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A3STRACT

The paper repcrts on a pilot research project carried out in India, Peru
and Seregil into the factors which account for the success and failure of
small scale industrial producer Co-oreratives (IPCs). The conclusions (which
ﬁust be teatative in view of the pilot nature of the research) are that most
IPCs in each countrv suffer from serious problems in financial management;
they mey also experience problems of raising capital but in view of their
problems of firancieal management provision of capital on easy terms is not
likely to improve their average performance. IPCs appear to have inferior
value-addecd/capital performance to similar capitalist firms but superior
value/labour performance. Relative high levels of solidarity (and assumed
motivation) can offsat pcor management performance leading to relatively high

levels of IPC performance,




TWTRODUCTICT

The research reported in this paper comprised a pilot study inquiring
intc the factors which account for the success and failure of small scale
{n<100) industrial producer co-operatives in ceveloping countries. Co-
operatives were studied in four countries: India, Peru, Senegal and Indonesia
though only those examined in the first three of these are represented in
this paper(l).

The research as originally conceived was to provide case material on
successful and unsuccessful industr.al co-operatives with 'high' and 'low’
procuction technologies. Thus four co-operatives were to he studied in each
ocountry., In the light of experience these objectives, though substantially-
fulfilled, vere, of necessity, somewhct medified. In particular - apart from
the problems mentioned in Indonesia - the distinction between ‘high' and
'low’ technology proved difficult tc sustain given problems of access and
comparability. Furthermore, in Senegal, due to difficulties encountered
during the research, it only proved pcssible, in the time available tc study
two co-operatives in cdepth. In all countries, however, a number of industrial
co-cperatives were inspected in less detail than those comprising the case
studies.. The methods emplcyed in the study were a mixture of interviews,
participant observation and analysis of accounts and other docwmaents.
DEFINIMG AN INDUSTRIAL PRODUCER QO-OPEPATIVE

Tralitionally an IPC has been construed as an association of fellow
'workers' who themselves provide’the initial risk capital. Thus, provision
of capital (often in practice at entirely nominal levels) entitles one to
membersbip and to participate democracically in the running of the enter-
prise. According to an alternative view the entitlement to membership and
its associated rignhts and obligations is not tied to the prevision of capital
(even at nominal levels) but rather with the requirement tnat the individual
'works' withir the cc-operative. On th:c interpretation the co-operative

acsociation hires lean capital on which, ideally, it pays a liimited rate of




interest. The 'risk' and 'control' of the co-operative is then, on either
intepretaticn, in the hands of the worker/members. Since in practice tying
nembership to capital is often merely a nomin~l procedure tie distinction
between membership based upon 'capital holding' and upon 'work' is often only
of academic interest. But it can have important repercussions - if membership
is associated with capital holding ther, unless there are specific laws
precluding the possibility, IPCs can possess external members (ie non-working
members) with "voting rights". There is some feeling amon¢st meny of those
who favour co-operatives (Varnek 1977} that membership of this sort is
undesirable, the ‘'ideal' situation being cne where control (voting) is
distributed on the basis of one person cne vote only amongst members
'working' within the co-operative. However, to restrict research to such co-
operatives would be to exclude many enterprises frcm consideration and we
have. therefore. included entgrpz isecs with external members and askéd the
guestion as to whether such membership is a factor which account for success
or failure. Similarly, despite some dicapproval amongst co—operators. many
co-operatives employ non-member workers (or even manzgers) — we took entirely
the same attitudes to this situation also including enterprises with non-
member workers within tne ambiﬁ of the research.
DEFINING THE DCQOMOMIC PERODRMANCE OF IPCs

Most of the statistical summaries concerning the performance of IPCs
adopt profitability as the yard-stick of their success. However, it is our
vicw thet in so doing one can seriously unc restimate the actual economic
viability of IPCs. This is for the simple reason that the members of a co-
operative can, fcc one reason or another, manipulate the prorit levei down-
wardés by paying themselves a 'high' wag? or salary. Thus, resicdual profit-
ability bears no necessary relationship to the underlying viability and
pecrformence of the enterprise. It sz2emg, thecefrre, that in assessing the

rerformance of co-cperatives an saphasic on value-added i3 wmorc appropriate.




