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A. Reasons to the failures of Coops in Africa

When discussing the failure of cooperatives in Africa and elsewhere, one needs to put some  lights on the issue. There exist practitioners who pretend that the reason for failure of cooperatives in the African context is the inherent disequilibrium in their annual balance sheet, between  the financial equities and reserves ( shares, savings, and non-divided earnings ), and their  capital ( loans demand and cash ). In short, the lack of financial resources needed to their functioning.

The question is why the cooperatives suffered from this deficiency.

I would like to develop here two points:

- The reason why cooperatives fail.

- The reason why they do not have enough financial resources.

In order to understand why cooperatives fail, we need to understand first what is a cooperative.

B. Understanding what is a cooperative

- Cooperatives are economic enterprises founded by and belong entirely to the members. These enterprises are created in order to render the best possible service at the lowest possible cost to their members.

Cooperative stands over two legs, in order to be solid and sustained:

a. The equal ownership of members of their cooperative. Members pay with their money, be it by cash payments or by loans undertaken by the cooperative, to create the fixed assets of the cooperative. Therefore, the cooperative belongs to them entirely, equally, and members own equal shares. These are the Property Shares.

In most cooperatives in Africa, and in other parts of the world, this notion doesn't exist, and the cooperatives, practically, belong to members on an indivisible basis - namely, belonging to everyone commonly and belonging in fact to no one.

In my view this is one of the major reason to the declining of so many cooperatives in so many places. (see also 1)

b. The cooperative is rendering to members the best possible service at the lowest possible cost. This means that cooperatives are working not to generate profits=surplus to enable the head of the cooperative, at the AGM, to show to members that s/he were successful in creating this wealth. This wealth, we should remember, came from members pockets when applying a policy of very expensive price of participation on members. Members have created their cooperatives when they believed it will rendered them a service, or enabling to purchase a commodity in so low price, they couldn't afford when alone. (see also 2)

This was not the case for cooperatives in Africa and elsewhere. The cooperatives there were not standing on these two legs, and they failed. These cooperatives were always looking to create and to  increase profit, on the account of members, and almost never rendered the best possible service for them.

Take for instance the credit unions and SACCOs. For many years, at least up to the nineties, the rate of interest extended every where around the world, on credit to members was 1% per month on reducing balance. No matter to which country this policy was imposed, so countries, where the local inflation was 20-30% annually, members pay 12% annually. Total erosion of members capital.

The members savings earned nothing. Only shares (shares in the common Saccos terminology, in more simple words, are practically the long long term deposits of members) were rewarded anything in the level of 3-6% annually. These shares were kept at the cooperative at their nominal value for tenths of years, regardless of the local inflation. Total erosion of members money.

- The financial cooperatives had difficulties of the disequilibrium in their balance sheet, as some pretend. Why this disequilibrium, if it exists at all? Cooperative supposed to give to members, at least in its basic structure, loans out of its owned financial resources. Even if the cooperative can get external financial sources, the total amount should be balanced with the amount given to members as loans.

The disequilibrium came when the loans to members were not reimbursed by the members, and the management of the cooperative was collaborating, for various reasons, with this situation.

One of the ways to improve management level is by proposing managers of cooperatives payments rewarding better results to the cooperative.

Another way is to offer members on fixed deposits a competitive rate of interest, which would be at least at the level of the local annual inflation. This would bring more financial resources to the cooperative  and enabling it to extend more credit to members.

C. The credit as part of a larger framework

I would like to add here another element which was mentioned previously. The wheel was not invented recently, but is utilized now by those who neglected its importance for many years. I bring my personal experience to illustrate the links which exist in the cooperative, its members, and the secondary and tertiary cooperatives, and the banking system.

I'll bring here my personal experience in my work more than thirty years ago. I was the head of a new Moshav, in a developing area in Israel, as its Secretary-Treasurer. Each year I have prepared the annual budget, which was, naturally, divided into two: the one of the Moshav and that of the members individually.

In order to prepare the budget for the members, which is essential to obtain the necessary credit to finance the production in the members farms in the coming year, I had to meet a specialist, from a special agency, sent by the bank, the one from where we have applied for our credit. I have presented to him the annual production planning for each farmer-member, and then the accumulated figures for all the members together. These figures have been prepared to enable us knowing, with the help of the Cash-Flow table, that I have prepared with each member individually, what would be the Moshav needs in credit, based on months for the whole year, and to show the bank representative that the production planning for the whole Moshav is taking into consideration the desired gross income during the year. This gross income will enable the Moshav to pay back the credit taken with interest, and at the same time will enable members and their families to live during the year.

Immediately, after my annual production planning was approved, I have presented it to the bank, from where I could receive the needed credit. My demand was accompanied by the following documents:

- A mutual guaranty form signed by all members of the Moshav.

