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ABSTRACT
FACTORS ASSOCIATED WITH THE EFFECTIVENESS
OF COOPERATIVES IN THE THIRD WORLD:

A CONCEPTUAL MODEL FOR
THE PHILIPPINES

By
Alfredo B. De Torres

Three basic questions loom large in using cooperatives as
a development policy tool in the developing world, particularly
in the Philippines: 1) Why is it that cooperatives are easy to
organize and hard to sustain?; 2) How can successful cooperatives
be developed?; and 3) How can cooperative growth be accelerated
and economic efficiency be improved? These questions are
addressed in this dissertation. The objectives of the study
were to: 1) Review the cooperative approaches conducted in the
Philippines with emphasis on causes of failure as a background
cooperative agenda; 2) Review the development trends and
prospects of Area Marketing Cooperatives in order to discern or
identify problems or operational weaknesses and strengths of
the organization; 3) Identify the factors associated with the
effectiveness of an organization and categorize them for a
more systematic analysis; 4) Identify major research gaps and
direction as future action-agenda for cooperative evaluation and
research; and 5) Design a research study for measuring coopera-
tive effectiveness.

Government-sponsored cooperatives in the Philippines have

followed Euro-American models. It has been a '"top-to-bottom"



policy generally implemented nation-wide without pilot-testing.
More often than not, cooperatives have become a ''state welfare
enterprise" with inadequate local action resource commitments,
or participation of the clientele-system.

The review of literature presented in this study suggests

that the cooperative '"failure factors' of the past include:
1) mistakes in personnel management and member-public relations;
2) mistakes in organization and mistakes in business operation;
3) inadequate linkages; and 4) limited decision-making partici-
pation by the clientele system.

Two frameworks were identified in this study as being
useful for analyzing cooperative performance: 1) organization
theory, which provides a framework for understanding, explaining,
and predicting organizational effectiveness; and 2) community
resource economics theory, which involves the study of the
situation, structure, conduct and performance of an institution.

The major cooperative ''research gaps' pinpointed in this
study revolve around implementation analysis (change-agency
and clientele-system) and specification assessment of the
cooperative organization. Because cooperatives demand con-
siderable local action and participatory commitment, emphasis
should be placed on a bottom-up approach and on conducting
multi-disciplinary action-research to monitor and improve
cooperative effectiveness. Guidelines for conducting an action-

research program are discussed.
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CHAPTER I

INTRODUCTION

The Relevance of the Agricultural
Sector in the Third World

The interrelated issues of poverty, unemployment,
population growth, rural stagnation, and international
dependence are key problems experienced by the so-called
"developing countries." These problems can be classified
according to the following criteria:

1. income criteria (e.g. low levels of living);

2. structural criteria (e.g. low levels of pro-

ductivity in an agrarian dominated economy);

3. demographic criteria (e.g. high rate of popu-

lation growth and dependency burden); and

4. social and political criteria (e.g. negli-

gible middle class; political instability
and dominance-vulnerability in international
relations).

Among the developing nations, these characteristics
are more pronounced in rural areas. Thus, program inter-
vention efforts have been commonly waged in the country-
side to alleviate these problems (Nichols, 1964; Mellor,
1966; Todaro, 198l1). Furthermore, this view is inherent

1



2
in the statement that "it is in the agricultural sector
that the battle for long-term economic development will be
won or lost" (Myrdal, as cited in Todaro, 1981).

The significance of the agricultural sector is
reflected in its special characteristics and its role in
the process of economic growth.1 Typically, 40 to 60 per-
cent of the national income is produced in agriculture
and from 50 to 80 percent of the labor force is engaged in
agricultural production (Johnston-Mellor, 1961). The role
of the agricultural sector can be described as providing
surpluses for, and interrelationships with, the industrial-

urban sector. These surpluses consist of: food (wage good)

surplus, labor surplus, income (increased purchasing power)

surplus, savings/capital formation and foreign exchange

earnings.

A comprehensive, yet concise, analysis of the func-
tion of agriculture is offered by Heuberger (1974).
Agriculture:

1. contributes to the nourishment of the popu-

lation which can be determined by the demand
and food supply:;

2. 1is a source of manpower requirements which

are related to the labor transfer and prob-

lems of rural employment;

lFor a discussion of agricultural development
theories, see Stevens and Thompson (1982, forthcoming
agricultural development textbook).
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3. contributes to overall economic capital forma-

tion, which refers to the extent of savings
and capital formation through investments,
capital transfer or imports; and

4. 1is part of the intersectoral exchange of pro-

duction output [for instance, in its role as a
supplier of raw materials and as purchasers

of industrial products and services, (Emphasis
added)].

The inference that agricultural development should
precede, or take priority over, industrial expansion is
inherent from these functions. It primarily underscores
the importance of developing agriculture in such a way as
to: 1) minimize its demand upon resources most needed for
industrial development; and 2) maximize its net contribu-
tion to the capital required for general economic growth
(Johnston-Mellor, 1961).

Cooperatives as a Strateqgy for Agricultural
Development

Various strategies to alleviate rural poverty have
been conceived. For instance, integrative vs. non-inte-
grative (Sukahar-Lukito, 1982); Agricultural, Rural and
Agricultural-Rural Component Strategies (Stevens, 1977);
and Community Development, Rural Cooperatives, Green
Revolution, and Integrated Area Development (Kori, 1982);
Basic Human Needs (BHN) and Agricultural Development

Strategy (ADS) and Appropriate Development Strategy.



Cooperatives have been viewed as a particularly
useful medium for development--especially for rural and/or
agricultural development. It has been realized that, un-
less small farmers are organized together into a well-knit
group, it would be difficult to affect significant improve-
ment in their material condition (Rahman, 1970). It is
believed that, by pooling farmers' resources, the coopera-
tive and bargaining effect is achieved (DeTorres, 1979).
Thus, through cooperation, farmers can share benefits
among themselves. These advantages include: 1) obtaining
information on financial assistance; 2) procuring farm
supplies, machineries and equipment on a timely basis;

3) developing a more coherent strategy for marketing pro-
duce; 4) promoting local leadership; and 5) learning to

practice and carry out modern farm practices.

Elements of Cooperatives

The definition and principles governing the cooper-
ative society have always been, and still are, the subject
of heated debate. Thus, a consensus definition is
impossible. However, as a means to a certain goal, and as
it is capable of operating under various economic systemns,
cooperatives can be classified into three main schools of
thought (Helm, 1968; Kori, 1982):

1. The Cooperative Enterprise School. This per-

ceives the cooperative society as a voluntary
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association of independent economic units.
The cooperatives serve as a means of
"checking the evils" of the capitalistic
system and correcting these defects within
the system;

2. The Cooperative Commonwealth School. This

aims to replace the competitive, capitalistic
system with that based on mutual cooperation;
and

3. The Socialist Cooperative School. This promotes

cooperatives with socialism as the chief goal.

With these thoughts as a background, Helm (1968)

defines cooperatives as:
. . . a voluntary organization of economic units,
based on equality, carrying out an allocated or
self-given economic objective.
And, as cooperatives pertain to the agricultural sector,
the focal point is that:
cooperatives begin with the member, exist for the
member, and is an off-farm extension of the members
business activity in acquiring inputs, services
and marketing his products forward in the market
place (Torgerson, 1978:261).

The theoretical framework inherent in cooperatives
is in its collective impact and bargaining power.3 Cooper-
atives can result in superior market position, increased
market adaptability, investment capability, economical use

of facilities, technical specialization, transfer of risks,

3For a review of the "Cooperative Theory" see
Vitaliano (1978: 21-42).
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and enhanced influence on the individual members (Helm,
1968).

The bargaining power reflects the greatest contri-
bution of cooperatives. The rural poor, when acting indi-
vidually, are powerless and generally are recognized as
price-takers. But, through organized activity, they can
develop market influence. It serves as a device for
achieving economies of large-scale operations in the
handling of farm products. Thus, a real market (bargaining)
power is achievable through a high degree of horizontal
integration, product differentiation, and a form of

restricted entry.

Constraints of Cooperatives

Against this background of cooperative effects and
bargaining power, cooperatives have to contend with the
following deficiencies (Marion, 1978: 322). Cooperatives:

1. Are a loose association of individuals that

are saturated with a tendency for disassoci-
ation through internal disruptive forces;

2. Rarely include all the producers of the

products (free-riders are a common problem);

3. Cannot control the production of members (with

respect to both quality and quantity);

4. Have less than absolute control over the

decision to sell;

5. Are limited by virtue of their member-related




7

business constraints; and

6. Are facing increasingly important financing

constraints.

Helm (1968) has indicated that limitations exist
both with respect to the persons unsuitability for coopera-
tive action and the nature of functions unsuitable to be
delegated to the cooperatives. This is related to what
Chinchankar and Namjoshi (1977) have referred to as
"internal and external" barriers to the introduction of
the cooperative system. Internal barriers are inherent
in the very nature of the rural environment; external bar-
riers emerge from outside the rural environment.

However, despite their inherent weaknesses/limita-
tions, cooperatives have been expecfed to serve a broad
set of socio-economic and political objectives--ranging
from self-help and grass-roots participation to welfare
and distribution (including exploitation of economies-of-
scale and social control over resource allocation and
mobilization (Uma Lele 198l1). 1In addition, the economic
importance of agricultural cooperatives rests in two main
areas: 1) production and/or productivity; and 2) distri-

bution or equity.

Importance/Relevance of Cooperatives

The relevance of the cooperative strategy to many

developing countries can be described as follows:
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1. Cooperatives have a universal appeal to many
developing countries in its political (sta-
bility), social (equity) and economic (pro-
ductivity) objectives. For example, in the
agricultural development context, an agricul-
tural innovation requires social interaction
(collective action) for three major reasons:

a. the economies of scale (such as in
marketing) ;

b. the free-rider problem (i.e. how to ensure
that everyone contributes his share to
building or maintaining collective goods
and/or services); and

c. the external diseconomy problem (e.g.
rational actions of one person do not
harm others).

2. Cooperatives reinforce the argument for general,
rather than selective, development. It can
broaden the national consumer base through in-
creased purchasing pbwer. Thus, it fits
particularly well with other development
policies that direct growth efforts at labor-
intensive, mass participation projects.

3. Cooperatives link production with distribu-

tive or equity objectives.

Rural Development Perspectives and
The Cooperatives Strategy: The
Philippine Case

The Philippines is an interesting case study for

developing a more effective cooperatives strategy for two
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major reasons. First, the economy is exhibiting both

economic growth and rising inequality, overtime(Mangahas,

1976) .. Secondly, a concern for"redistribution with
growth policies" is being offered under two types of rural

development programs: the social-equity improvement pro-

grams (SIP) and the scientific-technical development pro-

grams (STDP).

In addition, the Philippine Development Plan states
that: "cooperatives are important because they promote
the objectives of more equitable income distribution and
economic growth, based on the philosophy of enlarging
small economic units" (NEDA, 1977).

With this as a background, an increasing effort
towards SIP's, particularly the cooperative development
program, is predictable. The massive organization of

Samahang Nayon (a village precooperative) and Kilusang

Beyan (a cooperative) is just one of these indications.
However, looking at the Philippine experience from a his-
torical point of view, it can be observed that many types
of cooperatives have been organized only later to falter
(Velasco, 1975). Apparently, cooperatives success can be
viewed as an "exception rather than the rule." However,
despite these failures, the Philippine government has re-
newed its interest in the so called "New Cooperatives
Development Program."

It should be emphasized that the focal point of this

treatise is the governmental attempt to promote, organize,
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and supervise agricultural cooperatives. The author believes
that there are cooperatives organized and supervised by pri-
vate agencies and institutions that may have been more suc-
cessful vis-a-vis government-sponsored programs. However,
the focus of this study will be on governmental attempts

in cooperative planning and development.

