in the chapter on Financing. 

Likewise the Intermediate Credit Act of 1923, which provided 
for the establishment of 12 intermediate credit banks, 
proved to be of great value to the large-scale cooperative associa
tions of this country in their financing activities. For the 
first time, credit of a longer duration than the usual short-time 
commercial credit was made available to farmer cooperative 
companies. The storing of farm products for several months 
and the desirability of making advance payments to producers, 
immediately upon delivery of their products, created a real 
need for the type of credit which the intermediate credit banks 
were in a position to extend. 

The Revenue Act of 1926 contained a provision (Sec. 231) 
which was a boon to cooperative associations. This provision 
exempted cooperative associations from the taxation of their net 
incomes. While it was held in theory that cooperative associa
tions were nonprofit, yet many tax collectors who examined their 
financial statements, and who were not particularly versed in 
the objectives and modes of operation of cooperatives, construed 
these associations as actually earning net incomes which were 
taxable •• Consequently, a specific ruling by Congress which 
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would exempt cooperative organizations was necessary. Under 
the Internal Revenue Act of 1934, cooperative associations 
exempted from paying federal income taxes are also eligible for 
exemption from paying capital stock and excess profit taxes. 
Associations must communicate with the collector of internal 
revenue for the district in which the cooperative is located if 
exemption from the payment of capital stock, excess profits, and 
income taxes is desired. Briefly, the 1934 act required the 
following conditions before exemption would be granted: 

1. Practically all of the voting stock or voting memberships 
must be held by farmers and by those producers who patronize 
the association. 

2. The association must be organized and operated on a 
cooperative basis for the purpose of marketing farm products or 
purchasing farm supplies. The total sales value less the neces
sary marketing expenses must be returned to producers. In 
purchasing associations supplies are to be sold at cost plus 
necessary expenses. 

3. Both members and nonmembers of marketing and pur
chasing associations must receive equal treatment with respect 
to patronage dividends. The patronage dividend for a non
member may be held by the association to apply on the purchase 
of a. share of stock or membership. 

4. Reserves or surpluses that are retained must be in con
formity with the law of the state in which the association is 
incorporated, or such reserves must be reasonablE> and for 
necessary purposes. 

5. Dividends on capital stock must not exceed 8 per cent or 
the legal interest rate of the state of incorporation, whichever is 
greater. 

6. At least 50 per cent in value of the marketing and supply 
business must be transacted with members. Not over 15 per 
cent of the purchasing business may be with persons who are 
neither producers nor members. ' 

In any event an association should communicate annually 
with the collector of internal revenue of the district in which the 
association is located and secure the necessary forms for exemp
tion. Exemption is not automatic even if it was once granted. 
Proper claim and application must be made for it. 
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PUBLIC AUDITS 

A feature commonly found in enabling legislation in foreign 
countries is a provision requiring the cooperatives to have their 
accounts regularly audited by some public auditor. This 
provision is singularly absent from federal and state legislation 
(except in Minnesota) in the United States. The requirement 
that an annual report be prepared and submitted to some 
administrative officer of the state is not nearly so rigid a require
ment as the necessity of submission to an annual audit by an 
appointed officer of the state. Most cooperatives, particularly 
the larger ones, have their accounts audited either by state 
accountants, private auditing firms, or by auditors provided by 
cooperative associations. Thus, the state Farm Bureau Federa
tions, the Farmers Union, and the Central Cooperative Whole
sale of Superior, Wisconsin, provide an auditing service for 
their affiliates. This voluntary audit serves the same purpose 
as does a compulsory audit. However, in associations in which 
no audit is made, much may be gained, no doubt, if an annual 
critical review of the business would be made by a sympathetic 
and constructive auditor. 

EARLY ATTITUDE OF THE COURTS-VIOLATION OF ANTITRUST 
LAWS 

It has already been stated in the earlier part of this chapter that 
the common law considered all combinations as restraining trade 
and competition and that some courts considered the early 
cooperative associations as falling under the dictum of the com
mon law. The passage of the state cooperative marketing laws 
indicated, however, a change of public policy toward cooperative 
marketing associations. But these laws were not passed by 
most of the states until after the passage of the Sherman Antitrust 
Act of 1890. Numerous states also adopted provisions in their 
state antitrust laws which exempted farmer cooperative market
ing associations from the same. Courts, therefore, were obliged 
to pass upon the constitutionality of the state cooperative 
marketing acts, as well as upon the provisions exempting the 
associations from the antitrust laws. In other words, courts 
were called upon to decide two important questions: (1) are 
cooperatives organizations in restraint of trade violating the 
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common law rules regarding monopoly or the Sherman Antitrust 
Act; and (2) if they are, have the state legislatures the power to 
exempt them from these laws in view of the principles enunciated 
in the 14th Amendment? 

Ea.rly decisions of the courts held that cooperative associations 
were in violation of the antitrust laws and that their exemption 
constituted a type of class legislation not amenable to the 
14th Amendment to the Federal Constitution. 

In 1895 the Illinois Supreme Court held that the Chicago 
Milk Shippers Association was an illegal corporation because 
it fixed the price of milk and controlled the production of the 
same, and in a Texas case in 189/, the court held that the anti
trust law of the state of Texas was unconstitutional for its 
exemption of cooperative corporations. In another case in 1902 
the Supreme Court of the United States ruled that the Illinois 
law was unconstitutional because it included a clause which 
exempted fa.rmers and truckmen from its provisions. But 
perhaps the most outstanding illustration of the court's inter
pretations of undue restraint of competition was the Iowa case 
of Reeves v. Decorah Farmers' Cooperative Society.1s 

Three hundred and fifty hog producers at Decorah, Iowa, 
organized a cooperative association for the marketing of their 
hogs in 1911 under the general corporation laws of Iowa (no 
cooperative law had been enacted.) For two years the coopera
tive was fairly successful. The purpose of the association was not 
to accumulate a large surplus and pay dividends, but simply to 
establish a market at Decorah where the fa.rmers would receive 
all that their hogs were worth at the local loading point. 

In this community there was also a local hog buyer named 
Reeves, who bought hogs to be consigned to the Chicago market. 
He brought suit against the association, charging that the group of 
fa.rmers through their association made it necessary for him to 
pay more than the market price for hogs in that locality. A 
provision of the bylaws of the association stated that in the event 
any member sold hogs to anyone outside of the association, a 
"maintenance fee" of 5 cents per hundredweight should be paid 
to the association as liquidated damages. Reeves held that the 

U The reader is advised to peruse the case in 160 Iowa 194. or 140 N.W. 
8« (1913). A good analysis of the facts, ru1ings. aud mtllrpretations of 
this case is made by Nourse. op. N .• pp. 337-343. 
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association was in restraint of trade, was a monopoly, and 
suppressed competition. 

The Supreme Court of Iowa upheld a permanent injunction 
against this little group of producers on the ground that Reeves 
was placed at a disadvantage and could not compete with the 
society in purchasing hogs from its members and that the mem
bers were not free to deal with the plaintiff or anyone else. The 
court continued by saying that if the members dealt with Reeves, 
he either forfeited his profits by reason of having to pay too much 
for his hogs, or they forfeited a part of their purchase price as a 
penalty for selling outside of the association. 

Since the time of the Reeves case (1913), the Iowa Supreme 
Court has decided similar cases with antithetical verdict and 
opinion. 11 Considered in the light of present public policy a 
decision such as was handed down in the Reeves case would be 
improbable. In Colorado, however, as late as 1925 the court 
held that marketing contracts entered into prior to 1923, when 
the state cooperative law was passed, were in restraint of trade. 

LATER ATTITUDE OF THE COURTS-COOPERATIVES NOT 
MONOPOLms 

The attitude of the courts toward the cooperatives soon became 
changed when the public policy toward these institutions was 
expressed in the enabling acts passed by many state legislatures. 
The state cooperative laws, Sec. 6 of the Clayton Act, and the 
Capper-Volstead Act which exempted producers' associations 
from the provisions of the antitrust laws were no doubt powerful 
influences in bringing about general approval of cooperative 
associations by the courts. The legislatures expressed their 
policies in no uncertain terms as the following quotation from 
the Bingham Cooperative Marketing Act, Acts of Kentucky 
1922, indicates. 

Any association organized hereunder shall be deemed not to be a 
conspiracy nor a combination in restraint of trade nor an illegal monop
oly; nor an attempt to lessen competition or to fix prices arbitrarily or 
to create a combination or pool in violation of any law of this State; and 
the marketing contracts and agreements ~tween the association and 

U Clear Lake Coopflf'atille LWeBtock Shippflf'a' ABsociation v. Weir (Iowa, 
\~\ 200 Iowa 1293; 206 N.W. 297. 
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its members and any agreements authorized in this act shall be con
sidered not to be illegal nor in restraint of trade nor contrary to the 
provisions of any statute enacted against pooling or combinations. 

The fact that the cooperative laws were passed at a later date 
than the antitrust laws indicated that it was the intention of the 
legislatures that the antitrust laws were not to apply to farmers' 
cooperative associations. No longer was the common-law 
dictum applied indiscriminately to the associations, nor was the 
operation of the cooperatives considered as in restraint of trade 
and competition. The courts assumed an entirely different 
attitude and took judicial notice of the economic considerations 
of agriculture. 

Among the economic bases for decisions that were made by 
the courts the following appeared to be uppermost: 

1. Cooperatives do not control agricultural production and 
hence do not have a strict monopoly of the product which they 
market. 

2. Cooperatives do not fix prices according to the usual inter
pretation of that concept, nor do they control the market, but 
simply sell the products for the best price obtainable in markets 
that are open to other businesses, as well as to the cooperative. 

3. The agricultural depression of 1921 brought to the attention 
of the courts the plight in which American farmers found them
selves and brought to the fore the wide margins between prices 
received by farmers and those paid by consumers. Improved 
marketing, which was the aim of the cooperative associations, 
was not only laudable but distinctly advisable, not only from 
the standpoint of the farmer's direct benefit, but from that of 
social welfare. 

4. The operation of cooperatives did not result in increasing the 
cost of farm commodities to consumers. On the contrary 
careful grading and standardizing of products, the general 
improvement in the quality and the pack of farm goods, and the 
regularity with which they were sent to the markets of the 
country were distinctly advantageous to consumers. 

5. Knowledge of the conditions against which farmers had to 
struggle in the market place where the financially weak, small
scale producer was pitted against the much better informed and 
financially more powerful middleman. Cooperation was simply 
a means of organizing the small-scale sellers on one side against 
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the established organized buyers on the other-a fair objective 
under any circumstances. 

6. The importance of agricultural prosperity in a nation of 
interrelated industrial and agricultural activities was considered 
essential to public welfare; therefore, thb cooperative association 
which aimed to improve the lot of farmers was not only approved 
but encouraged by statesmen, businessmen, bankers, and the 
public in general. 

In addition to the economic basis for the change in the decision 
of the courts, there were certain ethical considerations involved. 
In BOme of the court decisions there is the suggestion that the 
court realized the injustice which farmers had to bear as a result 
of the craftiness and greater expertness of private tradesmen. 
Consequently, some courts looked upon the development of 
cooperatives as a. means of obtaining justice for the producers 
and as an important step in the direction of obtaining just 
returns for farmers. The courts also recognized that membership 
was a voluntary undertaking of producers, and, contrary to 
earlier court decisions, cooperatives were not considered monop
olistic in character. 

An association, of course, cannot engage in acts illegal and for
bidden to private businesses. The law simply declares that an 
association of producers organized for marketing purposes is 
not a monopoly; but that does not mean that associations may 
not be guilty of monopolistic action. Nor does it absolve 
cooperatives from illegal acts which they may commit. Section 
2 of the Capper-Volstead Act definitely prescribes what action 
the Secretary of Agriculture should take if he has reason to 
believe that any association monopolizes or restrains trade in 
interstate and foreign commerce. In fact in several cases, 
notably in the California. Associated Raisin case (1920), courts 
held certain practices as illegal and monopolistic in character. 

THE CHARGE OF CLASS LEGISLATION 

In the decision of the courts it was apparent that judges in 
earlier years held that the laws exempting farmers' cooperative 
associations from the antitrust acts of the states were a. type of 
"vicious" cla.ss legislation not amenable to the Fourteenth 
Amendment to the constitution. In some of the first cases, 
such as Con'TWUy v. Union Sewer Pipe Company (1902) and in the 
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Grice case ill Texas (1897), the courts held such laws to be uncon
stitutional on the grounds of class legislation. 

Later, however, the courts recognized a real distinction, 
namely, that production in agriculture was not so controllable 
as production in industry and that there are inherent difficulties 
involved in the production of farm products with which industry 
did not have to contend. It was correctly held that there 
was sufficient difference in the problems facing agricultural 
producers from those confronting the producers of industrial 
products to warrant the classification which would exempt the 
former class from the antitrust laws of the state and not the 
latter. Inasmuch as the classification of agricultural producers 
in cooperative marketing associations was considered a general 
classification and not a special one pertaining to a relatively small 
class in society, the exemption was considered not in violation 
of the Fourteenth Amendment. It w~ felt that the organization 
of agricultural producers did not constitute an act prejudicial 
to the interests of society in general,. because of the distinctive 
characteristics of agriculture per se and because of the laudable 
purposes for which the associations were organized. 

In various states of the Union classifications of one kind or 
another have been made which have exempted one group in 
,society from certain laws, but not other groups. For example, 
in Pennsylvania it was considered proper to tax anthracite coal 
operators, but not the bituminous ones; in Louisiana it was 
considered legal to tax the refiners of sugar, but not the planters 
and farmers who ground their own. The Capper-Volstead Act 
exempts the cooperative associations engaged in interstate 
commerce from the federal antitrust law for the same reasons 
that the state laws exempt the associations involved in intrastate 
commerce from the respective state antitrust laws. 

THE SEMIPUBLIC ASPECT OF AGRICULTURAL COOPERATION 

From the beginnings of cooperative marketing in this country, 
there has developed & general feeling that the public has a direct 
interest in the organizations even though it does not contribute 
products to the cooperative for sale and seldom invests in the 
capital used by the cooperatives. In the Standard Cooperative 
Marketing Act, one of the provisions required that the Dean of 
the College of Agriculture of the state of Kentucky was to make 
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a preliminary survey and advise with the leaders of prospective 
cooperative marketing associations before any companies could 
be set up. It also provided in another section that the coopera
tive was to prepare an annual report and file the same with the 
Dean of the College of Agriculture. In 14 states the coopera
tives must file annual reports with some department of govern
ment. In a number of states the cooperative law permits one 
director of the corporation to represent the state at large. Thus, 
in Arkansas the Director of Extension is the director at large, 
representing the public on the board of the Mid-South Cotton 
Growers Association. 

In three countries, namely, Russia, Italy, and Germany, the 
cooperative movement has lost its independent voluntary char
acter and has been brought under the surveillance of the state. 
In October, 1917, with the advent of the Bolshevik party "The 
cooperative movement was brought into subjection as an instru
ment of the Dictatorship of the Proletariat," from which it has 
Dot become entirely free and autonomous in the Soviet State. 
In Germany the cooperative movement has suffered a severe 
setback since May, 1933, when 

••• the National Socialist authorities, on the pretext that the societies 
were mixed up with political activities, but more particularly in the 
interests of private trading enterprise and in pursuance of the antidemo
cratic policy of the new regime, entered forcibly into control of the 
cooperative movement as they had already done in the case of the 
provincial and municipal government. The results to the movement 
in Germany have been, perhaps, more disastrous than in any other land 
where the dictature has entered control. ••. Unless wiser counsels 
prevail, as they well may, the German Cooperative Movement seems 
doomed to extinction, or at least to absorption into the general capitalist 
economy." 

In Italy, the two principles governing cooperation as decreed 
by Premier Mussolini in 1925 are: 

1. The unity of the Movement in the sense that Fascist Cooperation, 
naturally unitary, aims at creating an organization, the voluntary 
character of which does not exclude efficient coordination . 

.. MA.Y, Hmmy r., The Orientation of the International Cooperative 
Movement, in the RBIIimD oj IntemationGl Cooperation (London) 28th year, 
DO. 7. p. 245. July, 1935. 
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2. The supremacy of the State [is to be recognized] in the sense that 
the State must intervene to regulate and to supervise the development 
of Cooperation.n 

Cotta ascribes this need for state regulation to the frightful 
position to which the cooperative movement had fallen. 

Incompetence" speculation and parasitism, then, vitiated and cor
rupted Italian cooperation.2J . . • In Italy, before the advent of Fascism, 
in a small village of 5,000 inhabitants there were to be found three or 
four societies all competing with one another. Instead of one, there 
were three distinct federations with warring party allegiances, distinct 
policies, and clashing objectives.2I 

Cooperatives were aligned with three different political parties 
before Mussolini decreed that all cooperatives were to come under 
the Fascist regime. 

The control of the state is apparent as Hobson states when 
associations are placed "under the minister of national economy 
who has the power, not only to inspect, but to dissolve their 
managing boards and to appoint representatives of his own to 
run the organizations." This in its final analysis means, of 
course, complete control and the abolition of volition. Politics 
and cooperation do not harmonize well. Hence, one principle 
of the consumer cooperators, namely, that of "Political and 
Religious Neutrality," is receiving a severe test in Italy. This 
relationship of the state to cooperatives in general has been ably 
put in the following terms. 

The cooperative system is one which is generally deemed to require 
and deserve special consideration from the State. It is a method of 
increasing prosperity which is open to those with little capital, and 
therefore tends to a rapid increase of social wealth; it is of mutual 
advantage to all those engaged in it; it provides greater security than 
the individual enterprise; it can reach a socially more beneficial standard 
in the conduct of its business, owing to the fact that it is not immediately 
bound to the realization of profits as distinct from the creation of 

Ii COTTA, FREPPEL, "Agricultural Cooperation in Fascist Italy," p.7, 
P. S. King &; Son, Ltd., London, 1935. See also WALTER, KARL, "Coopera
tion in Changing Italy," P. S. King &; Son, Ltd., London, 1934, for a descrip
tion of cooperation in Italy. 

II COTTA, op. cit., p. 2 . 
.. COTTA, op. cit .• p. 1. 
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wealth; finally, particularly as concerns agriculture, it is a useful channel 
for the educational influence of the government on the agriculturist.2f 

All of this does not imply that the state through its adminis
trative officers should run the cooperatives, appoint managers 
and directors, assume financial risks, and remove the necessity 
of efficiency for survival. Such paternalism would have a 
deadening influence on the association-it would be no stronger 
than the intelligence of the officers of the state who may have 
little experience in marketing. The relationship of the state 
which is sought is a sympathetic, affirmative approval of the 
self-governing cooperative type of business-not a paternalistic, 
"wet-nurse" relationship. 

VALUE OF INCORPORATION 

It is not necessary for cooperative associations to be incor~ 
porated, although it is generally advisable that they be so. An 
unincorporated association, in the eyes of the law, is comparable 
to a partnership arrangement in which each member is fully 
liable for the approved acts of the partnership. Incorporated 
organizations have a distinct legal status. The liability of indi
vidual members is usually limited to the amount invested in the 
organization if it is incorporated. Officers and directors, how
ever, are liable to the corporation for all damages suffered by it 
as a result of exceeding the limit of indebtedness fixed by the 
statute, charter, or bylaws. The general rule is that each mem
ber of an unincorporated association is liable for the debt~ and 
obligations thereof incurred during his period of membership 
and which were contracted for the purpose of carrying out the 
approved acts of the association. The incorporated association 
may sue and be sued in its corporate name, whereas a noncorpor
ate association would have to sue or be sued in the names of its 
individual members. Without exception all large-scale associa
tions and those that operate in the central market places are 
incorporated. Most of the local associations having sizable 
capital investments are incorporated, but those without such 
are not incorporated .. Hence, the majority of farmers' elevators, 
creameries, and local supply companies are incorporated, but 

It DIGBY, M£BGA.BIIT, "Yearbook of Agricultural Cooperation," p. XIX, 
The Horace Plunket.t. Foundation, P. S. King &; Son, Ltd., London, tOga. 
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the bulk of the cooperative cheese factories and livestock shipping 
associations are not. 

Before incorporating an association, the laws of the state, in 
which it is planned to incorporate, should be carefully examined 
so that the steps taken may be in accordance with the state law. 
Usually it is advisable to confer with the Secretary of State and 
obtain from him the necessary papers. H an association is to 
operate on a national basis, then it is advisable to incorporate in 
a state that permits meetings of directors and of members to be 
held in other states and that grants associations the right to sell 
stock to associations incorporated in other states. For this 
reason many national associations are incorporated under the 
laws of the state of Delaware. 

LIABn.ITY OF MEMBERS 

The financial liability of members in incorporated associations 
is limited to the amount of capital stock held by the individual 
members. In unincorporated associations, the liability is shared 
jointly and severally and is unlimited. Danish cooperatives are 
not incorporated, but such a condition is wholly unsuited to 
America. In nonstock cooperatives, the liability of members is 
determined by the terms of the membership contract, the bylaws 
of the organization, and the statutes of the state in which the 
association is incorporated. Members in nonstock cooperatives 
cannot be assessed to pay expenses which were not incurred in 
accordance with the powers granted the association by the mem
bership contract. 

Members are liable, however, for any overpayments made to 
them in their advance payments. It is the custom of cooperatives 
to make advances to producers at the time of delivery of the 
product to a pool, such advances being based on the assumption 
that the sale of the products will cover all expenses of marketing 
and the amount of the advance. In the event of a decline in 
prices or a miscalculation of costs or prices, if the advance exceeds 
the net amount realized on the sale, the~ the association may 
recover the difference. H, however, after a final settlement has 
been made with the producer, it is discovered that an error was 
made in such settlement so that the producer received more than 
the net returns from the sale, the producer cannot be held for 



LEGAL BASIS 301 

such excess final payment. The reason the courts have granted 
the association remedy against the producer receiving excess 

. advance payments rests on the grounds that a cooperative is a 
nonprofit, mutually helpful association in which one group of 
members should not profit at the expense of others. An exces
sive advance, if not recovered, becomes an extra cost to the asso
ciation and a financial burden to the members who did not receive 
the excess. In the event products are bought at a cash price 
from the producer below the resale price, then the association 
has no recourse against the producer. 

In capital stock associations the property rights of members are 
based upon the number of shares of stock owned. If associations 
are organized without capital stock, the articles of incorporation 
usually state whether the property rights of members shall be 
equal or unequal and, if unequal, the rule by which their rights 
shall be determined. Many unincorporated associations with
out capital stock have failed to indicate the manner in which the 
property rights are to be determined; as a result, many banks 
throughout the United States are depositories of funds belonging 
to associations that have ceased operating and whose officers do 
not know either legal or equitable ways of distributing the remain
ing assets. Provision shall also be made in the articles of incor
poration for the admission of new members and the basis upon 
which they shall be entitled to share in the property of the asso
ciation with the old members. 

In nonstock organizations, membership is not transferable or 
assignable. In capital stock organizations members may sell 
their stock to anyone if no provisions are stated to the contrary 
in the bylaws of the association or on the face of the stock cer
tificates. However, if the association wishes to prevent the 
stock from falling into hands of persons who are not producers 
it is necessary to define in the organization papers who may hold 
stock and how it may be transferred. Preferably its transfer 
should be permitted only with the consent of the board of 
directors. The association should have the first right of pur
chase of any stock offered for sale. Likewise, it is well to include 
in the bylaws a. clause to the effect that any stockholder who 
ceases to be a. producer also forfeits his voting rights in the asso
ciation. These restrictions should be printed on the face of the 
stock certificate, or on a separate memorandum signed by thQ 
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producer, and incorporated in the articles of incorporation and 
bylaws. 

THE LAW FOR CONSUMER COOPERATIVES 

The Capper-Volstead Act relates entirely to farmers' coopera
tive marketing and distributing associations and does not apply 
to strictly purchasing associations or to cooperative stores. In 
order that consumers' cooperatives may obtain the same legal 
status under federal laws as sales associations have received, 
it will be necessary for Congress to enact permissive legislation 
to that effect. Many of the state cooperative laws, however, 
in their declaration of policy, include farmers' purchasing asso
ciations with the selling organizations. Both federal and state 
courts have upheld the right of individuals to purchase collectively 
commodities which they require in their separate undertakings. 
Such collective buying is carried on to effect economies for the 
purchasers rather than to restrain competition. In a Depart
ment of Labor publication,25 it was stated that in 1930 there were 
consumers' cooperative laws of varying degrees of completeness 
on the statute books of thirty-four states and Alaska, some of 
which were very brief and others specific as to the operation of 
associations incorporated under them. These laws, however, are 
the same cooperative laws which were enacted to legalize the 
distributing associations and no state has passed an enabling act 
relating only to the cooperative purchasing associations.2& 

Farmers' cooperative purchasing associations are also exempted 
from the payment of federal income taxes if they meet the speci
fications set by the law for such exemption. Likewise the Coop
erative Marketing Act of 1926, which created the division of 
Cooperative Marketing, authorized that research cover farmers' 

1& PAlUtER, FLoRENCE E., Consumers', Credit, and Productive Coopera
tive Societies 1929, U. S. Dept. Labor, Bureau of Labor Statistics, Bul. 531, 
p. 83,1931. 

Ie All of the cooperative statutes of the individual states and Alaska are 
given in a recent publication, "Consumers' Cooperative Statutes and 
Decisions," The Consumers' Project, U. S. Department of Labor, Wash
ington, D. C., 1937. "In this volume will be found the acts of the various 
legislatures of continental United State.! which are intended to facilitate 
the organization of consumers' cooperatives. In addition to the statutes 
this volume includes summaries of cases, both Federal and State, in which 
the consumers' cooperative statutes have come before the courts for appli
cation and interpretation." 
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purcha.sing associations and that assistance be given these com
panies. The Farm Credit Act of 1933 and of 1935 included fea
tures that make it possible for farmers' purchasing associations 
to obtain loans from the Federal Intermediate Credit Banks 
and from the Banks for Cooperatives. The acts preventing 
boards of trade from discriminating against cooperative associa
tions relate only to producers' associations and not to consumers' 
companies. 

Questions 

1. What was the status of cooperative associations under the common 
law? 

2. Why were cooperative leaders anxious to have the states pass enabling 
legislation for cooperative associations? Why did not the general corpora.
tion laws suffice? 

S. What were some of the principal provisions of the Standard Coopera.
tive Marketing Act? 

,. Why was there such an urgent demand for laws legalizing nonstock 
associations? 

Ii. Cite the principal provisions of the Capper-Volstead Act. 
6. What supplementary legislation has been enacted for the benefit of 

cooperative marketing associations in the .united States? 
7. What conditions must be met before a cooperative becomes exempt 

from the payment of federal income taxes? . 
8. What was the early attitude of the courts toward cooperative associa.

tions and the reasons for this attitude? What caused the courts to change 
from this early opinion? 

8. Do you think that state laws should require a public director with 
full voting power on the board of directors of all larg&-scale cooperative 
associations? Give the pro and con arguments. 

10. Should all associations, local and regional, be incorporated? Why? 



XII 

Membership Contracts 

A large percentage oj America's large-scale sales associationa 
have written contracts with their members by which the membera 
agree to market their Jarm products through the cooperative associa
tion during a specified period oj time stated in the contract. A 
contract, in brieJ, is simply a statement in writing oj the rights 
and duties oj the members and the association relating to the products 
produced and marketed by the member. Many local marketing 
associations do not use contracts; neither do cooperative purchasing 
companies. 

Contracts vary in length oj time Jrom a 3-month period to a 
20-year period. Most contracts today are oj the selJ-renewing 
kind with annual withdrawal privileges. Ordinarily, signing a 
contract is one condition oj membership in many associations. 
GeneraUy, contracts do not become effective until a certain volume 
oj the crop or a certain number oj producers have signed the contracts. 

A contract has both an economic and a legal value. The greatest 
value Jrom the use oj a contract is obtained in the first Jew years oj an 
association's operations. A contract is no stronger than the wiU 
oj the majority oj the membership--it is a valuable tool but not an 
indispensable one. The agency and the purchase and sale. types 
oj contract have been tested beJore the courts oj the country and have 
received general approval. 

In the event that the member violates his contract, the association 
may obtain redress by obtaining liquidated damages, an injunction, 
and a decree oj specific performance . 

......... 



CHAPTER XII 

MEMBERSHIP CONTRACTS 

A large percentage of cooperative marketing associations use 
membership contracts as an integral part of their system of 
organization. Of 120 federated, centralized, and local associa
tions operating throughout the United States, the authors found 
that 72 per cent used contracts in 1934-1935. Very few, if any, 
of the centralized types of associations and of the federated 
sales associations do without contracts. It is chiefly among the 
local cooperatives such as creameries, cheese factories, elevators, 
and livestock shipping associations where their use is not 
common. 

A contract may be defined in legalistic terms but for general 
purposes it may be described for a. cooperative association as 
a written statement of the rights and duties of the members 
and of the association relating to the marketing of the products 
of the producer through the association. The producer agrees 
to deliver all of his products to the association for a given period 
of time, permits the a.ssociation to pool the products with those 
of other members, agrees to the deduction of marketing costs, and 
assents to certain methods of enforcement of the contract, or 
payment of damages in the event of breach. The association in 
turn agrees to market the products to the best advantage and 
pay for the same on the basis of the prices received for the goods. 
If the contract will be considered as a voluntary agreement 
between the producer and his association in which the rights and 
duties of each are explicitly listed, much of the value of using II. 

contract becomes apparent. 
The terms of a. contract should be specific and clearly stated. 

It is not well to take things for granted. The contract that is 
carefully drawn will state whether the aSsociation shall have the 
right to pool products, whether it has the right to pledge the 
members' products as collateral for loans, how much will be 
deducted from the sale price of the commodities to cover costa 

305 . 
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of operation (only specifically authorized deductions can be 
legally made), and such other conditions as will definitely 
inform the members and the association of their exact rights 
and duties. 

The terms "marketing agreement" and "marketing contract" 
or "membership contract" are synonymous. The term "mem
bership agreement" is sometimes used interchangeably with 
the term "membership contract." There is, however, a dis
tinction between the two. The former term may specify the 
conditions of membership without stipulating the manner in 
which a member's products are to be handled. A membership 
agreement is oftentimes signed by farmers whereby they agree 
to become members of an association, sign the necessary market
ing contracts, and comply with all other terms of membership 
provided a sufficient number of other farmers agree to do likewise. 
For example, one of the conditions of membership which became 
a. basis of the validity of the membership contract in the Northern 
Wisconsin Cooperative Tobacco Pool in 1922 was the require
ment that "growers of 75 per cent of the tobacco produced in 
Wisconsin in 1920 sign similar contracts." 

Although this chapter will deal with the contract between 
producers and their marketing associations, it should be pointed 
out, moreover, that contracts are also drawn up between 
local associations and central sales organizations. Another 
contract is drawn between the central sales association and a 
national marketing association if the central is a member of the 
latter. These contracts differ in their wording from the pro
ducer contracts and are specially drawn up for the purposes they 
serve. Cooperative purchasing associations seldom use member
ship contracts requiring their members to buy exclusively through 
their associations. Certainly, detection of violation would be 
more difficult than in marketing associations, but there may 
also be a feeling that the advantages of a well-managed associa
tion will assure the continued support of the membership without 
need of a contract. 

In the eyes of the law, producers' marketing contracts are 
considered on the same· basis as any other contract recognized 
by law. There are no special considerations, rights and duties, 
powers and exposures which clothe these contracts that do not 
surround ordinary commercial contracts. 
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PURPOSE OF CONTRACT 

Marketing contracts have (1) an economic and (2) a legal 
significance. Under the economic value of the contract we 
note the following important considerations. 

1. A contract is used to assure the association the continuous 
support of its members. In the ordinary private business 
corporation the stockholders expect to profit from efficient and 
skillful management of the business. Reserves are laid aside 
to meet particular emergencies and to offset losses sustained 
during unprofitable years. Profits can therefore be paid out 
of reserves in certain years. Such is not a common practice in 
cooperatives. Each year's business is considered separately
earnings of one year are not prorated on subsequent years' 
business. Hence, each member's regular support is as vital 
to the success of the cooperative as the sale of the products by 
the management. Each member must do his particular part to 
assure the success for aJI. The cooperative, therefore, is entirely 
dependent upon deliveries by its members for its continuance. 
Any business done outside the cooperative is inevitably in com
petition with it. It becomes apparent that in order to assure 
the continuous support of each member, a contract. is essential. 
A contract eliminates the opportunists who merely use the 
cooperative as a means of inveigling higher prices from private 
buyers but who care little for really improving the marketing 
system. In the large centralized associations where members 
are not so personally acquainted with one another as in the 
compact locals, a contract is especially valuable. A continuous 
delivery of commodities to the cooperative by its members 
establishes a permanency and stability in the organization which 
indiscriminate delivery would not accomplish. However, the 
mere formality of signing· contracts does not assure delivery; 
there is no certainty that the association will receive all products 
which such contracts call for. 

Some of the cooperative cotton and tobacco marketing associa
tions in this country have experienced many cases of violation 
of marketing agreements. For example, in the Tobacco Growers 
Cooperative Association of Virginia, North Carolina, and South 
Carolina, it was found that in the years 1922--1925 the following 
percantages of contract signers actually delivered crops in the 
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various years: 1922, 87 per cent; 1923, 75 per cent; 1924, 59 per 
cent; 1925, 45 per cent. When the members of this organization 
were asked, '''When did you first sell outside?' 13.6 per cent 
of those who sold outside admitted first doing so in 1922; 22.1 per 
cent in 1923; 28.2 per cent in 1924; 32.4 per cent in 1925; and 
the remainder stated that they did not know when they first 
broke their contracts. Of all the members visited 44 per cent 
admitted havilig sold outside of the association."l Reasons 
most frequently given by members were: .. forced to sell outside," 
"payments were too low," "association had failed," "everybody 
else was selling outside."1 

In a study of the Staple Cotton Cooperative Association made 
by the United States Department of Agriculture the following 
information in the table below was obtained with respect to the 
deliveries upon marketing contracts. 

TABLII VI.-DELIVBRI1I:S ON CONTRACTS IN THE STAPLE COTTON COOPERA.

TIVJI AsSOCIATION 1921-1925* 

Delivering on contract 
Contracts 

Season signed Percentage of Members contracts signed 

-
1921-1922 1,832 1,508 82.3 
1922-1923 2,445 1,770 72.4 
1923-1924 2,497 1,384 55.4 
1924-1925 2,518 1,165 46.3 

* S ........ aoUT. A. v., Farmers' Cooperative Buaine ... Study, U. 8. DepL Agrc., eire. 397. 
p. 111. 1928. 

According to this table, less than half of the contract signers 
delivered cotton in 1924-1925. There were theoretically 2,518 
contracts in force at the end of 1924-1925, but on only 2,249 
had deliveries been made at any time. This left 269 contracts, 
or 10.7 per cent on which no deliveries had been made and for 
which the reasons for nondelivery were not a matter of record. 
The records of this association showed that of the members who 
signed the contract prior to the end of the first year 1921-1922, 

1 SCANLAN, JOHN J., and J. M. TINLEY, Business Analysis of the Tobacco 
Growers' Cooperative Association, U. S. DepC. Agr., Cire. 100, p. 41, 1929. 

I Ibid., p. 41. 
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14 per cent never delivered cotton to the association; 19 per cent 
delivered in 1921 only; 37 per cent in all of the four years; 11 per 
cent for three years; 17 per cent for two years and 2 per cent for 
one year, except 1921. These illustrations are to point out that 
100 per cent deliveries, even with the use of a contract, are by no 
means definitely assured to the association. 

The experience of the South Carolina Cotton Growers Coopera
tive Association with respect to its marketing agreement showed 
very clearly that (a) a whirlwind sign-up does not result in a 
loyal membership, (b) many irresponsible small producers 
are easily obtained but not reta.iIied, and (c) dependable larger 
producers can be secured when the terms, conditions, and 
advantages of the marketing agreement are fully explained. 
When the organization was started in the typical fashion of the 
large centralized tobacco and cotton associations, county 
organizers, who received a commission for each contract secured, 
literally herded hundreds into the association regardless of the 
production or the credit standing of the producers signing the 
contract. Numbers and nothing else seemed to count. Natu
rally, much difficulty would be encountered with this type of 
membership. Practically all of those who flocked to the associa
tion on the slightest impulse also forsook it about as rapidly. 
When the contract expired in 1927, only 8 per cent of the original 
signers signed the new contract. This is shown in Table VII. 

TABLJI VII.-MBMBBBSHIP hBJ'ORMANClil OJ' THOSB WHO SIGNED TO 

SoUTH CAROLINA COTTON GROWERS MARKIITING AGREEMENT IN 1922 
TOTAL SIGNERS 11,434* 

Members Members 
delivering delivering 

Year Year 
Num- Per Num- Per 

ber cent ber cent 
I- --

19~1923 1st year 7444 65 1927-1928 6th year 900 8 
1923-1924 2d year 6489 57 1928-1929 7th year 652 6 
1924-1925 3d year 5452 48 1929-1930 8th year 536 5 
1925-1926 4th year 4771 42 1930-1931 9th year 403 3 
1926-19275th year 3284 29 1931-1932 10th year 202 2 

• I'rom 0 ••• W'UIO., and EDW£mI A ........ x Ta .. y. "The Cotton Coopen.&iTM in &Iae 
..... ~ .... JIIO. D. App1etoo.cenlVJ' Compan:r, IDa., New York, 11133. 
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According to this table, only 65 per cent of the contract signers 
delivered during the first year, and during the fifth and last year 
of the contract only 29 per cent of the original signers delivered 
their cotton. Only 8 per cent of the 11,434 signers in 1922 
signed the. second contract in 1927, and by the tenth year only 
2 per cent still delivered cotton to the cooperative. Other 
producers swelled the ranks in the meantime. Some growers 
quit raising cotton, some died, and no doubt, some moved away, 
but the vast majority, 95 per cent or more in the first few years, 
simply did not deliver the cotton they produced. What an 
appalling example of disloyalty and what a reflection upon the 
manner of organizing an association I What an argument for a 
selective membership policy! 

In the next table the interesting fact is presented that in several 
southern states the larger-and very likely more debt-free 
producers---signed the second contract as against the small, 
credit-restricted producers who signed the first. The large 
average baleage for the South Carolina association during 1922-
1923 and 1923-1924 was due to the inclusion of large eastern 
producers of long staple cotton. The average baleage of 23 and 
26 in the last two years when compared with the 11 and 12 bales 
per delivering member in 1925 and 1926 shows the contrast. 

TABLJI VIII.-AVERAGBI NmmBIR OJ' BALIilS OF COTTON PBIR DELIVERING 

MBIMBER BY AssOCIATIONS AND YEABS· 

Year Ala.ba.ma Georgia 
North South 

Average 
Carolina Carolina 

1922-1923 7 7 9 16 8 
1923-1924 5 5 8 13 7 
1924-1925 7 7 7 11 8 
1925-1926 14 8 10 12 10 
1926-1927 16 10 10 12 11 
1927-1928 12 9 13 14 12 
1928-1929 15 18 17 17 16 
1929-1930 16 20 18 23 19 
1930-1931 10 23 17 I 26 17 

• Prom G __ , WilBON, and EDWARD ALLISON TBBBT, .. The Cotton Cooperativea in ths 
South __ t," p. 168, D. Appleton-Century Compaoy, In •. , New York, 1933. 

In another association, the Northern Wisconsin Cooperative 
Tobacco Pool, the annual number of contract breakers varied 
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from 0.14 to 8.00 per cent of the membership over an 8-year 
period. 

2. A contract is also used to cut down the cost of assembling 
members' products by insuring their delivery. Private busi
nesses solicit farmers' business at considerable expense to them
selves. Such expense is obviated in associations by membership 
contracts. Therefore, aside from the economies of large-scale 
operations, the contract can become an instrument to definitely 
lower the costs of marketing farm products. To the extent 
that the contracts are broken and extra costs due to litigation 
are placed upon the association, the economies in obtaining 
member patronage may be completely lost. 

3. The contract also assures the association a certain volume of 
business upon which to plan future operations, sales, commit
ments, and merchandising programs. This is particularly 
important for the large-scale sales associations .that make con
tracts months in advance, with business firms for the delivery 
of their members' products. Such commitments would be 
impossible if there were not some assurance of the delivery of a 
certain volume of products from the association's membership. 

4. To the extent that a contract assures and increases the volume 
of business of a cooperative, the association is in a position to 
adjust its costs to a minimum. A large number of deliveries 
one year may necessitate extra investments in plant and equip
ment which are only partially used if a small number deliver the 
next year. Plant managers are in a much better position to 
handle deliveries of their members' products if some knowledge 
is had ahead of time as to the probable receipts. Costs in such 
cases can be kept down. Marketing companies in general are 
businesses subject to decreasing costi the increased volume which 
contracts may secure is an important factor in reducing the costs 
of operation. 

5. The contract is also valuable in materially assisting the 
association in its financing operations. Practically all bankers 
require that the sales associations have valid contracts with their 
members which specifically state the rights and powers of the 
association with respect to the farmers' products. Many well
drawn contracts include a clause permitting the association to 
pledge the producers' crops as collateral for a loan. A more 
substantial basis for credit is thus established. 
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6. The prestige of the association is enhanced by the use of a 
contract. The stability and permanency do much to elevate 
the standing of the association in the eyes of both the public and 
business interests. A strong appeal to competent managers can 
be made. 

The economic value of the contract is particularly important 
during the early years of the association. During this crucial 
period the members, who have subscribed to the program of the 
association, are most likely to default in their responsibilities to 
it. Also it is during the early years of the association that the 
competition from established agencies is keenest and sometimes 
vicious. During these trying years, the contract becomes an 
important instrument in helping the association II to get on its 
feet." 

After the association, however, has demonstrated its ability 
as an efficient distributor of the farmer's products, the contract 
becomes less important from the economic standpoint. It is 
for this reason also that we note in many associations that the 
first contracts call for longer duration periods than the contracts 
in subsequent years after the business has been firmly established. 
U the association cannot demonstrate efficient operations superior 
to that of independent marketing companies it is unlikely that 
the contract alone will hold the membership. 

LEGAL IMPORTANCE OJ!' CONTRACTS 

A contract also has its legal value. As a matter of fact when 
contracts were coming into general use, the legal value of the 
contract was emphasized as being more important than the 
economic value, and, therefore, the legal implications of a con
tract, the ironclad features of the same, and the coercive powers 
of the contract over disloyal members were pointed out in glow
ing terms. Oftentimes the legal value was emphasized out of 
all proportion to its real merits. Four important considerations 
under the legal value of the contract are: 

1. It prevents minority groups from deserting an association 
and violating an agreement with impunity which they originally 
made in good faith. 

2. It has proved invaluable in numerous instances to restrain 
outside interference with the delivery of the members' products 
to the association. Private businessmen who are interested in 
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obtaining the products of the members of the cooperative are 
restrained by the contract from obtaining the same. Numerous 
cooperative associations have to invoke the rights under the 
contractual relations with their members in order to obtain their 
just rights against third party interference. In June, 1935, for 
example, the Supreme Court of Rhode Island upheld the conten
tion of the Local Dairymen's Association of Providence that third 
parties would be enjoined from delivering milk produced by 
members of the association to dealers or places not expressly 
designated by the association. 

3. The contract is almost indispensable if the association is to 
obtain damages from the noncooperating member. Damages 
caused to the association through the nondelivery of commodities 
are collectable if the contract is used, but without it no redress is 
legally obtainable. 

4. Another minor legal value of the contract rests in thefact 
that the rights and duties and obligations of both parties are in 
writing and, therefore, are a matter of record. 3 

The late G. Harold Powell, long time general manager of the 
California Fruit Growers' Exchange, made this important com
ment about the usefulness of a marketing contract:' 

No form of contract will hold the membership together indefinitely 
unless the benefits of the organization justify its continuance but the 
human side of some men has not yet evolved to that ideal state in which 
a temporary advantage offered them may not blind them to the perma
nent values of their own association. Therefore, voluntary membership 
is not practicable. Always, too, there are opportunists who take no 

I BLACK, JOHN D., and H. BRUCE PRICE in Cooperative Central Marketing 
Organization, Minn. Agr. Exp. Sta. Bul. 211, p. 84, 1924, have pointed out 
the purposes of the membership contract as follows: 

"I. To &88ure in advance a sufficient volume of business. 
"2. To let the association know in advance how much business it will 

have, so that it can make adequate plans for it. 
"3. To furnish a basis for credit to the association and to the growers. 
"4. To furnish a basis for control over distribution of the product. 
"5. In some cases, to furnish a basis for more control of quality. 
"6. In some cases to furnish a basis for collective bargaining and control -

over time of movement to market. 
"7. To prevent competitors from disrupting the organization." 
• POWELL, G. HABOLD, Fundamental Principles of Cooperation in Agri

culture, Colif. Agr. Exp. Sta. Cire. 222, pp. 11-12, 1920. 
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interest in the real problems of agriculture and do not see their position 
as part of a great working whole, i.e., they have little consciousness of 
the larger factors influencing the disposition of crops, and, in their dis
posal, are rampant speculators buying and selling to individual mer
chants and speculators. The opponents of the cooperative system, 
understanding this psychology, tempt the speculative farmer with 
offers of high prices as a means of strengthening themselves in the 
community and, unless this type of producer has formally bound himself 
to his association by a contract to handle all of his produce through it for 
a given time, the buyers may draw heavily from the membership and 
thereby weaken its financial and business stability. A large proportion 
of the failures in cooperative marketing have been due to the irresponsi
bility of the membership when an association has been subjected to 
competitive fire. Then if the association has incurred liabilities, based 
on the expected loyalty of its members, it finds itself not only with a 
reduced membership but also with a correspondingly reduced income 
with which to meet its liabilities. Though the contract is essential to 
stabilize an association, it is clearly apparent that the best success will 
only follow when a majority of its members are convinced that the 
cooperative principle is most beneficial, ultimately. This conviction 
will be strong enough to hold them together when their opponents 
attack them-providing it is reenforced by the successful returns of the 
association itself in the management of its business. 

THE EVOLUTION OF MARKETING AGREEMENTS 

In the very earliest cooperative associations, disloyalty of 
membership was experienced. With the least provocation, some 
members forsake their organization to obtain the 1/ high nickel" 
from the association's competitors. Immediate higher returns 
appear to be more important to a large number of producers 
than the greater returns which come from a long-time policy 
of cooperation. Consequently, the first associations included in 
their bylaws statements to the effect that the members were to 
deliver all of their products to the cooperative associations. For 
failure to do so, a certain charge would be imposed upon the 
defaulting member in accordance with the damage which such 
defection caused. 

These early clauses in the bylaws were called 1/ maintenance 
clauses," because they were designed to maintain the association, 
even though a member may default in delivery of products to 
it. Critics of the cooperative called such clauses "penalty 
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clauses" for they considered them as penalties upon the producer 
members. These clauses were, of course, defensive moves. 
Most of their merit depended upon the moral effect which such 
clauses had on the members who signed the bylaws. 

Some of the first cooperative associations to use the mainte
nance clause in their bylaws were the cooperative grain elevators 
that had to meet the competition of the more firmly established 
private line elevators. It was possible for the line elevators in a 
community where the cooperative was located actually to pay 
more for grain than was customary, or even possible, in order 
that the association may be defeated in its early years of opera
tion. Losses sustained at such points could be recouped by 
wider margins at other points where the line elevator did not 
have to meet competition from the cooperative. The coopera
tives permitted the producers to take advantage of the higher 
prices on the condition that a payment be made to the associa
tion for such default and for the extra expense which the smaller 
volume of business would impose upon the remaining producers. 
This was simply a recognition of the fact that the member who 
sold to the private dealers may actually receive more money for 
grain than the association could obtain for it and also that the 
failure of a member to support his own association would be its 
undoing. 

Of course, the defaulting member might realize enough from 
the deal in violation of his contract to pay damages and still have 
net proceeds to equal or exceed what he would have obtained 
from his cooperative. Under the circumstances, even though it 
did not have to handle the producers' grain, the association did 
derive an income which facilitated keeping the operating margin 
at a figure no greater than if all members had delivered their 
grain. It is, therefore, important to note that the member was 
permitted to sell to outsiders as long as the damage payment was 
made to the association. 

In livestock shipping associations, it was commonly found 
that members who sold their livestock outside of the association 
were also assessed a payment for such act. Experience, however, 
proved in very many associations that it was nigh impossible to 
collect such payments from the defaulting member. In Missouri, 
for instance, only three out of fourteen livestock shipping asso
ciations, which reported violations of the damage clauses. 
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attempted to enforce this provision. 5 Very few local associa
tions in other states could report a better record of enforcement. 

Perhaps the first association to use a membership contract 
which was distinct and separate from the bylaws of the associa
tion was the Pachappa Orange Growers Association of Riverside, 
Calif. 8 This membership contract was drawn up in 1893 and 
followed the form which fruit growers were accustomed to sign 
with the private buyers of fruit. It, however, contained no 
enforcement clause. 

During the years 1920-1925, the membership contract received 
special emphasis. It was considered an integral part of the 
organization of the centralized cooperative marketing associa
tions and was adopted by marketing associations of practically 
every type of commodity. During this period, the contracts 
became quite detailed with respect to the numerous rights, duties, 
powers, and obligations of the parties to the same. 

Most contracts first used were of an agency type, but in the 
period of 1920-1925, the purchase and sale type became particu
larly prominent among the fruit and vegetable marketing associa
tions and among the centralized types of organizations in general. 

In Denmark contracts have been used for many years in each 
of the various commodity organizations. Christensen reports 
that these contracts ranged in'length from 1 to 20 years, and have 
been used to bind the members to deliver all of their marketable 
products to their marketing associations.7 The unlimited lia
bility of members in their associations made it particularly 
important for all members to deliver their products. Likewise, 
the fact that the fixed and circulating capital was obtained 
through bank loans rather than from investments by members 
made it essential that long and continuous operation of the asso
ciations be assured in order that the loans could be obtained and 
repaid. 8 

I TBOMSIIlN, F. L., and G. B. TBORNlIl, Cooperative Marketing for 
Missouri, Mo. Agr. Exp. Station Bid. 253, p. 83, 1927. 

• NOURSIIl, EDWIN G., "The Legal Status of Agricultural Cooperation," 
p. 183, The Macmillan Company, New York, 1928. . 

r CHRISTIIlNSIIlN, CHRIS L., Agricultural Cooperation in Denmark, U. S. 
Dept. Agr. Bid. 1266, p. 13, 1924. 

• In a letter to Black and Price, op. cit., p. 37, Mr. Christensen stated, 
"My experience and studies in Denmark induce me to say that the Danish 
membership contract is a very vital part of Danish cooperation. • . • The 
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TYPBS OF CONTRACTS 

From the standpoint of the legal relationship of the coopera
tive association to the producer and the product which is handled, 
there are two principal types of producers' contracts which are 
used: (1) agency; and (2) purchlille and sale. These types relate 
primarily to the difference in the legal position of the association 
with respect to the commodity handled rather than to the enforce
ment or attitude of the court toward the membership contract 
in general. As the name suggests, the agency contract is designed 
to establish an agency relationship between the association and 
the producer. For all intent and purposes, the association 
becomes the agent of the grower in the sale of his product. As 
such, the laws relating to agency relationships determine the 
rights and duties of each party. 

Under the purchase and sale type of contract, the association 
actually takes title to the commodity purchased from the pro
ducer and agrees to pay for the commodity on the basis of the 
sale price obtained by the association. 

A third type, combining certain features of both the agency 
and the purchase and sale types, is being considered by some 
associations. As proposed for a potato marketing organiza
tion this contract permits the association to buy the growers' 
potatoes under certain conditions and at other times to handle the 
potatoes for the grower on an agency basis. (See Appendix B.) 

Contracts may be classified, however, on another basis, namely, 
on the basis of the method in which the growers' products are 
to be handled. In this respect, there are again two main types of 
contracts, (1) pooling, and (2) nonpooling contracts. A pooling 
contract, as the name suggests, is an agreement in which the 
grower allows the association to pool his products with the prod
ucts of other producers, usually according to definite grades. In 
the nonpool contract each grower's products are handled as 
separate units. Some associations have found it advisable to 
change their form of contract from a nonpooling to a pooling 

success achieved by the Danish cooperatives is, in a measure, due to the strong: 
financial position which their membership contract makes possible, togethe, 
with an assured volume of business. The most active leaders in Danish 
cooperation today consider their membership contract an important featuni 
in their cooperative organization." 
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contract, or vice versa. For example, the former contract of 
the Rice Growers Association of California which provided for 
the sale of each member's crop to commercial millers at a mini
mum price fixed by the growers was discarded for a new pooling 
form of contract which would serve its changing needs. 

Pooling contracts usually catled for the pooling of seasonally 
produced products on a seasonal basis, but in more recent years, 
particularly among the cotton cooperatives, growers were 
granted the choice of optional pools. 

In the agency contract the following type of clause establishes 
the agency's relationship: 

The member hereby appo.ints the association his sole and exclusive 
agent and also his attorney in fact -- with full power and authority 
in its own name, and in the name of the said member or otherwise to 
transact such business -- including the power to pool --. 

The association on its part agrees to prepare for market, market and 
sell -- and rateably to divide the proceeds of the sale of the -- of 
like variety and grade pooled --. 

In the purchase and sale type of contract the relationship is 
usually established in the following terms: 

The grower agrees that he will sell to the pool all the -- either 
planted or harvested, either by or for the grower, during the term of his 
contract. The pool agrees that it will buy all the -- so planted or 
harvested by or for grower. The parties agree that the purchase price 
which shall be paid for the -- shall be the average price which 
the pool receives upon resale minus a uniform charge on all-- of the 
same grade or of the same classification to substantially cover the 
expense of operating the pool; average price to be based upon the pool's 
total receipts from the sale of -- of the year's crop which is of the 
same grade. 

Or it may read as follows: 

The association agrees to buy and the grower agrees to sell all the-
produced or acquired by or for him in -- during the years --. 

The use of the difi'erent types of contracts has been the sub
ject of various studies. Johnson'in his thesis on "The Coopera-

• JOHNSON, GEORGE F., The Cooperative Marketing Contract, mimeo
sraphed publication Of the WISconsin Experiment Station, Madison, Wis. 
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tive Membership Contract" states that the agency contract was 
used by thirty-six out of ninety-four associations reported in his 
study. 

The purchase and sale contract was used by fifty-eight asso
ciations as is indicated in the following table: 
TABLE IX.-8ALES AND AGENCY CONT:aACTS CLASSIFIED ACCo:aDING TO 

PE:aISHABILITY OF P:aODUCTS MAaKETED* 

Kind of contracts Total Perishable Non- General perishable 

Agency ....................... 36 22 12 2 
Purchase and Bale .............. 58 15 43 

Total ....................... 94 37 55 2 

• JOBlfBON', GBOBO. F., The Cooperative MemberBhip Contract, p. 3. mimeograph 
Publication of Willoon.m Experiment Station, Madison, Will. 

It is apparent from this study that in associations handling 
perishable commodities the agency type of contract predoIninated, 
while the purchase and sale contracts were used to a larger extent 
by associations handling staple commodities. In another study 
made of the use of contracts it was found that of 

54 contracts analyzed • . . 41 specifically transfer title to the product 
to the association and the other 13 are agency contracts. Of the 41 con
tracts specifically transferring title, 39 are centralized organizations and 
2 are federations. Of the 13 agency contracts, 8 are for federations and 
5 for centralized organizations. Of the 41 which transfer title, 25 are 
called "purchase and sales agreements" in the contract, 14 simply specify 
transfer of title, and 2 are called agency contracts in spite of the fact 
that they specifically transfer titIe.10 

Of 68 capital stock associations reporting to the authors in 
1934, 45 or two-thirds used contracts, and of 52 nonstock asso
ciations reporting, 41 or four-fifths used contracts. On the basis 
of this small sample it appears that the nonstock associations 
use the contracts more generally than the capital stock companies. 

The purchase and sale type of contract was used chiefly by 
organizations selling nonperishables. It was used rather uni
versally by the centralized type of organizations which handled 
cotton, tobacco, wheat, and fruit. The association buys the 
products from the members and takes title to the same, and 

JJI BLACK and PRICE, op. cit., p. 84. 
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such purchase may be either by cash or one in which the price 
depends upon the resale value of the commodity. 

The remedies for breach of contract are the same under both 
types, and in the decisions of the courts, there appears to be no 
marked difference in the attitude toward one or the other. The 
bankers of our country, however, appear to be more favorably 
disposed toward the purchase and sale contract in which the 
association has a clear cut right with respect to the storing of 
commodities and the use of the same as collateral for loans. 

DURATION OF CONTRACTS 

The length of time in which a contract is in force is an impor
tant consideration, for both the producer and the association. 
Most people are not disposed to obligate themselves to market 
for many years through a company newly organized, inexperi
enced, and different in operation from the usual type of concern. 
Consequently, contracts of varying lengths have been used by 
associations throughout the United States.ll 

Of eighty-three contracts in force in 1934-1935 and analyzed 
by the authors, the shortest ran for 3 months and the longest for 
"life." The I-year, 3-year, 5-year, 100year and "continuous" 
contracts were used most frequently as the following listing shows. 
TABLBI X-DURATION OJ' CONTRACTS IN LARGE-SCALE AMERICAN 

COOPERATIVE SALES ASSOCIATIONS, 1934-1935 

Number Number 
Length of of asso- Length of of asao-
contract ciations contract ciations 

reporting reporting 

3 months .............. 1 17 years ............... 1 
1 year ................. 18 20 years ............... 2 
2 years ................ 4 As long as stock is held .. 2 
3 years ............•... 9 "Life" ...••........... 4 
5 years ................ 9 "Continuous" ...•.••.. 18 

10 years ................ 13 
15 years ................ 2 Total reporting ...... 83 

11 In Danish cooperative creameries contracts are from 5 to 20 years in 
length; in cooperative packing factories 5, 7, or 10 years; in cattle export 
associations 3 years; and in cooperative butter export associations 1 year. 
Some of these contracts also include provisions for automatic renewal, 
unless notice is given to the effect that the member does not wish to renew 
his contract. CHRISTENSEN, op. cit., p. 13. . 
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Of the 94 contracts analyzed by Johnson, the duration period 
varied from 1 to 15 years with the 5-year and I-year terms in 
greatest use. This is shown in Table IX. The Poultry Pro
ducers of Central California uses a 15-year contract. It includes, 
however, definite cancellation periods provided proper notice is 
given. 

Contracts may be divided into (1) terminating contracts, and 
(2) the self-renewing contracts. The terminating contracts con
tain a clause specifically stating the expiration date. The self
renewing contract runs for a definite time period mentioned in 
the agreement, but in addition, as the name suggests, includes a 
renewing clause. According to Johnson's study few of the ter
minating contracts granted a withdrawal privilege to the pro
ducer, while most of the self-renewing contracts did. 

Ordinarily a contract runs for a period of 1, 3, or 5 years, but 
at the expiration of this period, during some specified month, the 
producer and the association have the right to terminate the 
contract. If such termination is not made, the contract auto
matically renews itself usually for a period of 1 year. The inclu
sion of such a provision gives a flexibility to the contract which 
more nearly meets the approval of a large number of producers 
than the long-term contract without the period of withdrawal 
and without the self-renewing feature. If the contract is not 
self-renewing, it is necessary for the association to go through a 
difficult and ofttimes critical period of re-sign-up. The expense 
of such a sign-up campaign and the opportunity which it affords 
to the antagonists of cooperative associations are important 
reasons for using the annual self-renewing contracts. 

Fifty-five of the ninety-four contracts analyzed by Johnson had 
no withdrawal privilege during the contract period, whereas 
thirty-nine gave this privilege to the producer. In all likelihood 
the ratio of those having the withdrawal privilege to those that 
do not would be greater today than during 1924. 

The clause including this withdrawal and self-renewing feature 
is worded similar to the following: 

After the association has been in operation for the receiving of 
(tobacco) of one crop year, either party hereto may cancel the contract 
on May 1 of any year thereafter by notifying the other party in writing 
of this intention; such notice to be given during the month of April, 
~ediatelf prior to the effective date of cancellation. If neither of 
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TABLlD XI.-CONTB.ACTS CLASSIFIED ACCORDING TO DURATION, WITH
DRAWAL PRMLEGE, AND POSSmILITIES OF RENEWAL AT END OF CONTRACT 

PERIOD 1924* 

Duration Number Self- Termi- Time of 
American of of renew- nating exercising 

organization 
contract organi- ingt con- withdrawal 

zations contracts tractst privilege 

No withdrawal 7 years 2 2 
privilege dur- 6 years 5 1 4 
ing contract 5 years 40 3 37 
period 4 years 4 4 

3 years 4 2 2 

Total 55 6 49 

Withdrawal 15 years 1 1 Every 2 years 
privilege dur- 5 years 5 5 Each year 
ing contract 4 years 1 1 Every year 
period 1 year 26 25 1 

No time 
stated 6 6 

Total 39 31 8 

Danish 1 year 8 8 End of fiscal year 
organization § on 2-6 months 

notice 

• JOHN80N, GIIOROII P., "The Cooperative Marketing Contract," p. 2, mimeographed 
puhlication of the Wisconsin Experiment Station, Madison, Wis. 

t Theae oontracts continue indefinitely unless memher gives notioe of withdrawal at end 
of otatsd oontraot period. 

t Contraots whioh terminate at end of oontraot period. New oontracts muot be signed. 
Old oontracts not renewable. 

I Eight of the eleven wgeat Danish Cooperative Associations. 

the parties hereto cancels this agreement on May 1 of any year as 
aforesaid, it is hereby mutually agreed that that fact shall constitute 
conclusive evidence that the parties hereto have renewed this contract 
for another year. 

Some of the state laws today definitely limit the length of time 
for marketing contracts. The Wisconsin and Minnesota laws, 
for example, do not permit contracts to run longer than 5 years, 
the North Carolina and Washington laws for 10 years, and the 
Standard Cooperative Marketing Act for a period not exceeding 
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10 years. The general tendency is to shorten, rather than to 
lengthen, the period of time for the contracts. 

What should determine the length of a marketing contract? 
It has already been stated that the contracts introduced in 1920-
1925 were of long duration and inflexible. I2 

The Associated Raisin Growers used a contract 15 years in 
length and many of the associations in the South had 100year 
contracts. The question naturally arises as to the need of such 
long contracts. The length of a contract should be based upon 
the time required for an association to demonstate its efficiency 
as a marketing agency. There appear to be, therefore, two 
important factors which influence the length of a marketing 
contract, (1) the market characteristics of the commodity, and 
(2) the amount and the nature of the capital investment. 

Commodities which require storage, curing, or preserving and 
those which are produced seasonally, but marketed over a period 
of 1, 2, or more years naturally affect the business of associations 
in an entirely different manner from those commodities which are 
sold in a relatively short period of time. It is not uncommon to 
find cooperative tobacco marketing associations holding tobacco 
for 1 to 3 years for the purpose either of selling the tobacco to 
better advantage or of holding a normal amount in storage. 
Large-scale sales associations which are engaged in long-term 
sales arrangements find it to their advantage to have contracts 
of a greater length than 1 or 2 years. For some a 3- to 5-year 
contract appears desirable and amply suitable. There is some 
question, therefore, whether a contract longer than 5 years is 
essential to such associations. 

The size of the investment in physical facilities, such as ware
houses, drying plants, and packing establishments, requires the 

11 Aaron Sapiro, an advocate of long-term contracts. expressed him
self as follows in 1923: "The contract should always be a long-term agree
ment. It is impossible for farmers in a period of leBS than three years to 
develop a trained personnel, to perfect the process of receiving the com
modity, to make good and wise commercial connections and to effect 
satisfactory banking arrangements. The rule is rather sound-a short-term 
contract is hardly worth the paper it is written on. A long-term contract 
gives the farmer a chance. There should be no right of withdrawal what
soever, except at the end of a specified long term. H the farmers intend 
to try the cooperative marketing system, they should go into that work 
,eriously, earnestly. and on a permanent basis." 
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assurance of a certain volume of business for a sufficient number 
of years in which these capital investments may be paid off. It 
is apparent at once that few investors would care to place their 
investments in companies erecting such plants if there were not 
Bome assurance of a fairly long life of the association, which a 
contract for a relatively long period could give. In livestock 
shipping associations, which complete all transactions with respect 
to particular shipments within a few days after the shipment is 
made, there would be little reason for having contracts for periods 
longer than one year. From the standpoint of the management, 
it is, of course, quite desirable that the contract call for a period 
longer than one year in order to obviate the necessity of having 
a re-sign-up campaign, or of meeting the period of withdrawal 
at an early date. The merits of the livestock shipping associa,
tion are often revealed to the producers before the entire year is 
passed, and it should be primarily on the strength of the efficiency 
of the operation, rather than on the coercive nature of a contract, 
that the members are held to the organization. 

Black and Price in writing about the length of the membership 
contract state. 

A membership contract ought to run long enough to give an associ
ation an opportunity to demonstrate its possibilities. With some 
commodities two years, or even less, may be enough; with others five 
years may be needed. It is difficult to see why more than five years will 
ever be needed. The factors determining the time required to demon
strate success are as follows: (1) With some commodities the price is not 
sufficiently predictable that an association may not go wrong several 
years in succession, • • • • (2) With some commodities, a large nation
wide selling organization may need to be set up which will take several 
years to develop properly. • • • (3) If all the financing that is needed 
is a crop at a time, a one-year contract will be adequate for any sound 
plan of financing. If, however, warehouses need to be built and paid 
for, and the like, it may not be possible to borrow the money unless 
the contract ties up the members long enough to insure the payment of 
the loan. 11 

The unhappy experience which many cooperative associations, 
particularly cotton and tobacco, have had with the enforcement 
of long-term contracts, together with the lessons learned from 
having too inflexible pooling privileges, has caused two important 

11 BLACB: and PRICID, 01'. cit., pp. 86, 87. 
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changes in modem contracts, (1) a shortening of contract periods, 
and (2) optional pooling or sales methods. Instead of the usual 
seasonal pool' which has not always proved practicable in potato 
and cotton marketing associations for all producers, optional 
pools and shorter pool periods are now included in the contracts. 
Not all contracts are shorter now than they were a decade ago. 
For example, the cotton contracts in Alabama, Georgia, and 
South Carolina were changed in 1926-1927 from a 5-year ter
minating contract to a 7-year contract with annual withdrawal 
periods. These are, however, exceptions to the rule, but even 
these contracts can be canceled at yearly intervals. The so-called 
"perpetual" or "life" contracts are, in fact, I-year contracts, 
but since they do not have to be renewed each year (if no notice 
of cancellation is given during a specified period, the agreement 
is automatically renewed for anotller year--comparable to leases 
on homes), they have been given the more descriptive term. 
The Connecticut Milk Producers Association of Hartford, Con
necticut and other large bargaining associations of the country 
use such "perpetual" contracts. 

