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A THEORETICAL ECONOMIC EXPLANATION OF THE
FAILURE OF COOPERATIVES

By / |
Emmanuel T. Velasco*

'
Introduction

A typical assessment of our cooperative movement is as follows:

In the Philippines, as in practically all of Asia, cooperatives were
organized mainly through government initiative and effort ... . As
i result, Philippine cooperatives in the past became failures like
most of their counterparts in Asia. This proves one lesson on
cooperation, viz., that cooperatives will succeed only if they are
organized and actively supported by the members themselves. In
other words, cooperatives will prosper as dynamic economic
organizations only with the support and self-reliance of the
members.’

I'his paper contends that continuing government support and/or

ther positive inducements are essential to the success of co-
pperatives; that the failure in the past can be partly attributed to the
withdrawal of these inducements and/or support of the government;
And that, more fundamentally, the cooperative philosophy of
polf-help alone cannot be relied upon for the survival or growth of
the cooperative movement.

The paper is organized as follows: the causes of failure of
booperatives are discussed in section 2; the conflict between group
#nd individual interest in the market place is taken up in section 3;
ction 4 looks at the stability of cooperative arrangements; the
nature of public or collective goods is considered in section 5; the
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importance of non-collective goods is underscored in section 6 i
on a discussion of the “By-Product’ theory of groups; and f}
the implications for the Philippine Cooperative Movement I#
cussed in the concluding section.

Causes of Failure of Cooperatives

The Philippine experience with cooperatives is replete §
examples of failure. The very first experiment on rural fi
through cooperatives (under Act 2508 or the Rural Credit Ag
1915) was a failure. Reaching a peak of 544 organized rural ¢
cooperatives in 1926, only 10% remained in 1935. Marki
cooperatives (Act 3427 or the Cooperative Marketing Law of I
performed similarly. Thus by 1939, only 20% of a total of regist
164 societies were still active.> Post-war experiences on Republig
821, which established the Agricultural Credit and Coopéi
Financing in 1952 to tender loans to members of farmers' &
erative marketing associations (FACOMAS), as well as Republie
2023 or the Non-Agricultural Cooperative Act of 1957 are
indicative of failure of cooperatives. This can be gleaned fron
data shown in table 1.

Based on the data for the years 1967-1970 available at the
operative Administration Office, we find that only 36% to 46%
types of registered cooperatives are operating and the bulk of
accounted for by credit unions.

For more recent data, the Economic Development Foundaf
Inc. reports a total of 726 agricultural and 5,568 non-agricull
cooperatives, of which only 45% and 54% respectwely, .
operating as of June 1972.% '

Students of the Philippine cooperative movement attributé

2Lino D. Onagan, Jose Simangan, and Mateo Esguerra, Cooperd
Principles and. Practices (Quezon City: L.D. Onagan & Sons Publishers, 197
373. i

31bid, p. 374.
4 Economic Development Foundation, Inc. ““An Introduction to Agricu

Cooperatives in the Philippines,” The EDF Economic Bm‘letm Vol. 1, B
(July 1973), pp. 10-11, i
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failure of cooperatives to a number of different causes. Onagan ef ¢
enumerate a total of fourteen factors, namely:

1.

2.

10.

11.
1.2:

13.

14.

SOnagan et al., op. cit., pp. 374-75.

. Improper use of credit by the borrowers who, instes
. Defective securities;
. Political interference particularly in the collection of ove :

. Lack of compensation for officers;
. Inadequate supervision;

.Lack of adequate character. and moral responsibility

. Lack of adequate safeguards against unscrupulous offl

Incompetent management;
Lack of proper understanding of the principles, pra:

true aims, and purposes of cooperative associations;

using the money borrowed for production, spend it I
fiestas or luxuries; !

accounts;

handling the other fellow’s money;

who take advantage of their position to grant loans
themselves and their “‘compadres” which later proves
disastrous to the system;

The dominance of the individualistic attitude instead ¢ !
spirit of cooperation among the people; !

