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1. Introduction.

The traditional rural areas are the key to any successful development movement in the emerging world. In these countries, existed and exist, attempts to create rural communities aimed at the promotion of sustainable development of the rural population. This paper will try to learn some of these attempts, especially in understanding the links between the individual members of these communities and their respective communities. The issue of credit availability to finance production, and the need for tangible collateral would be examined as well. A special emphasize would be given to cooperatives, which in their multi-purpose mode are the initial structure to built up strong rural communities. Understanding what are cooperatives, their advantages and limitations, is an important part of any attempt to succeed in this development. When real successful cooperatives in the traditional rural areas are created, they can serve as the basis of the creation and the elaboration and the strengthening of the rural communities, especially the existing ones.

i. The nature of the rural areas.

In rural areas, the main occupation of the majority of the population is agriculture. The mode of cultivation, production and transformation is rather a traditional one and is characterized by very low productivity as well as under-employment. 

Most development projects in rural areas worldwide are aimed at improving agriculture, in all its aspects, in order to create a better life for its inhabitants.

Some of these projects target the creation of rural communities. These attempts are doomed to fail in most cases. The reasons for this are explored below as well as an investigation of the issues they are facing.

ii. Some major issues in these cooperatives.

Firstly, it is necessary to define the links between an individual (the member) and the cooperative he wants to join. Members enter into a cooperative when they realize that they are unable to achieve their goals alone. A cooperative does not seek to realize surpluses or gain profits, but rather to supply its members with the service or product they need at the lowest possible cost.

We shall emphasize in this paper the model of rural cooperatives. These cooperatives are based mainly on groups comprised of members, farmers and producers. In general, they live on land which might be commonly owned or commonly leased from the state. These member- farmers cultivate the land and earn their living from these economic activities. When creating their cooperatives, usually, multi-purpose cooperatives, they face several difficulties.

iii. The problem of credit.

The rural producers in the traditional areas looking permanently to finance their production through credit, but encounter problems when they are to present sufficient collateral and guarantees, because the land and the buildings on it, in many instances, do not belong to them or do not represent an actual value for the institutions of credit.

2. Surplus Value

The former countries members of the soviet union have rural areas and agriculture sector which was based on the lines of the former communist economy and social structure. In the new independent countries, in Eastern Europe and former Soviet Union, as well as in Russia itself, the need to create again rural communities exists. These communities are developing when any signs to cooperatives is erased, since the term cooperative is a negative one.

The development needs include initially for supply of credit, and many of the credit suppliers are demanding, among other requirements, for collateral and guarantees, when the land and part of the buildings are not belonging to individuals. How to overcome these difficulties.

There is a search for ways to create land title that does not necessarily have to be private and individual, but may be somehow collective, as a possible solution to create valid collateral. It would be ideal to allow people within such a system to create surplus value themselves, as their land/houses gain in value, for any number of reasons, such as home improvement, borrowing against the asset to start a business, or selling the house/land and moving.

The surplus value is a Marxist term transformed by capitalism to be described as the symbolic value that creates a multiple to a piece of paper that represents an ownership right to an entity that controls production and sale of goods or physical assets. It also has a price fluctuation based on how the market (financial) views the particular assets and their productive capacity. (Pell)

2.1. Cooperative and Capitalist Enterprises

I would now like to emphasize a basic distinction in concept between Cooperative and Capitalistic Enterprise. This explanation will help us to understand the difference between the Surplus Value of the Capitalist world and the Surplus of the Cooperative world.

In the capitalist enterprise, the profit (which many scholars mistakenly call surplus in the cooperative) exists as the result of the difference between total income and the total expenditures.

In the cooperative, the surplus is the difference between the total income of the cooperative and its total expenditures, plus the rewards given to members as a result for their participation. Very simple formula.

Whilst the capitalist enterprise strives to maximize profit, the cooperative enterprise will, conversely, try to minimize the surplus. The cooperative enterprise will attempt to provide its members with the best possible service at the lowest possible cost, so as to reward members as much as possible for their participation in the cooperative. In conclusion, the best cooperative is the one that ends the year with zero surpluses. It renders to its members the total of its financial net results.