FILING OF CONTRACTS 

The fact that the cooperative association has a legal interest 
in the crops to be marketed is particularly important to third 
parties, who also may desire to obtain the products of the coop
erative's membership. In order that third parties may be prop
erly notified of the legal interest which cooperatives have in the 
members' products, it is well for the association to file its con
tracts with the Register of Deeds in the counties where the coop
erative is located. Relating to the filing of contracts the state 
law of Wisconsin includes a provision in the following terms: 

The association may cause to be filed in the office of the Register of 
Deeds of the county in which the' member maker of such contract 
resides, a copy of any such contract to sell to or through the association. 
In case it has more than one contract in anyone county, it may cause a 
copy of any uniform contract, together with a sworn list of the names 
of all makers of such contracts residing in any such county to be so filed. 
• • • From and after the date of such filing the same shall constitute 
notice to any and all persons that an interest in the title to all prop
erty so agreed to be BOld by the maker of such contract during the term 
of such contract is vested in the said association. In case of a purchase 
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thereafter of any such property by any party, other than the association, 
no title of any kind or nature shall pass to such other purchaser, and 
the said association may recover the possession of such property from 
any and all such other parties, or from any party in whose possession 
the same may be found, by replevin action, or may sue for injunction. 

A few years ago a tobacco cooperative association in Wisconsin 
recovered sever.al thousand pounds of tobacco by replevin action 
in accordance with the terms of this section of the law. In other 
states where the filing of contracts is not definitely included in 
the cooperative marketing act of the state, recovery was never
theless obtained according to the laws which appertain to con
tracts in general. 

REMEDIES FOR BREACH· OF CONTRACT 

The enforcement of contracts is no easy matter, particularly 
for the management of local associations. Large-scale associa
tions which have a legal department find it less embarrassing. 
Before legal action is taken against the defaulting member, the 
matter of breach should be discussed with the member and if 
possible settled out of court.14 For those, however, who sur
reptitiously sell outside the association or break their contract 
with impunity, it becomes necessary for the association to invoke 
the remedies at law if the morale of the loyal producers is to be 
maintained. The breach of contract results in two types of 
damages; (1) the economic damages, and (2) the adverse psy
chological effect which the defection has on other producers. 
In many instances the effect of both types of damages is immeasur
able, although the economic damages can be approximated after 
a fashion. The remedies which are ordinarily open to the asso
ciation are of three kinds (1) liquidated damages; (2) injunction; 
and (3) specific performance. All of these remedies have been 
approved in practically all courts of the land in numerous cases 
that have come before the courts during the last 20 years. 

14 The Georgia Cotton Growers' Cooperative Association instituted well 
over 200 suits against contract violators. The expense of such suits, the 
fact that dissa.tisfied members are retained in the association even if the 
association wins the decision, and the adverse effect which the recalcitrant 
members have on good members make doubtful the advisability of such 
wholesale litigation. 
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1. Liquidated Damage. The early maintenance clauses which 
were included in the bylaws of associations were an attempt to 
reimburse the association for damages which defection caused. 
Such damage is not always definitely measurable, although it 
can be approximated. Liquidated damage is a payment for 
the estimate of the harm done following defection of a contract 
and is agreed upon by both parties in advance. Sometimes it is 
confused with a penalty, but the essential difference is this: A 
liquidated damage is a suitable, reasonable compensation for 
economic loss, while a penalty is considered to be unjust, oppres
sive, and more than sufficient to pay for the loss which was sus
tained. A penalty is considered a punishment, but a liquidated 
damage is not punitive in character. Courts have almost regu
larly upheld the payment of reasonable liquidated damages, but 
not payments which in effect constituted penalties. The char
acter or type of contract does not effect the enforcement of the 
payment, and liquidated damages, injunction, and specific per
formance are remedies granted under the types of contracts 
previously discussed. 

Liquidated damages may be (a) on a percentage of sale value 
basis; or (b) on a flat sum per unit of product basis. Thirty per 
cent of the value of the products is a common damage assess
ment. Such flat sums as 4 cents per gallon of milk, 25 cents 
per bushel of wheat, 7 cents per dozen of eggs, $5 per cow (for 
members of fluid milk associations), 2 cents per pound of pea
nuts, $2 per ton of hay, 3 cents per pound of cotton, and 25 cents 
per box of fruit are damages included in various contracts. 
These amounts vary by organizations and with changes in the 
level of prices. 

In lieu of a specific sum the state cooperative marketing law 
in Wisconsin permits a liquidated damage to be as high as 30 per 
cent of the value of the products which are the subject of the 
breach. Black and Price report that 

• • • of 67 contracts of central marketing organizations examined, 
61 specify amounts to be paid by the member in case of failure to deliver 
his product to the organization •••• Thirty-nine of the 61 associations, 
whose contracts provide for liquidated damages, also include a clause 
giving the association the right to secure an injunction to prevent 
breach or to secure a decree for specific performance. The contract of 
one association entitles it to an injunction without liquidated damages 
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or penalty. Of the 40 associations which are entitled to an injundtion 
by the terms of their contracts, 39 are of the centralized type. This 
indicates clearly the origin of the provision.16 

2. Injunction. Ordinarily where liquidated damages suffice 
in reimbursing the association, a court will not issue a decree of 
injunction. Usually a decree of injunction and one of specific 
performance are considered together. The injunction is a nega
tive method of enforcement by restrB.ining the producer from 
marketing his crops through anyone other than the ~ociation. 
The injunction does not enforce the producer to market his 
crops; he may keep his products, use them entirely on his farm, 
. give them away, or destroy them, but if marketed they must be 
sold through the association. 

A court injunction may be of two kinds: (a) It may enjoin the 
members from selling outside the association; (b) it may enjoin 
outsiders or third parties from inducing members to violate their 
contracts. In numerous cases which have come before the 
courts in which third parties were involved it was shown that 
some had gone so far as to offer to pay liquidated damages to 
the association if such were invoked. It is apparent at once 
that the use of the injunction is especially significant for those 
associations that have made commitments to deliver the products 
anticipated from 'their members. If a tobacco cooperative, for 
example, has agreed to sell millions of pounds of tobacco, it 
must have the tobacco in order to make delivery or be able to 
enter the market and buy the kind of tobacco which the commit
ment calls for. Since the latter is oftentimes impossible, it is 
perfectly apparent that the paying of liquidated damages would 
not help the association in meeting its delivery commitments. 
Enjoining outsiders is important for another reason, namely, it 
has a. psychic effect upon the association membership. An 
action of specific performance is not applicable to third parties. 
Through replevin action the identical commodities sold by 
producer members to outside parties can ·be recovered by the 
association. The first injunctive relief was sought by the River
side Fruit Growers Association in 1894 and, according to a. 
report, the first Supreme Court decision which granted an order 
of injunction was in Kentucky in 1908. 

II BLACK: and PRIcm, 0]). cit., p. 90. 
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3. Specific Performance. If the remedy at law, that is the 
payment of liquidated damages, is adequate and complete, no 
decree for specific performance will ordinarily be granted by the 
court. This remedy is sought in a court of equity because 
adequate relief cannot be obtained by the payment of liquidated 
damages or perhaps because products are not purchasable in the 
market. A decree of specific performance is a definite statement 
of the court, directing the producer to deliver his crop to the 
association as he has contracted. At once the question of 
involuntary servitude arises which is not permitted under the 
Thirteenth Amendment to the Constitution. However, a decree 
of specific performance does not force a producer to grow a crop 
under his contract, not even to harvest a crop which has been 
planted, but it does force him to sell the crop to the association 
if it is sold. It is the positive method of enforcement and one 
which the courts will order if the remedy at law is inadequate. 

CONCLUSIVE PRESUMPTION 

The coOperative marketing statutes in some states provide that 
"it shall be conclusively presumed that a landowner or landlord 
or lessor is able to control the delivery of products produced on 
his land by tenants and others," if such tenancy is established 
after the contract ts signed. This provision is embodied in the 
Standard Marketing Act. The execution of a marketing con
tract, preceding that of a tenancy contract, requires delivery of 
products to the association. No question arose under a crop
share lease as to the duty of the landlord to deliver his share of 
the crop to the association with which he held a contract, but 
an entirely different situation arose under cash leases. The 
courts of some states have questioned this conclusive presump
tion. Louisiana and Mississippi have held it unconstitutional, 
whereas others, such as Kentucky and Colorado, have upheld the 
prOVISIon. Examination of the law and court decisions of the 
respective states is necessary to discover the status of such 
contracts. 

Certain complex problems of law have also arisen with respect 
to the rights of parties holding liens against crops that are under 
contract to the association. Who has prior right to the crop, the 
lien holder or the association? In such cases the question of 
notice of the existence of a marketing contract between the pro-
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ducer and the association is important. If a lien is placed on 
the crop with full knowledge of the producers' contract, then the 
association has the right to receive the crop. The lien holder 
receives payment from the association if a claim is made to the 
association. Usually this payment is made within a year after 
the crop is delivered. If the lien holder has no notice of the 
existence of a contract between the producer and association, 
then the lien holder has the first right to control the marketing 
of the crop. If the crop is not marketed through the association, 
the association may collect its damages from the producer for 
nondelivery. State laws and court decisions of the states should 
be investigated for local interpretations of this problem. 

METHODS USED IN VOIDING CONTRACTS 

Numerous methods have been used by members who desire 
to void their contracts. Some placed liens on the crop, some 
sold crops in the names of their wives, others rented their farms, 
while still others formed corporations to take title to the land 
upon which a crop under contract to the association was grown. 
'l'he member's defense, in such cases, is that he has lost control 
of the crop and, therefore, can not deliver. In these instances, 
however, as was stated above, it is well to look into the nature 
of the contract and the state law to determine definitely whether 
the contracts run with the land so that although there is a trans
fer of land, in good or bad faith, the member may still be respon
sible for the delivery of the crops to the association. 

ARGUMENTS OF MEMBER DEFENDANTS 

A number of common defenses have been presented in the 
courts when members have defaulted in their contracts. Often
times these defenses have been rejected by the courts. The usual 
arguments are that the contract lacks in consideration, mutuality 
of obligation, and mutuality of remedy. In other cases it has 
been held that misrepresentation, fraud, and duress were used 
in getting members to sign. In case the existence of fraud or 
duress is proved to have existed the argument is a valid defense. 
However, promises and exaggerations of what the association 
will be able to accomplish have not been considered as grounds 
for breaking the contract. The impression that a larger payment 
could be received from outside parties or that the association is 
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mismanaged are likewise generally unjustifiable causes for 
breaching the contract. 

If the association, however, fails to receive a necessary sign-up 
of the contract which becomes the basis of the establishment of an 
association then the defense is a good one.16 However, if the 
producer knows that a sufficient sign-up was not obtained, but 
later delivers his crop according to the contract without reference 
to this conditioning factor, he is estopped from using this defense 
for a later violation. 

Failure of an association to perform marketing services called 
for in the contract are valid arguments. Where it is demon
strated that the association has not fulfilled its obligation to th!l 
member according to the terms of the contract, courts have 
permitted the grower to be absolved from the contract thereafter. 
Two cases in recent years bear upon this point. In Washington 17 

a cooperative refused to accept a grower's 1926-1927 crop and 
refused further to grant the producer the right to sell outside 
of the association. The grower sold his crop to an outside 
buyer and thereafter failed to perform the terms of his marketing 
agreement. The court held that the association's refusal consti
tuted a breach of the agreement and thus permitted the member 
to ignore .his contract thereafter. The court also held that the 
association was unjustified in attempting to restrain the member 
from selling to outsiders after the crop was refused. In a 
Wisconsin case,18 the court held that the association, refusing to 
regrade and reclassify a grower's tobacco crop, has not acted in 
good faith, and that such refusal, together with the fact that the 
association had no right to require the grower to execute a 
supplemental contract, relieved the grower from the terms of 
the agreement thereafter. 

Two other arguments, namely, that contracts are in restraint 
of trade and that the laws granting the use of contracts are 
unconstitutional have been presented numerous times. These 

U The contract of the poultry producers' association in central California 
became effective after the owners of a million hens had signed; of the prune 
growers after 75 per cent of the prune acreage was contracted, and of the 
Northern WISConsin Cooperative Tobacco Pool after 20,000,000 pounds of 
tobacco had been signed up. 

17 Guglielmelli v. Walla Walla Gardeners AS8ociation, 288 Pac. 251 (1930). 
U Myrold v. Nortlief'n Wiactmain Cooperative Tobacoo Pool, 239 N.W.422 

(1931). 
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two defenses, however, have not been considered as valid by the 
courts in recent years. 

PRODUCER CONTRACTS AND EFFICmNT MARKETING 

It should be emphasized that the producer contract is by no 
means a substitute for efficient marketing by the associations. 
It would be incorrect for any manager or producer to consider 
the marketing contract as the sine qua non of cooperative market
ing. A contract is no stronger than the will of the majority of 
producers that have signed the same. It is a helpful tool in the 
organization and simply a means to an end, rather than the end 
ip'itself. To mistake these two may lead to disastrous results 
in the cooperative. To consider the contract 88 an ironclad 
tie to compel membership loyalty in the face of unfavorable 
comparisons with private companies is placing a wholly incorrect 
construction upon its merits. 

Thomsen and Thome have quoted several writers in the Coop
erative Marketing Journal on this subject in the following terms:19 

It is a matter of common experience that a contract becomes prac
tically unworkable as soon as a large percentage of the membership are, 
for any reason, inclined to disregard its conditions. . . . In a strictly 
cooperative association the significance of a contract depends upon the 
grower's attitude toward it •••• A contract as an instrument of force 
is inconsistent with the idea of cooperation which is inherently a mutual 
and free relationship. Cooperation ceases to be cooperation as soon as 
it savors of coercion and force .••• Involuntary cooperation is a 
contradiction of terms .••• There is, however, no objection to mutual 
agreements among members in the form of . • . contracts, provided 
their true significance is understood. . . . 

A contract is worth no more than conscience and conviction of the 
members behind it. . . . 

Success depends upon the spirit of the growers, not on the signing of a 
contract. 

In one of the largest cooperative marketing associations of the 
United States, namely, the Dark Tobacco Growers Cooperative 
Association of Kentucky in the year 1925, there W88 such a 
wholesale violation of the marketing contract that the manage
ment knew it inadvisable to even attempt to force delivery of 
the commodities. The directors on Oct. 13, 1925, passed a 

18 THOMSEN and THORNE, op. cit., pp. 8~. 
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resolution stating that no legal action would be taken against any 
contract signers selling outside of the association. The will 
of the majority was such that the contract should not be enforced, 
and even though the contract called for deliveries for several 
more years the association failed dismally, because the majority 
no longer desired to belong to it. AB a result of the catastrophic 
decline in grain prices in 1929 and 1930, and the financial difficul
ties of the Canadian Wheat Pool, the three provincial pools in 
June, 1931, released their members from their contract!;! knowing 
that most contracts would be unenforceable. 

From this discussion of the marketing contract, it should not 
be deduced that only the successful associations in this country 
use contracts and that those which do not use the same become 
unsuccessful. It is true that most large-scale marketing associa
tions of the· federated and centralized types and large bargain
ing associations use producer contracts; experience has proved 
their value. But there are thousands of local associations that 
operate with varying degrees of success without employing 
membership contracts. Very few creameries, cheese factories, 
and livestock shipping associations have contracts with their 
members and yet they seem to run successfully from year to year. 

In this connection it is rather interesting to note the conclu
sions which Black and Price arrived at concerning the contract. 20 

The efficacy of membership contracts is usually greatly exaggerated. 
Their most important reason for being is that they furnish the basis for 
a membership drive and reduce the matter of membership to very definite 
terms. Their second most important reason for being is that financial 
agencies granting loans like to have the basis for their credit made as 
definite as possible. For most marketing organizations, especially 
overhead or central marketing organizations, contracts will make success 
somewhat more probable; in some cases a great deal more probable; in 
more cases, only a little more probable. In few cases are they abso
lutely essential to success. At present the membership contract is 
something of a fetish; we shall need a good bit more experience with it 
before we understand its true usefulness. 

The authors, however, feel that experience is replete with 
illustrations of the successful use of contracts and that they are 
no longer "something of a fetish." 

• 
• Bucx and PIlICJI, op. cit., p. 91. 
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Questions 

1. Do you think farmers should be asked to sign marketing contracts 
with their associations? Why? 

2. Should the organization of a local cooperative association be stopped 
if farmers in the community do not wish to sign a contract? 

S. Examine a marketing contract and report what provisions are included 
in it. 

4. In what stage of an association's existence is the contract most useful? 
Why? 

6. On what grounds did G. Harold Powell justify the use of contracts? 
6. What were the weaknesses of using maintenance clauses in place of 

membership contracts? 
'I. H a contract is violated, what remedies for breach are open to the 

association? What is the difference between a penalty and liquidated 
damage? 

8. What factors determine the duration of contracts? Do you agree 
with the statement that "the contract should always be a long-term 
agreement"? 

9. Does the annual withdrawal privilege weaken or strengthen a 
contract? 

10. Why should contracts be filed with the Register of Deeds? 



PART IV 

FUNCTIONAL RELATIONSHIPS OF COOPERATIVE 

ORGANIZATIONS 



XIII 

Management of Cooperatives 

Perhaps the greatest single force for the success or failure of a 
business venture is its management. Ina cooperative where each 
member is given a vote and in which the members supply the products 
to be sold, or give the orders in the case of a purchasing association, 
the members are more directly concerned about the management, 
and have a greater influence than the usual stockholder in a private 
corporation. 

Management in a cooperative rests with the membership. The 
directors, who are elected by the members, formulate the broad policies 
underlying the operations. The manager who is placed ·in active 
charge of operations is the hireling of the board. These three
members, directors, and the manager--constitute the management. 

The rights of members respecting the organization and operations 
are varied. They include the adoption of the constitution and bylaws 
and permission to appropriate money as well as to require the 
directors, officers, and manager to operate within the law. The elec
tion of directors is one of the principal obligations of the membership. 

Directors act as the governing board which directs and governs 
the course of action which the association should take. Besides 
formulating policies, enforcing their execution, and appraising the 
results, they must select a manager. A director cannot act as an 
individual; his rights and powers are limited to the authority 
of the entire board. Directorship is a position of trust that only 
men of business ability, sound judgment, and unquestioned integrity 
should hold. 

The manager is the servant of the board but, as the one in charge 
of active operations, should not be interfered with by either members 
or individual directors. His task is twofold-solving the technical 
business problems as well as keeping the membership fully informed. 
Employees are urged to have their own association or union rather 
than become members of an association in which their interests are 
incompatible with those of the membership at large. 

.. ... ... 



CHAPTER XIII 

MANAGEMENT OF COOPERATIVES 

Economists have pointed out for more than a century that the 
factors of production consist of land, labor, capital, and entrepre
neurship. The one who undertakes the management of a 
business organizes and directs the other three factors of produc
tion, and he becomes a claimant to a share of the total social 
income for the risks which he bears and the special abilities 
required of him. This share is called profits in contrast to rent 
for land, wages of labor, and interest on capital which the other 
factors command. In the maelstrom of production, management 
is the vortex. It is the hub that links the other three factors 
together and ~:l.kes a working unit of all four. There is no 
phase of business organization that is more directly related to the 
success of an enterprise than that of management. From a 
practical standpoint, management consists of the control and 
direction over the activities of an organization. 

IlIrIPORTANCB OF GOOD MANAGEMENT 

A number of studies of the reasons for failures 'lr suspensions 
of cooperative associations indicate that lack of efficient manage
ment is responsible about as often as any other single reason. 
Other causes for failure such as financial difficulty, insufficient 
volume of business, inability to meet competition, lack of mem
bership interest, and an inadequate accounting system are quite 
generally directly traceable to inefficient management though 
they may appear as the immediate causes for the cessation of 
cooperatives. Of 1,000 associations that failed during the years 
1913-1923, 558 reported that inefficient management was the 
principal reason for the failure, according to the United States 
. Department of Agriculture. The thousands of cooperative 
associations which are operating successfully in the United States 
and abroad today are proof that high-calibered management has 
been recognized as essential and capable men have been enrolled 
in the service of the movement. 

337 
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MEMBER&PARTINMANAGEMENT 

Without reference to the plan of organization, the successful 
cooperative is built from the ground up. It is a democratic 
institution in which the membership constitutes the legislative 
body which takes a vital interest in the major organization and 
operating policies of the association. That this function should 
be preserved and remain inviolate is one of the underlying reasons 
for the adoption of a democratic form of representation in most 
cooperative organizations. All who are members should have 
the right to express their opinions in governing the affairs of their 
enterprise. The members are the association; they own it 
and have the right to control it. Hence they should exercise 
their right lest control might be usurped by others. Being 
member owned does not necessarily imply member managed 
unless the members actively participate in the affairs of their 
organization. Voting by proxy is forbidden in cooperative 
associations but all are assured free expression of opinion regard
ing the management. Those not present at a meeting may vote 
by mail on specific questions and through power of attorney by 
individual representation. 

Since an association is operated Jor the benefit of the member
ship and is composed oj the members, it is logical that it should 
also be run by the membership. In a democratic institution, 
such as a cooperative, management cannot fall upon a few men. 
I! that were so, then the association would soon be an oligarchy 
and not a democracy. It devolves upon the board of directors in 
particular and upon the membership in general to formulate the 
broad policies according to which the business should be con
ducted. The directors and the manager must obtain from the 
membership an expression of the membership's wishes, be they 
in the form of resolutions, bylaws; or mere pronouncements, 
if the organization is to serve the patrons with greatest satisfac
tion. It follows, therefore, that members should attend meetings 
regularly to discuss the business affairs of their company, to 
vote upon the proposals before them, and to cooperate with 
the manager and employees in carrying out the wishes of the 
association. Membersh;p carries with it this obligation; if it 
is not faithfully performed, then the limitations of management 
become apparent. 
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The rights of members in the management of cooperatives are 
varied. A listing of these discretionary rights will suggest the 
range of important matters which they cover. 

1. To adopt the constitution, bylaws, and amendments, as 
well as to change the bylaws. 

2. To elect and recall directors. 
3. To vote upon the appropriations of money for various 

purposes, to approve or disapprove loans, to increase or decrease 
the capitalization, to authorize deductions for operating costs, 
and to decide upon pooling practices and contractual arrange
ments between members and the cooperative. 

4. To require both directors and officers, as well as agents, 
to run the business legally and according to the constitution, 
bylaws, and marketing contract. 

S. To hold directors and officers liable for any damage inuring 
to the members for failing to discharge their responsibilities or 
violating the statutes, bylaws, or constitution of the association. 

6. To elect a competent committee to periodically examine 
the records and audit the books. 

7. To examine the annual reports and books of the company 
(for just and proper reasons). 

The members, however, serve no purpose in interfering with 
employees and the manager in the details of the administration 
of a cooperative business. A manager and assistants are hired 
to attend to such details and should be held responsible only 
by the proper officers. 

One of the principal duties of the members respecting the 
management of an association is the selection of a board of 
directors. Just who is qualified to be a good director is not often 
known until a trial-and-error process proves the merits or short
comings of an individual. ,According to the bylaws of most 
associations, II any bona fide producer who is a member of the 
association" is eligible for this position of trust. Although any 
member in good standing is eligible, still it is apparent that not 
all members have the necessary qualifications. 

It is assumed that honest members will be selected, that they will 
possess leadership, ability, good business judgment, and above all, a 
BOund conviction that cooperative organization is good economic pro
cedure in production and distribution. It is claimed by some that too 
often these desirable qualifications are overlooked and that the responsi-
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bility is given to the "loudest orator," to the member who is not "so 
busy," to the one who deserves an honor, or perhaps it becomes a 
custom to "pass the office around."l 

It cannot be emphasized too strongly that men with the great
est business acumen are needed on the board of directors. 
Soundness of judgment in business matters, an ability to grasp 
management problems, and an understanding of executive duties 
and responsibilities are essential; suavity, affability, and arnica
bility-commendable traits as they may be-are not the most 
desirable ones in a good director. The selection of the directors 
who can act as trustees of the association is, therefore, one of the 
membership's principal functions in management. 

DIRECTORS ARE THE GOVERNING BOARD 

The duties of directors in local associations are usually less 
important than those of directors in large-scale associations. 
The problems of local associations are generally simple in char
acter compared with those of large-scale organizations. In 
either case, however, the board, not the individual director is 
the governing agency, and as such constitutes with the manager 
the active management of an association. As the agency in 
command of an association, certain obligations rest upon it; to 
wit: 

To formulate operating policies 
To retain competent managerial officers who are to execute the 

board's policies 
To enforce the policies adopted 
To appraise the results of its policies 
To attend all board meetings and keep accurate records of the 

same 
To keep in touch with the membership as a liaison officer 

between the association and the membership 
To create confidence in the organization 
A board of directors determines the broad policies which serve 

as a guide to the manager and employees in the conduct of the 
business. The manager advises and confers with the directors 
upon the formulation of policies but, as a chosen agent, he is 
guided by the policies declared by the board. The minute 

I BARON, HIIINRY H., Directors of Farm Cooperatives-Their Duties and 
~ponsibilities. Wis. Agr. Exp. Sto., Cire. 245, p. 6, 1931. 
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details of the business are left to the manager's discretion, but 
basic operating procedure is determined by the board itself. It 
is apparent at once that a good director must acquaint himself 
with marketing functions, competitors' practices, and business 
procedure if he is to formulate operating policies wisely. 

In actual practice, however, it is found that the boards of 
directors do not always formulate the policies, but rather that 
they become in many instances the rubber stamp of approval 
for policies laid down by the manager. A manager of dominant 
personality may usurp the powers of the board or assume such 
powers with the board's approval. The answers of 120 associa
tions to the question Who formulates the policies of your associa
tion? in a study made by one of the authors indicated the 
following: 

In 49 p.ssociations it was reported that the directors assumed 
this responsibility 

In 41 associations the managers assumed this responsibility 
very largely 

In 10 associations the manager and the board formulated the 
policies with the initiative coming from the manager; in 10 others, 
policies were formulated in the same manner, except that the 
initiative came from the board; in 7 associations the initiative 
for policies was equally divided, and in 3 associations the execu
tive committee (including the manager) made the policies. That 
the suggestion or initiative for certain policies should emanate 
from the manager is in keeping with good business practice, but 
the adoption or refusal of a suggested policy should remain with 
the board of directors. 

Besides laying down the policies of operation, one of the duties 
of the board is to select a competent manager. The significance 
of considered judgment in this matter cannot be overstressed. 
Other functions which a board cannot treat lightly are observing 
whether the board's policies are executed by the manager as well 
as appraising the policies in the light of practical operations. 
Some of the obligations which each director assumes upon election 
are to keep actively in touch with members, to ascertain their 
wishes, grievances, and suggestions, as well as to instill confidence 
in the board, the manager, and the cooperative itself. A director 
cannot instill confidence in an association by exhorting members 
to patronize their cooperative unless he himself does so. 
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Directors Have Certain Powers. The duties of directors 
listed above are not legally enforceable but are discretionary 
only. If a director is negligent in these duties the membership 
can recall him or fail to re-elect him when his term expires, but 
recourse through the courts is not possible. A legal duty implies 
a right which the director mayor may not choose to exercise. 
There are, however, certain powers that the law grants a director, 
and if these powers are exceeded or if any damage or injury accrues 
to the association because of his negligence or failure to fulfill his 
office, then legal action can be taken against a director indi
vidually. A power implies a liability. Liability for illegal acts 
cannot be passed to the association but remains with the directors. 
Powers granted by law or by the association's bylaws to directors 
of corporations in most states are: 

1. To call regular and special meetings at will or on command 
2. To elect the officers of the directorate 
3. To employ a manager for the association 
4. To remove officers for cause, or act to have them removed, and to 

fill vacancies 
5. To receive, deposit, and disburse the funds of the organization 
6. To make contracts 
7. To issue stocks and other instruments of credit or obligations 
8. To establish minimum prices on products 
9. To revise and amend grades and standards within statute limita-. 

tions 
10. To borrow money for the association in its name-

In a local association each director has one vote, but in a 
large-scale central association a director may have greater voting 
power. The contract between a local association and the central 
association in a federation may provide that directors in the 
central association shall have votes according to the amount of 
stock held by the local in the central, according to the volume of 
business, or according to the number of members represented. 
Likewise in a large-scale association, the directors may elect 
an executive committee to which are delegated certain responsi
bilities in order to lessen the number of meetings of the entire 
board as well as to effect efficiencies in management. 

The study of 120 local and large-scale sales associations named 
above revealed that 70 per cent of the associations have their 

- BAXXEN. Ope cit •• pp. 13-14. 
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directors meet once a month or oftener. This high percentage 
of frequent meetings of boards may suggest that directors of 
cooperatives are attending to the affairs of management, i.e., 
if the time of such meetings is not frittered away with the 
discussion of petty, nonsignificant events wholly unrelated or 
trivial to the business affairs of the company. 

THE MANAGER-THE SPEARHEAD OF MANAGEMENT 

In many businesses the manager is the deciding factor for 
success or failure. He is the technical expert, the "brains" 
of the going concern, the dynamo and driving force of the busi
ness. Together with his executive staff he is responsible for 
carrying out the policies formulated by the board of directors 
as well as the hundred-fold details of the business with which the 
board does not concern itseH. . Alertness and business sagac
ity, ability to deal with people, a reputation for business integ
rity-these are a manager's forte. 

In a cooperative association a manager has to cope with a dual 
problem, (1) the technical business problems, and (2) the member
ship morale. In a local association a manager with a few 
employees usually has charge of all operations; but in a large
scale association that markets products valued at millions of 
dollars, the manager is assisted by executive officers, department 
heads, foremen, and employees. The organization of the 
business staff as well as the system of distributing the products of 
the cooperative devolves upon the manager. Keeping bankers 
informed of the true facts of operation at all times and establish
ing a high credit rating of the company are duties a manager 
performs. The technical business problems resolve themselves 
into (1) external operating policies such as sales promotion, 
car routing, preparation of products for market, claims, advertis
ing, and all problems that relate to the physical distribution and 
pricing of the commodities; and (2) internal management prob
lems consisting of accounting, financing, labor problems, insur
ance, and personnel. Interdepartmental meetings, attendance 
at trade association meetings and conferences with employees 
and directors are some of the manager's duties in keeping the 
association forging ahead on all fronts. 

Keeping abreast of business developments or being in the 
vanguard in the competit.ive race is for many managers a simpler 
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task than solving the difficult problems of membership relations. 
A cooperative sales association must have the products of 
members delivered to the association if there are to be any 
products for sale. To keep this stream of goods flowing to the 
association year after year requires that the membership be 
informed of the sales policies, operations, and successes of 
management. Such information is the vitalizing element in an 
association. .A membership relations department in charge of 
an "educational director" serves an admirable purpose, but in 
addition, the personal appearance of a manager at meetings of 
the membership is essential in many instances. Members 
want to know their manager personally, ask him questions, and 
receive "firsthand" information about prices, sales conditions, 
operating costs, and sundry other things. The manager who 
does not" sell" himself to the membership, be he ever so efficient 
in business matters, operates under a. serious handicap. A 
sympathetic understanding of the producers' problems is no 
less important than ability to master the internal and external 
operating problems of the business itself. The difficulty in 
meeting this membership problem is augmented by the large 
number of members to be pleased. 

Frequent Mistakes by Cooperatives in Past Years. Mistakes, 
errors in judgment, and lack of experience may handicap any 
type of business. An efficient management, however, profits 
by the errors of the past. Mistakes are costly. They under
mine confidence, lose customers, and may cause failure of the 
business. The following mistakes as listed have occurred in 
cooperative associations. No doubt, a list equally as long could 
be presented for private enterprises. 

1. Organizations were set up too hurriedly without a full knowledge 
of existing facts or a full appraisal of some of the factors necessary for 
success 

2. Members were improperly advised as to what cooperatives could 
and could not do 

3. Members expected the impossible 
4. Organizers made extravagant promises 
5. Associations attempted to operate too many delivery points 
6. Associations bought too much property instead of leasing 

property until definite needs of tht\ organization were more clearly 
established 
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7. Management antagonized existing trade interests by severe 
criticism of their past methods of handling farm products 

8. Managers attempted to set arbitrary prices 
9. Organizations developed into holding associations rather than 

organizations to merchandise their products 
10. Directors were paid emploYeeilof the association 
11. Secretive policy of officials resulted in distrust and rebellion on 

part of members 
12. Contracts provided no withdrawal privilege 
13. Members did not realize the importance of competent manage

ment 
14. Directors did not realize that they must pay adequate salaries for 

competent management 
15. Sufficient capital was lacking 
16. Operation was attempted with insufficient volume 
17. Operation was conducted with too much overhead 
18. Operating costs were too high 
19. Capital reserve was used to meet competition of private agencies 
20. Sufficient reserves and surpluses were not built up' 

Some of these mistakes are due to a lack of experience in 
cooperative organization but others are due to negligence, 
inefficiency, and indifference on the part of directors and manager. 
Jones in a recent bulletin propounded two lists of 30 questions 
for directors and manager, respectively, in order that a self
analysis may be made by each. If an analysis such as Jones 
suggests were seriously made by the management, there can be 
little doubt that some of the mistakes listed above could be 
avoided.· 

The Question of a Manager's Salary. Wages of superin
tendence fall in a higher bracket than wages of skilled and 
unskilled labor. This phenomenon is not always fully appre
ciated by those farmers who compare their own incomes with 
those of managers and expect the latter to work at rates which 
the farmers receive. Not all members view the salary situation 
in this light but, rather, realize full well that expert managers 

I Cooperative Marketing of Farm Products, Federal Farm Board Bul. 
10, p. 13, 1932. 

• See JONES, 1. W., Membership Relations of Cooperative Associations, 
Bul. No.9, pp. 12-17, Farm Credit Administration, Cooperative Division, 
sections headed The Manager's Self-analysis and Leading Questions for 
Directors. 
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of proven worth are both difficult to get and high priced. Like
wise, many members also know that a well-paid manager may 
not be costly compared with a poorly paid manager who may be 
exceedingly so. A low salary does not assure economy, neither 
does a high salary indicate efficiency. Other things must be 
taken into consideration. Low cost operations, increased 
savings, and higher average prices received for commodities 
sold may go hand in hand with large salaries; whereas the reverse 
may be true with low salaries. Economy measures may be 
more profitably started in other places than in cutting salaries 
of management and of employees in many instances. Since 
the qualifications of management are not capable of standardiza
tion such as those of unskilled labor, it is obviously impossible 
to make an accurate comparison between salaries paid by private 
and cooperative associations. Some contend that salaries in 
cooperatives are lower becaus~ farmers are known to pay low 
wages, that tenure of office is more secure and hence offers an 
attraction to managers at lower rates, and that in harmony with 
the philosophy of some cooperative leaders large salaries are 
frowned upon. Others contend, however, that a cooperative 
must pay more for managerial ability because it is necessary to 
compete with private corporations in securing managers and 
that many qualified managers prefer employment in a private 
business in which they may hold common stock and in which 
advancement to the presidency or chairmanship of the board is 
possible (impossible in a cooperative). These are only opinions 
and are merely listed to give two points of view. As among 
private corporations, some cooperatives are known to pay low 
salaries to their managers and others high salaries. In fact a. 
proposal was made by some Congressmen in the days of the 
Federal Farm Board to prevent the Farm Board from lending 
money to cooperatives who paid their managers high salaries. 

EMPLOYEES AND MANAGEMENT 

The policy of most corporations is to permit the manager to 
hire and discharge all employees in unimportant positions but to 
submit the names of department heads or other high salaried 
appointments to the board of directors for approval. Every 
manager attempts to create an esprit de corps among his employees 
through such means as high wages, sociability, bonuses, old-age 
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pensions, or promotions. Employees are not a part of the 
management but their cooperation with the manager can make 
the task of management an easier duty to perform. 

In theory a cooperative should be in sympathy with organized 
labor but in practice many cooperatives disapprove of trade
unionism within their own plants. This antipathy is largely 
induced by a competitive situation and reflects the personal 
feelings of the manager or the individual members of the board 
rather than the basic philosophy of cooperativism. The fear is, 
of course, that organized labor may be successful in getting a 
larger share of the consumer's dollar as wages than the farmer 
gets as prices for his product. Even though the interests of 
the two groups clash, it is apparent that if cooperators are 
consistent in their viewpoints regarding organization they should 
welcome organized labor within their own plants. 

This view, however, does not imply that laborers in a coopera
tive sales or purchasing association should be taken in as copart
ners in the business, that they be given common stock, voting 
rights, positions on the board of directors, and share with the 
members in the dividends of the cooperative. In a cooperative 
sales association farmers are members and their interest is not 
compatible with that of the employees of the company. The 
former want high prices and low costs of operation; the latter 
want high wages which increase the cost of operations at the 
expense of the farmers. It appears far more expedient to limit 
the membership of the association to the farmers and have the 
employees have their own organization which will strive to 
enhance their interests. In a consumers' cooperative the 
situation is somewhat different. Employees, as consumers, 
are also eligible for membership in the cooperative that hires 
them. But even here, when policies of the cooperative are 
discussed, the attitude of a consumer rather than that of a 
wage earner must predominate, otherwise a clash of interests 
is almost certain to arise. Many members of a consumer 
cooperative are not laborers but as consumers have certain 
interests in common with the laborers who are also members. 

Employees in a cooperative sales association can have, and 
should be encouraged to have, a financial interest in the company 
they serve by buying preferred stock in the same. This pro
cedure has much in its favor. Some cooperatives of the past 
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and even today divide the net savings between the employees 
and the members as dividends on wages and dividends on 
patronage. This is a dangerous practice and as experience 
has demonstrated should not be countenanced. In its final 
analysis any net savings are simply withholdings from the 
returns that members of a sales association have a right to expect. 
In a cooperative purchasing association, they can be likened to 
"overcharges" that have been made only to be returned to the 
members when costs of operation for a given period have been 
ascertained. The employees who have been hired at fixed 
wages have no legitimate claim to these savings. Dividends 
upon fair wages are an unjust diversion of funds rightfully 
belonging to the members of the association. If an association 
wishes to grant a bonus for exceptional service or as a reward 
for efficiency, extra labor, or special circumstances, such pro
cedure can be condoned. The fact that some state cooperative 
laws permit such appropriation before the patronage divirlends 
are declared indicates the fact that appropriation even for this 
purpose has been challenged and only made certain after the 
cooperative law was amended to include this right. The prin
ciple underlying such gratuity is quite different from that 
which considers laborers as legitimate claimants for dividends on 
wages.' 

Questions 

1. Who is an entrepreneur? Does the member of a cooperative cla&sify 
as such? 

2. List the rights of the membership and prepare a second list showing 
Bome actions not considered rights. 

S. Does farmer owned imply farmer controlled? Explain. 
4. What powers do directors have? What liabilities do they also 

8.SBume? 
6. Do you think it is wise to forbid a director to be a salaried employee 

of the cooperative? 
6. What do you consider as "broad operating policies" of a cooperative? 

Illustrate. What operating practices, for example, are determined by a 
manager? Illustrate. 

'1. What qualifications would you like to see in a good director? in a 
capable manager? 

I For a discussion of the relationship of employees to cooperatives in 
European countries see Chapter XII of the Report on the Inquiry of CoOpel'
ative Enterprise in Europe 1937, Washington, D.C • 
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8. Do you believe it good policy to sell common stock carrying voting 
rights to employees in a farmers' cooperative processing plant? Explain. 

9. Should a cooperative purchasing association take the place of a labor 
union for its employees who are al80 members of the cooperative? 

10. Show how it may be "penny-wise and pound-foolish" to hire a 
manager at a low salary in preference to a better manager at a much higher 
salary. 
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Financing Cooperative Marketing Associations 

Unsound and inadequate financing has caused the suspension 
of numerous sales and purchasing cooperatives. Hence, the prob
lem of adequate financing is one of serious import to all associations. 
Unlike private corporations, cooperatives organize freely on a non
stock or membership basis as well as on a capital stock basis. A 
nonstock association requires capital for its physical investment 
as weU as its operations. Capital is required for the (1) organiza
tion of the association; (2) physical facilities, land, and equipment; 
(3) operations; and sometimes (4) for financing production on farms. 

The three usual methods of financing cooperatives are through 
the sale of common stock, collection of membership fees, and borrow
ing from local banks. Other methods, such as selling preferred 
stock and bonds, deferring payment, making deductions from sales 
returns and issuing certificates of interest, using sight drafts, and 
creating subsidiary corporations are also practiced. 

Shares of common stock are ordinarily of low par value ($5, $10), 
so that aU producers may obtain the same. Seldom can aU prrr 
ducers pay for the full tlalue of the shares at the time of purchase, 
and therefore several plans are used for paying for the shares. Some 
association8 require producer8 to buy share8 of stock in proportion 
to the use which is to be made of the organization. Other associations 
place a limit on the number of share8 any individual may hold. 
A nominal interest rate, if available, is paid on stock before patronage 
dividend8 are declared. 

Bonds are not used extensitlely in financing cooperatitles. Associ
ations organized as nonstock associations and having need for a 
small amount of capital depend upon membership fees as a source 
of part of the capital funds needed. Many local associations have 
been financed at their inception by loans from local banks secured 
by the directors' note8. Since 1933, the Banks for Cooperatitles 
hatle been important sources of loans . 

... 
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FINANCING COOPERATIVE MARKETING 
ASSOCIATIONS 

Agriculture is predominantly a small unit industry carried on 
by those who generally do not have large capital funds. By the 
time the crops are ready for harvest or livestock is ready for 
slaughter, most farmers have utilized all their ready cash or the 
full amount of loans they were able to obtain, so that immediate 
sale has become a necessity on many farms. Yet, the consum
ers' and the processors' needs are not concentrated into the short 
periods in which the heavy marketings take place. The market
ing of a large share of the crops and livestock products, there
fore, must be financed by middlemen over many months of the 
year. Previous to 1921 there was a lack of adequate credit 
facilities to meet agricultural financing problems. This made it 
necessary for many farmers to unload their products even though 
they were disposed to hold them longer. The cooperatives which 
undertake the marketing tasks that independent middlemen 
have been performing must, therefore, assume the duties of 
financing. To meet these obligations farmers who organize the 
cooperatives must: (1) provide their own funds to conduct the 
business, and/or (2) arrange for and secure necessary credit, and 
(3) administer the finances-three obligations which any market-
ing agency must assume. . 

FUNDAMENTAL BASIS OF FINANCING 

It is universally recognized that adequate financing of cooper
atives is essential. To many, the financial soundness of a 
cooperative is the sole criterion of its success. Associations 
deeply in debt, with no reserves set aside, and with so-called 
" shoestring" financing methods are in a precarious situation. 
Of 1,500 associations that suspended business operations prior 
to 1926 more than a fourth gave unsound or inadequate financing 

351 



352 F[-NCTIONAL RELATIONSHIPS 

as the main or contributing cause. A sound financial program 
and status invite the backing of bankers, credit institutions, 
public officials, the public at large, and otherwise skeptical 
producers. It behooves associations to do a great deal to solicit 
this confidence. A weak financial position may easily increase 
the operating expenses of an association, may place the associa
tion in an unfavorable competitive position, and more than likely 
discourages the progressive farmers from joining an association. 

Stanley Reed, former counsel to the Federal Farm Board, 
properly considered that the chief basis of the financial structure 
of a cooperativ~ is the commodity which the cooperative handles. 
To quote, 

In industry and commerce we have come to regard the capital with 
which a business is conducted as the basis upon which the financial 
structure is built. The scattered and relatively weak individual 
producer cannot subscribe adequate funds for a proper capital struc
ture. • • • It is natural when a cooperative presents itself to the public 
that those interested in its financial affairs should look to its capital. 
H such persons look for the capital of a cooperative, it will not be found 
in its stock or its membership liability, but in the commodity which is 
delivered to the cooperative. This commodity becomes the capital 
of the cooperative and is responsible for its debts and other liabilities. 
It is rather immaterial whether a cooperative is created upon the capital 
stock or membership theory because subscribed capital will never be 
adequate to its needs. The commodity, however, can provide adequate 
capital to meet all financial requirements of any cooperative. H that 
is treated as the basis of credit, it is the soundest of enterprises because 
it has acquired this capital without any obligation to make return to 
those who have furnished it except the net amount that may be received 
from its sale, after the deduction of operating costs, reserves for credit 
and emergencies, and retains for the acquirement of facilities where 
needed.! 

Thus, it is apparent that the financial commitments of most 
cooperatives rest upon a very desirable basis, namely, com-

! REED, STANLEY, Financial Structure of Cooperatives, Federal Farm 
Board Cire. 4, pp. 4-5,1931. The remark of J. E. Wells, Jr., of the Farm 
Credit Administration, that "the statement often made that the commodity 
itself is the capital of the cooperative is to a degree correct" indicates that 
one must look to other things besides the commodity to determine the 
capital of a cooperative. 
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modities that are primarily necessities of life anj for which 
ready markets exist at all times. 

Capital Stock or Nonstock. The capital needs of cooperatives 
vary a great deal, depending mainly upon the nature of the 
marketing tasks to be performed. These needs determine very 
often, but not necessarily, the type of corporation that is set 
up, i.e., capital Btock or nonBtock or a membership association 
as it is also called.· The laws of practically all states provide 
that either capital stock or nonstock organizations may be 
fonned. In a capital stock corporation .certificates of stock 
are issued to the stockholders or shareholders upon payment 
of a certain sum of money or its equivalent, and such certificates 
provide evidence of ownership in the corporation. A nonstock 
corporation obtains some capital for carrying on the business 
of marketing by issuing certificates of membership to those who 
pay membership fees or meet other requirements of membership. 
These certificates give evidence of the rights of the members in 
the corporation. Nonstock does not mean noncapital as is some
times erroneously assumed. Indeed, the price of capital stock 
shares may be no higher than that of certificates of membership 
in a nonstock association. As will be apparent from the dis
cussion which follows, the concept of capital stock and nonstock 
fundamentally relates to the type of legal business corporation 
created, rather than to the financial or capital needs of the 
corporation. It is primarily a legalistic concept-not a func
tional one. As a matter of fact many nonstock cooperatives 
require mor~ capital than capital stock associations. Either 
fonn of organization may have much need for capital. Which 
form of organization is to be used can be answered best from 
an analysis of the particular problems to be solved. It does 
appear, however, that stockholders in most capital stock organ
izations have a feeling of greater financial responsibility than 
members in ~ost nonstock companies. 

I Oftentimes the phrase "nonstock, nonprofit" is used to designate this 
type of cooperative. It might be concluded by some that all capital stock 
associations are organized for profit whereas the nonstock are not. This is 
erroneous. The form of organization is no indication as to the method of 
operation. A capital stock organization as well as a nonstock association 
may be conducted on a nonprofit basis; or both may be run for profit (net 
savings). 
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I. NEED FOR CAPITAL 

Cooperatives require capital for: (1) organization, (2) physical 
facilities, (3) operations, and in some cases for (4) financing 
production on farms. These needs vary greatly according to 
the commodities handled, the type of associations (local or large
scale regional associations, bargaining or marketing organiza
tions), the management policies relating to pooling, pricing, and 
selling of commodities, and the general practices followed in 
financing production. 

Organization Expense. Before most cooperatives obtain a 
corporate standing, some expenses are incurred for organization 
purposes-in some cases very high fees have been paid to pro
fessional organizers. In other instances programs for expansion 
of membership call for significant outlays. Pre-organization 
expenses include such items as traveling expenses, hotel expenses, 
printing charges, postage, telegrams, legal fees, rentals of halls, 
fees for filing incorporation papers, costs of securing contract 
signers, obtaining membership fees, selling of stock, and other 
costs incident to organizing activities. At first these costs are 
usually paid for by the promoter, but later he is reimbursed by 
the association. The association frequently pays these expenses 
out of its membership fees or stock sales, or by deductions from 
the members' returns during the first year. 3 An audit of the 
Arkansas Cotton Growers' Cooperative Association in 1923 
showed that its organization expenses were $38,988, and its 
membership campaign expenses $11,448. Members of the board 
of directors personally guaranteed notes for $50,000 during the 
organization and initial operating period. These expenses were 
later paid for by deductions of 1 per cent from the growers' 
returns.' 

Costs of engaging representatives of governmental agencies, 
who may assist in the organization, are borne usually by the 
government instead of the cooperative. The Agricultural Mar-

I In states where the statutory limitation upon promotion expenses is 
rigid, prospective associations have found it advantageous to sell member-
ships in an association for the purpose of organizing a cooperative. In 
addition shares of stock in the operating cooperative are sold. 

4 GJLE, B. M., The Status of Cooperative Cotton Marketing in Arkansas, 
.<irk. Agr.Exp. Sta. Bul. 245, p. 25, 1929. 
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keting Act, 1929, authorized the Federal Farm Board to make 
loans from the revolving fund to assist in II extending membership 
of the cooperative association applying for the loan by educating 
the producers of the commodity handled by the association 
in the advantages of cooperative marketing of that commodity." 
Apparently loans were not authorized for pre-organization 
expenses, but simply for extension of the membership. It was 
not mandatory that loans be made for expansion, and the board 
was conservative in granting such loans. Practically every 
agricultural experiment station is prepared to assist farmers 
without cost in organizing cooperative associations. 

Before incorporation, the expenses of organization are legally 
obligations of the incorporators which should be assumed later 
by the corporation. In many cases the pre-organization expenses 
have been borne by general· farm organizations which were 
directly responsible for starting cooperatives. The Land 
O'Lakes Creameries, Inc., received the pledge of a loan of $1,000 
from the Farm Bureau. In the years 1920-1922 the American 
Farm Bureau Federation was particularly active in organizing 
large-scale cooperative associations, such as the cooperative 
livestock commission firms, a fruit and vegetable commission 
house, and a sales agency for grain. The pre-organization 
expense and initial capital were frequently supplied by the parent 
organization but, after some time, such expenses were usually 
repaid by the operating company. 

Pre-organization expenses can be kept at a minimum if groups 
of farmers do the work. Some state laws which limit the amount 
that can be spent for organization are designed in part to dis
courage "professional" organizers. In Oregon, for example, 
incorporated associations cannot expend more than 10 per cent of 
their paid-up capital stock for such purposes, and must refund 
total organization expenses out of any net profits before patron
age dividends can be declared. In Wisconsin not more than 
5 per cent of the paid-up capital stock or membership fees may 
be used for promotion expenses. 

Capital for Facilities. One of the chief purposes of capital is 
to provide the land, buildings, machinery, and equipment which 
the cooperative requires. Capital for such purposes is called 
fixed, permanent, or long-time capital. In a cooperative cream
ery the fixed capital is invested in the site, buildings, chmns, 
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vats, separator, boiler, and other durable equipment. A coo~ 
erative livestock shipping association may have no capital 
invested in fixed assets. If possible, members of an association 
should provide all of the capital necessary to acquire the fixed 
assets, but if this is impossible, they should borrow only such an 
amount as will not jeopardize the operations of the cooperative. 
The Farm Credit Act of 1935 permits the Farm Credit Adminis
tration to make facility loans (loans secured by physical assets) 
not in excess of 60 per cent of the appraised value of the security 
offered, indicating that the cooperative may borrow the full cost 
of the facility to be constructed or acquired, if it can furnish 
sufficient collateral. For a new cooperative this means that at 
least 40 per cent of the fixed assets must be provided by the 
members or from other sources since additional collateral would 
be lacking. 

Capital for Operations. In addition to using capital for the 
fixed assets, cooperatives use capital for current operations. 
Funds are needed to pay wages, salaries, interest, rent, advances 
to growers, raw materials, supplies, freight charges, fuel, service 
fees, and other current expenses. Capital for such purposes 
is called "working," "circulating," or '~short-time" capital. 
Quite often it is found that members provide sufficient funds to 
acquire fixed assets but have little left to finance current opera
tions. If the fixed assets are owned, they may ordinarily 
be used as security to obtain funds for initial operations. If, 
however, the fixed assets are not fully owned by the members, 
greater difficulty is experienced in obtaining the original working 
capital. If the cooperative takes title to the products delivered 
by its members, it will be able to use these as collateral to secure 
& loan since the sale of the products will enable the associatiQ.D. to 
repay the loan. 

As to what proportion of its operating capital a cooperative associa
'tion might reasonably expect to borrow, will depend upon a number of 
factors such as the character of the products handled, the degree to 
which the volume handled fluctuates from season to season, the necessity 
for storing the products, the trade channels employed, and the experi
ence of the management. It would appear reasonable, however, that a 
new cooperative with obligations on its fixed assets have at least $1 of its 
own operating funds for every $4 which it expects to borrow. Some 
organizat.ions which expect to store commodities for a considerable 
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period would perhaps need a larger proportion of their own funds to 
finance such undertakings before they could obtain aBBistance from 
lending agencies. i 

J. E. Wells, Deputy Cooperative Bank Commissioner, also 
suggests this ratio when he writes, 

H an 8BBOciation has working capital of its own equal to one-fourth 
of its normal total current liabilities, and if it is properly and soundly 
managed, it should be a good credit risk. This does not mean that 
it would be wise to loan three-fourths of the total amount of dollar 
value of current operation assets on an entirely unsecured basis. It 
usually means, however, in actual operations that the amount loaned on 
an unsecured basis does not exceed the amount of working capital 
owned by the 8BBOciation.1 

The value of having sufficient working capital is readily seen. 
Cash discounts, quantity discounts, savings of interest pay
ments, ability to take advantage of opportune purchases and 
to make repairs and alterations of plant and equipment when 
needed are some of the benefits obtained. To advance payments 
to members before the crops are sold by the cooperative requires 
large amounts of working capitaL 

Capital for Financing Farm Production. On account of the 
systems of farming in some sections of the country,7 cooperatives 
find it necessary to extend credit to their members for production 
purposes, or else they experience difficulty in securing members 
or the members' crops for marketing. This is particularly true 
in the South among the cotton farmers. Landowners and 
"croppers," as many of the tenants are called, find it necessary 
to borrow heavily from one harvesttime to another. Most 
of the croppers buy their family needs at a local store by means 
of credit granted by local banks and merchants. Merchants 
grant credit, commonly called "store credit," on the condition 
that they receive a lien on the growing crop or a mortgage on 

I SToItDYK, E. A., The Financial Structure of Cooperatives, "American 
Cooperation, 1934," p. 171, American Institute of Cooperation, Wash
ington, D. C. 

• WELLS, J. E., Financing Current Assets, News Jur Farmer Cooperaliuu, 
vol: 2, no. 1, p. 6, April, 1935. . 

, For a detailed discussion of Agricultural Credit Corporations Affiliated 
with Cotton Cooperative Marketing ABBociations, by William H. Rowe, 
eee U. S. Dept. Agr. Tech. Bul. 322, September, 1932. . 
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the land itself if the customer is a landowner. 8 The grower 
obligates himself to sell to the merchant, or to a buyer named 
by the merchant, and may be restrained from delivering his 
cotton to his cooperative. Such restriction by the creditors is 
easily understood when it is realized that often the 60 to 65 per 
cent advance payment (in 1929 raised to 90 per cent by the 
Federal Farm Board) on cotton placed in seasonal pools was 
insufficient to pay the loans, that the possibilities of making a 
profit on marketing the cotton were considered in determining 
the interest rate on the loans, and that some creditors opposed 
the cooperative marketing movement. 

Store credit is expensive-rates ranging from 12 to 40 per cent 
per annum are not uncommon. The high interest rates paid by 
southern farmers during the years 1927-1930 are recorded in 
Table XII prepared by Rowe. 

These high rates, together with the sheer difficulties of obtain
ing loans from banks and merchants and the utter lack of latitude 
in market selection by the debtor-farmers, made it expedient 
for the cotton cooperatives to provide production credit or 
credit to finance the delivery of mortgaged cotton. From 
1924 to 1931 seventeen subsidiary credit corporations were 
organized by cotton cooperatives. Only half of this number 
were operating in 1932, the others had either failed or ceased 
operations.' 

Production credit for feeders of livestock is also provided by 
credit corporations organized by cooperative associations selling 

lin one district in Ark8.IlS88 in 1926, 83 per cent of the mercantile credit 
was secured by means of a chattel mortgage on all crops, livestock, and 
equipment, 9 per cent by a lien on the cotton crop, 2 per cent by a mortgage 
on real estate, 1 per cent by a chattel mortgage on work stock, 4 per cent on 
open account, and 1 per cent on unendorsed note. GILE, B. M., and A. N. 
MOORE, Farm Credit in a Plantation and an Upland Cotton District in 
Arkansas, Ark. Agr. Exp. Sta. Bul. 228, p. 39, 1928. 

• There are several ways in which agricultural credit corporations can be 
set up: (1) as an affiliate of a local bank; (2) as an affiliate of a group of banks 
serving an agricultural area; (3) by a group of farmers within a given com
munity; (4) as a subsidiary to a cooperative buying and marketing ass0-

ciation. 
REED, STANLEY, op. cit., p. 15, has the following advice to give," ••• it; 

seems proper to say that credit corporations are an extremely hazardous 
angle of the financial structure. Stay away from them if you possibly caD 

without losing your business." 
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livestock. Extending credit to livestock feeders by cattle loan 
companies is an old practice. It became necessary for coopera
tive sales associations to provide a service similar or at least 
equal to that of competitors if they wished to receive shipments 
of fattened cattle, sheep, and hogs. The National Livestock 
Marketing Association has a subsidiary financing company 
known as the National Feeder and Finance Organization, which 

T ABLB XII.-CoST OJ' CREDIT ON A PER ANNUl( BASIS IN SOUTHERN STATES, • 

1927-1930 

Cash credit, Merchant credit, 

State 
per cent per cent 

All Owner Tenant All Owner Tenant 

North Carolina t ............. 7.7 .7.7 7.9 25.5 27.7 20.9 
SOuthCarolinat.············ 9.6 8.8 10.5 31.6 32.6 30.4 
Georgiat··.··.···· .. ··· ..... 11.5 8.6 16.0 26.3 27.1 26.0 
Arkansas 

Craighead Countyt ......... 8.7 8.7 8.7 17.7 13.5 18.9 
Altheimer District .......... 8.8 7.7 10.0 .... 20.0 41.5 
Rison District ............. 10.0 10.0 .... .... 18.0 20.0 

Louisiana ..•................ 8.1 .... .... 16.6 
Oklahomat········ .......... 11.4 11.0 11.6 34.8 18.4 38.5 
Texas .......•............... 9.4 .... .... 27.0 

NOTE: Data are averages obtained from eight separate studies made by 
the sampling method between 1927 and 1930. Reports of these studies were 
published by the agricultural experiment stations of the various states, the 
Bureau of Agricultural Economics cooperating in the preparation of all 
except those in Louisiana and Texas. N. C. Bul. 270; S. C. Bm. 282; Ga. 
Bm. 153; Ark. Bul. 233 and 228; La. Bm. 208; Okla. Bul. 198; and Teza& 
Bm.351. 

• Prom RoWll, WILLI .... B., Agricultural Credit Corporations Afliliated with Cotton 
COOperati .... Marketing Aeoociationo, U. 8. Depl. Af/f". Toer.. Bul. 322, Table 2, 1932. 

t Averageo weighted according to the lioe of the loan .. 

finances farmers' feeding and finishing operations. In Washing
ton the Wenoka Agricultural Credit Corporation was established 
for the purpose of making production and marketing credit 
available to fruit growers who are members of the Wenatchee
Okanogan Cooperative Federation, or to members of its 13 
affiliated local cooperatives. This indicates somewhat the 
diversity of needs of production credit. 
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Amounts of Capital Needed by Local Associations. Fixed 
Capital. The range in capital requirements of local associations 
is from none to thousands of dollars, depending upon (1) the 
kind of commodity which is marketed, (2) the character of 
services rendered, and (3) the willingness of patrons to wait 
for their payment. It also depends upon whether the association 
leases existing facilities or whether it is obligated to purchase or 
erect plants. A farmers' livestock shipping association ordinarily 
does not re·quire any capital outlay. The local stockyards' 
facilities are most frequently furnished by the railroad company, 
and payment for the livestock, freight charges, manager's fees, 
and other charges is made after the stock is sold. With but 
few exceptions local collective bargaining associations require 
no capital investments. Their functions of bargaining for a 
price and of performing auxiliary operations such as checking 
accuracy of weights, grades, and tests do not require financial 
outlays. Many local associations, however, need capital 
equipment in order to perform marketing functions. Local 
grain elevators, packing houses, cheese factories, creameries, gins, 
canning plants, equipment, warehouses, poultry dressing plants, 
and processing plants represent significant outlays of permanent 
or fixed capital. Such plants vary in cost from several hundred 
to more than a hundred thousand dollars. 

The investments of fixed capital by many local cooperative 
associations are shown in Table XIII. 

These are relatively small amounts, but to many farmers with 
limited incomes and cash savings they represent substantial 
investments. Very often manufacturers install equipment 
upon receipt of a small down payment followed by partial pay
ments after operations are under way. 

Working Capital. Just as there are varying demands for 
permanent capital by local associations, there are also wide 
ranges in the demands for working capital. A livestock shipping 
association, a collective bargaining association selling fluid 
milk, fruit, or sugar beets, or a cooperative cotton ginning associa
tion needs very little ready cash or credit to carryon its opera
tions. The major expenses are paid for after the commodity 
is sold and the deduction from sales is made. Few store products 
a long time. Thus, no large fund is needed to defray operating 
costs that arise prior to the sale of the product. On the other 
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hand, a. local grain elevator that purchases grain, or a potato 
warehouse that buys potatoes, or a creamery that pays cash for 
butterfat, or a packing house that buys fruit outright needs ready 
funds to defray purchases and expenses. H patrons are willing 
to wait for their p~ents until the products are sold by the 
cooperative, the amount of working capital needed at all times 
is reduced. It is evident that the length of the pooling period, 

TABLE XIII.-ApPBOXIMATE VALUE OJ' LOCAL PLANTS 

Cooperative creameries ............... . 
Cooperative cheese factories .......... . 
Cooperative grain elevator ............ . 
Cooperative potato warehouse ........ . 
Cooperative fruit packing house ....... . 
Cooperative cotton gin ............... . 
Cooperative tobacco warehouses ....... . 

$25,000-$50,000 
2,000- 8,000 

10,000- 20,000* 
1,000- 5,000 
3,000- 50,000 
3,000- 15,000 
1,000- 3,000 

• KNIGHT, J. J.t writes in "Amerioan Cooperation, 1929,fI p. li31, The Amerioan Institute 
of Cooperation, Waahington, D. C., "The coat of construction of a country elevator variea 
""""rdin, to type, arrangement, capacity and equipment. The common etudded wood and 
metal-covered elevator and all concrete and lteel elevator, with modem equipment con .. 
aiating of truck ac'llee, automatic weighing and loading-out BCales, automatic truck dump, 
fast elevating belt, leg and boot, cleaner, electrio power, office, etc., will coat per the following 
Ichedule: 

Capacity, buabeIe Wood and metal Concrete 

10,000 • 9,000 '12,000 
16,000 10,000 13,600 
20,000 11,000 14,600 
26,000 12,000 16,000 
30,000 13,000 17,000 
36,000 14,000 18,000 
40,000 15,600 20,000 
50,000 18,000 23,000 

AVTBou' "OTII: These were predepreaaion coat ligures and do not include cootl of Ian'" 
for moat generally elevatore are built on the railroads' right of way. 

which will determine whether advance payments are made, 
influences the amount of credit required. It is well that an 
association requiring varying amounts of working capital should 
have an amount sufficient to meet normal or average require
ments, and be able to borrow funds to meet peak load needs, 
The lessons learned from experience together with the advice 
of reputable bankers are valuable in solving this problem. 
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No hard and fast rule can be laid down as to the amount of 
capital which a cooperative needs and as to its division into 
fixed and circulating capital. The present and future needs 
of the company must be considered as well as the principles of 
organization and operating policies. "The test of the amount 
of capital which an association requires is the amount of capital 
which it can use efficiently."lo To have an amount so that 
operations are not cramped and yet not have idle funds or 
excessive investments which are a constant burdensome cost 
is the goal to be sought. 

The varying needs of capital, fixed and circulating, as well 
as the ratio which the capital bears to the volume of business 
transacted by different commodity organizations, are indicated 
in the following table. 