Research Focus

From the discussion of the cooperative ideals/
promises, and focusing on cooperative development as a
program or project, a research question worth asking is:
why is it that cooperatives are easy to establish, yet
hard to sustain? This is a question of organizational
survival. Thus, a significant issué may well be not
whether cooperatives should be promoted, but how their
growth can be accelerated and their economic efficiency
be improved. And, with the current cooperatives develop-
ment program, perhaps the most important issue is not
whether the cooperatives program can succeed, but whether
the Philippines can afford another cooperative failure.

The main area of concern, which is hypothetically
advanced in this study, is that several factors affect
the success or failure of cooperatives (i.e. influence
organizational effectiveness). These factors may include
1) the locational (spatial) pattern (including the agro-
climatic conditions of the area); 2) the organizational

and/or operational context; 3) the managerial (behavioral)
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context; 4) the development policy(ies) pursued both by the
government and the cooperatives organization; and 5) the
socio-economic and cultural profile of farmer-members

(including their attitudes and commitment).

Study Objectives

In general, this study is being conducted in an effort

to provide a basis for understanding a coherent research and

evaluation of the government sponsored agricultural coopera-

tives in the Philippines. More specifically, the study aims

to:

1. Review the governmental models and/or approaches
conducted in the Philippines. This will in-
clude the analysis of causes of past failure.

2. Review the development trends and prospects
of Area Marketing Cooperatives in order to
discern operational strengths and weaknesses;

3. Identify major conceptual frameworks to deter-
mine a set of factors that influence the
effectiveness of cooperatives and categorize
them for more systematic analysis;

4. Identify major research gaps and propose a
future action-agenda for reformulating the
cooperative development program;

5. Design a research study for measuring cooper-

ative effectiveness.
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Rationale for Studying the Area
Marketing Cooperatives (AMC's)

The reasons for studying the AMC in the Philippines

involve the follcwing:

1. AMCs are the second-level structure in the
new cooperative development program. The
members are composed of the precooperative
village association which was organized as
its basic foundation. AMCs viability as a
business entity will induce the further
development of the village association.

2. AMCs typify a traditional marketing associ-
ation more or less similar to the functions
of producer (supply) and marketing coopera;
tives. It is comparable to the first major
attempt in Philippine agricultural coopera-
tion: the Farmers Cooperative Marketing
Association (FaCoMa).

3. It is made more interesting when after the
setbacks of the past FaCoMa, it seems apparent
that same problems are recurring. It may well
be that we have not learned from the past.
This may refute the contention that experience

reduces the cooperative "mortality" rate.

Organization of the Study

The rest of the study contains four chapters.

Chapter Two deals with the evolution of the Philippine
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cooperative programs through the enabling legislation of
cooperation. The problems, causes of failure and the
recent development and prospects are presented. The next
chapter identifies conceptual frameworks for organizational
effectiveness, its measurement criteria, research gaps and
the needed research agenda for organizational renovation.
Chapter Four presents a discussion of action-research
concepts and a study design for control mechanisms con-
sidered as one approach in determining organizational
effectiveness. The last chapter includes the summary,

conclusion and implications of the study.



CHAPTER II
THE PHILIPPINES COOPERATIVE PROGRAM

This chapter will review the cooperatives program
attempted in the Philippines. Three major aspects are
included: 1) the major events in the Philippines coopera-
tive history; 2) the causes of failure with those past
attempts; and 3) the most recent developments. These are
the elements that will serve as the background for our
research and evaluation agenda.

Basically, the information generated in this chapter
comes from benchmark surveys conducted by the Agricultural
Credit and Cooperatives Institute (ACCI), University of
the Philippines at Los Banos, and the Cooperatives
Foundation Philippinéé Incorporated (CFPI). Other secondary
sources are materials documents or reports of the Bureau of
Cooperatives Development (BCOD) (now under the Ministry
of Agriculture) and educational materials of ACCI.

Background on Cooperatives in the
Philippines

Cooperativism in the form of "Bayanihan" (mutual
assistance) has long been practiced in the Philippines
culture. However, the cooperative, as an economic insti-
tution was introduced during the American regime in the

14
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1900's. The idea of consumer cooperatives was believed
to be imported from England, while the credit cooperative
of the Raiffeisen-type was imitated from Germany. These
European models were believed to be brought by the Ameri-
cans to the Philippines in light of felt needs resulting
from the process of social change, legal adjustments, and
decantation of utopian ideals.

It should be noted that the cooperative movement
in the Philippines did not emerge from the rural masses.
Cooperatives were generally imposed from above (i.e. the
so called "top-to-bottom" planning). Laws were made be-
fore having practical experience. Concepts were widely
implemented without having been pilot-tested. As
Ofreneo (1980) has contended, the program so far has
been only good "in the planning board" --not in implemen-
tation. Althbugh the program planners are reminded that
cooperatives should be built from the bottom up, needed
attitudinal changes from below (through the learning pro-
cess) have not been experienced.

There are many reasons why past attempts in cooper-
ation have been launched in the Philippines. Many of
these reasons were inherently politically motivated: 1) the
need to pacify an "aroused peasantry"; 2) the desire to
counteract the adverse effects of depression brought
about by World War II; and 3) the need to promote or
promise a new life in depressed areas. Thus, for these

reasons, cooperatives have been promoted in periods of
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economic crisis, violence or threats of rural violence.
More recently, it has been promoted as a complementary
mechanism to agricultural-related programs, the most popu-

lar among which is the agrarian reform program.

Philippine Cooperative History

The Philippine cooperative system may be classified
into three periods: the economic (including administrative)
crisis (1900-1950); in the post-war period (1951-1971) and
during the Martial Law Rule period (September 21, 1972 to
date). Table II-1 shows the breakdown of cooperative
"main events" in terms of date or year the cooperative

legislation occurred, the title, and its purpose(s).

The Economic-Administrative Crisis Stage (1900-1950)

Under the Rural Credit Law (Act. No. 2508;
February 5, 1915) the organization of rural credit associ-
ations was started. By 1939, there were 571 agricultural
credit cooperatives organized. A good number of these
cooperatives did not continue to operate, while others
remained dormant, as practically all capital was accordingly
loaned out. It was indicated that, by 1935, only 10 percent
remained operating (ACCI, mimeo undated).

The second attempt at cooperatives was the enactment
of cooperative marketing law (Act. No. 3425; December 9,
1927). By 1939, only 20 percent of the registered
societies were still active; only 33 associations reported

their sales of agricultural products.
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The third attempt at cooperatives was triggered

by the Bureau of Commerce. The Consumer Cooperative
League of the Philippines was organized on October 18,
1938. By 1940, Act. No. 565 was enacted to give tax
exemption privileges to cooperative organizations. The
National Cooperative Administration was established to
supervise cooperative projects. Following the outbreak
and duration of the war (about 1941-1944), cooperatives
were utilized as a means of helping the masses and for

distributing relief goods.

The Post-War and Social Upheaval Stage (1951-1971)

The fourth attempt was the creation of Agricultural
Credit and Cooperative Financing Administration (ACCFA on
August, 1952; Republic Act 821). The Farmers Cooperative
Marketing Associations (FaCoMa) were created under this
law to tender loans to the farmer-members. By fiscal year
1963-64, the Agricultural Credit Administration (ACA)
reported that, of 539 registered FaCoMas with a recorded
membership of 311,000 farmers, only 30 percent were fully
stable and were practically on their own; 43 percent were
in a very weak financial condition; 27 percent were under a
revitalization program (ACA, Annual Report, 1963-64).

The fifth attempt consolidated the non-agricultural
cooperatives through R.A. 2023 (or the Non-agricultural
Cooperative Act). Based on the data for the years 1967-

70 (available through the now defunct Cooperatives
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Administration Office) only about 36 to 45 percent of all

types of registered cooperatives are operating and the
bulk of these (62-77 percent of the total credit unions)
was accounted for by credit unions (Velasco, 1975).

The sixth attempt assigned a new role to cooperatives
via land reform. The Land Reform Code (R. A. 3844, 1963)
renamed ACCFA into Agricultural Credit Administration (ACA)
which primarily extends non-collateral credit to cooper-
atives (FaCoMa) and members and supervises farmer cooper-
atives. It also renamed the Bureau of Agricultural Ex-
tension to Agricultural Productivity Commission (APC) which
has as one of its functions the promotion and organization
of farmers cooperatives.

The seventh attempt was in 1971 with the enactment
of R.A. No. 6389, known as the Code of Agrarian Reform in
the Philippines amending R.A. 3844. The law vested in
the ACA the power to register, finance and supervise,
not only agricultural cooperatives, but also farm associ-
ations or organizations like the "compact farms."

Prior to the launching of the new cooperatives
program in 1973, only 368 of the 968 registered agricul-
tural cooperatives in the country were considered active;
a majority of the inactive were inoperative. Of the 700
FaCoMas registered with ACA, only 17 percent were oper-
ating. In the non-agricultural sector, of the 4,673
registered cooperatives, only 13 percent reported their

business activities to the Cooperatives Administration
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Office (CAO) of the National government.
For June, 1972, the Economic Development Founda-
tion, Inc. (EDFI) reported that a total of 726 cooperatives
and 5568 of non-agricultural cooperatives (45 percent and

55 percent of the total, respectively), were operating.

Martial Rule Stage (1972...)

The proclamation of Martial Law (September 21, 1972)
paved the way for the overall integration and supervision
of all cooperative development activities under the crgated
Bureau of Cooperatives Development, then under the Depart-
ment of Local Government and Community Development (DLGCD).
On April 13, 1973, Presidential Decree (P.D.) 175 entitled
"Strengthening the Cooperative Movement" was issued by
the President as a parallel measure to the emancipation
of tenant farmers from feudal bondage (P.D. 27 dated 21
September, 1972). On July 9, 1973, the letter of imple-
mentation No. 23, implementing P.D. No. 175 governing
the organization, administration and supervision of

Samahang Nayon (village associations) and Kilusang Bayan

(cooperatives), was issued by the President.

The Failure of Cooperatives in the Past

A typical assessment of the Phillippine coopera-
tives experience is that the results have been far more

modest than the promise. Failure, rather than success,

4For more information, see EDF (1973).
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is the by-word in the cooperative movement. Several of
the reasons advanced for cooperative failures are:

Creation for the wrong reasons/approaches. We can

deduce that many of the cooperatives were established
due to the existence of government incentives. For
instance: 1) FaCoMas were organized to enable members
to obtain credit and as an economic weapon to counter
the "communist movement" (i.e. an explicit redirec-
tion of the original intentions); and 2) the con-
sumers cooperatives were frequently established as
government instruments to distribute relief goods

and other "welfare goods and services." As expected,
both types of cooperatives closed the moment these
loan incentives and the "welfare goods" were exhausted.

Failures attribute to government, cooperative
institutional operations, and to membership, etc.

1. On membership:

a. lack of proper understanding of the
principles, practices, true aims and
purposes of cooperative associations;

b. dominance of an individualistic attitude;

c. improper use of credit (misapplied loans
for "unproductive" purposes); and

d. absence of substantial loyal membership
support;

2. On cooperative institutions and operations:
a. lack of economic justification;

b. inability to secure adequate capital;
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c. 1incompetent management and lack of com-
pensation for officers;

d. competition and opposition of established
business and vested interests;

e. related to (d) is their dependence on
alien (competitors) suppliers and dis-
tributors;

On government promotion and supervision:

a. ineffectiveness of the government
machineries to supervise cooperatives;

b. lack of adequate safeguards against un-
scrupulous officers who take advantage
of their position for personal advance;

c. uncommitted and inadequate long range
goals for the cooperative sector; and

Political interference particularly in the

collection of overdue accounts.