One more important difference is the way in which the profit and surpluses are distributed.

The capitalist enterprise distributes profit to the owners of the enterprise according to their ownership share in the enterprise, i.e. the amount of capital each has invested in the enterprise. This distribution of the rewards an investor is getting out of the profit according to the amount of share of the capital he has invested in an enterprise is called dividends. The investor may spend all day sunbathing, and yet still receive his share in the profit according to his investment.

2.1.1 What is the Surplus of the Cooperative?

Surplus is not a profit and should never be considered as such. Instead, surplus is part of the temporary payment from a member to its cooperative for the services the cooperative renders to him. It is a temporary price the member pays for any goods the cooperative is able to sell him. The surplus is determined when the cooperative has covered all its total operational expenses during a specific period of time (a month or a year). The figure which is left over between the total income and the total expenditure is the surplus. Surplus in a cooperative should be as low as possible, since the cooperative is supposed to deliver to its members the best possible service at the lowest possible cost.

The cooperative distributes any accrued surplus to members according to their participation in the activities of the cooperative. A member who participates more will get more out of the eventual surplus, regardless of what he has invested in the share capital of the cooperative. Cooperatives never distribute dividends. Doing so is one of the gravest mistakes of ICA and WOCCU cooperatives in many countries.

2.2 The Characteristics of the Budget of the Cooperative

Another distinction worth making is with regard to the cooperative budget. The Cooperative budget is distinct from that of the Capitalistic enterprise, by the fact that it contains two separated parts: A) a Fixed Assets Budget, and 

B) a General Operational Expenses. 

These two budgets are completely separate parts within the cooperative budget, as described below:

The budget of the fixed assets of the cooperative is paid by all members of the cooperative on the basis of equal shares (by his/her cash payments, or by loans contracted on his/her behalf by the cooperative), for which each member is solely responsible, and through which they pay to the cooperative the whole value of their share capital. Each member can have only one share capital. The number of shares in a cooperative is exactly equal to the number of members in the cooperative. A law or legislation cannot determine the value of one share. The value of one share is equal to the total value of the fixed assets of the cooperative divided by the number of members in this cooperative (1). The value of a share capital is always kept in real terms, and is generally determined by the market value, where it can go up or down. A mistake of many cooperatives in many countries is to call the long-long term fixed deposits of members in the cooperative as share capital.

In US cooperatives, as in other parts of the world, the members are not the owners of their cooperatives since what they call shares are practically long-long term financial deposits, out of them the cooperative finance the credit to members. These "Shares" are nothing to do with the total value of the fixed assets of the cooperatives, and the members are not the owners of their cooperatives.

In my view, Share Capital in a cooperative cannot be compensated in any form, be it interest or dividends, since this form of compensation is a rewarding of a non participation of members in the cooperative. A very complete discussion can be found here (Galor).

The second part of the budget in the cooperative consists of the total operating expenses. This budget is covered by all members on a non-equal basis, on the basis of the participation of each member in the cooperative. The cooperative needs to apply the following simple formula in order to function:

The total sum of the Purchasing Costs of raw materials + the total costs of the Operational Expenses of the cooperative needed to operate + a very small Margin of Security (which in other terms one may call it the Eventual Surplus) = (equals) the Selling Price to members of the services or products supplied by the cooperative.

Following the logic of this formula, and knowing that members enter a cooperative when they realize that alone they are unable to achieve what they are looking for, one understands that a cooperative is not looking to realize surpluses nor profit, but rather to supply its members the services or products at the lowest possible cost.

In a consumer cooperative, a member will look primarily to be able to feed his family at the lowest possible cost. He is not looking for surpluses, which, when available are only distributed after the year-ends, and when big part of has already been eroded by local inflation. In a marketing cooperative, the member is looking from his cooperative to procure the highest possible return on the sale of his produce sold, and that the cooperative will handle its produce with the lowest possible expenses, to enable the member to gain the highest possible financial return.

3. The Value of the Cooperative

Issues discussed here include evaluation of general cooperative value, and the particular value of a farmer-member share in the cooperative.