TABLJ!I XIV.-CAl'lTAL INVESTMENTS IN DIFFERENT TYPES OF MICmGAH 

LOCAL CoOPERATIVlil AsSOCIATIONS· 1923-1924 

Fixed Circulat- Ratio of 
Average Ratio of 

Type of Total capitaiper ingcapital oirculatiog volume of total capi-
commodity capital per 

to total buaineaa tal to vol-
handled aeeociation 

average per average 
umeof aeeociation association capital, % 

per 
aeeociation buaineaa 

Grain ............ 135,400 118,400 117,000 48.0 1155,500 Ito 4 
Liveetock •••••••• 8,500 1,400 2,100 66.7 108,400 1 to 31 
Dairy producte .•• 21,800 12,200 9,600 «.0 149,700 Ito 7 
Potato ........... 12,200 7,100 5,100 41.8 71,000 Ito 6 
Fruit ..•••••••••. 33,000 19,300 13,700 41.5 157,700 Ito II 
Store ..•••••••••• 39,300 13,100 26,200 66.7 111,100 Ito 3 
Supply ........... 11,500 4,500 7,000 60.8 45,700 Ito 4 

Simple average. 122,400 110,857 111,M3 51.5 1114,157 Ito II 

• Adapted from data in Tables XIX and XXII, CLAYTON, C. F., and J. T. HoBNBB, 
Farmers' Cooperative Buying and Selling Organi ... tione in Miohigan, MicA. Aqr. B%p. Sm. 
Special Bul. 171, p. 60, 1928, with eome ohangee made by the authore. The total capital 
per aeeociation ie a eummation of the average of the fixed and circulatiog capital in columna 
three and four and varies from that ehown in the Michigen bulletin. 

Associations marketing grain, fruit, and dairy products have 
several times as much capital as those handling livestock and 
potatoes. The associations listed as marketing livestock also 

10 So write C. F. Clayton and J. T. Horner in Farmers' Cooperative 
Buying and Selling Organizations in Michigan, Mich. Agr. Ezp. Sta. Special 
Bul. 171. p. 60, 1928. 
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quite genera.lly conduct a supply business for which the bulk of 
capital is used. Like the dairy cooperatives, the cooperative 
elevators have considerable fixed capital invested in buildings 
and equipment, but unlike the dairy cooperatives, which do not 
genera.lly make cash purchases, they have fairly large amounts 
of working capital which is essential for purchasing grain. 
Fruit marketing associations also have large capital investments, 
due partly to the building facilities which are needed and partly 
to the supply business which is often conducted for the growers. 
Although potato marketing associations also need warehouse 
facilities which represent investments of fixed capital, still 
these facilities are not very costly. Nor is there a need for 
much circulating capital since some potatoes are pooled for a 
short time and require no advance payment, some are handled 
on a joint account basis with terminal commission firms, and 
some are bought for cash upon delivery. 

The ratios of circulating capital to total capital indicate the 
division of these funds among typical local cooperative associa
tions, and the ratio of total capital to volume of business 
transacted shows the utilization of capital in different types of 
organizations. These ratios do not indicate, however, the 
efficiency with which the capital is utilized, but merely point out 
differences between numerous organizations. Analyses of associ
ations handling the same commodities under simiIar circumstan
ces must be made to measure the comparative efficiency of use. 

Capital Needs of Large-scale Associations. Permanent Capi
tal. The capital requirements of a large-scale association selling 
in terminal markets, like those of a local association, also depend 
upon the characteristics of the commodity, the nature of market
ing services which are performed, and the willingness of members 
to wait for their payments, or the pooling arrangements. Pro
cessing plants, warehousing facilities, machinery, and loading 
and unloading equipment may represent investments from a 
few thousand to millions of dollars. To mention merely a few 
fixed investments of some large-scale cooperatives:ll the per-

II Terminal elevators, according to J. J. Knight, "American Cooperation, 
1929," p. 530, The American Institute of Cooperation, Washington, D. C., 
vary in cost according to geographical location and handling equipment. 
Elevators of 100,000 bushel capacity cost approximately $60,000, and those 
of 5,000,000 bushel capacity &8 much &8 $1,200,000. 



364 FUNCTIONAL RELATIONSHIPS 

manent assets of Land O'Lakes Creameries, Incorporated, on 
Dec. 31, '1936, were $1,688,602, and the Mid-South Cotton 
Growers' Association in 1937 had an investment of $121,255 
in a new office building and $11,952 in furniture and fixtures. I ! 

The amount of the investment also hinges upon the char
acter of services which the central organization performs. A 
cooperative commission firm that receives fruit and vegetables, 
poultry and eggs, butter, or livestock has a small amount invested 
in permanent assets. More often than not office space is all 
that is necessary to conduct the business of the company. 
The Pure Milk Products Cooperative, a large-scale cooperative 
bargaining association of condensery patrons, like many other 
collective bargaining associations, simply rents office quarters. 

Whether the association is a centralized or a federated type 
of organization also bears upon its capital needs, for under the 
former type the central organization must provide the local 
warehousing, packing, or processing plants, whereas under the 
latter type it must furnish only the central office and terminal 
facilities. If facilities can be leased instead of purchased, the 
initial demands for capital can be greatly reduced. 

Working Capital. Performing the functions ordinarily 
assumed by middlemen of the wholesale trade, the large-scale 
cooperative requires large amounts of working capital. Sales 
in carload lots, large appropriations for advertising, necessary 
storing of substantial portions of entire crops, granting of credit 
to jobbers and retailers for 15-day, 3O-day, or 60-day periods, 
necessity of making fairly large advances to shippers long before 
the products are sold-all these demand that the large-scale 
cooperative ordinarily have a great deal of working capital. 
Other large-scale central organizations require little working 
capital inasmuch as sales are made soon after the product is 
received, and the cash is forwarded at once to the shipper. A 
cooperative commission firm receiving shipments on consignment 
sells the produce or livestock immediately, receives the cash 
from the buyer, and remits promptly to the shippers. That it 
requires a negligible amount of working capital for the total 

11 For the financial investments in a large number of large-scaIe coopera
tives in the state of Washington, see E. F. Dummeier, Financing Coopera
tive Marketing of Farm Products in Washington. Wash. Agr. Exp. Sta, 
Bill. 322, Ootober, 1935. 
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volume of business transacted is illustrated by the record of 
one firm which in 1927 sold livestock valued at $29,566,355. 
Its current working capital was $88,687, and other working 
capital such as deferred charges and investments amounted to 
$33,543. The total net fixed capital as represented by auto
mobiles, a horse, furniture, and fixtures was only $12,824. 
On the other hand, a fruit marketing association that sold 
$3,198,200 worth of fruit in one year reported at the close of the 
crop year working capital (current assets) of $92,120 in cash and 
$34,369 in accounts receivable. It had fixed assets of $23,486. 
The large differences in these amounts are explained by. the 
commodities handled, the sales policies used, and numerous 
other factors. 1B 

II. METHODS OF PROVIDING CAPITAL 

Numerous methods are open to cooperative associations to 
secure capital. The three most commonly used are: (1) sale 
of common stock, (2) collection of membership fees, and (3) 
borrowing from local banks. But in addition to these a dozen 
other plans are followed with most associations using several 
methods at the same time. 

In some respects cooperatives experience greater difficulties in 
obtaining capital than private organizations and in others greater 
ease. Some credit institutions are not sympathetic toward 

II The manager of a large cotton cooperative which handled about one
third of the cotton produced in Oklahoma gives some idea of the financing 
problem for the 1928 crop in the following statement. "For weeks at a 
time, during the past season, the Oklahoma Cotton Growers' Association 
found it necessary to borrow from 1500,000 to 1800,000 per day to take care 
of the drafts issued to our members 8B an advance on their cotton. We 
found it almost necessary to arrange for ha.lf a million dollars every morning 
before breakfast in order to take care of the situation, and after our limit 
was reached with the Intermediate Credit Bank, I found it necessary, on 
many occasions, to get up earlier than usual in order to make arrangements 
for the necessary funds to pay these drafts before the hour of closing of our 
custodian bank." MOBLEY, SAM L., Commodity Credit Needs for Cotton, 
"American Cooperation 1929," p. 572, American Institute of Cooperation, 
Washington, D. C. 

For a good discUBBion of the financing needs for various commodities, see 
Cooperative Marketing, Senate Document 95, 70th Congress, 1st Session, a 
Letter from the Chairman of the Federal Trade Commission, Chap. 14-
Some of the illustrations of particular financing methods cited in this ancl 
the following chapter are mentioned in this document. 
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farmers' cooperative marketing companies and hence will not 
lend to them except on a most conservative basis. In other 
instances cooperatives have not shown a long enough record of 
performance to invite approval and approbation of bankers. 
The cooperative with its inherent purpose to conduct marketing 
operations for the benefit of its patron-members, rather than for 
those who invest in It, has failed to arouse much interest on the 
part of the ·investing public. State and federal laws that limit 
the dividends upon stock strengthened this general lack of 
interest. The fact that cooperatives are organized by farmers 
and for farmers, who as a class are known to have limited means, 
creates further need for various methods of financing. A 
member, that is, a stockholder or a holder of a membership 
certificate, must not only have the amount of the fee, but in 
most instances must be a bona fide producer as well. This too 
limits the procurement of capital to a restricted class. Hence, 
numerous methods are employed to overcome the varied difficul
ties iD.herent in financing. 

Cooperatives sometimes experience advantages over private 
companies in financing as during 1929-1932 when cooperatives 
only could borrow at unusually low rates of interest from the 
Federal Farm Board. Furthermore, only cooperative associa
tions and not private companies can borrow from the Inter
mediate Credit Banks and Farm Credit Administration and 
become exempt from the payment of federal income taxes. 

The capital needs of cooperatives are provided in the following 
ways: 

I. Direct methods 
1. Sale of shares of common. stock 
2. Collection of membership fees 
3. Sale of preferred stock 
4. Sale of bonds 
5. Requiring members to execute promissory notes to the association 
6. Borrowing 

a. From members and nonmembers 
b. From central cooperative organizations 
c. From existing marketing agencies--such as factors, commission 

houses 
tl. From local banks; from large commercial banks 
e. From government agencies 

U. Indirect methods 
7. Deferring payments to patrons 
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8. Deduction of definite amounts from members' returns 
a. Issuing certificates of interest-revolving fund plan 

9. Accumulation of surpluses, reserves, sinking funds 
10. System of &SSesSments, so much per cow, or so much per acre 
11. Use of sight drafts 
12. Use of trade acceptances 
13. Conducting joint-account dealings with central market operators 
14. Creating 8ubsidia.rJ companies and selling stock in the same 
15. Delaying payments of bills 

Not all of these methods are open to all types of cooperatives, 
nor are they of equal importance or practicability. The use of 
particular methods listed above may be optional with an associa
tion in some cases, but mandatory in others.14 Each of the 
methods will be discussed in the subsequent pages. It will be 
noted that the first six methods are classified as direct method8 
and the others as indirect method8. The distinction is an arbi
trary one and signifies whether a direct payment or "line" of 
credit is made to the association, or whether the capital or credit 
needs are obtained through indirection, i.e., without the actual 
direct outlay of any sums of money or credit. 

I. To illustrate the methods of obtaining capital, consider the cases of 
typical cooperatives in Virginia. The methods followed by 70 coopera
tives in Vll'ginia in obtaining permanent capital were: 

Number Number 
Capital of asso- Capital of ass0-

ciations ciations 

Capital stock ......•...... 25 Certificates of indebtedness 5 
Preferred stock ............ 5 Membership dues ........ 4 
Donated capital .........•. 1 No permanent capital ..... 34 
Mortgage on real estate •.•. 8 (Some used more than one 
Demand notes of directors •. 2 method) 

Working capital was secured in the following manner: By accounts pay
able-28 associations; notes other than to directors-15; demand notes of 
directors--9. TALBOT, RANSOM C., An Economic Study of Cooperative 
Buying and Selling among Farmers in Virginia, Va. Agr. Exp. Sta. Bul. 
286, p. 20, 1932. 

Fortyoflix per cent of the entire capital of cooperative grain elevators in 
Minnesota in 1922-1923 was provided by other sources than the sale of 
commOJl stock, Minn. Agr. Exp. Sta. Bul. 224, p. 68, 1925. 
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Cooperative marketing associations obtain capital funds chiefly 
from four sources: (1) members, (2) nonmember investors, (3) 
credit agencies, and (4) business operations. Occasionally 
gifts and donations augment the capital derived from these 
primary sources. Local cooperatives also receive funds from the 
central organization of large-scale cooperatives with which they 
are affiliated. These are ordinarily obtained on a loan basis. • 
The sources of finances for cooperatives will be discussed in the 
following chapter. 

1. Common Stock. Organizing associations on a capital 
stock basis is one of the oldest methods and one very common 
for associations that market potatoes, cheese, butter, and other 
dairy products, as well as for those that warehouse and process 
dried fruits, store cotton, or ship grain. The sale of common 
stock to bona fide producers of the commodities handled is the 
method usually adopted in capital stock organizations, although 
other plans are also used. The capital stock of a corporation 
consists of common stock or of common and preferred stock. Ii 
Bonds are not a part of the capital stock of a company. 

The capital stock of a cooperative, as of any incorporated 
private business concern, is an approximate measure of the 
funds invested in the fixed assets and circulating capital of the 
company. After the entire capital needs of the association are 
estimated in advance, it is determined how much of these needs 
can or should be provided by the sale of common stock, pre
ferred stock, bonds, and by other methods. The amounts 
decided upon for each type of investment are then subdivided 
into numbers of shares of stated par values. Thus, a cooperative 
may desire to obtain $10,000 through the sale of 1,000 shares of 
common stock at $10 a share, possibly $5,000 through the sale 

II In Cook on "Corporations" it is stated: "By common Btock is meant 
that stock which entitles the owners of it to an equal prorata division of 
profits, if any there be; one stockholder or class of stockholders having no 
advantage, priority, or preference over any other stockholder or class of 
stockholders in the division. By preferred stock is meant stock which 
.entitles its owners to dividends out of the net profits before or in preference 
to the holders of the common stock. Common stock entitles the owner to 
prorata dividends equally with all other holders of the stock except preferred 
stockholders; while preferred stock entitles the owner to a priority in 
dividends." COOl[, WILLIAM W., II A Treatise on the Law of Corporations," 
8th ed., Vol. I, p. 76, Baker Voorhis and Company, New York, 1923. 
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of 500 shares of preferred stock at '10 a share, and another 
'5,000 through loans. Or, it may decide to sell 2,000 shares of 
common stock at '10 a share to obtain '20,000 without resorting 
to any other methods. No-par stock, such as is issued by 
many large private corporations in America and sold upon 
the exchanges of the country, is not commonly issued by cooper
ative corporations. 

Eztenl 0/ U86 0/ Common Stock. In' order that the extent 
of capital stock organizations among cooperatives may be 
visualized, the following table, taken from the Federal Trade 
Commission's report on Cooperative Marketing 1928 is included. 

TABLID XV.-NUMBER 01' COOPERATIVlII MARKETING ASSOCIATIONS 

ORGANIZED AS CAPITAL STOCK OR NONSTOCK* 

Number Number of Per cent of 

Commodity associa.-
tionsre- Non- Non-
porting Stock 

stock Stock 
stock 
--

Cotton ...•...................... 47 7 40 15.0 85.0 
Dairy products: 

Creameries .................... 742 682 60 92.0 8.0 
Cheese factories ................ 233 196 37 84.0 15.9 
Whole-milk marketing .......... 68 40 28 58.8 41.2 

Fruits and vegetables ............. 532 214 318 40.2 59.8 
Gram ........................... 612 585 27 95.6 4.4 
Livestock ......•................. 716 100 616 14.0 86.0 
Poultry and poultry products ...... 59 23 36 39.0 61.0 
Tobacco .......•................. 12 .... 12 . ... 100.0 
Wool. ............. , .•........... 76 8 68 13.5 89.5 
Nuts .......•.................... 41 11 30 26.8 73.2 
AIl other .....•.....•............ 34 9 25 26.5 73.5 

Total ...••..........•..•.....• 3172 1875 1297 59.1 40.9 

• B_ D .......... '95. 70th Congreeo. lot BeoIrion. Cooperative Marketing. letter from the. 
Chainnau of the Federal Trede CoJDJDiooion. p. 248. 1928. 

Of the 3,172 associations reporting, 3,015 were local associations. 
In the local associations organized on a capital stock basis, the 
sale of common stock is practically the only direct method used 
to obtain funds. 18 

II In VlI"ginia there were in 1931, 25 capital stock and 45 nonstock associa.
tions, Talbot, op. cit., pp. 19-20. In New York, of 166 incorporated selling 
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Methods oJ Paying Jor Common Stock. The capitalization of a 
capital stock company is stated in the incorporation papers. In 
very many instances this amount is not fully paid in nor fully 
subscribed. A subscriber is usually a person who has agreed 
to purchase stock from the corporation. After the sUbscrip
tion is made for the stock, it may be paid for in several ways: 
(1) outright payment for the full value, (2) partial payment 
basis, (3) deductions from returns, or (4) applying patronage 
refunds. In addition to the direct payment for stock with 
cash, it may be paid for with property or labor. Since there are 
statutory restrictions relative to paying for stock in other ways 
than cash, it is necessary to examine and follow the laws of the 
state in which the cooperative is incorporated. The corpora
tion laws of states must also be looked into to ascertain the 
minimum amount of stock that must be subscribed and also the 
amount which must be paid in before operations can commence 
or dealings with other corporations are permitted. Corporation 
laws in most states provide that 50 per cent of the capital stock 
must be subscribed and 20 per cent must be paid in. 

and purchasing associations active in 1930, 79 were incorporated as non
stock companies, and 87 as capital stock. F. A. Harper, Cooperative Pur
chasing and Marketing Organizations in New York State, CorneU UnilJ. 
Bul. 544, p. 10, 1932. In 1925 there were in Michigan 203 associations 
organized originally as capital stock cooperatives, and 283 as nonstock. 
The types used for associations handling different commodities are shown in 
the following table: 

Type 

Grain ..................... . 
Livestock .................. . 
Dairy products ............. . 
Potato .................... . 
Fruit ...................... . 
Store ...................... . 
Supply .................... . 

Number of associations 

Capital stock Nonstock 

69 
29 
54 
10 
9 

32 

59 
109 
16 
69 
13 
8 
9 

1------------1--------
Total .................... . 203 283 

CLAYTON and HORNER, op. cil., p. 21. 
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Value 0/ Share8 0/ Stock. The value of shares of common 
stock is by no means uniform in different associations; variations 
from $1 to $100 a share are to be found. 17 A common denomina
tion is $10, but $25 and $50 shares are also commonly issued. 
Consideration must be given to the financial standing of the 
producers to whom the common stock is sold in determining its 
par value. In poor commUnities a real hardship would be 
imposed upon the farmers if the shares of stock in cooperatives 
were to have a high par value, whereas among well-established 
and wealthy farmers such would not be the case. If a cooper
ative requires but a small amount of capital stock and hundreds 
of farmers wish to buy shares to attain membership, it will be 
necessary to issue shares of small denominations and limit the 
number which anyone person may own. Whether the stock of 
the cooperative is sold to farmers directly, as in local or central
ized associations, or whether the stock is sold to other cooperative 
associations as in federations and na.tional marketing associa
tionsl8 must also be considered. When stock is sold to other 
cooperatives, shares of high par value can be issued with little 
difficulty. 

Prorata Basi8 0/ Stock Sales. In quite a number of cooperative 
associations, the distribution of shares of stock is upon a prorata 
basis according to the use that members will make of the coop
erative. If a creamery is to be built, a fruit warehouse con
structed, or a canning plant erected, the prospective patrons 
of the company are asked to take out stock in proportion to the 
use which they will make of the association. Possibly for every 
10 cows, one $25 share is to be bought in the creamery association, 
for every 5 acres of apple trees one $10 share in the fruit associa
tion, and for every 100 cherry trees one share of stock in the 
cooperative canning company. These minimum amounts may 
be exceeded at the wish of the producer if the association's 
bylaws permit it. A few illustrations follow. 

17 By value here is meant the par value. The book value and sales 
value of stock of any corporation theoretically stay the same or differ 
from the par value as soon as operations commence. Inasmuch as coopera
tives wish to confine the sale of their stock to their members, they do not list 
the stock for sale on the stock exchanges as do private corporations. 

II In case the stock is sold to other cooperative associations, the associa
tion cannot be exempted from paying federal income tax. 
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In the organization of the locals in the California Fruit Growers 
Exchange, 

As a rule, a certain number of shares is issued to each member for each 
acre of "bearing grove" that he owns. In some organizations the 
investment of the members in the stock of the association is as high as 
$125 per acre; in others it is $10 per ac~e or less. A representative figure 
is $50 per acre.' In practically all cases the investment of each member 
is in proportion to the acreage of citrus fmit which he cultivates, or the 
quantity of fmit which he produces. If the stock of the association is 
not distributed on an acreage basis, one share may be issued for each 
10 or 20 trees. In a few instances, the members subscribe for a certain 
number of shares per 100 boxes of fmit shipped, and the investment of 
each grower is maintained in proportion to his shipments by means of Ii. 
revolving fund.18 

The National Livestock Marketing Association requires each 
stockholder to buy one share of common stock for each 10 single 
decks of livestock handled during the calendar year preceding 
stock purchase. 

In the Twin City Milk Producers' Association, each producer 
selling through the association must subscribe for one share of 
stock for each four cows owned and payment is made through a 
5 per cent deduction from each month's milk check. In the 
Washington Cooperative Egg and Poultry Association, Seattle, 
common stock is issued to members for the amount of deductions 
made from their sales returns. As the revolving fund so created 
is increased to the desired amount, common stock issued in 
previous years is called in and retired. In this manner members 
contribute capital in accordance with their patronage and only 
active members are retained in the association. 

The above requirements comply with the democratic principles 
of cooperative marketing. It is logical to expect that the finan
cial risks should bear some relation to the use that is to be made 
of the organization. To have only a few members supply the 
capital for an organization used by many for their personal gain 
is scarcely in accordance with the idea of collectivism. It was 
for this reason that some of the earliest cooperators conceived 
the idea of proportioning the sale of stock with reference to the 

18 McKAY, A. W., and W. MACKENZIE STEVENS, Organization and 
Development of a Cooperative Citrus-fruit Marketing Agency, U. S. Dept. 
Agr. Bul. 1237, p. 17, 1924. 
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use to be made of the company. Although the majority of 
associations do not live up to this policy, it has distinct 
advantages. 

Limitation oj Stock Ownership. A cooperative may set the 
maximum, as well as the minimum, number of shares which 
any person may own.20 The purpose of this is threefold: (1) to 
prevent the concentration of shares in the hands of anyone 
individual, (2) to effect a wide distribution of the shares, (3) to 
forestall the possibility of using the cooperative simply as a place 
to invest funds, making the association an investment institution 
rather than a service agency for which it was designed. The 
early Rochdale pioneers set down as an important precept the 
limitation of shares to anyone person. The fear of capitalistic 
control and the operation of the association for the financial 
interests of the investors, rather than for the best interests of the 
patron-members, underlaid this wise policy. Although the 
one-man, one-vote feature of cooperative organization may fully 
protect the mass of members from the selfish interests of a few 
large stockholders, yet there is the inherent fear that "he who 
holds the purse strings rules the organization." The Farmers 
Cooperative (Grain) Commission Company of Kansas permits 
each local elevator to hold not more than fifty shares in the over
head organization, and the California Fruit Exchange allows but 
two shares to a member, to cite two illustrations. 

Limitation of shares has its handicaps as well as advantages. 
(1) It may result in sales of too few shares to meet the financial 
needs of the association. (2) Farmers with no ulterior motives 
may be prevented from giving full expression to their endorse
ment and financial backing of the cooperative. (3) It may 
destroy some of the enthusiastic support which accompanies large 
financial investment in a concern. There is certainly a correIa-

.. For example, in Minnesota "out of 50 elevators, two limit the ownership 
of individual stockholders to two shares; three, to 4 shares; one, to 5 shares; 
three, to 8 shares; eleven, to 10 shares; five, to 15 shares; one, to 16 shares; 
four, to 20 shares; two, to 40 shares; while three simply reported that the 
number of shares was "limited"; and fifteen have no limit." PRICE, H. 
BRUCHI, and CUARLBlS M. ARTHUR, Management Problems of Farmers' 
Elevators, Min"- Agr. Ezp. Sta. Bid. 224, p. 65, 1925. 

The Bingbam Cooperative Marketing Act includes a provision limiting 
the ownership of common stock to one-twentieth of the eommon stock of 
the BIlSOciation by anyone stockholder. 
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tion between the amount of interest one has in the welfare of a 
company and the amount of money invested ill it. Some of this 
extra interest, if it may be called such, is damped by restriction 
of the number of shares one person may own. 

It is the authors' conviction that the policy of limiting the num
ber of shares to any individual is a good one, even though the 
problem of selling stock is not one of oversubscription, but under
subscription. In many associations it is difficult to induce 
members to take out the minimum number of shares of stock 
without worrying about the maximum. The handicaps men
tioned in the paragraph above can be met very largely by the 
issuance of preferred stock or by borrowing. A plan of stock 
limitation thwarts the designs of unscrupulous investors and 
gives double assurance that the cardinal principle of cooperation, 
control by the masses for their interests, will be upheld. 

I merest Paid to Stockholders Precedes Paymem oJ Patronage 
Dividends. The primary purpose of the sale of common stock 
is to provide all or part of the fixed and circulating capital. It is 
not for the purpose of creating a corporation as a good invest
ment medium, although it often becomes such. In a private 
corporation the returns upon the common stock are called 
dividends, payable annually, semi-annually, or quarterly, in 
varying amounts depending upon the profits of the company 
and other prior claims and appropriations. The common stock
holders are the residual claimants of all unappropriated net 
profits. In a cooperative corporation, the member-patrons, not 
the common stockholders, are the residual claimants, and they 
receive patronage dividends. The common stockholders of a 
cooperative are, in a sense, comparable to preferred stockholders 
in that they receive a nominal interest payment upon their 
stockholdings instead of dividends. (Members sometimes call 
these interest payments dividends, but since their amount is 
usually a fixed percentage comparable to current interest rates 
on notes, mortgages, and the like, and not a Huctuating amount 
in proportion to net profits, it is better to call these payments 
interest.) The amount of money needed to pay the interest 
on the common stock is set aside before the patronage dividend 
is determined. 

In most states the cooperative laws fix the maximum interest 
which directors may vote to pay to common stockholders, and 
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under the Capper-Volstead Act the interest payment on common 
stock cannot exceed 8 per cent, if voting is not limited to one 
man, one vote. A nominal interest payment is essential to 
attract investments. H interest is not paid, rumors concerning 
the cooperative's solvency may be started. H none is ever 
declared, those who have invested may try to dispose of their 
stock while others will be reluctant to invest. Important excep
tions are to be found, but such exceptions do not alter the general 
observation. 

Advantages of Paying Nominal I merest. The advantages of 
paying a nominal, going rate of interest on common stock are: 
(1) It forestalls use of the cooperative as a lucrative investment 
medium; (2) it permits a greater amount to be paid as patronage 
dividends to the member patrons for whom the association is 
organized, or, if patronage dividends are not paid, it allows the 
association to operate on a narrower margin, or appropriate 
more to the reserve fund; (3) it dispels the idea that the cooper
ative is a profit-making institution for its investors, and in this 
manner may assuage the prejudices of the court or the threats 
of the income tax collector. It gives assurance to public officials 
and others that the association is organized and conducted 
strictly on a cooperative basis. At times, however, such nominal 
interest payments may act as a deterrent and lessen the value 
of the shares of stock of the association. Knowing that in "good 
times" only a nominal interest is paid and in "hard times" no 
interest whatsoever may be forthcoming, producers and others 
may refuse to purchase stock in a cooperative. It is recognized 
that the policy of restriction of interest payments to a nominal 
current rate will add to the solidarity and stability of the 
association and that it is a good policy to follow. When one 
considers that the average dividends on the stock of hundreds 
of leading American corporations in normal periods do not usually 
exceed 6 per cent per annum, a rate most often paid on stock in 
cooperatives, the investment in cooperatives from an income 
point of view is relatively attractive. 

Legal Relationships. The relation of a common stockholder 
to the corporation is that of an owner with a proprietary interest. 
He is neither a lender nor a creditor as is a bondholder. His 
legal status is distinctly different from that of a bondholder or 
other lender. The cooperative may restrict the transfer of stock 
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so as to prevent nonproducers from holding it, provided statutory 
authority. exists in the state. Even in the absence of specific 
statutory authorization courts have upheld restrictions on the 
transfer of stock. II The cooperative may declare in its bylaws 
or on the face of the stock certificate that it retains the priority 
right to purchase any shares of stock which any member wishes 
to sell. If, after due notice, the cooperative fails to take up the 
stock offered for sale, the owner has the constitutional right to 
sell to anyoile. The amount of capital stock paid in determines 
the legal indebtedness which the directors may authorize. Some 
common stock which does not grant voting privileges may be 
issued. Ordinarily, however, common stockholders have rights 
(a) relating to management, the selection of directors, and voting 
privileges, and (b) relating to earnings of the cooperative and to 
assets of the company. 

2. Collection of Membership Fees. It has already been 
pointed out that some associations are organized on a nonstock 
basis, and that the members are given certificates of membership 
upon payment of a membership fee. The sale of certificates 
of membership may either supply all the capital which is needed 
or it may fall far short. Indeed, the latter is usually the case, 
for in many associations the collection of membership fees is 
considered merely an incidental means of financing the company. 
It is part of one system of organizing cooperatives. Since no 
interest is paid on membership fees, this manner of financing is 
significant from the cost standpoint. 

Bize oj Membership Fees. Membership fees vary considerably 
from less than $1 per person to as high as $100,22 although $1, 
$5, and $10 fees predominate. Some local associations collect 
annual membership fees or dues, but this practice is gradually 
disappearing. The receipts from the sale of memberships may 

11 See HULBERT, L. S., Legal Phases of Cooperative Associations, U. S. 
Dept. Agr. Bul. 1106, pp. 21-24, 1929, for a fuller discussion of this question. 

II As an illustration of the variable membership fees note those charged by 
the cotton cooperatives. The Staple Cotton Cooperative Association had 
a membership fee of 25 cents per bale, with a $10 minimum; the Farmers 
Union association and the North Carolina association adopted a membership 
fee of $3; the South Carolina and Georgia associations, $5; and the others 
$10. In both North Carolina and Georgia the fee was later changed to 
$10. GATLIN, GEORGBI 0., Cooperative Marketing of Cotton, U. S. Dept. 
Agr. Bul. 1392, p. 22, 1926. 
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be ample to provide all of the capital needs in an association 
requiring little or no permanent capital and only small amounts 
of working capital. But, in the event that large capital needs 
are present, other means of financing must be resorted to, such 
as sale of preferred stock, sale of common stock without voting 
privileges, sale of bonds, borrowing, and the establishment of 
subsidiary companies to conduct the marketing operations. In 
many local associations, such as livestock shipping associations, 
fruit and vegetable associations, and poultry marketing com
panies, the income from the sale of membership certificates is 
ample to supply the small capital needs of the organizations; 
but in the central marketing organizations for tobacco, wool, 
cotton, and nuts, in which the nonstock type of organization 
predominates, additional means of financing are necessary. 

Membership fees are usually smaller than shares of stock, 
although exceptions are to be found. This is owing to the fact 
that the sale of memberships and the signing of membership 
contracts are frequently done at the same time, and, if the fee 
were considered high by the prospective member, the sign-up 
campaign would be slowed up considerably. Furthermore, since 
the amount of capital needed in nonstock organizations is often 
small, there would be no purpose served in having large fees. 
Frequently, the fee is merely sufficient to cover the expenses of 
organizing, incorporating, and setting up the association together 
with tiding it over until the first crop or first few shipments of 
produce are sold. If warehouses are needed at once, these can 
probably be rented by the association, or, if they are to be 
erected or purchased, a subsidiary corporation may be formed in 
which the sale of stock or other financing methods may be 
carried on more leisurely. 

In some states, one of which is Minnesota, the cooperative 
laws provide for the issuance of variable membership fees accord
ing to the volume of business to be handled for the members. If 
the fees are considered an important means of financing and if 
the patronage of individual members varies considerably, there 
may be ample grounds for varying the fees. If a large amount of 
capital is borrowed as a result of a low income from membership 
fees, it is evident that the cost of financing may be an important 
item to the cooperative. Another of the legalistic characteristics 
of certificates of membership is their nontransferability and 
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nonassignability. It was for this reason that some associations 
preferred this form of organization. In membership associations, 
it is also eBsential that the articles of incorporation state whether 
the property rights of the members are equal or unequal and, if 
unequal, on what basis they are to be determined. Ordinarily 
property rights are considered unequal and in proportion to the 
volume of products each patron delivers to the cooperative 
owing to the wide variations in volume marketed by the members. 

3. Sale of Preferred Stock. The sale of preferred stock 
is one means of acquiring capital in purchasing and sales 
organizations. Unlike common stock, preferred stock does not 
carry with it voting rights. Holders of this stock have preferred 
claims to dividends or interest after other prior claims such as 
those of creditors and bondholders are met. The owner of 
preferred stock has a proprietary and not a creditor relationship 
to the cooperative and, as such, bears the risks that accompany 
ownership. He has a prior equity in the assets of the company 
over the common stockholder in the event of dissolution of the 
association. Cooperative associations frequently sell preferred 
stock to both members and nonmembers and oftentimes resort 
to its sale as an auxiliary means of financing after the sale of 
common stock, credit loans, and other ordinary methods have 
been utilized. Subsidiary corporations, created by nonstock or 
capital stock organizations, often sell preferred stock. 

One feature of preferred stock which makes it desirable for a 
cooperative is that the stock is ordinarily divested of voting 
rights, which enables the member-patrons to retain control of 
their organization even though the preferred stock is held by 
nonmembers. Furthermore, no interest need be paid on the 
stock unless it is earned, and unless otherwise stated, such non
payment does not become a cumulative obligation. To offset 
these advantages, however, the rate of interest which such stock 
carries must be high enough to attract the funds of both members 
and nonmembers. It is evident that the record of performance 
of the cooperative becomes a. vital consideration in this matter. 
Consequently, it is clear that this means of financing is more 
costly for the cooperative than either the issuance of common 
stock or membership certificates. 

Funds received from the sale of preferred stock are primarily 
used to finance purchases of land, buildings, or equipment (durw 
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able capital), but they are frequently used to enlarge the working 
capital. In California some years ago, the Sun-Maid Raisin 
Growers' Association (of Delaware) sold $2,500,000.of 7 per cent 
preferred stock largely to nonmembers for the purpose of financ
ing the purchase and construction of warehouses and packing 
plants. In 1928 a large dairy cooperative sold $265,000 worth 
of preferred stock bearing 6 per cent interest so as to increase 
its current capital account. Seldom is the purchase of preferred 
stock obligatory upon the membership, but in the Washington 
Cooperative Egg and Poultry Association, where the net earn
ings of the supply department are retained as operating capital, 
preferred stock bearing 8 per cent interest is issued to each patron 
in the amount of his share of the net earnings. At the discretion 
of the board of directors, early issues of preferred stock are 
redeemed from the revolving fund. 

4. Sale of Bonds. The sale of bonds as a method of securing 
capital is confined chiefly to a few central marketing associations 
whose credit is well established and whose assets are sufficient to 
guarantee the safety of its bonds.2I A bondholder is a creditor 
of the association. He is promised a fixed interest rate, repay
ment of the face value of the bond at maturity, and is assured a 
preferred claim to the assets of the company in the event of 

U In a letter to the authors, the President of the St. Paul Ba.nk for 
Cooperatives wrote: "We have refinanced a few creameries which had bonds 
outstanding. Generally, these bonds are sold to local people, the ba.nk 
frequently holding the greater part. Back of such bonds is usually a first 
mortgage on the plant and equipment of the borrower. They are used 
merely as a means of dividing up the loan among a few local people. A series 
of notes could have been used, in most cases, just as well. The issues with 
which we have come in contact have been for $20,000 or less." July, 1936. 

The President of the New Orleans Ba.nk for Cooperatives wrote: "At the 
present time we know of no cooperatives in our district financing their fixed 
investments through the sale of bonds." July, 1936. 

The president of the Berkeley Ba.nk for Cooperatives wrote: "Since this 
Ba.nk started operating, I know of only one cooperative which has floated 
a bond issue, and it is a mutual water company. SeveraI of the mutual 
water companies have bond issues outstanding •••• Very few of the 
cooperative marketing agencies with which I have come into contact have 
financed through bond issues; yet, we did run across three or four in our 
survey of the financial structure of cooperatives in this district." July, 1936. 

The President of the Spokane Ba.nk for Cooperatives wrote: "In our 
dealings with large-scale cooperatives operating in this district, only two of 
them made use of bonds to finance their fixed investments." July, 1936. 
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liquidation. Members and nonmembers purchase bonds, and 
since such purchases are considered primarily investments, the 
buyers are guided by the same rules as would be followed in 
making investments in any company. 

When large-scale cooperatives resort to selling bonds, they 
proceed the same as independent corporations do in this respect. 
Investment bankers "float" the bond issue for the cooperative 
after a careful analysis is made of financial and operating state
ments, of membership contracts, of sales policies, of the history 
of the company, and all other factors that have a direct or 
indirect bearing upon the financial status of the association. 
Such bonds are usually sold for the purpose of providing fixed 
investments. For example, the Burley Tobacco Growers 
Association financed the purchase of 123 warehouses valued at 
6 million dollars through the sale of both capital stock and 
debenture bonds. The amount of capital which is occasionally 
obtained through the sale of bonds is further illustrated by the 
bond issue of 5J1 million dollars in February, 1926, by the Sun
Maid Raisin Growers Association (of Delaware). Such bonds 
are retired by deductions from receipts. The Y &kima County 
Horticultural Union and the Yakima Fruit Growers' Association 
of Washington issued bonds to finance the construction of cold
storage and packing plants. 

Clayton and Horner call attention to two types of bonds used in 
financing local associations, namely, blanket bonds and limited 
liability bonds. I ' These instruments are used in negotiating 
loans from local banks. Both types of bonds are reported to be 
used a great deal by local cooperative grain associations. These 
bonds are in many respects similar to promissory notes. 

6. Members' Notes. One of the earliest forms of financing 
which has been used by cooperatives is that of members' promis
sory notes. The plan is simply to have the member make out a 
promissory note, which the cooper~tive endorses and discounts 
at a. local bank. Many local cheese factories and other local 
produce marketing associations owe their existence to this type 
of financing. The notes are used as collateral to obtain both 
fixed and circulating capital. Often the amount of the note any 
member must execute depends upon the volume of business he 

.4 CLAYTON and HORNER, op. cit, p. 59. 
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transacts through the cooperative. In this manner, investment 
is gauged by the use to be made of the association. 26 

Not all patrons execute such promissory notes. Frequently, 
some of the officers or the manager of a newly formed local 
association give their personal notes as security for loans with 
which to build and provide equipment. In 1935 forty-four 
farmers' supply associations in Wisconsin had over $233,000 
indebtedness secured by personal notes of the officers and man
agers. This is extremely hazardous for the individual officers 
and somewhat of an indication of a lack of real cooperative 
spirit on the part of the members. If all members are not willing 
to bear their prorata share of the financial risks of the association, 

II In the Keystone Cooperative Grape Association of Pennsylvania each 
member pays a membership fee and "gives the association his promissory 
note for 125 plus 110 for each acre of grapes which he has agreed to market 
through it. Associations selling supplies only, generally use a similar 
promissory note of ISO, 1100, or 1200 from each member for collateral 
security purposes." HANEMANN, ANDREW H., Cooperative Buying and Sell
ing among Farmers, Pa. Dept. Agr. General Bul. 429, p. 25, 1926. 

The Cooperative Pure Milk Association of Cincinnati required each 
member to make an initial loan in the form of a promissory note, payable 
30 days after sight, of 120 for each cow owned and controlled. The Mary
land State Dairymen's Association of Baltimore required of each member 
a promissory note, payable on demand, equivalent to Sl per cow owned or 
controlled with a minimum of lIS. Senate Document 95, op. cit., pp. 254, 255. 

In CLAYTON and HORNER, op. cit., p. 58, it is reported that grain and 
potato associations used three types of notes-collateral, investment, and 
joint. "A collateral note, as employed by cooperative associations, is a 
demand note given by the individual member, payable to the association. 
The note is used by the association in accordance with an agreement usually 
attached to, but sometimes incorporated in, the note, specifying that the 
note is to be used by the association only as collateral for the purpose of 
borrowing money from banks or from individuals, and that the note becomes 
due and payable only upon demand of the party to whom it is negotiated 
l1.li collateral for a loan." The investment note is used chiefly to raise addi
tional capital from farmers. "These instruments are genera.lly drawn in 
the form of a negotiable promissory note payable at periods ranging from 
Ii to 10 years and bearing interest at the prevailing rate. • • • " "The joint 
note. however, differs from the collateral note in two important particulars. 
• • • [it is) signed by several members of the association, usua.lly the board 
of directors, • • • and in the second place it is not employed as collateral 
security by the association in obtaining loans. The joint note is of the usual 
negotiable promissory type and given for periods varying from one to sill. 
months." 
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it is questionable whether they should be eligible for the benefits 
which may appear. 

6. Loans. It is unusual for cooperative associations to derive 
from their members sufficient funds to supply the fixed and 
circulating capital required at all times. Loans from credit 
agencies and other sources are therefore necessary. Most 
associations have peak-load periods-the dairy associations in 
summer, the wool, small fruits and early vegetables in spring, 
the tobacco in winter, and the grain, cotton, livestock, and 
fruit associations in fall. It would surely be unwise to attempt 
to have constantly available adequate capital so as to meet 
the peak-load needs, when the right amounts can be borrowed 
for short periods. Adequate financing is not to be interpreted 
as complete financing by members at all times, but as that 
degree of support from the members combined with loans from 
other agencies which will result in the highest efficiency of 
marketing. 

Loans are obtained by: (a) placing mortgages on land, build- . 
ings, and equipment; (b) notes of the association secured by 
warehouse receipts; (c) unsecured notes of the association. 
Notes personally secured by the officers and directors of the 
association and the issuance of bonds are other means used to 
borrow money. 

Amount oJ Loans. The loans made to cooperatives vary 
from year to year depending upon the price level, amount of 
produce handled, amount of advance payments, size of reserve 
funds, particular financial policy pursued, and many other 
specific details that are unlike from one association to another 
and from one season to the next. From 1929 to 1933 coopera
tives everywhere made exceedingly large loans from the Federal 
Farm Board owing to the low rates of interest that were charged, 
the ease with which the loans were executed, and the vigorous 
attempt on the part of the Farm Board to expand the cooperative 
movement. These loans were for financing fixed capital invest
ments as well as current operations. IS The magnitude of these 
Federal Farm Board loans is evident from the fact that on 
June 30, 1933, total loans outstanding to 144 cooperative associa-

18 The Federal Farm Board was authorized by the Agricultural Marketing 
Act of 1929 to make loans to cooperative marketing associations for five 
purpo_. These are listed on p. 288. 
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tioris amounted to $181,158,833.56. They ranged in size from 
$600 to $98,827,505, and were granted to local as well as national 
marketing associations. 27 The loans to cooperatives made by 
governmental agencies from 1925-1935 are shown in Table XVI. 

1'ABLII XVI.-LoANS AND DISCOUNTS TO COOPERATIVES OUTSTANDING ON 

Dllc. 31, 1925-1935, FARM CREDIT ADMINISTRATION· 

As of Federal Banks for Agricultural 

the intermediate cooperatives marketing 

last day credit including act Total 
banks central revolving of (direct) bank fund 

I 

1925 $53,780,152 ........... ........... 153,780,152 
1926 52,704,473 ........... ........... 52,704,473 
1927 31,990,597 ........... ........... 31,990,597 
1928 36,174,077 ........... . .......... 36,174,077 
1929 26,072,914 ........... 114,509,886 40,582,800 
1930 64,377,067 ., ......... 136,697,751 201,074,818 
1931 45,177,185 ........... 156,280,144 201,457,329 
1932 9,865,615 ........... 158,885,084 168,750,699 
1933 15,210,549 118,697,149 157,751,909 191,659,607 
1934 33,969,171 27,850,593 54,862,901 116,682,665 
1935 2,731,280 50,013,329 44,432,766 97,177,375 

• From Economic Information on the Use of Farm Credit, p. 46, Farm Credit 
Administration. 

A few other illustrations suggest the extensiveness of coopera
tive borrowing. It is reported that a South Carolina association 
borrowed over $1,125,000 from its members on 30- to 90-day 
notes in the early part of one season. 

Of sixteen state-wide and regional cotton-marketing associations 
reporting the source of their borrowings, eleven showed aggregate aver
age yearly loans from Federal Intermediate Credit Banks to the amount 
of $26,953,000 for 1924 and 1925 ..•. In addition to borrowing through 
the Federal Intermediate Credit Banks, eight associations reported 
aggregate average yearly loans from private banks to the amount of 
$39,367,000 in 1924 and 1925. The average yearly loans ranged from 
$5,000 by one association to $16,784,500 by another .... For the 
1924-1925 Reason the finance committee of the American Cotton Grow
ers Exchange made arrangements with New York City banks for a line 

71 Farm Credit Administration, press release July 10, 1933. 
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of credit for the (member) cooperative cotton associations to the extent 
of $100,000,000 . . . 28 

Seven of the central (grain) marketing agencies report total yearly 
averageGOIIernment borrowing oU7,860,OOO ...• Thirteen ... report 
total yearly average private borrowing of $14,505,000 ••. (and) local 
farmers' grain elevators to the number of 197 report average yearly 
borrowing of $5,205,000.28 

The tobacco marketing associations have consistently been 
some of the largest borrowers. Perhaps, next to the cotton 
associations the tobacco associations showed the iargest loans 
per $1,000 of business transacted. "For instance, the Con
necticut Valley Tobacco Association (Inc.) has ... secured 
on an average 5 million dollars through the intermediate credit 
system, and from 2 to 5 million dollars annually from private 
sources during the last five years."30 Illustrations of heavy 
borrowing by wool, fruit, dairy, and poultry and egg associations 
could be added to this list. The sources of loans are chiefly 
local banks and governmental financing agencies, although 
loans from members, nonmembers, private marketing agencies, 
and even central cooperative associations are also common. 

Types oj Loans. The types of loans made to cooperatives are 
indicated by those granted by the Farm Credit Administration. 
Under the Farm Credit Act of 1935, which amended th~ acts 
of the previous two years, the Banks for Cooperatives make 
available three types of loans to farmers' marketing, purchasing, 
and service organizations . 

. a. Working capital loans supplement funds provided by the 
Farmers and are made for operating purposes, i.e., to provide a 
revolving fund to finance current operations, to pay expenses 
pending the collection of sales receipts or the receipt of a com
modity loan; to promote "the effective merchandising of agricul
tural commodities and food products thereof." The length of 
time of the loans depends upon the nature of the business trans
actions that are being financed, although it is a general practice 
to have the loans repaid at the end of the customary marketing 
season. "By law the interest rate on working capital loans, 

is Cooperative Marketing, Senate Document 95, 70th Congress, 1st Session, 
letter from the Chairman of the Federal Trade Commission, p. 261, 1928. 

II Ibid., p. 258. 
10 Ibid., p. 263. 
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except those secured by commodities, is fixed as nearly as 
practicable at 1 per cent in excess of the prevailing interest 
rate paid by production credit associations to the Federal 
Intermediate Credit Bank of the district," with a maximum of 
6 per cent per annum. "Interest is charged only on the unpaid 
principal and for the time the principal is actually outstanding." 
During 1936 the rate was 3 per cent a year. 

b. Physical facility loans are made to finance the purchase, 
lease, construction, or refinancing of buildings or other physical 
property required by a cooperative in its business operations, 
Usually a first mortgage on the property is required as security 
although other additional collateral may be required by the bank. 
Two restrictions upon granting facility loans are: "(a) no loan 
may be made for an amount in excess of 60 per cent of the 
appraised value of the security offered, and (b) no loan may be 
made unless the purchase or lease price is considered reasonable." 
Accordingly, cooperatives may borrow an amount covering the 
full cost of the facilities provided sufficient collateral is offered 
as security. Under the Farm Credit Act of 1933, physical 
facility loans could be made only up to 60 per cent of the value 
of the particular facility financed. "By law the interest rate 
is fixed by the Governor of the Farm Credit Administration as 
nearly as practicable at the rate prevailing on mortgage loans 
made by federal land banks to national farm loan associations 
at the time the loan is made," with a maximum of 6 per cent per 
annum. During 1936 the rate was 4 per cent per year. 

c. Commodity loans are made to marketing associations chiefly 
for the purpose of enabling them to make .advance payments 
to producer-members on commodities delivered to the association 
and secondarily to pay the costs of marketing. Such loans 
are made to farmers' purchasing associations principally for the 
purpose of financing their inventories. They are working capital 
loans secured by commodities which are represented by ware
house receipts, bills of lading, or other shipping documents . 

. Only staple, nonperishable agricultural commodities, or farm 
supplies to be sold to members are financed in this manner. 
Inasmuch as these loans are offered to the Federal Intermediate 
Credit Banks for discount, thus tapping the resources of these 
twelve banks, loans can be made only on commodities approved 
by the latter banks. The staple farm products on the approTed 
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list include: wheat, rice, flaxseed, corn, and other grains; cotton 
wool and mohair; tobacco; alfalfa, red clover, alsike clover, 
sweet clover, redtop, and bluegrass seeds; beans, including 
soybeans; canned fruits and vegetables, including cold-pack 
fruits; coffee; raisins, prunes, and other dried fruits; olive oil; 
extracted honey; maple syrup; broom corn; sugar, raw and 
refined; evaporated milk, powdered skim milk, and cheese; 
peanuts and other nuts; and hay. 

The basis on which loans are made depends on the character, quality. 
and marketability of the collateral offered, the management and finan
cial condition of the association, and other such factors. In no event 
may loans secured only by warehouse receipts or shipping documents be 
made for more than 75 per cent of the market value of the commodity 
pledged as collateral and usually are limited to a lesser amount in the 
discretion of the banks. The law provides that the rate of interest on 
loans secured by commodities is to be fixed by the governor of the Farm 
Credit Administration, but shall conform as nearly as practicable to the 
prevailing interest rate charged on commodity loans by the Federal 
Intermediate Credit Banks. It may not exceed 6 per cent, however. 11 

The loans are made for the usual marketing season varying 
from three to nine months although renewals are made when 
justified. The rate of interest was 2 per cent per annum during 
1936. 

The percentage that can be reasonably loaned on a warehoused 
commodity depends upon the type of commodity (staple or 
semiperishable), the nature of the market (constantly ready 
markets as for dairy products, grain and cotton or more uncertain 
markets as for tobacco, wool, and mohair), and the existence or 
nonexistence of a hedging market. 

In a brief analysis made some years ago,. covering a period of some 
25 years of price experience, it was ascertained that the advance, to be 
absolutely safe under any circumstances, should not exceed about 35 per 
cent of the market value of the· commodity at the time of the loan. 
Experience also indicates, however, that a 90 per cent advance on a 
commodity at the low point of a price cycle is a much safer loan than a 
50 per cent advance on the same commodity at the peak of prices." 

II New, lor Farmer CoopBratilJe', vol. 2, no. 3, p. 4, June, 1935 . 
.. WELLS, J. E., Financing Current Assets, News/or Farmers' CooperatilJU, 

vol. 2, no. 2. D. 7, May, 1935. 
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TABLB XViI.-LoANs TO COOPERATIVES AVAILABLE THBOUGU TUB FARM 
CREDIT ADMINISTRATION-

CommodIty I ..... to CommodIty I ..... to 
eooperat1... eooperat1Y8 
1IIIIIoalat1cma IIIIIIoalatlona 

To fiDaDae .. n6- To prooIde worJdq 
__ tho purahue. .. pital for _ 

ToomableeooperatlY8 To finanoe the _ 

IIIIIIoalatiooa to make 0IIIiDg. handlinc. aod 
ad...- to their marketing of prod.. 
_ ....... ben on ucta. aod making 

lIODIIruction.orI.u tlY8 oalee, purahaoo. 

'" pb7aiaal -"F aod owvico arpDl
foroooperatlY8oalee, aD eommodltie. d... ad_to_ben 

Unred to.......... thereon; also oooper
t1cma. aod to pay the ati... purahases of 
__ of marketing farm IUPplies 

purahue. aod....tao __ tIoa 

BIIah eommoditi ... 
o1aooooporatlY8 JIUI'-
ahooeo of f ..... BlIP. 
plies 

Iaodtutloa Bank for oooporatlY8o Bank for oooporatlY8o Bank for eooperatlY8o Federal intermediate 
making '- aredlt bank 

May he made np to 
60 per oent of _P. 
pnIoed n1ue of 
-.ltypledpd 

MInImum, 3 per oent, 
muimnm, e per 
oento Cnmmt rate 
noueUy fised In Uno 
with rate paid by 
borrowen from land 
boob tbroush ..... 
Ilcmol famHoon ... 
oociatiOlllo 

Bale Jan. &, 193&-4 
peroenl 

Operating I..... (ea- May he made up to May he made np to 75 
oluol", of aommodlty 75 per OOIlt of the per oent of the ...... 
'-oj aod faaility market nlue of ket n1ue of eom
'-0 to any one aommoditiea nnleoo modUle. nnl ••• 
oooperatlY8 at any hedged or other hedged or other 001-
ODO limo may DOt eoUalAlral famished. lateral fnrnlohad. 
"""'"" 10 per oent Maraln of -.lty Maraln of IIOOUlity 
of the .. pltal aod moot he maintained mnat he maintained 
BUrplno of diaVlat 
boob. Thlo limit... 
dem dooo DOt apply 
to the oenlral bank 
for oooperau.... 

MInImum, 3 per lOOt, 
mu1mnm, 8 per 
oento Bate ordl
aarIl:v 1 per omt 
&how the provaIJIog 
In_t rale paid by 
producticm aredlt ... 
oociaticmo to the 
fadonl Intermedlale 
aredlt bank of the 
land bank dlatztot 
In whloh the princi
pe! """"- alIiae 
of the homnror 10 
_ted. 

Bale J .... I. 193_ 
per omt 

Fbod -Il:v by At honke provaIJIog 
Farm CredIt Admin- loan rate which moy 
Iotrat1cm Go-remor. DOt"""'"" 1 per cent 
Ccmformo .. near1y above· In_ rale 
.. may he prao\ica.. em laat preoec1ing 
ble to the provaIJIog Ioau. of debentures 
In_rateODeom- oaooptwlthappron! 
modity I ..... oharaod of tho Go-remor of 
bomnrero from tho the Farm Credit 
Inlormodiale aredlt Administration. 
bank of tho land Bate Jan. 6, 193&
bank dlatriot In 2 per OBDt 
whloh tho priDoipel 
""""- alIiae of tho 
harrower 10 looated. 

Bale Jan. II, lS3&-
I per 08111 
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TABLII XVII.-LoANS TO COOPERATIVES AVAILABLII THROUGH THlII FARM 

CREDIT ADMINISTRATION. *-(Conlinued) 

Se.urlty 

Remarb 

Facility I ..... &0 
oooperat.ive 
lUIIooiatioDB 

Operaling I ..... &0 
oooperat.ive 
BIIIOCiatioDl 

Mortca&eonproperly Liens on """ estate, 
with ouch other.... equipment, In ...... 
ourity .. ...... 1iorieo, oommoditial, 
neoeaaary aoaounta receivable, 

notea, or other eft. 
donco of oWDel8bip. 

Un8ecured loana 
mad. in special ..... 

Commodity I ..... &0 Commodity I ..... &0 
oooperative oooperatlve 
BIIIOCiatiOJlS IIIIOdadons 

Gen~h01lllO Warehouse reoc\pta, 
reoc\pta, billa of Jad.. shipping doounumla, 
Ing, shipping doou- or such other ..... 
menta .overing lateral II me:v he 
oommodiU .. , and aPJnved by the 
chattel mortcagea Goftrnorof theFarm 

Credit AdminIstra
tion 

OrdInarily not eueed- Ordinarily end of mar- Ordinarily from 3 &0 
Ing 10 yeara. May keling ........ or in- 9 mootha RonewaI 
he made for 20yearc, v.ntory-turnov.r at maturity granted 
howe_. period, but may he In special ...... 

Payable In annual or extended to Iengtb Payable .. oommodi
lIOIIIHnnuai 1naIa1I- of time good buain.... tiea are marketed 

Ordinarily from 3 &0 g 
months. lleJlewaia 
at maturity granted 
In .peclal ...... 
Loans payable .. 
oommodities are 
marketed moots praotioe appeare to 

require 

Cooperative ... ooIa.- Total facility, oper
tlon takes .tock in aUng, end eom
the henk for oooper- modity loans must 
atlves equal to $100 not eueed 20 per 
for each $2,000 or ceot rl capital and 
fraotlon thereof bar- eurplus of district 
rowed. Association henk This limit. 
may retire .took on tioo doea not apply 
repayment of loan. &0 the oentral henk 

District Banka and for aooperativee. 
the Ceotral Bank for 
Cooperatives me:v 
borrow from each 
other 

AssociatioDl me:v not Commodity loan made 
he required.&o take only on )WOdaota 
additional atook with after delivery &0 
oommodity loana. IYIIOCiatioD. for JRII"o 
Bomnrere required poees of orderly mar
&0 hold &took equal keUng, not for 
&0 $100 (or each spcouIative holding 
$10,000 of eom-
modity 1 ...... how-
over. 

Beobfaroooperatives 
redisooant aommod-
Ity loans with 
fedoral intennedla&o 
aredit henb 

0Prepared hy Farm Credit Administration, Janasry, 1936. 

A concise statement of the loans available to cooperatives and 
the security, rate of interest, maturity, and other features relating 
to same are indicated in Table XVII. These loans are available 
to farmers' cooperative marketing, purchasing and service 
associations organized in accordance with the terms of the 
Capper-Volstead Act. 

Security Jor Loans. The security for loans depends upon the 
kind of loan obtained. For facility loans a first mortgage on the 
physical property of the association is usually obtained, and for 
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working capital loans warehouse receipts, bills of lading, and 
shipping documents are pledged as collateral. Some loans 
are made chiefly on the basis of the confidence that the credit 
agency has in the management of an association. Great care is 
ordinarily exercised in granting loans to cooperatives, for ability 
to repay must be ascertained in advance of making any loan. 
Each agency that lends money to cooperatives establishes its 
own criteria for making loans. 

The St. Paul Bank for Cooperatives requires substantially the follow
ing information from an aBBociation prior to making a loan commitment. 

1. Nature of business. 
2. Evidence that the association meets the requirements of the 

Capper-Volstead Act, particularly with reference to member and non
member busineBB, producer membership and basis of voting. 

3. Specific use to be made of the loan. 
4. Detailed description and appraisal of all fixed assets, together 

with blueprints and photographs, and a complete statement of all prior 
liens, if any. 

5. Basis of repayment. 
6. Description of any pending litigation. 
7. Certified copy of resolution authorizing directors to make applica

tion for loan. 
8. Certified copy of Articles of Incorporation and bylaws. 
9. Certified copy of marketing and purchasing contracts, including 

membership agreements. 
10. Certified list of officers and their respective addreBBes. 
11. Volume of business in terms of value and units for the previous 

three years. 
12. Copy of audit reports for the previous three years with detailed 

balance sheets, operating statements, and pertinent schedules with any 
qualifying statements by the auditors. It is usually required that 
these be supplemented with monthly balance sheets and operating 
statements subsequent to the last audit and to close of month preceding 
application. II 

A private banker's statement follows: 

In a discuBBion of the safeguards with which banks should surround 
the financing of cooperative &BBociations, one must differentiate between 
those cooperatives which, from the very nature of the underlying security 

II Cooperation-Principles and Practices, Wis. Agr. Ezp. Sta. Special 
Cire., p. 81, 1936. 
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they have to, offer, are considered a hazardous risk, and those dealing in 
staple commodities which, while they may be subject to declines in 
price, are, nevertheless, readily marketable, easily stored, and reasonably 
nonperishable. An association dealing in staple commodities need not 
necessarily have either capital or surplus, nor, indeed, any tangible asset 
whatsoever other than its contracts with its growers. On the other 
hand, a cooperative manufacturing a perishable product or dealing in a 
product more or less a luxury either should have liquid assets to fall 
back upon in case of necessity, or should be able to assure its bankers 
that its entire output has been sold to responsible wholesalers. 14 

Repayment of Loans. A credit agency can be of considerable 
assistance to a. cooperative in devising a. plan by which loans 
can be repaid. Three options of repaying loans may be open 
to the cooperative; (a) payment of the full amount in one lump 
sum at maturity, (b) partial payments of fixed amounts on 
specified dates (once a month) until loan is paid, or (c) payments 
on a. unit of product or percentage of sales receipt basis. If, 
for example, a cooperative oil station borrowed $6,000, it could 
be repaid as follows: (a) $6,000 at maturity, (b) a. fixed amount 
of $100, $200, or some other sum, each month, or (c) H or ~ 
cent per gallon of gasoline sold or 2 per cent of the gross sales 
receipts payable monthly or on fixed dates. 

Some plan of repayment should be worked out at the time the 
loan is granted. Too frequently, however, boards of directors 
of local cooperatives fail to develop plans of their own and require 
the assistance of the lending agency. Unless some plan is 
definitely worked out in advance and payments made accord
ingly, an association may find that the due date is reached before 
the amount of the principal and interest. payment has been 
accumulated. Renewal of the loan is essential to save the 
association from embarrassment. On Farm Credit AdmiD.istra.
tion commodity loans, repayments are made as the commodities 
are sold. 

Questions 

1. What financing obligations do farmers undertake when they market 
their products through their own organizatiOns? 

2. What reasons can you give for the necessity of a sound financing 
program in a cooperative association? 

" Cooperative Marketing Financing, Monthly Rtllliew, Mercantile Trust 
Company, San Francisco, Calif., vol. 11, no. 10, p. 187, Oct. 15, 1922. 
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I." . .• .. capital of a cooperative • • . will not be found in its 
stock or its membership liability, but in the commodity which is delivered 
to the cooperative." Criticize this viewpoint. 

4. For what important purposee is capital required by a cooperative? 
Ii. How do you distinguish working capital from fixed capital? 
6. What are the advantagee of providing the capital needs of a company 

by the sa.le of common stock? 
7. Do you think it is good cooperative practice to require members to 

buy &haree of common stock on a prorata basis? To have the number of 
sharee anyone may own limited '/ 

8. What typee of loans are made by the Farm Credit Administration? 
9. What plans for repayment of loans may be followed? 

10. In what reepects doee a nonstock cooperative differ from a capital 
stock association in securing' the initial capital for organization and 
operation? 



xv 
Financing Cooperative Marketing Associations.-(Continued) 

The revolving fund plan of financing----involving the use of 
certificates of indebtedness--is used by many of America's leading 
cooperatives. A deduction is made from the members' sales retUTm 
and a certificate evidencing the debt of the association is issued 
for. the amount of the deduction. These certificates bear interest 
at prevailing rates and carry a fixed maturity date, usually 3 to 5 
years after their issuance. Today certificates of equity are used 
which bear no interest and do not mature on any specific date, but are 
redeemed in the order of their issuance at such times as thought 
advisable by the association. 

All progressive associations build up reserves for various purposes 
that act as buffers in time of need. Few associations depend upon 
assessments and annual dues to finance their operations. The 
sight draft is used freely by local and large-scale associations, but 
relatively few commodity associations today use trade acceptances. 
Some cooperatives, especially nonstock companies, set up subsidiary 
corporations which, among other things, finance the fixed investments 
of the parent association. 

The principal sources of funds or credit are the members, non
member8, credit agencies, and business operations. The central 
bank for cooperatives and the 12 district banks for cooperatives are 
member-government owned banks that are today one of the important 
8ource8 of funds for both local and large-scale associations. These 
bank8 are quasi-governmental institutions established by the Farm 
Credit Administration. 

Preparation of an annual report including a balance sheet, 
operating statement, and statistical report is valuable for the member
ship and management. Adequacy in financing is measured by the 
efficiency with which the capital is used. Various busines8 ratios 
can be e8tablished to indicate thi8efficiency. 

... ... ... 



CHAPTER XV 

FINANCING COOPERATIVE MARKETING ASSOCIATIONS. 
(Continued) 

The indirect methods of financing are as numerous as the direct 
and are used primarily to finance the business operations of 
cooperatives. Only the more important and commonly used 
methods will be dtscussed. 

'1. Deferred Payments. Most of the cooperative associations 
in the United States use a system of deferred payments as one 
method of financing their current operations. In fact, payment 
to the producer after the sale of the products by the cooperative 
is a distinguishing feature of cooperative marketing. Deductions 
from the proceeds of sale are made to defray operating expenses 
before farmers are paid. Creameries and cheese factories pay 
at the end of every 15- or 30-day period, livestock shipping 
associations after the receipts from the terminal market have 
been received, fluid milk marketing associations at the end of the 
month, local fruit marketing organizations at the end of the pool 
period, egg shipping associations usually at the end of the week, 
and associations for other commodities at the close of the pool 
periods. By accepting deferred payments and making it 
unnecessary for the cooperative to borrow capital between the 
time of receiving and obtaining payment for the products, the 
farmers indirectly finance their organization. This is modified 
somewhat when an advance partial payment is made to producers 
at the time products are placed in a pool. 

The merits of a deferred system of payments rest upon the 
low costs of financing, reduction of risks, and the prorating of the 
obligations upon the members according to the volume of busi
ness each contributes. Less borrowed capital is required by the 
cooperative and each farmer bears his prorata share of the 
financing burden. With respect to operating and sales policies, 
other advantages and some disadvantages arise which are pointed 
out in Chap. XVI. 

393 
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8. Revolving Fund Plan-Certificates of IndeJ>tedness. 
Another commonly used plan of financing with loans from 
patrons is through the issuance of certificates of indebtedness 
against authorized deductions of definite amounts from the 
patrons' returns. 1 A certificate of indebtedness is a written 
acknowledgment of the debt of the association for the sum stated 
on the certificate to the person named therein. It has a fixed 
maturity date, bears interest at a fixed rate, is either transferable 
or nontransferable, and is a part of the fixed or long-term liability 
of the company issuing it. The person holding such certificates 
becomes a creditor of the association who is neither preferred nor 
subordinate to other creditors unless it is specifically stated that 
he is so. In the consolidated balance sheet of~he Land O'Lakes 
Creameries, Inc., for Dec. 31, 1936, under the long-term liability 
account, certificates of indebtedness due after Jan. 31,1937, were 
listed at $605,212. Certificates are granted for authorized deduc
tions from the sales returns or they may be purchased for cash. 