In summary, three major reasons loom large as to

why cooperatives have failed:

1.

inadequate membership participation and lack
of resource commitment; lack of solid local
action and involvement; lack of membership
education, understanding, commitment and,
consequentially, poor membership participa-
tion and resource commitment.

inadequate management/leadership competence --
lack of competent leadership for cooperative
business desirable direction; ineffective two-
way information flow between the cooperatives
and its members.

inadequate economic enterprise -- low volume



24
of business or those requirements for "big-

ness" or being an independent economic enter-

prise.

The New Cooperative System

This section will serve as an introduction to the
development of Area Marketing Cooperatives. The evolution
of the new cooperative system can be divided, for our
purposes, into 1) the "brainstorming" scheme; 2) the
"blue-print" scheme; and 3) the "implementation™ scheme,

i.e. the most recent development and prospects.

Brainstorming Scheme

Based on past experiences with cooperatives, three
major principles/concepts were conceived as the basis for
developing a new and, hopefully more effective, strategy
in Philippine cooperative development:

l. the organization of the village-based asso-
ciations which would facilitate coordination,
communication and supervision;

2. the institutional differentiation of credit
from the marketing function; and

3. the establishment of institutions at an area
level to encourage economies of scale in
operation.

Therefore, the original cooperatives program envi-

sioned three distinct, but interdependent, entities or

structure: 1) the village-level production unit (VLPU);
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2) the area-level marketing unit (ALMU); and 3) the area-
level financing unit (ALFU).
The VLPUs, or production associations, form the
backbone of the program to carry the following functions:

1) Production -- as an avenue for agricultural extension

or cooperative production activities; 2) Lending -- to
screen and recommend approval of loans; 3) Savings -- to
encourage a proportional amount (e.g. to his value of
seeds, loan amount or size of farm) of continuous savings;

4) Farm supply distribution -- to sell farm supplies; and

4) Marketing -- to act as an assembly point for delivery
to area marketing cooperatives.

The ALMU will be engaged in the following business
activities for the VLPU's and their members: 1) supply of
farm input; 2) trucking services; 3) assembly, storage,
and processing of produce; 4) technical assistance in pro-
duction, organization, and management; 5) cooperative edu-
cation; and 6) marketing of VLPU's produce.

The ALFU, or the Farmers Bank, will mobilize the
farmers own capital through the VLPUs and, thus, create
a banking structure with a private equity base.

The national linkages institutions, at that time,
were also thought of, although not properly delineated.
Among them are the role of the Central Bank, Department
of Savings and Loan Association (CB-DSLA), the Agricul-
tural Credit Administration (ACA), the Grain Marketing

Cooperatives and the Management Training Pool.
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The Blue-Print Scheme

The cooperative experts of the Philippines have
developed an "implementable" program. On paper, this
national scheme, called the new cooperative system, looks
fine. 1In practice, however, the formation of the full-

fledged cooperatives is slow and halting.

The system is divided into four stages:

Stage 1: The organization and development of
Somahang Nayon (SN), a village precooperative
association. SN is a village-based association
composed of some 25 to 200 farmers.

Stage 2: The organization and development of
full-fledged cooperatives, such as SN, into AMCs
and cooperative rural banks (CRBs).

Stage 3: The establishment of consumer coopera-
tive markets in key urban centers of the country
for the purpose of linking cooperative producers
to the consumers on a more steady and regular
basis.

Stage 4: The integration of cooperatives into a

whole system with the National Cooperative Union

as the apex organization. This consists of fed-
erating cooperatives at the national level and
establishing continuing linkages among different

types of cooperatives. Figures II-1 and II-2

show the different stages of the program and the

organizational institutions by level, respectively.

Stages 1 and 2 relate well to our study and will

further be described below:

1. The Sam@ghang Nayon Development Program (SNDP).
SNs are "body corporate" composed primarily of
small farmers residing and/or farming
within the geographical limits of a barangay

(village) for the purpose of improving the
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quality of life of the people (L.0.I. No. 23,
Regulation No. 2). It was massively launched
in 1973 and "completed" in 1982 for two simul-
taneous purposes: 1) as a direct support to
the agrarian reform program; and 2) as the
rural foundation of the whole cooperative
development program. To date, twenty thousand
SNs with a membership of more or less one
million farmers have been organized. Each SN
has a minimum of 25 and a maximum of 200 mem-
bers. It has a business relationship with
established area cooperatives that provide the
product marketing, farm supply and financial
credit services functions to them.

The SNs: 1) facilitate land transfer under the
agrarian reform program; 2) provide experience in formal
organization, self-government and encourage participation
in community life; and 3) implement capital formation
schemes through savings program for specific purposes
(e.g., guaranteeing payments for land amortization and
buying shares of stock in area cooperatives.

Operationally, the SN organizations have been con-
fronted with the following major problems (in the order
of their gravity): 1) non-payment of their savings/capital
formation contribution; 2) low income of members; 3) gen-
erally declining interest of SN officers/lack of dedicated

officers; 4) waaing interest of SN officers and members;
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and 5) undisciplined/uncooperative members/disciplinary
action was taken for granted (ACCI, 1980: 49).

2. The Area Marketing Cooperatives (AMC): "Kilusang

bayan" or cooperatives shall mean only organizations com-
posed primarily of small producers and consumers who
voluntarily join together to form business enterprises
which they own, control and patronize (P.D. 175, Section 2).
Their objectives as stated in LOI No. 23, Regulation 16;
are to:
1. Encourage scientific production and marketing
among the members;
2. Provide goods, services and other regquirements
to the members;
3. Encourage thrift among the members;
4. Create funds and extend credit to the members
for productive and provident purposes;
5. Build houses or to acquire lands for the
members;
6. Insure against losses of the members;
7. Promote and advance the economic, social and
educational conditions of the members;
8. Undertake such other activities calculated to
help the members solve their problems on a
cooperative basis;
9. Coordinate and facilitate the activities of the
Kilusang Bayan; and

10. Establish, own, or operate rural banks,
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cooperative banks, development banks, co-
operative insurance, and cooperative wholesale
and retail complexes.

More operationally, the AMC's specific objectives
revolve around the first four objectives mentioned above.
The specific objectives have been used by CDFI in their
assessment of AMC's performance. These are to:

1. Purchase and/or market the SN/cooperative

members products at reasonable prices;

2. Purchase and sell to members the following:
production inputs, agricultural machineries,
equipment and other implements; prime com-
modities and household requirements needed
by SNs/cooperative members;

3. Provide extension services to enable SN mem-
bers to learn, acquire and employ skills and
use modern methods of marketing;

4. Provide common facilities for marketing, stor-
age, processing, grading and standardization,
packaging, transportation and other facilities;

5. Provide advances on deliveries made by Samahang
Nayon/cooperative members;

6. Borrow funds or secure credit needed to carry
on the business of the AMC; and

7. Provide bookkeeping, accounting, auditing and
other services to member SNs.

(CFDI, 1982)
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Trends and Prospects of Area Marketing
Cooperatives (AMC)

Our research and evaluation agenda requires problem
identification and analysis. This section describes the
trends and prospects of AMCs in the Philippines. By so
doing, the problem issues can be identified, thus facili-
tating the relevant specification of research gaps in the
cooperative system.

As described in the preceding sections, the AMC was
launched as the marketing arm of the SN. It is envisioned
to undertake activities related to the supply of inputs
and the marketing of outputs, as well as providing exten-
sion services and encouraging active participation in
their cooperatives.

Thus, by the year 1975, the AMCs had mushroomed
throughout the country. Figure II-3 shows the location
of the AMCs. Appendix Table II-1 shows the list of organ-
ized area marketing cooperatives as of December 31, 1978.

Since then, a series of reports have indicated
that a very unhealthy picture of the status of the AMC is
unfolding. Therefore, a question that comes to mind with
reference to the Philippine cooperative experience is:
"Will the history of failure repeat itself?" Ofreneo
(1980: 70) observes:

The present cooperative program is still far
from being successful. There are signs that it
may even end up like the various governmental
attempts to promote cooperation in the past,

which started with a great deal of fanfare but
ended in failure.
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REGION | ¥ ) REGION 11 @
Benguet AMC

La Tnnidad. Beoguet
Uocos Sur AMC

Vigan, Uocos Sur
La Union AMC

San Fernando, La 'nuun
tastern Pangasinan AMC

Urdaneta. Pangasinan
llocus Norte AMC
Western Pangasinan AMC

First lsabela AMC

Causyen, lsabels
Cagasan-Kalings Apayso AMC

Kalings Tuguegarso, Cagayan
Nueve Viscays AMC

Solano, Nueva Viscays

REGION IV @

Batangas AMC
REGION 11 ¢ cm‘c..:mc it
North Zambales AMC m::&j&""

Msunloc, Zambales
South Nueva Ecus AMC

San lsidro, Nueva Ecua
Nortb Nueva Ecys AMC

Guimbae, Nueva Ecua
Central Nueva Ecua AMC

NGA Compound. Cabanatuan City
Norh Bulacan AMC

Qaliwag. Bulacan

Mina de Ovro AMC

San Jose, Occidental Mindoro
Eastern Quezzn AMC

Aamobnan. Quezon
Central Quezon AMC

Oboamia St.. Sampaloc, Quezon

Pampangs AMC REGION Vv @
San Fernanco. Purpanga
Tarlae AMC standuanes Albav AMC
) . Legasp: C.iy

80 San Vicente. Taria. Tarisc
Cenirai Buacan AMC
Tabang, Plandel., Suiscan

Camannes Norte aMO

Camannes Su: AMC
Nags City

Sorsogon AMC

REGION VI B

Euwerm  recios vin@

Southern Leyte AMC
Ssmasr AMC

Basiern Samar AMC

Norwber Samar AMC

Aklan AMC
Kalbbn. Aklan
Fust lode AMC
Sta. Barbare. llodo
>econd llovo AMC
Potowar. Jouo
Antique /.M
Capuz AMC
Negros Occidental AMC

REGION VIl 4

) Bobol AMC
* Negros Onenwd AMC  _~"" ofc . Bukdeon T
o Mabinay Negros Onental ’

REGION IX &

Zamboanga De! Sur AMC

EGION XII @ a.
Nortb Ccabato AMC s> nreclonxi B
Kidspawan. North Coubato o ° Soud C e REGION X A
Swtan Kudarat AMC (=Y ut otabato A
Tagur Suitan Kudarst Deveo del Norte AMC ° Musamus Ortental AMC
g§urong. Suitan ‘é yao de Oro City
Lanao del Swr AMC Tawr . Davio del Swr AMC Cau‘
[ . Davao Onental AMC Bukidnoo AMC
South Cowabato AMC J Firet Surigas del Sus AMC Malaybalay, Rukidnoo

Musamis Occidenta: AMC
Agusan del Norte AMC
Agusan del Sur AMC
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The serious drawback attributed to the program has
been the planning and programming imposed from the top.
Considering this critique, evidence exists that failure
factors may be repeated because of restrictions under
which the program are forced to operate.

An initial evaluation of the ACCI-UP (1979) has
indicated that:

As a whole, the 15 AMCs under study did not
present a very encouraging performance both in
terms of financial stability and management
efficiency. These AMCs were found to have a
very weak financial structure and a generally
inefficient management operation (ACCI-UP, 1979).