Inability of cooperatives to secure adequate capital;

Their dependence on alien suppliers and distributors;
Ineffectiveness of the government agency or agenci o8
trusted with the development and promotion of cooperi

organizations; and

Inadequate marketing facilities
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The EDF study® cites the following major causes:

I Absence of substantial loyal membership support;

L

4. Lack of economic justification;
. Capital inadequacy;

4. Poor management;

b. Insufficient volume;

6. Political interference; and

7. Competition and opposition of established business and
vested interests.

ny other studies on cooperatives touching on the causes of
perative failure mention factors already included in the above
1

One question may be worth asking at this point, namely, why is it
| cooperatives are easy to establish and yet so hard to sustain?

Analyzing the Philippine experience from a historical point of
w shows that many of the cooperatives were established due to
existence of government incentives. Thus, the FACOMAS were
Wnized to enable the members to obtain liberal credit. The
ornment also considered the establishment of FACOMAS as an
imomic weapon for countering the Huk movement, hence a
Irection of the goal of the government led to the inactivity of
ny FACOMAS. The same is true with the consumers’ cooperatives
blished right after liberation when relief goods were distributed
the government. As was expected, these cooperatives closed down
moment the relief goods were exhausted.

YDF, op. cit., pp. 15-23.

or, Cooperatives Administration Office, Handbook on Non-Agricultural
Jeratives (Manila: Central Cooperative Educational Board, 1967), p. 8; “The
porntive Movement in RP,” Weekly Nation (Supplement of the Agricultural
perntive League of the Philippines), August 19, 1971; Teodoro Araneta,
peratives: A Strategy for Development (Quezon City: Filipino Publishing
iy Inc., 1973), pp. 61-62; and Macaranas, op. cit., pp. 30-31.
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In the United States, the Farm Bureau, the largest of §
farm organizations, was created by the government. It became §
means whereby farmers could avail themselves of information |
improved methods of animal husbandry. The membership of |
movement increased with the expenditure of government fund#
extension work. But then membership decreased substantially Wi
the government subsidy to the Farm Bureau was curtailed, '
subsequent growth of the movement can be traced to the subsl
tion of other types of inducements for maintained membership
insurance).®

It would appear, therefore, that if some positive inducement (e
government support) is a basis for the establishment of a cooperal J
then the sustained provision of .the positive inducement is nee
for its continued operation. But then this conclusion would
against the cooperative philosophy of cooperation based on self-h
and self-realiance.” This philosophy underscores the importance
individual initiative and responsibility in the attainment
common goal. Thus the existence of a common need or objee
which if attained improves the lot of every member of the grou
considered the reason why individuals associate together and
mutually out of rational and self-interested behavior. In the con
of cooperatives, the expectation of loyal membership suppol
based on this assumption -- that individual self-interest is served ¥
the group’s interest is served.

The view that groups of individuals with common interest wi
out of self-interest to serve their group goal is widely acceptet
social theorists as a theory of group behavior. It is an assump
implicit in most of the literature on organizations. The th
asserts that groups are ubiquitous and that cooperation is uniy
because man is gregarious and has the propensity to form and
groups. The ubiquity of groups is traced to man’s instinct to su
and his ability to adapt to the evolution of societies.

. 8 Mancur Olson, Jr. The Logic of Collecting Section. (New York: Scl
Books, 1968), pp. 149-59. A

9This assumes that the cooperatives referred to are the Rochdale typ
open, voluntary and democratic organizations which only allow limited inl
on capital and which distributes surplus from operations based on the ex#
contribution or patronage. This type of societies started from an associaf)
textile weavers in Rochdale, England called the Society of Equitable Pig
which began in 1840. Cf. Onagan et al., op. cit., pp. 61-75.
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T'he main criticism that has been labelled on this traditional theory
ol groups is that it fails to distinguish small groups from large
fpenociations, i.e,, informal groups and formal organizations. Prof,
lson, who is one of the proponents of a contrary theory, contends
{hint unless one is dealing with small groups, ‘rational, self-interested
Mdividuals will not act to achieve their common or group in-
ferests. "' ° In other words, individuals in a large group would not act
I nchieve a common objective, even if all the members of the group
wore to gain if they achieve their group objective. Pursuit of group
lerests is inconsistent with the assumption that individuals in the
group will rationally further their individual interests.