There is. of course. also theoreticzl iustification for sc doing iu the work
of tarcé (1958) anc Vanek (1970) thougn, in his turn. Horvat (1975) has
cautioned acainst these authors' models.

The co-cperatives studied were also summarily categorised in a qualita-—
tive way as either very successful (VS), successful {S) moderately successful
(S) or as failures (F); this categorisation deriving from the criteria for
inclusicn in the research. It was an attempt to capture the 'average' per-
formance of the co-operatives over the period of the study.

Table I lends support both for cur emphasis on value-added measures and
the accuracy of _ur qualitative categorisation. Firstly. there is a clear
though not perfect association between the qualitative categorisation and
¢verage value acded per unit of labour {column 1); secondly the correiation
tetween recorded prefit and this latter measure is rather low (columa 3)
especially in India ‘2, value added per unit of capital does not, however.
seem to bear e svstematic relationship to either the qualitative categori-
sation o. to valuve added per unit of labour (see below).'

THEORIES MACQOUNTIMG FOR THE SUCCESS AD TAILURE OF IPCS

Cc-operatives are often deemed tc possess a comparative advantage over,
say, capitalist enterprises, as their members are essentially ‘working for
themselves' and are it is purported more highly motivated (Meade 1972) and
thus their labour productivity, comparatively speaking, is enhanced. Reduced
need for surveillance is also suppcsed to lead to the same conclusion,
Alchian ¢nd Demsetz (1972) have, however, quite rightly posed the question to
the effect that. if this is co:re;:t. vwhy is the historical record of IPCs so
clearly infericr to capitalist enterprises? Why are so few formed? Wwhy &o
they have such 2 high failure rate? Why are they o small? and why do they
tend to degerezcte into capitalist or guasi-capitalist forms?(3), Surely
they urge the postulate of enhanced motivation as inconsistent with the
historical evicence or in addition there must be more thar comrensating dis-

economies acsociated with Co-opcrative production. A number of ‘theories'




have been proposed in this letter respect.

First, the thecry cf co-operative fimancing {Vanek 1977, PFurubotn 1971
Pejovich 1969); IPCs, 1t is araued, wiil in most circumstances, underinvest
to the deqree that they rely upon internally generated funds which are saved
collectively. This is because such savings do not allow for the redeem-
ability of the principal sum invested except under excertional circumstancés
or on winding—up. Members will, thus, prefer to take funds out of their cb—
operative and invest elsewhere. Similarly, the co-operative principle of
limited returns to individual share capital will have an identical effect.
Only.if the rate of retv.n within the co-operative is 'high' and/or the
investment time horizon long will the rationally self-interested member find
interral investment in collective or individual shares attractive (4), IPCs
will, thereforc, when compared with their capitalist counterparts, under-
invest. be small., have low capital labour ratios and if they do ihvest tend
to rely on borrowed funds and thus incur an overly high gearing. Vanek
believes these arcuments are sufficient to acccint for the poor showing of
1PCs though Ster. o /1279) has cueried his model which he calls the Furubotn-
Pejovich effect.

Second. it is also sometimes arqued that because IrCs are usually popu-
lated by those of a lower socio-economic status they will exhibit a marked
consumption preference - aagain leading to underinvestment.

Third, (Webbs 1520) it is also suggested that the co-operative principle
of one person one vote comes intd conflict with effective management. IPCs
will not be able to attract the best management and thnose managerrs thay do
attrac’ wil) bhe unduly encumbered by the democratic principle. Peor manage~
ment will show up in slow and indecisive decision making, lack of clear
accountability, poor appreciation of market conditions and fo on.

Fourth, IPCs arc decmed to fail mainly because of an unsympathetic socio-

eccnomic environment. The accusation here ig ucually directed to the credit
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institutions whom, it is claimed, are either downright prejudiced or
excremely cautious given the, historically speaking, poor average performance
of IPCs.

These varicus 'theories' are subject to a more lengthy amalysis in Abell
and Mahcney (1980). ¥e will now, using the evidence from our case studies,

“* review the case for and against them and then go on to suggest a tentative
theory of our own. it should be bzrne in mind, however, that the evidence,
being derived from a pilot studv, can cnly be raken as indicative ard not
definitive.