In contrast to the certificates of indebtedness there are also 
issued against authorized deductions certificates of equity which 
do not have a fixed maturity date, bear no interest, and are a 
part of the capital and net worth account of the association. 
These are sometimes called certificates of interest, but inasmuch 
as no interest is paid upon the same the authors believe that the 
term certificates of equity is more appropriate and likely less 
misleading. In recent years cooperative associations have used 
certificates of equity in greater amounts than formerly. Thus, 
in the consolidated balance sheet of the Land O'Lakes Creameries, 
Inc., for Dec. 31,1936, under the Capital and Net Worth account, 
certificates of interest (equity) for the amount of $181,690 were 
listed. These certificates of equity are in many respects com
parable to capital stock inasmuch as the holders of the same do 
not have any prior claims to the assets of the corporation upon 
its dissolution to regular creditors. They constitute a proprie
tary interest in the organization and do not fall into the same 
category in which the certificates of indebtedness fall. In some 
associations the certificates of equity are called certificates of 
credit. 

1 These certificates are BOmetim('s called "revolving fund certificates," 
"redemption certificates," or BOrne other name indicating that they con
stitute a part of the long-term liability of the cooperative issuing them. 
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If these contributions are not evidenced by special certificates or set 
up as special funds on the books of the association, it is assumed that 
they are part of the undivided assets, and in case of dissolution, the 
holdere of membership certificates [certificates of equity] would receive 
such undivided assets subject to the prior rights of creditors, providing 
of course there were no provisions of law or in the bylaws to the con
trary. If members' contributions to the finances are evidenced by 
certificates [certificates of indebtedness] having definite maturity 
dates, then, in case of liquidation, the members who hold such certifi
cates would generally share in the assets of the organization with 
unsecured creditors. However, some associations provide in their 
bylaws that in the event of liquidation or dissolution such contributions 
to capital, though evidenced by certificates, are subject to the rights of 
creditors. In some 'cases the certificates [certificates of indebtedness] 
definitely state on their face that the holders have prior claim to any 
assets over membership certificate [certificates of equity] holders. In a 
few instances, certificates [certificates of indebtedness] issued to evidence 
capital are so issued as to constitute a mortgage on part or all of the phys
ical assets of the ass.ociation. If members' contributions to special funds 
are revolved or rotated, they become a liability of the organization when 
they are declared due and payable or when they carry a fixed maturity 
date. If they do not carry a fixed maturity date and are subject to the 
rights of creditors, they are a part of the ownership capital and are 
similar to the preferred stock of a profit corporation.-

The issuance of certificates of indebtedness is a part of the revolv
ing fund plan of financing, a plan that has been used several 
decades by some associations and one which is becoming more 
popular among cooperatives in general. Briefly, the plan con
templates having the patrons during different periods of operation 
finance their own marketing activities according to the use made 
of the association, and having patrons at later dates repay the 
loans made at the earlier periods. To accomplish this patrons 
are paid partly in cash and partly in certificates representing 
the amount of the authorized deduction that will be paid in the 
future. A merit of this plan is that the finances are kept in the 
hands of the producers and are adjusted to the use made of the 
organization by each. The certificates may be made payable in 
annual installments as called for by attached coupons, or payable 

• SToItDTIt, E. A., The Financial Structure of Cooperatives, "American 
Cooperation, 1934," p. 168, American Institute of Cooperation, Wash
ington, D. C. 
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in full at the end of the usual 2-, 3-, 4-, or 5-year period from the 
date on which they were issued. Thus, while some certificates 
are redeemed, others are again issued for lesser or greater amounts 
to the same or to different patrons. Under a 5-year plan of 
retirement, certificates issued in 1936 are payable in 1941, those 
of 1937 in 1942, and so on. From this cyclical arrangement, 
the appropriate name "revolving fund plan" arises. The cer
tificates usually bear a nominal rate of interest, but in recent years 
some associations have issued no interest-bearing certificates, cer
tificates of equity in place of certificates of indebtedness. To have 
no fixed maturity date on the certificates is convenient for 
an association because it may easily happen that repayment 
in some years becomes impossible; but for the holder it is less 
desirable, because the uncertainty of the time of repayment 
reduces the sales value of the paper. If the marketing con
tracts permit, deductions may be larger at some times than at 
others. 

Redemption oj Certificate8. The redemption of certificates may 
take place in two ways, according to a so-called (a) rotating 
plan, and (b) straight sinking-fund plan. Under the first, 
certificates are issued in such amounts and for such variable 
periods as to constitute an approximately uniform yearly financial 
obligation against the association. As one series of certificates 
is retired another series of equal size is issued. Under the second 
plan, which is used less frequently by cooperative milk marketing 
associations but more often by associations that market annually 
harvested crops, certificates are issued for fixed periods regardless 
of the annual obligation which their redemption calls for. Since 
this plan entails large and small payments, depending on the 
volume of business and amount of deductions made in years 
past, special care is required in creating a sinking fund to provide 
the annual payments. S 

• "The reorganized association (Poultry Producers of Central California) 
is financed by a revolving fund, accumulated by 1 cent per dozen deduction 
from the proceeds from sale of all eggs receiyed from its members, deduction 
being prorated to members on the basis of delivery. When the total 
deductions for any member reach the Bum of $10 there is issued to him an 
'advance fund certificate.' When the total deductions reach 1500,000. 
members holding the earliest numbered certificates in the advance fund are 
repaid their deductions with interest at 6 per cent." Cooperative Market
ing, Senate Documen& 95, letter from the Chairman of the Federal Trade 
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The revolving fund plan of financing has some disadvantages. 
It is apparent that considerable embarrassment may be experi
enced in meeting redemptions of old certificates in years when 
the volume of business is greatly reduced or when the prices 
of the commodities are low. The fact that the amount of 
deduction may be increased per unit of sales in the years of small 
volume imposes a burden on members that cannot be easily 
assumed. Difficulties of this kind arise where the straight sink
ing-fund method of redemption is used. Although five annual 
deductions are accumulated before any certificates are redeemed 
(under a five-year plan), it must be remembered that these loans 
are made not merely to finance current operations but, as is 
frequently the case in newly organized nonstock associations, 
permanent investments as well.' If the loans are used to finance 
fixed investments, then the maturity must be at a later date than 
if the loans are merely for current operations, otherwise much 
difficulty may be experienced in meeting payments. 

The use of certificates of indebtedness involves an item of financ~ 
ing cost since the cooperative usually pays the current rate of 
interest on them. To reduce this cost some associations that 
have operated a considerable time gradually retire the certificates 
and decrease the amount of their issue. For example, a deduc
tion of 3 per cent of the returns may be made, against which 
certificates for half that amount are issued-the other half 
being used to build up a reserve fund for the purpose of retiring 
outstanding certificates. Objection is sometimes raised to this 
retirement on the grounds that the certificates are the best 
measure of each patron's financial interest in the cooperative. 
In answer to this it may be pointed out that the extent" of any 
person's financial interest in a cooperative is questioned only 
at the time of dissolution of the association, or upon the death, 
expulsion, or withdrawal of the member. An appraisal of the 
property can establish each member's interest. Underlying this 

Commission, 70th Congress, 1st Session, p. 163, 1928. This illustrates a 
modification of the redemption pla.ns mentioned. 

, McKAY, A. W., and W. J., KUHRT, Management Problems of Coopera.
tive Associations Marketing Fruits and Vegetables, U. /!. Dept. Agr. Bul. 
1414, p. 28, 1926, state "The 'certificate of indebtedness' plan seems to be 
the only feasible method of financing fixed investments in a nonstock 
organization which does not organize a subsidiary corporation." 
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objection,however, is the reluctantly admitted desire of many 
members to obtain the interest on their certificates which usually 
exceeds that paid on deposits in country banks. 6 Wherever 
possible, it is well to issue certificates of equity without any fixed 
maturity date and without any fixed interest rate so as to avoid 
legal difficulties and financial reorganizations that may result 
from nonpayment of certificates of indebtedness. 

9. Reserves. To build and maintain adequate reserves to 
insure the future operations of an association is just as important 
as to obtain the original capital with which to start a cooperative 
and, after operations are commenced, to finance its continuation. 
There is a natural conflict between the members' clamor for 
immediate returns and the management's obligation to build a 
sound· financial structure. A member's short-time view antici~ 
pates high returns, large patronage dividends, and interest on 
common stock, but such a policy is filled with grave dangers if 
no provision is made to set aside a portion of the earnings to 
meet the risks of marketing that are bound to arise. Reserves 
are the shock absorbers of a business. Sudden losses, obsole~ 
cence of equipment, vanishing consumer demand, competition 
from new producing areas, loss of the market to substitute 
products, exceptional credit losses-these and many other 
changes are risks which a cooperative must be prepared to meet 
with financial reserves. 

Some associations set aside certain funds called "reserves" 
against which individual equities are established, but these are 
not reserves from a legal and accounting standpoint. In a 
cooperative, a true reserve is a fund, against which no individual 
equities exist, set aside for either unexpected or expected losses 
and changes in business. The reserves are the undivided assets 
belonging to the association and not to each member according 
to his patronage. Revolving fund certificates are not issued 
against such reserve funds. If a reserve fund is systematically 
created as the business develops and earnings permit, a sizable 

I Numerous questions concerning the legal rights of holders of certificates 
of indebtedness arise particularly as to the order of claims against the 
assets of a cooperative being liquidated and the use to be made of the 
deductions for which certificates were granted. Some of the legal aspects are 
discussed by L. S. Hulbert in Legal Phases of Cooperative Associations, 
U. S. Dept. Agr. Bul. 1106, pp. 105-107, 1929. 
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sum can be set aside in a short period. This adds to the prestige .. 
business standing, and financial rating of the cooperative in 
community, business, and financial circles. Milk bargaining 
associations have found that ample reserves strengthen their 
bargaining positions since such reserves can be used to acquire 
operating plants when necessary. 

Legal Status 0/ Reserves. The status of reserves has been 
tlarified by American courts in several decisions. Although the 
standard cooperative marketing act authorizes cooperative associ
ations "to establish reserves, and to invest the funds thereof in 
bonds or in such other property as may be provided in the 
bylaws," nevertheless there was some question as to the property 
rights of the association in the reserves set aside and as to the 
necessity of returning the reserves to the growers from whom they 
were deducted. In 1926 the Supreme Court of Arkansas held 
that the reserve was a permanent fund retainable by the cooper
ative and not simply a temporary fund to be returned to 
the growers at the close of each year's business. However, if the 
reserve is sufficient to meet the reasonable requirements of the 
organization, it may be enjoined from making further deductions 
for a reserve. In some associations the marketing contracts 
not only state the amount that may be deducted for a reserve, 
but the specific purpose for which it may be used. In absence 
of naming the specific purpose of reserves, the directors of the 
association may utilize the fund for any legitimate purposes. 
In Thompson on "Corporations" (3d ed., Chap. 192, pages 
1084-1085) the rights of cooperatives respecting the use of 
reserves is admirably summed up as follows: 

Unless specifically provided that this reserve must be returned to the 
grower, it becomes the permanent property of the association. It may 
be used for general commercial purposes. It may be invested by the 
&BSOciation in the capital stock of a subsidiary corporation. It may 
be used by the &BSOciation in financing its re-sign-up campaign when its 
marketing contracts are about to expire. It may be used to cover losses 
to the association in the event of its inability to collect on sales made by 
it. The purpose of the reserve, particularly with nonstock, nonprofit 
&BSOciations, is to give them a degree of financial stability not otherwise 
obtainable; to have available a source from which may be financed the 
obtaining of renewal and additional membership contracts when t!:::c 
,ame expire; lUld to eventually put the association in a position to finance 
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the movement of crops through it without depending upon outside 
financial aid. A member cannot compel the return of the reserve until 
the expiration of his membership with the association. The reserve may 
then be redistributed annually, or in any equitable manner, in the 
conclusive discretion of the directors. In case of nonstock, nonprofit 
associations, where the membership is for life, the member may not 
compel the return of the reserve, even though the marketing contract 
has expired, provided the size of the reserve is reasonably needed for 
corporate purposes; and for maintenance of subsidiaries. But if the 
association creates a reserve which is greater than its needs, the member 
may enjoin further deductions for the reserve from the proceeds realized 
from the sale of his crops. * 

Kinds and Use oj Reserves. There are several kinds of reserves 
of which the folloVl'ing are rather common: (1) valuation reserves 
-designed to offset the depreciation and obsolescence on build
ings, machinery, and equipment; to cover bad debts; (2) liability 
reserves-designed to meet exceptional liabilities, unforeseen 
changes in business operations, extraordinary adjustments in 
operating costs (sometimes called "reserve for contingencies"); 
(3) capital reserves-designed to provide working capital-for 
future business expansion and plant extensions, to retire indebt
edness; (4) accrued expense reserves-to pay for such accrued 
expenses as taxes, and the different kinds of insurance. 

The purpose of a reserve governs its use. Some reserves are 
set aside to meet marketing losses. Such reserves constitute 
what is commonly called a "sinking fund." Livestock shipping 
associations invariably create sinking funds out of which losses 
sustained in shipping livestock to market are paid. A reserve 
set aside to cover the depreciation of equipment and buildings 
is theoretically built up at approximately the same rate that the 
physical property wears out so that a replacement fund is avail
able when new equipment and repairs are needed. Obsolescence 
must . also be considered in creating this reserve. An allowance 
for depreciation is, however, merely a bookkeeping entry to show 
how much the physical property has depreciated, and no fund 
is set aside for this amount. In addition to these two reserve 
funds just listed, which each association having marketing losses 
and physical assets should create, others named above are also 

* THOMPSON, SEYMOUR D., and JOSEPH W. THOMPSON, "Commentaries 
on the Law of Corporations," Bobbs Merrill Company, Indianapolis, Ind., 
1927. 
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set aside to retire capital stock, bonds, notes, and certificates of 
interest, to provide for new capital investments, additions, and 
repairs and for sundry purposes. 

Several plans are followed in building up reserves. One is to 
set aside a portion of the year's net earnings before any dividends 
are declared. Inasmuch as cooperatives operate on a nonprofit 
basis, however, it is evident that few associations would be able 
to accumulate sufficient reserves from this source. Hence, it is 
necessary to make regular authorized deductions which cover 
not only the out-of-pocket costs, but an amount for the various 
reserves. No certificates of equity are issued against such 
retains. The effects of this plan are to force each patron to 
finance his cooperative in proportion to the business transacted, 
to lessen the cost of financing for the cooperative, and to eliminate 
individual claims against the assets of the association. The 
marketing contract usually states the amount of the retains 
that may be made. In some associations the retains are large 
enough to provide sizable reserves but, too frequently in others, 
the authorized deductions barely cover marketing costs. 

A mount 0/ Reserve. The characteristics of the business, the 
plan of financing, operating policies, as well as form of organiza
tion must be examined to determine the amount of reserves 
needed. In most livestock shipping associations, that do not 
conduct side-line businesses, a fund which covers approximately 
the value of one week's shipment of livestock will prove ample. 
The ability to borrow adequate sums when needed is a con
ditioning factor. If the association is engaged in a business 
that is highly competitive, whose products are subject to violent 
price changes, and whose operations have more than the usual 
marketing risks, a. large reserve is essential. The cooperative 
marketing law under which the association is incorporated and 
the bylaws of an association may require a fixed percentage of the 
earnings to be set aside as reserves until a certain percentage 
of the capital stock issue or capital investment is reached. 8 

• Under the Wisconsin Cooperative Law of 1911, "the directors, subject 
to revision by the association at any general or special meeting, shall appor
tion the earnings by first paying dividends on the paid-up capital stock 
not exceeding six per cent per annum, then Betting tJBide fIOt less than 10 % 
of tlul r&d projiJ,a fur a reBeTtIe fund untiZ an amount has accumulated in said 
rea_fund equal to 40 % of tke paid-up capital Btock • • ." This provision 
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The amount of the reserves set aside for various purposes must 
also be justified if questioned by the Internal Revenue Depart
ment or exemption from the payment of income taxes may not be 
obtained. The needs of an association determine the size of the 
reserves. 

Liquidity oj Reserves. Reserves may be either liquid or non
liquid in character. Those of the first type are, as the name 
suggests, readily usable. In local associations, reserves of this 
type are deposited usually in one or more local banks (preferably 
in several if that is possible) and are quickly available for any 
emergency. In central marketing associations or in local 
associations that may have reserves amounting to tens of thou
sands of dollars, investments in liquid securities such as United 
States treasury bonds or other immediately redeemable securities 
will give the funds the liquidity desired. Liquidity is not 
measured by the existence of the funds per se but by the avail
ability of the funds upon demand. Reserves or surplus funds 
invested in buildings, equipment, and land are unavailable upon 
demand and nonliquid. The physical assets so acquired can, 
however, constitute the security for loans. 

10. Assessments, Dues. A few associations, such as mutual 
water companies, finance their operations on the basis of assess
ments. Funds are borrowed to meet operating expenses and 
at the end of specified periods each member is assessed for his 
proportionate share of the costs. The difficulty and expense of 
collecting the assessments make this plan very unpopular. A 
different type of assessment from the one just named is made at 
irregular intervals for a specific purpose to cover a special cost 
or loss. Such assessment is easily interpreted as an indication 
of financial insecurity of an association. Yearly dues are also 
charged in some instances by membership associations. Live
stock shipping associations and some of the bargaining associa-

was amended in later years by requiring the creation of fixed reserves before 
declaring stock dividends and in 1923 was changed to read: "the directors 
in any association organized with capital stock shall apportion the net pro
ceeds of the business at least once annually by first setting aside auch on 
omount fur 0 rUenHlfund IJ8 they aee ;fit ur _. in their discretion; ••• It 
This modification recognizes the desirability of latitude in determining the 
annual and total amount of reserve fund which each assol'iation may wish 
to setup. 
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tions (Connecticut Milk Producers' Association, Inc.) levy such 
annual dues to obtain operating capital. Extra assessments up 
to $1 per cow could also be made by the directors of the last
named association. 

11. Use of Sight Drafts. In order to assist a. cooperative in 
its current financing problems, buyers and consignees often grant 
the association the permission to draw a sight draft for a sub
stantial portion of the value of individual shipments. For all 
practical purposes this is a loan from the concern trading with 
the cooperative, for which interest is paid by the association. 
Under this plan the association draws a. draft on the customer or 
consignee for as much as 75 or 85 per cent of the market value 
of the produce shipped, attaches to this draft order bills of 
lading, and either discounts the draft at once at the local bank 
or uses it as collateral for a loan. In this manner the association 
obtains a substantial advance payment for the goods, on the day 
of shipment, when ordinarily it would be obliged to wait several 
days or more than a week for the remittances. 

Central cooperative associations, as well as independent buyers, 
grant such privileges to local associations. Many local member 
creameries of the Land 0' Lakes Creameries, Inc., draw sight 
drafts against shipments of butter to the central organization. 7 

Coopera.tive potato marketing associations, local grain elevators, 
cooperative creameries, and cooperative fruit marketing associa
tions use this "closed account" method of financing, as it is also 
called, to a great extent.8 Sight drafts provide short-term 
credit of only a few days, frequently for less than two weeks. 

12. Trade Acceptances. Relatively few cooperative market
ing associations now use trade acceptances to final!.ce their 
operations. II Nevertheless, they may become more common in 

, Approximately 70 per cent of the member creameries of Land O'Lakes 
Creameries, Inc. draw sight drafts against their shipments of butter. 
Loans up to 80 per cent of the current value of butter are made. 

lin contrast to this closed account method of financing, in which :the 
association uses all of the capital loaned and pays interest on the amount 
obtained for the period between the granting of the loan and receipt of 
remittance, is the open account method. Under the latter plan the association 
borrows from the consignee or creditor a definite amount for a fixed period, 
usually a year, and is allowed interest on the daily credit balances. 

• "Trade acceptances have been used in the past to a limited extent by a 
few lIRSOCiations, but we do not regard this as a prevalent practice." letter 
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the future judged by the popularity of acceptances in Europe. A 
bill of exchange or "draft," as it is more commonly called in the 
United States, drawn by a creditor becomes an acceptance when 
the drawee accepts it. A bill of exchange or draft is an uncon
ditional order in writing drawn by one party (the drawer) on a 
second party (the drawee), requiring the person to whom it is 
addressed to pay to a third party (the payee) a sum certain in 
money either' on demand or at a fixed or determinable future 
date. Such a draft may arise out of a commercial transaction, 
as for example when a cooperative wool-marketing company 
sells wool to a mill. If previous arrangements have been made 
between the mill and the cooperative, the cooperative might draw 
a. 60-day draft upon the mill for the purchase price of the wool 
at the time the wool is sold. When the mill receives the draft 
and writes the word "accepted" across the face of it, together 
with the date, name, and location of the bank at which it will 
be paid, and the signature of the acceptor, then the draft has 
become a trade acceptance. The cooperative that receives the 
accepted bill of exchange from the mill may sell it at once to a 
banker and receive cash for the wool it has sold. The bank may 
hold the acceptance until maturity or sell it to someone seeking 
liquid investments. Upon maturity the acceptance is presented 
to the mill for payment. Acceptances are in fact two-name 
papers and comparable in a number of respects to promissory 
notes. It is apparent that the cooperative's bank or whoever 
buys the acceptance finances the sale of wool between the time 
of purchase of the acceptance and payment by the mill. With 
the use of acceptances, the cooperative that wishes to obtain 
funds against products stored in warehouses or against foreign 
and domestic shipments of goods is in a position to tap the 

to authors from President of New Orleans Bank for Cooperatives (July, 
1936). The President of the Berkeley Bank for Cooperatives states that 
wineries, the Fruit Growers Supply Company, and the Challenge Cream and 
Butter Association use t.rade acceptances of 30-, 60-, and 9O-days (letter 
to authors July, 1936). The President of the St. Paul Bank for Coopera
tives knew only two cooperatives (supply associations) in his district that 
used trade acceptances. The President of the Spokane Bank for Coopera
tives wrote, "Trade acceptances are not used to any great extent by any of 
the cooperatives in this district." He named two associations, one handling 
canning peas and another cherries, that used trade acceptances part of the 
time. 



FINANCING COOPERATIVE MARKETING ASSOCIATIONS 405 

credit resources of money centers and virtually conduct its 
business on a cash basis. 

13. Joint-account Dealings. The financing problems of 
certain local cooperatives are lessened to a small extent by con
ducting joint-account dealings with terminal operators. Under 
this arrangement, the local association usually furnishes the 
buildings, equipment, and labor, and the terminal market 
operator provides the working capital. In return for his financ
ing service and sales advice, the terminal dealer determines the 
margins or prices to be offered locally (when the association buys 
outright from patrons) and handles the produce in the central 
market. The local association shares its profits and losses on a 
fifty-fifty basis, surrenders all control over marketing to the cen
tral market operator, and reduces its own capital contributions. 
A few local potato marketing associations have followed this 
practice. 10 

Closely approaching joint-account dealings is the method by 
which local associations buy on commission for terminal dealers. 
Under this plan the terminal operator supplies the working 
capital while the local association provides the fixed investments 
and labor. The dealer determines the price to be paid to 
farmers, assumes all marketiDg risks, and pays the association 
a commission out of which the manager and laborers are paid 
and all other costs of the warehouse are met. This plan naturally 
reduces the financing burden of local associations. ll 

For many years terminal grain commission firms have financed 
the operations of local grain elevators in order to obtain their 
patronage. Such financial assistance lessens the amount of 
capital which the owners of the local elevators have to supply. 
It is reported that about one-fourth of all farmers' elevators 
have open credit accounts with commission houses. Although 
such financing is not on a joint-account basis but strictly on a 
loan basis, it, nevertheless, reduces the amount of capital contri
butions that members must make. 

14. Subsidiary Corporation Financing. A subsidiary corpora
tion is a corporation organized, owned, and controlled, either 
directly or through trustees, by a parent corporation for the 

10 See Minn. Agr. E:ep. Sta. BuZ. 195, p. 31, 1921, for a brief discussion of 
join~count dealings by potato marketing associatioll8. 

II Ibid., p. 30. . 
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purpose o{ taking over certain duties and certain functions of 
the parent company. Although'the subsidiary may appear as a. 
department or branch or agency of the overhead company, it is a. 
legal entity distinct from its parent. Such corporations should 
be established by cooperatives only if genuine necessity exists 
and if economy of operations is possible. Reputable legal and 
financial advisors should be consulted before steps are taken to 
create them. 

There are a number of reasons for establishing subsidiary 
corporations: (a) to provide a means of financing fixed capital 
investments, particularly in nonstock organizations; (b) to con
duct various types of marketing operations, such as warehousing, 
processing, packing, packaging, and manufacturing; (c) to buy 
supplies for the parent corporation and its members; (d) to 
establish credit corporations for the sake of financing the produc
tion and marketing of growers' crops; (e) to effect exemption from 
the payment of income taxes and (f) of state taxes on foreign 
corporations; (0) to conduct business in foreign countries, where 
the parent corporation would find difficulty in operating due 
to its particular method of organization; (h) to operate in a. 
manner so as not to disclose the identity of the parent corporation 
for competitive reasons; (i) to limit the legal and financial 
liability of the cooperative in certain marketing ventures. This 
lists the principal reasons for creating subsidiaries. lI It is 
evident that the purposes served by the corporations are of two 
major kinds, namely, (a) for the purpose of financing, i.e., 
obtaining funds, reducing the cost of financing, and restricting 
the financial risks; and (b) for the purpose of performing market
ing functions either at less cost and at less risk to the parent 
company, or without the knowledge of competitors. 

The California. Fruit Growers' Exchange has four subsidiary 
corporations, the Fruit Growers Supply Company which buys 
supplies in volume lots for members and operates lumber camps 
and factories, the Exchange Orange Products Company that 
utilizes cull oranges, and the Exchange Lemon Products Com
pany which utilizes cull lemons. The fourth is in charge of the 
association's export business. The Florida. Citrus Exchange 

II HULBERT, L. S., Subsidiary Corporations and Cooperative Associ .. 
tions, U. S. Dept. All". Mimeograph, September, 1926, treats of various 
legal problems arising with subsidiaries. 
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has two subsidiaries-the Exchange Supply Company which 
buys supplies for the members of the parent cooperative, and 
the Growers Loan and Guaranty Company which lends money 
to producers and to local associations. The California Walnut 
Growers Association has also organized a subsidiary ware
housing corporation. Some of the cooperative milk marketing 
companies operate subsidiary corporations which process surplus 
milk into butter, cheese, and other products. When the tobacco 
cooperatives flourished some had subsidiary corporations that 
operated warehouses and redrying plants. Other associations, 
such as those handling prunes, apricots, peaches, figs, and 
raisins, controlled subsidiary companies that processed, packed, 
and warehoused the products of the members of the parent 
companies. 

Since the membership fees in most nonstock associations are 
generally insufficient to provide the necessary fixed capital, 
subsidiary corporations having two classes of capital stock are 
created. Common stock carrying voting privileges is retained 
by the parent cooperative association, and nonvoting common 
stock or nonvoting preferred stock is sold to members and 
nonmembers. Capital stock corporations also organize sub
sidiary corporations, but not ordinarily for the purpose of 
financing the fixed capital investments. A subsidiary ware
housing corporation that is properly licensed by state or federal 
agencies can issue warehouse receipts to the cooperative associa
tion creating it. These receipts may be used like those from 
licensed public warehouses as collateral for bank loans. Usually 
the subsidiary corporation operates under contract with .the 
parent company and frequently has interlocking directorates. 
But these evidences of association do not in the least detract 
from the legal entity of the corporation. It has its own set of 
books, its own officers, its own expenses, and its own profits and 
losses. 

15. Miscellaneous Financing Methods. If the payment of 
trade accounts is delayed, the seller of supplies, materials, and 
services to the cooperative is virtually 'forced to finance tempo
rarily a part of the cooperative's operations. Such forced 
extension of credit is not in harmony with good business practice 
and should not be encouraged. It prevents the association from 
taking advantage of the usual trade discounts (2 per cent net 
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10 days), harms its business reputation, and may increase its 
cost of financing. It is mentioned here as a minor method of 
financing current operations. 

m. SOURCES OF CAPITAL 

There are three main sources of finances for a newly organized 
cooperative :18 

1. Members--individual producers who are ordinarily patrons 
2. Nonmember investors--individual investors who mayor may not be 

patrons 
3. Credit agencies 

a. Private agencies 
Local banks and commercial banks in money centers 

b. Governmental credit agencies 
Farm credit administration 

Mter an association commences operations there is an additional 
source: 

4. Business operations 

Funds from this last source were treated under the discussion 
of deductions, reserves, delayed payments to members, and 
delayed payments of current accounts. The other three sources 
have been named indirectly in the discussion of methods of 
financing, but their importance deserves special treatment. 
Sometimes a cooperative obtains funds or the use of buildings 
through donations or gifts from civic organizations, local com
munities, and individuals. 

1. Funds from Members. The principal source of long-time 
capital is from the members themselves. This is as it should be. 
It is important that farmers give more than lip service to the 
organizations they establish. The genuineness of their interest 
can be shown best by their support of their organization with 
capital contributions. The requirement that all members must 
own stock or purchase membership certificates is founded on the 
sound basis that the members in preference to others should 
carry the major amount of the financing burden. 

There are a number of advantages of having members provide 
liberally for the fixed and current capital needs of the cooperative. 

11 Capital is ultimately derived from savings which people make either 
voluntarily or through compulsion. Savings from past and present pro
duction provide the capital for future production. 
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Perhaps the greatest value rests in the increased interest in the 
cooperative which such investment brings about. If a member 
has several hundred dollars invested, it is almost a certainty that 
his patronage will go to the cooperative instead of a private 
competitor. If the members contribute substa.ntially to the 
capital structure, there is little danger that the control of the 
organization will be divested from the membership. There is 
also the possibility of financing the cooperative at a low cost 
if the members provide freely for its financial needs. If interest 
is earned, it can be paid on the common stock, but if it is not 
earned no cumulative obligation follows. On preferred stock, 
bonds, and loans the interest rate is not only fixed, but is fre
quently higher than that paid on common stock as well as 
cumulative in some cases. If the members do not invest liberally 
in their own organization, the management is either cramped in 
its activities or it must borrow freely. This is not only costly, 
since policies and operations are subject to the approval of the 
creditors, but it also restricts the operations of the association. 

One problem which arises with many old organizations involves 
the ownership of capital stock by inactive members. Members 
retire from farming, move to other localities, or otherwise fail 
to participate in the affairs of the company. In many instances 
such "dead" stock is a greater detriment than asset to the 
cooperative. It becomes very difficult to effect legal changes in 
the organization of the cooperative when the shareholders do 
not attend meetings and frequently prevents others from buying 
stock. At annual meetings a much smaller number of members 
participate in the business of the association than there are 
stockholders. For these and other reasons associations should 
provide for the enforced retirement of all inactive stock or adopt 
a plan of financing in which the common stock is rotated, i.e., 
as new issues of common stock are made earlier issues are retired. 
If some old, retired farmer wishes to retain his stock for senti
mental reasons and resides in the community so that the associa
tion knows at all times where the stock is located, no particular 
harm results from not calling the stock in; but an active patron 
should not be prevented from buying stock due to the senti
mentality of some retired producer. The difficulty of congregat
ing a quorum of stockholders which is necessary to legally transact 
business was one of the greatest handicaps in organizing a 
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federation of cheese factories in Wisconsin a decade ago. In 
the absence of provisions that the cooperative buy the stock of 
inactive members, it may easily happen that persons with ulterior 
motives may buy up the same. Statutory provisions usually 
permit associations to include in their bylaws a clause to the 
effect that anyone who ceases to be eligible to purchase stock in 
the association (i.e., usually a bona fide producer) shall lose the 
power to vote. This is a safeguard against having outsiders gain 
control of the stockholdings and should be adopted by associa.
tions whose state laws grant this right. 

2. Nonmember and Nonproducer Financing. Nonmembers, 
who mayor may not be patrons of a cooperative, supply to a 
small extent part of the capital of cooperatives. a Nonproducers 
of farm products, such as local bankers, businessmen, professional 
men, retired farmers, and other public spirited individuals, often 
subscribe to the capital stock of a cooperative to help it get 
started in the community. They consider the association a 
community asset and wish to assist it financially if the producer
members cannot provide sufficient capital to .. swing the proposi
tion." Nonproducers may contribute to the capital used for 
either fixed investments or current operations. Nonproducers 
can often obtain membership in a cooperative if they purchase 
shares of common stock or membership certificates. Nonmem
bers, on the other hand,. supply funds used primarily for circulat
ing capital, although some preferred stock, financing permanent 
investments, is sold to them. Many local creameries, cheese 
factories, fruit and vegetable packing houses, and other local 
enterprises have been made possible owing to the financial sup
port of nonproducers. In some instances, central cooperative 
organizations have financed local undertakings or have arranged 
loans through the central association for the benefit of local 
enterprises. Thus, the Land O'Lakes Creameries, Inc., negoti-

U Some writers confuse non producers (i.e., nonagricultural producers) 
and nonmembers and consider them as synonymous which is not always 
the case. Nonmembers never own common stock or membership cer
tificates, for such ownership automatically makes them members, but 
nonproducers may own either. Consequently, nonmember financing is 
restricted to ownership of preferred stock, bonds, investment certificates, 
and to granting of loans. Nonproducers may become members without 
being patrons of the cooperative. It is customary to think of members 8B 

being producers and patrons as well. 



FINANCING COOPERATIVE MARKETING ASSOCIATIONS 411 

ated loans from the Federal Farm Board for the use of its member 
creameries. 

There are distinct advantages, as well as some disadvantages, 
in having nonmembers and nonproducers contribute to the fixed 
and circulating capital of a cooperative. It develops an interest 
on the part of these persons in the organization thus making the 
association a real community enterprise; it enables the coopera,. 
tive to secure more funds than those which only the members can 
provide; the association stands to gain from the business experi
ence, advice, and good will of the nonproducers; it may be 
possible to obtain capital from these sources at lower cost than 
could be obtained from regular credit agencies. The disad
vantages in selling common stock to nonproducers are: (a) It 
gives voting privileges to those whose interests are not identical 
with those of bona fide producers, in fact, may be of a strictly 
opposite nature; (b) it promotes the idea that the association 
is an investment rather than a strict service institution, conse
quently nonproducers may desire a high interest rate paid on 
stock; (c) it invites membership among those who might have 
little interest in the association. Their lack of initiative, lack of 
participation, and failure to attend meetings have a "deadening" 
effect upon the cooperative. There is much less fear of any 
disadvantages to the association from nonmember financing for 
their investments do not carry voting rights in the association. 
It is possible to organize in such a way that the association may 
obtain all of the advantages listed above without suffering from 
the disadvantages by adopting as many safeguards as the state 
laws and articles of incorporation permit. 

From a long-time point of view and from the point of vi.ew of 
good cooperative practice, it is better that producers rather than 
nonproducers finance their organizations. The fixed investments 
should be provided in a substantial amount by members, and all 
financing methods should preserve the cooperative character 
of the association as well as permit the utmost efficiency in 
marketing the members' products.1i 

II In MIIABS, E. G., and M. O. TOBBINIIB, "Principles and Practices of 
Cooperative Marketing," Chaps. XI, XII, Ginn and Company, Boston, 
1926, an analysis of cooperative financing by members and nonmembers is 
presented. In this analysis nonmember financing relates primarily to 
financing by nonproducers. 
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3. Credit Agencies-Commercial Banks. Without a doubt 
local banks playa larger role in financing cooperative marketing 
year after year than any other agency. Records are not available 
showing the loans made each year by banks all over the country 
to nearly 10,000 associations, but very likely the total sum runs 
into eight or nine digits. Such has not always been the case for 
several reasons:!6 (a) bankers were unacquainted with the type 
of business organizations such as that of the cooperatives; (b) the 
usual measure of a business success, namely, its profits, upon 
which the banker would adjudge the merits of the borrower were 
not to be found in a cooperative which avowedly operated with
out profits; (c) the management and executive personnel changed 
more frequently in cooperative associations than in private 
companies which added to the confusion in the minds of the 
bankers who were trying to appraise the associations' merits by 
observing the management over a number of years of operation; 
and (d) some cooperatives attempted to do things, such as 
controlling price through monopolistic action, which were of a 
doubtful character in the minds of the bankers. Bankers have 
now become acquainted with this new type of business organiza
tion, and, it is believed that as a class they are serving coopera
tives to the best of their ability. 

Local associations depend upon local banks for the major 
portion of their loans for current operating purposes. Fre
quently, however, cooperatives are required to do business with 
several banks, because statutes in the state forbid lending more 
than a certain amount of the capital stock or of the loans out
standing to anyone organization. If a bank aims to serve its 
community, there is perhaps no better opportunity to do so than 
by loaning to a well-operated and managed farmers' association. 
Many banks have realized this and have given their unstinted 

18 Sam L. Morley, formerly a banker, commented upon the attitude of 
bankers in Oklahoma toward cooperative marketing in 1920-1921, "So, Heel 
safe in saying that 90 per cent of the bankers and businessmen of Oklahoma 
were either opposed to the plan of cooperative marketing, or gave it so little 
attention that they discouraged the farmers in the movement." But later 
on this attitude was changed so that Morley commented as follows: "Our 
own banks in the state have been very considerate and have loaned us 
money on our bankers' acceptances, secured by cotton, for as much as 3 
million dollars per season." "American Cooperation, 1929," pp. 570-571, 
American Institute of Cooporation, Washington, D. C. 
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support to cooperatives. Local associations show some differ
ences in the sources of their loans-local grain elevators borrow 
more from terminal commission firms than they do from local 
banks, but cooperative creameries borrow almost entirely from 
local banks. 

Central marketing associations deal primarily with large city 
banks. The size of the loan is much greater as a rule. Being 
located in the larger centers, the associations are in a position to 
tap funds in money centers at lower rates than many local 
associations are forced to pay. Also central associations have 
their executive officers, treasurers, who give special attention to 
the financial problems of their companies. This permits greater 
care in preparing applications for loans, in securing the funds, and 
in administering the finances. 

Governmem Financing oj Cooperatives. The federal govern": 
ment has repeatedly shown its approval of cooperative marketing 
by providing credit agencies that lend heavily to individual 
companies. Ever since 1921 when farmers' cooperatives found 
difficulty in properly financing the marketing of farm products 
during the first postwar depression years, the United States 
Government came to the rescue through the instrumentality 
of the War Finance Corporation. Since that time the federal 
intermediate credit banks, the Federal Farm Board, and the 
Farm Credit Administration, through the central and district 
banks for cooperatives, have financed cooperative marketing 
associations in enormous amounts. 17 Because of the . large 
number and enormous amounts (;f loans and because of the 
favorable terms under which the loans have been frequently, 
although not always, granted, some people believe that coopera
tives are of a quasi-governmental character, require paternalistic 
care, and are the recipients of advantages which certain private 
businesses do not enjoy.18 Cooperatives cannot obtain govern-

17 By executive order of the President of the United States in March, 1933, 
five separate and distinct governmental credit agencies were consolidated 
into one under the supervision of a single governor. The newly formed 
Farm Credit Administration integrates the activities of all former agencies. 
The agricultural financing activities of the Farm Loan Board, the Federal 
Intermediate Credit Banks, the Department of Agriculture, the Recon
struction Finance Corporation, and the Federal Farm Board were brought 
under one administration. 

18 In 1933 the Shannon Committee Report objected to granting of federal 
loans to cooperatives on more favorable terms than to private organizations. 
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ment loans for the "mere asking." Federal laws in the interest 
of social welfare have made it possible, however, for properly 
qualified cooperatives to secure loans under conditions which 
would prevent them from securing loans from regular credit 
agencies. 

If there is any indication of paternalism as regards credit to 
cooperatives, it is well to remember that cooperatives, due to their 
form, purpose of organization, and method of operations, have 
sometimes been at a disadvantage as compared with private 
organizations in securing commercial credit. Although this 
disadvantage is not so serious today as it has been, yet it has been 
a justifiable reason for special credit facilities for cooperatives. 

a. War Finance Corporation. The War Finance Corporation 
was originally created as a war agency, but during the recon
struction and readjustment period following the World War, it 
was authorized to extend credit to American exporters and 
bankers for the purpose of promoting the exportation of domestic 
products. The collapse of commodity prices in 1920 induced 
Congress to revive the activities of the Corporation particularly 
for the purpose of financing the exportation of agricultural 
commodities. Loans were made at once (1921) to cotton 
associations and banking institutions in the South to assist in 
financing the foreign sale of large amounts of cotton. "Large 
advances were authorized to cooperative associations on wheat, 
dried fruits, and canned fruits and vegetables, and to exporters 
or banking institutions on tobacco, condensed milk, and meat 
products."l9 Amendments were added to the War Finance 
Corporation Act and were embodied in the agricultural credit 
act of Aug. 24, 1921. 

The act broadened the powersoof the corporation, and gave it authority 
to make advances not only to exporters and banking institutions, but 
also to dealers in and handlers of, agricultural products, including 
cooperative associations, for the purpose of financing the carrying of such 
products until they could be exported or sold for export in an orderly 
manner. Such advances may be made until July I, 1922, for periods 
not exceeding one year, but the time for payment may, in the discretion 
of the corporation, be extended for periods not exceeding three years 
from the dates upon which the advances were originally made. III 

11 Fourth Annual Report 0/ the War Finance Corporation, p. 5, 1921. 
II Ibid., p. 6. 
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The Corporation was permitted by later authority to make new 
loans to cooperatives until Dec. 31, 1924, but no new loans were 
approved after 1923. Loans totaling $202,590,000 were author
ized to thirty-three cooperative associations handling cotton, 
tobacco, rice, and wheat, and other. staple agricultural commodi
ties. These associations located in twenty states could use the 
funds for "orderly marketing" but not for speculative purposes. 
The associations actually used only $41,162,000 of the amounts 
authorized and before November, 1927, all loans were completely 
repaid. It 

The loans of the War Finance Corporation were primarily of an 
emergency character and were granted principally to associ
ations handling staple and exportable commodities (such as 
cotton, tobacco, wheat, and rice, these receiving 96 per cent of 
all advances),22 were issued chiefly to associations in the South 
and western wheat belt, and were sufficiently important to 

.. In the fifth annual report of the corporation the following co=ent is 
made, "The experience of the War Finance Corporation with the coopera
tives to which it has made loans has been, on the whole, entirely satisfactory. 
In general, they have conducted their operations in a businesslike way and 
have willingly met the corporation's requirements and regulations .... The 
cooperative BSsociations to which the corporation made advances last season 
carried out their program in good faith BS a program of orderly marketing 
and not of holding for speculative purposes." 

II Loans to Cooperative Associations 1921-1924 by the War Finance 
Corporation under provisions of the Agricultural Credit Act of 1921. 

Commodity Total amount Amount 
approved advanced 

Cotton .................... 1 86,847,626 116,311,237 
Tobacco ................... 56,500,000 11,227,418 
Rice ....................... 13,250,000 6,795,304 
Grain ..................... 36,790,189 2,543,391 
Peanuts ................... 2,044,634 1,319,034 
Canned fruits .............. 300,000 293,242 
Sugar cane ................. 35,000 35,000 
Dried fruits ................ 1,250,000 
Hay ....................... 260,000 
Seeds ...................... 50,000 

Total. ................... 1197,327,450 138,524,629 
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restore confidence in the trade of the commodities financed. 
The mere fact that the government was willing to finance associ
ations engaged in orderly marketing repeatedly encouraged local 
banking institutions to make loans to cooperatives when pre
viously they hesitated to do so. Partly for this reason only 
20 per cent of the authorized loans were actually borrowed. 
The emergency activities of the corporation with its beneficent 
effects upon stabilizing and restoring confidence in demoralized 
markets paved the way for legislation that would provide per
manent credit facilities for cooperative associations. 

b. Federal Intermedilde Credit Banks. Under an amendment 
to the Federal Farm Loan Act, known as the Agricultural Credits 
Act of 1923, twelve intermediate credit banks were organized as 
permanent credit agencies in order to supplement commercial 
banks and other financial institutions in extending credit to 
agriculture. The banks are located in the same cities as the 
federal land banks, serve the same districts, and have the same 
directors and executive officers. By executive order of the 
President of the United States on May 27, 1933, all of the federal 
agencies dealing with agricultural credit were consolidated into 
one organization, the Farm Credit Administration. 

The banks extend two types of credit by two distinctly different 
methods: l(a) they discount for agricultural credit corporations, 
livestock loan companies, and state and national banks, with 
their endorsement, notes of farmers and stockmen, whose 
financial statements and collateral security entitle them to 
credit; or (b) (since June, 1920) make loans to such institutions 
secured by paper eligible for discount; and 2(a) they make loans 
to cooperative marketing associations on the security of ware
house receipts or shipping documents covering staple agricultural 
products; (b) since May 19, 1932, the banks also may accept 
drafts or bills of exchange issued or drawn by cooperative market
ing associations, when secured by warehouse receipts or shipping 
documents covering staple agricultural products The banks 
do not receive funds for deposit or do a general banking business, 
but secure their loan funds by selling their debentures in the 
investment market. They do not loan directly to individual 
farmers but indirectly so. They do loan directly to cooperative 
marketing associations or discount commodity loans made to 
cooperatives by the banks for cooperatives. 
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The act of 1923 originally authonzed the banks to extend credit 
for not less than six months or more than three years-the aim 
being to provide a credit intermediate between the short-term 
credit of the commercial banks and the long-term mortgage 
credit of the federal and joint-stock land banks-but since 
June, 1930, the minimum maturity was removed. This provides 
for a greater flexibility in service which the banks can now render, 
particularly to cooperative marketing associations which need 
marketing credit for two, three, or four months. The dairy 
cooperatives in particular found it difficult to utilize the services 
of the banks under the old requirements. Even today only 
powdered skim milk, evaporated milk, and cheese are the dairy 
products included in the list of commodities upon which loans 
may be granted. Loans to cooperatives, however, are not ordi
narily made for a longer period than one year and usually for 
not more than nine months. They are generally arranged to 
mature at the end of the normal marketing season. 

The amount that may be loaned to a cooperative marketing 
association depends upon the character, marketability, and 
quality of the commodity offered as collateral, the management 
and financial condition of the association, and the ability of the 
borrowing association to maintain 8,n adequate margin of secur
ity. In no event mayan advance be made, under the law, to 
exceed 75 per cent of the market value of the commodity pledged 
as collateral. The banks can make only so-called "primary 
loans," i.e., loans secured by documents giving them a first lien. 
upon the commodities. The list of staple commodities eligible 
for collateral is given on page 386. The two heaviest borrowers 
have been the cotton and tobacco marketing associations, but in 
recent years grain, wool and mohair, and dried fruit associations 
have become large users of this credit. Smce the establishment 
of the district and central banks for cooperatives, cooperative 
associations desiring a loan apply directly to the bank for cooper
atives. If a commodity loan is granted, the loan is offered to the 
federal intermediate credit banks for discount thus tapping the 
credit resources of these banks. At the same time, it makes it 
unnecessary for a cooperative to apply at different banks for 
different types of loans. 

Cooperatives have not utilized the financing services of the 
i...termediate credit banks as much as it was anticipated. This 
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was due partly (1) to the inflexibility of the service; (2) to the fact 
that many important farm products are not on the approved 
loans list, including such products as butter, eggs, poultry, fresh 
fruits and vegetables; (3) to the adoption of more liberal regula
tions in the federal reserve banks so that agricultural paper of 
more than 90 days' duration became eligible for discount; (4) to 
the greater Willingness on the part of local bankers to lend to 
cooperatives on more reasonable terms than in earlier years when 
cooperative associations were new; and (5) to the fact that the 
cost of intermediate credit is frequently not less than that of 
credit from many local banks. The adoption of various amend
ments in the past few years and the fact that the banks for 
cooperatives discount their commodity loans through the inter
mediate credit banks will, no doubt, cause a greater use to be 
made of the credit resources of these institutions than in the past. 

c. Federal Farm Board Financing. From 1929 to 1933 the 
Federal Farm Board, created by the Agricultural Marketing 
Act of 1929, was a most abundant source of funds for cooperative 
associations. Under the terms of the act the board was to 
receive the sum of $500,000,000 which was to constitute a revolv
ing fund from which five different types of loans could be made 
to cooperative marketing associations, namely, effective merchan
dising, facilities, clearinghouse, educational, and commodity 
loans. 

Up to June 30, 1932, total loans to cooperatives, exclusive of 
those to the two stabilization corporations, were in excess of 
356 million dollars. In the second annual report, which covered 
the heyday of operations of the board, loans up to June 30, 1931, 
were reported to amount to 662 million dollars including those 
to the stabilization corporations. Fifty-three per cent of the 
loans were for merchandising, 42 per cent for commodity, 4 per 
cent for facility, and less_ than 1 per cent for educational purposes 
omitting those made to the two stabilization corporations. On 
Feb. 28, 1933, Federal Farm Board loans to cooperatives classi
fied by commodities were as shown on page 419. 28 

This shows not only the large amounts but also the diversity 
of the loans. The total does not include the loans to the stabili~ 
zation corporations. 

II Federal Farm Board Press Release. Mar. 30. 1933. 
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Cotton .................•.............. 
Wool. ...... , ......................... . 
Wheat ....................•••.......... 
California grape products .......••.•...•. 
Dairy products ...............•.•••.••.• 
Livestock ......................•.•••.•• 
Fruits and vegetables .............••••••• 
Tobacco ...........................•.•• 
Gra88 seed ..........•.................• 
Nuts and rice ......................... . 
Canned goods ......................... . 
Beans ................................ . 
Poultry ............................... . 
Grape juice ........................... . 
Miscellaneous ......................... . 

$84,684,322.83 
18,569,768.05 
16,798,503.30 
11,182,610.23 
10,924,844.22 
4,329,931.44 
3,455,963.24 
2,447,443.77 
1,255,556.23 
1,095,956.43 
1,051,530.43 

502,835.07 
448,647.28 
188,818.28 
299,592.55 

Total loans .....................•..... $157,236,323.35 

There were three distinctive features of the loans made by the 
Federal Farm Board which distinguished them from loans made 
by other governmental agencies: 

(1) They were made for five different purposes involving uses 
for which no other federal agencies had previously lent money. 

(2) They were made at very low rates of interest to cooperative 
marketing associations only (a modification of this was the loans 
to the two stabilization corporations). 

(3) They were made in exceedingly large commitments with
out any restrictions by law as to the maximum percentage which 
the loans were permitted to be of the market value of the com
modities. The facility loans, however, were not to exceed 80 per 
cent of the value of the security for the loans. This liberal 
attitude toward lending to cooperatives was inspired by the 
spirit of the Agricultural Marketing Act which was the Republi
can administration's hope for helping American agriculture. In 
this agricultural relief plan great stress was laid upon adequate 
financing of cooperative marketing agencies. There is no doubt 
that some loans were of a questionable character, but in the 
aggregate they served an exceedingly useful purpose of both 
temporary and lasting benefit to the country. 

d. Banks/or Cooperatives. One of the important governmental 
credit agencies today is the banks for cooperatives, established 
under the provisions of the Farm Credit Act of 1933. One Cen
tral Bank for Cooperatives in Washington, D. C. and twelve 
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regional banks were created. U The original capital stock of the 
thirteen banks was subscribed from the revolving fund author
ized by the Agricultural Marketing Act of 1929. From this 
source, on Feb. 1, 1936, 75 million dollars of the central banks' 
capital stock, and 65 million dollars of that of the twelve regional 
banks, with a nUnimum of 5 million dollars for each, was paid in. 
These amounts may be changed by the Governor of the Farm 
Credit Administration in accordance with the credit needs of each 
bank. 

Each borrowing cooperative is also required to subscribe to 
the capital stock of the bank making the loan at the rate of $100 
for each $2,000 or fraction thereof of operating loans (other than 
commodity loans) or facility loans obtained. The capital con
tribution is repaid to the cooperative when the loan is repaid, or 
it may be kept as an investment by the cooperative at its discre
tion. For loans classified as commodity loans, the amount of 
stock which borrowers must own is prescribed by the Governor 
of the Farm Credit Administration. The rule in 1936 was that 
an association had to own $100 of stock for each $10,000 or frac
tion thereof of the amount of the loan, permitting stock owned 
by the cooperative because of other than commodity loans to be 
applicable on this requirement. If a cooperative is incorporated 
in a state whose laws do not permit a cooperative to subscribe to 
the capital stock of such institutions as the banks for coopera
tives, then the cooperative is required to pay into a guaranty 
fund an amount equal to the required stock subscription. Bor
rowing associations nominate three of the seven directors of the 
central bank for cooperatives and eldct one director of each Farm 
Credit Administration district board of directors. 

A district bank for cooperatives can acquire additional funds by 
discounting certain paper with the intermediate credit banks and 
by borrowing from the last named banks and from the central or 
regional banks for cooperatives. The central bank may also sell 
its debentures up to five times its paid-in capital and surplus and 
thus acquire additional funds. 

Ie The district banks are located in Springfield, Mass.; Baltimore, Md.; 
Columbia, S. C.; Louisville, Ky.; New Orleans, La.; St. Louis, Mo.; St. 
Paul, Minn.; Omaha, Neb.; Wichita, Kan.; Houston, Texasj Berkeley, 
Ca.lif.j and Spokane, Wash. Loans to Farmers' Cooperatives, Farm Credit 
Administration, Cire. 6 (revised August, 1935), explainll the set-up of the 
banks and the types of loans made. 
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The types of loans, operating (or effective merchandising), 
facility, and commodity, which are made by the banks, have been 
described in the previous chapter. The regional banks make 
loans primarily to local and small regional associations while the 
central bank makes the large loans to the larger regional and 
national associations. Under the regulations of 1936, a district 
bank could have outstanding physical facility and operating 
loans (other than those secured by commodities) to anyone 
borrower at anyone time in an amount equal to 10 per cent 
of the capital and surplus of the bank. In the case of effective 
merchandising loans, the amount could be up to 20 per cent 
of the capital and surplus, which is also the maximum that a 
district bank can lend to anyone borrower at anyone time. In 
August, 1936, the rate of interest on commodity loans was 2 per 
cent, on operating loans 3 per cent, and on physical facility 
loans 4 per cent. Since the purpose of the banks is not to 
encourage cooperatives to get into debt but to help them get 
out of it, considerable care is taken in granting loans and in 
working out an acceptable plan of repayment. Table XVI indi
cates the amount of loans made by the cooperative banks that 
were outstanding at the end of each of the past several years. 
In three years of operation the Berkeley Bank for Cooperatives 
received about 400 applications for loans aggregating 25 million 
dollars, turned down 55, and made commitments for 2072' million 
dollars to the others. Loans weredivHed between cooperatives 
as follows, 21 per cent to poultry cooperatives, 20 per cent to 
cooperative wineries, 16 per cent to citrus associations, 11 per 
cent to mutual water companies, 10 per cent to dairy organiza- . 
tions, 9 per cent to deciduous fruit companies, and 13 per cent to 
numerous other associations, indicating the diversified list of 
associations receiving financial assistance in. this one banking 
district. 

WAREHOUSE RECEIPTS 

In 1916 the United States Warehouse Act was passed, which 
has proved to be of great value to cooperatives in financing their 
operations. The purpose of the act was to develop a form ot 
warehouse receipt covering stored agricultural products which 
bankers everywhere and at all times could accept as security 
for loans. This required that warehousemen of the highest 
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integrity be selected and the warehouses themselves be so 
constructed as to prevent deterioration of the products while in 
storage. In order to accomplish these ends, United States 
Department of Agriculture officials carefully supervise and 
periodically examine licensed warehouses. Warehouses are 
licensed after satisfactory evidence is obtained concerning the 
financial standing, commercial integrity, and character of the 
management. The warehousemen are bonded, are required to 
prepare very complete monthly reports as to the in and out of 
storage movements, are required to conduct the warehouse 
properly, and are to issue warehouse receipts in a faithful manner. 
Such receipts reveal (1) that a product is actually in storage, place 
and date of the same; (2) that the commodity will stay in storage 
until the receipt issued against the particular commodities is 
returned with proper cancellation; (3) that the commodity meets 
all specifications of description on the receipt, is properly cared 
for, and will be released from storage in practically the same 
condition as when it entered. In other words, the warehouse 
receipt gives all of the information and assurance which a 
prudent banker would consider in making a loan on the basis 
of the physical existence of the commodity. It, of course, says 
nothing regarding the market value of the product, but it 
becomes a negotiable paper acceptable at banks for a high 
proportion of the market value of the product stored. 

Under the terms of the original law, warehouse receipts were 
granted for only four products, namely, cotton, wool, tobacco, 
and grain, but later amendments permitted the Secretary of 
Agriculture to add nuts, potatoes, beans, dried fruits, canned 
foods, sirups, broom corn, cottonseed; and cold-packed fruits. 
Other products may be added. Some cooperatives own their 
warehouses (usually operated by subsidiaries) in preference to 
leasing space in privately owned storages, and they use the 
receipts which their warehouses issue to obtain loans. 2& A 

Ii Some of the problems that come up in using public licensed Jl'arehouses 
by cooperatives and suggestions for changes in the regulations of ware
houses under the United States Warehouse Act, particularly for those that 
store wool are found in an article by R. A. Ward, Necessary Changes in 
Federal Warehouse Act, "American Cooperation, 1929," pp. 551-556, The 
American Institute of Cooperation. He points out that (1) the public 
character of the warehouses, (2) the inability to secure space at times because 
of this public character, (3) the difficulty of finding warehousemen of suffi-
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cooperative cannot conduct a federally licensed warehouse for 
its own exclusive use, although it may own the same. 

The experience of those that use warehouse receipts of federally 
licensed warehouses indicates that bankers as a class have 
confidence in lending on the basis of such receipts. In fact, the 
additional protection which is secured from this type of collateral 
has induced some bankers to reduce the interest rates on loans.26 

In addition to federally licensed warehouses there are also 
state licensed warehouses whose storage receipts within the 
respective states have a high rating. As a matter of fact the 
general satisfaction which has followed the use of receipts of 
some state licensed warehouses has caused warehousemen in such 
states to hesitate about switching over to federal licensing. 
Oftentimes the fear of extra costs and extra "red tape" under 
the federal plan has been a. contributing reason for not changing. 

ANNUAL FINANCIAL STATEMENTS AND STATISTICAL 

SUMMARIES 

At least once a. year every member of a cooperative organiza
tion should receive a. statement about the financial affairs of his 
cooperative, as well as a report upon the cost of running the 
association, the net sales, and a comparison with previous years' 
business. A financial statement is not only essential in main
taining a well-informed membership but invaluable to the 
manager and board of directors in deciding upon operating 
policies. Successful management rests upon the proper use of 
factual material, such as a well-prepared annual statement 
should present. Of course, more than a financial statement 
is needed by the management. Data showing receipts, costs, 
sales, prices, margins, marketings, as well as certain business 
management ratios that may be compared with previous years' 
operations as well as with ratios of other cooperatives in the same 
business, are essential. 

cient financial standing to store the products of a large cooperative, (4) the 
excessive costs of operating a federally licensed warehouse, and (5) the lOBS 
in storage space are problems deserving attention. 

• A dried-fruit growers' organization reports that through this type of 
collateral it was able to get money for 2 per cent less than it could on its 
former type of collateral. Yearbook 01 Agriculture 1926, p. 289. 
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An annual statement should include: (1) a balance sheet which 
is a statement of the a.ssets and liabilities of the a.ssociation and 
an indicator of the financial standing of the business at a certain 
time; (2) an operating statement which is merely an accounting 
of receipts and disbursements during a given period of time 
(usually one year); and (3) a statistical statement which reveals 
pertinent miscellaneous data essential to the management and 
membership alike for a better understanding of the organization 
and its operation. Such things as the number of members, 
number of stockholders, amount and kind of stock held by 
members, cost per unit of doing business, patronage dividends 
paid, losses sustained, and other cogent information should be 
included. Comparisons with previous years so as to denote 
trends are exceedingly valuable. 

The financial soundness of any company is measured by (1) 
its current solvency, and (2) its ultimate solvency. By current 
solvency is meant the ability of an enterprise to meet· its cur
rently maturing debts and liabilities and, by ultimate solvency 
is meant its ability to liquidate its long-time maturing liabilities. 
A balance sheet ought to show both positions of a company. 
Even though a cooperative may be able to meet all of its long
time financial obligations, if it does not have current assets to 
meet its current liabilities, or if it does not have cash on hand to 
pay its immediate debts, it will be financially embarrassed. The 
current solvency is shown by the so-called U current ratio, II and 
the ultimate solvency by an examination of the net worth 
account and operating experience of the company. 

Business Ratios. For the management, the significance of the 
financial statement and operating statement rests upon the 
business ratios which can be determined from them. Ratios 
constitute a means of testing and comparing the financial and 
business activities of one cooperative with another in the same 
kind of business, or with its own activities of the past, and of 
measuring the solvency of the enterprise. It is to be expected 
that with an increase in the number of different commodity 
organizations, as well as with numerous years of successful 
operation, both practicable and satisfactory standards of oper
ation for each type of cooperative may be devised. Uniform 
methods of accounting will be of great assistance in drawing up 
such standards of comparison. Comparisons of ratios must 
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depend upon operating similarities to be significant or they may 
easily lead to erroneous conclusions. 

Not all of the many different kinds of ratios will be listed here, 
but only a few of the more significant ones. f. 

1. Current ratio, i.e., current assets to current liabilities. 
The greater this ratio the freer the current assets are from 
debt. Creditors are more certain to receive payments promptly. 
The current ratio is one of the most commonly used financial 
ratios to measure the liquid position of a business. It is some
times alluded to as the "2:1 ratio," ($2 of current assets to $1 of 
current liabilities) and used by bankers as a guide in extending 
loans. The ratio does not consider the variations in the type 
and character of current assets of unlike businesses. A higher 
than 2: 1 ratio may not guarantee liquidity for some businesses 
while in others it may ,be more than sufficient. 

2. Profit and loss ratios or operating ratio, i.e., total cost 
of goods sold plus the total operating expenses in relation to 
the total net sales. This ratio indicates the loss or profit in 
handling the products sold. The difference between the total 
operating expense and the net sales constitutes the gross profit 
(or loss). 

3. Net worth to total debt (both current and fixed). This 
ratio shows whether the owners or creditors control the business. 
As the amount of debt increases relative to the proprietary 
equity of the stockholders, the position of the company in the 
event of a crisis becomes weakened and the risk to the creditors 
becomes greater. 

In addition to these three important ratios the following 
relationships may be examined with profit. 

4. Relation of net worth to capital investment of the owners 
5. Relation of net worth to total assets 
6. Relation of net worth to fixed assets 
7. Relation of net worth to receivables 
8. Relation of net worth to net sales 
9. Relation of total returns to members to net sales 

10. Relation of net sales to total capital invested (turnover of 
total capital) 

11. Relation of separate expense items to total expenses 
12. Relation of total cost of merchandise to the average 

inventory at cost, or the relation of total sales of merchandise 
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to the average inventory at selling prices (measures turnover of 
merchandise) 27 

Not all of these ratios are ascertainable for all cooperatives, 
especially the collective bargaining associations. But for asso
ciations that perform marketing services most of these ratios can 
be prepared to advantage. These ratios and annual statements 
are mirrors that reflect the business of the company. 

That business ratios can be used advantageously in analyzing 
business operations and can become the basis of changes in 
operating policies is indicated in the following table for a coopera
tive grain elevator in the state of Kansas. In the table various 
ratios have been determined for the years 1932, 1933, and 1934 
and a desirable ratio for this type of enterprise is suggested in 
the last column. The progress which this cooperative elevator 
made over the three years after following the suggestions which 
were made on the basis of the first year's business ratios is shown 
in the table. 

What Constitutes Adequacy? In many publications dealing 
with the financing of cooperatives, and in many exhortations to 
cooperatives, one fact is repeatedly emphasized, namely, that a 
cooperative must have adequate capital to succeed. But what 
constitutes adequacy? Certainly no single formula is applicable 
to the same cooperative at all times, much less to all cooperatives. 
Adequacy for a milk marketing association may be gross inade
quacy for a cotton cooperative, and adequacy in the slack season 
of January may be sadly inadequate in May and June. The test 
of adequacy is efficiency in rendering the service which the 
cooperative sets out to perform, and the long-time test of this 
efficiency is shown in the costs of operation and the net price 
which the members receive for their products in comparison with 
those producers who market through other channels. 

17 Numerous textbooks and articles on business ratios explain the 
use of ratios in great detail. 

See GILMAN, S., "Analyzing Financial Statements," Ronald Press Com
pany, New York, 1934. BLISS, J. H., "Financial and Operating Ratios in 
Management," Ronald Press Company, New York, 1923. Articles by 
GARDNER and by STOXDYX and WHITE in the Cooperative Journal, vol. 8, 
no. I, p. 5; vol. 8, no. 3, p. 77, 1934, respectively. 