The next section is an elaboration of the conflict between
Idividual and group interests in the setting up of economic
Wignnizations.

The Conflict Between Individual and Group Interests

Fconomic theory is based on the assumption of rational self-
Ilerested behavior. Let us elaborate on this behavioral assumption
glnce it will play a crucial role in our discussion of the conflict
-hl.wcen individual and group interests. :

Adam Smith, whose intellectual legacy, The Wealth of Nations, is
fhe world’s first complete and coherent theory of economic
'.lhnvior, viewed self-interest as the great motivator of economic
Motlvity. Self-interest expresses itself as the drive of numerous
Wdividuals for personal profit. This is a powerful drive which makes

un produce the goods that society needs.!! Smith argues that
Wnder the condition of free and unfettered competition, the action
[ vach individual participant results in the unintentional promotion
{ the common good as if guided by an “invisible hand”. This is the
sis for the belief that a self-regulating market, free from the
terference of the government, will bring about the optimum use of

"rbid. p. 2.

""The profit motive is really a powerful human drive that somehow finds
lonwe even in economies which have rejected the capitalistic system. For
tance, the July 14, 1975 issue of Time (p. 53) states that in the Soviet Union,
lloctive farmers are permitted to cultivate small private plots in their spare
e und to sell the produce of their efforts for their own profits. These plots
ount for a mere 4% of the land under cultivation, yet they produce a fourth
the value of the country’s food production.

141



resources in the production of the maximum quantity of goods
therefore, yield maximum welfare and wealth for the nation,

It should be noted that under capitalism which is based @
British laissez faire tradition, group interest is only of
importance. English economists unlike the continental economil
generally did not concern themselves with the proper role of
state. Thus, the nature of collective decision-making and
relationship between group and individual interests are still
forefront of theoretical developments in economics.

Let us now turn to the conflict between individual and
interests by drawing an analogy between the behavior @
individual in large organizations and that of a firm in a compef
market.! 3 '

Firms in a competitive industry have a number of com
interests, one of them being the attainment of a higher price fo
industry’s product. A single firm, however, cannot enjoy a i
price alone since it is a price taker. It can sell as much as it wan
until the incremental cost of production is equal to the preval
price. Here we have on hand a case of the common interest die -;
a higher price, yet with each firm having an interest in sellf
larger quantity, which is at odds with the interest of the other 1
The paradox arises whereby profit maximizing firms act contrap
group interest as profit for the industry as a whole will be les§.
what it might have been otherwise. )

Supposing we have a momentary disequilibrium condition
competitive industry where all the firms face a price which exe
marginal costs. Let us trace the short-run adjustment to be mad
the existing firms (entry of new firms is not possible in the sho !
assuming that the industry is operating in the inelastic portion 0
demand curve.

2 Karl Marx tried to develop an economic theory of the state based on
classes which he postulated are composed of selfish and rational indivig
Obviously, he did not see that the inconsistency involved for class action will

occur if the individuals making up a class act rationally. The idea is thi
individual will get the benefits of class action whether he participates or nof
Olson, op. cit., pp. 103-106. :

13The following discussion is based mainly on Olson’s presentation. Ibid
9.
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An price takers, firms in the industry will adjust output to where
loe oquals marginal costs and achieve maximum profit. In Figure 1,
‘wo atart at the disequilibrium situation with price at Py and industry
iput at Qo. Since the price exceeds the marginal cost of producing
# oplimum output g*, each firm is earning a large profit (the
Wforence between price and average cost). Self-interest dictates that
vxpunds output to go to attempt to earn mowe profits. But as
Wlustry output expands, price falls and the total revenue of the
luslry declines since demand is inelastic. Hence, the net result of
| the output adjustments undertaken by the firims to correct the
Woquilibrium in the industry (where demand equals supply at price
* and output Q¥*) is that each firm ends up with no profit at all
price equals average costs)! Not to have expanded output in this
s would have been more costly. Since .each firm, by definition, is
i small that it can ignore the effect of its output on price, it is not
tlonal to restrict output alone in an attempt to forestall a fall in
price. It will get only a small part of the benefit of the price effect,
with all other firms sharing in the benefits. This illustrates the fact
thnt n profit maximizing firm in a perfectly competitive market can
#il contrary to their interest as a group.