FINPNCE, IMVESTMENT, AND QONSUMPTTON

IPCs can generate funds internally:

- by collective savings

- by membe: loans and deposits

- by the issue of individually aiped share capital.

They can 2lso obtain funds frcm external sources - loans, bank overdraft,
trace credit etc.
Collective Savipgs

The co—-operatives studied did, to some extent. invest through collective
savings (Table 1, cclumn 4) - savings which generally took the form 2of a
Reserve Fund created out of profit. The propensity to save in this way seems
hicher i:;i Peru than in India, except for the unsuccessful co-operatives, but
then the levels of profit (thcugh not necessarilv value-added) were higher in
Peru too.

It is, of course, imperative'from 2 theoretical point of view to distin-
ocuish those collective savings whicnh are made voluntarily by the members and
those that are enforced by statute(® . 1n Table 1, column 5, we have also
civen the average peorcentage of carital in use deriving from statutory redun-
dancy/zetirement funds. Clearly in one sense these funds are ear-marked for
individuals in the case of retirement or reduncancy and they are thus not

auite on the same f{ooting as the rescrve funds.
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ot surprisingly by comparing in Tebic I columns 1 and 4 we can detect a
positive association between the propensity to save in collective funds and
the economic performance of the co-cperative (measured either gualitatively
or in terms of value—added per unit of labour) (6),

Although member loans and deposits are not in the strict sense of the
term ‘collective’, in the co-operative studied they are in practice similar
to the extent that they rarely bear a dictect dividend rzturn to the
individual saver(?). where they are made, they are regarded as mandét:ory
cacrifi~es which members make for the sake »f the co-operative. 1Inspection
of column 6 of ‘fable 1 shows that such savings are by no means universal but

that they do occur; it is noteworthy that Cobblers' Co~operative (VS) made
significant avings through loans and deposits as well as collectively. The
average figures in column 6, however, underestimate the use made of member
lcans and deposits, for Lhe co-operatives often used loans in times of dis-
tress to a much higher degree than the averages would indicate (Abell and
Hahoney 15 "0).
Individual Share-holding

Inspection of column 7 in Table 1 indicates that all the co-operatives
cenerated savings and investment through the issue of share-capital. We
found, however, that in mect of the co—operatives studied the direct dividend
returns to share capital were either negligible or nom—existent. Moreover,
‘n most co-cperatives it was extremely difficult for members to redeem their
st.ares or withdraw their investment. In practice and from the point of view
cf the individual menmber therefore, there was little to choose between
collective savings and individual shares since neither bore an immediate
direct dividend to the individual membe:r.
motal Internal Savings

It ccems reascrnable therefcre to consider all the 'internally' generated
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savings together and this is accomplished in Column 8 of table 1. Inspection
of this column seems to indicate that, in Peru, the average percentage c£
internally generated capital 1in ezch co-operative is to some degree
associated with its success, but that in India no clear relationship seems
evident. If one studies the averace yearly increment in internal savings
(again as a proportion of totzl capital in use) then there is no simple
relationship. In Peru, Cobblers Co-operative and Peru Print have figures of
1z ana 15% respectively though the corresponding fiqure for Metal Furniture
(2 failure) 1s 19%; in India Commerical Co-operative (a failure) has the
highest figure (9%) for all the co-operatives there.

The tentative conclusions we can draw from these figures seem to be
twofold:

First, that IPCs do seem to show a propensity to save either in general

collective funds or quasi-collective funds, but

Second. chere is no simple relationship betwe=n this piopensity and the

performance of the co-operatives.

