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This document has been produced without formal United Nations editing. The designations
employed and the presentation of the material in this document do not imply the expression of any
opinion whatsoever on the part of the Secretariat of the United Nations Industrial Development
Organization (UNIDO) concerning the legal status of any country, territory, city or area or of its
authorities, or concerning the delimitation of its frontiers or boundaries, or its economic system or
degree of development. Designations such as “developed”, “industrialized” and “developing” are
intended for statistical convenience and do not necessarily express a judgment about the stage
reached by a particular country or area in the development process. Mention of firm names or
commercial products does not constitute an endorsement by UNIDO.
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INTRODUCTION

1. At its third session, the Industrial Development Board adopted resolution 1 (IT11) in
which it stressed "the importance for industrial development of mobilizing local human, natural
and financial resources, which could be ascisted by the co-operative movement, leading to the
economic activation of less developed regions". The resolution requested the Executive Dirdctor
to prepare, in consultaticn and collaboration with the International Labour Organisation and
other specialized agencies concerned, "a concise report on the roie of co-operatives in the
industrial development of individual countries and on the knowledge and experience acquired in
this field as it may be relevant to the situation in developing countries, taking into considera=

tion the experience gathered by the International co-operative Alliance".

24 1t is in response to this resolution that the present report has been prepared in con-
sultation with the International Labour Organisation, the Food and Agriculture Organization, and
the International Co-operative Alliance., The report is based primarily on country case studies
that were undertaken to ascertain the role of co-operatives in the industrial development of
individual countries and to identify the problems that need to be tackled to make the co-operative
form of organization an effective meohanism for industrial development. Due to the shortage of
time and financial resouroes, these studies were limited to the following gelected countriess
Argentina, Austria, Chile, India, Indonesia, Israel, Italy, Morocco, Pakistan, Peland and the
United Arab Republic.

3. To faoilitate the comparison of the country oase studies, the temrm “industrial co-
operative" is interpreted o mean any industrial enterprise, large or small, which is legally
registered as a oco—operative, or is wholly controlled by an organization so registered., This .s
the definition that was adopted by the UNIDO Expert Group Meeting on Industrial Co-operatives
held in 1967.%

THE ROLE OF CO-OPERATIVES IN INDUSTRIAL DEVELOPMENT

4. The oountry oase studies prepared as a basis for this report contain ample evidence that
co-operatives could make a contribution to the industrialization process in devoloping countries.
Co=operatives can help tos

- Provide the opporiunity to a larger segment of the population to
invest in industrial projects and to contribute thereby to the
financing of industrial development;

- Develop incentives for a fuller and more effective participation

in industrial development;

- Spread industry over wider geographical areas, thus promoting

balanced urban and rural industrial development;

y The dooumentation of this meeting was also used as background material for the present report,
since the situation relating to the countrins desoribed in the do~umentation, with few cxcep-
tions, has not materially changed. Seet "Nature and Role of Industrial Co-operativen in
Industrial Development", Report of Ad--hoc Expert Group Meeting on Industrial Co=operative:n,
UNIDO, document TD/25.
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- Provide oommon services to small-scale producers, tius enabling
them to make use of lager—soale {echnologies;
-~ Make possible the utilization of traditional produotive
abilities of partioular population groups.
5 The rol : of industrial oo-operatives in industrial development appears to be subject to

change, depending on the stage of industrialization. Industrial cowoperative production in the
countries surveyed varied from simple hand-made produots to products produced with highly mech-
anized equipment, and from production undertaken by small artisan shops to produotion by large
and medium-goale industrial enterpriscs. In all the oountries under atudy, both urban and rural
industrial oo-operatives were in the prooess cf develcpment, although industrial co-operatives
linked with agrioultural raw materials appear to be more uniformly developed, In some of the
countries surveyed, the contributi.n of industrial oo~cperatives to industrial development was
minimal. It should be noted, however, that although industrial oo~operation in developing coun-
tries is at present taking place mainly in rural areas and on a small scale, the struoture and
principles of oo-operation do not preolude large-scals industrial operations. Thus, it is oon-
ceivable that in the future large-soale industrial oco-operatives might be established in the
developing countries. In fact, there are a few suoh co-operatives already in existencej for
example, in the production of oement in Mexicc and the produotion of fertilizers in India.