Next, let.us take up the case of the planting decision of farmers
mtulating that agriculture at the farm level is a competitive
lustry. Why is it that a farmer always wishes that his be a bumper
Prop and prays that his farm be spared from damage?

\o answer simply is that if his prayer is heard, then he can sell a
Jurger output at a higher price and, therefore, earn a higher income.
4 It turns out, the misfortune of others redounds to his benefit.
Hore, self-interest is again in conflict with group interest because if
rybody were to harvest a bumper crop, the price of the product
Il go down. Since most agricultural goods have an inelastic
smand, the lower price will result in a lower total revenue for the
Idustry. To put it differently, a farmer will always attempt to
xpand output during planting time knowing full well that if he
wore right about his output expectation (as would the rest of the
furming community), the result would be something contrary
lo the common interest (low-farm prices). This shows that a
farmer cannot afford but be an optimist acting as an individual. Yet,
Wi the experience in the United States shows, these same farmers will
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Firm

Industry

Fig. 1: Price and Output Adjustments ina Competitive Industry

Finally, let us consider another case where the group interes!
firms in a competitive industry is the expansion of industry deml
through advertising. It is to the group’s interest to advertise
increase the demand (shift the demand curve upwards) for
industry’s product. Yet it is not to an individual firm’s interest t@
so. It is not rational for a firm to bear all the costs of advert
when it knows that the benefits of this act will accrue to all
members of the industry. On the other hand, if it happens |
-advertising is undertaken through the cooperation of some m
bers, why then should one voluntarily support this move W
he can derive the benefits without having to share in the ¢
anyway? Here, we have another illustration of a rational '§
interested firm acting in conflict with the group’s interest.
nagging question though, is: How did cooperation come about in
first place? We will discuss the question in the next section in t@
of the stability of cooperative relationship in the market place.
for the meantime, let us look at some of the applications of"
behavior to large organizations.

Behavior in large voluntary associations is similar to that
competitive market. Take the case of payment of dues. The lo§
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phe dues payer does not noticenbly increase the burden of all other
flues payer in a big organization just like the effect of increased
pitput of a firm on other firms in a competitive industry. Thus, a
person belonging to a large voluntary organization would not believe
{hat if he were to neglect his obligations, this would bring about the
liaintegration of the group.

I'or example, labor unions draw its strength from strong member-
ship support. Yet the poor attendance record in union activities,
which is thoroughly documented, shows an apparent lack of
Interest.'* But actually. this is explained by the fact that there is no
peonomic incentive to attend. A member can derive benefits from
union activities whether or not he attends meetings.

Another example is taxation. Why are voters willing to vote for
higher taxes to finance new services of the government, yet strive to
pontribute as little as possible? Here again, there is no incentive
uifered which encourages one to contribute one’s full share, since the
honefits can be derived whether one’s contribution is large or small.

To sum up, although all the members of a group have a common
Interest in obtaining a collective benefit, they have no common
Interest in paying the cost of its provision. Each member, in-
lividually, takes the posture of letting others pay for the benefits
toaped. We will elaborate on the nature of collective goods later on.

I'he Stability of Cooperative Arrangements in the Market Place

The incentive to cooperate in the market place is always present.
We see this in terms of the profits that may be derived by firms that
merge or form a cartel. Consider Figure 2 depicting the equilibrium
#lluation of a competitive industry with n firms.

(iiven the industry demand (D) and supply (S), equilibrium is
pltnined with price (P*) and output (OQ*). A representative firm
produces output og where marginal cost (mc) equals price and does
ot carn any profits. Under this circumstance, industry output OQ*
s n times og*. Now, suppose a cartel is formed with each firm
psigned a quota of 1/n of total output. Each firm is faced with a
tlownward sloping demand d (which is 1/n of D) with marginal

""Ibid., pp. 85-86.
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Fig. 2: Cartel or Merger for Monopoly

revenue (mr). Profits are maximized at P; at output oq (less
0g*). :

A merger yields an equivalent solution.' * The industry becom@
single firm and we have to draw in the MR curve as well as t#
supply (S) as the marginal cost of the combined firms, I
monopoly price and output are P; and OQ, respectively,
monopoly profits are earned.