It appears. therefore, that under mest circumstances members will invest
in their Co-overatives even though thare is little likelihcod - at least in
the moderate term - of any direct dividend. Are they behaving irrationally?
Depending upon the productivity of invested capital and the best rate of
return available external to the Co-operative and members time Ihorizons in
their ccmmitment to the 2nterprise then interne2l investments can be a per-
frectly raticnal choice. When investing in their own co-operative. members
will, in so doing, be providing themselves with employment and their invest-
ment 1s, thus, quite explicable on these grounds. Members are joining their
lasour and capital in making investments - they are as it were puttin-;; them-
sevles to work (8, A reading of the gualitative evidence in our case
studies certainly bears out this intercretation of their behaviour - the

provision of employment was once of the reason in the forefront of many

member's minds in stariing a co-operative. This is of course not surpris-
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ing civen the endemic unemployment and underemployment im most developing
countries. Furthermocre, unsuccessful cc—-operatives will continue to make
investrents in the vain hope of praserving employment. This reasoning seems
therefore to account for the propensity of both successful and unsuccessful
co-operatives to make internal investments. It should{‘nevertheleSs. be
emphasized that it may not be extendable to all those co-operatives which
have completely faziled or never really got off the ground. These 'evist' in
very significant numbers especially in Indie and whether or not their
failure is attributable to lack of internal investment must remain a moot
point. In one cense even our failed (F) co-operatives are successful in
comparison with these other co-operatives as they have managed to limp along
for a significant period of time.

Consurption Preference?

Do members of IPCs have a disproportionate tendency to consume a: the
expence of investment? 1In Table 1 column 9 the average proportions of value—
added going to ‘'Labour' are given for each Co-operative. It should be
pointed ont, however, that this data is nout a definitive test of the con-
sumption preference .thesis as members could conceivably take high returns tc
labour ('wages’') in order to invest elsewhere. Furthermore, column 9 over-
estimates the 'true' consumption, for some of the value-added distributed to
members was made available by themn to their Co-operative as loans and
deposits. Where comparisons with Capitalist firms (of the same size) can be
made the evidence secems to suqgest only a marginally greater tendency to
2llocate value-added to labour by the recs (9, Unfortunately we have no
comparative data fcr India though the average allocation in IPCs is signifi-
cantly nigher than in Peru; this may or may not be a national difference
across the board. The unsuccessful Co-operatives do not appear to consume on
the average a greater proportion of value added than the successful ones.

Inceed, if anvtning the reverse is the case, this presumably reflecting the
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former's success and. thus, latitude for increased consumption whilst main—
taininc economic viability. MNeedless to say, the Co-operatives may well have
expanded in size more rapidly if they had consumed less though one cannot in
all fzairness dectect a ‘'consumgtion preference' in these fiqures. Our
conclusions here probably find an echo in our earlier ohservations cohcerning
members propensity to invest in a job, The picture, therefore, which appears
to be emerging is not one of high consumption ard low savings with Co-
operatives, as a consequence, starved of capital. Thus if this reasoning (to
be more fully explored below) is correct then we will not be justified in
looking in the direction of capital starvation as a major contributory factor
to the poor performance of Co—ope:atives(lo).

THE CLASYH ECTWEEN DEMOCRATIC PRINCIPLE AMD EFFICIENT MANAGTMENT?

We found no evidence to suggest that IPCs invariably suffer from this
phenomenon only three of them cdié so (Peru Print, Metal Furniture and
Clothing), seven seemingly able to evade serious conflicts. Furthermore, one
of the Co-operatives (Peru Print) experiencing a significant level of con-
flict was one of the more successful we studied. However, a conceivable
consequece ¢f the possible clash btetween the rights and duties of line man—
agement and demccratic governance micht well be found in an unclear lines of
producticn control. Seven of the Co—operatives experience unclear lines, the
remaining three being clear (Cobblers. Weavers and Shuttlemakers). There is
thus some support for the contention that success goes with clear lines of
command in production control. This whole analysis must, of course, be
rather subjective given the nature of the data but our experience with other
IPCs studied less intensively, would tend to support this view. There, thus,
rmight well be legitimate grounds for concern here; IPCs may well egperience
disproportionate problems in getting their line control right. We have. of
course, no comparative data for capitalist firms nor for large IPCs but it
may well be that as the size of an IFC increases the problems are exacerbated.