Book value is a common indicator used to assess value of cooperatives around the world. The value of the share of a member is kept in its original value in the books of the cooperative.  This is naturally a problematic situation, as Tony Pell explains:

"If a co-op was producing multi grain wheat, and suddenly, that product became the hottest selling item around, there would be an increase of the value of assets way above the book value (2) (and even book value is subject to accounting variants that impact net asset value). Hence, each share would have a value considerably above Book Value. Yet the cooperative would sell that share at book value - depriving the member of the fruits of her/his labor." (Pell)

For example, in Israel, the rural land belongs to the state, and there is almost no private land.  Still, land has value when transactions are done. A Moshav is a cooperative village, and the kibbutz is considered as the collective village. In both cases, the land does not belong to the members; they till it through lease contracts with the national land authority. Selling a farm unit means a member has quit the Moshav, and found someone who is willing to become a member of the cooperative, and pay for the assets of the farm unit. When an agricultural farm unit is sold in such circumstances, the selling price of the farm (without land) is evaluated by professionals according to its market value. The price determination takes into consideration existing fixed assets, as well as any livestock value. The member part in the cooperative fixed assets is also taken into consideration to determine the selling price. Essentially, the member ownership value is determined by the real value of the member's farm unit and all the fixed assets on it.

3.1 Real Value and Books Value

A fixed asset has a value. Its value is determined by the market, and likewise fluctuates along with the ups and downs of the market. Fixed assets have also book value. Book value has nothing to do with market real value. A cooperative may have an asset which whilst having zero value in books, can still participate in the market, sometimes for a lot of money. An asset can also have considerable book value, but zero market value, as was the case of various enterprises in the former Soviet Union countries.

Depreciation is the term utilized in both cases, and in many cases, people, cooperative leaders as well as simple members, are mixing up these two terms. Depreciation in the case of a discussion on real value of the fixed assets has nothing to do with income tax authorities, in most cases. Depreciation in the case of book value relates to the income tax issue. It is to the advantage of the member of the cooperative when the bookkeeper is calculating the depreciation of the member assets or the cooperative assets (which belong as well to members in my approach to cooperative) and get tax cut as a result.

Selling cooperative share in its original value (Nominal value) is a mistake. This is the approach of ICA to which I disagree completely. Member's share is kept, in a real cooperative, in its real value (market value).

All the big cooperatives, as far as I know the situation in most countries, do not belong to their members. Practically, according to ICA principles, and the current cooperative legislation in most countries worldwide, cooperatives do not belong to their members. (3)

Every capitalist enterprise has assets. These assets have market value, which may be expressed in books, but for the purpose of income tax, the value of these assets is the one that the law permits to consider for tax cuts. The book value has nothing to do with, in most events, the real value of assets.

3.2 Reserved Funds

One of the arguments many scholars utilize about the issue of reserve funds in the cooperative is that it is important to "...Create an untaxed reserve fund..." In the developing world this fund does not really exist. In most cooperatives in developing countries, reserve funds exist in books, but not in reality, and this is, to my experience, the majority of cases. But, supposing that the cooperative has a reserve fund, these questions arise:

Where are the cooperatives going to keep the money? Most country's practice is that a cooperative deposits these funds in banks. Banks pay a rate of interest that is much lower than the prevailing rate of inflation. That's done, means erosion in the real value of the money. 

A cooperative wishes to purchase a new asset and the money for this purpose, was kept in a bank, and the inflation has eaten all its value. Over the years the cooperative has deducted money from members, but the necessary funds for the reconstruction or the repurchasing of the new fixed assets have lost their value. This is a very effective way of taking good money and turning it into bad money.

Reserve funds are one of the reasons behind the financial collapse of many cooperatives in the developing world. In my opinion, cooperative and members are the same. When a cooperative needs to invest in new fixed assets, members are the only ones responsible for it. They do it either through cash payments or through credit obtained on their behalf by the cooperative.

In most cooperatives, the wrong practice is that the cooperative may obtain credit to purchase an asset, but this credit repayment is not, in most cooperatives, the responsibility of the members, and when the credit for this assets has been refunded, the real value of this asset is not expressed in the members share capital value in the cooperative books.