The foregoing explanation shows that firms in an industry @
earn additional profits by getting together and restricting output. B
while this possibility exists, a number of problems may prevent
group from reaching an agreement or, if one is in effect, jeopard
the staﬁbility of such an agreement. Stigler mentions four prg
lems:' '

® The Recalcitrant Firm
e Different Costs

e Investment Rivalry

e The Interloper

'5The merger solution will differ from the cartel solution if thert
diseconomies of scale in the merged operation. George Stigler, The Theory
Price, 3rd ed. (New York: MacMillan Co., 1967), p. 232.

16 1bid., pp. 233-236.
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The recalcitrant firm, also referred to as the free rider or the
thiseler, is the non-joiner to the cartel arrangement. Thus, it can sell
nny quantity at the ruling price since it is not bound to a quota. This
moeans it can earn more than the members of the cartel. Putting it
tifferently, there is a built-in incentive for a firm not to join the
tartel, or to show compliance to the cartel agreement outwardly
while readily violating its quota restriction provision.

If firms have different costs, then assignment of equal quotas or
fjuotas based in capacity will fail to yield the cartel maximum profits
unless the less efficient firms are allowed to sell their quota to the
more efficient firms. On the other hand, the allocation of total
oulput based on marginal costs may not be feasible since accurate
vosls figures are not available, and besides, there will be an incentive
Lo distort costs to gain a larger quota. i

Investment rivalry is another problem of the cartel because each
firm will readily realize that its revenue is proportional to the quota.
Thus, it will attempt to expand capacity to justify an increase in
fjuota.

The entry of new firms jeopardizes the stability of cartel arrange-
ments. Like the recalcitrant firm, a new entrant will not want to join
the cartel unless it is given favorable terms (its bargaining power is
high). In the long run therefore, the market share of the cartelized
firms will decline and/or the agreement will deteriorate. In any case
It will bring about the dissolution of the cartel.

Il would appear that due to the costs involved in organizing a
partel, the larger the group, the less likely that the cartel will
be formed. In other words, the costs of negotiating n-person
hgreements increase with the number of persons while the benefits
lo cach person become less. Similarly, costs of policing an agree-
ment will tend to increase with the size of the group in the cartel.
Cartel arrangement is more operational in small groups where
face-to-face interaction is feasible and social sanctions are more
#lfective in bringing about compliance with rules. Historically, cartels
tomposed of large groups have been formed either by the govern-
ment directly or through assistance extended by the government.
Moreover, they have survived through time primarily because of
jovernment restriction on the entry of new firms.
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The Nature of Collective or Public Goods

Basic government services are provided by the State for the genen
welfare. These services, which are available for the common benef}
are called collective or public goods,

Public goods have peculiar characteristics which distinguish the
from private goods. One is the infeasibility of exclusion in which t}
benefits derived from public goods are available to different peop
simultaneously. In the case of private goods, one can exclude oth#
from the enjoyment of their benefits. Another characteristie
indivisibility where in the same quantity of the public good is equ
available to different consumers. In contrast, the quantity of priv
goods consumed could vary among different individuals.

Still another characteristic of a public good is its jointness |
supply in consumption. This arises only because of its nol
exclusiveness and indivisibility. Thus, a unit produced or suppliet
simultaneously available in the same quantity for the consumpti
of all members in the group. To put it differently, the consumpti
of a unit by one person does not reduce or remove the possibility
its consumption by another. The differences between public W
private on this characteristic is best illustrated in terms of the role
entry. In private goods, one wants to preclude entry to minim
sharing the benefits with others. This is because the goods are f
in supply. In public goods, entry is desired so that more will recé
the benefits and share in the costs. Since the collective good is
fixed in supply in consumption, the larger the group the better.! 7

[ §

We note that due to the above features of public goods, the St
can only provide its services not through voluntary contribution.__
through taxation. Some of the classic illustrations of public good
national defense, lighthouse, police, and fire protection. i