On May 22, 1980, the function of the cooperative
development was transferred to.the Ministry of Agri-
culture from the Ministry of Local Government and Commu-
nity Development. Soon after, an evaluation of all area
cooperatives and SNs in the country was ordered by Agri-
culture Minister Arturo R. Tanco, Jr. It was found that:

Of the 42 registered and operational AMCs

all over the country, eighteen (18) were
nominees for Cooperative Marketing Project
(CMP) financing at which five (5) were classi-
fied under profitable operations, i.e. with
positive net worth, nine (9) fell under pre-
vious losses -- current operations profitable
category and four (4) new AMCs. Eleven (l1l)
were categorized under losing operations --
net worth not totally impaired and thirteen (13)
were strong candidates for rehabilitation or
liquidation (CFPI 1982).

The CFPI (1982) study also quoted the Institute of
Social Order's report that this state of affairs would be
traced to: 1) faulty organization; 2) disloyal members;

and 3) insufficient volume of business or lack of
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cooperative orientation. One will note that these basic
reasons are not far from the ones cited earlier as causes
of failure in the past cooperative programs.

The Economic Development Foundation in another
recent report entitled, "The CMP - An Evaluation," has
indicated that the CMP loan requirements appear to be un-
realistic. Appealing to the concept of "limited resource
institution" and/or the "infant industry" argument, the
Foundation contends that:

By and large, the AMCs are not bankable by con-
ventional standards, if they were, there would
be no need for a special type of financing.
Cooperatives should not be coddled too much or
too long by easy and handout kind of loans, they
would never graduate into mature, self-reliant
and competitive business enterprise thus the
issue need some recasting.

Policy recastings can be viewed with respect to
the following three major areas of concern: 1) public

policy context; 2) organizational context and 3) opera-

tional and/or financial context.

The Policy Context

The public environment of cooperatives consists
of physical, social, economic and political dimensions.
Not much can be analyzed in the political framework
except the usual enabling legislation and the government
executive participation. The former specifies the condi-
tions relative to objectives, structure, method of oper-
ation, and financing (see Presidential Decree No. 175,

Appendix II-2). Sometimes, and more often than not, the
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specified conditions are so difficult to meet that the
growth of cooperatives is suppressed or retarded. Per-
haps, the universal (country-wide), mechanistic and
systematic (gradual) application of the cooperative pro-
grams has stultified the growth of the already eager and
somewhat enthusiastic established institutions, like the
SNs. The lack of program flexibility in the organization,
and operation of precooperatives and existing cooperatives
may have contributed to the loss of enthusiasm among the
participants: a case of institutional obsolescence
(Shaffer, 1969).

The government participation, in developing a
limited resource community, must develop a long-range
plan for the membership to gain experience and under-
standing. Local action must be stressed to shift the
control from the government to the people. Larson (1969)
had stated that "if government organizes, finances, and in
fact controls the life and death of cooperatives, one
might legitimately question whether these organizations
are cooperatives or mere appendages of the government."
This brings to light more difficult question of: What,
why and how is the best way to start a cooperatives with
the government at the front line of developmental activi-
ties?

In fact, it is inevitable for the government not
to be concerned and determined in the cooperative develop-

ment program. This major concern has some bearing with a
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recent "Delphi" survey of 100 Pilipino experts who expect
that "the income distribution will probably get worse
before it gets better (by'1995-2000), that absolute real
incomes for most everybody will increase while differences

in relative incomes will persist such that the magnitude

of social disenchantment will rise (Mangahas, 1976; empha-

sis added). However, looking back at the series of
development plans, one will note that not much emphasis
has been accorded to cooperatives (except through the
linkage to the agrarian reform program). Except for this,
and the provisions of P.D. 175, the government is rela-
tively silent on the issue of cooperativism as an inde-
pendent rural development tool. If development policy
has to be devised to attack rural péverty (and glaring

inequality), cooperatives have to be institutionalized.

The Organizational Context

An organization is a social system that shares
like perceptions concerning its goals, roles and norms.

It consists of five basic parts: strategic apex, middle

line, operating core, technostructure and support staff

(see Figure II-4 and II-5). These organizations, to
be effective, require two principal objectives:
goal achievement and environmental adaptation.
The organizational set-up of the AMC is simply com-
posed of the General Assembly, members of the Board of

Directors and the manager and his/her employees/staff.
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Figure II-4. The Five Basic Parts of Organization

SOURCE: Perraut (1982).



39

Board of Director:

Prosutent
Executive Presioe: ts
Committee Staft

Lugal
Counsel

Stratewic
Planiing

Public Relations

Controller
Industrial Relations

Perconnnd T

VP VP Hesearch and Development

Coer Market
ations g

Pricing

Oprtations Research

Payroll

Protuction Sclwdulig Plant Reyiond

Managers Sales
Managurs

Reception

Work Study

Mailroom

Technocrate .
Caleteria

Clerical Statt Foremen District

Sales Manugurs

Purchusing  ~ Machire Assumblers
Agents Operators

An Illustration of Members and Units of the Parts

FIGURE II-5.
of a Manufacturing Firm.

SOURCE: Perraut (1982).
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An example of the organizational chart is shown in Figure
II-6 (Perilla, 1981).

The General Assembly. These are the investors

representatives to the AMC, mostly coming from the SN.
They conduct their regular meeting, usually a month after
the end of the fiscal year. From experience, the common
agenda includes a discussion of the financial position of
AMC, management problems, amendments, election or replace-
ment of board members, plans and new business ventures.

The AMC Board of Directors. The board responsibi-

ties include: policy formulation, decision-making, con-
sultancy, campaign for increased subscription, collection
of receivables, and audit of financial records. The board
is composed of 5-15 members. Leadership, experience with
cooperatives, educational attainment and socio-economic
status are the factors that influence the selection of the
board. A CFPI Study (1982) has indicated that ages range
from 30-73 years or an average of 53 years (CFPI, 1982).
The officers of the board consist of Chairman,
Vice-chairman, Secretary-Treasurer and Auditor. Their
ages range from 23-73 years with an average of 54.
About sixty-five percent are more than 50 years old.
Thirty seven percent are college graduates, 29 percent
college undergraduates. Twenty-six percent have finished
their secondary courses; the rest are elementary and
vocational graduates. The majority (71 percent) depend

on farming as their major source of livelihood.
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Non-farmers are retired public school teachers, govern-
ment and private employee and small scale businessmen or
proprietors.

Considering these qualifications and/or character-
istics, a continuing adult education or functional leader-
ship training is urgently needed. This will serve as a
forum for the improvement of their attitudes, managerial
and other skills.

The Manager. The manager is responsible for the

day-to-day operations of the AMC. A typical AMC manager
is 45, male, married and with a length of service ranging
from a few months to four years (CFPI, 1982).

AMC management support staff is relatively young.
The age range is 19 to 55 years with an average age of 33.
Employees, who are college graduates and undergraduates,
occupy positions in the administrative division. High
school graduates are employed in processing, warehousing,
storage and trucking services. About 87 percent of the
total workforce are regular/permanent employees (CFPI,

1982).

The Operational and Financial Context

More specifically, the business operations of the
AMC consist of: 1) trading farm inputs, i.e., purchase
and sales of farm supplies and purchase and sales of farm
commodities; and 2) warehousing, storage, processing

(milling and drying of rice and/or corn) and trucking.
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The extension services of the AMC consist of: 1) Educa-
tion and training; and 2) technical assistance (mostly on
credit and SN management assistance) and campaign for
savings program. The financial aspects consist of measures
of financial viability: 1liquidity, activity, solvency,
and profitability ratios. Both the ACCI (1979) and CFPI
(1982) studies reported a declining performance with
respect to operational and financial aspects. The most
pressing problems that seriously impair the AMC operations
are receivables accumulation, heavy reliance on outside

financing, and declining membership support.

Statement of Financial Condition and Operations

The financial composition of AMCs are briefly de-
scribed in Table II-2, which shows the findings of the two
studies. The more recent study (1982) indicated that of the

+otal assets, 61 percent are current of which the bulk are

trade accounts receivables (46%), inventories (29%) and
unliquidated cash advances (5%). The fixed assets (32%
of the total assets) are made up largely of buildings
(39%) , machinery and equipment (32%) and transportation
equipment (12%). The liabilities are composed of long
term payables (32%) and short-term marketing loans.
Interest payables are noticeably high owing to heavy

creditor financing (CFPI, 1982).

Gross margin on sales accounted for 57 percent of
gross operating saving with other savings from operations

(milling, warehousing, trucking and other related
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TABLE II-2

BALANCE SHEET FOR AREA MARKETING
COOPERATIVES, 1978 AND 1982

joct semgy e sner
ntries Pesos cent Pesos cent
Current Assets 1,250 83 443 61
Fixed Assets 211 14 233 32
Sundry or Other Assets 40 3 49 17
Total Assets 1,501 100 725 100
Current Liabilities 812 54 341 47
Long Term Liabilities 374 25 160 22
Total Liabilities 1,186 79 501 69
Members Equity 315 21 224 31
Total Liabilities and
Members Equity 1,501 100 725 100

SOURCES: 1A Benchmark Evalution of 15 CMP covered AMCs

conducted in 1978, ACCI - University of
Philippines at Los Banos.

2A Benchmark Evaluation of 9 CMP covered AMCs
conducted in 1982 by Coop Foundation of Phil.
Inc. Quezon City. . . . recalculated and
organized by the author.

services) accounting for 43 percent. Trading margin was
roughly 8.5 percent of net sales. Expenditures, par-
ticularly operating expenses, were astronomically high,
exceeding gross operating savings plus other savings by

26 percent. This contributed to the net loss of AMCs.



45

Measures of Financial Viability

Table II-3 shows four indicators (financial sta-
bility, growth potential, efficiency ratio and profitability
ratio) that reflect the precarious position of the AMCs.
This condition can easily be gleaned by comparing the sug-
gested value for each indicator to the value calculated for
the AMC.

Financial Stability/Liquidity. This indicator

reflects the ability of the AMCs to meet short-term obli-
gations and to remain solvent in the event of adversities.
The current ratio, with a suggested standard of 2:1, is
the most frequently used under this indicator. The aver-
age current ratio of 1.30 indicates that the AMC have
thirty centavos more to cover one peso of current obli-
gations. The "acid test" ratio with an ideal standard of
1:1, is 0.92, which means that only ninety-two centavos
are immediately available to cover a peso of current
obligations. Solvency ratio (fixed liabilities to member
equity) exceeds the standard while member equity to total
assets is less than the standard. ' This reflects dependence

on outside financing.

Growth Potential/Solvency. This indicator reflects
the cooperatives reliance on creaditor-financed operations.
About 70 percent of total assets are creditor-financed
with the other 30 percent made up of members' equity and
reserves (appropriated retained earnings). Debt-to-equity

ratio is 2.24 which implies that debts are more than
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TABLE II-3

RATIO ANALYSIS OF AREA MARKETING COOPERATIVES
June - December, 1981

Ratio Suggested Value
Value
Liquidity or Financial
Stability Ratio

o Current ratio 2.0 or greater 1.30

o Acid test ratio 1.0 or greater 0.92

o Solvency ratio .50 to .60 or less 0.72

o Member Equity to total assets .55 or greater 0.31
Growth Potential/Solvency

(Long Term Liquidity)
o Debt to equity ratio 0.90 or less 2.24
o Fixed assets to long
term liabilities 1.5 or greater 1.45

o Fixed assets to members equity - 1.04

O Members equity to total assets .55 or greater 0.31
Efficiency or Activity Ratio

o Asset turnover rate - 1.32

O Plant turnover rate - 4.11

o Inventory turnover rate - 7 times/yr

o Inventory period - 49 days or 1.5 mos.

o Receivables turnover rate - S5 times/yr

o

Collection period of receivables

Profitability/Returns
or Benefit to Members

o Return on year=-end

total investment (assets)
Return on owners equity
Cost of sales/net sales
Gross margin/net sales
Operating expenes/net sales
Net savings/net sales

00O0O0O

.10 or greater
.20 or greater

77 days or 2.5 mos.