Suggestions for Use of Financial Statements and Statistical Information 
by Cooperative Associations, U. S. Dept. Agr. Mimeograph, December, 
1927. 
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TABLII XVIII.-BuSINESS ANALYSIS 01' A KANSAS CoOPERATIVE GRAIN 
ELEVATOR, 1932, 1933, 1934* 

Years ending May 31 

Desirable 

1932 1933 1934 

L Working eapital analyeie: 
1. Relation of current aaeeta 

to current Jiabilitiea ...... 1.45 to 1 1.69 to 1 17.112 to 1 2 tol 
2. Ratio of eaeb and receiv-

abJee to current Jiabiliti .. 0.46 0.311 3.19 1 tol 
8. Ratio of eaeb to current 

Jiabilitiea .......•....... 0.09 0.06 2.66 0.2 tol 
'- Ratio of aide-line aalee to 

receivables ..••••••••••.. 8.20 17.06 121.69 12 tol 
II. Ratio of net working eapi-

tal to inventory ..•...... 
6. Per cent receivablee are of 

0.114 0.11411 1.24 1.5 tol 

current aaaeta ....•••••.. 211.72 17. 2.9 40% orunder n lU:ad ..... pital anaiyoia: 
1. Ratio of aalea to Ib:ad 

aueta ••••• o ,_ •••••••••• 8.05 8.34 13.58 8 tol 
2. Ratio of net worth to Ib:ad 

aaaeta ................... 1.37 1.43 1.0 1.5 tol 
III. Analyoia of eapitaliaation 

aituation: 
1. Ratio of net worth to debt 1.66 2.27 
2. Ratio of Ib:ad ...... ta to 

34.76 1.5 tol 

Ib:ed liabilitiea ••.•••.... No Ib:ad Jia.. No Ib:ed lia- No Ib:ed Jia.. 2 tol 
bilitiee bilitiea bihtiee 

8. Ratio of =l1li to out.-
Btandinf stoc .•••••.... Deficit Deficit Deficit I tol 

IV. Analyeie 0 financial reauJlII 
0.997t of operation: 0.973t 

1. Ratio of operating coota 
to grou inoome .......... 1.004 0.983 0.978 0.97 to 1 

2. Ratio of coot of aalee to 
aal ..................... 0.925 0.893 0.919 0.93 to 1 

8. Ratio of coat of wheat 
oal .. to aalea ............ 0.938 0.895 0.935 0.95 to 1 

'- Ratio of eoet of other 

I. f:~'!, -::e!,~ -:t:~:li~e~ 0.89 0.938 0.93 to 1 

aalea to aalee ....•••••... 0.896 0.89 0.884 0.85 to 1 
6. Ratio of waries aod 

.,agaB to total operating 
0.41 expeneea .••...•••••• ,_ .. 0.114 0.421 0.6 tol 

7. Ratio of &alari.. and w_ to groea aalea ...... 4.3 3.7 2.4 2% 
V. Volume of buoiueae analyeie: 

1. Memberehip needed ..... 1,404 1,404 1,000 100 
2. Capacity turnover ....... 9.02 7.3 6.1 10 
8. Per cent of membership 

patroniaing company ..... 64 64 100 100 

• Prepared by Mr. Vance M. Rucker, Xanana ExteD8lOn Servtce, and reported m B_ 
rima 8ert1iu RmtnD, vol. 6, no. 4, p. 39. 

t lnoludea othar income. 

Accountants have used a number of ratios to measure the 
efficiency of the use of capital, e.g., ratio number 10 listed above. 
A plethora of funds or investments in capital structures is no 
measure of adequacy, but rather of superfluity.2s Cooperatives 

• HABPEB, F. A., wrote in CurneU Unill. Bul. 544, p, 93, 1932, "Greater 
financial safety results when a large proportion of the total capital is pro
vided by the members. Reasonable financial safety requires that this be 
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frequently have too large a portion of their capital in fixed assets, 
and not enough in current assets or working capital. Such a 
disproportion may seriously hamper business operations as well 
as add materially to the costs of conducting the business. The 
failure of some cooperative meat-packing plants was partly due 
to this disproportion of fixed and current assets. 

In this connection the cost of borrowed capital must be con
sidered (this includes not only interest, but service charges, dis
counts, and the available balance that must be kept in the bank 
as some banks require in extending a line of credit), as well as the 
relation of total capital costs to the amount of business trans
acted. Efficiency in the use of capital requires a maximum turn
over of capital (ratio of net sales to total capital). Much 
variation is also found in the turnover of total assets (ratio of fixed 
assets to total net sales). Both are used as measures of efficiency 
in the use of capital and throw light upon how fully the capital 
of the organillation is used. When in some organizations the 
turnover of fixed assets during a year's time is five times and in 
others in the same line of business is ten times, it is obvious that 
unit sales in the first association must stand twice the capital 
costs of those in the latter organization. In cooperative purchas
ing associations the turnover of the merchandise inventory is one 
of the best indicators of the efficiency in the use of capital. It is 
apparent that in all of these instances an increased volume of 
business becomes a significant factor in determining efficiency in 
the use of fixed and current capital. 

at least 50 per cent of the total assets. Particularly with purchasing ass0-

ciations, a cooperative should seldom be started until this condition can be 
attained, because the capital needs usually grow rapidly at the start." 

The late George o. Gatlin wrote in Ore. Extension Bul. 406, p. 13, 1928, 
"An organization should provide, if possible, its own fixed capital. There 
is nothing that gives more assurance of stability in a cooperative as does a 
membership able and willing to furnish funds for the establishment of its 
own business." 

PRICE, H. BRUCE, and CHARLES M. ARTHUR in Management Problems of 
Farmers Elevators, Minn. Agr. Exp. Sta. Bul. 224, p. 73, 1925, answered 
the question, "What constitutes an adequate financing program for grain 
elevators?" by stating, "In general, a financial policy should provide for 
the contribution of sufficient capital by stockholders to permit borrowing 
at reasonable rates and without restriction of the marketing program." 
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Questions 

1. What arguments may be advanced for the use of the revolving fund 
plan of financing? 

2. Why do IlOme financial counselol'll advocate the issuance of certificates 
of equity? 

3. Show how a sight draft and a trade acceptance are used. 
'" What principal purposes does a subsidiary corporation serve? 
6. What re&IlOns can you advance for desiring members to finance their 

&8IlOciations amply with their own funds? 
8. Describe briefly the financing operations relating to cooperatives of 

the War Finance Corporation, Federal Intermediate Credit Banks, Federal 
Farm Board, and Bank for Cooperatives. 

'I. Why was the enactment of the United States Warehouse Act of 
particular value to American cooperative associations? 

8. What information about a cooperative should an annual statement 
reveal'! 

9. How would you measure the current IlOlvency of a company? 
10. What constitutes adequacy of financing in a cooperative company? 



XVI 

Pooling AgricuUural Products 

When a cooperative receives products from its patrons, it may buy 
them outright, sell them for the patron at such time as he orders, 
or pool them with other patrons' products to be sold whenever the 
management of the organization deems it expedient. Grain elevators 
buy nearly all of the grain for cash on delivery by the farmers; cotton 
cooperatives operate so-called "immediate fixation pools" which, 
from many practical aspects, are comparable to outright purchasing 
operations,· and dairy, tobacco, egg, and fruit and vegetable associa
tions pool practically all of their products. 

Buying for cash has certain practical, competitive advantages, but, 
likewise, a number of disadvantages. Holding farm products for 
patrons until such time as they wish to sell places the risk of price 
fluctuations upon the patrons. Such procedure makes it difficuU, 
if not impossible, for a manager to market the products in an orderly 
manner. Pooling involves (1) the physical mingling of the products, 
(2) lumping together of the sales returns and apportioning the net 
returns among those who contributed products to the pool, and (3) 
combining the expenses of operations, both direct and overhead 
expenses. Products, sales receipts, and expenses are pooled before 
patrons receive their individual shares of the net returns. Pooling 
is an averaging process. 

AU associations pool either aU or some marketing expenses, even 
though they may not pool the products or sales receipts. The associa
tions that are commonly called "pools" are the ones that pool 
products, sales receipts, and expenses before dividing the net returns 
among the patrons. Hence, it becomes apparent that all coopera
tives are not pools (because they do not pool products and sales 
receipts), but all pools are cooperative. 

... ... ... 



CHAPTER XVI 

POOLING AGRICULTURAL PRODUCTS 

METHODS OF HANDLING FARMERS' PRODUCTS 

There are three methods which are commonly followed in 
handling and paying for farm products by the cooperatives: 
I. paying the farmer cash on delivery for his products which are 
bought outright by the association; II. paying the farmer what 
his individual products actually sold for, less the association's 
charge for operations; III. paying the farmer the net pool price for 
his products after the products in the pool to which his were added 
are sold. These methods will now be discussed. 

I. BUYING OUTRIGHT AND PAYING CASH 

It is no indictment of the American farmer to observe that he is 
usually short of cash when his products are harvested or ready 
for market. He looks to his country market as a cash market and 
almost invariably has found it such. Therefore, when he 
becomes a member of a cooperative association, -he may still 
prefer to receive cash on delivery as he has been accustomed to 
receive, although his demand for cash payment may increase the 
financing costs for the cooperative. It is difficult to break away 
from this custom owing to the need for immediate cash as well as 
the fear of loss that the old system of trading has engendered. 
To meet this demand for cash a number of cooperatives through
out the country are buying farmers' products outright. 

Such cash buying practice is common for cooperatives handling 
such products as grain, cotton, potatoes, and cream (handled by 
cooperative cream shipping stations). To a minor extent poultry 
associations and livestock shipping associations also follow this 
practice. In North Dakota in 1928, thirty-one out of thirty
three cooperative cream shipping stations paid cash on delivery 
for cream and only two paid on a semimonthly pool basis. In 
Idaho, on the other hand, in 1926 there were fourteen cooperative 
cream pools which broke away from the general practice of paying 

431 
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cash on delivery and simply received the farmer's cream, weighed 
and tested it, and sold it to a distant creamery after which the 
farmers were paid the pool price. Occasionally, a livestock 
shipping association buys livestock for cash when it is delivered to 
the local yards. Two associations in Wisconsin conducted their 
entire business on this basis. The managers bought the stock for 
the associations with the association's funds and at the end of the 
year declared a dividend when such was earned. It is to be noted 
that this practice differs from a rather usual, yet generally unde
sirable, practice in which the manager buys livestock on his own 
account from association members and ships his stock thus 
purchased with that of the members of the association. In the 
latter case it is the manager who stands to gain or lose and not 
the association, and it is the manager's personal funds and not 
the association's which are at stake. (The association stands to 
gain or lose indirectly, however.) 

Local grain elevators as a general practice buy grain outright 
from members and nonmembers of the association, paying them 
the local market price on day of delivery. Competition with 
privately owned elevators very often forces this upon the associa.
tion if it wishes to stay in business. The prices paid on day of 
delivery may be just sufficient to meet the local competition, or 
they may be higher than those of local competitors if operat
ing costs are sufficiently low to permit such higher payment. 
Whether the cooperative elevator aims to declare large dividends 
at the end of the year by virtue of following a conservative policy 
respecting cash payments, or whether it aims to pay as much cash 
as possible followed by small or no dividends later is a matter 
largely influenced by the local competitive situation. Since the 
elevator manager is constantly in touch with terminal markets 
and knows what prices are being paid there for the differ
ent grades of grain, he knows how much he can pay locally and 
still meet his operating expenses and transportation costs. It is 
estimated by some that 95 per cent of the grain handled by 
cooperative elevators in the Northwest is bought outright,t an 

1 "More than 95 per cent of grain marketed by farmers' elevators in the 
Northwest is probably bought for cash. Most of it is bought at the time of 
delivery or shortly thereafter; a rather large quantity is bought after having 
been stored in the elevator; and a small amount is contracted for in advance 
of delivery." PRICE, H. BRUCE, and CLARENCE M. ARTHUR, Management 
Problems of Farmers' Elevators, Minn. Agr. Ezp. SIG. Bul. 224. p. 76, 1925. 
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amount greatly in excess of the cotton purchased by cotton 
cooperatives. 

Following the termination of the rigid pool contracts which 
were used by the early cotton cooperatives, a more liberal attitude 
has been taken toward the methods which farmers may follow in 
marketing their crops. Among these are the options extended 
to the farmer either (1) to deliver cotton and receive cash immedi
ately from the association, (2) to deliver the cotton to the associa
tion, receive a receipt for the same, and reserve the right to 
announce the date of sale at a later time, or (3) to pool the cotton 
with other growers and receive the pool price. Many cotton 
farmers need cash soon after harvest to meet their heavY produc
tion loans. To comply with this urgent need and to forestall 
dissatisfaction which seasonal pooling creates, the cotton coopera
tives now regularly receive cotton paying cash on date of delivery. 
Thus, the association virtually becomes a merchant middleman 
instead of merely a functional agency. During the 1935-1936 
season the Mid-South Cotton Growers Aslilociation received 
218,500 bales of cotton from its members of which approximately 
202,000 bales (92 per cent) were delivered to the "immediate 
fixation" and "call" pools.1 

I From the farmer's standpoint the "immediate fixation" pool is virtually 
an outright purchllSe plan of operation. The following description of the 
immediate fixation pool will explain certain differences from the usual 
outright purcha.se plan. 

"Under the immediate-fixation pool, the member is advanced the approxi
mate market value of hie cotton at time of delivery. The amount advanced 
for cotton in the immediate-fixation pool is determined by taking into 
consideration the price at which the cotton can be sold by the IISsociation; 
11l8ll estimated operating expenses and deductions for reserves. ID. addition, 
deductions for transportation to probable destination, lIS well as the usual 
deductions for hedging, insurance, and warehouse charges which are nor
ma.lly incurred by any agency merchandising cotton, are considered. 

"Upon receiving immediate-fixation pool cotton from the member, the 
association fixes the bllSe price by hedging. i.e., by selling future contracts 
covering an equivalent quantity of cotton, in order to avoid the risk of price 
decline. The actual cotton is shipped to a warehouse, classed, and. 
assembled with other cotton in even-running lots for sale throughout the 
season. When the spot cotton is sold, the futures are closed out and the 
transaction is terminated. At the end of the season, the member receives 
any net merchandising income, less deductions for necessary reserves, as a 
patronage dividend according to the number of bales delivered." FETROW, 

W ABI) W., Cooperative Marketing of Farm Products, Farm Credit Admin
Btr&tion Bul. 3, pp. 13, 14, 1936. 
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Local cooperative potato warehouses pay cash quite generally, 
for they find it necessary in many instances to adopt this pro
cedure if they wish to survive. Three and four independent 
warehouses that conduct a cash business are often located at a 
single shipping point, in the face of which it is oftentimes impos
sible for a cooperative to start that does not also offer this service. 
In Minnesota· in 1918-1919 about one-half of the cooperative 
warehouses bought for cash and about a third handled potatoes 
on a commission basis. Whether .or not the local association 
was a member of a central exchange greatly influenced the extent 
of local buying. It was found in 1920 that those local associa
tions which were members of an exchange pooled 89.9 per cent 
of their shipments and bought only 10.1 per cent, while those 
which were not members of an exchange bought for cash 81.7 per 
cent of their potatoes and pooled only 10.6 per cent.· The 7.7 
per cent was handled in other ways. 

Features of the Cash Purchase Method. Certain features of 
cash buying stand out prominently. 

1. The grower receives full payment in cash when he delivers 
his product to the association. In some instances he may receive 
part payment on his cash sale even before his cooperative 
receives his product. Such is the case in a large cotton cooper
ative and is illustrated by this statement taken from one of its 
circulars issued to the growers, 

Option No.2. Sale Under This Option To Be Fixed By Telephone, 
Telegram, Or Personal Call The Day The Cotton Is Shipped. Member 
may sell the day he ships by notifying the Association that cotton is 
under bill of lading, or delivered to the compress. He may immediately 
draw the authorized advance ($35 on 500", bale) of the Association and 
settlement will be sent as soon as the actual samples are received and 
classed. The price basis, however, will be upon the day the cotton was 
ordered sold. All telegrams and telephone messages must be prepaid 
by the member. 

2. The products are received, weighed, tested or graded, and 
paid for according to the manager's best judgment of what the 
local market price should be as compared with terminal market 

I BLACK, J. D., FRANK ROBOTKA, and PAUL MILLER, Local Cooperative 
Potato Marketing in Minnesota, Unill. Minn. Bul. 195, p. 26,1921. 
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prices. These prices must be as large as competitors' prices, or 
in the absence of competition must be sufficiently below terminal 
market prices to meet all local operating expenses and marketing 
risks. 

3. If net profits are made on the transaction, these are prorated 
to members on a patronage basis or to stockholders on a stock 
ownership basis. Some question arises as to whether associations 
that pay dividends on a stock basis are truly cooperative. Many 
local elevators and potato warehouse associations pay stock 
dividends and, though in their organization they may not meet 
the ideals of cooperation, yet in their practices they are essentially 
cooperative. 

4. The association bears the risks of marketing and price 
fluctuations from the time it obtains title to the product. The 
association is in a position to gain with a rising market, but to 
lose with a falling market. Buying therefore demands keen 
judgment on the part of ~he manager and the adoption of care
fully planned financing. No dogmatic principles can be laid 
down as to just when to sell, for each year's market conditions 
present new problems. Thus, taking a 17-year period, prices 
of potatoes paid to Minnesota farmers were higher in the fall 
than in the spring in 7 of the years and were lower in the fall 
than in the spring in 10 of the years. These years did not 
alternate and no general workable rule could be followed to tell 
whether the market price would go up or down, and, what is more 
important, how much it would vary. 

5. Since there are these price risks which the association must 
assume in place of the farmer, it becomes all the more necessary 
to have adequate financial reserves in the association to meet 
losses. Particularly is this necessary for associations marketing 
products for which no hedging market exists. 

6. Modifications of buying outright for cash are found. In 
some cooperative potato warehouses, purchases are made on 
commission for terminal market dealers. In such a case the 
dealer furnishes the funds and takes all risks while the association 
furnishes the physical facilities, labor, and management. In a 
few other instances it has been found that associations buy on a 
joint-account basis with a dealer of the wholesale produce trade. 
In these cases the dealer again furnishes the working capital, has 
a voice in determining margins and prices, and shares equally in 
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losses and gains. The associations in turn furnish the physical 
plant and equipment, labor, and management. 

Advantages of Buying for Cash. Numerous advantages result 
from this practice and these are mostly in favor of the farmer. 

1. The farmer knows at once what he is to receive. It 
removes some of the uncertainty in his marketing operations. 
Knowing definitely what he is to get and having the option of 
taking the cash or the chance of getting more or less by pooling 
or by sales on commission in all likelihood makes the farmer more 
favorably disposed toward the association when he makes his 
own decision respecting the sale of his goods. 

2. The association that can meet the demand for cash pur
chases gains the good will of many farmers. Many cooperative 
associations make substantial advances to members at the time 
products are delivered, and in this way meet partially the 
members' requirements for cash. But there are many coopera
tives that cannot advance more than 30 or 50 per cent of the 
market value which is oftentimes too little to satisfy the members. 
In this event cash purchases seem to be the most satisfactory 
alternative. 

3. Buying produce from members also enables an association 
to meet competition and thus get a start in business. Com
petitors of cooperatives have a powerful appeal in their cash 
offerings which they make, and, unless cooperatives can make 
substantial advance payments or permit farmers to sell outright, 
the chances for success are sometimes limited. 

4. Since the system is quite similar to the usual practices 
involved in marketing at country points, it is relatively easy to 
introduce. Managers of cooperatives are frequently recruited 
from private businesses, and, since in their former employment 
cash buying was the custom, it is quite natural for them to 
readily apply the same practices in their new positions. 

5. The association can more readily increase the volume of its 
business. Associations having no membership contracts can 
make strong appeals for nonmember business. Whereas a non
member hesitates about pooling his products in an association 
with which he is not affiliated, he has far less hesitation about 
selling to it at market prices. There is a likelihood of getting 8. 

larger number of contract signers if selling for cash is one of the 
options in the contract. 
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6. Individual farmers can take advantage of their superior bar
gaining ability. Although this is an advantage to the producer 
yet it may be distinctly disadvantageous to the association. 

7. It reduces the amount of bookkeeping from that which is 
necessary if products are pooled through an association. The 
cash deal becomes a closed account, but the pool with its partiaJ
payment plan involves a series of book entries. This advantage 
inures to the association. 

Disadvantages of Buying for Cash. Far more cooperative 
associations do not buy for cash than those that do. Some of 
the objections are: 

1. It places considerable additional risk upon the association. 
This risk is especially large during periods of price declines. 
One "bad" year, particularly if it is the first year, may be 
enough to ruin an association. It is well to remember that the 
benefits or gains from cooperation are quickly forgotten, but 
losses and adversities haunt the association continually. These 
financial risks are minimized on hedged products, such as 
cotton and grain, but on unhedged products the risks are great. 
Approximately one-half of the farmers' elevators do no hedging, 
one-fourth hedge as a general practice, and less than one-fourth 
hedge only occasionally.' Most of the cotton cooperatives hedge 
their purchases. 

2. Outright purchases demand of the association considerably 
more working capital than would ordinarily be needed. If 
products are stored and held for better prices, demands for 
additional capital are thereby increased. Greater financial 
reserves .are also needed. The extra burden of large financial 
needs is an additional marketing expense, and seriously raises 
the question as to whether members individually cannot bear 
this financing burden more economically by waiting for the 
returns after the products are sold than by requiring the associa
tion to carry the financial problem itself. 

3. Special ability is required of the manager. He must know 
market prices if he is to buy intelligently. A higher than usual 
salary must be paid to obtain a capable man. He must also be 
able to bargain with the membership in such a way as not to 
I)reate antagonism. There is also the danger that favoritism 

• MzBL, J. M., Hedging in Grain Futures. U. S. Dept. Agr. Cire. 151, 
p.33,1931. 
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may be shown to influential members of the association by paying 
them more than market-warranted prices, or by being too 
lenient in grading and docking. It takes a strong management 
to ignore the pressure that is brought to bear by some 
members. 

4. It is inconsistent with the spirit of cooperation and contrary 
to the generally accepted principles of distributive cooperation. 5 

It places the cQoperative in the position of a merchant middle
man who is more interested in profits than in the highest prices 
payable to producers. Though the profit motive does not 
completely displace the service and the highest-price-to-producer 
motives, yet the latter are submerged somewhat by the former. 
It is true that the members who sell for cash have cooperated in 
supplying funds, establishing the association, and contributing 
their products, but theirs is only partial cooperation. The 
additional fact that such associations take special pains in 
attracting nonmember business, upon which additional profits 
can be made, and also that in many instances profits are declared 
on a stock basis rather than on a patronage basis (and if patron
age dividends are declared nonmembers receive usually only 
part of what members receive) leads one to conclude that the 
profit motive is not unheeded. Such companies become largely 
farmers' stock companies with some features of cooperation 

'Lord Linlithgow and A. W. Street suggested that the British method of 
buying pigs outright at market prices was not a desirable practice for 
cooperative bacon factories, and that the Danish method was to be pre
ferred. They state that a practice which gives producers cash down, and 
shifts the risk of changing price levels to the society, admittedly has its 
attractions but that it is not sound cooperative policy. Farmers should 
assume these risks in exchange for the rewards that come with control and 
the economies of integration. It is alleged that a price policy along these 
lines would have saved many cooperative marketing enterprises in Great 
Britain from disastrous losses. They contend, moreover, that if, after a 
sufficient trial, the advance payments plU6 the subsequent settlemeniIJ do 
not compare favorably with the net returns which members could have 
obtained by marketing through other channels, it would always be open to 
them to make the necessary changes. In view of these considerations, it 
was urged that every effort should be made to bring home to farmers the 
significance of this principle of payment in order that it might become the 
practice of cooperative marketing organizations in the United Kingdom. 
Report of the Saskatchewan Overseas Livestock Marketing Commission 
1927, Sask. Dept. Agr., p. 193. 
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about them. This is not true, however, of all associations, nor 
is the above view universally accepted. 6 

A number of other disadvantages may be briefly mentioned
there is the danger of overpayment since the cooperative's funds 
are involved and not the manager's. Also it is conceivable that 
overpayment on one farmer's products or on one commodity is 
made up by underpayment on another's. Still further, it may 
happen that products are sold by the associatioq more rapidly 
than would otherwise be done if the demand for ready cash for 
future purchases were not pressing. 

II. SELLING FARMERS' PRODUCTS ON INDIVIDUAL ACCOUNT 

The second method of paying farmers for products differs 
fundamentally from the one just described. Under this system 
the identity of each farmer's products is maintained, and, after 
the products are sold in the terminal market and expenses 
deducted, the net proceeds are returned to the producer. The 
farmer, not the association, bears the risk of price changes from 
the time the products are received until sold in the market. 
The association simply acts as an agent and not as a merchant 
middleman. 

It is reported that in 1920, three local cooperative potato 
marketing associations in Minnesota sold potatoes for growers 
on a commission basis. Cotton cooperatives now permit their 
members to have their cotton sold separately by the associations 
under the so-called "call pool."7 For example, the Mid-South 

• In Bw.cJ[, ROB()TJ[A, and MILLER, op. cit., p •. 30, we find these state
ments: .. Some people object to the method of buying for cash and claim that 
it is not cooperation at all, or that it is suited to a grocery or supply business, 
but not to a marketing business. Neither of these objections has much 
weight. There is little difference in practice between buying for cash and 
any pooling method properly refined so that it provides for differences in 
grades, and which arranges for advances to the growers of 80 to 90 per cent 
of the market value of the produce at time of delivery .••• The real diffi
culty with buying for cash is therefore not that it is not cooperative, but 
that it calls for too good cooperation." Though there may not be much 
difference in practice in some cases, yet the issue rests upon the difference 
in spirit and principle. 

'In describing the "call pool," Fetrow, op. cit., p. 14, writes, "Many 
members choose to reserve the right to fix the base price on their cotton at 
their own discretion. For these the call pool is provided. Preliminary 
advances are made on call-pool cotton at time of delivery. At the 8&1118 
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Cotton Growers Association of Memphis, Tennessee, gave out 
the following instructions to its members concerning one of the 
options: 

Under this option the member can ship and immediately draw the 
authorized advance of the association. At a later date, whenever the 
market price suits the member, he may order the association in writing, 
or by telephone, or by telegram, to sell all or any part of his cotton. 
The price will be fixed on the day instructed to sell, and the member will 
immediately receive settlement, provided the cotton has been classed. 
The association is obligated in no way to carry cotton in this option 
beyond July 1st, next. 

Also under this option a shipper may notify the association to fix 
the price on his cotton when it will net him a definite price per pound. 
When the market reaches a point where the prevailing 'basis' of the 
association will net the requested price after deducting the expense of 
carrying to that time, the price will be fixed and settlement sent the 
member immediately. 

Thus the grower under this option may order his cotton sold 
when a price which he names can be secured or at any time he 
specifies. In the event the price drops to the amount of the 
advance payment, the associations reserve the right to call for 
margins from the growers. 

Livestock shipping associations follow the practice of selling 
cattle for each producer separately whereas calves, hogs, and 
sheep are ordinarily sold in pooled lots. Occasionally some 
farmers also wish to have their hogs weighed and sold separately 
by the association. In the San Joaquin Valley, hogs are sold on. 
an individual basis by the California Farm Bureau Marketing 
Association through their hog auctions. Grain is stored in some 
local elevators and sold at a later date on order from the farmer. 
Some associations handle grain through their elevators and load 
it into cars for a fixed charge. The Rice Growers' Association of 
California and the American Rice Growers Cooperative Associa-

time the price which the member will ultimately receive for his cotton is 
agreed upon as being so many points "on" or "off" the New York futures 
market quotation for a specified month, the month to be designated by the 
member. Accordingly, the member may refer to the market quotations for 
this particular month and fix the price of his cotton at any time he sees fit 
prior to the first notice day of the futures month selected. He may transfer 
to a more distant futures month, under prescribed conditions, if he desires. 
Proper marains must be maintained by the member at all times. 
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tion some years ago sold each member's rice separately. In some 
. cases the members set a. minimum price below which their rice 
was not sold. The Pacific Egg Producers' Cooperative, Inc., a. 
sales agency for five large-scale Pacific Coast cooperatives, sells 
its members' products on individual account, but the member 
associations pool the farmers' eggs on a. weekly basis. In the 
cooperative associations selling deciduous fruits in California 
sales on the basis of the individual grower's account are most 
common. Two reasons are given for this: (1) Deciduous fruits 
are most often graded and packed on the ranches by the growers 
themselves; and (2) difficulty is experienced in grading some fruits 
even in community packing houses. B 

Advantages and . Disadvantages. There are some definite 
advantages of this system. (1) It enables the producer of special 
quality products to receive any premiums which his particular 
products may bring. In the absence of very narrow grades, the 
extra price which his fancy products bring would be lost to the 
producer and shared with other producers if the products were 
pooled. (2) It obviates the criticisms against average prices which 
are calculated from prorating pool receipts. Some producers 
invariably think their products should be in a higher grade or 
should receive better prices than the average pool price. By 
having each one's products sold separately, this type of criticism is 
escaped. All criticism is not, however, eliminated by this means. 
(3) Contrasted with the cash-purchase plan, this method requires 
less working capital, less expert management, and entails less 
risk for the association. (4) For associations that make many 
daily sales of produce in small amounts, sales on individual 
account have proved to be more practicable than on a pool basis. 
Such was the case in the Cleveland market where the vegetable 
growers' association had originally planned to sell fresh vegetables 
entirely on a pool basis, but which experience proved to be 
unworkable. 

A disadvantage of the system is that (1) in some instances it 
requires considerable bookkeeping on the part of the association. 
(2) Sometimes the cost to the members is increased. In the case 
of a. livestock shipping association's shipment, if each member's 
stock in a multiple ownership load were to be marked, weighed, 

• ERDMAN, H. E., and H. R. WELLMAN, Some Economic Problems 
Involved in the Pooling of Fruit, Calif. Agr. Ezp. Sta. But 432, p. 4,192'7. 
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and sold separately, the losses on scale "breaks," extra shrinkage 
due to extra handling, and the additional commissions that would 
ha.ve to be charged if the practice became universal would, doubt
less, offset the gains any individual might logically expect to 
receive. (3) It is not an organized method of selling and would 
make it impossible for many cooperatives to market in an orderly 
way. In this respect it may defeat one of the primary purposes 
of organizing the cooperative. 

III. POOLING PRODUCTS 

Pooling is a distinctive cooperative practice, so much so in fact 
that the term is incorrectly applied by some to any form of 
cooperative marketing. Pooling means the commingling of prod
ucts of many producers and, after deducting average expenses, 
paying the average price received for the same during a definite 
period, usually on a basis of established grades. 9 Pooling, a verb, 
describes a method of operation, a mode of settlement with those 
that contribute products to the cooperative. The noun, pool, is 
often used synonymously for cooperative. Thus, when one hears 
of a Wheat Pool, Tobacco Pool, or a Wool Pool, one immediately 
thinks of a cooperative marketing association. This has led 

• For a discussion of various phases of pooling see BLACK, J. D., and H. B. 
PRICE, Cooperative Central Marketing Organization, Minn. Bul. 211, pp. 
41-53, 1924. 

CHRISTlCNSlI:N, C. L., Pooling as Practiced by Cooperative Marketing 
Associations. U. S: Dept. Agr. Misc. Pub. 14, 1929. Christensen describes 
pooling as follows: "Pooling as practiced by agricultural cooperative 
marketing associations involves two essential activities: (1) the mingling or 
grouping together under unified action or control of any function of produc
tion or marketing; (2) the determination of-the results of such group action 
and the allocation to each participant in the pool of his share of the sales 
returns, service, expenses, or risks that may arise therefrom." 

Federal Farm Board, Bul. 10, 1932, Cooperative Marketing of Farm 
Products, defines pooling as follows: "Pooling is a general term for the 
joint contribution of working capital by several persons, joint respon
sibility for risks and costs, and the sharing of profits in proportion to con
tributions. As practiced by cooperative associations, pooling may involve 
responsibility on the part of the members for costs, for marketing risks, 
and proportionate sharing by members in money received from the sale of 
products." 

HULBERT, L. S., Legal Phases of Cooperative Associations, U. S. Dept. 
Agr. Bul. 1106, p. 57, 1929, "Pooling should be thought of as an averaging 
.Drocess, an averaging with respect to products, prices, expenses, or returns." 
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80me persons to conclude that all cooperatives are pools and that 
pooling is a universal method of operation of cooperatives. Such 
is not the case, however. One can generalize and say that all 
agricultural pools are cooperative, but all cooperatives are not 
pools, as this term is narrowly defined, because they do not pool 
their products and sales receipts before paying farmers for 
their products. Ordinarily a creamery, a local fruit association, 
a fluid milk marketing association, or a local nut packing house 
association are not considered pools, yet on second thought it is 
seen that they are pools in the fullest sense, and might just as 
well be called "creamery pools," "milk pools," "fruit pools," 
and "nut pools." 

What May Be Pooled? There are three things that may be 
pooled, (I) expenses, (2) products, and (3) receipts. Because of 
the universal policy of pooling some or all of the expenses in a 
cooperative association, this practice will be discussed first. 

I. Expenses. Invariably expenses are pooled whether products 
are pooled or bought outright. This is because the marketing 
costs are not determinable on every unit of goods handled. 
Expenses of operation may be classified into (a) those directly 
attributable to the handling and selling of individual lots of goods, 
so-called "out-of-pocket expenses," and (b) those of a general 
character chargeable to all products sold throughout the year. 
Under the first, fall the expenses due to particular shipments such 
as the cost of ice in cars; fuel used in heated cars; commissions; 
transportation charges; telephonic and telegraphic expenses; 
shrinkage and dockage (indirect expenses); packing and packag
ing costs; extra labor charges; and the like. Under the second 
grouping, are included such general expenses as salaries, rent, 
directors' fees, taxes, interest payments, depreciation, repairs, and 
insurance. The latter are allocated against products sold dur
ing certain seasons or throughout the year and constitute the 
fixed expenses. These" overhead expenses" as they are also 
called must be pooled and prorated in some equitable manner. 

As an illustration of pooling and prorating expenses the North
ern Wisconsin Cooperative Tobacco Pool made a uniform market
ing charge of one cent per pound of tobacco handled, and in the 
event that additional services of storing, packing, sorting, and 
processing were necessary an extra charge was made. In 
Arkansas, local strawberry associations charged 3 to 5 per cent 
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of the f.o.b. price for local expenses and made refunds at the end 
of the year if expenses were less than the deductions. Progressive 
livestock shipping associations in the northwest oftentimes charge 
flat-rate shipping expenses of a certain number of cents per 
hundredweight which are calculated to meet the shipping costs 
for the year. Owing to varying weights of loads resulting in 
different expenses per hundredweight of stock shipped, it happens 
that the charges deducted for particular shipments may just 
cover, fail to meet, or exceed the expenses for a single shipment. 
On the average, the costs for the year are defrayed. 

The problem of determining and allocating indirect costs is 
increased if several products are handled, and the difficulties 
experienced in selling and handling various grades of produce 
necessitate (',harging more for some than for others. Whether 
expenses should be assessed on a percentage of value basis or on 
a flat sum per crate, per dozen, or per hundredweight basis 
presents some fine problems of management, answerable differ
ently during periods of stable, risillg, or declining prices. Cal
culating the costs on a value basis may be easily done and may 
require little adjustment from one year to another, but when one 
considers that the expenses of marketing and maintenance of an 
association are not dependent upon the vagaries of price fluctua
tions, it is apparent that a flat charge per unit of weight or meas
ure is advisable in many instances. Charges on the basis of 
value are proportionally more burdensome on products of high 
value-the very ones that may actually require the least sales 
efforts-and the charge on a physical unit basis is relatively 
more severe upon the lower grade products.1o 

2. Expenses and Products. Besides pooling expenses many 
associations pool the products of their patrons as well. Products 
may be classified into (a) those that must be physically commin
gled in order to be handled economically by the cooperative, and 
(b) those that may be handled separately. In the former, fall 
such products as cream delivered to creameries, milk to cheese 
factories, milk to fluid milk marketing associations, nuts to 
packing houses, and grain to elevators. It would be economically 

10 BLACK, ROBOTKA, and MILLER, op. cit., p. 35, conclude that "The best' 
rate would seem to be a per hundredweight rate adjusted early in the season 
on the basis of the probable volume of business" instead of a percentage of 
value rate for meeting local potato warehouse costs. 
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impossible to make butter from cr~am delivered by each farmer. 
The small amount delivered by each producer, therefore, makes 
pooling of the physical commodities necessary.ll In the second 
class fall such products as livestock, cases of eggs, sacked potatoes, 
fruits and vegetables in baskets, crates, boxes, and barrels, baled 
cotton, and crated poultry whose identity may.be preserved by 
the cooperative. It should be observed that products which 
are mixed together, so that each farmer's products lose their 
identity, may be bought outright or sold for the individual grower 
separately as well as pooled with regard to sales. As far as the 
accounting procedure is concerned, growers who sell outright to 
the association or direct it to sell their products on separate 
account are not participating in a sales pool, although their 
products are physically mingled with other products. In like 
manner, the second class of products, though they may be kept 
separately and at all times reveal the identity of the producer, 
may be handled as pooled lots when the sales receipts are pro
rated. Thus, the important feature to recognize is not whether the 
products of several producers are physically mingled with one 
another but whether, in their sale and in the distribution of the sales 
receipts by the cooperative, they are treated as one collective lot or 
several lots sold on the basis of individual ownership. The method 
of 8ale and allocation of receipts are the important factors. 

3. Expenses, Products, and Receipts. The chief pooling feature 
is that of pooling the sales receipts and later distributing these 
minus the deductions for expenses, reserves, and other purposes 
to. the contributors to the pool. In doing this, anyone of three 
distinct practices may be followed: 

1. All products, ungraded, may be placed in one pool 
The same net average price is paid all members 

2. All products may be graded, yet placed in only one pool 
Poolers are paid prices for separate grades on a differential basis 

3. All products may be graded, and each grade, variety, style, or class 
constitutes a separate pool 

0. Payment for each grade or pool may be made according to actual 
net prices received; or 

b. Payment for each grade may be made on a differential basis 

II Pooling of milk for the purpose of making cheese was practiced centurieS 
ago by the Swiss and French peasants of the Jura Mountains in their 
"cheese rings." ""'bis is perhaps the first recorded type of pooling of farm 
producte. 
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A considerable number of local cooperative associations, 
particularly those not affiliated with central sales agencies, do not 
grade their members' produce. This is generally the case in 
creameries and cheese factories and many livestock shipping 
associations. Some of the early egg circles did not grade the eggs 
they handled. Cream is ordinarily brought to creameries, tested 
for butterfat content and weighed, but not graded as No.1 or 
No. 2 cream, or sweet or sour cream. Exception is found in the 
states where compulsory cream grading is required by law. In the 
creamery that does not grade the cream, all patrons receive 
the same a.verage price for butterfat once or twice a month after 
the butter is sold and the processing costs are determined. In 
some livestock shipping associations, settlement is made for all 
calves at the same price per pound although variations in grades 
exist. 

It is easily seen that an association that does not grade the 
produce, but pays all farmers alike, offers little attraction to the 
best and largest producers or to those who have the high quality 
products. Private buyers solicit the patronage of these producers 
and often pay them according to the superior quality they have 
to sell. It is to the distinguished credit of nearly alliarge-scale 
marketing associations that they have introduced grading sys
tems and have made payments according to grade, which has 
been a real inducement to improve the general quality of agri
cultural products. 

The second practice enumerated above is rather exceptional, 
yet is found among some local cooperatives. In some Wisconsin 
creameries, cream is graded into two grades at the factory, yet the 
two grades are mixed and churned together. After the butter is 
sold and the butterfat prices are calculated, the prices paid to 
producers of No.1 cream are 3 to 5 cents per pound of butter
fat higher than the prices paid to producers of No.2 cream. The 
differential in price is determined by the board of directors, and 
the primary purpose for it is to place a premium on high quality 
cream. If a creamery has too little second grade cream to chum 
separately, or has no local outlet for it, or finds it too expensive 
to ship to distant markets, the company will very likely mix the 
same with the first grade cream if it is not too much offgrade. 
Although there is only one grade of butter made and sold, still 
payment for separate grades of cream on a quality basis serves 
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a beneficial purpose in that it encourages delivery of better cream. 
In this case there are several grades recognized, yet only one pool. 

The third practice mentioned is the one commonly thought of 
when pooling is discussed, namely, grading the products, placing 
each grade in a separate pool, and paying producers the average 
price received for the products in each pool. Payment to the 
growers can be made on the basis of the actual returns for each 
grade, less the prorata expenses, or, 88 in some cases, on a fixed 
differential basis less the operating expenses. An illustration of 
the latter is typified by the Land O'Lakes Creameries, Inc., which 
grades all the butter received from its member creameries, but 
instead of paying the creameries the average price netted from 
each grade pool, a scale of prices is determined by the board of 
directors comparable, of course, to the actual sales prices. For 
years, 72-cent differential for the grades below the 93 score W88 

paid. Oftentimes these prices are determined before all the 
butter is sold, but existing market quotations and past experience 
are guides in determining the monthly prices to be paid for the 
separate grades. The pool prices quoted in the Land O'Lakes 
New8 for August of a recent year, were 88 follows: Land O'Lakes 
Sweet Cream Butter (tubs), 30.00 cents; 93 score (ripened), 
29.50 cents; 92 score 29.00 cents; 91 score, 28.50 cents; 90 score, 
28.00 cents. In Arkansas strawberry marketing associations that 
pooled each day's shipments made a flat difference of 50 cents a 
crate for the various grades a few years ago. 

There are both advantages and disadvantages in using flat 
differentials. Erdman and WeIIlnan state that 

The chief difficulty in fixing a price differential as a basis for pool 
payments at the beginning of the season is caused by the necessity of 
forecllllting in advance both the relative cost of handling the different 
grades and the relative prices at which they will sell. (This arises 
where the advance payment on each grade measures the full difference 
in price to be paid, and where all subsequent payments in all grades are 
alike.) ••• A second disadvantage of the arbitrary differential is that 
final payments on any given grade of fruit cannot .be made until all 
grades of the fruit are sold. 

Among the advantages, they point out 

• • • where the commodity is extensively processed, and the selling 
grades are different from the receiving grades, it is evident. that an 
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Product (Oranges, Nuts, Tobacco, etc.) 

• 
Jl.eceipte from Grade X 

Pounde 
Farmer J one ••••••.•.••.••.••.•..•. 100 
Farmer Smith .•••••••••.••••.••••• 200 
Farmer Benry ..••••••••••••••••.•• 300 

Totel. .......................... 800 

Sal ... b,. cooperative .•.••••••.•••••• 300 Ib.IIO~ 
200 lb. 15~ 
100 lb. 20~ 

Total oaleo •••••••••••••.•••.•.•. '80.00 

Operatinl .01_2 per cent of oaleo •• • 1.80 

Net &&1 •••••••••••••••••••••••••••• '78.40 

Averag. price per pound •••••••••••. 13.06~ 

Farmer Jones 100 X 13.06~ - 113.06 Smith 
r.ceiveo 200 X 9.24~ - 18.48 r ••• iv •• 

100 X 3.92~ - 3.92 
200 X 18.13~ - 36.26 - ---' 
600 lb. - 171. 72 

Totel r.ceived ..••.•••••••••••••••••. 1441.00 
Expen ... 2 per .. nt.................. 8.82 

N.t ...........•••.•••...••.•••... 1432.18 
Total paid out...................... 432.14 

Differ.nee... • ••••••••••••• •••• • •• + .04 

Varlet,. A 

Grade r Grade Z 

Pounda Pounda 
200 100 

600 
300 ... 

700 400 

200 lb. 3 8~ 
1100 lb. 10~ 

400lb.,@ 4~ 

186.00 '18.00 

• 1.32 • 0.32 

184.68 115.68 

9.24~ 3.92~ 

200 X 13.06~ - • 26.12 
300 X 3.92~ - 11.76 
300 X 21.07t - 63.21 
100 X 18.13~ - 18.13 
100 X 14.7 ~ - 14.70 

H.nr,. 
receivel 

1,000 lb. - '133.92 

Variet,. B 

Fancies Choice 

Pounda Pounda 

300 
200 
100 

100 600 

400 800 

100 lb. 22~ 
200 Ib.120~ 

100 lb. 24~ 

400 lb. 3 18~ 
400 lb. 19~ 

'86.00 '148.00 

• 1:72 • 2.96 

184.28 1145.04 

210H 18.13~ 

300 X 13.06~ - I 39.18 
1100 X 9.24~ - 46.20 
100 X 21.07t - 21.07 
500 X 18.13~ - 90.65 
200 X 14.7 ~ - 29.40 

1,600 lb. - '226.60 

Fair 

Pounda 

100 
200 

300 

300 lb. @ III~ 

1411.00 

• 0.90 

144.10 

14.70~ 

:t 
go 

..., 

~ 
~ 

~ 
~ 

~ :. 
~ o 
~ 
b:: ::; 
l"I:I 
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arbitrary differential must be established. • • • A second advantage 
• • • is that it enables the lIBSociation to adjust the prices between the 
various grades, so that the returns to the growers will reflect the prices 
which the buyers are willing to pay for each grade.ll 

This is particularly the case if, as a result of rising prices, inferior 
products at the end of a season sell for more than did higher 
grade products net at the beginning of the season. 

How average pool prices are calculated can be shown by a 
hypothetical illustration shown on page 448. In the illustration, 
the association credits each farmer with weight and grade 
delivered, and the price payable is determined from the sales 
actually made. 

A so-called II seasonal valuation pool" has been devised to 
overcome some criticisms which the equidistribution of sales 
receipts in seasonal pools has caused especially during periods of 
rising prices. The handling of sales receipts in this type of pool 
was inspired by the desire to return to farmers a price comparable 
with that which they would have received if they had sold for 
cash on day of delivery. This particular problem arises in the 
event the pooling period is relatively long, if optional sales 
methods are available, and if the price level fluctuates. An 
illustration of the operations of a seasonal-valuation pool follows. 
A delivers one 500-pound bale of cotton on Sept. 20. The cash 
price on that day is 8 cents. He pools it and receives a 7 cent 
advance. B delivers one 500-pound bale of cotton on Oct. 10. 
The cash price on that day is 9 cents. He pools it too and 
receives an 8 cent advance. Both bales are sold in November 
for 10 cents net. A was advanced $35.00. B was advanced $40. 
Both sales are made for $100. A and B are each given 1 cent 
a pound further advance so that each obtains the equivalent of 
the cash price ruling on day of delivery. Thus $5 mo~ is given 
to A and B. This leaves 115 still to be divided of which A gets 
17.50 and B gets $7.50. Thus A received $47.50 and B received 
152.50. In a regular seasonal pool each would have received $50. 

Questions 

1. Why do BQme farmers prefer to sell for cash to the cooperative rather 
than pool their products? 

I' EBDMAlf and WICLLIlAN, op. cit., pp. 40-42. 
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I. From the standpoint of the cooperative, are there any disadvantages 
of buying products from farmers upon their delivery? Any advantages? 
How would you answer this question from the standpoint of the producer
member? 

3. In what important respects does "selling farmers' products on indi
vidual account" differ from "buying for cash"? From pooling the products 
and sales receipts? 

4.. Why is it that all cooperatives pool either all or part of their operating 
expenses even though they may not pool the products and sales receipts? 

Ii. What three operations does pooling involve? 
6. What advantages are there in the seasonal-valuation pool over the 

usual seasonal pool involving equidistribution of net receipts? 
7. What practices are sometimes followed in dividing the net sales 

receipts among the members who delivered different grades of products? 
8. Examine the house organs or reports of different cooperative associa

tions and list the different kinds of pools that are conducted. 
9. For what cla88 of farmers do you think it would be especially advisable 

to pool their products if the option of pooling or outright sale were available? 
10. How do you explain the fact that pooling is an averaging process? 
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Pooling AgricuUural Products.-(Continued) 

Pooling, to be successful, must treat all contn"butors in an equitable 
manner, must operate economicaUy, and must make efficient 
merchandising pOS8't"ble. Its chief purposes are to distribute 
marketing "ska among the pool contributors, to enable the manage
ment to market in an orderly manner, and to effect economies in 
distn."bution. To do these things necessitates careful consideration 
of the area to be included within a pool, the length of time over which 
a particular pool is to operate, the accurate grading of the products 
placed in the pool, and a judicious allocation of the costs of marketing 
over the products pooled. U suaUy a partial payment, called an 
"advance payment," is made to patrons when products are placed 
in a pool. A final payment is made when aU of the products in the 
pool have been sold. 

AgricuUural marketing poo18 differ from the early railroad and 
industrial poo18 which were declared illegal with the passage of the 
Interstate Commerce Act and the Sherman Antitrust Act. Statutes 
on cooperative marketing permit pooling. Some early leaders of 
cooperative marketing considered marketing poo18 as media of 
market manipulation, but in the recent decade the inteUigent coopera
tive leaders have not considered pooling as an effective method for 
arbitrary price fixation. 

Farmers' purchasing associations often pool members' orders for 
farm supplies before any goods are bought. Poo18 for the purchase 
of feeder cattle, calves, and lambs have been in operation since 1925. 
In some countries compu18ory pooling of farm products is required 
by law, but such compulsion is the antithesis of cooperation. 

... ... ... 
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POOLING AGRICULTURAL PRODUCTS.-(Continued) 

PROBLEMS OF POOLING 

Pooling problems run the entire gamut of being very aimple to 
exceedingly complex. The simplest kind of pool would be one 
in a local association handling only one kind, variety, class, or 
grade of product for one market day in a small local area. But 
complexity is increased by an increase in (1) the kinds of products 
handled; (2) varieties of each product; (3) the number of classes 
or grades of each variety; (4) by an expansion of the territory 
or area served by a cooperative; and (5) by an extension in the 
length and number of the pooling periods. Pooling problems 
of a local association are fairly simple in comparison with those 
of a central marketing association. Financing of pooled products 
also becomes more complicated as the pooling operations become 
more involved. 

Erdman and Wellman state very well the numerous economic 
problems that arise in pooling in the following terms: 

The selection of a pooling plan involves a decision as to the number of 
grades to be used as a basis for pooling, the amount of territory to be 
included in the pool, and the length of the pooling period. Each of 
these is capable of independent variation; thus a grade may be wide or 
narrow, the area in the pool may be confined to one locality or it may 
extend over the entire state, and the length of the pooling period may 
be for a day or even less or it may be for the entire season. Conse
quently, it is necessary to analyze the ways in which variations in the 
grades, the area, and the pooling periods affect the functioning of the 
organization; in particular their effect upon the following points must 
be given careful attention: 

First, will the pooling plan enable the association to operate ill a 
way that is fair to the members? That is: (1) does it provide the proper 
differential between members, when variations exist in the quality of the 
product and in the time of maturity because of varying efficiency of the 
individuals and because of the differences in climatic and soil conditions? 
(~) Does it distribute the marketing risks equitably among the members? 

452 
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(3) Does it provide for the equitable prorating of the expenses among the 
members? 

Second, will the pooling plan enable the association to operate ade
quately and efficiently? Does it give the management the necessary 
control of the product as to time, place, and new markets, and the power 
to bargain advantageously, and does it tend to reduce the costs of 
operation ?1 

To this may be added a third consideration, will the benefits of 
pooling offset the additional costs that may be incurred? 

In order that all producers may be treated as fairly as possible, 
it is necessary (1) to have as many separate grades as are recog
nized by the buyers in the market and for which different prices 
ordinarily exist; and (2) to have sufficient products of a market
able quantity within each grade so that the additional costs of 
selling the individual grades do not exceed the extra returns. 
The narrower the grades, the greater is the possibility of return
ing to each producer the price which his individual products 
netted, but from a practical marketing standpoint, the number 
of grades should relate to those recognized by the buyers and 
to the number that can be economically handled by the associa
tion. To rely upon the good products to sell the poor would 
certainly dampen the interests of the producers of high quality 
products in an association indiscriminately following such 
practice. 

Successful pooling is predicated upon: (1) carefully grading the 
products; (2) having proper length of pooling periods; (3) 
delimiting pooling areas to proper sizes; (4) instituting accurate 
accounting systems; (5) correctly allocating costs; (6) paying 
according to grade; (7) adequate financing of the pooled products; 
(8) skillfully merchandising the products during the pool peri
ods; and (9) treating all areas and individuals equitably and 
impartially at all times. Modifications or additions to these 
general requirements will be found in individual instances. Thus 
the merits of any pooling plan are judged (1) by the fairness with 
which each pool contributor is treated; (2) by the efficiency with 
which the marketing is effected; and (3) by comparing pooling 
expenses with the returns. 

1 ERDMAN, H. E., and H. R. WELLMAN, Some Economic Problems In
volved in the Pooling of Fruit. Calif. Agr. Exp. Sta. BuZ. 432, p. 5. 1927. 
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LENGTH OJ' POOLING PERIOD 

Products may be pooled for different periods of time, varying 
in length from the shortest or single-shipment pool to the longest 
or annual pool. Variations in the length of pooling periods are 
for the purpose of equitably distributing receipts to producers. 
Different pool durations and typical illustrations of each are 
the following~ 

1. Single-shipment pool-livestock 
2. Daily pool."trawberries, many vegetables 
3. Semiweekly pool-potatoes 
4. Weekly pool---eggs, onions 
5. Semimonthly pool-butter 
6. Monthly pool-butter, cheese, citrus fruit 
7. Seasonal pool-peaches, prunes, apples, cotton 
8. Annual pool-wool, tobacco 
The period in which prices are pooled does not always coincide 

with the period for pooling expenses. It would create much dis
satisfaction if, for example, high shipping charges were exacted 
of shippers in lightweight, "mixed" cars of livestock, and lower 
charges of those who happened to ship in heavy, "straight" 
carloads. While it is better to pool shipping expenses for live
stock on a seasonal or yearly basis, it is advisable to pool the sales 
receipts of each shipment. 

The factors that influence the length of the pooling period for 
sales receipts are (1) the character of agricultural production, 
(2) the kind and characteristics of the commodity, (3) market 
conditions, (4) the wishes of the producer-members, and (5) 
the judgment of the management. Whether expenses are out
of-pocket costs or general overhead costs will determine the 
length of the pooling period for expenses. The former will 
coincide with the length of period in which the sales receipts are 
pooled and the latter will cover usually a 12-month period. 

1. Pool periods for certain products are determined by the 
nature of agricultural production. Thus, for products such as 
tobacco, wool, walnuts, pecans, and cotton that are harvested 
once a year, the seasonal pool has been practicable. For products 
produced continuously throughout the year such as milk, live
stock, poultry, eggs, butter, and cheese, the pooling period is 
influenced by other factors such as monthly or seasonal price 
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changes. Similarly for products that are not all matured at the 
same time, such as early and late potatoes, early and late cran
berries, fruits, vegetables, and berries, different pooling periods 
are needed than for those commodities mentioned above. 

2. Characteristics of the commodity itself are important. 
Perishable commodities have shorter pool periods than products 
easily stored. Strawberries, tomatoes, peaches and pears are on 
the market for a short time as compared with oranges, nuts, and 
d.."ied fruits. Products that are perishable and must be sold 
immediately after harvest, and have extreme price fluctuations, 
have very short pool periods. U part of a crop such as fruit 
is sold as fresh fruit and a part is processed, cold packed, or 
quick frozen, the pool period can be lengthened as a resUlt of the 
longer marketing period. Semiperishable and nonperishable 
~ommodities that can be stored also have longer pool periods. 

3. The nature of the market is also to be considered. U the 
market is characterized by relatively sharp and sudden changes 
in price, or by distinct early- ,mid- , and late-season prices, the 
pool periods must be adjusted accordingly. U a grower takes 
special pains to obtain the advantages of early-season prices, it 
would be unwarranted to require him to take an average price 
of a long pool period. For him a daily pool or single-shipment 
pool would be most equitable, -and possibly even necessary to 
attract his membership. Thus, in a livestock shipping associa
tion prices are pooled most fairly on a single-shipment basis or 
at best on a weekly basis, because prices fluctuate so much. 
Cooperative egg marketing associations in this country pool on a 
weekly basis as do the Danish cooperative butter-export associa
tions. A daily pool is used for strawberries. 

In some instances pooling becomes absolutely necessary as 8. 

result of differences in prices in various markets. U an associa
tion sells in more than one market on the same day and tbese 
markets return different net prices for the same grades of prod
ucts, it is only fair to all shippers that the returns from the several 
markets be pooled and the average prices and the average 
expenses be prorated. To do otherwise would certainly cause 
dissatisfaction. This problem rarely arises for 8. commodity 
such as fluid milk which has only one regular city market outlet, 
except as the individual dealers may pay slightly different prices 
within the same market. 
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4. The Jength of the pool period is also influenced by the 
wishes of the members of an association. Following the 
termination of the first contracts among the cotton producers 
which required pooling on a seasonal basis, new contracts 
containing optional selling methods were drawn up. These 
optional sales methods were provided to meet the demands of 
growers, part of whom could not very well wait until the final 
settlements were made in the seasonal pools. In one instance a 
daily pool was adopted by an egg marketing association in order 
to meet the demands for immediate cash. Some of the early 
large-scale cooperative potato-marketing associations failed 
partly because the pool periods were on an annual basis, whereas 
special shorter pool periods for particular varieties of potatoes 
would have been more desirable. The interests of the potato 
growers, the nature of the market, and the special characteristics 
of the products were not sufficiently considered. 

5. The judgment of the management of the association must 
also be considered in determining the length of the pooling 
period. The task of the management is to market the crop of the 
growers to the very best possible advantage. It faces a dual 
problem, (a) to get the highest average net price for the whole 
crop, and (b) to secure as good or better prices for the individual 
growers as they could get from other sources. Though it faces 
these two problems, it will ordinarily attempt to obtain the 
first, knowing that a cooperative cannot meet the exceptional 
bids tendered a few producers. To secure the highest average 
net price for the whole crop of its members requires that the 
management must be permitted to time the movement of the crop 
to the market in such a way as it believes will achieve this result. 
Short pooling periods may defeat a well-planned merchandising 
program. The withholding power in a bargaining transaction 
is greater if the management of the association has considerable 
time to market the commodity. 

Some illustrations of different pooling periods may be cited. 
The table on page 457 shows different pooling periods for fruit 
and vegetable associations. 

Cooperative creameries and cheese factories usually pool on a 
monthly basis. The eggs received each week by the egg and 
poultry associations in Washington, California, and Utah are 
pooled by grades and each week's receipts are paid for separately. 
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Most of the local strawberry marketing associations in the 
Ozarks pool on a daily basis, while about 5 per cent use a seasonal 
pool. In the turkey marketing associations of the West single
shipment pools, Thanksgiving pools, Christmas pools, and 
postseason "clean-up" pools are found. One organization's 

TABLII XIX.-RELATIVlII USB 011' POOLING PBRIODS 011' DIII'FERENT DUBA

TIONS MADB BY 478 FRUIT AND VEGETABLII MARKl!lTING ASSOCIATIONS, 

1922* 

0 .... 0..... 0.... 
2 10 3 1 810 15 1 fourth tIWd half Season. Number 
clall, week, cia,., month, 01 of of of ...... 
per per per per per oIadoDB 
eon' eont oen' eont .....,n ..... on, ..... n, eont reportInc 

per oent per oent per oent 

------1--1-----------1------
AppI ................... 2.6 10.2 87.2 39 
C1_&ul' ............. 0.7 7.3 12.0 22.0 15.3 8.0 '.0 30;7 150 
Grapeo. ................ 35.7 7.1 57.2 " 
Bnwborrlos ............ 69.2 7.4 7.4 26.0 27 
Peacheo ................ 14.3 14.3 71.4 7 
Cranberrleo ............. 20.0 30.0 5 
MiooeIlanooua &ult& ••••. 25.0 75.0 4 
I!nwaI &ul1II ........... 11.2 12.5 2.5 1.3 12.5 30 
PoIIIloIB ••••••••••••••• 14.6 12.5 29.2 8.3 10.4 '4.2 2.1 18.8 " 
s-& polalolB .......... 8.0 8.0 '.0 30.0 27 
W.termeloDB ............ 83.3 16.7 6 
ODloDB ................. 75.0 25.0 , 
MIsoeIIaneoIl8 ngelablea. 18.2 D.l D.l 9.1 M.5 11 
I!nwaI _lablea ...•••• 33.3 4.2 20.8 4.2 '.2 33.3 " 
Fruilll and ftIOIablea .•.. 21.D 6.3 15.6 3.1 18.7 M.' 32 

• MC}UT. A. W •• and W. 1. KUBB'f. MOIIIIgOIIlOIlt Probl .... of Cooperative AIBooIadoDB Marketlog Fruilll 
and Veptabl.., U.8. DtpI. AQI'. Bvl. "14, p. 36, 1926. 

Christmas turkey pool opened on Nov. 27 and closed Dec. 12. 
Preseason pools were also considered. . Such short-term pools 
are due to the fact that turkeys are a specialty and obtain 
specialty prices. The Mid-South Cotton Growers Association 
in 1931 announced s. so-called "suspense pool" in which the 
member placed his cotton until such time when he chooses one 
of the optional sales methods (not later than Dec. 1). All 
potatoes sold by the Michigan Potato Growers Exchange and 
the Colorado Potato Growers Exchange are pooled daily. The 
local potato growers' associations that are members of the 
former exchange have pools of varying length--carlot. weekly, 
monthly, and seasonal. 
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AREA COVERED BY POOLS 

The area covered by a pool may be that served by a local 
association, a whole district, or even the entire producing area 
served by a large-scale cooperative. The reason for having pools 
serve different areas is to recognize differences in the quality of 
products, trade preferences, and local considerations which a 
system of grades, that may be ever so fine, does not bring out 
sufficiently. The ultimate purpose is to treat members of the 
entire association on the most equitable basis. Particular varie
ties, influences of certain geographic factors upon a product, 
peculiar care which a certain class of growers may give to a 
commodity, and special market outlets are factors that a general 
grading system may fail to recognize properly and yet are impor
tant to the producer and buyer. The sheer difficulty of having 
identical grades used throughout the area served by the coopera
tive makes it desirable to have separate pools for each of the dis
tinct areas. Smaller area pools thus tend to perpetuate local 
distinctions. The problem of differences in area pools arises very 
largely in the federated and centralized types of associations. 

In the Federal Trade Commission's Report on Cooperative 
Marketing, the comments on pages 304 and 305 relative to 
the defunct Minnesota Potato Growers' Exchange illustrate the 
necessity of having pools for different areas served by the 
association. 

The organization ignored the existence of three separate potato
raising districts in Minnesota, each with distinctly different marketing 
problems. The best known district is the Red River Valley, in the 
northwestern part of the state, where the famous Red River seed 
potatoes are raised. The states southwest of Minnesota as far as Texas 
depend largely on the Red River district for their seed potatoes. It is 
estimated that about one-half of the potatoes raised here are warehoused, 
to be placed on markets in various districts for early spring planting. 
In the eastern part of Minnesota, where the soil is sandy, a different 
kind of potato is raised, which cannot be stored for winter use and must 
be marketed in the fa.ll. It is genera.lly sold in Chicago territory because 
of favorable freight rates. In the central part of the state a good winter 
eating potato is raised, which is stored after harvest for winter consump
tion. This district does not have as favorable freight rates to Chicago 
and other markets, and L'I at a disadvantage in this respect. 
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In the same publication on page 308, it is pointed out that one 
of the serious weaknesses of the Dark Tobacco Growers' Associa
tion was the failure to recognize five distinct producing areas in 
the dark tobacco district. Each of the five types of tobacco 
produced in the respective areas had its particular market outlets 
and required special treatment to meet the demands of the 
market. Some types sold more readily than others. Much 
dissatisfaction was created by putting the products from all areas 
in one pool for some growers believed they were sharing the 
burdens of other sections whose tobacco was stored a longer time. 
Five separate pools on the basis of area would very likely have 
been better than one all-inclusive pool. 

Advantages of local pools have been mentioned, and it may be 
added that the smaller the pool area the greater is the risk and 
responsibility which each area must carry. The grade, pack, and 
general condition of the products determine each area's returns, 
for these will not be averaged in with the products of other areas. 
Each area, therefore, stands on its own reputation. This factor 
also points out one of the possible disadvantages of local pools, 
namely, that in absence of central authority which is usually 
found in larger area pools grading, packing, sorting, and general 
preparation ~or market may not be so rigidly or intelligently 
carried out 8.d the central management desires. From the point 
of view of the management, it may be far better to have larger 
pool areas so that the products of each area do not have to be 
sold separately and thus complicate a merchandising program. 
On the· other hand, it may cause very little difficulty as is indi
cated by the experience of the California Fruit Growers' Exchange 
that recognizes local and district pools. Local pools are found 
primarily among associations that handle fresh citrus and 
deciduous fruits, while pools covering large areas are found 
principally among associations handling dried fruits and 
nuts. 

In the Utah Poultry Producers Cooperative, Salt Lake City, 
eggs from its 20 local receiving stations are pooled weekly in one 
large sales pool, but the expenses of operation, aside from that of 
the central sales organization, are pooled for each receiving sta
tion separately. In cases of this kind expenses are pooled by 
local areas, but sales are pooled for the entire membership 
area.. 
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LEGALITY OF POOLING 

The legal right to pool farm products is not specifically stated 
in the cooperative marketing statutes, but that privilege is 
granted by indirection. The Standard Marketing Act states 
that: "Each association incorporated under this act shall have 
the following powers: (a) To engage in any activity in connection 
with marketing, selling, preserving. • • of any agricultural 
products produced or delivered to it by its members . . . " 
Nowhere in the section is anything stated specifically about pool
ing, but as an activity in connection with the marketing of 
agricultural products, it, no doubt, can be considered legally 
sanctioned. The Capper-Volstead Act does not mention pooling 
directly as one of the powers of an association, but it is, no doubt, 
to be inferred from the statement, "such associations and their 
members may make the necessary contracts and agreements to 
effect such purposes" (collective processing, preparing for market, 
handling, and marketing). Nowhere is pooling prohibited in the 
cooperative statutes. 

Generally considered, the pooling of products, expenses, and 
receipts is valid in a cooperative association provided the mem
bers have approved it in their bylaws or membership contracts. 
The producers' contracts usually state whether the products will 
be pooled or what options are open to the members. Unless an 
association is given the authority to pool its members' products, 
it cannot do so legally. Yet there are some legal problems of 
pooling that have not been decided by the courts. Since the 
operation of a pool that is organized on an extensive basis may 
be a decided factor in the determination of the price of a pro
duct to the trade, by what measure may it be considered as 
unduly enhancing a price prohibited by the Capper-Volstead 
Act? Must each separate grade and area pool be conducted 
as a distinct financial entity or may the deductions for operat
ing costs of one pool be used to help defray the expenses of 
another? 