It should be recognized also that it is not necessary that a pu
good that is of interest to one group in society be of interest to|
society as a whole, i.e., the common interest of the producers is |
farm prices but the common interest of consumers is low prog
prices. The very fact that a good is common to a group me
that no one in the group is excluded from the benefits brought ab
by its achievement. Hence, the publicness or collectiveness of a g

: ?01.9011, op. cit., p. 37.
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hian to be defined with respect to a specific group. Viewed this way,
wo have to accept that a public or collective good has been provided
for a group when the common goal has been achieved. It follows
from this also that the fundamental function of an organization, is
the provision of collective goods.! 8

But then, by focusing the collectiveness of goods away from
wrely governmental activities, a new problem comes to light.

hereas the State can resort to compulsion in the provision of goods,
lurge voluntary organizations will either have to rely on the assistance
of the government or on special incentives, other than the collective
good itself, in order for potential members to join or for existing
members to remain active. Recall that our discussion on the conflict
of individual and group interests brought out the fact that the
provision of collective goods is not per se sufficient in ensuring that
nn agreement will be reached and a group organized. The common
vharacteristics of large economic groups is that they are organized
for some other purpose. This leads us to consider the “By-Product”
theory of groups.

The “By-Product’’ Theory of Groups

‘I'he discussion in the previous section can be stated compactly as
follows:

If the members of a large group rationally seek to maximize
Lheir personal welfare, they will not act to advance their common
or group objectives unless there is coercion to force them to do so,
or unless some separate incentive, distinct from the achievement
ol the common or group interest, is offered to the members of the
proup individually on the condition that they help bear the costs
or burdens involved in the achievement of the group objectives.
Nor will such large groups form organizations to further their
common goals in the absence of the coercion or the separate
incentives just mentioned. These points hold true even when there
is unanimous agreement in a group about the common good and
tlie method of achieving it.!?

Thus, large organizations will have the tendency to fail or not to be

e ———

" Ibid., p. 15.

"ibid., p. 2.
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formed unless it can make a joint offering or ‘‘tied sale’ @
collective and non-collective good. In this sense, therefore, |
group’s capability in pursuing a lobby for instance, becomes merel
by-product of whatever function the organization performs,
addition to lobbying for a collective good that enables it to ki
strong membership support.

Let us illustrate this concept in terms of the development of §
“Kirkpatrick™ type of farm cooperatives. Recall that in seet
we noted that the farm bureau movement in the United States
established with government assistance and that they grew: i
declined with the volume of farm extension expenditures of {
government. But when the membership ih the farm bureaus was
the wane, the membership of the Illinois Farm Bureau was on
rise. This has been attributed to an organizational innovation
as the Kirkpatrick type of cooperative.

Designed by Donald Kirkpatrick, the general counsel for !
Illinois Agricultural Association (IAA), the Kirkpatrick type
cooperative is drastically different from the traditional “Rockdal
type of cooperative. Its basic distinguisking feature is that all
business aspects of the operations are controlled by a legs
separate organization whose main interest is the political or lobbyll
objective. Thus all the voting stocks in the cooperative marketij
supply and insurance companies associated with the Illinois F
Bureau are owned by the IAA.?' Here we see the case of §
business part of the system being a “by-product” of the political pi
of the system.

The other feature of the Kirkpatrick type of cooperative is §
manner in which non-collective benefits of the set-up is “tied-in'%
the collective good. Thus a non-IAA member cannot insure hims
with the mutual casualty insurance companies of the Farm Bureat
non-member is allowed to do business with the marketing

farm-supply cooperatives but he is not entitled to any patro )\
dividend.?? '

2%7bid., p. 132.
2'Ibid., pp. 153-54.

221bid., pp. 154-55.
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UInder this particular scheme it becomes understandable that the
growth in membership should follow the expansion of the business
prgnnization of the system. This is the story of the American Farm
Foederation.? ?

'I'o recapitulate, in the case of the farm cooperatives in the United
Mintes we find the application of the need to offer special incentives,
firnt by the government (membership in the farm bureau or else no
lwohnical assistance), and later by the legal arrangements on the
#hjoyment of the non-collective benefits.

An example of the other method -- coercion to force members of a
lirge  organization to further their common interest -- is the
pompulsory membership in the labor unions. The labor movement in
the United States would not have been able to survive without the
plosed-shop policy being sanctioned by the government.