.05
.18
.92
.09
.16
.04

SOURCE: Cooperative Foundation of the

Philippines, Inc.

Recalculated and organized by this author.

(CFPI), August, 1982.
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double the funds put up by investors. Fixed assets to
long-term debt to facilities and equipment owned by the
cooperatives. The value 1.45 is close to ideal such that,
for every peso of long-term liabilities of the cooperative,
it owns 1.45 worth of depreciated fixed assets. Fixed
assets to members equity and members equity to total
assets are extremely low at 1.04 and 0.31, respectively.

Efficiency/Activity Ratio. This indicates the

liquidity of receivables and inventories. An average in-
ventory turnover rate (7 times per year) vs. average
receivable turnover rate (5 times per year) shows that
inventories are faster-moving than accounts receivables.
It takes 49 days, or about 1% months, to move out stocks,
whereas average receivable collection is 77 days or 2%
months, which indicates that trade receivables reduce
the availability of funds for reinvestment/replacement
of inventory.

Profitability. This reflects the amount of

returns generated on investment and operations. Average
return on year-end total investment provides the measure
of the earning power of capital funds poured in by both
creditors and investors. Return on owner's equity shows
the earnings rate on resources provided by SN investors.
The rest of the indicators reflect the frustratingly

low (negative) values on average return on members' equity

and total investment.



48

Problem Identification

The CFPI (1982) study has delineated several major
problems and related issues which, if analyzed, have some
bearing on the past failure factors and the inherent prob-
lems or weaknesses of the cooperative enterprise. These
interdependent issues can be classified into: membership,

managerial, area of operation and financial aspects.

Membership Issues

Again, the misorientation (or lack of understanding)
of the farmer-investors about the economic and-service
orientation of the cooperative enterprise has surfaced.

At this time, it is appropriate to call the members atten-
tion to "what they can do for their cooperatives and
not what the cooperatives can do for them." This issue is
inherent from the existing predicament; the AMC should be
viewed as an economic enterprise in the country and

not as a welfare institution.

Managerial Issues

This basically refers to the management inprofi-
ciency due to management conflicts and losing business
propositions. The inability to revive the ailing cooper-
atives only reflects the kind of business management
capability of the AMC board and the manager and the

"taken-for-granted-attitude" of the general assembly.
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Area of Operation

This problem is inherent with the relatively low
paid-up capital and broad geographical operational service-
base that spawned apathy and flagging interest among

those who do not have access to AMC services.

Operational and/or Financial Issues

This is interdependent with the first three problem
areas and can be classified into: 1) inefficient business
operations; 2) weak management and membership control
systems; 3) financial problems brought about by working
capital shortages, heavy loan exposure, slow capital
build-up rate and excessive operating expenses.

All of these issues have contributed to the Area
Marketing Cooperatives unsatisfactory state of affairs.
But these are not new problems. Sacay (1974) recounting
the FaCoMa days reported that only one out of ten in the co-
operatives organized had survived as an ongoing business and
even half of these survivors operate on the red. Why?
Most of the reasons, we have just stated above. He further
added that no matter how beautiful the cooperative philosophy,
the term cooperative in this country has acquired the conno-
tation of a venture doomed to failure (although failure in
cooperatives was not a monopoly of the Philippines).
Cooperatives as a development tool had been a weak
proposition because a) members of coop don't know what it

is all about; or even if they know they don't practice what
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is known; b) cooperatives are organized by the low-income
society with very meager capital resources--a society
dependent on agribusiness with high level of uncertainty
and where farmers are gainfully employed for six months

(4 month's on farm and 2 month's off-farm) and another six
months idle; and c) managers of cooperative cannot be paid
much and temptation for graft and corruption have surfaced.

With this background, Sacay prior to his appointment
as Undersecretary for Cooperatives, never believed that co-
operative would ever work in this country. He sets his
"cooperative theory" against the loopholes of the past and
has been determined to do the best to change performance.
The question for problem analysis now is whether (with his
theory) the situation has been changed.

Perhaps the glaring picture of the recent reports
of the decline of AMCs should remind us of his own state-
ment 10 years ago:

Those of us who at one time or another tried
to help farmers have felt that they failed
us. Perhaps it is more accurate to say that
we have failed them. Often we organized them
not for their purposes, but for our own
(Sacay, 1974: 12).

Furthermore, it is appropriate to add what W. A.
Lewis and T. W. Schultz had been saying in the 1950's and
1960's which is still very relevant today:

What now has become part of the conventional
wisdom is that successful development is likely
to depend more heavily on the quality of human

resources available than the simple accumulation

§§7;?e more traditional physical inputs (Ranis,




CHAPTER III

TOWARDS A FRAMEWORK FOR ANALYZING FACTORS
ASSOCIATED WITH COOPERATIVE EFFECTIVENESS

Following the rise and decline of the cooperative
programs, it has been fashionable to decry the continuing
problems that plague the "movement" and seek new and/or
alternative approaches. This perceived need for change
and development of organization (institutional innovation)
is brought about by the decline in performance, change in
members definition of acceptable performance, and the
belief that performance can be improved.

This chapter will review a potential framework for
analyzing organizational (cooperative) effectiveness.
More specifically, we shall review: 1) the concept of
cooperatives (its relevant definitions, cooperative
schools of thought, and its basic differences with ordinary
corporations); 2) describe an analytic framework with
respect to organizational theory and community resource
economics theory; and 3) suggest implications/directions

for research.

The Concept of Cooperatives

A simplified definition of cooperatives is that "it
is a member-owned firm (MOF) mainly engaged in supplying

51
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or marketing products and services for farm businesses"

(Van Ravensaay, 1982: 2). Here, the typical member of a

cooperative is a farm-firm business and the cooperative

organization is an extension of this business.

(Torgerson, 1978: 261).

Ways of Viewing Cooperatives

Looking more deeply into the literature on coopera-

tives, one notes that there can be three ways to conceive

the idea of cooperatives (Vitaliano, 1978).

1.

A group of investigators treat cooperatives

as loose associations of individual economic
entities engaged in a common activity to
further their own individual ends. These
researchers concentrate on the member's
behavior, the interrelations between the
members in a cooperative, and the manner in
which individual members could receive maxi-
mum benefits from participating in the com-
mon activity;

A second group treat the cooperative as a non-
profit business firm, and through modifications
of the theory of the firm, investigated the
market performance and welfare impacts of co-
operatives in the larger setting;

A third group, representing recent work, has

attempted to construct more general theoretical
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analogues of the cooperative. They increas-
ingly base their work on economic concepts
other than the marginalist theory of the firm.
The above three conceptions are inherently economic
in nature. 1In this context, we should take note that:

A cooperative consists of two essential elements,

a democratic association of persons and an economic
enterprise. In separating these elements for pur-
poses of analysis the essential is lost, since it
is the manner in which the two are coordinated that
forms the basic problem of cooperative . . . George
Fauquet, 1935 (as cited in Vvitaliano, 1978:21).

Considering the aspect of "democratic association
of persons" also requires the role of participation and
socialization as control mechanisms vs. that of a real
free market (economic concept) system. In essence, co-

operatives have been popularized as a non-profit or saving

enterprise, unlike enterprise firms that are assumed to

maximize net gains or net income.

These bi-polar issues of economic vs. non-economic
orientation of cooperatives (including profit vs. saving
goal) lead to the fact that cooperation is not an end in
itself, but a means to a goal. To this it should be added
that cooperatives must be treated as a "going-concern goal,"
rather than as a problem-solving "stop gap" enterprise

(i.e. in response to crises, problems or difficulties).

Three Schools of Cooperative Thought

As a going concern, three schools of thought have

evolved (Roy, 1964; Helm, 1968): 1) the Cooperative
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Enterprise School; 2) the Cooperative Commonwealth
School; and 3) the Socialist Cooperative School.

The Cooperative Enterprise School. This school

perceives cooperatives as a means of "checking the evils

of the capitalistic system and correcting these defects

within the system . . . cooperatives do not constitute an
economic system of their own" (Helm, 1968: 3-6).

This school of thought, also called Pace-makers or
Cooperative Yardstick School, contends that cooperatives
are independent economic units voluntarily organized, cap-
italized and managed by, of, and for its member-patrons.
The purpose is to furnish and/or market, at cost, goods
and/or services to patrons. This type of cooperation is
the legal practical means by which é group of "self-
selected, selfish capitalists" seek to improve their indi-
vidual economic position in a competitive society.

The Cooperative Commonwealth School. This school

goes beyond the aim of the cooperative enterprise school,
i.e., improve the member's economic position. The long-
term objective here is an economic system based on mutual
cooperation. Cooperatives are the dominant type of busi-
ness organization and profit-type corporations only serve
secondary functions. This principle lingers in many con-
sumer societies and in the emerging socialism of developing
countries.

The Socialist Cooperative School. Cooperatives are

seen as a transitory medium to a Marxist-Leninist type of
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state socialism, that "promotes, safeqguards and realizes
the interests and aspirations of the working people
(Clayre, 1980). The revolutionary or historical develop-

ment is the transformation from capitalism to socialism

and, eventually, to communism. This view is rejected in
capitalistic societies, but predominates in socialistic
and communistic economies (Roy, 1964).

Helm (1968: 5) seeks a common denominator to define
cooperatives amidst these wide and diverging scope of
opinions. He indicated that in the widest sense:

Cooperatives are voluntary organizations of
economic units, based on equality, carrying
out an "allocated or self-given" economic

objective. It is a neutral means of organ-

ization which can serve various aims and
economic systems (emphasis added).

Speaking of cooperation and social systems,
Chinchankar and Namjoshi (1977 : 414-418) have noted that
cooperation has now acquired a global status in the condi-
tions of underdevelopment as well as development. It is
capable of application under a variety of social conditions
and systems and operates well in mixed economies. The
objectives and coverage of cooperatives in mixed economies
go far beyond the limits set in the capitalist system
and in the communistic system. Cooperatives in the former
are confined to limited sectors as a means to insulate
against competitive conditions or as a countervailing
power to fight economic injustice. Cooperatives in com-

munist system are mostly used to promote collective action
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or decentralized development. A case of a mixed system
is Israel, where the "cooperative movement" is not
engaged in transforming the existing economy, but in
creating a new economy and society (Namjoshi and Chin-

chankar, 1977).

Cooperative Principles

The basic principles of cooperation laid down by
Rochdale Reformers in»England in 1844 are still followed
by many cooperatives today. These are: 1) ownership is held
by member-users; 2) control (democratic) is based on volume
of transactions provided or on the basis of one vote per

member; 3) operations have an "at cost" non-profit objec-

tive; 4) interest on capital is limited and distribution
of savings based on patronization of business is encour-
aged; and 5) education is necessary for understanding and
support.

These principles constitute a simple model of
ownership and membership control. The details and mech-
anism of control are constrained by the original prin-
ciples, but ultimately must be left to the cooperators
discretion. As discussed earlier, the form of cooperation
will vary according to the goals and systems where the
cooperative business has to operate in addition to the
needs and requirements of the cooperators. This view
is illustrated by the statement:

Indeed, grain farmers who need a large grain
elevator do not form cooperations which take
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over farms and make farmers into employees; in-
stead they form a cooperative to own and operate
the elevator (Perraut, 1982: 4).