6, Industrial oo-operatives in the ocuntries surveyed are active primarily in the fcllowing
industrial seotorss

- Construotion and repair services, transport services and
building services;

= Bmall and medium-scale industries for olothing, textiles,
printing, furniture-making, shoes, metal ocommodities eto.}

« Processing of agrioultural raw materials suoh aa dairy
products, fruit and vegetable producis, flour milling,
vegetable oils and cotton ginningg

- Cottage and handioraft production.

MAIN REQUIREMENTS FOR THE DEVELOPMENT OF INDUSTRIAL oomnmﬁs

Legisiation

Te All the countries studied for this report have legislation dealing with co-operatives.
The legislation, which provides for the incorporation and reg: straticn of co-operatives, lays
down the way in which a ~o-operative should be controlled, managed and financed and the uses to
which profit may be put. In some cases it also prescribes the degree of aid including fisoal
incentives, which the Gcvernment may be prepared to provide. It should be noted, however, that
in many countries this legislation is limited %o, or deals mainly with, agricultural and con-
sumers’ co-operativea, Only in a few countries does legislation take into account the specific

character of other types of co-operatives such as building and housing oo-operatives and
industrial workers' co~operatives.
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8. The establishment of a legal framework specifically for industrial co-operatives appears
to be a prerequisite for their development. The framework may be establisied either by adop-
ting separate co-operative legislation for the purpose or by drafting general national legis-
lation on co-operatives in a way that would render it possible to accept separa‘e by-laws and
rules hat would meet the needs of industrial co-operatives and their functions. #oreover, in
legislation coucerned with industrial development in general, account might be taken ¢* the role
industrial co-operatives could play and of the possibility of providing the co-operatives with
access to sources of finsncial and other aids which are available to other types of industrial

enterprises.

Favourable climate for industrial co-operatives

9, In view of the many problems related to the establishment of industrial co-operative
enterprises and, for that matter, to the establishment of any other type of industrial enter-
prise in developing oountries, the authorities concerned might consider the creation of a
favourable climate for their development. In some of the countries surveyed, a favourable

climate has been established by one or more of the following measuress

- Provision of finanoial assistanoe;

Tax oonoessions

Plaoing government orders for products with
industrial co~operatives;

Provision of government supplies;

Asgistance in organizing markets for co-operative

products etec.

10. The number of developing countries that have adopted such measures however are few, In
fact there aprears to be only very few developing countries that have gone beyond the sstablish-
ment of a legal framework for co-operative activities to elaborate plang and initiate their im
plementation for the development of the co—operative movement, including industrin! co-operatives,
Moreover, where such plans do exist they are often an outgrowth of a hroader economic or indus=-
trial policy of the countries concerned. In Italy, for example, a broad programme of development
of the agricultural processing industry is about to be implemented. It is based on the
Government's participation in the financing of investments and on feasibility studies prepared
by governmental agenoies established for the purpose of regional economic development. The
State ensures its interests by influencing the nomination of the managerial and controlling
boards. In Austria, within the framework of the Green Plan, which is a part of the Governmentta
economic policy towards agricultural production, financial asgistance is being given {or new
investments in the agricultural processing industry. The agsistance is given in the form of
subsidies from state funac for the losses incurred from the level of certain prices (c:.;:., dairy
products). Industrial co-operatives also stand to benefit from these sectoral dovelopment
programmes. A much broader programme of promoting industrial co-operatives is in operation .o

the United Arab Republic where co-operatives of handicraft and small-scale industry are organ-

ized with financial assistance from the Government.