Ore particular area of concern relates to the problem of shedding labour
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if neecs be. How does one expel a worker if he alco happens to be a share-
holding member and where perhaps the Co-operative is committed to providing
jobs for members? This dilemma, if it arises, is, of course, partly avoided
if the Co-operative takes on non-member workers (though even here there may
be some residual ideological commitment and laws may provide for job
security). The majority of the IPCs studied did, in fact, employ non-member
workers. Sometimes this was because of seasonal or other fluctuetions in
demand for the product but in other cases it is clearly -to exclude ‘new
workers' from the privileges of Co—operative membershib. Shedding-labour is
thus for most of our Co-operatives not as acute a problem as might appear at
first sight. Although it is difficult to be certain here we do not feel that
the inability of the IECs to shed labour was a significant factor in account-
ing for their failure or of their performance when compared with Capitalist
enterprises. Or at least in so far as it was it is dwarfed into insiqnifi-
cance by other 1issues.
MERKETING

Al) the Co-cperatives we studied operated in circumstances where there
was effective demand for their products. Indeed we made this a requirement
for the studv - we did not wish to examine Co-operatives which failed due to
a leck of demand for the goods they produced. Some Co-operatives, however,
faced more stable demand than others. Though there is not a perfect corres—
poncence between 'fluctuating' demand and poor performance there is (Senegal
apart) some suggestion that the more successful Co-operatives operated in
relatively stable product markets. There is a further important dimension,
namely personalised market relations. By this we mean a situation where
contracts in the product market are established largely on the basis of
personal contact. Indeed trading in India - particularly in textiles - was
domineated by such markets, and confining cur attention to this country ve

roticed that the twe nost succeseful Co-omeratives did not operate in highly
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pcrsonalised markets whereas the two leust successful did. In all
probability contacts in personalised product markets depend upon the overall
sociel standing of the salesman of an enterprise. There i some reasonable
assumption that IPCs are one tne whole at a comparative disadvantage in this
respect in relation to capitalist enterprises in so far as they are populated
bv members of fairly low social standing (in the case of India Caste is an
imporcant formal dimension of this problem). Co-operatives as we shall see
below generally experience problems in effective management of their
_ marketing activity and this can beccre compounded if the ma.kets ar. highly
personalised in nature.
HOSTILE ENVIRONMENT

e start with external credit; if it can be established that IPCs are
comparatively speaking starved of firancial resources by the various credit
institutions then this could reflect either (a) some sort of undefined
prejudice against IPCs or (b) 2 rational disinclination on their behalf to
invest in what they deem to be risky enterprisces.

All the IPCs we studied did at some stage in their career manage to

secure some form of externmal credit(ll).

This is no guarantee that it was in
sufficient amounts or appropriately given, but it does indicate that the IPCs
we studied were not entirely starved in this respect. Further, since we
found no csystematic relationship between the internal savings and performance
nor can there be any relationship with external savings or gearing - the data
bears this out (Abell and Mahoney 1980). The conclusion we have drawn is
that it is not the shortage of capital (internal or external) which besets
IPCs but their abkility to use what they have wisely (se€*below). Although we
Cic in our research repratedly encounter suggestions from Co~operative mem—
bers to the effect that external finance was difficult to obtain - even from
Co-operative credit institutions - we incline to the view that any disincli-
ration by such institutions to invest in IPCs should not be counted as

vrejudice but rather as acceptable commercial prudence. As long as IPCs




suffer from deficient firancial management they must constitute a sigqnifi-
cantly higher risk than other forms of like investment. Whether or not there
is a more general unsympathetic etrnos detrimental to Co—operative viability
in a 'capitalist environment' is, at the moment, largely besice the point.
This will only be proved one way or the other if IPCc can find some way of
overcoming their other deficiencies.