Cooperatives and Corporations: Comparative
Nature of Organizations

An analysis of cooperatives requires an under-
standing of the differences between cooperative and profit-
seeking corporations. Table III-1 shows the differences
in: 1) motivation; 2) performance criteria; 3) capital
base and capital access; 4) owner involvement; 5) respon-
siveness to changing needs and opportunities; and 6) selec-
tivity of activities (Torgersen, 1978).

The Torgersen classification basically represents
an economic enterprise cooperation. A broader and more
detailed set of differences is provided by Schaars (1971)
in Table III-2. The differences are primarily in the
relationship between the owners and their organization and
in the way net savings are distributed. More specifically,
the differences are based on: 1) purpose; 2) organiza-
tion; 3) control; 4) sources of capital; 5) distribution
of net profits; 6) stock dividends; 7) operating prac-
tices; 8) transactions; and 9) tax treatment.

With these basic differences, the key is that for
true cooperatives to exist the basic requirements are the
three principles and the two major cooperative practices.

These principles are service at costs, democratic control

and limited return on capital. The two major practices
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TABLE III-l

BETWEEN COOPERATIVES AND CORPORATIONS

(Economic Indicators)

Discriminating Differences Between:
Variables Cooperatives Corporations
Motivation:
. Ownership . Vested in same people . Stockholders
. Control . Majority stock-
. Patronage holders
. People other than
owners
Objectives/Emphasis . Provide services at . To earn profit for
cost; competitive stockholders

Measures of
Performance

Financial Base and

Capital Access
. Equity capital

. Capital access/
borrowed capital

Owner-Involvement

Responsiveness to
Changing Needs

Selectivity in
Activities

environments
Extent members eco-
nomic interest are
best served

Supplied by user-
patrons in proportion
to use of services

Mainly banks for co-
operatives and other
financial organiza-
tions; has limited
advantage on invest-
ment credits.
Owner-patron: same
persons separate hired
management that oper-
ates day-to-cay busi-
ness activities.
Therefore, a separate
policy and implemen-
tation.

Guided and controlled
by the need of members

legal constraints on out-

side members activities

User-related in market-
ing, purchasing and
related services.

The story starts with
members felt-need and
cooperatives serve them

Profits and eco-
nomic benefits to
stockholders

Supplied by in-
vestors interested
in return on in-
vestment

Mainly from banks
and insurance com-
panies; useful with
significant advant-
age with investment
credits.

Owner different from
customers voting con-
trolled by managers
and directors.
Therefore, policy-
making and implemen-
taticn held by same
people.

Can shift easier from
one activity to an-
other where returns
on investment are
greatest.

Can engage in all acti-
vities where more
attractive returns are
available.

The story starts with
attractive return on
invested capital.

SOURCE: From Torgerson

(1978) .
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TABLE III-2

DIFFERENCES BETWEEN COOPERATIVES AND
NONCOOPERATIVE CORPORATIONS

Difference Standard Corporations Cooperatives
Purpose To earn profits for in- To maximize net and real
vestors; increase valus income or member/users; pro-
of shares; provide em- vide goods and services at
ployment for owners of cost to member/users
small corporations
To serve the public To serve its members
generally primarily
Organ- Incorporated under state Organized under state cooper-
ization general incorporation ative law; some, such as
law; no federal charter federal credit unions, under
federal charter also
Except where stockholders Ownership generally
agree otherwise, anyone limited to its member/users
may own stock
Organized and owned by Organized and owned by
investors member/users
Stock is freely transfer- Memberships are not
able and may have its own freely transferable
market
Control By investors, the stock- By member patrons

holders

Policy determined by
stockholders and
directors; voting usually
on basis of ownership,
according to number of
shares held

Policy made by member/users
and directors; voting usually
in local associations on a
one-man-one-vote basis, or
patronage basis, in federa-
tions, locals vote either on
number of members represented
or volume of business done
with the central organization

Proxy voting permitted;
control frequently exer-
cised by inside cliques

Generally, no proxy voting
permitted; internal cliques
can seldom get control

Sources of
Capital

From investing public

Primarily from member users
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TABLE III-2--Continued

Difference

Standard Corporations

Cooperatives

Sources of

From investing public

Primarily from member/

Capital users
From successful business From net earnings on
operations; all or part successful operations,
of the profits reinvested with reinvestment of all
or part of retained
__profits
Distribution To stockholders in To patrons on a patronage

of Net Profits

proportion to member
of shares of stock held

basis, after modest divi-
dend on stock has been
paid; reserves and, in
some cases, an educational
fund or bonus for em-
ployees, are set aside

Stock Dividends

No limits; depends on
amount of profits and
distribution policy

Limited to nominal
amount; generally does
not exceed 8 percent

Operating
Practices

Use of conventional
methods of financing:

sale of stock, issuance

of bonds, bank loans, rein-
vestment of all or part of
profits .

Use revolving capital
plan or financing, based
on the amount of business
transacted with patrons;
also use conventional
financing

Usually purchase products
on a cash basis

Usually pool sales
receipts and pay average
prices for product received

Business done with public
generally; clientele not
restricted except in ex-
ceptional cases

Business done primarily
with (and in some cases,
exclusively with) member/
users

Charge competitive prices
based on "what the
traffic will bear"

Charge competitive or
"breakeven" prices

Transactions

Purchase or sale from or to
public does not normally
give rise to subsequent
rebate

Purchase or sale from or
to a member is a condi-
tional transaction subject
to a refund or additional
payment at the end of the
accounting period, if there
are net earnings or savings

Tax Treatment

Subject to many taxes,
including state and
federal corporate jncome
taxes

Subject to many taxes; how-
ever...can...be exempt from
federal corporate income
taxes; net earnings are
taxable to recipients

Adapted from a chart in Marvin A. Schaars, Cooperatives, Principles,

and Practices, revised edition (Madison:

Extension, 1971), pp. 54-56.

SOURCE:

French et al.

(1980) .

University of Wisconsin
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are political and religious neutrality and the promotion

of cooperative education (see also Anschel et al., 1969;

Helm, 1968).

These practices emanate from the characteristic of
open membership and the need for informing both members
and the community-at-large of cooperative benefits. How-
ever, open membership in cooperatives should be qualified
in this manner: 1) the voluntary character of cooper-
ation allows free change of membership, as no person
should be forced to join or to remain in a cooperative
society. (In developing countries, compulsory cooperation
can be allowed on a transitory basis and should be accept-
able in the interest of accelerated development); and 2)
open character of cooperation must be maintained (a society
should accept all qualified persons for membership and
restrict expulsions to those cases where these qualifica-
tions are no longer valid or where members act against
the interest of the society [Helm, 1968]).

Effective cooperative management (i.e., combined
responsibilities of members, board of directors and hired
management) depends heavily upon an enlightened and well-
informed membership: the owner-patrons of their own
enterprise. In contrast, corporate effectiveness depends

heavily on the business acumen of the top management staff.
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A Conceptual/Analytical Framework for
Organizational Effectiveness

Organizational effectiveness is a complex topic
because of wide-ranging dimensions or interpretation
performance. Thus, more and better concepts have been
advocated due to the absence of clear-cut tools for
analyzing the environment. The need is inherent in the
failures of most social programs to produce the results
intended by the program planners. Two major views
regarding why programs have failed can be attributed to
the principal actors in the developmental change process:
1) in the conduct (implementation) of the agencies
responsible for carrying out the programs; and 2) in the

predictions and assumptions about behavior of the public in-

volved in the programs (Schmid, et al., 1982; emphasis added).

An alternative pragmatic view is that the program
was not adequately designed or structured because of
limited knowledge about the specification variables and
the necessary incentives to achieve the desired perfor-
mance. In reality, choice and trade off games are com-
plex. Analytic frameworks are needed to provide infor-
mation on alternative ways of doing things.

The analytical framework presented here will in-
clude the following elements:

1. The applicable concepts that can be cate-

gorized into two major areas will be

described. They are the "traditional
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organization theory" and the "emerging
theory of community economics." The analy-
tical concepts suggested by both have been
referred to as, "organizational effective-
ness" and "performance," respectively;

2. The organizational goals and indices of organ-
izational effectiveness that have been viewed
in different perspectives will be presented.
The most frequently mentioned evaluation cri-
teria of organizational effectiveness and the
ultimate criterion will be described; and
finally

3. The research implications suggestive of the
trends and/or directions we have to undertake
in the course of organizational change and

development will be presented.

Organization Theory5

Organization theory provides a framework for under-
standing, explaining, and predicting organizational effec-
tiveness. In any organization, two basic aspects are

assumed: the structure, and how compliance is ensured--

both being influenced by the context of the organization.
The three contextual factors that influence organizational

compliance are environment, technology, and size. Other

5A major reference for this section is Dessler
(1980) .
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factors that influence effectiveness are: 'leadership,

work groups, intergroup conflict, and organization change

and development (Dessler, 1980).

Figure III-1 shows one of the hypothesized frame-
works for analyzing organizational effectiveness. 1In

terms of this framework structure, compliance and social

influences (including leadership, groups, conflict and

organizational change and development) interact in determi-

ning organizational effectiveness.

Theory of Community Resource Economics6

Community (Resource) Economics is the study of the

relationships of the situation, structure, conduct and

performance of political economic systems. The situation

(si) refers to the varying characteristics of resources,
goods, and services; structure (st) refers to all of the
predetermined social characteristics of the community
system and its members which influence the members choices;
conduct (c) refers to all of the choices, decisions or
strategies that the members adopt within the opportunity

set established by the structure; and performance (p)

refers to all of the consequences of the members choices.

What has been labelled as the "si-s -c-p" frame-

t
work is meant to be a vehicle to help identify important

features of community problems and policies. Part of

6Two major references for this section are Schmid,
et al. (1982) and Shaffer and Schmid (1982).
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this analysis is learning what aspects of “sis c p" need

t
to be taken into account. Another name for this general
approach is "Environment-Behavior-Performance" sequence
(EBP). The sequence implies classification of the char-
acteristics of environment and the participants of the
behavioral modes. The classification of outcome and the
development of meaningful hypotheses about their relation-
ships is also considered. Figure III-2 shows the inter-
relationships of situation, structure and conduct towards
per formance.

Applying the framework to cooperative business, one
will note that the different characteristics of goods and
services handled by the cooperative enterprise affects
performance outcomes. The key point is that knowing
whether the cooperatives, with the goods and services
they handle, have real economies-of-scale (the situational
variable) which helps in hypothesizing and predicting out-
comes of alternative policies. Another concept that
describes this is "institutional access situations."

The problems of access situations could also affect per-
formance in the following manner (Harvey et al. 1979):

1. The access procedures (for goods and services

handled) are off-putting;

2. The problem of eligibility;

3. The timing and waiting period go wrong; and

4. What is distributed is not necessarily what,
in fact, is wanted.
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Other factors that affect institutional access
are: 1) the multiplicity and uncoordinated programs for
farmers; and the 2) failure of penetration (access situ-
ation) chosen.

The structure, as indicated by the arrow in
Figure III-2, is very much interdependent with the
situation to produce particular outcomes. The structural
conceptualization refers to the property rights/rules
alternatives: the rights and obligations established by
law, custom and covenant which define the relationships
among members of a community with respect to their control
over the resources of the community. The concept of
property rights and rules refers to the recognition of
the opportunity to participate in decisions; a claim to
a set of benefits and a set of obligations with respect
to the use of property.

Another relevant concept in the context of struc-
ture refers to transactions between individuals that can
be seen as one of status, administration, or exchange. In

a traditional status system, transactions are prescribed

by roles/customs associated with social position. 1In

threat or administrative system, transactions are governed

primarily by authority or decisions made by people in

power. In a market or bargained exchange system, transac-

tions are governed by market processes. These general
labels tell us little about the details of structure,

more so when each transaction has bearing on cooperative
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practices, which makes prediction of performance rela-
tively ambiguous. For example, as applied to cooperative
organizations, the legislative provisions and executive
machineries can be analyzed in terms of how supportive
and stimulative they are in developing a cooperatives
program.