- A guaranty signed by the Moshav movement.

- A guaranty of the Regional Purchasing Organisation (RPO) to which this Moshav was affiliated. This guaranty was obtained from the RPO only after I brought them a guaranty of the Marketing cooperative, to which the Moshav was affiliated, that all the income out of the marketing of the Moshav production, would go to the RPO first, to enable it to pay back the credit, according to the terms, to loaning bank, and that the remaining amount will be transfered to the Moshav, which in turn, credit its members with this sum, according to their production results.

Here we have an example how the Essential Triangle of Production (ETP) is closed.

D. The Importance of Savings for the success of cooperatives

Savings is very important element to start successfully development. The Saving and Credit cooperatives were, and could have been, a very useful tool for development. They were turned, by various organizations, governmental and NGOs, to become their "own" structures, instead of being the enterprises belonging truly to their members. So, one may think that these are not the cooperatives who failed, but rather those who "kidnapped" them from their members, who caused their failure, at least on the level of the international donors and development organisation.

There is one more point to consider.

The basic idea was that lending micro-credit will create for the Poor the conditions to uplift her/him from poverty. But, it is not enough to provide finance. There are other factors necessary for the development of the Poor toward sustainability.

MF is to enable Poor to get out of their poverty. It extends Credit, sometimes offers savings, and in fewer occasions BDS services in their limited context.

It is not enough.

Poor people need, in order to get out of their poverty, other components as well. These elements, to be inserted into the industry, are:

- Financial planning for the produce or service to be produced or sold.

- Cash-flow provision as part of the budget and the on going follow-up process.

- Profitability calculations - trying to calculate the profitability and the ability of the products or services to pay back the finance invested and to make to client living.

- Costing and product pricing of all components around the producer.

- Budget, planning and execution.

As well as the components of the supply of inputs and the marketing.

All these are essential to the success of the poor and its ability to get out of poverty.

But when we examine all these components, and when we are assuming that all these elements would be available to the Poor, we may ask ourselves if these would be enough to help all those who are below 1 $ a day income. My answer is that at best, only few, minority, would be successful, uplifted and out of poverty situation.

To explain my view, I would like to bring here an element, which is ignored, sometimes, by rural developers: Not all traditional farmers can become more modern ones (in fact, most of them can't). This is the nature of the game. More a country is developed, lower is the number of farmers, and higher is their productivity. (We may add, governments calling their people to go back to the land and back to farming, are telling them to remain Poor.)

The rural development project, when bringing development to traditional farmers, concentrating only on farming and agriculture, aiming at alleviating their productivity, are saying to them, practically: Most of you would remain Poor, and only few would become successful ones.

This is the case with the MFIs. The Micro-lending to millions given is a very impressive figure to show how devoted is the industry. The outcomes are unknown.

If all these millions would become successful entrepreneurs in their local Poor environment, only few would be able to stand the competition among themselves. So poverty would prevail again.

My view is that the scope should be wider.

E.
The wrong Financial Structure of the cooperatives

The problem of lending funds was raised as one of the shortages of SACCOs. Members are asking to get loans and their request is negatively responded, for various reasons, some are the lack of available funds or liquidity of the cooperative.

This is one of the problems of the SACCOs, in the past, and quite possible today. The source for it is due to the financial structure of these cooperatives for many long years till now.

The members bring money to the cooperative. The cooperative put this money, either in members Shares or in members Accounts.

Members can't withdraw money deposited as shares as long as they are members of the cooperative. Members can withdraw their money in their Accounts, practically, immediately.

The Shares are practically very long term deposits, out of them the cooperative can loan to members with interest for a limited pre-defined period of time.

The Accounts are similar to any current accounts in any bank. The cooperative should have the possibility to hand out these funds as quick as the member asks, at least on the conceptual level, so this money can't be used as a source for credit.

The Shares accounts is, generally, in the cooperative, smaller than the Accounts of the members. This situation where most of the money, or at least the bigger part of members savings, is kept on a current account basis, is diminishing the ability of these cooperatives to serve their members, when demanding, with the necessary finance.

It is possible that the situation today has been changed, but not much and not in many SACCOs.

It is important to note as well that the shares of members are kept at the cooperative books in their nominal value, so, in some countries, where there are many SACCOs, as well as high inflation, the outcome is an erosion in the real value of members shares. A very bad service to members.

In my view, the cooperative should propose to its members this alternative:

Members buy one Property Share in his/her cooperative.

Members open current accounts in the cooperative from where s/he can withdraw the money at any moment. These accounts carry no rewards.

Members open Fixed deposits account where they can determine the period through which this money will be available to finance members demand on credit. These accounts rewards members at least at the level of the local inflation to motivate members to close more money ate the cooperative.
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