To these may be added: Mayan association neglect to deduct 
operating expenses from the pool sales receipts of low priced 
products in order that producers of such products may receive 
higher prices than were netted in the market and deduct the 
marketing expenses from the pools of the higher priced products? 
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Prominence of Early Industrial and Commercial Pools. Pools 
among the railroads of the United States became so prevalent 
during the seventies and eighties of the past century and aroused 
80 much public opposition that in 1887 the Interstate Commerce 
Act was passed which forbade all types of pooling operations. 
Combinations among manufacturers of steel, whiskey, tobacco, 
and meat products, among elevator operators, and among pro
ducers of many other products precipitated so much general 
antagonism toward the so-called "trust movement" that in 1890 
the Sherman Antitrust Act was passed which declared all con
tracts and combinations in restraint of trade as illegal. The 
purpose of these industrial and commercial pools was to eliminate 
competition. Gross or net receipts were sometimes pooled, 
territory allocated, and prices agreed upon. Pooling contracts 
under the common law in America have been considered as 
against public policy and in restraint of trade. Hence, these con
tracts have been considered extra-legal agreements not enforce
able by the courts. With the passage of the legislation in 1887 
and 1890 all railroad, industrial, and commercial pools, trusts, or 
combinations in restraint of trade have been declared illegal by 
statutory law. Size of a corporation is not in itself any indication 
of illegal operations. In order that the principles of the Sherman 
act might be modified and become enforceable Congress enacted 
the Clayton Act and the Federal Trade Commission Act in 1914. 
The" rule of reason" in interpreting antitrust act violations was 
established in 1911 in the Standard Oil and American Tobacco 
Company cases. 

The Transportation Act of 1920, however, permits certain types 
of pooling agreements among railroads if they receive the approval 
of the Interstate Commerce Commission. In the industrial field, 
cooperative export associations operating under the- Webb
Pomerene Act are permitted to pool their operations in order 
to compete more effectively with foreign cartels in foreign 
markets. In 1936, forty-four Webb-Pomerene associations were 
in operation. Other indications of a liberalization of public 
opinion toward industrial and commercial pools is shown in the 
passage of the ill-fated National Industrial Recovery Act (NlRA). 
Today, the tendency is again toward concentration in business 
to escape the fatal consequences of cutthroat competition. This 
is clearly indicated in the organization of the holding companies, 
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integrations of operations, giant twentieth century corporations, 
and numerous mergers of the decade of the twenties. 

The industrial and commercial pools differ from the agricul
tural cooperative pools in several respects. The former have used 
devious ways to restrict competition, limit production, allocate 
territories, and fix prices, while the latter cannot limit the produc
tion on the farms of their members and are not in a position to 
fix prices arbitrarily. Competition among farmers is not 
eliminated---each still can exercise his prerogative to produce 
what he wishes. I Whereas the industrial pools and trusts were 
feared for their monopoly influences in the market, the agricul
tural marketing pools are generally approved as beneficial 
marketing agencies. In foreign countries, notably in Europe, 
manufacturers' pools are permitted by law. Many German 
cartels, I French comptoirs, and English business associations of 
both national and international scope are found in all important 
branches of industry. 

ADVANTAGES OF POOLING 

The advantages of pooling usually outweigh its disadvantages 
in either local or terminal markets. Some outstanding failures, 
suspensions, or reverses have befallen commodity pooling in the 
history of cooperative marketing. Among these· can be men
tioned the failures of several large tobacco pools, and the reverses 
of the Canadian Wheat Producers' Association, Ltd. (the Wheat 

I Cooperatives can and do modify production to a degree. The large 
milk producers' associations with their base-surplus plans of payment in a 
measure affected production, but the control is not nearly so rigid or so 
effectively accomplished as in some industrial pools. The difficulties 
which the Agricultural Adjustment Administration had in adjusting pro
duction equitably and at the same time promoting the efficiency of produc
tion on separate farms attest the complications that are encountered. 

I BURN, BRUNO, "Codes, Cartels, National Planning," McGraw-Hill Book 
Company, Inc., New York, 1934, "A cartel is a voluntary (rarely compulsory 
by law) contractual association, recognized by law, of independent enterprises 
engaged in the same field of business for the purpose of a planned regulation 
of the market, either in buying, marketing, or production of goods," p. 146. 

II A pool is an agreement among independent enterprises to pursue a 
uniform policy in the field of either production, prices, or marketing; but it is 
not enforceable in court under common law, in contrast to cartels, which aN 

recognized by the courts in many European countries," p. 38. 
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Pool}. The significant fact to be found in the obituaries of these 
and other defunct pools is that the failures were caused by over
payment in advances, delays in payments, faulty management, 
disloyalty of membership, nonmember problems and relations, 
and many other direct reasons, rather than inherent weaknesses 
in pooling itself. 

1. Pooling spreads marketing risks. Some farmers may possess 
an uncanny ability to market their products at the "top" of the 
market. For these, pooling has less to offer than for the thou
sands who consider each sale a gamble, fraught with grave 
uncertainties. Pooling eliminates few risks of marketing-it 
principally spreads them. Risks of price changes, of proper 
market selection, of timing the How to market, of physical losses, 
shrinkages, and thefts, and of others complicate the task of 
marketing. In the pool all prices are averaged for each grade, 
the returns obtained from consigning to different markets are 
lumped together, and the physical losses in shipping are prorated 
over all pool members rather than borne by those whose products 
were actually affected. A pool would have little appeal to the 
farmer who delights in personally higgling in the market. The 
David Harums crave all the excitement that the risks of 
the market involve, but, for the thousands of growers that are 
satisfied with an average price, the pool has a real appeal. To the 
latter the cooperative pool is a type of collective insurance at cost. 
Instead of having each farmer be a price cutter of the other, the 
competition is shifted to the buyers by a pooling arrangement and 
a much stronger strategic position in selling farm products is 
achieved. In order to make the most of this averaging process, 
it is desirable to have pools spread over wide areas, of long dura
tion, and include a large amount of farm produce. 

2. The management is enabled to merchandise the products 
according to a program it considers desirable. Selling each 
member's products separately or buying for cash-on-delivery 
with the necessity for immediate resale in order to avert specula
tion does not permit much latitude in planning a well-laid-out 
sales program. Such necessities tie the hands of the manage
ment. As far as local associations are concerned such sales 
methods involve no difficulties, for the associations aim to show 
.their merits in local economies of operation rather than in elabo
rate sales policies. For large-scale associations in which effective 
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selling as willI as economies in handling are important, the value 
of pooling arrangements is significant. 

Pooling permits the management to use more precaution in 
placing and in timing shipments to market. It enables the 
management to develop new markets. This is most often done 
at a loss when first started. In the absence of pooling, such 
introductory sales in new markets would be nearly impossible, 
for no individual member would care to sell in such new markets 
when others at the time are more profitable. The pool, however, 
faces a long-time program and must consider its sales policies 
from this standpoint. 

An essential element in establishing prices is the withholding 
power of the parties to the transaction. The greater the with
holding power, the more effective bargainer one can be. Pooling 
arrangements, in which the pool periods are long, place the 
cooperative in a more strategic bargaining position than the 
individual producers can ordinarily attain. One illustration will 
be cited. A certain tobacco pool unfortunately had to market 
many millions of pounds of low grade frozen tobacco for its 
members following the 1923 harvest. The tobacco buyers were 
anxious to take all the good tobacco, but ilone wanted any of the 
frozen. The next year's crop was even more inferior in quality 
and tobacco stocks in the dealers' hands became short. When 
the good quality crop of 1925 was cured and ready for sale, there· 
was a great demand for it. The management of the pool, 
realizing its opportunities and bargaining position, required all 
the buyers of the 1925 crop to take fractional amounts of the 1924 
and 1923 crops with each purchase of the 1925 crop. In this 
way the low grade tobacco was sold, owing almost entirely to the 
withholding power of the association. 

That effective selling is oftentimes jeopardized by granting 
several options to the growers is summarized by Prof. William R. 
Camp in the following manner. 

Any combination of pooling with individual consignment which per
mits growers to elect whether they individually will control the distribu
tion of their product, or leave its distribution to the specialists employed 
is lacking in the essential elements of cooperation ..•• No policy of 
gradual marketing can be realized whep. everyone is free to sell locally 
or to ship when and where he pleases. Such freedom is the essence of 
disorganization. In selecting his own time and place of sale each ~ower 
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bears his own risk. Without pooling there is no cooperation on the 'part 
of the growers to distribute the risks, and cooperation to secure a 
coordination of shipments becomes impossible." 

If cooperatives are ever to stabilize prices, pooling and centl'al
ized sales control on a large scale are absolutely essential. 

Through a pooling system the management can maintain a 
better morale of the membership. The Dairymen's Cooperative 
Association found that the payment of standard prices (as a 
result of pooling all the milk under central control) for the same 
grade of milk, although some was condensed and some made into 
cheese, butter, or sold as fluid milk, was prerequisite to successful 
operation. The advantages of such pooling practices were: (a) 
it provided a continuous market for the producer; (b) it permitted 
one price to all producers without discrimination; (c) it took 
care of the surplus; (d) it was J!. protection against failures of the 
dealers; (e) it assured the consumer at all times of a continuous 
supply of milk. 6 

3. Pooling enables the association to finance its operations 
more easily. Associations that pool usually make a partial 
payment to growers at the time of delivery of products. The 
products in the pool become the security for the loans obtained 
from banks in order to make the advance payments. The 
right of an association to pool its members' products and to pledge 
the products as security for a loan are demanded by the larger 
banks, such as the bank for cooperatives, before large loans are 
made. With access to the central money markets, it is to be 
expected that the large-scale association will obtain credit at 
lower rates than would the individual farmer were he to finance 
the marketing of his own crop over as long a time as taken by 
the pool. 

The cooperative organization does not assume the financial 
risks of price changes for commodities in a pool, as it does for 
those bought outright. To this extent the problem of financing 

• CAMP, WILLIAM R., Agricultural Pools in Relation to Regulating the 
Movement and Price of Commodities, Proceedings of the Academy of Political 
Science, vol. 11, no. 4, pp. 200-201, January, 1926. The authors recom
mend the entire article for the student's careful reading. 

I MILLER, SEWARD A., Conference on Structure of Dairy Cooperatives, 
"American Cooperation, 1925," vol. 2, pp. 116-117, The American Institute 
of Cooperation, Washington. D. C. 
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is eased-particularly for those products for which no futures 
market exists. Under a pooling arrangement in which a partial 
payment is made to the grower on delivery, the producer in fact 
bears part of the burden of financing. 

4. When a cooperative operates on a relatively large scale, it 
may be an important factor in determining the price of the 
product in the market. A number of cooperatives that pool 
their products and control a substantial portion of the entire 
output dominate the price and trade with their products either 
regularly or at certain seasons. 

DISADVANTAGES OF POOLING 

1. In some instances products of different qualities are mixed 
and settlement is made on a flat-price basis. This occurs in 
many cooperative creameries that do not grade the cream. To 
the extent that this practice is condoned by the membership, no 
feeling of injustice is felt by the producers. In many organiza
tions it is difficult to educate the membership to appreciate the 
value of grading. The importance of grading to successful 
pooling of most farm products has already been mentioned. 

If the grades are not sufficiently fine to pay the producer 
according to the market value of his particular product, his 
patronage may not be secured. His high-quality produce 
receives a lower average price, and the produce just good enough 
to be included within the grade receives a higher price in com
parison. Such a condition suggests the advisability of restrict
ing the area of the pool to include such producers as have a 
high degree of similarity in soil conditions, weather, and cultural 
skill. If this is not done, either the best producers will not join 
the cooperative or the general level of the quality of produce 
of the region may be lowered. 

2. Many grades and variety pools may easily cost more to 
operate than is gained f:.:om having them. The Burley Tobacco 
Pool, for instance, had 52 grades and a pool for each grade. It 
is reported that the Dark Tobacco Growers Association had four 
major pools with each of these subdivided into 230 grade pools. 
Some pools had less than 1,500 pounds of tobacco in them while 
others exceeded 7 million pounds. The Mid-South Cotton 
Growers Association had 210 grade and staple pools. A similar 
problem arises from having numerous short period and small 
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area pools within a large-scale association, all of which contributes 
materially to the cost of selling and accounting for the products. 

3. It happens, too, that in pooling products, short time changes 
in demand are not always taken into account. By adjusting the 
length of pool periods an attempt is made to recognize the more 
important changes in price, but there are often short time changes 
for which separate pool periods are not arranged. The prices 
received during such periods are averaged with the prices 
received during the remainder of the pool period. The seasonal 
valuation pool described on a. previous page is one method of 
adjusting payments to producers who deliver products to the 
pool at different price levels. The difficulty of determining pool 
areas with precision causes some to look upon pooling with 
dissatisfaction. 

4. In the early development· of cooperative marketing in this 
country pooling was considered to be the key to successful 
market control, price fixing, and monopoly power. The early 
tobacco pools and cotton pools considered the possibility of 
market control rather than distributive efficiency as the achieve
ment of large-scale pooling. At that time the greatest exponent 
of cooperative marketing held out to the members, in glowing 
terms, the power, the monopoly influence, and the coercive 
position which large commodity pools give the producers. This 
conception of pooling which experience has proved to be unsound 
in the long run is not being accepted by progressive cooperative 
leaders today as the greatest opportunity that pooling offers. 6 

5. Pooling causes a. delay in payments to producers. Some 
tobacco growers have had to wait for their final payment on their 
pooled tobacco for more than five years. This invariably works 
a hardship on many farmers, and materially contributes to a. 
breaki.ri.g down of the membership loyalty. In some cases 
shorter pool periods have been adopted to overcome the short
coming of waiting so long for final pool payments. 

6. Pooling may easily lead to speculative operations, which 
often are ruinous to an association. Pooling in itself is not 
synonymous with speculation, but· the abuse of management 

• Not1BBJI, E. G., "The Legal Status of Agricultural Cooperation," The 
Macmillan Company, New York, 1928. In Chap. VII, pp. 156-161, Nourse 
describes this use of the pool as "The market-adjustment or manipulative 
pool.n 
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privileges ~ay lead to speculation. The management is easily 
accused of speculating when, during a declining market, sales 
are made slowly and the average net prices do not compare so 
well with early season prices. Where orderly marketing ceaseS 
and speculation begins is about as difficult to determine as 
the exact beginning and end of any color in the spectrum. 

REACTIONS TO POOLING AT DIFFERENT PRICE LEVELS 

The attitude of growers toward pooling operations is influenced 
partly by the character of the price level during the pooling 
period. Prices may be considered as being (1) relatively stable, 
(2) increasing, or (3) decreasing. The growers depend upon the 
publication of price quotations for a knowledge of these con
ditions. For some commodities for which no regularly quoted 
market prices appear in the daily press, such as tobacco and 
cranberries, the membership would not know with much exact
ness the trend of the market, and for these the following remarks 
are less applicable. The statements do apply to such organiza
tions as wheat pools, cotton pools, butter pools. 

During a period of relatively stable prices, members would have 
little occasion to find fault with 

II) /MQrkef price the average pool price. A few 
.Q.~ ...... "'T'-~ ........ ~"o,,-...... ~~ would be somewhat perturbed 

, over the fact that the pool did not 
'.- Average pool price 

sell at higher prices i but generally 
little dissatisfaction would be 
encountered. The graph (Fig. 7) 

'----------- indicates that market prices at 
Pool Period times are below and also above 

FIG. 7. 
the average prices received by 

the pool, the assumption being that the association sells at high 
and low prices during the pooling period. 

During a period of rising prices, most members would be 
satisfied with the prices finally netted by the pool and payable 
to the members (assumption being that sales are made period
ically during the pool period). In such a period the average pool 
price is above the ea.rly season's prices, but below the highest 
prices (Fig. 8). No doubt, some would be certain that, if they 
had not pooled their products, they would have held them until 
the end of the season and would then have sold them at the 
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season's high. They do not realize that if many producers had 
done likewise, prices probably would have been higher earlier 
in the season and lower later. A minority will contend that 
the pool sold too early and should have waited until the market 
reached its peak before unloading the pooled products. There 
would be other growers, no doubt, who would remember the 
relatively low prices which ruled in 
the market early in the season and 

." 
who will go so far as to credit their ~ 
association with having elevated;t 
prices through their pooling opera- "i 
tions. That the attitude of mem- -t 
bers toward the cooperative is good ~ 
during a. period of rising market '----------
prices is evident from the fact that Pool Perjod 
the membership of many coopera- FIG. 8. 

tives increases during such years. The associations during such 
periods have few losses, their finmcial standings become 
improved, membership loyalty is manifested, and credit is 
attributed to the cooperatives (even if unwarranted) for the 
favorable price level. 

It is quite different during a period of declining prices. During 
such a. period the pool's average price will be less than the early 

Pool Period 
FIG. 9. 

season's prices (assuming sales are 
made periodically during the poo' 
period) (Fig. 9). Many producers 
are confident that they would have 

__ sold their products at the early 
part of the season when the prices 
were high and cannot understand 
why the association did not sell all 
of its products soon after the prod-
ucts were received. Others s.ccuse 
the management of speculating with 

their products. Nonmembers who fortunately sold at the 
higher prices of the season kindle the discontent of pool mem
bers by making known the higher than pool prices which were 
received. Consequently, many members find it to their advan
tage to sell as early as possible in preference to pooling their 
products. This is a. trying period for the pool. The fateful 
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experiences of a number of pools during the depression period of 
1930-1933 attest the general reactions of members at such times. 
Numerous wheat pools were discontinued for this reason shortly 
after 1928.' 

POOLING AND THE PRICE LEVEL 

What effect does pooling have upon the general level of prices 
for particular commodities? There are those who believe that a 
cooperative which pools is in a position to fix prices. It is also 
stated that if pools are sufficiently large, they will be in a position 
to eliminate the operations of exchanges for staple commodities, 
to sell directly to millers, processors, packers, and exporters, 
and to obtain better prices for their members than if such prices 
were established on the exchanges. 

It must not be forgotten that prices are established funda
mentally on the basis of the interaction of the forces of supply and 
demand. These forces determine the price level at which 
products will move into consumption during the usual marketing 
period. A cooperative may influence buyers to bid more for 
well-graded, packaged, uniform, and branded products that are 
placed with care on the market as to quantity and quality and as 
to the time. This is no greater opportunity, however, than is 
open to all food distributors. In this respect the demand is 
influenced. Respecting the supply, it will be seen that pooling 
arrangements in no way place restrictions upon the kind or 
amount of commodity produced, except that they do at times 
influence the quality or variety of the product (largely through 

, FETROW, WARD W., Cooperative Marketing of Agricultural Products, 
Farm Credit Administration, Cooperative Division, Bu!. 3, p. 49, 1936. 
"Several factors may be said to have contributed to the discontinuance of 
the wheat pools. One of these was the difficulty of satisfying the member 
with respect to the price received for his grain. A large proportion of the 
grain moves out of the hands of producers a few months after harvest. 
On an advancing market the grower takes a lower price when he sells imme
diately than if his grain were held for him by the marketing organiza.tion, 
providing storage charges; interest and other expenses do not amount to or 
exceed the difference. On a declining market, it is to the advantage of the 
producer to sell as quickly as possible. Declines in grain prices after 1928 
were a decided handicap to the pool movement. Prices continued to 
decline and freedom of the producer to select the time for selling his crop 
pressed for recognition rather than the idea of orderly marketing of the 
grain" 
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the practice of paying for products on a graded basis). The same 
freedom respecting production exists after the pool is operating 
as it did before. Consequently, with regard to the total supply 
and its subsequent effect upon prices, the cooperative that pools 
exerts as little control as any large food distributor. Therefore, 
it is highly improbable that a cooperative using a pooling system 
should be in a position to elevate the price level for a long period. 
In this respect manufacturers' pools differ from farmers' pools for 
they can control production more easily and thus affect the level 
of pnces. Farmers' pools that control the available supply may 
do so for only a short period, such as one marketing season or 
perhaps a few years. But enlarged crops, greater imports, and 
the increased use of substitutes will curb such influence quickly. 

It is questionable whether wholesale prices of staple agricultural 
products could be elevated above those which would exist as a 
result of exchange (produce exchange) operations if large pooling 
operations are followed. Farm prices may be. Whether the 
estimate of the manager of a pool as to what is the" proper" price 
at which to sell is better than that of hundreds of speculators in 
numerous commodity exchanges is questionable. In the absence 
of specific comparisons, it is difficult to state which would result 
in higher prices. For nonstaple agricultural products for 
which no regular exchanges exist, there is greater opportunity for 
a large pool with efficient centralized control to favorably affect 
market prices and to return to farmers better prices than they 
would receive in the absence of a pool. 8 Successful cooperative 
selling of certain fruits has virtually taken these fruits out of the 
class of specialties and has placed them in the class of staples. 

POOLS FOR PURCHASING SUPPLmS 

In addition to the use of pooling methods for the purpose of 
selling farm produce, similar methods may be used for purchasing 
farm and household supplies. The "feed pool" conducted by 
farmers in the eastern states and the extensive pool operated by 
the Cooperative Grange League Federation Exchange (G.L.F.) 
of Ithaca, New York, are illustrations of the kind suggested . 

• In some markets where the cooperative handles a large share of the 
surplus, as in some milk markets, for instance, the cooperative pool may 
actually pay less to its members than companies, which do not have to 
handle lurpluaes, pay to their patrons. 
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Under *e "pool" arrangement many farmers agree to buy their 
feeds through their cooperative organizations, for ninety days or six 
months ahead on a monthly quota basis at a fixed price. Mills are thus 
enabled to gauge and cover their market requirements by "futures" 
contracts, and the farmer is relieved from price uncertainties. Being 
aBSill'ed of a market for several months ahead, feed mills can afiord to 
operate on a closer margin than formerly, and the farmer secures his 
feed more cheaply than if he bought individually.9 

For many years local societies of general farm organizations 
have pooled the orders of their members for farm supplies and 
have effected appreciable savings thereby. The savings result 
from the wholesale price quotations obtained in place of the usual 
retail prices paid by farmers and from the low expenses involved 
in such pooling arrangements. 

Since 1925, and more especially since 1930, pools for the pur
pose of purchasing feeders in the western range country for mid
west cattle- and sheepmen have been in operation. Each year, 
thousands of cattle and sheep are shipped direct from the West to 
corn-belt feed lots on the basis of orders that have been pooled by 
the cooperative livestock marketing associations. 

COMPULSORY POOLING 

Legislation providing for compulsory cooperation, which 
includes pooling, has existed in Queensland, Australia, since 1923. 
In Ireland, every dairy farmer is compelled to become a share
holder in the cooperative creamery to which he ships his cream. 
In New South Wales and in Canada, agitation for compulsory 
pooling was rife in 1928, and since 1927, all dried fruits are 
marketed through compulsory pools in Western Australia. In 
South Mrica legislation provides for compulsory cooperative 
marketing when 75 per cent of the growers favor the same. Such 
compulsory action imposed upon the minority is the antithesis 
of cooperation, and, in fact, calling it cooperation is a misnomer. 

Questions 

1. By what tests would you judge the successful pooling of farm products? 
2. Why is it important to have pools of varying lengths of time? 
3. What factors must be taken into consideration in determining the area 

which a pool should cover? 

8 HANEMANN, ANDREW H., Cooperative Buying and Selling among 
1i'armers. Pa. Dept. Agr. Bul., vol. 9, no. 11, p. 19, 1926. 
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&. In what respects did the early railroad and industrial pools differ 
from the agricultural marketing pools of today? 

&. Why were the wheat pools of the United States discontinued? 
6. Explain what is meant by the statement that the "pool is a type of 

collective insurance at cost." 
T. Have city consumers economic justification for fearing cooperative 

marketing pools? 
8. Would you favor legislation requiring all producers of a commodity, 

e.g., wheat, wool, tobacco, or cotton, to market their produce through a pool 
conducted by a cooperative aBBOciation? Give your reasons. 

9. What shorlcomings can you point out in the methods of conducting 
agricultural pools which have undermined their importance in some 
instances? Cite cases within your own experience. 

10. Is pooling the aine qua 111m of BUcceBBful cooperative marketing? 



XVIII 

Sales Policies 

Tlw rise of the middleman is spontaneous wherever consumers and 
producers are willing to remunerate him for performing specialized 
marketing services which they do not choose to do themselves. In 
many countries, particularly in the more primitive rural areas 0/ 
the world, the market place is as much a 8Qcial center as it i8 a place 
to barter. Likewi8e, American agricuUural markets in earlier 
times were Bimple in 8tructure and almo8t primitive in methods 
of operation. 

In the early stage8 of commercialization, the middleman generaUy 
found himself in an advantageou8 position to appropriate the «;On

junctural gains and take a large 8hare of the profits resuUing from 
the improvement8 made in the technique 0/ distnouting agricuUural 
products. A8 a clas8, they zealously guarded their position from 
encroachment8 by other type8 of marketing agencies which jeopardized 
their profit margins. Their efforts to maintain a 8tatus quo has 
been a retarding influence in the development of a more effective 
di8tribution 8ystem. 

The cooperative aS80ciation8 that were formed in the last quarter 
of the nineteenth and the fir8t few years of the twentieth centurie8 
were too localized to have influence in the central price-making 
markets. They provided the means, however, for producers or 
consumers to work out a superior technique in handling and prepar
ing product8 for market as weU as in perfecting a 8ales program. 
Since 1921, local associations have rapidly consolidated their posi
tion by forming central organizations, and the integration in agricuTr 
turaZ marketing agencie8 has been extended both horizontaUy and 
oertically. 



CHAPTER XVIII 

SALES POLICIES 

One who is accustomed to living in an industrial and commercial 
center today is amazed at the simplicity of early exchanges 
negotiated at pioneer crossroads and is impressed by the fact 
that our present complex commercial system has grown out of the 
barter transactions of tl)e past. The growth of commerce and 
the effects of trade upon our civilization are a theme dramatized 
in the numerous pageants presented at centennial anniversaries. 

It is commonly assumed by laymen that it takes only two 
persons, buyer and seller, to consummate a bargaining transac
tion. The simplest transaction involyes no less than four persons, 
buyer and seller, as well as potential buyer and potential seller. 
The fifth figure, the court, remains in the background, ready to 
arbitrate any disputes that arise from the intercourse. The 
bargaining transaction is defined as a voluntary agreement 
between two persons of equal legal rights to traMfer title of 
ownership in economic goods or services from one to the other. 

Surpluses are produced in the ordinary routine of a self-sufficing 
economy because of frugality on the part of the husbandman, 
favorable growing seasons, chance selection of crops and seeds, 
and, in some regions, because of precautions that are taken 
against the possibilities of starvation resulting from crop failures. 
In earlier days, when surpluses exceeded anticipated needs, the 
producers within a community began to exchange goods in kind. 
Thus, the man with too much corn arranged a trade with the 
individual who had more wool than he needed. This type of 
transfer is called "barter." 

The barter transaction is characterized by a simultaneous 
transfer of physical goods and legal title to the goods from one 
person to another. The aphorism, "Possession is nine points of 
the law," has its origin in the fact that physical possession was 
regarded as the best evidence of legal title. During centuries of 
primitive trade, the necessity of possessing and displaying physi • 

• 75 
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cal goods a.t the place and time of the sale or exchange restricted 
an individual and hampered him in arranging transfers in owner
ship. While individuals were thus shackled, commerce lan-
guished within narrow confines. . 

The invention of a medium of exchange enormously facilitated 
trade. The use of gold, silver, and other precious metals uni
versally accepted as superior in portability, stability of value, 
durability, malleability, divisibility, and cognizability, and the 
use of simpler forms of exchange media ranging from amber beads 
to zinc disks, created an opportunity for a middleman to negotiate 
between individuals trading articles not needed by them for others 
which they wished to possess. By the use of a medium of 
exchange, the barter transaction was divided into two component 
parts. The middleman's function made it both feasible and 
possible to transfer titles independent of one another, with respect 
to both time and place. After this step was taken, it was not 
long before man realized that transactions tend to cancel one 
another, thus permitting much greater economy in the use of 8. 

medium of exchange. Instead of incurring the risk involved in 
carrying and transferring large sums of money after each transac
tion, traders substituted records of the credits and debits. These 
were balanced daily, weekly, or monthly, and the difference 
between income and output was transferred from the debtors to 
those having credit balances in their favor. This system of trade 
required confidence in the credit rating and integrity of those 
receiving goods or extensions of credit. It was necessary, there
fore, to introduce an element of safety for the rights of the indi
vidual who was willing to divorce himself from physical goods or 
money and to deal exclusively in titles to goods. Such safety 
was provided by trade guilds and commercial organizations which 
established their own code of rules and regulations. The State, 
through its power to maintain law and order, helped to adjudicate 
disputes in its courts. 

The local buyer system for the assembling of farm products 
is prevalent in farming districts throughout the world. The 
individual enterpriser who buys products from the agriculturists, 
either for himself or others, is inclined generally to grasp what
ever advantages he can in the bargaining transaction in order 
to offset losses and compensate himself for his time and effort. 
The farther back the trader journeys into the hinterland, espe-
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dally into the undeveloped regions where commercial methods 
are novel, the more imperfect the market becomes. The sellers 
lack the necessary information and alternative market oppor
tunities to develop a keen appreciation of market values. Wide 
variations in price prevail wherever there is a dearth of market 
information. As soon as the producers in a given area realize 
that they may improve their economic status by giving closer 
attention to methods in trade, as well as to adjustments to 
market requirements, they begin making progress towards a 
more perfect. market, a market in which transfers are arranged 
with the maximum degree of efficiency. 

A PERFECT MARKET 

A perfect market i8 one which i8 open to aU who wi8h to trade. 
It is an institution in which the buyer8 and the 8eller8 at any instant 
enjoy eq:ual bargaining power as· weU as complete freedom in 
tran8ferring title8 to owner8hip. The Marshallian type of perfect 
market is limited to an area in which uniform prices prevail and 
in which allowance is made for small variations in transportation 
costs.! 

The economic status of bargaining groups may vary greatly 
within large metropolitan markets like London, New York, Berlin 
and Chicago. Even within a few city blocks farm products of 
identical quality may sell at the same time at different prices. 
Price spreads may be the result of chance meetings of buyers 
and sellers and are neither necessarily consistent in amount nor 
characteristic of particular places. Likewise, trade in wheat or 
cotton futures of the same grade on the same exchange may vary 
appreciably in price within a few minutes, and these prices will 
have no semblance of uniformity in successive transactions. 

As one might expect, gross inequalities in bargaining power 
exist between the nomadic Tibetans living on the steppes of 
Asia. and the traveling merchants from Turkey, China, or 
Russia. However, similar inequalities are to be found between 

1. MARSHALL, ALFRED, "Principles of Economics," 8th ed., p. 325, Mac
inillan & Company, Ltd., London, 1925: "Thus the more nearly perfect a 
market is, the stronger is the tendency for the SllJIle price to be paid for 
the same thing at the ssme time in all parts of the market; but, of course, 
if the market is large, allowance must be made for the expense of deliver
ing the goods to difierent purchasers, each of whom must be supposed to 
pay in addition to the market price a special charge on account of delivery." 
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Iowa farmers and certain local hog buyers. It is as possible 
to justify a dollar per hundredweight difference in simultaneous 
transactions for the same grade of cattle at the same place in 
pastoral Tibet, as it is to justify a difference of a dime per 
hundredweight in an agrarian American state. 

Inequalities occur in markets not only because of the lack 
of information but also because of the jealous guarding by a 
select group of persons of the rights to trade under the guise of 
established customs or rules such as those formerly imposed 
by commodity exchanges. (Chapter XI, pages 285 and 286, 
describes some of the difficulties producer associations encount
ered in gaining recognition in the great markets of the world.) 
Other restrictions against either the transfer of title to goods 
or the physical delivery of goods often limit the freedom of a 
market and affect transactions wifavorably. Large numbers of 
producers and consumers here and abroad have shown a prefer
ence for a type of corporate control which enables them to 
direct purchases in their own interest. These enterprises began 
as small local associations but after attempting to organize sales 
cooperatives, many producers learned that the problems of 
selling were much more involved than had been apparent during 
the middleman's performance of the function. 

SALES BY LOCAL ASSOCIATIONS 

Local associations usually follow the path of least resistance 
in their sales policy. They sell to any individual or agency, with 
the exception of private competitors in the local market, and at 
any place or time that an acceptable agreement as to price and 
terms of settlement can be made. The usual market outlets for 
local sales are: 

1. To consumers direct-private individuals and institutions 
2. To local assemblers-livestock buyers, grain dealers, and 

truckers 
3. To local manufacturers-processors of meats, milk, and 

fruits 
Local associations affiliated with central sales associations sell 

their products through the latter. 
Unaffiliated local associations which receive a volume of 

products in excess of home requirements generally sell the surplus 
through terminal sales outlets, such as: 
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1. To middlemen in central markets--wholesalers, brokers, 
jobbers, and commission men 

2. To auCtion companies 
3. To large buyers direct-manufacturers, public institutions, 

and retail organizations 
Mter a period of time the various markets are roughly classified 

according to such characteristics as: expenses incurred in making 
sales, special commodity preferences, difficulties in making 
collections, risks of rejections, inconveniences in settling claims 
and making credit adjustments. The various sales agencies are 
likewise evaluated for their effectiveness in making favorable 
returns and in rendering marketing services. 

The organized apple growers, for example, may choose one or 
more of the several market outlets to bring their crop to the 
consumers. They may sell carload lots of apples, which are 
packed in boxes, barrels, or baskets, to a wholesale dealer in a 
major market, who in turn sells to jobbers or retail organiza
tions. The association could in this case eliminate one step by 
slCllling directly to the jobber. A large volume of apples is sold 
through a receiver who represents the shipper in the fruit auc
tions. Auction Drganizations selling apples are found in thirteen 
different city markets of the United States. In some of the 
largest cities from fifty to ninety per cent of the sales are made 
through them. The receiver's usual charge is 5 per cent of 
sales, 2 per cent of which he pays to the auction company. Since 
the motor truckers have recently become important factors, new 
outlets have been opened in such markets as Boston and Phila
delphia, where truck sales may exceed 40 per cent of the total 
receipts. Brokers are often active agents in bringing buyers and 
sellers together for a fee of $20 to $30 per car. The local associa
tions in some instances sell directly to chain stores and inde
pendent retail outlets, including both roadside stands and large 
conaumers. Local associations may make sales through their 
own central sales companies. Finally, sales can always be 
arranged on a consignment basis to a commission house. The 
potential market for most commodities is so great in contrast 
to the portion which can be supplied by a small local association, 
that the seller becomes confused in a maze of market data and 
II.dministrative detail. 
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Extensive sales are more subject to conjunctural gains than 
intensive sales because of the inaccuracies in collecting market 
information, and because of such unpredictable natural causes 
as floods, sleet storms, and fires which result in shortages of 
supplies and high prices to the buyers. The conjunctural gains, 
however, may be offset by unforeseen losses. It is not an 
uncommon occurrence for prices to fall to to 25 per cent in fruit 
and vegetable markets because of heavy shipments from growing 
areas and the concentration of such supplies in a few markets. 

Sales costs are generally much higher where a policy of exten
sive distribution is adopted. When the sales effort is confined to 
an irregular group of buyers in an extensive market area, com
petitive resistance must be overcome; moreover, transportation 
costs are higher, and repeat orders may be much less frequent. 
Local associations have a tendency to gravitate toward a small 
comer of a large market area where business relations can be 
maintained more satisfactorily. 

In determining a policy, certain economic conditions must be 
taken into consideration as well as whether or not the association 
has certain natural advantages within the specified demand 
area. What will be the nature and the severity of competition 
that is certain to. be encountered? Will any changes be required 
in methods of handling, grading, packaging, and delivering the 
product in order to satisfy customers? Such questions must 
receive consideration in the formulation of a sales policy. 

Mter determining the characteristics of a market and the 
ability of the organization to supply products of a certain 
quality within a particular period of time, the manager and 
directorate can then select the agencies to assist the local associa
tion in the sale of its products and in the development of poten
tially advantageous markets. 

The bargaining leverage which producers are able to exert through 
their local associations tends to decrease as the distance to delivery 
point becomes greater and as the size oj the market increases. While 
this rule may not apply in all cases, it does, however, in most 
markets, because the control of supply is difficult and the costs 
of administering marketing functions tend to increase in propor
tion to the distance to consuming centers. Equality in bar
gaining power is approached by concentrating a larger part of 
the supply under the control of one sales organization. The use 
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of modem scientific methods in merchandising will also avert 
selling commodities on buyers' terms. This point of view is 
expressed in an annual report of one of the well-known fruit 
exchanges of the country: 

In order to get the full value of any crop it must be distributed with 
due regard to general marketing conditions, in proper proportions and at 
suitable times, to the various consuming sections. This is a problem 
which cannot be solved successfully by individuals or agencies acting 
independently. Only by that unified control of distribution which 
cooperation makes possible can we avoid waste and achieve success.1 

Furthermore, the degree of control recommended by the 
president of this seasoned cooperative organization cannot be 
easily accomplished by an inexperienced group of federated local 
associa~ons. It would be useless to talk about reform in market 
practices and the substitution of order for chaos in directing 
the flow of commodities to the millions of consumers of the 
country without first obtaining the intelligence necessary for 
such a sales program. 

Producers sensed the fact that the possibilities of local organiza
tion were limited primarily to efficiencies in assembling, grading, 
processing, and performing other similar marketing services. 
They have always believed that the golden opportunities for 
organized agriculture rest in active participation in the function 
of determining prices in the central markets. One of the most 
exciting chapters in the history of sales associations in North 
America is the account of their bitter struggle against entrenched 
interests in the central markets. In such agrarian regions as the 
wheat producing provinces of Canada and the dairy and . live
stock states of the Middle West, the attack against boards and 
exchanges where prices are made had been along a broad front. 
The reforms which were induced by indirect means, such as 
commissions of inquiry, legislative hearings, discretionary orders, 
mandatory laws, and governmental regulations, did not suffice. 
They petitioned the market barons for seats on the boards where 
they might see how prices are made as well as participate in the 
function which so vitally affects their welfare. They sought to 

I BRIGGS, G. R., Annual Reprm Crop 860800, 1928, American Cranberr1 
Exchange, New York. 
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reform ml,U'ket institutions from within as well as from without .• 
Those who served agriculture in this cause did so with an ardent 
zeal and an earnest devotion to the principle, that no individual or 
group in society has any rights which supersede those of the producers 
in naming the price of agricultural products. Naming the price, 
however, is not tantamount to fixing it. In all fairness to the 
practical-minded farmers of the country, it can be said that only 
a minority (a very few) expected to realize miraculous results 
from a seat owned in some central market. Nevertheless, the 
majority saw no harm in maintaining someone on the exchanges; 
in fact, most of them heartily approved of the idea. They 
accepted the principle of prior rights with scarcely a dissenting 
vote. 

The mere presence of the farmers' representatives on grain 
exchanges, livestock terminals, and dairy boards is doubtless 
of more significance than the influence exerted by the volume of 
sales or the number of transactions completed. It is not implied 
in this statement that association memberships on exchanges had 
a beneficial psychological effect on other traders. Neither is it 
intimated that producers' suggestions for changes in the corporate 
organization and management of these markets, excepting the 
rule prohibiting rebates of commissions in the form of dividends, 
were forced upon an unwilling trading fraternity. 

Organized agriculture did not fully anticipate the wealth of 
information that could be released in an uninterrupted flow to 
farmer members throughout producing areas by virtue of the 
association's position on the exchanges. The forces which make 
for price determination are focused at a limited number of pri
mary markets such as Winnipeg, Liverpool, Chicago, .New 
Orleans, and New York. Wide public interest in buying and 
selling is made possible by an efficient system of disseminating 
information. Many large corporate groups, however, may 
regard such general information as an inadequate and unsatis
factory basis for making purchases and sales. Veteran profes
sional traders would be reluctant to make commitments on such 
meager information. Therefore, these corporations and indi-

• For an excellent account of the dramatic struggle of Canadian wheat 
farmers for recognition and II. place on the Winnipeg Grain Exchange see 
Harald S. Pd.tton, "Grain Growers' Cooperation in Western Canada," 
pp. 43-44 and Chap. V, Harvard University Press, Cambridge, 1928. 
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viduals provide for supplementary sources of market statistics 
and additional assistance in interpreting all available data. A 
thorough knowledge of the conditions of supply and demand 
makes advantageous buying and selling possible and prevents 
"rigging the market." 

PRICE DETERMINING MARKETS REQUIRE A mGH DEGREE OF 
ORGANIZATION 

The less organized and the more diffused a market system is, the 
more imperative it becomes for sellers and buyers to rely on their 
own resources in gathering facts from which to form judgments 
on the relationship between supply and demand. Agricultural 
producers regard the wholesaler's position as the nerve center of 
either a discrete or integrated series of marketing agencies. It 
constitutes the narrow pass at which commodities from farming 
areas converge and from which they are distributed to consumers. 
Since the World War, agriculture has suffered a depression, and 
producers everywhere have felt the need for organization to 
influence prices and maintain equality in bargaining power. 
Encouraged by favorable legislation and numerous agencies 
created for the purpose of fostering and developing integration in 
cooperative sales, large numbers of independent local associa
tions have been combined in district, regional, and' national 
organizations. 

The general sales policies adopted by some of the large-scale 
cooperatives are briefly described to illustrate the heterogeneity in 
methods of approach in consummating transactions for some farm 
commodities. Each method may be the most effective one 
known for favorably influencing prices in the particular type of 
market organization evolved for marketing certain products. 

SALES POLICmS OF LARGE-SCALE ASSOCIATIONS 

Sales policies adopted by cooperative associations are so 
variable that they defy a rigid classification. Nevertheless, it 
is desirable to· divide them into separate categories for con
venience in comparison. One way of contrll8ting the various 
methods is illustrated in the following outline: 

1. Cooperative selling through the existing middleman 
system 
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2. Cooperative selling through the existing middleman system 
with supplementary services provided by the associations 

3. Cooperative selling through facilities that are integrated, 
owned, and controlled by the associations 

(A discussion of this classification follows the description of 
the sales policies and procedures of various commodity sales 
associations.) 

Cheese. Wisconsin cheese is ordinarily sold directly by the 
factories and delivered to local buyers on quotations established 
by the two cheese boards at Plymouth, WIS. The quotations 
of these boards are accepted as the going market price in all parts 
of the United States. 

The Cheddar cheese producers of Tillamook County, Oregon, 
have for some years attracted the attention of dairymen in other 
states, particularly that of the Wisconsin cheese producers, 
because of their achievements in production and merchandising 
of cheese. Previous to the year 1919, the dairymen of Tillamook 
relied upon competitive cheese buyers and ordinary market 
~)Utlets. During this period of time, Tillamook cheese did not 
gain prominence in the markets nor was there anything to dis
tinguish it from other ordinary Cheddar cheese shipped into the 
markets. Consequently, the prices which were paid at the 
factories in Tillamook were no higher than those received by 
factories in other cheese producing areas. In Fig. 10 a compari
son of prices for all styles of Tillamook cheese, as well as the 
Wisconsin Cheese Exchange quotations for Twins, is shown for 
the years 191(}-1936. Mter the organization of the Tillamook 
County Creamery Association and the selection of capable 
management for this organization, there was an immediate 
improvement in sales prices. This association has had noticeably 
high receipts throughout the years from 1919 to 1936. From 
1921 through 1935, the Tillamook association has consistently 
maintained an advantage of approximately four cents per pound 
over prices quoted on the Wisconsin Cheese Exchange. The 
differences between the weighted average annual prices of Tilla
mook and those of the Wisconsin Cheese Exchange range from 
1.89 to 5.93 cents per pound. A partial explanation of Tilla
mook's success in merchandising cheese may be attributed to the 
fact that the Tillamook farmers have developed a merchandising 
program. Moreover, they have made considerable progress in 
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improving, production methods by reducing the number of fac
tories from 43 to 17, by hiring more efficient cheese makers, by 
initiating a factory and farm field service, and by encouraging 
better plant management. 

The quality of the commodity makes it possible to advertise 
the association's brand in the principal Pacific Coast markets and 
to urge customers to look lor and insist upon getting the famous 
cheese identifiable by the mark, "Tillamook on the Rind." 
Tillamook farmers have profited greatly by their enterprising 
methods and have received $4,550,000 in excess of Wisconsin 
Cheese Exchange quotations for the 109 million pounds of cheese 
produced in the 15 years from 1921 through 1935. This total 
difference in returns divided by the number of dairymen in 
Tillamook County, would amount to a considerable sum for each 
producer. . 

Freight costs from Tillamook, Ore., to Pacific Coast markets 
are no greater, on the average, than freight costs on Wisconsin 
cheese to its principal markets in the eastern and southern states. 
Assuming, however, that the Pacific Coast has special advan
tages as a market because of its location and that the average 
differential cost is 2 cents per pound for transportation by 
freight, Tillamook producers still realized $2,360,000 more than 
other dairymen for the 109 million pounds cheese produced. 

The Tillamook Association sells cheese to all jobbers who have 
a favorable credit rating and no exclusive sales contracts are 
given. The difference in price which Tillamook has been able 
to maintain as compared with that of WISCOnsin might be because 
of the fact that since Tillamook became an aggressive factor in the 
market, it scarcely pays the Eastern bulk cheese firms to maintain 
a sales organization in anyone of the 'Pacific Coast cities. 

Tobacco. The Maryland Tobacco Growers Association sells 
approximately 50 per cent of the tobacco grown in that state. 
The growers pack the tobacco in hogsheads and ship it to Balti
more, where samples are taken by a government grader and 
sealed bids are submitted t~ the association by buyers represent
ing foreign and domestic manufacturers. The association reviews 
all bids submitted at the end of the day and announces to the 
highest bidders the sales, subject to the growers' approval and 
acceptance. The growers are provided with information that 
can influence their acceptance or rejection of bids on specific 
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consignments of tobacco. This is one of the few cooperative 
marketing associations in the United States that does not 
assemble, grade, pack, sort, or pool its members' products. It is 
exclusively &. sales organization whose function it is to effect &. 
price agreement between buyers and sellers. 

WooL Since 1920 the wool growers in 20 different states have 
formed 26 associations for assembling, grading, and storing their 
product. The sales are centralized in one agency, the National 
Wool Marketing Corporation, which maintains &. scles office and 
&. sample floor &.t Boston. (For &. more complete description of 
the national organization see page 232 of Chap. IX.) The 
National Corporation makes direct contact with the mill buyers, 
&. large percentage of whom represent woolen and worsted 
manufacturers and top makers whose factories are located In 
the Eastern States. This method of selling wool eliminates the 
competition between growers' local associations and has the 
advantage of concentrating a large volume of supplies represent
ing all grades of the product which makes it possible to fill orders 
of all types. 

The association attempts to sell the wool on hand throughout 
the year as it is demanded, but sales are less active in peri
ods when the management considers market prices unsatis
factory. The capital reserves of the corporation are adequate 
to permit liberal advances to growers and to prevent distress 
selling. 

The corporation is in a position to market wool throughout 
the normal marketing period. It attempts to avoid disposing 
of the wool at prices which are not in accordance with general 
economic conditions and the world demand for wool.How
ever, there is no single factor in the marketing of raw wool which 
is sufficiently strong to establish the value over a period of time. 
Definite services are rendered to wool producers in the United 
States, whether they consign their wool to the corporation or 
not. The corporation controls the sales through its Boston 
office which has the largest single concentration of wool in this 
country. This c~>ntrol supported by a strong financial structure 
has a tendency to eliminate many of the peaks and depressions 
which would otherwise occur in day to day market transactions. 
The activities of the marketing corporation throughout the 
wool-growing sections of the country have helped to briDIJ about 
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a. greater ~ormity in the prices paid to growers in the West 
and the current market values in Boston. 

Potatoes. The Colorado potato growers in 1923 formed a. 
sales organization composed of twenty-two local associations 
located in five different districts of the state. They established 
the policy of making all sales f.o.b. shipping point. This applies 
in all cases except when it is necessary to clear the warehouses 
and tracks of supplies delivered by growers who are unwilling to 
follow the suggestions of the exchange or local managers in with
holding supplies. Cars coming to the market are routed by a 
traffic manager through points where the greatest number of 
buyers may inspect them on stopover order. Only a few cars 
reach the central markets before being sold. When the market 
is dull, shipments may be directed to markets unsold. The 
association then informs its representative commission firm. on 
that market of the consignment. When sales are made, a full 
remittance must be sent to the central office of the association at 
Denver. Once a month the central office remits to its representa.
tives at the various markets the commissions earned. The 
usual commission charge ranges from $12 to $18 per carload. 
The Colorado Potato Growers' Exchange has perfected an 
accurate and detailed card index system giving a full description 
of each carload, i.e., the grade, size, range, variety, brand, kind 
of pack, point of origin, date of shipment, number of car, number 
and points of diversions and stopovers, date of sales, price, name 
of buyer, freight and commission charges, and other necessary 
information required to make intelligent sales and to ascertain 
the best methods of packing, shipping, routing, and selling 
potatoes. This association is one of the few organized in the 
United States that has for any length of time successfully 
marketed potatoes. 

Livestock. In 1934 there were 44 large-scale livestock sales 
associations, practically all of which sold livestock on a. commis
sion basis for the consignors. Sales in nearly all cases are made 
by the commission firm in the market where the firm is located, 
i.e., at East St. Louis, Kansas City, Chicago, Fort Worth, or some 
other leading public market. In only exceptional cases is live
stock reconsigned to a second market where prices may actually 
net the shipper more than in the market of the commission firm 
first receiving the shipment. Each firm is naturally interested 
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in securing for itself the commission for selling the livestock, 
although, theoretically, it should be interested primarily in 
obtaining for the farmers the highest net returns. It is evident 
that the cooperative livestock commission firms can do very 
little about marketing livestock in an orderly manner, since they 
do not have the control of the livestock in the feed lots. Each 
farmer seIls when he wishes and sales must be made whenever 
the consignments are received, since there can be no storing of 
live animals for advantageous market bulges, as can be done 
with many pooled farm products. The timing of shipments to 
markets can be influenced only through market information. 

With the development of interior packers, concentration yards, 
and direct buying by packers located at public markets, the 
need for cooperative selling agencies to direct livestock shipments 
(chiefly hogs) from rural points to anyone of a half dozen 
potential markets has become especially apparent since 1925. 
To meet this need, a number of regional livestock sales agencies 
have been organized. Thus, the Illinois Livestock Marketing 
Association maintains a central sales office at Decatur, Ill. and 
seIls hogs for seven cooperative concentration yards located in 
different parts of the state. The Pacific States Livestock Market
ing Association with offices in San Francisco seIls cattle direct 
to packer buyers or feeders for about 700 ranchmen of the far 
west. 

Selling livestock on an auction basis, particularly at country 
points, has within recent years become a common practice in many 
states. The California Farm Bureau Marketing Association, 
organized on a large scale, has sold hogs on a weekly auction 
basis at several points in the San Joaquin Valley since 1918. 
It is interesting to note that one cooperative livestock sales 
association now seIls hogs on a dressing percentage basis to· 
eastern packers. Although the purchase of hogs on a dressing 
percentage and quality-of-carcass basis is common practice for 
Danish cooperative bacon plants, it is still on: an experimental 
basis in the United States. 

It is difficult to analyze the comparative effectiveness with 
which commission firms sell livestock. There are so many 
variable factors that comparisons soon lose all value. However, 
one study made of a cooperative commission company concluded 
with this remark, 
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As a result of the analysis of the proportions of the total daily sales of 
cattle, calves 'and hogs, the conclusion seemed justified that the sales 
organization was competent to meet the demands occasioned by large 
volumes of business.' 

Of • • • 35,833 hogs, sale prices for 96.1 per cent fell within the range 
of daily prices for medium-weight hogs of varying grades reported at the 
National Stockyards market by the market news service of the Bureau 
of Agricultural Economics of the United States Department of Agri
culture. Two aild six-tenths per cent of the number were above the 
upper limit of the price range and 1.3 per cent were below the lower 
limit of the price range. & 

Grain. Regular shipments of grain to market have been dis
turbed in recent years by short grain crops. The result hSB been 
erratic price relationships between CSBh and futures markets 
making it necessary for a sales SBsociation to adopt a policy 
flexible enough to make the necessary adjustment. The Farmers 
National Grain Corporation endeavors to grSBp opportunities 
in the market that may prove advantageous to its members. 
Therefore, it maintains agents at the export markets to consum
mate sales when the price or the exchange rate is favorable. 

The cooperative sells a large percentage of its receipts direct 
to milling concerns. The volume it handles makes it necessary 
for the SBsociation to provide terminal and subterminal storage 
for approximately 33 millions of bushels. 

Most local cooperative groups are not under contract to sell 
through the national corporation. The sales facilities and 
services of the national corporation, however, provide it with a 
very large volume of trade. The locals are kept informed of 
market conditions by branch offices of the Farmers National, and, 
since they are autonomous, they sell whenever they feel it is to 
their advantage. aome local associations buy grain for the 
corporation at the corporation bid. The bid price is based on the 
market price at the time of the transaction. The grain when 
purchSBed becomes the property of Farmers National. The 
handling margin of the local depends on the price it pays the 
farmers or elevators under the corporation's bid price. 

, GARDNER, KELSEY B., A Business Analysis of the Producers Live Stock 
Commission Association of National Stock Yards, Dlinois, U. S. Dept. Agr. 
Cire. 86, p. 28, November, 1929. 

• Ibid., p. 25. 
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Cranberries. Not many cooperative sales associations have 
succeeded in coordinating marketing services to the nice degree 
of perfection that has been attained by the American Cranberry 
Exchange of New York City. This organization controls sales 
for approximately 65 per cent of the cranberry crop grown in 
Massachusetts, New Jersey, and Wisconsin. Prior to the holiday 
season, it makes careful inquiry into the extent of production, 
consumer purchasing power, quality of berries, and volume in the 
hands of independent sellers. Likewise it inquires into the 
size of the turkey crop, in order to better estimate an acceptable 
opening price to the trade. In years when there were large 
crops, the organized cranberry growers have been unusually suc
cessful in extending the normal marketing period for this fruit 
at sustained prices through judicious advertising. The exchange 
has maintained favorable relations with the trade, and it has an 
enviable reputation in standardizing grades and packs. It 
has also made possible the effective timing of the shipments of the 
numerous varieties. Late Howes are not permitted to compete 
with the Early Blacks within the same markets and at the same 
stores. 

Eggs. In 1923 four western coast cooperative poultry associa.
tions formed a central organization called the Pacific Egg Pro
ducers Cooperative, Inc., to consolidate and direct sales activities 
east of the Rocky Mountains and in foreign countries. 6 It sells 
to wholesalers, jobbers, independent retailers, and chain-store 
companies. When the organization was first formed a large 
percentage of sales was made through an egg auction maintained 
by the Pacific producers in New York. After their trade brands 
had become known, sales were made directly to buyers who 
bought on a large scale. About 50 per cent of the shipments are 
purchased by chain-store organizations. Very few f.o.b. sales 
are made; the organization assumes the risks of selling on a 

• The four cooperatives that formed the Pacific Egg Producers Coopera-
tive, Inc., were: 

1. Poultry Producers of Central California 
2. Washington Egg and Poultry Association 
3. Poultry Producers of San Diego 
4. Poultry Producers of Southem California 
More recently the Pacific Cooperative Poultry Producers at Portland, 

Ore. has joined the Pacific Egg Producers Cooperative, Inc., and markets 
its eastern shipments through this organization. 
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delivered prj.ce, basing them on the market price of the day of 
arrival. From November to February some sales are made at 
auction on sample with delivery at a railroad pier. 

The heavy seasonal production of the spring months makes it 
necessary for the Pacific Egg Producers to put eggs in storage and 
make sales on an allotment basis to the trade. When eggs are 
put in storage~ prices are forecast on the basis of probable pro
duction, consumption, comparative food prices, and general ' 
economic conditions for a period from six to eight months. From 
March through June customers must apply in advance for 
their requirements and specify when they desire shipment. 
After all applications have been received, the company estimates 
anticipated supplies, and, approximately five to ten days before 
the week of shipment, the prices are announced. If prices are 
not satisfactory, the customer has a few days in which to cancel 
his order. Spring prices are quoted f.o.b. shipping point, and 
drafts are drawn in full. 

The Pacific Egg Producers Cooperative, Inc., tries to anticipate 
the market in such a way as to avoid noticeable fluctuations in 
price. Gradual price changes tend to narrow the margins 
between wholesale and retail prices. Available supplies are 
apportioned to the important eastern markets in accordance 
with their immediate requirements and anticipated demands. 
The association's control over the supply and its influence on 
demand tends to stabilize daily fluctuations in prices and f acili
tate orderly distribution. 

Walnuts. The California Walnut Growers Association sells as 
directly as possible through the established middlemen in the 
market. Approximately 1 per cent of gross sales is allowed in 
trade discounts, IH per cent for brokerage, 2H per cent for 
advertising, and IH per cent for a series of items such as salaries, 
rent, taxes, interest, insurance, and office expenses. The associa.
tion handles 87 per cent of the California crop. The walnuts it 
packs are of three grades' with two or three sizes for each grade. 
Its brand names are Diamond, Emerald, and Suntand. The 
organization specifies an opening price at the beginning of the 
season, but it may change the quoted price from time to time in 
attempting to move the crop into the hands of the consumer 
during the normal market period, and thus avoid an accumulation 
of supplies from successive crops. The association commands 
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the respect and the confidence of the trade, because it has fol
lowed the policy of guaranteeing the trade against a decline in 
price to date of arrival. The market is so well stabilized, in fact, 
that the association has voluntarily extended protection to the 
trade by crediting jobbers with differences in inventory values on 
floor stocks owing to changes in prices initiated by the association. 
The success of walnut growers in managing their business, regulat
ing the flow of supply into the markets, and protecting the trade 
against losses from fluctuations in price is the result of a sound 
sales program. The gains of the growers in this industry have 
been wider market distribution, lower costs, and higher prices. 

Citrus Fruits. Californians have been cooperatively selling 
their citrus crops for nearly 50 years. The California Fruit 
Growers' Exchange is one of the largest sales cooperative organiza
tions in the country. It markets annually about 75,000 carloads 
with a f.o.b. packing-house value which sometimes exceeds 
100 million dollars depending on price levels. It sells approxi
mately 70 per cent of the total orange and grapefruit crops of 
California and Arizona and about 90 per cent of the lemons. The 
management of this organization has adhered to the policy of 
distributing through all existing middlemen agencies and of 
cooperating with the trade in merchandising citrus fruits. 

The exchange maintains its own salaried sales organization. 
It has fifty-seven district offices in the principal markets of the 
United States and Canada, as well as representatives in Europe 
and the Orient. About 45 per cent of the sales are made in eleven 
major market centers where citrus fruits, like other fruits and 
vegetables, are sold at auction. The remaining forty-six sales 
districts, extending from Halifax to Honolulu and Edmonton to 
Atlanta, are termed "private sales" markets. Through them, 
carloads of fruit are sold to over 4,500 wholesalers in 800 cities 
and towns. 

Butter. The Minnesota and Wisconsin cooperative creameries 
formed an organization in 1921 to consolidate services and unify 
local creameries in a program of assembling, standardizing, 
grading, and shipping their products. The first experiments in 
checking the internal economies of creameries and in collective 
handling of the products were so outstandingly successful that 
the dairymen urged that their organization include seIling as an 
additional service to the creameries. Before 1924 it was the 
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custom for ' local creameries to sell their output in excess of local 
requirements to brokers, jobbers, commission merchants, or 
retail firms in the metropolitan centers of eastern United States. 
Approximately 13 per cent of the butter was sold to farmers and 
villagers near points of production. Ten per cent was sold in 
large nearby consuming centers, and the remaining 77 per cent 
was shipped to New York, Philadelphia, and other markets 
on the Atlantic seaboard. In 1924 the Land 0' Lakes Creameries, 
Inc., began making direct contacts with important wholesale 
jobbers in various cities for the sale of limited quantities of butter. 
The object was to avoid, if possible, the concentration of large 
supplies in the central price determining markets. The new sales 
organization followed the policy of making direct contacts with 
the trade for three reasons. In the first place, it shipped butter 
to points of consumption to avoid duplication in physical han
dling and transportation. In the second place, it minimized the 
number of transactions and decreased the middleman's margin 
by directing butter through different channels. In the third 
place, it reduced the volume of butter flowing through the primary 
price-making markets by direct shipments. 

Two years after the association organized its sales department, 
it began making contracts for the distribution of Land 0' Lakes 
brand butter through chain-store organizations. In 1928 there 
were as many as twenty-five chain-store organizations selling 
butter in more than 20,000 retail stores throughout the eastern 
and central states. 

The Twin Cities, Minneapolis and St. Paul, became the experi
mental situs in the retail jobbing of butter under the supervision 
of the new sales department. This market, in the heart of the 
cooperative creamery region, was largely supplied by private 
centralized creameries. It was an ideal market for ascertain
ing the possibilities of expanding sales for quality products, as 
well as to acquaint the management with the problems of 
merchandising their products. Ten salesmen with trucks covered 
the territory tributary to the headquarters office. They solicited 
orders, made deliveries, and reported difficulties in establishing 
trade connections and in meeting the requirements and prefer
ences of consumers. In the first two years after an initial 
introductory period of 10 months, the volume of sales was 
doubled, and by 1932, 5 years later, it was quadrupled. 
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Formation of large private corporations gave middlemen more 
complete control of dairy products from the farm to the con
sumers. The vertical integration of production and marketing 
facilities required other agencies in the field to make radical 
changes in their operating methods. To meet this competition, 
the Land 0' Lakes Creameries, Inc., deemed it advisable to 
establish its own jobbing service. The association found by 
experience that it could maintain branch offices in many of 
the important city markets east of the Mississippi valley. 
These offices job butter and allied products such as cheese, eggs, 
dressed poultry, powdered milk, cream, milk fat, casein, maple 
syrup, and evaporated milk to all classes of buyers in twenty-six 
cities, including suburban markets within their trade zone. 
Butter is still being sold in large quantities to chain stores, but 
the association is no longer solely dependent on these outlets 
for sales. 

Recently the Land 0' Lakes Creameries, Inc., a cooperative 
association, has entered into a business agreement with one of 
the big meat-packing corporations of the country for the distri
bution of its products throughout the midwestern and plains 
states where the packer offers jobbing services to retailers. The 
reason for this move, it is explained, is to cover the territory 
effectively where the number of retail outlets is too sparse and 
scattered to justify branch jobbing offices. The Land O'Lakes 
association consigns butter to the packer at prices determined 
by the seller. The packer fixes the handling margin with the 
approval of the association. In this way sales to the packing 
corporations are made on practically the same basis as sales to 
any other account. At any time an open account ceases to be 
valuable, the sales manager may discontinue sales through an 
agency and close the account. No exception will presumably be 
made for the packer's account. Butter, cheese, and otoor 
products are to bear the association's trade brand name. If at 
any time the packer's jobbing services are not performed satis
factorily, the association is at liberty to withhold supplies from 
the packer for distribution in that area. It is also at liberty 
to provide its own means of performing marketing services with
out interference from the packer. It is too early to predict the 
outcome of this type of sales program designed for the distribution 
of cooperatively manufactured and branded dairy products. 
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SUMMARY OF SALES POLICIES 

The above reports describing the general procedure of selling 
products by cooperative associations. are indicative of the many 
variations that exist in sales policies. The three classes listed 
under Sales Policies of Large-scale Associations merit further 
explanation. 

1. A large number of cooperatives sell through the middleman 
system in terminal markets and points removed from the special
ized area of production. Some adopt this method as a temporary 
means of obtaining sales services during the time the association 
is formulating its own program and attaining maturity through 
isolated sales experiences and market observations. Others 
sell through the regular channels of trade because the manage
ment believes that the existing system is as efficient and effective 
as any substitute agency might prove to be. When exclusive 
agents are appointed or a large proportion of the business is 
directed through a particular firm, some attempt is made at 
selectivity on the basis of credit rating, reputation for fair deal
ing, and skill of the personnel in meeting buyers and making 
sales. Few of the cooperative associations, however, have 
worked out reliable and systematic plans for determining the 
integrity and skill of these agents. For example, there are over 
700 wholesale distributors of fruits and vegetables in New York 
City. Of these, the majority specialize in handling one com
modity or several closely allied commodities. But New York 
is only one market, and the mortality rate in this class of business 
is relatively high. It is almost an impossible task for a coopera
tive association to keep pace with the changes in the personnel 
staff and the fortunes of the different firms bidding for patronage 
on markets where its products are sold. 

It has been observed in sales obtained through private middle
men that the middleman's influence on the system of distribution 
is usually not very great, except in situations where collusion 
exists. Most of their energies are devoted to self-preservation, 
which depends upon their securing a sufficient volume of business. 
Fees and commission charges are based on the volume of sales 
rather than on the quality of services rendered. Their charges 
remain remarkably uniform irrespective of the price received 
for the commodity and returns made to the shippers. There 
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has never been & strong bond of identical interests between the 
agricultural producers and the principals in the middleman sys
tem. As & result middlemen encourage shipments into & market 
as long as the sales price covers freight costs, commissions on the 
sales price,7 inspection fees, and other incidental charges. The 
old type competitive middlemen who are dependent upon com
missions from irregular consignments are of necessity self
centered and show only slight concern for the welfare of the 
growers or the interests of the consum~r. 