It does remain true, nevertheless, that the mumber of loans made avail~
able to the Co-orerative sector appears very modest and the question
naturally arises as to whether if more we.re forthcoming the aqgregate failure
(and dormancy) rete would be lower. Presumably it would -~ it does not seem
unreasonzble (and we have much informal evidence to this effect) to suggest
that many of the outright failures may suffer from capital starvation. The

point remains. hcwever, that if our argument concerning deficient financial

management holds, then in the round IPCs will remain a significant risk. We
cannot, qgiven the cdata cvailable, conclusively establish that they are more
risky than 'capitalist' enterprises (given the same level of financial pro—
vision would the mortality of IPCs be identical or less than for capitalist
enterprises?). Nevertheless, such evidence as we have on the comparative
performance of IPCs and like capitalist enterprises would not lead us to be
optimistic in this respect, at least given present management practices (see
below) .
MOTIVATION AD SOLIDARITY

Mlthough it is impossible to document quantitatively. the most striking
finding of the research was the perfect coincidence of success and high
colidarity amongst the members; hich solidarity goes with success, low soli-
carity with failure (rccall that our qualititative cateqgorisation also corre-
letes with velue-added per unit of Labour). ©hat is the siqgnificance of this
correspondence?  Firstly, it Is wortl. noting that there are usually factors

extrinsic to the c~tual working of the Co-operative which account -~ at least
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initially - for the high levels of solidarity in the successful Co-opera-
tives. In Peru this tended to be conflict with a previous emplcyer driving a
group of wocrkers together; in the Weavers Co-operctive in Senegal the soli-
darity derived from a religious attachment, and in India it was related to
the extended family. But why should solidarity be so significant to the
success of IPCs. We earlier noted the comparative advantage of IPCs posti—
lated by Meads (1972) namely:

(1) altruistic motives may be enhanced by feelings of solidarity - so mem-
bers become committed to their Co-operative

(2) such commitment may increase the time horizon over which the member sees
himse'f associzted with the Co-operative (see footnote (4)). The pieces of
the j.g-saw. therefore. begin to fall into place. Solidarity, and commit-
ment, Qo together and coatribute to hich motivation (self interest and per—

haps even altruistic) and thus ceteris paribus to "high" productivity. There

is inceed a certain amount of evidence in the literature for this general
syndrome Bernstein (1976) and the theoretical underpinnings of such factors
have also been demonstrated by Abell (Hierarchy and Demccratic Authority in
¥ork and Power ed T. Burns et al, Sage 1579).

In the absence of any independent measures we must assume that soli-
carity can scand proxv for motivation and our general conclusions would be
that any factor generating feelings of solidarity (Bernstein participatory
consciousness (?)) is likely, other things bei 7 equal, to contribute to the
success of IPCs, This conclusion when taken in isolation is not at all
startling - arfter all one assumés that any sort of enterprise can benefit
from high levels of member motivation. There are, however, a number of
points in relation to IPCs which call for special comment. PFirst, let us
look at the other side of the coin - lack of solidarity. Though it is
difficult to quantify these matters there is a certain amount of evidence
from our case studies that when internal conflict breaks out in an IPC, it

can have rapid delcterious cffects. Ve feel this effect is disproportion-
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ately evident when IPCs are compared with Capitalist enterprises. Because of
the democratic structure of IFCs a 'local' conflict can easily escalate and
enculf the whole membership whereas in a capitalist enterprise. given its
traditionzl authority structure, it micht well be able to encapsulate the
conflict. Solidarity (ie lack of conflict) may be a much more sensitive
factor in IPCs than in other non—cemocratic enterprises. Putting it another
way IPCs may have to rely upon mutual trust to a much greater Gegree than its
capitalist counterpart for the same pericrmance (see below); the diseconomies
of lack of trust and solidarity may be greater in an IPC.

Clearly high motivation is only one element in the story concerning
overall efficiency and peformance - motivation without the requisite skills
is not likely to bring returns so we now turn in this direction and then
return to speculate on comparative performance.

UAXAGERIAL SKILLS AlD ENTREPRENEURSHIP

Thinking a little formally merely to facilitate easy presentation we may
view the performance of an enterprise (any enterprise) as an int-ractive
function of the motivation of Labour (M) and the skill of Labour (S) so{12),

P=k 1+ uy cesee (1)

vle found that the production skills in IPCs are on the v adejuate and we
have considered general motivation in the last section. This leaves the
sikills of nanagement and any special features associated with their moti-
vation. Of course, particularly in an IPC, the distinction between managers
and production workers is to a degree blurred but nevertheless we may assume
there are returns to managerial skills and motivation just as there are to
those cf production. e may then wish to replace (1) by