11. A peneral feature of all existing programmes of development of co-operatives, including

inductrial co-operatives, appears to be the provision of government financial assistance for
co~operative investment as well as for production purposes. The State either grants credit on
special terms, through the system of state banks (in some cases, through banks especially
votablished for this purpose, e.g. India), co-operative banks or joint banking enterprises, or
guarantees the credit given to the co-operatives by private or state banks (e.g. Italy). At
the same time, the Government reimburses the losses of the banks involved derived from the
difference between the privileged and normal rate of interest (e.g., Italy, India, United Arab

Repubiic).

e In addition there are a number of d.ve 'sc forms of state assistance to industrial co-
opt rativer.  In the United Arab Republic, for example, the assistance consists of state esti-
atliched productive units which, after a certain period of work and after having reached an
adequate organizalional level, are transformed into industrial co-operatives, In Morocco, state
acsistance consists of payirg the aalary of a manager until the co-operative pains its “inancial

independence,

Effective organization and operation of industrial co-operatives

13, The egtablishment of suitable legislation and the creation of favourable development
conditions do not of themcelves ersure an c¢ffective growth of industrial co-operatives in dev-
eloping countries., Onc of the reacons for the relatively slow development of industrial co-
operatives is that they are not heing properly organired and operated, At times, the organi=-
zation of industrial co-operatives suffers from unsound economic and technological conditions,
which could have been avoided by well prepared feasibility studies, Moreover, once industrial
co~operatives have been organized and registered, the authorities concerned apparently lack the
enthusiasm to deal with the economic, techrological and managerial problems involved in oper-
ating them, 1In some of the countries surveyed, a h.gh percentage of organized aud registered
industrial co-operatives have suspended their economic activities or have not even started
operations, There appears to be a need, therefore, for an institutional framework through which
assistance can be provided to industrial co-operatives in solving their organizational and oper-

ational problems,

14. A number of institutions exist, or are being developed, which could provide assistance

to industrial co~operatives. In some of the developing countries surveyed, steps have been taken
to establish co~operative organizations of a second level, i.e, unions., Other developing coun-
tries either have, or are establishing, co-operative research or development centres. Most o.f
these organizations, however, concentrate on propagating the concepts of co-operation or lack
sufficient resources to provide assistance in the effective organization and operation of
industrial co-operatives. Tt should be noted tiat many developing countries also have institu-
tions such as industrial research institutes, industrial deve.opment corporations and management
development cent ‘es which provide assistance to industrial enterprises in projeot formulation
and implementation and in technological and management problems, Industrial co~operatives should
be encouraged to make more effective use of these facilities. Finally, there appears to be con-
siderable scope for collaboration of industrial co-operatives witl. private industrial enterprises

through partnerships, subcontracts, management contracts etc, In many cases, industrial
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co~operatives oould benefit from this collaboration in areas such as managerial expertise,

technical and business know-how, plant and equipment and capital resources.

SPECIAL PROBLEMS OF INDUSTRIAL CO-OPERATIVES

Qualified pervonnel

15, As has been indicated, apart from the necessary legislation and favourable attitude of
gtate authorities to the co-operative form of industrial activities, there are other factors
essential to the develupment of industrial co-operatives. One of the mcst important seems to be
the availability of qualified personnel. All the studies prepared as background matcrial for
this report emphasize the fact that the lack of qualifications on the part of the leading stat'f
(managers, technicians, economists, accountants etc.) and of personnel involved in the produstion

process constitutes a major bottleneck in the development of industrial co-operative enterprises,

16. Co-operative organizations, particularly in developing countries, do not as a rule have
their own system of training programmes. One of the exceptions among the countries surveyed is
Poland which, within the framework of the workers' productive cu-operativesy has a training
system that provides programmes at various levels for the main branches of co-operative activity.
In many oountries, however, co-operative training is scarce and often deals only with co-

operative ideology and principles and seldom with problems of technology, economy and management.