When quotations are made f.o.b., all buyers are placed on an 
equal competitive basis. Theoretically, they assume the risks 
of buying on accurate description and quality, cost of transport, 
damage in transit, and other incidental costs in transferring 
the product from the producing area to consuming centers. 
Practically, however, the buyers are reluctant to assume these 
risks, and the history of f.o:b. sales is replete with rejections, 
reinspections, claims, adjustments, and allowances. The associ. 
ations which do not develop proper facilities for following their 
shipments through to the market have been exploited repeatedly 
by unscrupulous and unprincipled buyers. From such experi
ences, the conclusion which they logically drew was that if they 
must assume the risks of transfer, even though the products are 
sold on an f.o.b. basis,· they might as well completely integrate 
their organization in order to reap the gains, as well as assume 
the losses, in marketing which result from quoting prices on the 
delivered basis. 

2. Many cooperative sales associations supplement the exist
ing middleman system. They direct and time shipments into 
consuming areas recognizing the limitations of the established 
middlemen to evolve a comprehensive system of distribution. 
The cooperatives usually retain the title to the product. Conse
quently, they are permitted to direct shipments and control 
sales up to the last stages of distribution. The fact that the 
association approves or rejects all sales gives it a larger measure 
of control over prices. It also permits discretion in choosing 
both the buyers and the retail markets. This system dis
courages speculation, blind consignments, market gluts, price 
demoralization, and hidden commissions or profits. These pre-

'Commissions based on sales prices at points of destination include a 
percentage on the freight costs. 
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cautions are essential to jobbers and retailers if large losses are 
to be avoided. The same safeguards are used by the producers 
in markets where keen competition exists. In addition, coopera.
tive organizations supplement the system by creating branch 
sales offices in all of the important consuming areas. The 
primary function of the branch office is to relay to the central 
exchange information concerning the condition of the market 
receipts, quality of produce from competing sellers, consumer 
purchasing power, prospective customers, and many other 
valuable sales leads that will aid the association in determining 
the date and place of shipments. In addition to these duties, the 
branch office is in charge of sales promotion work. Representa.
tives call on the trade, interview customers, assist retailers in 
setting up attractive displays, distribute advertising matter, and 
advance the interests of the association wherever and whenever 
they can. 

3. A number of cooperative sales associations have settled on a 
policy of integrating sales through their own wholesaling and 
jobbing services which make direct contact with retail outlets. 
In this way the cooperative sales company exercises more com
plete control over the distribution of its products. It may sell 
to whom it wishes, render the necessary services to attract 
trade, and name a delivered price, all of which secures for it any 
premium which it can command for a superior product or a 
desired service. 

The orthodox point of view is that competition in agriculture 
is pure to the extent that there is a total absence of monopoly 
influences. Those who hold this opinion may be correct if they 
refer only to farm production, but even then they must exclude 
the breeders of pure bred stock and the growers of pedigreed 
seeds. It may apply to the market if (a) the number of buyers 
and sellers are large, and (b) the product is standardized. The 
former condition is more easily met than the latter since most 
agricultural products are not similar. 

Price theories have followed, in the main, the two extreme channels, 
without (conscious) recognition of a middle course. Quantitatively, 
competitive theory has dominated-indeed, the theory of competition 
has been so genera.lly accepted as the underlying explanation of the price 
system that the presumption is in its favor; its inadequacy remains to 
be proved. Hints at the ubiquity of monopoly elements and at the 
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possibility of an intermediate theory are not entirely lacking, however. 
Thus Prof. Knight remarks that "in view of the fact that practically 
every business is a partial monopoly, it is remarkable that the theoretical 
treatment of economics has related so exclusively to complete monopoly 
and perfect competition," and Veblen "it is very doubtful if there are 
any successful business ventures within the range of modern industries 
from which the monopoly element is wholly absent." Such frag
mentary recognition of the problem is not hard to find. Yet, with the 
exception of the theory of duopoly, the middle ground between com
petition and monopoly remains virtually unexplored and the possibilities 
of applying such a theory relatively little appreciated.' 

The formation of agricultural sales associations tends to 
greatly reduce the number of competing sellers. Distinction is 
given to the product handled in an effort to create a special 
demand for it. Distribution is directed and timed to give the 
association the greatest advantages of market opportunities. 
Direct shipments to consuming centers diffuse the supply. 
Because of the increase in the number of competing buyers, the 
sales associations rather than the specialized middleman are 
given greater opportunities to influence the price. In the 
process of integrating sales services the producer's control of 
the supply and influence on prices are extended marketward. 
Quotations tend to be made at the point of destination rather 
than at the point of origin, where all buyers would theoretically 
compete on equal terms. 

Cooperative sales associations provide a means by which 
agricultural producers may enjoy a partial monopoly in the 
distribution of a given market supply but their control of the 
volume of production and the quality of the products is not so 
great as that of manufacturers who have a monopoly of a given 
product. For a limited period of time, the farmer's status is 
somewhat similar to that of business corporations and industrial 
groups in that he can determine the date of shipment of his 
supplies and, to a less extent, the price he will receive. It is 
doubtful that this condition will exist when consumers are 
organized into powerful bargaining groups which deal with 
similarly orgairlzed producers' groups. The producers through 
their organization attempt to obtain the largest possible price 

8 CHAMBERLIN, EDWARD, "The Theory of Monopolistic Competition," 
pp. 4-5. Harvard University Press, Cambridge, 1933. 
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consumers cljD. be induced to pay and at the same time dispose 
of all of their produce. This is necessary in order to compete 
with private corporations. The latter may always resort to 
reserves to attack cooperatively organized areas in an effort to 
discourage the movement and discredit the existing poorly 
organized associations. 

Questions 

1. l>efine a perfect market. What are some of the limitations of the 
Marshallian concept of a perfect market? 

2. Outline the procedure that local associations usually follow in deter
mining their sales policies. 

3. Do local sales associations have a wide range of choice in market 
outlets? 

4. What is meant by the term "bargaining leverage"? 
Ii. Comment on the statement, "that no individual or group in society 

has any rights which supersede those of the producers in naming the price 
of agricultural products." 

6. Classify the various markets to which agricultural products ordi
narily flow. 

7. Did the Tillamook farmers gain any benefits by initiating an aggres
sive sales program? Have the cheese producers in Wisconsin followed a 
similar sales program? Explain. 

S. Give a brief chronological r~sum~ of the sales policies adopted by the 
Land O'Lakes Creameries, Inc. 

9. Have the cooperative sales associations which sell through existing 
middlemen agencies any degree of control over marketing services? 

10. Do cooperative associations attain any monopolistic powers through 
coordinated sales programs? 

)< 111 : ~ I 
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XIX 

Industry Plans for the Control of Production and DistMOution 
of Agricultural Product8 

The generations of the past century found great natural resources 
in the virgin forests, rich mines, and fertile lands of this country, 
and the abundance was so great that they appropriated it without 
compunction. Food, clothing, and shelter became relatively ine:rr 
pensive during this period of agricultural development, and the 
tillers of the land owing to their disorganization could not retain 
much of their conjunctural gains. AU society benefited, and 
especiaUy those who engaged in trade. 

Consumers became so accustomed to abundance in production 
that they began to assume that producers were socially obligated 
to put on the market the entire supply whether or not the prime costs 
of production and distribution were returned to agriculture. like
wise agricultural producers have not been considerate of the 
welfare of consumers when they occasionally found themselves in a 
superior bargaining position. Whatever the virtues may be of 'such 
an economic order, it has been difficult to keep the system balanced 
and in nice adjustment. There have been both starvation among 
industrial workers and impoverishment of the agrarian class in this 
land of plenty. The chaos and disaster in agriculture following 
the World War produced new price-raising schemes. The. recent 
trend has been toward economic isolation. A lower plane of living 
is inevitable if the policy of economic nationalism is continued 
even though men have the capacity and the will to possess abundant 
material wealth. 

... ... ... 



CHAPTER XIX 

INDUSTRY PLANS FOR THE CONTROL OF 
PRODUCTION AND DISTRIBUTION OF 

AGRICULTURAL PRODUCTS 

The cataclysm of disorder that swept over all economic 
enterprises during the dismal years of the World War has left 
an indelible imprint upon the agricultural industry of the world. 
The fields abandoned by able-bodied peasants and the hills and 
meadows consecrated to battle numbered more than 40 million 
acres. With these millions of tillable acres fallowing in Europe, 
the increased demands for foodstufis and for tribute to the 
insatiable Mars abnormally stimulated agricultural production 
in other parts of the world, particularly in the United States. 

During the decade 1910-1920, 31 million acres in the United 
States were reclaimed for cultivation, an appreciable percentage 
of which was in the arid plains states ordinarily devoted to 
grazing. Breaking the sod in this arid region was one of the 
great blunders of the decade, if considered from the standpoint 
of the conservation of natural resources. Canada, Argentina, 
and Australia added 26 million acres to their cultivated lands 
to swell the total of newly plowed acres to 57 million, an increase 
which was offset by a decrease of 40 million acres in Europe. 

The reconstruction period following the war brought 37 mil
lion acres of arable land in Europe back into cultivation, and 
since there was no corresponding retrenchment in agricultural 
production in other parts of the world, the pattIe for markets 
was intensified. Production surpassed consumption require
ments at profitable prices in many countries. The intense 
nationalism induced by the war and the reparation terms stipu
lated in the treaties of Versailles, Neuilly, Saint-Germain-en
Laye, S~vres, Trianon, and Lausanne resulted in the throwing 
up of tariff walls and other trade barriers on every side. Thus 
international trade was dangerously impeded and the sur
pluses impounded in the nations where they were produced. 

502 
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In North America, the highly spellialized agricultural pro
ducers, Buch as the cotton and tobacco farmers of the South and 
the wheat producers in the prairie states and provinces of the 
West, suffered seriously from these dislocations in trade. In 
Europe the consumers taxed themselves to subsidize the growing 
of grains in their own countries, while in America the surpluses 
became so burdensome that the farmers burned corn and wheat 
as fuel. In Germany, France, and Italy the price of wheat 
during the late spring of 1931 was maintained at $1.60 to $1.85 
per bushel when Canadian wheat was selling at Wmnipeg for 
50 to 55 cents per bushel. 

To meet these worldwide crises, production and marketing 
control schemes have been initiated, economic plans projected, 
and international agreements concluded to direct and regulate 
production and distribution in the various industries as: cotton, 
cheese, and cinchona; peanuts, pigs, and pineapples; rubber, 
rice, and rye; sugar, silk, and seals; tin, tea, and tobacco; wal
nuts, wheat, and whales. For the industries that require 
colonial coordination or international cooperation for their 
protection and preservation, there is the prospect of improving 
the relationships between foreign powers and developing insti
tutions that may exert an influence toward promoting trade. 
The problem of controlling production on a regional or national 
basis for domestic consuInption presents many of the same 
perplexing administrative problems as are encountered in the 
international regulation of commerce. 

COMMODITY CONTROL SCHEMES IN THE UNITED STATES 

Evidence of unrest in American agriculture became apparent 
shortly after the end of the World War. The activities of the 
Federal Food Administration in regulating prices and controlling 
consumption of staple commodities during the war period 
caused producers to conclude that if the federal government 
could limit prices from rising unreasonably, it could also be 
called upon to prevent prices from falling below the cost of 
production. And since the postwar depression the spokesmen 
for agriculture have exerted even greater pressure upon the 
government to avert an impending disaster. The relative 
advantage which industrialism held over agriculture is reBected 
in the low level to which agriculture descended in the prolonged 
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depression from 1921-1936. The cash returns to agriculture 
decreased 66 per cent from 1929 to 1933, owing to decreased 
consumer buying power in the cities as represented by the 
63 per cent decrease in factory pay rolls and to the fact that 
the stock of food and other raw materials in the world had 

. increased about 62 per cent. The agricultural population, which 
constitutes one-fourth of the total population of the United 
States, received less than seven per cent of the total national 
income. 

Of the many proposed laws prompted by the breakdown of 
agriculture some were passed that were of special significance. 
In 1921 the War Finance Corporation was authorized to make 
its funds available to agriculture for financing the exportation 
of farm products. In the same year the Emergency Tariff A,ct, 
the Packers and Stockyards Act, and the Grain Futures Act 
went into effect. In 1922 congress passed the Capper-Volstead 
Act providing a more secure legal basis for the organization of 
farm cooperatives engaged in interstate commerce. The Tariff 
Act of 1922 also provided for higher tariff walls on many farm 
commodities. The need for greater facility in financing farm 
cooperatives was recognized in the Agricultural Credits Act of 
1923. Funds were made available for market research work by 
passage of the Purnell Act in 1925, and in the following year 
congress created the Division of Cooperative Marketing. Before 
the passage of the Agricultural Marketing Act in 1929 which 
created the Federal Farm Board and provided it with a 500 mil
lion dollar revolving fund, there were several bills designed to 
benefit the agricultural industry.l Two of the most notable 
among these were the McNary-Haugen bill which provided for 
an equalization fee, and the McKinley-Adkins bill which proposed 
paying, in the form of debentures, a bounty on exports. 

During this time, the domestic allotment plan for controlling 
agricultural production was widely discussed. Its basic features 

1 In 1935 when the status of the Federal Farm Board revolving fund, 
including its earnings, could be fairly accurately determined, the fund was 
divided as follows: approximate losses 143 million dollars, gifts 198 million 
dollars, salvaged for reinvestment by the Federal Farm Credit Agencies 
177 million dollars; total 518 million dollars. Third Annual Report of The 
Farm Credit Administration 1935, p. 169, U. S. Government Printing Office~ 
Washington, D. C., 1936. 
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were incorporated in the Agricultural Adjustment Act of 1933. 
The deliberations of congress, however, were generally confined 
to a consideration of exportable surpluses. The thousands of 
farmers engaged in the production of specialty crops distributed 
in domestic markets received a sympathetic ear but not a help
ing hand. They were encouraged to seek their own salvation 
through voluntary efforts. 

CLEARINGHOUSE SCHEMES 

Agricultural income was as seriously affected in many specialty 
crop production regions as in some of the principal crop produc
tion areas. The agricultural situation was so extraordinary that 
all income receiving groups in the community felt that they must 
take a hand in planning alleviation for the farmer. The experi
ments of such, groups during the postwar decade is of more 
interest for the study of cooperative enterprises than the grand 
schemes of governmental control, because they were self-initiated 
and managed by the producers and the cooperative and private 
shippers. 

The harvesting, assembling, packing, and shipping of crops 
in which surpluses were a disastrous certainty called for immedi
ate action. There was no time for producers who were favorably 
disposed to cooperative organization to form enterprises which 
would be sufficiently influential to forestall a ruinous marketing 
season. Moreover, the problem confronting the community was 
80 general in nature that united action was necessary on the 
part of all concerned with gaining a livelihood in that section. 
Many of the distressed areas already had local cooperative sales 
associations, which formed a part of the competitive marketing 
system of the community. In such times of distress it was 
declared good public policy to eliminate all undesirable types of 
competition. Therefore, it was proposed that all growers and 
shippers coordinate activities to avoid spoiling the market for 
their products. 

All handlers were prevailed upon to unite in forming clearing
house associations which were designed to temper localized 
competition and eliminate undesirable market practices. The 
clearinghouse organization provided a type of horizontal inte
gration in which each grower, shipper, buyer, and cooperative 
association operated independently in handling products a.D.d 
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competing for patronage, but mutually exchanged information 
about market conditions and transactions in accordance with 
the prescribed rules of the association. A composite picture 
of this type of planned production and market control can be 
best seen through its objectives, which aimed to: 

Advance the mutual interest of growers and shippers 
Regulate the flow of products to the market 
Collect and disseminate information of production and 

distribution 
Correct trade evils and abuses 
Secure uniformity in sales contracts 
Adopt a uniform accounting system 
Eliminate local competition in purchasing and assembling 

products 
Provide for uniform commission charges 
Adjust grievances and differences by fair and equitable means 
Prorate shipments among producers 
Limit supplies in all markets 
Name minimum prices 
Record all transactions and conditions affecting cash sale 
Report all rejections, allowances, and adjustments on shipments 
Stimulate demand and confidence on the part of the purchasers 

The divergent groups which had traditionally pursued an 
independent course of action in directing their enterprises and 
in competing against rivals of old standing were reconciliated 
temporarily to withstand emergencies when external forces 
appeared more formidable than those which their own machina
tions could contrive in the struggle for survival. The outcome 
of several ventures of this type is reviewed briefly in the following 
paragraphs. 

Private business operating for profit encounters difficulties 
when it competes with cooperatives which operate at cost. This 
fact became apparent to producers when all information relating 
to transactions was collected through a central agency. Usually, 
the cooperatives gain patronage under this plan of operation if 
the efficiency of the JIlanagement compares favorably with that 
of private business. The independent dealers and shippers 
considered a withdrawal from such an arrangement a measure of 
self-preservation even though benefits might have been obtained 
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through united action and the objectives listed above might 
have been achieved. Clearinghouses failed because the various 
groups seemed incapable of generating enough cohesive force to 
hold them intact. 

Such a plan requires unanimity of action, and if a small 
minority refuses to cooperate, their withdrawal effectively 
destroys all further possibilities of cooperating. There is little 
chance for furthering social interests successfully without a 
centralized authority which directs and enforces agreements 
that are entered into for the execution of the plan.2 

CONTROL PROJECTS WITHIN AN ORGANIZED INDUSTRY 

Market research was furthered by another group of producers 
who were experimenting with the plan of controlling sales and 
sharing markets at the time the clearinghouse associations were 
being formed. In the efforts of the citrus growers it is possible 
to isolate the factors essential for success in this type of collective 
action. The 1924 crop of citrus fruits in both California and 
Florida was large and the prices of $2.61 per box of oranges and 
$2.59 for lemons f.o.b. California were considered decidedly 
unsatisfactory in view of the favorable reports on consumers' 
purchasing power for that year. It became obvious that either 
production or distribution control would be necessary. 

The organized citrus growers in California recognized the 
practical difficulties involved in surplus control, since they had 
already been experimenting for several years with previous crop 
excesses. A committee of lemon growers was selected to study 
the possibilities of closer coordination in production and distri
bution on the part of those engaged in the industry. The grow
ing of lemons suitable for commercial purposes is restricted to a 

I A few of the associations that were formed to accomplish these aims are 
ufolloWB: 

The Gravenstein Apple Growere Clearing House of California 
The Florida Citrus Growere Clearing House Association 
The California Vineyard AMociation 
The Imperial VaJley Lettuce and Cantaloupe Clearing House Association 
The Northwest Fresh Prune Clp.aring House Association 
The Del-Mar-Va Eastern Shore Association (potatoes) 
None of these organizations has survived. Many of them failed within a 

few months after their formation. 
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small area in southern California, and at least 90 per cent of the 
orchard owners, as members of the California Fruit Growers' 
Exchange, were accustomed to working together for the common 
interest of the industry. They readily came to an agreement 
and presented a plan for regulating the marketing of the lemon 
crop. It was put into effect in 1925 with the provision that the 
quantity of lemons to be shipped each week should be limited to 
a volume which could be sold at prices acceptable to the growers 
and at a price that would not seem exorbitant to the consumers. 
The amount any shipper or grower was permitted to ship to 
market in any given week was fixed by the distribution com
mittee. It met once a week, or more frequently if occasion 
demanded, and determined the quota each shipper was per
mitted to forward to market. Twice a month a representative 
from the cooperative association inspected the fruit and counted 
the number of boxes held in the storage sheds and packing houses. 
This information was used in determining quotas which were 
based on a given percentage of the total quantity of lemons held 
in storage at the time they were counted. 

When this plan was first proposed, many growers doubted 
its soundness. They believed that there would be numerous 
difficulties in making equitable allotments because of the great 
differences existing in the quality of fruit, the time of maturity, 
the length of time that the fruit can be held in storage, and the 
capriciousness of the demand for lemons. Many growers were 
willing to have their freedom in making shipments restricted in 
all seasons except the one in which they filled spring orders. 
The growers' final conclusion was, however, that all would profit 
more by cooperating in a restriction program. Ninety-five per 
cent of the growers in the exchange signed the necessary con
tracts to make the lemon agreement effective for the season of 
1925-1926. The concerted action on the part of the lemon 
growers was so satisfactorily administered that nearly everyone 
in the industry gave support to the agreement which had proven 
so beneficial to them. 

The organized orange growers, who controlled a smaller 
portion of the total supply than the lemon growers, were not so 
fortunate in the outcome of their experiments in surplus control. 
In 1934, the price for Navels averaged $1.39 and for Valencias 
81.84 per box f.o.b. California, in contrast to the much more 
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advantageous price of $3.43 received by the lemon growers. 
Ten years earlier the orange growers had appointed a committee 
to work out plans for controlling the shipments of their com
modity the same as the lemon growers had done. The objec
tives of the two committees were the same, but the obstacles 
encountered in applying the plan for control of orange shipments 
were greater. Oranges, with the exception of one variety, are 
grown in different states and over a wider area than lemons. 
Under these circumstances, it is difficult to effect an agreement 
for restricting shipments, since differences arise over the allot
ments to be made each area. The Valencia orange growers were 
encouraged by the success of the lemon control plan, and the 
occasion for another attempt at control of shipments for the 
variety occurred in 1932, the dreariest year of the depression, 
when it became apparent that California would produce one of 
the largest crops of Valencias on record. Prices were sure to fall 
to new lows in view of the decreased consumer purchasing power. 
The Valencia growers and shippers finally arranged to prorate 
shipments. The agreement, however, between the principal 
shipping concerns terminated after 30 days duration even though 
concerted action had resulted in increasing the price during that 
period more than 50 cents per box. For opportunistic reasons 
two shippers destroyed all possibilities of continuing the market
sharing plan. It was estimated that if the plan had continued 
in operation during the full season that the returns to the 
Valencia growers would have been increased approximately 4 
million dollars. The brief experience of 1932 gave these growers 
the courage to attempt another agreement in 1933,3 and ship
ments were prorated throughout the season. 

Some of the difficulties in working out a program on a volun
tary basis for the orange and grapefruit crops have been tersely 
summarized by one of the spokesmen for the industry: 

1. Oranges and grapefruit are produced in all the citrus states, which 
makes a coordinated national plan imperative for all except the Valencia 
variety. 

2. No one marketing organization is in dominant position as is the 
case with lemons. 

• Growers' Committee Announces Termination of Proration Agreement, 
California Citrograph. vol. 17. no. 10, p. 382, 1932. 
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3. Volume. prorates are necessarily based on ~rop estimates, 
which are neither as specific nor as satisfactory as the lemon prorate 
based on fruit actually in storage. 

4. The seasonal and varietal differences as to maturity and shipping 
period greatly complicate the prorate application under surplus 
conditions.4 

[Oranges may be left o~ the trees and their supply permitted to 
accumulate throughout the growing season. This surplus tends to 
depress the pric'e even though only the best grades and sizes are sent 
to market. A well-conceived plan of control should eliminate the excess 
of oranges as the season advances.] 

MARKET-SHARING PLANS 

Another short-lived experiment in restricting the flow of a 
commodity to market was attempted by the growers of Tokay 
grapes in the San Joaquin valley in 1932. The grape crop in 
that year was likewise large, and the growers of Tokay grapes 
thought that they might minimize their losses by allotting ship
ments to each grower according to the productive capacity 
of the vineyards and by determining the percentage of the total 
prospective production that could be sold in the markets of the 
country. The proration program was in effect only four weeks, 
because nonparticipating growers and shippers attempted to 
capitalize on the market opportunities that were being created 
by limiting supplies. 

The lettuce growers of the Imperial Valley have on different 
occasions restricted shipments by the simple expedient of con
ferring on the secretary of their association the exclusive right 
of placing all orders for shipments with the railroad. The 
secretary is in possession of records on shipments of former years 
which makes it possible for him to estimate the number of cars 
that should be loaded each day during the harvest season. 
The production of this commodity, like that of lemons, is limited 
to a small area in which there are relatively few growers, all of 
whom readily appreciate the problems of the industry and, 
therefore, manifest a willingness to cooperate with one another. 
The Imperial Valley cantaloupe shippers also organized an 
association for prorating the shipments of melons during the 

'ARMSTRONG, PAUL S., "Cooperative Self-regulation," pp. 22-25. The 
Marketing Conference, Pomona College, Claremont, Calif. Marketing 
Conference Executive Committee of Cooperatives, Modest.o, Calif., 1934. 



PLAN8 FOB THE CONTROL OF PRODUCTION 511 

season of 1932. It was reported that large losses· would have 
been assumed by the growers of this crop if regulation had not 
been effected. 

Similar schemes of limiting market supply were attempted 
by the cling-peach growers and the grape growers of California 
during the seasons of 1930 and 1931. The grape growers were 
partially successful in 1930, but the 1931 attempt failed, owing 
to the individualistic bent of the producers and the difficulties 
of working out an administrative program for an equitable 
division of the markets since grapes are diverted into so many 
products. In addition to being used as fresh fruit for the table, 
they are also used in manufacturing raisins, wines, juices, and 
several by-products. An assessment was made on the quantity 
marketed to establish equality with the price of the grapes 
diverted into by-products. The amount collected in 1931 was 
not sufficient to remunerate the growers who withheld their 
supplies, and the plan failed. 

The experience of the peach growers in limiting the supply was 
somewhat more encouraging. A unit assessment was levied 
on all canners for the purpose of paying the growers who did 
not harvest their crops. The curtailment programs of 1930 
and 1931 were sufficiently satisfactory to cause the growers to 
take steps to curtail the number of trees, discourage new plant
ings, and wherever possible to prevent expenditures for pruning, 
spraying, cultivating, and irrigating orchards on the portion 
of the crop that would create a surplus in the market season. 
The 1932 cling-peach program failed because a few of the canners 
and growers refused to participate. The failure of the growers 
to fully support this program resulted in a marked decline in the 
price realized by the growers who harvested their crops. 6 

All proration schemes are temporary in nature in that they 
are applied to agriculture in years when supply and demand are 
not balanced because of favorable growing seasons, decreased 
consumer purchasing power, or a combination of the two. The 
crops that are most conducive to the development of plans for 
restricting acreage, controlling shipments, and sharing market 
opportunities are those that are: 

I For an excellent discussion of the various proration plans read 
Stokdyk, E. A. Economic and Lega.l Aspects of Compulsory Proration in 
Agricultura.l Marketing, UflW. CqJif. Aqr. E:&'(J. 8ta, Bid. 565, 44 pp., 193~. 
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Grown in restricted areas 
Produced under intensive cultivation 
Transported long distances to markets 
Stored with difficulty owing to their perishability 
Possessed of high values in relation to bulk 
Packed and distributed by specialized commercial enterprises 
Dominated by the agricultural producers 
The production of tree and vine crops in the Pacific Coast 

states most nearly corresponds to these conditions, and it is 
in this area that the most notable instances of voluntary crop 
control plans have been conceived and tried. 

When the Agricultural Adjustment Act was passed, repre
sentatives of the various industries began considering ways 
and means of enlisting the services of the federal government 
in supervising the enforcement of their marketing agreements 
on a firm and impartial basis. The citrus growers seized this 
opportunity to overcome certain inherent weaknesses in their 
former agreements. The California-Arizona Citrus Agreement 
has brought such order into this industry that it is now possible 
to move a larger quantity of fruit into markets in the fresh 
form at favorable prices than would otherwise be possible 
without demoralizing the markets. The shipments of citrus 
fruits from California were increased in the period of 1930-1935 
nearly 35 per cent over the average annual shipments in 1920-
1930. The citrus shippers of Florida entered into a marketing 
agreement in 1936. The regulation of orange and grapefruit 
shipments now includes about 95 per cent of the total marketings. 

COMPULSORY MARKET PRORATION 

Because 80 to 90 per cent of the growers of several California 
crops had repeatedly attempted to work out some control 
program only to be thwarted by a few shippers and growers, a 
strong drive was made for compulsory cooperation, resulting in 
the enactment of a series of laws designed to control the produc
tion and marketing of agricultural commodities in intrastate 
commerce. The following laws were put on the statute books 
of the state of California within the past few years: 

California Agricultural Adjustment Act-effective Aug. 4, 
1933 
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Agricultural Prorate Act----effective Aug. 21, 1933 
Amendments to the Agricultural Prorate Act----effective 

Sept. 15, 1935 
California Marketing Agreement Act----effective Sept. 15, 1935 

(terminated September, 1937) 
California Marketing Act of 1937 
All of the above acts except the Agricultural Prorate Act are 

administered by the State Director of Agriculture. The Prorate 
Act is under the administration of a commission consisting of 
9 members and it provides that growers may control shipments 
and share markets if two-thirds of the producers choose to 
invoke the provisions of the law. The state law was patterned 
after the federal act relating to marketing agreements and was 
intended to supplement the federal act in the control of intra.
state shipments. It is particularly adapted to certain com
modities because they are grown and sold almost exclusively 
within the state. On Mar. 5, 1937, the Agricultural Prorate 
Commission submitted to the governor of California a report 
of the activities of producer groups operating under the act. 

Two hundred and forty lettuce growers in the Imperial Valley 
zone, cUltivating 30,000 acres, instituted a program, January, 
1934, to aid the industry in coping with a serious market situa.
tion. The growers terminated the plan by their petition of 
August, 1935. In Zone 2, comprising Santa Barbara and San 
Luis Obispo counties, the growers of lettuce invoked the act in 
April, 1934. There were 105 growers tilling 5,194 acres, and the 
plan has been in effect every year since its inception. 

The Gravenstein apple growers of Napa and Sonoma counties, 
whose orchards cover about 10,000 acres, chose to apply the 
prorate plan in 1934. The plan was not put into effect that 
year owing to the insect infestation in the orchards which 
reduced the crop to 40 per cent of its normal size. In 1935 
an unfavorable lower court decision stopped control plans, but 
in 1936 the prorate act was finally put into effect for Graven
stein apples. 

The Concord grape growers of Santa Barbara, Ventura, 
Los Angeles, and Orange counties are few in comparison, num
bering not"more than 66 in all. Their acreage is correspondingly 
small, including 235 producing acres. Even with this small 
acreage the growers produced about twice as much as the limited 
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markets co~d be made to absorb, and in 1934 and 1936, they 
too applied the prorate plan. 

The artichoke growers had been ready for three years to 
invoke the act, but the supply and demand for this product have 
been favorable. 

Tomato growers of Zone 1, including eight counties, with 
more than 13,000 acres, petitioned for a program of control 
in the Southern California market in 1934 and again in 1936. 
The tomato growers in Zone 2, which includes 14 California 
counties, exercised the right to prorate shipments for the 1936 
crop. 

TABLE XX.-ADMINJSTRATION 011' AGRICULTURAL PRORATII PLANS IN 

CALIII'ORNIA 1934-1937 

Program Year Cost * Estimated gain 
to producers 

Lettuce No.1. ........ 1934 $ 8,657.71 $ 500,000.00 
Lettuce No.2 ......... 1934 6,719.19 250,000.00 

1935 13,777.82 250,000.00 
1936 14,318.68 400,000.00 

Apple No. 1. ......... 1934 2,652.79 (Not available because of 
limited control) 

1935 2,025.86 (Stopped by court decision) 
1936 3,714.49 400,000.00 

Grape No.1 .......... 1934 1,109.84 15,000.00 
1936 500.75 (Not available because of 

limited control) 
Tomato No.1 ......... 1934 5,112.52 100,000.00 

1936 24,216.31 250,000.00 
Sweet Potato No.1. ... 1934 2,464.85 12,500.00 
Swect Potato No.2 .... 1934-1935 7,239.80 150,000.00 

1935-1936 4,429.79 50,000.00 
1936-1937 8,205.71 200,000.00 

Celery No.1. ......... 1934 1,929.90 100,000.00 
1935 1,012.62 50,000.00 
1936 3,961.71 300,000.00 

Tomato No.2 ......... 1936 18,984.24 200,000.00 

Total ..•....•...... ......... $131,034.58 $3,227,500.00 

• Illclud .. CommillBioll·. allowance. 

A small group of sweet potato growers in the Los Angeles area 
were stopped in their program of market control by an unfavor~ 
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able court decision in 1935. However, they applied the plan 
again in 1936-1937. Another group of sweet potato growers 
in Zone 2 in California shared markets in 1934. Their program 
was interrupted in 1935 but resumed again in 1936. A similar 
program was instituted for the celery growers in the San Joaquin
Sacramento delta and has been of great advantage to these 
growers ever since its inception. 6 

Injunctions were obtained by minority groups to prevent 
the act from being put into effect until the case was finally 
carried to the state supreme court. On Feb. 29, 1936, the court 
handed down a 17,000 word decision which declared the act 
constitutional,7 

The estimated gains to producers in the preceding tabulation 
are calculated upon the most authentic information available. 
While some may dispute the accuracy of the estimates, none 
will deny that the actual gains have far exceeded what it cost to 
obtain them. 8 

CONVERSION OF RAW PRODUCTS AND BY-PRODUCTS 
UTILIZATION 

In many production areas the decision to limit shipments of 
farm produce in the original form by any organized group, either 
by voluntary action or compulsion, still leaves the problem of 
surplus disposal. Surpluses may be avoided by limiting plant
ings, pulling up trees or vines, plowing under growing crops, per-

• mitting inferior grades of the produce to go to waste, developing 
foreign outlets, or diverting a portion of the crop to the manu
facture of by-products. 

The growers in the citrus industry are sufficiently well organ
ized to divert surpluses to their own by-products plants or to 
markets which have little or no influence upon domestic fresh 
fruit prices. The lemon growers first began the manufacture of 

• ABEL, EDSON, California Agricultural Prorate Commission. Some 
Aspects of the Agricultural Prorate Act, California CuUivator, vol. 82, no. 5, 
pp. 123 and 147, Mar. 2, 1935. 

T AgricuUuraZ Prorate Commission v. Superior COtJ.rt, 5 Cal. (2 d) 550. 
55 p. (2 d) 495. 

8 McFADDEN, A. J., President of the Agricultural Prorate Commission for 
California, Report of the Commission to the Governor for the period 
Sept. I, 1933-Feb. 28, 19.37, State Office Bldg., Sacramento, Calif. 
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by-products in 1915 by utilizing a portion of the lemon crop 
that was too inferior in quality to be marketed in the fresh form. 
They have been singularly successful in discovering other uses 
for citrus fruits and in developing markets for the numerous 
by-products manufactured from the surpluses. The result of 
these discoveries has facilitated the control of fresh-fruit 
shipments. 

Since 1931; a large percentage of the total crops has been 
diverted into by-products as is shown in the following table. 

TABLE XXI.-PERCENTAGE OF THE TOTAL RECEIPTS OF THE CALIFORNIA 

FRUIT GROWERS' ExCHANGE MANUFACTURED INTO BY-PRODUCTS 

(1931-1935) 

Oranges, Lemons, 
Year per cent of per cent of 

total crop total crop 

1931 6.7 26.4 
1932 8.3 27.5 
1933 8.7 15.2 
1934 7.5 14.7 
1935 10.5 33.5 

A few of the by-products that are manufactured from oranges 
and lemons are pectin, orange and lemon oils, citric acid, orange 
and lemon juices, and orange meal. When the surpluses become 
too great, the limits of profitable market disposition for various 
by-products are reached; then the market problem may become 
more acute in the sale of the by-products than in the sale of 
fresh fruit. It is possible to manufacture a sufficiently large 
quantity of certain by-products from the surplus of a single 
large crop to supply purchasers for the succeeding five years at 
current rates of consumption. 

Although the number of cooperative organizations which have 
engaged in the manufacture of industrial by-products is not 
great, nevertheless, much attention has been given to the 
possibilities of more completely utilizing the commodities 
handled by them. The poultry and egg associations avoid 
waste by grading out all checked and cracked eggs. These are 
broken and separated in packs of egg yolks and egg whites for 
the convenience of bakers, candymakers, and other commercial 
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users. The quality of eggs placed in storage may be better 
preserved by submerging them in a special oil which fills the 
pores of the egg shell and prevents evaporation without affecting 
the flavor of the egg. Dirty eggs are made marketable by' 
sandblasting the shell. 

Many dairy associations have constructed flexible milk plants 
which divert milk into several manufactured products, such as 
various types of cheese, butter, evaporated and condensed milk, 
milk powders, cream, and casein. Recently, the process of 
powdering whey has been perfected. This is a most useful 
discovery, since the handling or disposing of whey in liquid form 
has always been a problem of the cheese industry. 

New products and new uses for old products are constantly 
being discovered by inventive geniuses in commercial organiza
tions. Mechanical appliances and new machines are being 
perfected for the efficient conversion of a common commodity into 
many products. The hulls and linters from cottonseeds, for 
example, provide the base for thirty different products varying 
in kind from writing paper to gunpowder, while the meats of the 
seed can be used in manufacturing about fifty different com
mercial articles. The Farm Chemurgic Council and the Chem
ical Foundation, Inc. are performing a noteworthy service in 
directing chemical research to advance the industrial uses of farm 
products. The diversion of grain crops into fuel and fiber 
products promises to become increasingly important. The 
cooperative marketing associations of the nation will in all 
probability continue to assume their part in establishing plants 
and developing markets for the many new and unusual products 
that may be made available to consumers when the need for 
them is recognized. 

JOINT USE OF SALES AND PURCHASING AGENCIES 

The antagonists of cooperation contend that society will not 
escape the evils of the competitive system in business by adopt
ing the cooperative technique. They hold that one can find 
evidence of as much duplication, waste, and perversion in the 
new methods and ideas adopted by the management of a cooper
ative as can be found anywhere. Competition is the antithesis 
of cooperation. Rivalry exists in communities where private 
corporations and local cooperative 88Sociations bitterly struggle 
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for survival. Apparently, cooperatives have not yet become 
immune to'that contagion of competition induced largely by the 
methods of private corporations. 
. The large central sales associations are capable of avoiding 
conflict in performing services and sharing markets. In fact, 
they tend to enter into reciprocal business relationships which 
increase their effectiveness in rendering services within given 
market regions. For a number of years now the Land O'Lakes 
Creameries, Inc., Minneapolis; Challenge Cream and Butter 
Association, Los Angeles; and the Washington Cooperative 
Dairies, Seattle, have tacitly confined their sales efforts to 
natural regions of distribution. If sales exceed receipts for 
one of these associations and it is necessary to ship butter from 
one region to another, preference in purchases is given to the 
other cooperative associations. The management of large-acale 
associations recognize that, in a program of service for agricul
ture, the points they hold in common merit emphasis. Their 
differences can be minimized through a mutual understanding 
of one another's problems. The Wisconsin Cheese Producers' 
Federation consolidated its sales department with that of the 
Land O'Lakes Creameries, Inc., in 1934 as a measure of economy 
and in an attempt to avoid any possible competition between 
the two great dairy cooperatives which, by reason of their 
location in the Middle West, distributed similar dairy products 
to the same markets. 

One of the finest examples of cooperation between large 
organizations is that between the deciduous and citrus fruit 
growers of California. The same sales organization has been 
used for more than 30 years by the California Fruit Exchange, 
an organization of 3,500 deciduous fruit growers, and the Cali
fornia Fruit Growers' Exchange, composed of 13,300 citrus fruit 
growers. 

Consolidation of Locals into a Central Exchange. The local 
cranberry companies, originally organized as separate sales 
agencies in Wisconsin, New Jersey, and Massachusetts, use 
the same selling agency, the American Cranberry Exchange, to 
coordinate their services in directing advertising, controlling 
the time and flow of various varieties into the channels of trade, 
and providing market and production information to the growers 
in the different states. 
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Consolidation of Central Exchanges. The various poultry 
associations on the Pacific Coast, as was pointed out in Chap. 
XVIII, use the same sales agency, the Pacific Egg Producers 
Cooperative, Inc., for marketing the poultry and eggs shipped 
to the metropolitan centers·of eastern United States. 

Combination of Large Purchasing Associations. Among the 
purchase-type . associations one can cite the classic example 
of cooperation between the Cooperative Wholesale Societies of 
Sweden, Norway, Denmark, and Finland which have organized 
an international cooperative wholesale society, the Scandinavian 
Cooperative Wholesale Society, Ltd., Copenhagen, Denmark, 
which purchases numerous products for its members at wholesale. 
National Cooperatives, Inc., in the United States also acts as 
central purchasing agent for a number of the cooperative whole
sale companies in this country. 

Cooperation between Purchase and Sales Associations. One 
might cite many examples of cooperation between similar types 
of associations, but one of the most singular instances of coopera
tion between two large associations representing diverse interests 
was the rescue of the Grain Growers Grain Company by the 
Scottish Cooperative Wholesale Society. The Canadian far
mers' grain cooperative was expelled from the Winnipeg Grain 
and Produce Exchange while grain continued to be consigned to 
the company from many shipping points and the farmer shippers 
expected to receive an advance of 75 per cent of the current 
market price. The company could not dispose of its patrons' 
grain without paying the regular commission of 1 cent per 
bushel. 

It was during this crisis that the struggling farmers' cooperative 
company obtained substantial relief through another much older and 
more powerful cooperative oompany. For the Winnipeg representative 
of the Scottish Cooperative Wholesale Society, on learning of the Grain 
Growers' predicament, decided to risk the disapproval of the Grain 
Exchange and support the newly formed producers' cooperative, not 
only by buying a large portion of its wheat, but also by allowing it the 
regular commission of 1 cent a bushe1.8 

The critics of the cooperative movement claim that clashes 
between various organized groups of producers are unavoidable, 

• PATTON, HAllALD S., "Grain Growers' Cooperation in Western Canada," 
p. 52, Harvard University PJ-os, Cambridge, 1928. 
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and that purchasing associations will dissipate one another's 
good workS with their rapacious greed for large volume, low 
prices, and great savings. If by some chance the organizations 
of producers on the one hand and the societies for purchasing 
on the other should escape destruction resulting from competition 
with one another, they maintain that a breakdown is inevitable 
when the cooperatively organized producers en masse meet 
the associated consumers in the market place. It is difficult 
to find support for this theory by citing actual experiences of 
large cooperative organizations. The hypothesis that competi
tion tends to diminish as cooperative organizations grow in 
importance appears to be the most tenable in regard to the 
future outcome of the movement. 

CROP CARRY-OVERS 

The production of most agricultural products is seasonal, 
and the consumption of them is relatively uniform throughout 
the year. This phenomenon is the cause of great inconvenience 
in distributing agricultural commodities. The character and • 
rate of consumption are relatively immutable. Seasonal supplies 
must be carried from one period to another. 

The variations in production from one period to another 
create a surplus that must be carried over into the next cycle 
of production. This kind of surplus is so common to the grain 
crops that the problem arises of holding and storing supplies 
against the inevitable lean years. Hence, we have the "ever
normal granary" concept of 1937. With the possible exception 
of the tobacco associations, few cooperatives attempt to assume 
the risk of carrying over supplies from one period to another. 
In the case of major staple crops, such as cotton and wheat, the 
market organization provides adequata services for hedging 
against the uncertainties of the future. 

In regard to specialized crops, however, the situation is 
different. The risks of carrying supplies from season to season 
and year to year cannot be easily shifted to professional "risk 
takers" without underwriting losses. In some instances, the 
cooperative associations have assumed unusual risks in the hope 
of making profits by holding the surplus off the market where 
associations do not control a large percentage of the total supply. 
The non participators rush in and take more than theJl' pro-
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portionate share of the market opportunities and at the same time 
possibly spoil the market for those who assume the full burden 
of holding supplies in an effort to keep the price structure from 
collapsing. Such policy is suicidal for the cooperative and has 
led to a demand for clearinghouses and market prorate plans 
as have been described. 

Cooperative institutions that are firmly established with 
adequate reserves, regular trade outlets, reputation for quality, 
excellent market services, and trade-branded products con
stitute an exception to the above situations. These organiza
tions often find it necessary to assume the risks of carrying 
seasonal surpluses in order to be assured of a sufficient supply 
of a product of a certain quality to satisfy the requirements of 
their regular consumers. The flow of the products to market 
is regulated in such a way that the producers secure the most 
advantageous average price for the entire market period. 

COOPERATIVE EXPORT SALES 

If the supply exceeds the domestic market requirements, some 
associations handling specialty commodities organize an export 
department to sell a portion of the supply that might otherwise 
completely demoralize a domestic market if forced on the buyers. 
The Apple Growers Association of Hood River, Oregon, is a 
notable example of an association that has successfully mer
chandised a portion of its receipts abroad. The California 
Fruit Growers' Exchange has been making long strides in the 
exporting of citrus fruits owing to the recent disruption of trade 
in citrus crops resulting from the Italo-Ethiopian and Spanish 
Wars. 

In domestic markets much has been done through advertising 
to make demand mutable. Some associations handling semi
luxury products, which possess a high degree of elasticity in 
demand, have been eminently successful in avoiding crop carry
overs and great seasonal surpluses by advertising. 

ADVERTISING 

Advertising serves two functions in making sales. One purpose 
may be to publicly apprise prospective customers of the wares 
on the market and their particular characteristics. Advertising 
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of this nature is called educational advertising and is of value 
from a soci.al standpoint. The more recent and more popular 
purpose of advertising is to persuade the potential buyer that 
one particular brand of a product is to be preferred to all others. 
This type of advertising may have no social value and can not be 
justified as a means of increasing social capital. 

Educational advertising may be made to play an important 
role in promoting the sales of agricultural products, but on the 
whole advertising is most profitable where capital is mobilized 
and large-scale production is carried on under the protection of 
patents, copyrights, and secret processes. It is more adapted to 
products with elastic demand, than to those not possessing it, 
and it is often used to stimulate the sale of products which enjoy 
some monopoly advantages. 

The unbridled competition in agriculture, the number of 
competing sellers, and the nature of agricultural products have 
been factors which retarded the use of advertising as a medium 
for promoting agricultural sales. Since 1915, agricultural 
cooperative producers have advertised on a national basis in 
magazines and newspapers. Through the organization of 
large-scale cooperative sales associations, growers have been 
able to obtain direct advantages from advertising. In 1928 
two associations, the California Fruit Growers' Exchange and the 
Sun-Maid Raisin Growers Association, were included in the Who's 
Who list of the first seventy-five companies expending the 
largest sumS of money for advertising space. The number of 
farmers' sales associations, however, were still distinctly in the 
minority compared with other industries. 

In general, not so much is spent for advertising staples as 
semiluxuries and luxuries. Advertising is playing an increasingly 
greater role in the sales made by cooperative associations. It 
will be noted from the table on p. 523 that several large sales 
associations spent ,from 1~ to 3 per cent of their gross sales 
receipts in 1935 for advertising. 

It is logical that agricultural producers should take into 
consideration the choices and the habits of consumers and take 
advantage of any favorable trend toward a particular field of 
specialization in the industry. The change from heavy foods 
such as fat pork and bread to salads, fruits, and vegetables is 
quite evident. 
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Associations 
California Fruit Growers' Exchange •...•••••••••• 
California Walnut Growers Association ..•••••••• 
American Cranberry Exchange .•.......••....•. 
California Prune and Apricot Growers Association 
Pacific Egg Producers Cooperative, Inc •..••••••• 
Tillamook County Creamery Association •....•.•. 
Land O'Lakes Creameries, Inc •.••....••••••.••• 
Sun-Maid Raisin Growers Association .••••••.••• 

Approximate Percentage 
of Gross Sales Spent 

for Advertising 
2.0 
2.0 to 3.5 
4.0 to 4.5 
1.75 
0.033 to 0.050 
1.5 
0.5 
9.5 to 10 

Educational advertising may appear in a number of forms. 
The agricultural associations have used various distinctive 
styles of packaging as a means of extending the markets both 
intensively and extensively. The Colorado Potato Growers 
Exchange reports that the demand for Colorado potatoes can 
be readily stimulated by the use of packages with the label 
of their famous brand Colotato. More recently public announce
ments have been used to inform consumers concerning heavy 
frosts, floods, and quarantines which have interfered with the 
movement of products from one region to another. In many 
cases the activity of the labor unions in "sit down" strikes has 
caused a cessation of manufacturing and even business corre
spondence. Clear and concise statements from the business 
enterprises involved in such controversies have been deemed 
necessary to explain to the public the reasons for their omissions 
and commissions in rendering services during the period of 
interrupted transactions. 

CONCLUSIONS 

Cooperative sales associations are largely incapable of con
trolling the quantity of production through their own efforts.l0 
They are in a better position to influence the quality of produc
tion through their grading systems, paying on a graded basis, and 
through their educational campaigns. In Denmark where 84 
per ~ cent of the swine are slaughtered in cooperative abattoirs, it 
was necessary to institute a government hog-production-control 

II They have effected some seasonal variation in production, as in the case 
of fluid milk, through the adoption of the "basll-6llrplus" plans, but in these 
instances the aggregate production has not been controlled-rather it has 
KOtten out of controL 
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plan in February, 1933, in order to adjust production and prevent 
prices from toppling to disastrously low levels. The cooperatives 
were not capable of restricting the production through their 
own efforts. In the United States the experiences of coopera
tives during the administration of the Federal Farm Board 
indicated that the vital proQIem of adjusting production to 
market requirements was not yet solved. Some abortive 
attempts were made to keep production down through speeches 
and exhortations, but the volume of business of the cooperatives 
and the quantity of agricultural production during these years 
show that the preachments were in vain. 

In fact the successful cooperative is an important force in 
increasing production rather than in restricting it. If the 
cooperative is successful in getting good prices for the growers, 
. the cooperative cannot prevent the farmers from reacting to 
good prices as they always have, namely, to increase their 
production. The experiences of the raisin growers, fluid milk 
producers, potato producers, and other agricultural producers 
need only to be recalled to see what responses are made to good 
prices. If new markets are not developed so rapidly as the 
production increases, it is inevitable that prices will drop. . 

Since the cooperative, as a marketing agency, is concerned 
chiefly with the distribution of products that agricultural pro
ducers as free agents have produced, it is indubitable that if prices 
obtained per unit of goods are low as a result of excessive produc
tion rather than as a result of inefficiency in distribution, the 
cooperative is not to be indicted for such low prices any more 
than a private agency should be. The establishment of clearing
houses, market proration plans, export departments, by-products 
plants, and advertising schemes at best are effective only in 
creating order in distribution of a product already produced. 
The producers themselves must do their part in keeping produc
tion within the bounds of market requirements. 

Questions 

1. Review some of the conditions following the World War which 
seriously affected agricultural prices. 

51. What measures were taken by the government to improve agricultural ~ 

prices? 
8. Describe a clearinghouse association. Was this form of organization 

successfully applied in agriculture? Explain. 
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,. Enumerate some of the objectives of clearinghouse associations. 
Were any of their objectives attained? Do these associations tend to 
become permanent enterprises in areas of specialized agricultural 
production? 

6. Contrast the efforts of the lemon growers with those of the orange 
growers in controlling the marketing of citrus crops during the period 
1925-1937. 

8. Can proration schemes be classified as one form of cooperative 
enterprise? Distinguish between compulsory and voluntary -proration 
schemes. 

7. Was the California Agricultural Prorate Act beneficial to agricultural 
producers? To the consumers? What attitude did the courts take in 
deciding its constitutionality? 

8. What are the possibilities of diverting agricultural surpluses into new 
industrial products? 

t. Critically appraise the statement, "a breakdown is inevitable when 
the cooperatively organized producers en masse meet the associated con
sumers in the market place?" 

10. Under what circumstances may cooperative associations successfully 
carry over supplies from previous crops? 



PART V 

COOPERATION IN PERSPECTIVE 



xx 
Limitations and Postn"bilities oj Cooperation 

Good and evil are seldom unalloyed in the associations oj men 
whether their institutions are social, political, or economic. Varia
tions in the degree oj emphasis given particular Jactors in a complez 
organization lead to differences oj opinion. What may appear as a 
possibility to one per80n may be regarded as a limitation by another. 
Likewise, a limitation may be considered a possibility. Through 
retrospection, limitations emerge Jrom ob8ervations and past exper
iences bounding the activities oj man. While postn"bilities may 
be grounded upon past attainments, they more commonly flow out 
oj the hopes and aspirations oj Jorward-looking individuals in 
society. Characteristic oj the descriptions oj aU new movements oj 
promise, much oj the early literature on cooperation radiated hope 
and pre8aged great p08sibilities. The movement now has age and a 
status which permits a more critical analysis oj its potentialities. 

... ... ... 



CHAPTER :xx 
LIMITATIONS AND POSSmILITIES OF COOPERATION 

The cooperative system of buying and selling has its supporters 
as well as its critics. The enthusiasts see only those things that 
are promising and are blind to all defects. The antagonists 
magnify the weaknesses and fail to appreciate the elements of 
strength. Like all other commercial organizations, it is not 
immune to attacks. This chapter will present some possibilities 
and limitations which may enable the reader to gain a broader 
perspective than may have been obtained in the foregoing 
chapters. 

LIMITATIONS 

THE INE~TIA OF THE MASSES 

Cooperatives are characterized as group movements in busi
ness, and as such they have had to contend with irresolution and 
indifference since the time of their inception. Preliminary to 
organizing a cooperative enterprise, months and even years 
must be spent patiently educating groups of potential members. 
Often inertia cannot be overcome except through the impulse of 
outside stimuli. In such cases the masses may be deceived by 
the catch words of a demagogue. Likewise, well-intentioned 
but uninformed prophets, as well as opportunists, may present 
serious dangers to such an economic and social movement. Con
sequently, one of the major problems in the growth· of the 
cooperative movement is how it may be controlled and directed 
toward its goal or objectives. 

The selecting of the management of a newly formed cooperative 
frequently offers many problems. Capable leaders may avoid 
assuming official responsibilities, while those who possess little 
native ability are often· elevated to positions of trust and author
ity. Such weaknesses are apt to exist in newly founded demo
cratic administrations. After the group acquires experience in 
working together and in learning to detect business acumen and 
leadership, it may use more discrimination in the selection of 
officers and leaders. So much depends upon the choice of good 

. 529 
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directors that some plan should be evolved for qualifying mem
bers as potential officers and directors in the association. H 
nominations could be restricted to include only those members 
who present certain qualifications, the risks of poor management 
would become minimized. Membership qualifications based, 
at least partially, upon interest in the enterprise should help to 
eliminate many inert members. The causes of inertia are inherent 
in men but may be modified to some extent by their environment. 
However, their susceptibility to new ideas is retarded by estab
lished institutions which tend to preserve the old traditions, 
habits of thought, customs, and folkways. Many people are 
still influenced by the words of Pope, in his "Essay on Criticism," 

Be not the first by whom the new is tried, 
Nor yet the last to lay the old aside. 

Provincialism. The composition of a population has a 
decided effect upon the extension of cooperation. Modem 
improvements in communication and transportation have 
broken down the former barriers of isolation. Both telephone 
and radio provide excellent means for disseminating information, 
but there is need for government supervision as well as instruc
tion in a wiser utilization of these facilities. The length of 
time necessary for the dissemination of new ideas through 
different segments of society is illustrated by the dates at which 
similar laws have been enacted in different states and countries. 
In England the federation of local cooperative societies into 
central exchanges was legalized in 1862. Twenty-five years later 
(1887) Wisconsin, the first of the United States, permitted 
by statute the federation of local associations. Various states 
enacted cooperative laws a quarter of a century before the 
federal government passed the Capper-Volstead Act of 1922 
recognizing cooperative business associations. Such phleg
matism accounts for the slowness with which the ideas of coopera
tion permeate the masses. Some parts of America, as well 
as some areas of foreign countries, are still completely devoid 
of cooperative business enterprises. These areas have been 
called "cooperative deserts,"l and they are not necessarily the 
most sparsely settled sections. 

I WJIlBB, SIDNlIlY and BEATRICE WEBB, "The Consumers' Cooperative 
Movement," pp. 311-321, Longmans, Green &; Company, New York, 1930. 
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Heterogeneity of Population. The immigration from foreign 
countries has populated many sections of the United States with 
groups of people who differ greatly in their cultural background. 
The influence of their customs, habits, and mores persists for 
several generations. Some immigrants have introduced new 
ideals and methods of applying them that command general 
admiration. Frequently, their technique of organizing and 
managing cooperative enterprises is superior to the existing 
methods. This illustrates that homogeneity on a national basis 
is not essential to congenial relations in a community. The 
descendants of different nationalities often work together as 
harmoniously as if they had all descended from one nationality. 
It will in all probability be difficult for an agglomeration of 
persons of different races to cooperate. Also widely divergent 
cultures may hinder a cooperative undertaking. Their differ
ences in standards of living, languages, and theories of organiza
tion may result in factional schis:qlS and destroy the basis of 
organization. But more serious limitations to the development 
of cooperatives may be presented by differences in economic 
status or by educational training. 

Consanguinity. Some communities become very closely knit 
through marriages and intermarriages. Family ties are taken 
into consideration in many business transactions, and the lineal 
relationships exert influence in every direction. It is difficult 
to create new institutions in such inbred neighborhoods because 
the established businesses are owned by cousins, uncles, nephews, 
and brothers. This type of community resembles a communal 
organization more than an economic society of free enterprises. 
The blood and marriage ties are important causes of inertia, 
as well as factors which make the group unwieldy in administra
tive functions. Thus, consanguinity may stubbornly resist 
cooperative organization even though sound economic reasons 
may make for its promotion. 

TENDENCY TOWARD REVERSION 

Many members of cooperatives tend to revert to their former 
methods of marketing instead of continuing their connections 
with the cooperative. Cooperatives should emerge from & 

recognition of needs, and the initiative should come from within 
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the group. . Unfortunately, the impetus is sometimes furnished 
by someone from outside, and allurements may be proffered 
that are impossible of fulfillment by a. missionary or professional 
type of promoter. Consequently, the association encounters 
ill will and widespread misunderstandings from the first,- and 
some new organizations fail to regain the full confidence of their 
members. As soon as the flame of enthusiasm dies down, and 
the inspiring promoters have gracefully made their bow, the 
members begin asking "How can I get out of this association and 
cancel the obligations I have assumed 1" This is illustrated by 
the experiences of the many large, centralized cooperative 
marketing associations now defunct that were formed in the 
postwar period 1921-1924 and fortified with a five-year ironclad 
contract and a monopolistic price concept. 

Associations that are formed by the participants have a. better 
chance to endure, but even then the movement is burdened with 
many individuals who fail to understand the main objectives. 
Much education is needed to sustain the morale of some organiza
tions; failure in this may cause dissatisfied members to withdraw. 
The number withdrawing may be so great as to necessitate a 
reorganization of the association. It is not uncommon to find 
that existing successful associations had to be r«H>rganized two 
or three times before they were loyally supported by their 
members. The teaching of cooperation in the public schools, 
the organization of cooperative councils, and the general dis
semination of information about the aims and purposes of the 
movement may minimize the influx and outflow of members. 
The smaller turnover in members will stabilize the cooperative 
institutions and lessen the risks of financial losses to members. 
There is little tendency, however, to abandon successful coopera
tives as the following statement made by the manager of the 
Wisconsin Cranberry Sales Company indicates: 

Cranberry growers have a spirit of cooperation that perhaps has no 
equal in any other industry. The Wisconsin Cranberry Sales Company, 
for example, has no written yearly contract or pledge from its members
yet every member delivers all of his berries; there is no outside selling; 
there are no members dropping away from the organization.-

I GOLDSWORTHY, VERNON, Coopera.tion Plus Advertising, CooperatifHl 
Journal, vol. 11, no. 2, pp. 41-42. Ma.rch-April, 1937. 
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THE DIFFUSION OF BENEFITS 

Cooperative associations are occasionally alluded to 88 selI
liquidating corporations. Their success may cause their destruc
tion. For example, a cooperative association is organized to 
market a speciality crop such as blueberries. It introduces new 
methods in handling, grading, storing, packaging, and selling so 
successfully that the prices of this product are appreciably 
increased. New capital flows into the industry because it is 
profitable. Production is increased, and the association is 
forced to put forth additional efforts in making sales large enough 
in volume to satisfy the growers. This procedure is continued 
until the market is completely satiated. Additional sales cannot 
be made at prices that will return prime costs. Prices fall and a 
surplus of berries accumulates. The association thus becomes 
ineffective as a factor in determining market prices. Other 
marketing agencies imitate its methods in handling, packing, 
and shipping the berries. The buyers pour capital into the 
industries to offset losses, and the association attempts to support 
the price structure from complete demoralization by regu
lating the flow of products to market. During this time, however, 
the private agencies that are not under obligation to receive or 
buy berries, except as needed to supply a limited number of 
customers, may continue to ship berries into the market taking 
more than their proportionate share of sales. 'The cooperative 
under these circumstances may report lower returns than private 
agencies, and, if it does not have an enlightened membership to 
support its policies and program, it is destined to fail. Such 
instances are often cited by those who wish to discourage coopera
tive efforts. 

From a social standpoint the diffusion of benefits may not be a 
weakness of the cooperative system but one of its strong points 
since all agricultural producers profit from the existence of the 
cooperative. 

The sales associations that adhere to the principle of rendering 
services at cost not only induce severe competition but often 
precipitate price wars. Market prices are temporarily increased 
and the normal price over a long period is raised. All bases for 
comparison are erased in the competitive battle. A cooperative 
association may do only a small part of the total business, but its 
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existence d~ring such a period is particularly beneficial to 
every producer in the community. Hence the expression, "It's 
not what prices are. It's what they would have been if there 
were no cooperative in this community." This characteristic 
of cooperative business limits its rapid development because 
many producers prefer to be on the outside where they may get 
all the benefits of the competition without assuming any of the 
possible costs. A few sales associations have been able to retain 
the gains from their services for their members by creating special 
market outlets for the products, which only their members pro
duce, as well as through the use of patents, copyrights, secret 
processes in manufacturing, trade brands, skillful administration, 
and advertising. But a majority of the associations experience 
difficulties in attempting to prove the merits of their services as 
measured by improved financial returns to its own members. 

EDUCATIONAL LIMITATIONS 

The progress of cooperative sales associations may be impeded 
by a high percentage of members who have a limited education. 
This is true of certain geographical areas in both America and 
Europe. 8 It is difficult for uneducated people to understand 
marketing methods, to shoulder the responsibilities of member
ship, and to wisely direct marketing organizations. U the 
members of a cooperative are uneducated many internal operat
ing problems occur that result in an expenditure of time and 
money which could have been used for productive enterprises. 
However, a cooperative that educates its members in marketing 
and production problems and develops latent rural leadership 
is an organization that may be looked upon as a social benefactor. 

Unreasonable Demands of Members. Members with a 
limited education often make highly impractical demands 
upon their cooperative. A large portion of the members, and 
many nonmembers as well, consider cooperatives as reform 
agencies and may even expect accomplishments which are 

I MANNY, T. B., reports in Farmers' Experiences and Opinions as Factors 
Influencing Their Cotton-Marketing Methods, U. S. Dept. AlP'. Cire.I44, 
1931, that 63.4 per cent of the members and 75.9 per cent of ex-members had 
less than a high school education. Of these groups, 29.5 per cent of the 
members and 43.9 per cent of the ex-members had even less than common or 
country school education. 
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impossible of achievement. They are quick to criticize an 
association for not rendering certain services or obtaining certain 
prices even though the association, measured by ordinary busi
ness standards, is moderately successful. The impractical 
demands may vary considerably, but they usually center around 
the price which the cooperative is able to obtain for the producers. 
Producers and consumers frequently disagree as to what a lair 
price is. Consequently, it is apparent that it is an impossibility 
to please all members at all times. This condition is not an 
inherent weakness of the cooperative method of marketing but 
simply a situation which it must face. 

INADEQUATE FINANCIAL RESOURCES 

The majority of the members of a cooperative association have 
a low or moderate income. As a result many cooperatives suffer 
from inadequate financing and are forced to adopt a policy of 
delayed payments. Although the members may give their 
association wholehearted financial support, such support may 
be inadequate. Heavy lending follows, and the operating 
expenses of the organization are increased by interest payments. 
Members who regularly require outside financial assistance in 
producing a crop are often. a burden to the organization and 
hinder its sales programs. For example, there is less expense 
entailed in paying creamery patrons once a month than semi
monthly or at time of delivery. Yet the financial situation of 
some producers is so stringent as to require cash on delivery. 
In order to make frequent payments the creamery is forced to 
make sales at inopportune times. Some of these difficulties 
have been mitigated by cooperative credit agencies, but for many 
associations, the financial handicaps are weaknesses which are 
difficult to overcome. Many of the problems that existing 
cooperatives face would be eliminated if the organization dealt 
exclusively with well-to-do persons who could provide adequate 
capital to start and promote the business, and who could permit 
the management to adopt a sales program which would not be 
pressed for early sales remittances. 

The limited financial resources of the members make it neces
sary that a large portion of the net earnings be returned to the 
members as patronage dividends. Such demands are usually 
met, since the farmers who are on the boards of directors are 
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frequently in as great need for the patronage dividends as their 
neighbors. This results in failure to build up adequate reserves 
with which to weather a period of financial stringency. 

This applies more to the local organizations than to the large
scale cooperatives. In a large-scale organization, special care 
must be exercised by the directors to prevent extravagance 
and careless spending which may easily occur once an organiza
tion becomes powerful and controls all or nearly all of a given 
crop. In such a situation there can be no standard of comparison 
with competing firms, and huge sums can be accumulated from 
small deductions on a large volume of produce. The failure of 
some large cooperative sales associations in the United States is 
attributable to such a policy of reckless expansion made com
paratively easy by small deductions from the returns of the 
thousands of producer members. 

FAILURE TO ESTABLISH MEMBERSHIP RESPONSmILlTY 

Cooperative: associations often fail to create a feeling of respon
sibility among th'eir members. Many members regularly con
sign their products to their association but fail to attend annual 
and special meetings where policies and other matters of opera
tion are discussed and voted upon. Hence, the members may 
participate blindly without fully understanding the principles 
of the cooperative philosophy. Cooperative leaders and enthu
siasts have been prone to criticize the large corporations on the 
grounds that they are not democratic, that they are controlled 
by an esoteric group, 'and that ownership and control are divested 
from each other. True as this may be in many instances, 
cooperatives themselves are not entirely free from similar 
criticism, although in principle they stand for economic democ
racy. Cooperatives in America and in Europe often have less 
than 10 per cent of their members present at annual meetings. 
II While criticizing management control of private corporations, 
The London Cooperative Society, for one illustration, seldom 
has more than 1 per cent of its members voting in the annual 
meeting-and of less than 3,000 who voted in the last series of 
annual meetings more than 2,000 were employees."e The London 
Cooperative Society has a membership of over 300,000. 