)
O[' p.‘.'c.'\ p }\ Pip S‘) b'{n sﬂ\ + U3 se o0 ‘3)

vhere t-'.p = motivation of production workers
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S

D 'skill' of production workers

and S

We den't intend that these equations be taken too 'literally' but they will

'skill® of management.

make the presentation of the argument that much easier. The Concepts of
Managerial Skill and ite close twin entrepreneursnip are controversial. For
instance, Stephen Marglin (1979) has largely dismissed the importance of
Managerent. On the other hand varying interpretations of its importance have
informed a number of theoretical approaches to the organisation of produc—
tion. We have already encountered Aicnian. and Demsetz (1972) and we may
cite Knight (1957), these authors have in their differing ways pointed to
the importance of entrepreneurship and management in effective economic
develcpoment.

If we examine equation (2) or (3) it is clear that managerial skiil has
a role to play and its importance vis a vis labour skill depends (in equation
2) cn the value of Ko compared with Kl (the marginal returns to manaqcaent
and labour). The important point to note though is that 'skill® and ‘motiva-
tion' (both for Labour and Management) are in a compensating (interactive)
relationship. The same level of the producd S; M (or M, Sp) can be obtained
by 'low' S and 'high' S or the reverse state of affairs, and of course in
the absence of one no matter how 'high' the other is there would be not
cffective performance.

It is the major conclusion of our research that deficiencies of Co-
operative Management are the major factor in explaining the failure of IPCs.
However, there is little to be cained from malking blanket statements about
poor management. What precisely are the aspects of management which are
ceficient in IPCs? We will consicder a number of functionzl areas and then
relate them to our aforegoing analysis.

FIDANCIAL HANAGIVENT

tle have already discovered that fcr small scale IPCs (though this may
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not be true for larger ones) capital starvation is not normally the prime
p:oblem(i3}. Rather we indicate it is a matter of the effective use of
Capital (1e adequate investment decisions given market potential etc.)

These chsorvaticns are underscored by columns 10 and 11 of Table 1. The
€first of these shows that when comparing the Peruvian Co-operatives with
similar capitalist enterprises (for 1977) the former tend to have a lower
value added per unit of capital. the second column shows that, nevertheless.
co-operatives uniformly have higher capital/labour ratics.

Why shoulé IPCs suffer from poor financial management? The answer to
this question seems fairly straightforward; IFCs are almost invariably estab-
lished and run by individuels with little or no training pertinent to
financial decisionmaking. Indeed many mcmbers of the IPCs we studied were
not even numarate and one was often amazed how well they managed given their
level of expertise and education.

MANAGERIAL SKILL AMD MOTIVATION

Ve are now in a position to more clearly appreciate the significance of
‘solidarity' for the cffective functioning of IPCs. It is in effect required
to offset the diseconomies cf poor management and. thus, to the deqree that
this latter deficiency can be overcome ‘high' solidarity is not necessary for
the same level of performance. Or to put it another way, our ‘theory' would
predict that given the same managerial inputs a capitalist enterprise's
performance would be outstripped by an IPCs because of the higher level of
solidarity inherent in the social arranaements in the latter. Out theory
thus provides an answer to the often posed question ~ why given the supposed
comperative advantages of IPCs in terms of motivation etc. do they not have,
in the aggregate, a better performance record than capitalist enterprises?
(Alchian and Demsetz, 1972). The answer is (if our theory is correct)
because the enthusiasm and motivation is more than offset by lack of mana-
gerial skills - partially in the stewardship of capital. This is evidenced

by the poor comparative returns to capital of IPCs - even the successful




ones. Thus, though we find what we micht term the need for 'ebnermally’ high
tevels of solicdarity to maintain the successful operations of IPCs - some-
thing it mav. even with this fora cf enterprise be difficult to maintain
especially if they grow in size this 1s not necessary te the form if it can
attract appropriatelv skilled and committed management. IPCs have two com—
pensatory ways of maintaining a performance comparable with similar
capitalist enterprises. First they can rely upon abnocrmal levels of soli-
darity (ie thei:r motivation); second they can attract or train good manage-
ment. Much Co-operative education seems to have been directed towards the
former but, however desirable this may be we cuggest that the latter should
receive equal emphasis. Of course, high solidarity and managerial skill
should produce a situation where IPCs outstrip capitalist enterprises (eg
Mondragon in Spain). Given the necessarily tenuous nature of a factor like
solidarity and commitment (will they survive a downturn in the market demand
and a period of feilure?) it may be wiser to reap their benefits where one
can but to centre policy on improving the quality of management.