17. In spite of the fact that several international contacts between co-operative movements
have heen established either through the International Co-operative Alliance, through other
international organizations concerned, or on a bilateral basis, there appears to be a lack of
exchange of economic, technological and business know-how. Co-operative leaders and governmental
agencies oonoerned with the development ani operation of industrial co~operatives in developing

countries oould, perhaps, benefit from the experiences of other countries in these areas.

Credit and finance

18, Although many of the countries surveyed have some sort of system of financial credit for
industrial oo-operatives, organized in the form of a special loan granted by co~operative banks,
by special branches of state banks, or by banks contrnlled by the State, there are many indi-
cations that this system does not secure a broad and equal development of the co-operatives.

19. The banks involved do noi always give credit to industrial co-operatives for two reasonst
(5) not all co-operatives are able to give adequate securities; and (g) not all hanks are able to

oontact co-operatives operating in remote rural regions.

20, The accumulation by a co-operative of its own funds for financing the development of
various co-operative sectors, including industrial production, is rareiy to be found, partic-
u'arly in developing countries. Co-operative owned funds can be accumulated by increasing
indivigible reserve funds in each co-operative or by collecting a part of available funds by a

second level organization (i.e. union). Such centralized funds owned by co~operativens cone

stitute a type of interior bank which makes it possible to carry out a credit policy beneficial
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to the development of co-operatives in less profitable branches of industry and in less dev-

eloped regions.

Marketing

21l. In most of the countries examined, inductrial co-operatives are experiencing diffiogl-
ties in the marketing of their products. Indeed, in some countries of Latin America, difficul-
ties related to marketing constitute one of the main obstacles to the effective development of
industrial co-operatives. Problems of industrial co-operatives in marketing are not limited to
the domestic market but also appear in the organization of import and export activities. These
problems seem to be due to a lack of production planning to suit particular markets, lack of
standardization and quality control, laok of adequate packaging etc, A further basic and more
wide-cpread problem appears to be that industrial co-operatives, particularly in developing
countries, produce goods for unorganized domestic and foreign markets, It would appear that
this is the reason for the general trend towards the development of multi-purpose co-operatives
in which industrial production, marketing and oredit activities are closely linked.

CONCLUSIONS

22, Industrial oo-operatives in developing countries appear to have the potential to play a
role in promoting and oontributing to industrial development. However, there are many obstacles
to be overcome befcre they ocan dc so effectively. Primarily, these relate to a laock of1

- An adequate legal framework, applying specifioally to industrial
oo~operativesy

- Provision for industrial ooc-operative develcpment programmes as an
essential part of the over-all planning for industrial development;

- Suitable faoilities and arrangements for financing the establish-
ment and operation of industrial co-operatives;

- Awareness on the part of key personnel in Government concerning
the eoonomic and sooial benefits to be gained by promoting the
development of industrial oo-operatives;

- Adequate training and research facilities and direotly available
management and engineering advisory servioes, which are essential
for the effeotive organization and cperation of industrial oo= '
operatives;

-

- Knowledge cn the part of the leaders of the oo-operative movement
and, in particular, of managers of industrial co-operatives on how
to deal with engineering, teohnical and eoonomic problems related
to the organization and operation of industrial co-operatives;

- Sesond and third level co-operative organizations with suffioient
resourcee to provide assistance to associated industrial oo-operstives
and to act as their intermediary with the Government and other

organizations}
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~Information on the development, organization and operation

of industrial co-nperatives in different countries,

23. The necessity of an adequate legal framework for industrial co-operatives as a pre=
condition for their development in developing countries has already been mentioned in thia
report. Ceneral legislation on co-—operatives does not ncem to be sufficient to cater to the
needs and requirements for undertaking industrial production, at times under keen competitive
coniitions. There appears to be considerable scope for action in this area by Governments in

developing countries.