• HOOD, ROBIN, Implications of European Consumer Cooperation, 
CooperatilllJ Journal, vol. 11, no. 2, p. 57, March-April, 1937. 
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The indifference on the part of members toward their organiza
tion results in a failure to make their cooperative "farmer 
controlled" as well as "farmer owned." The following quotations 
are illustrations of such situations: 

Some of the associations which have directors elected by the members 
or by delegates selected by the members report that those who partici
pate in the selection of directors or of delegates represent only a small 
percentage of the total membership. Approximately half of the associa
tions reported that less than 25 per cent of the total membership 
participated directly or indirectly in the last election of directors. • • • 
Some associations can only estimate the number of members belonging 
to the association and the percentage participating in elEAltions, because 
they have set up no system for regularly purging the membership roll. 

The following quotation, taken from an unpublished report 
made to the Cooperative Division of the Farm Credit Administra
tion, probably would apply equally as well to some other associa
tions. "[Owing] to the lax system of keeping track of its 
membership in the association, the annual election of direc
tors has developed into more or less of a cdt-and-dried affair 
resulting in the election of the same men year after year."5 

The above reports show that although a cooperative should be 
"member owned" and "member controlled," in many cases it is 
an ideal that.is not realized. This is owing to the absence of a 
feeling of ownership, which is especially true of cooperatives 
organized on a nonstock membership basis in which much of the 
capitol has been derived from member loans and earnings of 
operations. 

QuASI-PUBLIC NATURE OF COOPERATIVES 

Several states provide that a representative of the public may 
be permitted to sit with the directorate of large-scale associations 
whenever public interest may be affected by their decisions 
because cooperative organizations are of a quasi-public nature. 
One serious mistake or failure seems to make a more lasting 
impression on the public than many successful ventures and 
notable achievements. Enemies of the movement take advan
tage of the human propensity for remembering unfavorable 
events by pandering half truths which effectively hinder progress. 

I JONES, J. W., Membership Relation of Cooperative Associations, Farm 
Credit Administration, Bul. 9, pp. 44-48, 1936. 
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Even though private corporations may have hundreds or 
thousands or stockholders they may not become semipublic 
institutions as do the cooperatives. It is essential for cooperative 
organizations to keep the members constantly informed about 
their operations. The books must be open at all times for 
inspection by the members for valid purposes, and the members 
must be educated in the principles and practices of their move
ment. The association must decide to keep its members informed 
even though such procedure also apprises its competitors of its 
activities or it may choose to withhold information and run the 
risk of generating acute membership problems because its mem
bers are uninformed about the affairs of their enterprise. 

INA:BILITY TO PREVENT ExCESS PRODUCTION 

Under the cooperative system, the benefits of all increased 
market prices and reductions in the cost of marketing are 
returned to the producers more quickly than under the private 
system of marketing in which such benefits are reflected for a 
time in increased profits to the middlemen. .As a result members 
of cooperatives receive a quicker stimulation to increase their 
production than they would under the independent system of 
marketing. H farmers used their increased returns to buy 
greater quantities of consumption goods rather than diverting 
it to land, equipment, or other production goods, increased 
agricultural production might be prevented. But an analysis 
of the cyclical production of many agricultural products shows 
that farmers respond to increased net returns by increasing their 
production. This is particularly true for such products as fluid 
milk, hogs, cotton, potatoes, and tobacco. 

Realizing this tendency of farmers to respond to higher net 
returns by an increased production, many of the cooperatives 
have attempted to discourage such reaction through exhortation 
and through devices such as the base-surplus plan of payment 
in the fluid milk markets. These attempts to adjust the volume 
of agriCUltural production have not always been effective. 

INDIFFERENCE OF EU:PLOYEES 

It is assumed that most men will work more diligently and 
faithfully in a private business where there are prospects of 
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gains than they will for wages in a cooperative association. 
The problems that arise between members and employees in 
large-scale cooperative associations rest fundamentally upon 
the fact that their interests are not identical. The employee is 
interested in receiving good wages; the cooperative member's 
main interest is to receive better prices for his goods and better 
services at less cost. This difference in objectives may lead to 
an exploitation of the members by the employees or of the 
employees by the members, according to which group is in the 
more advantageous bargaining position. This difference in 
interest influences the attitude of the employees toward the 
members. The services tend to lose the personal touch that 
private businesses attempt to include with every transaction. 

It is axiomatic that one spends other people's money more 
freely than his own. The funds are usually well controlled in 
an association, but this contention has an element of truth in it 
when applied to the use of :rp.achines, materials, and other 
properties. Another reason for the employees' dissatisfaction 
is that farmers will not pay large enough salaries to attract good 
management. The basis for this assertion is that producers 
are reluctant to pay their managers more than they themselves 
are able to earn. However, if low managerial wages are paid by 
an association, it is logical to conclude that internal control 
may be lax, that the employees may be indifferent to the best 
interests of the members, and that tlie whole enterprise may be 
affected by poor administration. 

It has also been contended by critics of cooperative purchasing 
associations that if these associations succeed in lowering the 
costs of operating stores it will be at the expense of the employees, 
since wages constitute the largest item of expense in merchandis
ing. Cooperatives, it is held, will lower the level of wages. If 
money wages were actually lowered and all possibilities of gain 
through the efficient operations of an integrated system of mar
keting discounted, even then real wages might be increased 
appreciably to offset decreases in money wages. 

DEVIATION FROM PRINCIPLE 

It is regrettable that the principles of a true type of cooperative 
enterprise have not been the subject of research investigation 
by some central authority. 
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In Chap. VI, nine principles are listed which are considered 
basic to cooperative sales associations. There are many existing 
associations, however, that could not apply these principles 
without making major changes in their plans of organization. 

Wit·h the exception of the two or three principles which have 
usually been incorporated into laws for definitive purposes, 
there is no unanimity on this subject among American writers. 
or experts. Neither has it received the attention it merits. 
Many failures in cooperative undertakings can be traced to the 
fact that the fundamental principles of cooperation were not 
clearly recognized. As a consequence, such undertakings became 
hybrid enterprises observing two or three cooperative principles 
along with a larger number of precepts or rules taken from private 
enterprises. 

The accretions of experience which American cooperatives 
possess should be made ava.ilable so that future organizations 
will be able to use them as a guide. The organized producers 
might undertake a study similar to that which has been made 
recently by the International Cooperative Alliance, an organiza
tion which represents the consumer cooperative movement of 
the world. 

It is not to be presumed that this is a conclusive summary of 
the limitations of cooperative enterprises. These limitations 
will vary in their importance for diverse groups in different 
places attempting to apply the cooperative method to unlike 
types of organizations. 

SUMMARY OF POSSIBILITIES 

Many advantages have been enumerated throughout the 
preceding chapters, and it seems unnecessary to recapitulate 
them here. In place of a summary of these, the advantages 
given by other authors are stated. Their lists and summary 
statements include many of the main advantages found elsewhere 
in this book. 

A cooperative marketing organization is a very useful instrument for 
farmers. It enables a group of producers to secure more practical 
information and to act more intelligently in its use than is possible for 
the unorganized. It is not, however, a means of guaranteeing profits 
to anyone, or of changing bankrupt agriculture suddenly into a profitable 
industry. Cooperation is a slow-working, evolutionary process of 
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leading men to and through the doorway of organized endeavor as a 
means of solving difficult problems. For those who have stubbornly 
persisted in applying sound economic or business principles in their 
cooperative endeavor, there have been decidedly worth-while results. 

According to the experience and judgment of the old and well
established cooperative companies, there are eight principal kinds of. 
cOoperative benefits. These in turn are characterized as tangible and 
intangible. Those benefits which are not subject to actual financial 
measurement are intangible, owing to the difficulty of measuring them 
definitely in dollars and cents. Briefly stated, according to the fore
going classification, these eight proved benefits of successful cooperative 
marketing are: 

1. Tangible or Financial Benefitll 
G. Gives farmers the profits of marketing that ordinarily flow to middle

men 
b. Reduces costs of marketing so far as practicable 
c. Improves old and devises new standards of marketing service 

2. Intangible or Nonfinancial Benefits 
/J. Readjusts standards of production 
b. Establishes farmer confidence in the marketing mechanism 
Co Gives farmers conviction that products are marketed in the most 

efficient way possible 
tl. Stimulates and develops an agricultural leadership 
I. Helps to make marketing efficient, farming profitable, and living 

worth while 

All of these beneficial results of marketing cooperatively obviously 
have not been obtained by every farmers' organization nor have they 
all been realized by any company. Yet this classification brings 
together the actual gains of one kind or another for which the cooperative 
movement is the chief sponsor. Every marketing organization has 
within it the possibility of bringing to its members most or even all of 
these advantages.' 

Another authority on the subject of cooperation states that 
cooperatives are capable of: 

Standardizing and improving production 
Standardizing and improving grade and pack 
Stabilizing production 
Controlling flow to market 
Improving di!ltribution between markets 
Advertising and the development of new markets 
Collective bargaining 

• MACKLIN, T. M., The Annals, America.n Academy of Political and 
Social Sciences, vol. 117, no. 206, p. 208, PhiladelPhia, January, 1925. 
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Individually the farmer is a notoriously weak bargainer because 
1. He does not know in what grade his product falls 
2. He does not know the relative value of different grades 
3. He does not know what his local price should be even when 

central market prices are known, and frequently he cannot 
even interpret wholesale market quotations 

4. He cannot follow market conditions closely enough to know 
at any given time whether market tendencies are up or down 

5. He is slow in judging a proposition put in a new way 
Financing of marketing operations 
Making marketing more efficient 
Maintaining favorable public relations' 

The Federal Trade Commission in a recent report on agricul
tural income came to the conclusion that cooperative organiza
tions are an efficient means of alleviating unfavorable conditions 
in agriculture. 

Although a measure of proof in the terms of dollars and cents of the 
value of cooperative associations is difficult to obtain, the commission 
desires to add its opinion to the vast body of opinion to the effect, 
namely, that true cooperative associations have been of great value to 
the producers of farm products. These cooperatives have significantly 
increased the bargaining strength of producers and have reduced the 
spread between producers' and consumers' prices • • 

Questions 

1. Prepare a list of the limitations which most commonly obstruct 
collective action in your community. 

2. Give your interpretation of the word "provincialism." Cite some 
instance of provincialism which you have observed in your travels. 

3. Is homogeneity of race and cultural background an essential to 
successful cooperation? 

4. Explain the term "consanguinity." Do you know of any consanguine
ous communities or neighborhoods? 

6. Are the diffused benefits of cooperation to be regarded as a limitation 
or an advantage to: 

G. The members of th4! cooperative 
b. All producers of the particular commodity handled in the region 

in which the association operates • 
e. Everyone within the market area 

, ERDMAN, H. E., Possibilities and Limitations of Cooperative Marketing, 
Uni". Calif. Agr. Exp. Sta. Cire. 298, pp. 1-13, 1925. 

• Report on Agricultural Income Investigations, mimeograph release, 
The Federal Trade Commission, Mar. 2, 1937. 
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8. When are members most likely to revert to former methods of doing 
business? Why? How can the tendency to reversion be overcome? 

7. Have cooperatives had difficulties in getting members to assume 
positiollll of respollllibilities in governing the affairs of the association? 

8. Make a list of disadvantages which you believe apply particularly to 
your home community. 

9. Why should a distinction be made between tangible and intangible 
benefits? 

10. Review the various advantages of cooperation that have been men
tioned by the authors in the previouB chapters. 



XXI 

The Future of Cooperation 

A reappraisal of the present status of cooperatilJe marketing is 
essential to anticipate the forces which will mold the movement in the 
future. One outstanding feature of the present-day status of 
cpoperatilJe marketing is its youthfulness. Few local organizations 
were in operation before 1880, and most central marketing a8sociOt
tions appeared after 1921. Since these dates, howelJer, the individual 
associations halJe had a wide range of experience in the use of mem
bership contracts, sales operations, plans of organization, member
ship relations, and other problems peculiar to cooperatilJes. Out 
of this weUer of experience many strong organizations have emerged 
that gilJe promise of greater service to their members in the future. 
CooperatilJe marketing, cooperatilJe purchasing, consumers' coopera
tion, as well as cooperation in the fields of credit, insurance, and 
other II service" fields halJe been preparing the ground up to now and 
may be expected to blossom forth and bear larger fruit in the years 
ahead than has been yielded to date. 

DelJelopments in agricuUural production, gOlJernmental inter· 
vention in agricuUural marketing, increasing efficiency of private 
competitors, and changes in transportation and communication 
will affect the organization and operating practices of marketing 
associations. It is almost a certainty that at no time will all 
farmers belong to marketing or purchasing associations or aU 
consumers to cooperatilJe retail and service organizations. Hence, 
two systems of distribution, the prilJate and cooperatilJe, will con
tinue to compete with one another, each acting as a check and balance 
upon the other, and both striving for greater efficiency in the battle of 
competition. 

... ... ... 



CHAPTER XXI 

THE FUTURE OF COOPERATION 

The authors do not wish to appear oracular in writing about 
the future of cooperative marketing in America. The manifold 
economic forces that will mold the cooperative movement in 
the future are largely a matter of conjecture. Before enumerat
ing the forces which will affect the growth of the movement and 
the developments that may transpire, it is well to consider 
some of the outstanding features of its present-day status. 

The cooperative marketing movement is still in its infancy 
compared with the private commercial organizations and the 
movement includes only a small percentage of the total number 
of producers of the country. Only a very small percentage of 
all farm products is sent all the way through the trade chan
nels from producer to retailer or from producer to final 
processor, although practically every· type of commodity is 
handled or processed by a cooperative during some stage of its 
distribution. 

The movement has been given legal sanction through wide
spread enabling legislation and decisions of the highest courts 
of the country. It has received positive endorsement, promotion 
from state and federal authorities, and encouragement every
where by leading citizens and civic institutions. Cooperative 
organizations have been freely given financial assistance, legal 
advice, and economic counsel from public supported commissions, 
educational institutions, and agricultural departments. 

Associations within the movement readily pass on to other 
associations information relating to their operation and manage
ment. National and international institutes and conferences 
are arranged for this purpose. Such contacts tend to create an 
esprit de corp8 that leads to a certain solidarity within the move
ment. Education has been adopted as the surest means of 
perpetuating the cooperative principles. Repeated attacks 
by private dealers have often helped to unify what might have 

M5 
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been discordant elements in an effort to meet their mutual 
opponents. ' 

There is a considerable amount of competition and rivalry 
among cooperatives which is particularly true of local associa
tions. The trend toward federation lessens the severity of local 
competition because it calls for unified effort with a common 
program. There are many benefits of a central organization such 
as the elimination of duplication and waste in the assembling 
and processing of farm products near the point of production. 
The Federal Farm Board was influential in organizing national 
cooperative companies whose purpose it is to unify the cooperative 
sales companies and coordinate their efforts in the interest of a 
particular commodity group. The Farm Credit Administration 
affects the control of agricultural credit, and, consequently, its 
influence helps to avoid cross purposes and conflicts within the 
movement although no managerial responsibilities are assumed. 

CHANGING CONDITIONS NECESSITATE FUTURE 
REORGANIZATION 

Changes in the organization of cooperative associations may 
be expected. Improvements in transportation and communica
tion will most likely cause local associations to expand so as to 
include members within a larger area of production. Local 
associations, instead of identifying themselves with individual 
shipping points, will widen to include several shipping points. 
Small regional associations embracing part or entire counties 
will undoubtedly be more common in the future. This change 
is definitely under way in the dairy regions where consolidations 
of . several creameries and cheese factories are being effected. 
County-wide associations of livestock producers also illustrate 
the modern trend in the co~perative movement. 

As cooperative associations become older, the number of 
stockholders that have moved away from the community, 
retired from· farming, or deserted the cooperative increases. 
This results in a smaller percentage of stockholder members 
controlling the affairs of the cooperative. As the percentage of 
patron-members decreases, the democratic aspects of the associa
tion tend to disappear. Consequently, a reorganization of coop
eratives will be necessary, especially if loans are requested from 
federal agencies, because such loans today require that 50 per 
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cent of the cooperative's business must come from patron
members. In all likelihood the revolving plan of stock ownership 
will be used by more associations in the future than today in 
order to vest the control in the hands of those who use the 
BBSOciation. 

AGRICULTURAL PRODUCTION AND COOPERATION 

Future reorganization in industrial and agricultural production 
will probably be a major factor changing the character of the 
cooperative movement. The cooperative business institution 
of today is fundamentally an outgrowth of the small-scale unit 
farming system. It enables small producers to apply mass. 
distribution methods to their widely separated and individually 
operated farming units. Will the American farms of the future 
be the small-scale, family-sized producing units as of the past, 
or will they be large-scale corporate or chain farms? If the 
former persist, as many believe they will, then the need for 
collective marketing will continue. If" capitalistic" farming 
organizations predominate, we can expect less need for the local 
associations, although central marketing associations will not 
be affected. Under the latter system, centralized sales associa
tions instead of federated sales organizations will be formed. 
The associations of the large livestock ranchers in the West 
and Southwest, of the citrus producers of the West, and the fox 
and fur ranchers of the North serve as examples. The large 
producers, however, are generally less disposed to cooperate for 
marketing purposes. 

The extent and nature of governmental programs relating to 
agricultural production, marketing practices, and price. fixing 
will, no doubt, have some effect upon cooperatives. In all 
probability the expressed purpose of the government is to 
increase the net agricultural income. If this materializes, 
many farmers who are members of cooperatives may in the future 
find less necessity for such relations. Today, either the state or 
federal government agencies fix the prices paid in many milk 
m.arkets.' Extra persuasion is necessary under such conditions 

I In late 1936, twenty-one states had laws on their statute books regu
lating milk marketing, many of which included provisions for fixing prices 
to producers and to consumers. The twenty-two states were: Alabama, 
California, Connecticut, Delaware, Florida, Indiana, Maine, Maryland, 
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to convince farmers that as strong a farmers' cooperative is 
needed now' as before to adequately represent the producers' 
interests in making price agreements. The effect which govern
ment price fixing may have upon the associations that rely upon 
bargaining power solely is problematical. Some associations will 
most likely shift their emphasis from considerations 'of price to 
that of other marketing problems, such as hauling, credit, procure
ment of quality products,2 and internal operating economies. 

Many cooperatives have exerted considerable influence over the 
production policies of their members, especially as they relate to 
the quality and kind of products to be delivered to the coopera-
tive. This influence is illustrated in fluid milk markets by 
associations that inaugurated the base-surplus plan as a method 
of paying for milk and reducing the great unevenness of produc
tion during the year. Other dairy associations have reduced the 
bacterial count in the milk through proper edlJ.cation of their 
members and through a scheme of differential payments. Many 
fruit and vegetable associations have been able to get their 
members to concentrate upon the production of selected varieties. 
Such direct and indirect influence upon production will charac
terize the future. 

PROBABLE CHANGES IN COOPERATIVE PRINCIPLES 

Since customs and practices of cooperative methods vary from 
period to. period, lawtl pertaining to cooperatives may likewise 
change to meet the newer problems. In 1936 thirteen states 
permitted voting on a participation basis. The other thirty-five 
states still limit all voting in cooperatives to a one-man, one
vote basis. It is anticipated that amendments will be made to 

Massachusetts, Montana, New Hampshire, New Jersey, Oregon, Penn
sylvania, Rhode Island, Utah, Vermont, Virginia, West Virginia, Wisconsin, 
Wyoming. 

I Some states, Mississippi, for example, have passed laws requiring the 
grading of cream and payment for same on a differential basis. Such 
legislation attempts to secure equitable treatment of producers by law and 
promotes improvement in the quality of farm products through govern
mental edict. Cooperatives have made such objectives a major part of 
their programs for years. H the government undertakes to do this in many 
states, what effect.will it have upon cooperatives? 
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nui.ny state laws in the future modifying the plan of member 
representation .. 

EFFICIENCY vs. NARROWER MARKETING MARGINS 

The cooperatives of the future may center more attention upon 
efficiency .in marketing services than upon patronage dividends 
and price comparisons, although today many members judge the 
success of their associations by the amount of the patronage 
dividend declared. As cooperatives become more numerous and 
successful, the margin upon which private competitive dealers 
operate tends to narrow thus making it more difficult for coopera
tives to show the comparatively greater financial results that they 
have in the past. It is reported in the south that the spread 
between prices paid at interior markets and at central markets for 
cotton has been greatly narrowed since the cotton cooperatives 
started in 1921. Comparable reports emerge from dairy, live
stock, and grain producing regions. In early years emphasis was 
placed upon the spread in price between local and central 
markets. Often these spreads were so great and the results of 
cooperatively selling so impressive that it provided a strong 
incentive for collective action. In more recent years, the spec
tacularly wide spreads are exceptional. Greater interest on the 
part of unaffiliated locals in central marketing associations, in 
expanding the uses of their products, in widening market outlets, 
in integrating marketing operations, and in accomplishing inter
nal operating efficiencies may be developed as a result of more 
severe competition. 

The efficiency of established cooperatives has tended to cause 
buyers of farm produce to pay prices comparable to the net 
returns obtained by members of cooperatives and has caused 
sellers of farm supplies to reduce their prices to the level of the 
prices charged by farm puchasing associations. Competitors of 
cooperatives have found it necessary to become more efficient or 
to operate on smaller margins. Thus, the cooperative has 
extended the benefits of cooperation to nonmembers as well as 
members. Agriculture in general is benefited. As a result many 
producers have felt no need for joining a cooperative. The 
future extension of the selective membership principle may result 
in fewer individuals belonging to cooperative enterprises, but the 
quality of the membership will be improved to such aB extent 



550 COOPERATION IN PERSPECTIVB 

that the di~advantage in the reduction in numbers will be 
compensated. 

It is not anticipated that all farmers will belong to cooperative 
marketing or purchasing associations. From a purely practical 
point of view, it is better to have the extreme individualists on the 
outside rather than on the inside where they may be ever-disturb
ing elements. As long as the institutions of free enterprise and 
individual liberty continue in this country, some producers will 
prefer to remain outside the cooperative movement. Their 
wishes should, of course, be respected. In countries where the 
cooperative is further developed than in the United States, many 
farmers are found who do not belong to a cooperative. . 

COOPERATION BETWEEN PURCHASING AND SALES ASSOCIATIONS 

The cooperative purchasing movement has made considerable 
progress during the recent years of depression, although the 
lI.mount of business at wholesale and retail is a very small portion 
of the total. Much of thiS movement is confined to retailing. 
In all likelihood the future may witness a closer working relation
ship between the producers' sales associations and the purchasers' 
cooperatives. That such a working relationship may be for the 
mutual advantage of both groups is entirely possible. The 
experience of the British cooperative consumer movement leads 
one to conclude that greater economies and larger social values 
are achieved when strong consumer cooperatives and strong 
producer marketing cooperatives operate than if the consumer 
cooperatives theInselves operate agricultural enterprises. Organ
izations of producers for marketing and of consumers for purchas
ing recognize fundamental interests of members and will in all 
probability characterize the development in the future. Today 
the cooperative marketing associations are handling considerably 
more products than the existing consumer organizations require, 
but in years to come, larger sales to the consumers' groups will 
very likely be made. 

THE EFFECT OF RURAL EDUCATION 

The number of farm boys and girls that complete primary 
schools, go to high schools, and attend colleges is increasing every 
year. Such general increase in the education of the rural youth 
augurs well for the cooperative movement. The large numbet 



THE FUTURE OF COOPERATION 651 

of young men from the farms that attend the short courses of 
agriculture in agricultural schools may provide many of the future 
leaders for the movement. General education of both the pros
pective members and potential leaders in the cooperative move
ment should insure better members, objectives, and more 
permanent institutions. A number of studies on membership 
relations indicate that educated farmers are generally better 
members than farmers who have not had the advantages of & 

formal education. Intelligent leaders supported by intelligent 
followers strengthen any movement. 

ExPERIENCE AND THE FuroRE 

Any new undertaking has its "growing pains," its mistakes, its 
failures, and its successes. The cooperatives have had their 
share of these experiences. One can legitimately claim larger 
futUre possibilities for the movement in general than have already 
been experienced by many individual associations in the past. 
The productivity of a mature institution is obviously increased 
with its age. Fewer failures should be experienced if the lessons 
of experience are heeded. 

No doubt, some fraudulent cooperatives will appear to capital
ize upon the good name of the movement. The movement will 
always appear attractive to ulterior-minded individuals in society, 
and its leaders will have to be alert at all times in guarding against 
the selfish motives of unscrupulous individuals. Such, however, 
can be reduced to & minimum if the individual states will set up 
functioning" councils of cooperatives" from which endorsements 
in the nature of "certificates of necessity" must be procured 
before any new associations are launched. 

New types of cooperative associations will continue to make 
their appearance. Such will be true especially in the fields of 
"service" cooperatives. Cooperative insurance companies
life, accident, automobile, fire, theft, and hail-burial associations, 
housing associations, laundries, restaurants, savings banks, credit 
unions, medical and hospital associations, legal associations, 
electric and gas associations, transportation, commUnication, and 
irrigation organizations will be found in all probability in increas
ing numbers in the future. Many of these have been started 
since 1930 and, based on their experiences within the past several 
years, promise to expand considerably in the years ahead. 
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Among the "service" associations which may become impor
tant to agricultural producers in the future are the credit unions. 
These unions are patterned after the Raiffeisen associations of 
Germany where they serve principally the rural population. The 
credit unions in the United States have made their greatest 
advance in urban centers, but expansion in rural areas is also 
predicted. The credit unions may, likewise, organize their own 
banks to hold· and utilize the surplus funds of the individual 
unions. The development in credit union banking foreshadows 
a cooperative banking system which may ultimately serve all 
types of cooperative associations. Such a system would be the 
counterpart of the private banking system which has developed 
in this country to serve primarily private commercial and indus
trial concerns. 

THE FuTURE OF FARM PURCHASING AsSOCIATIONS 

In the next two paragraphs Dr. Knapp states what he believes 
to be the chief considerations influencing the future of farm 
supply associations. 

Leaders in the cooperative farm-supply movement do not believe 
that the time will soon come when farmers will buy all supplies coopera
tively. Rather it is their view that cooperative purchasing associations 
will continue to develop only to the extent that the benefits of-coopera
tive purchasing can be clearly demonstrated. In a number of areas 
there has been a noticeable increase in the efficiency of commercial 
competitors owing to the presence of efficient cooperative purchasing 
associations, which may be likened to the improvement of operating 
practices of local merchants which has been due to the competition of 
chain stores and mail-order houses. These cooperative purchasing 
associations, by injecting more competition into farm-supply distribu
tion, have thus performed a general service for the agricultural industry 
in that they have reduced the general cost of farm supplies and brought 
about a general improvement in quality and service. With the improve
ment in competitive agencies, it becomes increasingly difficult for 
cooperative purchasing associations to expand their direct field of 
service. At the present time, however, there is a broad field in which 
properly organized and well-operated cooperative purchasing associa
tions can expand since such associations have demonstrated that they 
can operate as efficiently as commercial concerns. Any appraisal of the 
future place of cooperative purchasing associations in the distribution 
of farm supplies must furthermore take into consideration the fact that 
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there are certain noncommercial satisfactions that farmers derive from 
belonging to their own organization. 

The future of cooperative purchasing of farm supplies in the United 
States will no doubt be closely related to the future of cooperative 
marketing since cooperative purchasing and cooperative marketing 
are both designed to make the farming enterprise more success
ful. While cooperative purchasing endeavors to provide a more 
economic source of farm supplies, cooperative marketing endeavors to 
secure a more efficient system for selling farm products. In many cases 
cooperative purchasing and cooperative marketing have been carried on 
jointly by the same agency in a very satisfactory manner. An expan
sion of such joint operation is to be expected, although there will no 
doubt continue to be many strictly purchasing and Btrictly marketing 
associations.' 

This treatise on "The Economics of Cooperative Marketing" 
is an attempt to appraise the cooperative movement as a means to 
attaining a more abundant material wealth and a richer spiritual 
life. Those who aspire to greater perfection in the organized 
relationships of man in his struggle against economic scarcity 
and social insecurity max..find some encouragement in ~hese ·pages. 
The foresight and indefatigable efforts of large groups of socially 
minded people who have worked and learned and profited from 
collective action have made this publication possible. 

We hope this book will inspire others to press on in their 
investigations of the less well-known phases of this subject in 
order that its fullest potentialities may be discovered. 

Questions 

1. Why is "dualism" (two cooperatives in rivalry for the same member
ship) a destructive influence within the cooperative movement? Why not 
a constructive one? 

I. What serious consequences follow from having a diminishing number 
of stockholder-patrons taking an active part in the affairs of the cooperative? 
How may this situation be corrected? 

8. Is it as essential for large-scale, "capitalistic," producers to cooperate 
for marketing and purchasing purposes as it is for the small producers? 

,. Does successful cooperation spell the doom of the movement? 
5. Do you concur in the following statement "Efficient cooperatives 

succeed in getting larger net returns for the members; larger net returns 

• KNAPP, JOSEPH G., Improving Farm Efficiency through Cooperative 
Purchasing, the Jour1llJl oj BUBi1lllB8 of the University of Chicago, vol. 9, 
no. 4, pp. 311-312, October, 1936. 
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cause members to increase their production; increased production begets 
lower prices and lower net returns; therefore, successful cooperatives tend 
to perpetuate and cause low prices to re-occur in agriculture. Nothing is 
gained, therefore, from cooperating." Critically appraise this viewpoint. 

6. Is this statement tenable, .. Cooperatives succeed best when the 
members have only a small amount of education, i.Il., the equivalent of a 
sixth grade education, but are almost certain to fail if the membership is 
highly educated (college graduates)? Education develops individualism 
and self-reliance while a lack of education engenders dependence upon 
others and collective action." 

T. What do various writers mean when they speak of a cooperative 
commonwealth? Do you anticipate such a development in the United 
States? 

8. Some writers on "consumer cooperation" believe that the agencies of 
distribution starting from the local plant handling farm products in the 
country market to the retail store in urban centers should be owned and 
operated by "consumers," while other writers believe that agricultural 
producers should own and operate the distribution machinery for their 
products, meeting the consumers' associations in the wholesale or retail 
markets. With which of these views do you agree? If not with either, 
what is your opinion of the scope of organization by consumers and 
producers? 

9. Is the future of cooperation more secure with governmental patemal
ism or without it? 

10. What do you think will influence the future of cooperative marketing 
ill America and in what way will the movement develop? 
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CAPPER-VOLSTEAD ACT 
AN Acr TO AVTlIOBIZII AsSOCIATION OJ' PBODtJCIIBS OJ' AGBICtJLTtJa.a.L 

PBODtJcrB 

Be" maded by the Smale and Hmul 0/ Repruentatilll. 0/ the Un"ed States 
0/ America in Congru. aa.embled, That persons engaged in the production 
of agricultural products as farmers, planters, ranchmen, dairymen, nut or 
fruit growers may act together in associations, corporate or otherwise, with 
or without capital stock, in collectively processing, preparing for market, 
handling, and marketing in interstate and foreign commerce, such products 
of persons so engaged. Such associations may have marketing agencies in 
common; and such associations and their members may make the necessary 
contracts and agreemen1;!J to effect such purposes: PrOllided, MWIllIr, That 
such associations are operated for the mutual benefit of the members thereof, 
as such producers, and conform to one or both of the following requirements: 

First. That no member of the association is allowed more than one vote 
because of the amount of stock or membership capital he may own therein, 
or, 

Second. That the association does not pay dividends on stock or mem
bership capital in excess of 8 per centum per annum. 

And in any case to the following: 
Third. That the association shall not deal in the products of nonmembers 

to an amount greater in value than such as are handled by it for members. 
SIIC. 2. That if the Secretary of Agriculture shall have reason to believe 

that any such association monopolizes or restrains trade in interstate or 
foreign commerce to such an extent that the price of any agricultural product 
is unduly enhanced by reason thereof, he shall serve upon such association 
a complaint stating his charge in that respect, to which complaint shall be 
attached, or contained therein, a notice of hearing, specifying a day and 
place not less than thirty days after the service thereof, requiring the asso

. ciation to show cause why an order should not be made directing it to cease 
and desist from monopolization or restraint of trade. An association so 
complained of may at the time and place 80 fixed show cause why such order 
should not be entered. The evidence given on such a hearing shall be 
taken under such rules and regulations as the Secretary of Agriculture may 
prescribe, reduced to writing, and made a part of the record therein. If 
upon such hearing the Secretary of Agriculture shall be of the opinion that 
such .association monopolizes or restrains trade in interstate or foreign 
commerce to such an extent that the price of any agricultural product is 
unduly enhanced thereby, he shall issue and cause to be served upon ths 
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association an order reciting the facts found by him, directing such associa
tion to cease and desist from monopolization or restraint of trade. On the 
request of such association or if such association fails or neglects for thirty 
days to obey such order, the Secretary of Agriculture shall file in the district 
court in the judicial district in which such association has its principal place 
of business a certified copy of the order and of all the records in the pro
ceeding, together with a petition asking that the order be enforced, and shall 
give notice to the Attorney General and to said association of such filing. 
Such district court shall thereupon have jurisdiction to enter a decree affirm
ing, modifying, tir setting aside said order, or enter such other decree as the 
court may deem equitable, and may make rules as to pleadings and pro
ceedings to be had in considering such order. The place of trial may, for 
cause or by consent of parties, be changed as in other causes. 

The facts found by the Secretary of Agriculture and recited or set forth 
in said order shall be prima. facie evidence of such facts, but either party 
may adduce additional evidence. The Department of Justice shall have. 
charge of the enforcement of such order. After the order is 80 filed in such 
district court and while pending for review therein the court may issue a 
temporary writ of injunction forbidding such association from violating 
such order or .s.ny part thereof. The court may, upon conclusion of its 
hearing, enforce its decree by a permanent injunction or other appropriate 
remedy. Service of such complaint s.nd of all notices may be made upon 
such association by service upon any officer or agent thereof engaged in 
carrying on its bUsiness, or on s.ny attorney authorized to appear in such 
proceeding for such association, and such service shall be binding upon such 
association, the officers, s.nd members thereof. 

Approved, February 18, 1922. 
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POTATO CO-OPERATIVE GROWER'S CONTRACT 

PARTIES TO CONTRACT 

This Memorandum of a stock subscription and agreement to buy or 
agency contract made in duplicate and entered into on the date of this 
instrument by and between the POTATO CO-OPERATIVE, a co-op
erative &S8Ociation of --t Wisconsin, organized and existing under 
Chapter 185 of the Wisconsin Statutes of 1933 and the acts amendatory 
thereof and supplementary thereto, which co-operative shall hereinafter be 
referred to as the" Association" imud ___ --.,..---_--,------
___ --., a resident of the (Town) (City)· of ________ _ 
in the County of , and State of Wisconsin, who 
shall hereinafter be referred to as the "Grower"; Witnesseth That: 

CONSIDERATION 

(1) For and in consideration of the mutual benefits to both parties, the 
promises of each being the consideration of the promises of the other, 
hereby agree as follows, to-wit: 

SUBSCRIPTION AGREEMENT 

The grower hereby subscribes at par for and agrees to take_-'-__ _ 
_____ -"sbares of stock of the Association, which Association is organ
ized with capital stock of fifteen thousand and no/100 (515,000.00) dollars, 
which is divided into one thousand five hundred (1,500) shares of the par 
value of ten and no/100 ($10.00) dollars per share. The grower agrees to 
accept said stock upon tender of delivery and to pay therefore either in 
cash or in the following manner; twenty-five (25%) per cent of the par value 
of said stock in cash upon the signing of this instrument and to make, execute 
and deliver to the Association his promissory note for the balance of the 
purchase price of said stock, which promissory note shall be due ninety (90) 
days from date of this instrument, shall bear interest at the rate of seven 
(7 %) per cent per annum, and shall be payable at the office of the Associa.
tion. The grower further agrees that upon default occurring in the terms 
of said promissory note the Association shall have the right to deduct the 
full amount due and owing under the terms of said promissory note from 
any and all moneys due, or to become due, from the association to the grower, 
whether said Association owes money to the grower as principal debtor or 
agent, until said promissory note, interest and all legitimate charges are 
paid in full. 
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OWNERSHIP OF STOCK CONTROLLED 

The Board of Directors of the Association shall have the prior option to 
buy for the Association the stock of the grower and the right to recall for 
value the stock of any stockholder subject to the limitations now or here
after provided by law and subject to the further limitation that the Associa
tion upon exercising said option to buy or right to recall shall pay for said 
stock at its book value or at its par value when the book value is less than 
the par value. However, said option or right to buy shall be exercised by 
said Board of Directors within thirty days after it receives written notice 
,from the grower that he is offering his stock for sale, and said option to 
purchase shall continue in said Association for said thirty-<iay period of time 
unless otherwise required by law. No transfer of stock shall be made by 
the grower contrary to the provisions of this instrument and any attempt 
to do so shall be void. 

ELIGIBn.ITY OF MEMBERS 

Only people engaged in raising and producing potatoes shall be eligible 
to hold stock in the Association and any grower who fails to comply with 
the charter rules, regulations and by-laws of the Association shall in the 
discretion of the Board of Directors lose his power to vote at meetings 
of the stockholders and his stock may be recalled as hereinbefore provided. 
The Board of Directors shall be the sole judges as to whether or not any 
member has or has not complied with the Articles of Organization, rules 
and by-laws of the Association with respect to said stockholder's right to vote. 

AGREEMENT TO BUY AND AGENCY CONTRACT 

1. The grower agrees that he will sell to or through the Association all 
~arketable potatoes, except those which the grower reserves for seed and 
his own personal use, but not for sale, produced by or for him throughout 
the term of this agreement, and all pot&.toes grown, either by the grower or 
by any member of his immediate family, on land either owned by or leased 
to the grower, are intended to be included in this agreement. This contract 
is intended by the parties to pass an absolute title to all such potatoes, as 
soon as the same are delivered to the Association's warehouse or loading 
platform. 

2. The grower hereby represents to the Association that he has not here
tofore entered into any contract to sell or market any potatoes to be pro
duced by him subsequent to the effective date of this agreement. 

DELIVERY NOTIFICATION 

3. The grower agrees that he will notify the Association as soon as the 
potatoes are harvested of the approximate number of bushels he will have 
for sale. He further agrees that he will give at least three days' notice in 
advance of the time when he wishes to market the potatoes and the amount 
he wishes to sell at that time. He further agrees that after said notice is 
gIven he will deliver said potatoes at the time and place and in the manner 
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directed by the Association and that in the production and handling of said 
potatoes he will comply with all rules, regulations, requirements and by-laws 
of the Association, and with all laws applicable thereto. He further agrees 
that the Association may sort and grade said potatoes as delivered and that 
the Association's grading and classification shall be conclusive. He further 
agrees that the Association may pool or mingle potatoes which are of a 
like grade, kind, type or quality delivered to it under substantially similar 
conditions. 

COMMODITY COLLATERAL FOR ASSOCIATION LOANS 

4. The grower agrees that the Association is expressly authorized and 
shall have power to borrow money in its name and on its own account 
on the potatoes delivered to it, or on any accounts of the sale thereof or 
any drafts, bills of lading, bills of exchange, notes, acceptances, or any com
mercial paper held by it, and to pledge in its own name and on its own account 
drafts, bills of lading, bills of exchange, notes, acceptances or any commercial 
paper as collateral. 

CONTRACT ONE OF AGENCY OR PURCHASE AND SALE 

5. The Association agrees that it will either buy all the potatoes, on the 
basis of grade and quality, produced by or for the Grower or will act as the 
collective marketing agent of the Grower. It is expressly and mutually 
agreed that the Association may, in its discretion, as from time to time 
exercised, either purchase the said potatoes from said Grower or may act as 
his collective marketing agent. 

METHODS OF MAKING PAYMENTS 

6. The parties agree that in the event the Association acts as the market
ing agent the price which shall be paid for said potatoes shall be the 
average price which the Association receives minus a uniform charge on all 
the potatoes of the same grade, kind, type or quality to substantially cover 
the expense of operating the Association. Average prices shall be based 
upon the Association's total receipts from the sale of potatoes of the same 
grade, kind, type or quality sold in the same period and under substantially 
simiIar conditions. The amount of the uniform charge and the elements 
to be included therein shall be determined by the Board of Directors of 
the Association and may include a sufficient amount to create such reserves 
and produce a working capital as the Board of Directors may deem neces
sary to accord with sound business principles and if working capital is so 
provided the interest of the grower therein must be accounted for on the 
books of the Association. 

7. It is mutually agreed that in the discretion of the Board of Directors 
of the Association, the method of paying the purchase price of the potatoes 
delivered to the Association may be, to advance within a reasonable time 
after delivery to the Association, an amount to be determined by such 
Board of Directors, and to pay the remainder, if any, of the purchase price 
when the potatoes, which are of the same grade, kind, type, or quality of 
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anyone period, to be fixed from time to time by the Board of Directors, are 
entirely sold; that in its discretion the Board of Directors may order and 
cause to be made partial payments prior to the final distribution and may 
defer the final distribution until all the potatoes of the same grade, kind, 
type or quality of anyone period are sold, and until the uniform fixed charges 
have been fixed and determined for any reasonable period., which the said 
Board of Directors may designate. The parties hereto agree that the 
advance payments shall be in as large amounts as are possible in accordance 
with sound business practices; the parties further expressly agree that any 
and all payments made by the Association shall be considered as advances 
until the Board of Director::; of the Association, by action duly taken, deter
mines finally the amount to be paid and the amount of uniform charge for 
such period, as they may determine. 

REMEDIES FOR BREACH OF CONTRACT 

8. The Grower further agrees that in the event he breaches this agreement 
he will pay to the Association as liquidated damages thirty (30) per cent 
of the value of the potatoes not delivered by him under the provisions 
hereof, the value to be determined as of the day the breach occurred, at the 
place of contemplated original delivery to the Association and the said dam
ages may be deducted from any money due to the Grower from the Associa.
tion. The value shall be determined by the Association and shall be final 
and conclusive. The Grower agrees that in the event of a breach or threat
ened breach by the Grower of any of the provisions of this contract, the 
Association shall be entitled to an injunction to prevent breach or further 
breach thereof and shall also be entitled to a dec,ree of specific performance 
hereof. It is further understood and agreed that a breach or threatened 
breach of this contract shall be cause for ejection of the Grower from the 
Association. 

DURATION OF CONTRACT 

9. This agreement is to be binding for a period of five years and shall be 
considered to be renewed at the expiration thereof for a like period of time 
unless either party hereto does, within thirty days before the expiration of 
this agreement, serve on the other party his notice of election to terminate 
this agreement. The effective date of this contract is the date upon which 
it is approved and signed by the officers of this Association. 

MINIMUM VOLUME TO MAKE CONTRACT EFFECTIVE 

10. And it is further mutually agreed between the parties hereto that 
the agreement to buy and agency contract herein contained shall be null 
and void, as conclusively determined by the Board of Directors of the 
Association, unless on or before the 15th day of July, 1937, sufficient con
tracts similar to this agreement have been entered into between the Associa.
tion and other growers so that said contracts, according to the estimates 
recorded thereon, shall cover a production of at least three thousand five 
hundred (3,500) acres of potatoes. 
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11. It is mutually understood and agreed between the parties hereto that 
(my and all encumbrances placed upon potatoes grown by the grower herein 
during the tenure of this agreement shall be subordinate to and subject to 
the terms of this agreement. 

FEDERATION 0]1' LOCAL ASSOCIATIONS MADE POSSIBLE 

12. It is mutually understood and agreed between the parties hereto that 
the Association may make agreements with other growers not identical 
with this agreement but in conformity with Chapter 185 of the Wisconsin 
Statutes for 1935, and all acts amendatory thereof and supplementary 
thereto which may be hereafter enacted, but that the grower named herein 
may in his discretion have this contract amended so as to conform with the 
provisions of any other contract entered into by the Association with any 
other grower. 

AGREEMENTS ARE SEVERABLE 

13. It is further agreed between the parties hereto that the stock sub
scription agreement and agreement to buy and agency contraet are sever
able and that if either is in any way invalid such invalidity shall not affect 
the other agreement. 

Also it is further agreed that each of the several provisions of each of said 
agreements is hereby understood and declared to be severable and that if 
anyone or more of such provisions shall be adjudged to be invalid such 
invalidity shall not effect the validity of the other provisions or either of 
them. 

14. The parties agree that there are no oral or other conditions, promises, 
covenants, representations or inducements in addition to or at variance with 
any of the terms hereof; and that this agreement represents the voluntary 
and clear understanding of both parties fully and completely. 

SIGNATURES 

Read and considered, and signed a'''"t ______ this ___ _ 
day of 193_ 

Grower 
Accepted t",bwis,-_-"day of ___ 193 __ 

POTATO CO-OPERATIVE. 
Solicited by 

By~ __ ~ _______ _ 
President 

Secretary 
I planted ...,res of potatoes in 1936 and I expect to plant .... __ _ 

acres of potatoes in 1937. 

Grower 
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L 

Labor division of, 120-123 
Labor exchanges, 134-135, 140 
Laiu§ fair. and cooperative activ-

ity, 124-127 
Land O'Lakes Creameries, Inc., 

52, 63n., 72, 236, 355, 364, 394, 
403n., 403, 410, 447, 494-495, 
500, 518, 523 

Large-scale farming and cooperation, 
647 

Large-scale regional associations, as
sistance to local associations, 
by, 192 . 

capital needs of, 363-365 
centralized type, 219-225 
combination type, 225 
establishing, steps in, 191-194 

. federated type, 215-219 

Large-scale regional associations, 
national in scope, 231-234 

purchasing type, 239-241 
wes policies of, 483--500 
wes-agency type, 225-228 
steps in marketing channel, car

ried on by, 194-196 
Latvia, butter, cooperative sale of, 

in, 107 
Laws, cooperative, California, 155-

156 
Capper-Volstead, 4, 64, 154, 

159, 281-283, 295, 504, 530, 
Appendix A 

federal, 278--283 
Kentucky, 272-273, 296 
limiting duration of contracts, 

322--323 
Nebraska, 272, 273 
standard cooperative, 273-275, 

296 
state enabling acts, 271-278 
Wisconsin, 159, 272, 273, 286, 

325,401-402 
Legal basis of cooperatives, 268--303 

attitude of courts, early, 291-293 
attitude of courts, later, 293-296 
common law, considerations of, 

269-271 
complementary laws, 288--290 
enabling legislation, 271-283 
exemption acts, not class legisla-

tion, 295-296 
incorporation, value of, 299-300 
liability of members, 300-302 
public audits, 291 
supplementary laws, 283--288 

Legislation, enabling; capital stock 
associations, 275-276 

for consumer cooperatives, 302-
303 

federal laws, 278--283 
history of, 272-283 
nonstock associations, 27fr277 
pooling, 460 
standard act, 273-275 
state laws, 271-278 
uniform association act, 277-278 
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Legislation, granger, 49 
Liability of members, 300-302 
Limitations of cooperation, 528-540 
Liquidated damages, 327-328 

distinguished from penalties, 327 
Livestock, cooperative organizations, 

history of, 53, 54 
Livestock marketing, 488-490 
Livestock shipping associations, his

tory of, 53 
trucking, 54 

Living, plane of, affected by coopera
tives, 2, 5, 142 

Loans, 382-390 
amount of, 382-384 
Federal Farm Board, 288, 382-383 
plans for repayment, 390 
security for, 388-390 
types of, 384-388 

Local associations, capital needs of, 
360-363 

consolidations of, 546 
expansion of territory of, 546 
functions of, 214 
limitations of, 215 
problems confronting, 192 
procedure in organizing, 186-191 
strength of, 215 

London Cooperative Society, 536 

M 

Management of cooperatives, mem-
bers' part in, 338-340 

mistakes of, 344-345 
qualifications for, 529-530 
relationship of employees to, 346-

348 
Manager, and cooperative policies, 

340-341 
problems of, 343-344 
salary of, 345-346, 539 
tasks of, 336, 340 

Manufacturing operations, by 
cooperatives, 37-39, 218 

Margins, marketing. and coopera
tives, 549-550 

Market news service, 163-164 
Marketing, defined, 205n. 

by the government, 11-12 
methods of improvement of, 11':" 

13,541 
producer attitudes toward, 260-

261 
Marketing agencies, classified, 3 
Marketing agreements (868 Con

tracts) 
for citrus fruits, 507-510 

Marketing prorate plans, 507-515 
Markets, auction, 59, 479 

classification of, 479 
inequalities in, 477-478 
perfect, defined, 477 

described, 195f1. 
Maintenance clauses, 314-316 primitive, 474-477 
Man; economic status of, 256-257 Market-sharing plans, 510-512 

motives for economic action, 245- Maryland State Dairymen's Asso-
254 ciation, 381n. 

progress of, 264-265 Maryland· Tobacco Growers Asso-
rights of, 153-154 ciation, 486-487 
social and economio dependence Masses, economic status of, 119 

of, 259-261 inertia of, 529-530 
stages of intellectual development, Members' notes, 380-382 

264-265 • Membership, age groups, within, 
Management of cooperatives, 336-. 257-259 

349 
directors' part in, 340-343 indifference of, 536-537 
functions of manager in, 343-344 information to, 163-164 
lIB limiting factor, to suocess, 198, limited to contract signers, 24~ 

337, 529-530 250 
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Membership, loyalty among cran-
berry growers, 532 

open, policy of, 149--150, 171 
part in management, 338-340 
qualifications for, 148-151, 256-

259 
responsibilities of, 336, 534, 536-

537 
rights of, 339 
selection of, policy regarding, 148-

151, 256-261 
in several associations, by farmers, 

153 
unreasonable demands of, 534-535 

Membership fees, 376-378 
Membership loyalty, 199 
Membership relations, 242-265 

expert advice on,' 255-256, 344 
importance of, 254-256 
inattention to, 244 
motives affecting, 244-254 

Mercantilism, 122, 127, 128 
Methods of handling products, 4318. 

cash purchase, 431-439 
pooling, 442jf. 
sales on individual account basis, 

439--442 
\{ethods of organizing cooperatives, 

"bottom-up," 1928. 
capital stock or non&tock basis, 

353 
commodity basis, 234--237 
factors to be considered in, 186-

192, 237-239 
geographical basis, 234-237 
specialization or integration, 194-

196 
"top-down," 1938. 

Michigan Potato Growers Exchange, 
457 

Middleman system, and the co
operative movement, 21, 22, 
478-479,4~84,486,492-495 

development of, 474-477 
in middle ages, 28, 29 
weaknesses in, 8, 9, 11,474,496-

497 
Midland Cooperat.ive Wholesale, 75 

Mid-South Cotton Growers' Associ
ation, 297, 364, 433, 440, 457, 
466 

Minnesota Potato Growers' Ex
change, 458 

Minority group control, 145, 151, 
546 

Mistakes, made by cooperatives, 
344-345 

Monopoly, absence of, in agricul
ture,293-294,498 

in cooperatives, 293-294 
control of markets, 9, 11, 28, 29, 

498-499 
Motives for economic action, 244 

VVagnerian, 244-254 
Mutual insurance companies, 73, 76, 

551 
Mutual Orange Distributors, 63, 149 
Mutual telephone companies, 76 

N 

National Cheese Producers' Federa
tion, 247 

National Cooperatives, Inc., 75, 210, 
519 

National Council of Cooperatives 
(Denmark), 87 

National Federation of Danish 
Creameries, 87 

National Feeder and Finance Or
ganization, 359 

National Fruit and Vegetable Ex
change, Inc., 228 

National Industrial Conference 
Board, Inc., 20-21 

National Livestock Marketing As
sociation, 10, 11, 54, 95, 2328., 
241, 359, 372 ' 

National marketing associations, 
231-234 

National VVool Credit Corporation, 
232 

National VVool Marketing Corpora
tion, 60, 232, 487 

National VVool VVarehouse and Stor
age Company, 59 
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Netherlands, . cooperative marketing 
in, 107 

Neutrality, political and religious, 
principle of, 162-163, 176-177 

New Harmony, communal society, 
133-134 

New Zealand, cooperative market
ing in, 103 

New Zealand Fruit Growers Feder
ation, Ltd., 104 

New Zealand Produce Association, 
Ltd., 103, 109 

New Zealand Producers' Coopera
tive Marketing Association, 
103,109 

Non-Partisan League, 51 
Nonstock associations, 353 

legislation, enabling, for, 276-277 
Nordisk Andolsforbund (N.A.F.), 

108n. 
Northern States Cooperative 

League, 180 
Northern Wisconsin Cooperative 

Tobacco Pool, 306, 310, 331n., 
443 

Northwest Fresh Prune Clearing 
House Association, 507 

Northwestern Cooperative Live
stock Shippers Association, 227 

Northwestern Turkey Growers Air 
80ciation, 228 

Nor'tIVay, cooperative marketing in, 
105 

Notes, members, to cooperatives, 
380-382 

o 

Ohio Farm Bureau Federation, 72 
Ohio Wool Growers Association, 59 
Oil cooperatives, 73-75 
Oklahoma Cotton Growers' Associ· 

ation, 365n. 
Operations, financing, 356-357 
Opposition, to cooperative move

ment, 21, 22, 129, 130 
Oregon Cooperative Council, 152 

Organization of cooperative associ
ations, 185-203 

Organization expenses, 354-355 
Overpayments, repayment of, 300-

301 
when not recoverable, 247 

Overseas Farmers' Cooperative Fed
eration, Ltd., 102 

Owenism, 13(}-135 
in America, 133-134 

P 

Pachappa Orange Growers' Associ
ation, 271n., 316 

Pacific Cooperative Poultry Pr0-
ducers,491 

Pacific Egg Producers Cooperative, 
Inc., 59, 222, 441, 491, 492, 
519,523 

Pacific States Livestock Marketing 
Association, 63, 228, 489 

Pacific Supply Cooperative, 72 
Pacific Wool Growers, 63 
Paternalism, not favored by c0-

operatives, 19, 20 
Patronage dividends, 158-160, 172-

175,348 
Payments, cash, demand for, 246-

248 
practice in some associations, 

431-439 
Penny capitalists, forerunners of 

cooperatives, 32, 33 
Perfect market, defined, 477 

description of, 195J1. 
limited improvements of, by 00-

operatives, 196 
Philippine Islands, cooperation in, 

107 
Physiocrats, opposition to planned 

economy, 122-124, 127 
Planned economy versus voluntary 

cooperation, 127-130 
Planning, applied to agriculture, 

501-525 
Policies, classification of, manage

ment.343 
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Policies, formulation of, manage
ment, 340-341 

membership control, 148-151 
B&lee,474-500 

Political neutrality, 16Z-163, 176-
177 

Pooling, 430-473 
advantages of, 46z.-466 
areas, 458-459 
changes in cotton, 433 
compulsory, 472 
defined, 44z-443 
disadvantages of, 466-468 
expenses, 443-444 
legality of, 460 
periods, 454-457 
price level and, 470-471 
problema of, 45z..-454 
products, 444-445 
by purchasing associations, 471-

472 
by railroads, invalid, 461 
reactions 1;0, 468-470 
sales receipts, 445--449 
S'lCOOSS of, 453 

Pools, wheat, history of, 55, 519 
Population, heterogeneity of, 531 

law, 125-126 
Possibilities, of cooperation, 7, 12, 

15,22,23,153,540-543 
Potato marketing, 458, 488 
Poultry and eggs, cooperative organ

ization, history of, 58-59 
Poultry Producers of Central Cali

fornia, 72, 321, 396n., 491 
Poultry Producers of San Diego, 491 
Poultry Producers of Southern Cali

fornia,491 
Poultrymen'S Cooperative Associa

tion of Southern California, 63 
Practices of cooperatives, contribut

ing, to failure, 2OZ-203 
to success, 199-202 

essential to success, 198-199 
Preferred stock, 368, 378-379 
Prerequisites to organization, 187-

190 

Prices, comparison of, 248-249, 535 
cooperatives aim to improve, 8-10 
determination of, 480-483, 533 
effect of cooperatives on, 474,533-

534 
effect upon production, 538 
low retail, policy of charging, 173, 

174 
and pooling, 468-471 
prevailing market, charging, 175 
Bea80nal for eggs, 492 

Principles of cooperation, 144-184 
definition of, 145-148 
deviation from, 539-540 
distinguished from practices, 146-

148 
effect of property rights upon, 172 
evolutionary changes in, 166, 169-

171, 183-184 
of purchasing associations, 168-

184 
reported by International com

mittee, 170-171 
of sales associations, 144-167 
significance of, 144, 540 

Producers Livestock Commission 
Association (East St. Louis), 
216,490 

Producers' Markets, Ltd. (Aus
tralia), 102 

Products, pooling of, 444-445 
Produit net, concept of, by Physio

crats, 123-124 
Profits system, opposed by coopera

tives, 12, 14 
Owens attack upon, 134-135 
Proudhon's objection to, 139 

Property, Owen's view of, 135 
principles affected by, 172 
Proudhon's objections to, 139 

Property rights of members, 301 
Prorate plans, agricultural, Califor

nia, 505-515 
Provincialism, deterrent to coopera

tion,530 
Public interest in cooperatives, 

296-299 
Purchase. of commodities, 43h439 
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Purchase and sale contracts, 317-320 
Purchasing associations, classified, 

5,206 
in Denmark, 90 
description of, 208-:.111 
future of, 552-553 
gasoline, 73-74 
history of, 71-76 
local and regional farm supply, 

71-73 
pooling by, 471-472 
principles of organization of, 168-

184 
retail and wholesale grocery, 75 
scope of agricultural, 210-211 
scope of consumers, 209-210 
types of agricultural, 239-241 
volume of business, 73-74 

Pure Milk Products Cooperative, 
364 

Purnell Act, 284-285, 504 

Q 

Quality products, handled by 
cooperatives, 199 

R 

Ra.ift'eisen credit societies, principles 
of, 82n. 

Ratios, business, 424-426 
Raw products, conversion of, to 

affect prices, 515-517 
Records and accounts in coopera.

tives,200 
Reforms, by government, 140-142 
Regional associations, establishing, 

191-194 
(Su al&o Large-ecale regional 

associations) 
Religious tolerance, 162-163, 176-

177 
Remedies for breach of contracts, 

326-329 
Rent, Ricardian theory of, 125-126 
Reorganization of cooperatives, 546 
Representation. democratic, 153-

156, 171-172 

Representative firms, influence of, 8 
Reserves, 398-402 
Retail stores, cooperative, difficulties 

affecting expansion of, 75 
extent of, 75 

Revenue Act of 1926, 289 
Reversion, tendency toward, 531-

532 
Revolving fund plan of financing, 

394-398 
to prevent minority control, 547 

Rice, cooperative organizations, his
tory of, 62 

Rice Growers Association of Cali
fornia, 318, 440 

Risk, assumption of, unusual, policy 
against, 160-162, 520-521 

spreading, through pooling, 463 
Riverside Fruit Growers Associa

tion,328 
Rochdale Pioneers, 34-37, 169, 170, 

175-176 
Roman Collegia, forerunners of 

guilds, 28 . 
Rural electric associations, 76, 551 
Russia, history of cooperatives in, 

18,42-43 

s 

St. Simonism, 131 
Sales, volume of, by cooperatives, 

64, 65, 74, 113 
Sales agencies, description of, 225-

228 
functions of, 225-226 

Sales associations, classified, 205, 
212-213 

description of, 213-239 
purpose and scope of, 5-1Q 
types of, 212-213 

Sales policies, 474-500 
advertising, 521-523 
by central associations, 483-500 
of large-scale associations, 483-

500 
by local association~. 478-483 

Sales receipts, poolinl!; of, 445-449 
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Sanitary Milk Producers, 229, 231 
Saskatchewan Cooperative Elevator 

Company, 98 
Savings (886 Gains) 
Scandinavian Cooperative Whole-

sale Society, Ltd., 519 
Scarcity, concept of, 121, 123-127 
Scotland, cooperation in, 32 
Scottish Cooperative Wholesale 

Society (S.C.W.S.), 36, 40, 108, 
110,519 

Seasonal valuation pools, 449 
Seeds, cooperative marketing of, in 

Denmark,89 
Self-help cooperatives, 5, 207 
Service at cost, principle of, 156-158, 

533 
Service associations, classified, 206 

credit unions, 75-76 
description of, 207-208 
future development of, 551-552 
history of, 71-76 
insurance, 76 
miscellaneous, 76 
rural electric, 76 
telephone companies, 76 

Sherman Antitrust Act, 279-280, 
461 

Sight drafts, 403 
Single commodity associations, 234-

237 
versus multiple commodity asso-

ciations, 23s.:.237 
Social attraction, law of, 136-137 
Social capital, 165-166, 176 
Socialism, 16, 17, 138-139 
Society, social reform of, 6, 130-143 
South Carolina Cotton Growers 

Cooperative Association, 309 
Specialization versus integration, 

151-153, 194-196 
Specific performance of contracts, 

329 
Speculation and pooling, 467-468 
Standard Cooperative Marketing 

Act, 272-275 
Staple Cotton Cooperative As80Ci

ation,308 

State cooperative laws, 271-278 
Statistics of cooperation, Canada, 97 

United States, 74 
Stock sale, controlled, 150, 301.,..302 
Store credit, 358-359 
Subsidiary corporation financing, 

405-407 
Sun-Maid Raisin Growers' Associ

ation, 379, 380, 522-523 
Surpluses, agricultural, control of, 

503-518 
Survey, preceding organization, 187-

191 
Sweden, cooperative marketing in, 

105 
educational policy of cooperatives, 

lSO-181 
international cooperation, 519 
price policy in retail stores, 173-

174 
Swedish Cooperative Union, 111 
Swiss Dairy Union, 106 
Swiss Milk Producers' Union, 106 
Swiss Union of Distributive Cooper-

ative Societies, 111 
Switzerland, cooperative marketing 

in,41, 105-107 
Synthesis, of economic systems, 2, 

19, 118, 142-143 
of passions, 136-137 

T 

Taxes, income, exemption from, 20, 
159, 289-290, 302 

Telephone, mutual associations, 76 
Tillamook County Creamery Associ

ation, 63, 484-486, 523 
Tobacco, cooperative organizations,. 

61 
contract violations of, 310-311 
history of, 61--62 
pooling problems of, 459, 467 
sales policies of, 486-487 

Tobacco Growers Cooperative Asso. 
ciation of Virginia, North Caro.. 
lina, and South Carolina, 9, 307 

Trade, cash basis of, reasons for, 
177-178 
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Trade, evils of, 134 
primitive, 47f-4,78 

Trade acceptances, 403-405 
Transactions, bargaining, nature of, 

475-478 
barter, 475-476 
defined, 475 

Twin City Milk Producers Associ
ation, 63n., 230, 372 

Types of cooperative associations, 
204-241 

agricultural purchasing associa
tions, 239-241 

classification of, 205-206 
factors affecting choice of, 237-

239 
purchasing associations, 208-211 
sales associations, 211-234 
service associations, 207-208 
single and multiple commodity, 

234-237 
workers' cooperative associations, 

206-207 

U 

Uniform cooperative marketing act, 
277-278 

Union of South Africa, cooperative 
marketing in, 103 

United Grain Growers, Inc., 56 
United Grain Growers, Ltd., 96 
Unity of interests, importance of, 

200 
Updike Grain Company, 286 
Utah Poultry Producers Coopera

tive,459 

v 

Valio Butter Export Cooperative 
Society, 104, 110, 111 

Value, theories of, 126-127 
Volume of business, importance of, 

199 
Voting, in cooperatives, 4, 153-156, 

171-172 

Voting, limited in nonstock· associ. 
ations, 276-277 

by proxy, 338 
regulations in Capper-Volstead 

Act, 282 

W 

Wages, doctrine of wages fund, 125--
126 

paid by cooperatives, 346-348 
paid by C. W.S., 184 
paid to managers, 345-346 

Walla Walla Gardeners Association, 
331n. 

Walnuts, cooperative sale of, 21, 22 
history of cooperative organiza

tions,62 
sales policies for, 492-493 

War Finance Corporation Act, 289, 
414-416,504 

Warehouse Act, United States, and 
cooperatives, 289 

Warehouse receipts, 421-423 
Washington Cooperative Dairies, 

518 
Washington Cooperative Egg and 

Poultry Association, 63, 221J1., 
372, 379, 491 

Wealth, under capitalism, 246 
distribution of, 134-135, 137, 139, 

158-160, 173-176. 
"Wealth of Nations," 121, 122 
Weavers, cooperation among, 32, 

34-35,42 
Wenatchee-Okanogan Cooperative 

Federation, 63,359 ! 

Wenoka Agricultural Credit Cor
poration, 359 

Western Australia Cooperative 
Wheat Pool, 102 

Westralian Farmers, Ltd. (Aus
tralia), 102 

Wholesaling, by cooperative ass0-

ciations, 36-41.>, 75, 174, 179, 
239-241 

Winnipeg Grain and Produce-Ex
change, 482, 519 
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W"J8COII1IiD Cheese Exchange, 4M 
WiscoDBin Cheese Producers' Coop

erative, 518 
W"J8CODBin Cooperative Wool 

Grow8111 Association, 63,.. 
WiscoDBin Cranberry Sales Ass0-

ciation, 63ft., 532 
Wool, cooperative organization, his

tory of, 59-60 
Wool marketing, 232, 487-488 
Workers II88OCiatiODS, Blanc's theory 

of,138-139 
clauified, 206 
description of, 206-207 

Workers, and cooperatives, 346-348, 
538-539 

Workers, St. Simon's classification 
of,131 

social workshops, 138-139 
status of, during Owen's time, 

132-133 
Working capital, 356, 360-363, 364-

365 
World War, effects on agriculture, 

128-130,501-503 

Y 

Yakima County Horticultural 
Union, 380 

Yakima Fruit Growers Association, 
63,236,380 
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