Implications on the Philippine Cooperative Movement

There is an all out effort on the part of the government to
srengthen the country’s cooperative movement. Thus, Presidential
Decree No. 6-A prescribes the study of cooperatives in all levels of
the educational system. Presidential Decree No. 27 made member-
ship in cooperative compulsory for the farmers who stand to benefit
from the land reform program. There is also the establishment of the
Burcau of Cooperatives Development of the Department of Local
overnment and Community Development (DLGCD) under the
jporganization plan. Moreover, the Four-Year Development Plan of
the National Economic and Development Authority (NEDA) incor-
iriles the contribution of cooperatives in development. In addition,
residential Decree No. 175 recognizes the role that the cooperative
movement can play in the country’s development through the
KNilusang Bayan which is composed of the federations (Katipunan) of
the Samahang Nayon or the farmer’s cooperatives.

et us take a brief look at the activities covered by the cooperative
movement. Other than the production aspect inherent in the
membership of farmers through the Kilusang Bayvan, other activities
hiave been initiated. In marketing, Area Marketing Cooperatives and
the Greater Manila Consumer Cooperative were established. The Co-
pperative Marketing System of the Philippines signified the start of

s
2% 1bid., pp. 156-57.
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food - processing activity of the movement. Financing activities w
initiated also through the formation of Consumer Rural Ban
Finally, the Cooperative Insurance System of the Philippines W
establi:;hed to take care of the insurance protection needs of its m#
bers.?

To be able to carry out all these activities, three funds have b
created by the Samahang Nayon: the General Fund, the Bamg
Guarantee Fund and the Barrio Savings Fund. The General Fund
supported out of a membership fee of P5/month levied on |
non-farmer member of the movement. This fund is set aside
operating expenses. The Barrio Guarantee Fund is used to pay |
the life insurance premiums of the farmer member as well ¢
guarantee their land and loan repayments. It has been generated @
of the farmer’s contribution of one cavan per hectare per season,
Barrio Savings fund is drawn out of a five per cent automi
deduction on all production loans made by the members through |
Samahang Nayon upon the release of.the loan. It is earmarked"
the investments of the Samahang Nayon in rural bank and market!
facilities. As of July 1975 the value of these funds have reache
total of P35 million.?®

Relating these developments to our earlier discussion we find '

1. Government sanctions exist not only in terms of the promu
tion of compulsory membership but also in terms of outright suppi
of the movement through the programs of the Bureau of Co
eratives Development,

2. There is a number of non-collective goods offered by
movement such as life insurance coverage and information rece
through radio time used for public service.

On the whole, therefore, the Philippine Cooperative Moven
can be said to have adequate government support and other posi
inducements to make it take off on a path of success. Howe
additional measures may have to be instituted to ensure their grow

In the long run, we know that the government is not like

2%¢In the New Order:-Kilusang Bayan Redistributes Wealth’ Bulletin T
Sunday, Sept. 21, 1975, p. 36.

25 Ibid.
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expand the extent of its sanctions so that the number and quantity
0l non-collective goods will have to increase to sustain the growth of
{he movement. Just like the managers of a well-diversified, growth-
briented firm, the managers of cooperatives will have to play a key
fole in sustaining the interests of the members to share in the costs of
provision of the collective good through a diversification of- the
hon-collective goods made available to members. Education is likely
(0 be one of these goods; it is at the same time an effective way of
bringing about acceptance of social values favoring the group over
the individual.

Safeguards must also be instituted to limit the size of the
Individual cooperatives (Samahang Nayon) forming the federation
(Katipunan) and even the size of the federations, through non-
Muonomic incentives such as prestige, respect, and friendship which
re additional non-collective goods that result in group cohesion.
Nmall groups rather than large groups will have better chances in
having the collective good provided to members, not only because
0l these social sanctions -- status and acceptance -- but also because
one of the members in the small group is more apt to find that his
personal gain from the collective good exceeds the costs of
providing it, such that he shoulders the entire costs. Small groups in a
fooperative with a wide latitude of self-government under the
Wimbrella of the Kilusang Bayan should enable the members to
#lintain their interest in the movement.
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