The conduct is the linkage between specific aspects
of structure and performance and depends upon the conduct
of the participants. Failure to understand the conduct
will lead to very poor public policy, planning and pro-
gramming. Both the conduct and/or behavior of the gov-
ernment personnel, and the public involved in the program,
must be considered in the analysis.‘ Following this line
of thinking, some questions applicable to cooperative
organizations are:

1. What assumptions in the cooperative theory

(e.g. cooperative effect and bargaining power)
are held in some cases, but not in others?

2. Has there been an inadequately designed

structure or has there been dishonesty and/or
incompetency of some of the participants?

Performance is defined as the flow of consequences

from a particular situation and structure, given the
conduct of the participants in a system. The consequences
may be viewed analytically as a set of benefits and costs.
Here, the economic rationale is to maximize the benefits

(objectives) and/or to minimize the costs (inputs).
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However, there are other discussions of performance rele-
vant to the objectives and preferences of the community
involved. More often than not, the dimensions we referred
to are the objectives and impacts that decision-makers
consider as relevant in making community economics deci-
sions. There are two major questions in the documentation
of performance: 1) to establish the categories and to
relate policy and program alternatives to the categories;
and 2) to aggregate the performance categories into in-
dices which can express change over time. The succeeding

sections will explore more details on this aspect.

Indices of Organizational Effectiveness

We have shown in the preceding sections that organ-
izational effectiveness can be defined and measured as an
end-product of both economic and organization theory. 1In
fact, the literature is inconclusive not only because of
the differences in disciplinary views7 but also due to
criteria and measurement problems. This section will add
to our understanding of the concept of organizational
effectiveness through a discussion of organizational goals
and a review of the purported single and multiple criteria
measures of organizational effectiveness (Dessler, 1980;

Steers, 1975).

7Three disciplines that have focused attention on
organizational effectiveness are: 1) organizational
psychology; 2) social psychology; and 3) economics.
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Organizational goals. An organization is a social

system which is effective to the degree that its members
share like perceptions concerning its goals, roles, and'
norms, and apply these perceptions in the daily life of

that organization. An organizational goal is defined by
Etzioni (1960: 257) as "a desired state of affairs which
the organization attempts to realize."

Talcott Parsons (1956) an organizational sociologist
has been considered the major proponent of the goal
approach to organizational effectiveness. Organizational
effectiveness is defined as "the extent to which an organ-
ization (as a social system), given certain resources,
and means, fulfills its means and resources without placing
undue strain upon its members" (Sweeney, 1971). 1In
organizational analysis, this "goal effective-
ness" approach has often been used as a general theoretical
framework (e.g. Georgopolous and Tannenbaum, 1957). How-
ever, one comment against this "goal model" seems appro-
priate:

. . . it may not supply the best possible frame
of reference for effectiveness . . . it compares
the ideal from real therefore a quite low level
of performance or that the organization fails
considerably shoxt of goals

It should be noted that organizations, as social

units, are multifunctional. Therefore, other than devoting

all their means to goal activities, some have to be devoted
to other functions; e.g., creation of further means to the

goal and maintenance of units performing goal activities
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and service activities (Etzioni, 1957: 259). Therefore,
the goal approach to organizational effectiveness
ordinarily yields only limited insights about an organiza-
tion. This is largely because of the model's failure to
take note of the essentially open, multifunctional nature
of organizations (Ghorpade, 1970: 34).

Social Systems Criteria of Organizational Effective-

ness. The social systems approach assumes an organization
must consider Parson's "four functional requirements,"
simply labelled as Adaptation, Goal attainment, Integration,
and Latency. The AGIL model can be described as (Parsons,
1956) .

1. Adaptation. This involves the problem of

securing from the environment sufficient

facilities and then distributing these

facilities throughout the system. It deals

with the problem of procuring all the human
and material resources which are necessary
for the achievement of organizational goals.
It includes the processes of financing, per-
sonnel recruitment, and procurement, and
acquisition of the entrepreneurial skills.

2. Goal Attainment. This refers to the problem

of establishing priorities among system goals

and mobilizing system resources for their
attainment. It involves decision-making and

other processes concerned with the problem of
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fitting means to ends.

3. Integration. These denote the problem of co-

ordinating and maintaining (solidarity and
cohesion) interrelationships among system units.
4. Latency. This involves processes concerned
with harmonizing participant's multiple roles
(e.g. organizational role, family head, church
members, etc.) and developing individual com-
mitment to organizational objectives. This
concept embraces the two related problems of

pattern maintenance and tension management.

Pattern maintenance pertains to the problem of

how to insure that actors in the social system

display the appropriate characteristics or norms;

tension management concerns the problem of

dealing with the internal tensions and strains

of actors in the social system.

The following criteria of organizational effective-

ness have been used by several writers. For example:

1. Georgopoulos and Tannenbaum (1957). Their

study was based on Parson's functional impera-
tives if the following correspondence can be
made: adaptation as flexibility; goal achieve-
ment as productivity; absence of conflict be-
tween organizational subgroups as integration,
and absence of strain as tension management

(pattern maintenance).
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2. Hage (1965) adapted his four organizational
ends from the functional imperatives. Adaptive-
ness is equivalent to adaption; production is
equivalent to goal achievement; efficiency to
integration and job satisfaction to tension
management.

3. Warren and associates' (1975) analysis of farmer co-
operatives closely correspond to Hage's organ-
izational ends: Hage's adaptiveness (flexi-
bility) is called flexibility; job satisfaction
(morale) is called satisfaction; efficiency
(cost treatment) remains efficiency; and pro-
duction (effectiveness) as productivity.

Warren and associates (1975) provided a summary of

goal transitions from Parsons to Hage and finally to systems
goal (see Table III-3). They offered the following definitions
for the four matched categories:

1. Efficiency - the ability to obtain the

greatest possible return from the resources
at hand;

2. Satisfaction - a situation where the employees
as a group are happy with their jobs and work-
ing conditions such that the product and ser-
vices satisfy patron demands and needs.

3. Flexibility - the ability to quickly and easily
make changes within the cooperatives as needed
to meet the changing demands of patrons.

4. Productivity - the ability to obtain a high
volume of business.
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TABLE III-3

A SUMMARY OF GOAL TRANSITIONS: AGIL MODEL,
ORGANIZATIONAL ENDS, SYSTEM GOALS

Parsons Hage Warren
g et. al.

Adaptation Adaptiveness Flexibility
Goal-achievement

(goal attainment) Production Productivity
Integration Efficiency Efficiency
Tension Management

(pattern main- Job Satisfaction Satisfaction

tenance)

Source: Warren et al. (1975).

Measures of Effectiveness

As stated earlier, organizational effectiveness
may mean different things to different evaluators or
analysts. For our purpose, we shall describe the classi-
fications adapted by Dessler (1980): the single-criterion
measures (earlier models) and the multiple criterion mea-
sures (current models).

Single-Criterion Measures. Various single-cri-

terion measures of organizational effectiveness,

(such as productivity, flexibility and stability) are

still widely used.
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Profit maximization is the most popular and con-

venient economic proposition as a single criterion measure
of performance. It is the desired maximum difference be-
tween total revenue and total costs. On the other hand,
there are managers who want their firms to be as large as
possible and, therfore, seek to maximize not only their

profits but their sales revenue. Nonetheless, the assump-

tion of profit maximization has been associated with organ-
izational viability; it provides a general theory of

firms, markets and resource allocation that is successful
in both explaining and predicting business behavior.

Satisficing. Organization theorists have proposed

this criterion which, in many ways, is closely related to
profit maximization. Perhaps the only difference is that
to "satisfice" means a minimum level of acceptable profits
is set and managers (firms) must not exceed this level. 1If
ever the profits exceed the target, the option is to
return the "excess" to the customers to better enhance
"public relations." 1In this case, the initial requirement
to satisfy the "satisficing function" of the managers
(firms) is still how to earn profit at a preset level.

Other single-criterion measures. Many other single-

criterion measures have been proposed (Table III-4). Of
the 19 different variables, the four most widely used are:

1. Overall performance as measured by employee
or supervisory rating;

2. Productivity as measured typically with out-
put data;
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TABLE III-4

A PARTIAL LISTING OF SINGLE-CRITERION MEASURES OF

ORGANIZATIONAL EFFECTIVENESS

1. Overall
Effectiveness
2. Quality

3. Productivity

4. Readiness

5. Efficiency

6. Profit or
Return

7. Growth

8. Utilization
of Environ-
ment

The degree to which the organization is accom-
plishing all its major tasks or achieving all
its objectives. A general evaluation that
takes in as many single criteria as possible
and results in a general judgment about the
effectiveness of the organization.

The quality of the primary service or product
provided by the organization. This may take
many operational forms primarily determined
by the kind of product or services provided
by the organization.

The quality or volume of the major product
or service that the organization provides.
Can be measured at three levels: individual,
group, and total organization. This is not
a measure of efficiency:; no cost output
ratio is computed.

An overall judgment concerning the probability
that the organization could successfully per-
form some specified task if asked to do so.

A ratio that reflects a comparison of some
aspect of unit performance to the cost in-
curred for that performance. Examples:
dollars per single unit of production, amount
of down time, degree to which schedules,
standards of performance, or other milestones
are met. On occasion, just the total amount
of costs (money, material, etc.) a unit has
incurred over some period can be used.

The return on the investment used in running
the organization from the owners' point of
view. The amount of resources left after all
costs and obligations are met sometimes ex-
pressed as a percentage.

An increase in such things as manpower, plant
facilities, assets, sales, profits, market
share, and innovations. A comparison of an
organization's present state with its own
past state.

The extent to which the organization success-
fully interacts with its environment,
acquiring scarce, valued resources necessary
to its effective operation. This is viewed
in a long term, optimizing framework and
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TABLE III-4--Continued

10.

ll.

12.

13.

14.

15.

16.

17.

Stability

Turnover or
Retention
Absenteeism

Accidents

Morale

Motivation

Satisfaction

Internalization
of Organiza-
tional Goals

Conflict-
Cohesion

not in a short-term, maximizing framework.
For example: the degree to which it acquires
a steady supply of manpower and financial
resources.

The maintenance of structure, function, and
resources through time and more particularly
through periods of stress.

Frequency or amount of voluntary terminations.

The frequency of occasions of personnel being
absent from the job.

Frequency of on-the-job accidents resulting in
down time or recovery time.

A predisposition in organization members to put
forth extra effort in achieving organizational
goals and objectives. Includes feelings of
commitment. Morale is a group phenomenon
involving extra effort, goals communality, and
feelings of belonging. Groups have some
degree of morale while individuals have some
degree of motivation and satisfaction. By
implication, morale is inferred from group
phenomena.

The strength of the predisposition of an
individual to engage in a goal-directed action
or activity on the job. This is not a feeling
of relative contentment with various job out-
comes as a satisfaction, but more akin to a
feeling of readiness or willingness to work
at accomplishing the job's goals.

The degree of feeling of contentment felt by a
person toward his organizational role or job.
The degree to which individuals perceive
they are equitably rewarded by various aspects
of their job situation and the organization
to which they belong.

The acceptance of organizational goals by indi-
viduals and units within the organization.
Their belief that the organization's goals
are right and proper.

A bipolar dimension defined at the cohesion end
by an organization in which the members like
one another, work well together, communicate
fully and openly, and coordinate their work
efforts. At the other end lies the
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TABLE III-4--Continued

organization with verbal and physical
clashes, poor coordination, and ineffective

communication.
18. Flexibility- The ability of an organization to change its
Adaptation standard operating procedures in response to

environmental changes, to resist becoming
rigid in response to environmental stimuli.