3.3 Future Investment in Fixed Assets.

The cooperative's practice worldwide is that part of the eventual surplus or net income of the cooperative is deviated to a special fund for future investment in the cooperative.

If a cooperative belongs equally to its members, all members should equally finance this fund. 

When money is deducted for future investment from members’ income there is a problem. This fund is formed and is accumulated in a cooperative out of the revenue or income of the cooperative's members. For example, Member A participates in the business of the cooperative 10 times more than member B. So, member A has contributed to this fund ten times more than member B. Member A will pay for this asset ten times more than member B, but member A will be as equal an owner as member B for this asset. This is a crying injustice. Why should Member A finance Member B's assets ownership? 

The issue worsens further. In most countries legislation, cooperative assets do not belong to members, even though they have financed them during their life-long membership.

The only way to create real cooperative fixed assets is to make members finance these assets equally.

4. Individualism, Cooperative and Community

On a different note, that of personal responsibility to the community, how does one get everybody to work equally productively? Is there a reason why someone should work hard, and yet get the same amount for his effort as someone who spends all day reading books? Who sets work norms and standards, and how are they enforced? From each according to what they want to do, to each according to the surplus divided equally among all, no matter how little or how much they worked? In a perfect world with perfect people, that might work. Is there a more complex, thorough allocating process? (Pell)

4.1 Working Together

This is a very important issue, which was already discussed, by Buchez and Blanc in France in the first part of the 19th century. (Galor) 

A cooperative may have members who are producing individually, and still practice various other necessary functions in common, such as Credit and Savings, Supply of Inputs, Marketing, and others. A member would be remunerated by the amount of produce he has been able to market via the cooperative. This is the case of the Moshav in Israel.

We have a cooperative were members work together and produce together. The cooperative distributes the net results according to a very fundamental principle: participation. The more a member participates in the production, the more he will get in financial results. This participation can be measured in various ways such as working hours, productivity standards, responsibility, skills and others.

The Kibbutz in Israel is an example of a cooperative where all its members work together to achieve results according to their needs. This situation has changed recently to that of the Moshav Shitufi. Through this formula, members receive according to their contribution to the income of the cooperative.

5. Summary.

Rural cooperatives may be a solution to rural development. It is highly important to refrain from the creation of very elaborated multipurpose cooperatives, in the style of the Israeli Moshav. (4) Simple multipurpose cooperatives based on the Essential Triangle of Production (ETP) have a better chance of success than the others. 

It is important, in a rural cooperative, to leave the production function on an individual member basis. The experience in the Israeli cooperatives shows that attempts like that of the Kibbutz have been modified drastically from common collective work and production into more individualistic ones.

Rural cooperatives should be real ones, namely, belonging to their members, and serving their members in the best possible way and at the lowest possible cost.

When these rural cooperatives, those with only few functions, are real ones, they can give various benefits to the existing community within they are dwelling, and by this contributing to its development as well as the development of the members of this community.

Remarks

1. This is the basic, but the value of the fixed assets may include other spiritual assets as brand name as well. My definition doesn't apply to fixed monetary assets, since in my view, it is a mistake to have them in a cooperative, and they belong, when existing, to the second component of the cooperative budget

2. This is a typical mistake of mixing up the two basic components of the cooperative budget, namely the fixed assets budget and the total operating expenses budget.

In a real cooperative, increases in the income out of the produce are never expressed in the member share, since this extra income is transferred to the member account completely, after deduction of the total operating expenses relating to this produce.

Increase or decrease in the value of the share capital is a result of eventual fluctuation of the market price of these fixed assets.

3. The situation in most cooperatives in the world is that if a member of a cooperative, who was very active quits, the cooperative, after many years of being active, will get a "so called" share capital, which is a small amount of money (the nominal historical value). This is the case as well if he dies whilst being a member. His inheritance will be of almost no value. All this is according to the prevailing legislation in many countries worldwide. This is not the situation in Israel (See my paper:

The Member Owns His Cooperative: Two Israeli Case Studies.
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4. See: Conditions for the Success of New Moshav: The Stage-By-Stage Approach.
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Further reading might be found here:
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The International Institute - Histadrut, Israel. 1995.
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