24. The effective development of industrial co-operatives involves the establishment, on a
co~operative basis, of enterprises that are technically and economically sound. The voundneas
of a prospective co-operative could be determined by feasibility studies undertaken before the
industrial co-operative is established. The feasibility studies should include technolopical
as well as socio—economic factors. A number of institutions, including industrial rescarch
institutes, industrial development corporations, private industrial consulting agencies, as
well as co-operative unions, co-operative research institutes, and co~operative departmento of
Government, would be in a position to prepare feasibility studies if resources were available.
International assistance, upon request of Governments, could also be of great importance in

this field.

25, There is an apparent need for training, at all levels, of personnel involved in the
development of industrial co—operatives. Of particular importance would be the development of
training programmes for key persons in the relevant government ministries, as well ag for mana-

gers and technical personnel of en*:rprises organized on a co-operative basis.

26, Training of key government officials could be organized by holding regional and inter-
regional workshops of short duration. The workshops would aim at acquainting the participants
with the contributions that co-operative industrial production could maxe to over-all industrial
development, as well as with ways and means of promoting and assisting the development of in-
dustrial co-operatives. Training programmes of longer duration tor managers and technical per—
.sonnel of industrial co-operatives oould be carried out byt conducting regional training work-
shopsj establishing special training facilities in individual developing countriesj or by
organizing in—-gervioe and in-plant training programmes in countries where the industrial co-
operative form of production is more developed.

7. The training programmas would deal with such subjecis as project formulation and imple—
mentation, industrial management methods, industrial production technologies and marketing.
There would appear to be scope for the provision, on request, of international assistance in

organizing the training programmes.

28. With few exceptions, industrial co-operatives in developing countries face probiems in
such areas as managenent, marketing, financing and advisory services. Some of the problems call
for initiative on the part of the Government and other local organizations concerned with the

development of co-operatives; the ao'lution of other problems might best be given through direct




acsistynoe provided by international organications. Much could also be dane by attempting to

Cocrare g trowder tase of international assistance for industrial co-operativic by havinos them

paarticpate inointernat tonal promotion programmes such ar the NIDY Inductria. Promotior Jerviee,
Iy

oryanined at international irductrial and trade Taivs, and the UNIDO investmen! promotion

et INf

S, The establishment of sccond and third lovel zo-operative organizations sppears to be
one: ol the prepequisites tfor the eftfeetive developrent of industrial co=oper-tives in deve i-
opirng comntries, The role of second level oreani-ations, i.e, uniong, is twotolds to rvelieove
theo Sovernment rom exereising too much contral Ly ensuringe proper rocsistiat iony wibkeror: to
so=gperative legal statutes, etcsy and to proviic wide~ranpge direct acsictance and servie o

to aggociated industrial co-operatives, OGovernment.: in developings countries may thun wish to
promote the development of co~operative wninns by creating conditions tavouring their establish-
ment and b siving them financial support until they can be sustained by a sufficient number of
asnociated co~operatives,

(e An important aspect for the developmont of co=operative production may be the establishe
ment of close connexions between industrial co-oporatives of different countries, International
cowaperation might play a rele in pairin. industrial co=operatives go that they could exchange
asziutance in guch areas ac industrial minagencnt, training, marketing and in technical knowe
how and equipment,  Another a pect that may be worthwhils cxyloring with intcrnational assistance
im the mutual economic and tcchnical benefits g0 te derived through the establishment of partner-
shipsy joint ventures and subcontracts between private industrial gnterprisges and industrial
co=operatives.  Such collaboration may lead, inter aliay to the establichment of large-scale
induatrial co-operatives in developing countries, the possivility of which has already been

refarred to in this report,

il Minally, the development of industrial cowoperatives and, congequently their future

role in industrial development may be enhanced by an increase in the exchange of information on
the development, organization and operation of industrial co=operatives in different countries.
Such an exchange of inf'ormation could be organized on a national and international level, Work
in this area might usefully start by the preparation and circulation oft (a) a practical manual
on the organization and operation of industrial co—-operativesy and (g) case studies of success-

ful experiences in solving specific problems related to the development, organization and oper-

ovion of particular industrial co-operatives.