tie might ask at this juncture why IPCs do suffer from poor (financial)
manacement? Here certain features of IFCs may well be the problem. Consider
a potential entrepreneur (assumed self-interested) with either his own capi-
tal or access to loan capital and what he believes to be a marketable idea.
t?hy should he chose to ecstablish an IPC when he faces (a) limited returns to
his capital (b) no quarantee or contrcl of the enterprise and (c) a situation
where the benefits of his idea become 2 bounded public good within the co-
orerative? (Abell, 1981). Surely he wiil rather te attracted to a partner-
ship or traditional private firm. Thus, in s2 far managerial skills and
entrepreneurshio coincide there will be little or no incentive for thcse with
maragerial skills to enter into the Co-operative sector. This incidentally
explains the low incidence of IPCs (internationally speaking) - very few get

cotabliched in a cpontanecus manner and when they do they are characteristi-
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cally estetlished by gqroups of 1individuale with roughly equal capital endow-
ments ané few ideas for innovative procucts or processes. Our conclusion
must e that i an economic system whnere there is a choice between IPCs and

rivate firms IPCs will normally only be established by those with leas
entreprenturial flair ané of limited managerial skill. In a society domin—
ated bv self regarding motivations it is difficult to see what can be done to
redress the balance in favour of IPCs without surrendering some cherished
principles. It has been suggested some dilution of the principle of limited
returns to capital (at least a: the outset) but it may well be the loss of
centrol throuch democratic decision making is the real disincentive to estab-
lishirg an IPC. Alternatives scem to be (a) improving the managerial stan-
dards of IPCs, thus improving their record and general attractiveness or (b)
reserving a sector for IPCs only so those wishing to operate in the sector

are required to establish an IPC. This latter may smack of compulsion and

still not attract the best entrepreneurial skills.




{1}

(7)

(8)
(9)

It wvas found that there were no industrial co-operatives in Indone. .a
whizh adequately fulfilled our criteria of co-operative production. ‘The
industrial co-operatives registered as such were in fact marketing and
buying co—-operatives,

This., we suspect, is because of an impoused profit tax offering a disin-
centive to record a profit.

The evidence. such as it is, seems to support the view that IPCs (when
compared with capitalist enterprises) have a low birth rate, are skewed
towards the small and tend to degenerate but the evidence for high mor-
tality is not established.

Interral jnvestment in collective finds will only take place if (1 + it
< (1 +1r)" -1 wazre i1 is the external rate of interest r the internal
rate and t the time horizcn.

Legally obliged collective funds could not, of course. lead to capital
starvation.

The average figures derive from the time series data for each co—cpera-
tive (the dates in brackets in Table 1). Attempts to calculate correla-
tions etc. on the disaggregated data give positive results but because we
suspect there are rather complex time lagged effects a fuli analysis

of this sort must await a better data base. Average figures will be used

through this paper which, in effect, give an overview of the co—operative
for the years studied. '

In all the co-operatives which mace use of lcans the rate of interest
paid was either zero or extremely wmarcinal.

this will of course becost r {see footnote (4)) in relation to i.

Comparative fiqures were available for Peru only. In 1975 capitalist
firms of the same approximate size as the co-operatives distributed
proportions of value added in waces as follows: Print (38%) Shoemaking
(59¢) Metal Furniture (53%) Clothirg (28%).

(10) Again we must raise the caveat concerning dormant and defunct co-opera-

tives.

(11) This can be deduced fram column 8, Table 1.

(12) With suitable exponents and multiplying by capital and letting the

procuct MS stand for 'Labour'.we have a Cobb-Douglas production function.

{12) See footnote (10).

(14) The similar capitalict enterprises are of approximately the sar.c size as

the co-noeratives and in the same sector. Deta availeble for Peru only.
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