19. Evaluations Evaluations of the organization or organiza-
by External tional unit by those individuals and organ-
Entities izations in its environment with which it

interacts. Loyalty to, confidence in, and
support given the organization by such groups
as suppliers, customers, stockholders,
enforcement agencies, and the general public.

SOURCE: Dessler (1980).
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3. Employee satisfaction as measured by self-
report questionnaires; and

4. Profit or rate of return based on accounting
data. (Dessler, 1980).

Multiple Criterion Measures. From the above

mentioned measures, one will note that profit or rate of
return (either expressed as absolute value, percentages
or ratios) continuously reappear. Related organizational

concepts are organizational productivity, efficiency,

growth, stability and turnover or retention. Thus, this

lends to a multiple criteria model that defines effective-
ness in terms of several interdependent factors (Table III-
5). Illustrative examples of these criteria are:

1. The bargaining position: the successful

acquisition of scarce and valued resources
and the control of its environment.

2. The organization's worth to members and to the

society in general: the degree to which it is
productive, profitable, self-maintaining; the
degree to which it is of psychological and
sociological value to its members; and
3. Survival and adaptability in increasingly un-
certain and turbulent environment with access
to an open spirit of inquiry.
Table III-6 shows that the latter illustration,
labelled adaptability-flexibility, is the most frequently
mentioned evaluation criteria along with productivity,

satisfaction, profitability and resource acquisition of
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TABLE III-5

EVALUATION CRITERIA IN MULTIVARIATE MODELS OF ORGANIZATIONAL EFFECTIVENESS

Study and Primary
Evaluation Criteria

Derivation
of Criteria***

Georgopoulos and Tannenbaum (1957)

Productivity, Flexibility, Absence
of organizational strain

Bennis (1962)

Adaptability, Sense of identity,
Capacity to test reality

Blake and Mouton (1964)

Simultaneous achievement of high
production-centered and high
people~-centered enterprise

Caplow (1964)

Stability, Integration, Voluntarism,

Achievement
Katz and Kahn (1966)

Growth, Storage, Survival,
Control over environment

Lawrence and lorsch (1967)

Optimal balance of integration

and differentiation

Yuchtman and Seashore (1967)

Successful acquisition of scarce and
valued resources, Control over

environment

Friedlander and Pickle (1968)

Profitability, Employee satisfaction,

Societal value
Price (1968)

Productivity, Conformity, Morale,
Adaptiveness, Institutionalization

Mahoney and Weitzel (1969)

General business model

Productivity-support-utilization,
Planning, Reliability, Initiative

R and D Model

Reliability, Cooperation, Development

Schein (1970)

Open communication, Flexibility,
Creativity, Psychological

conmitment

Generaliz-
Type of ability of
Measure* Criteria*+*
N A
N A
N B
N A
N A
D B
N A
N B
D A
D B,R
N A

Ded.; followed by
questionnaire study

Ded.; no study

Ded.; no study

Ded.; no study

Ind.; based on review
of empirical studies

Ind.; based on study
of 6 firms

Ind.; based on study
of insurance
agencies

Ded.; followed by
study of small
businesses

Ind.; based on re-
view of 50 pub-
lished studies

Ind.; based on study
of 13 organizations

Ded.; no study
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TABLE III-5--Continued

Generaliz-
Study and Primary Type of ability of Derivation
Evaluation Criteria Measure* Criteria** of Criteria®*+
Mott (1972) N A Ded.; followed by
Productivity, Flexibility, questionnaire study
Adaptability of several organ-
izations
Duncan (1973)
Goal attainment, Integration, N A Ded.; followed by
Adaptation study of 22 deci-
sion units
Gibson et al. (1973) N A Ind.; based on
Short-run review of earlier
Production, Efficiency, Satisfaction models
Intermediate
Adaptiveness, Development
Long=-run
Survival
Negandhi and Reimann (1973) N B Ded.; followed by

Behavioral index
Manpower acquisition, Employee
satisfaction, Manpower retention,
Interpersonal relations, Inter-
departmental relations, Manpower
utilization

Economic index
Growth in sales, Net Profit

child (1974, 1975) N B
Profitability, Growth

Webb (1974) D (o]
Cohesion, Efficiency, Adapt-
ability, Support

study of Indian
organizations

Ded.; followed by
study of 82
British firms

Ind.; based on
study of religious
organizations

*N = Normative models, D = Descriptive models.

**) = All organizations; B = Business organizations; C = Religious organizations;

R = Research and development laboratories.
¢*¢Ded. = Deductive, Ind. = Inductive

SOURCE: Steer (1975).
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TABLE III-6

FREQUENCY OF OCCURRENCE OF EVALUATION
CRITERIA IN 17 MODELS OF
ORGANIZATIONAL EFFECTIVENESS

No. of Times
Evaluation Criteria Mentioned

(N=17)

Adaptability-Flexibility 1
Productivity
Satisfaction
Profitability

Resource acquisition
Absence of strain
Control over environment
Development

Efficiency

Employee retention
Growth

Integration

Open communications
Survival

All other criteria

HNNNDNDMNDNDDNDNDDDWWULIONO

Source: Steers (1975) and Dessler (1980).

organizational effectiveness. Dessler (1980) has cited
that many writers have indicated that the effective organ-
ization is the one that satisfies the demands of those in
its environment from whom it requires support for its
continued existence. For example, the stockholders of
a firm who consider effectiveness in terms of.profits or
rate of growth.

Thus, considering the multifaceted notion of
effectiveness, it can be more appropriate if it is described

according to particular interest groups or participants.
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It can also be described according to the functions for
which the organization is expected to fulfill. For in-

stance, Cotterill (undated) has noted that:

Consumer food cooperatives have failed and will
continue to fail when they are failures as mar-
keting organizations. Marketing is at least
tridimensional, i.e. time, form, and place

must be in harmony for success. What this means
is that food items must be in the "correct"
place, and form and at the "correct" time. The
situation is "correct" when sellers and buyers
actually exchange goods and services at a price.
A transaction takes place

Therefore, it is safe to assume that the ultimate
criterion for organization effectiveness is the ability

of the organization to endure, survive and adapt to crucial

interest groups and/or the environment and the require-

ments demanded in the locality. To manage the environ-
ment, the organization can react to environmental demands

defensively, offensively or both. Defensively, it can

engage in organizational change and development, thus

changing its structure, group norms, reward system to

tune-up organizations under new environmental demands.
Offensively an organization can reduce dependence on
"outside factors." It can manage environmental demands by
"avoiding influence, altering dependencies, negotiating
with the environment, or legislatively creating a "new

environment."
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Research Gaps

Marion (1978) has sorted out the policy issues
and research needs identified during a recent seminar-
workshop on "Agricultural Cooperatives and the Public
Interest" (1977). Among others, the list includes theo-
retical treatises and empirical testing of cooperatives
as a form of business organization. Here are the per-
tinent research needs identified in the workshop (with
headings provided by this writer):

1. Cooperative Theories: To test the critical

assumptions underlying alternative coopera-
tive theories (e.g. objective function for
coops and their members).

2. Financial Need vs. Growth: To determine the

relationship between capital growth and mar-
ket performance; and to analyze the capital
needs and source of cooperatives and the
effects of alternative patronage refund
policies.

3. Cooperative Business/Operational Performance:

a. To develop a taxonomy of cooperatives
based on features related to perfor-
mance;

b. To determine factors which affect cooper-
ative market power.

c. To examine policy variables (e.g. market-
ing contracts/orders) that influence the
situation, structure, conduct and perfor-
mance of relevant markets and the compe-
titive impact of cooperatives;



86

d. To determine the structure of relevant
producer-processor markets (including
the market share and relative size of
cooperatives); and

e. To determine the influence of coopera-
tives on competitive conduct in rele-
vant markets and the resulting compe-
titive performance.

4. Market Power: To analyze the market power of

free riders and to analyze the effects of
different types of cooperatives on the six
major agricultural problems: oligopsony buyer
concentration, price determination and dis-
covery, price and income stability, subsec-
tor coordination, market access and control

of agriculture. For each of the problem
areas, a norm needs to be established against
which the alternative cooperative strategies
can be evaluated.

5. Memberships' Mechanism of Control: To deter-

mine the impact of alternative organizational
forms of cooperatives on member control,
economic performance and the long-range struc-
ture of the food system; and to examine the
relationship between the size and organizational
characteristics of cooperatives and the

responsiveness to and control by members.

It should also be noted that, among these major

research needs, the nature and mechanisms of control exer-

~

cised by members loom large in a cooperative organizational
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performance (Van Ravensaay, 1982; Apthorpe, 1971).
Key issues revolve around: 1) What control mechanisms
are being used by members of a cooperative?; 2) Which con-
trol mechanisms would be most likely observed in practice?;
and 3) what responses to these mechanisms are we to ex-
pect from the cooperative management?

Related to the above problem of control mechanisms
in cooperatives, Apthorpe (1971: 67-82) has reported two
themes that recur in evaluating agricultural cooperatives:
1) the social value theory of development; and 2) the
development administration theory. The first refers to
members' attitude and motivations; the latter refers to
the qualifications of the cooperative leadership.

1. Social Value Theory of Development: puts the

blame when things go wrong on socially and
culturally-based obstructive, destructive or
indifferent motivations or attitudes.

2. Development Administration Theory: attributes

what success has there been to the technical
qgualities of the officials or committee mem-
bers (i.e., who planned, managed or admin-
istered it).

Rationale Towards Organizational Renovation
For the Philippines

As the 1980's unfold, one begins to wonder what
lies ahead for the cooperative system, in general, or of

area marketing cooperatives, in particular. This question
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can be raised because of the diminishing interest in, or
disenchantment with, the members of village (Samahang
Nayon) precooperatives (ACCI, 1979). In addition, the
findings of import, although not exhaustively presented
here, give us an indication that the program urgently
needs some recasting to provide an adequate framework for
the development of a viable agricultural cooperative system.

In fact, the success of the entire program has
been doubted because the cooperative scheme "was thought
of, and imposed from, the top" and that the response from
the bottom was weak to support the viability of the
scheme" (ACCI, 1979, (Ofreneo, 1980.) There are signs that
it may even develop like past governmental attempts to
promote cooperatives, which started with a "great deal of
fanfare, but ended in failure" (Ofreneo, 1980: 70).

Considering this critique as the major trend of
cooperation in the Philippines, one area of concern is
the usual "revitalization or reactivation" scheme. To
start with, the earlier described problem areas are sug-
gestive of what solutions to undertake, which include what
research needs and opportunities are urgent and apparent.
The agenda appears very simple, but the complexity of
the issues involved actually mean that one hardly knows where
to begin. Yet we must start somewhere and proceed with

orderly, alternative approaches.
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Implementation Analysis and Assessment

Researchers have different ways of seeking solu-
tions to the problem. Depending on one's point of view,
they might use different analytical frameworks or models
to explain the same phenomena.

Howard Freeman has suggested that, in evaluation
research, practicality has demanded a definition of limits
to the scope of evaluative research and of critical points
on which projects should be assessed. 1In the design of
evaluation research, the first question is: What is the
purpose of the evaluation? (Jones and Borgotta, 1980). The
objectives should be stated in terms of measurable change
in intended directions. Froomkin (1976) has counterargued
this emphasis in his "A New Framework for the Analysis of

Governmental Programs":

Policy analysis is often hampered by limiting
the evaluation to the stated objectives of the
program. He points to the need for an overall
model to understand the scope of the program and
its cost. He urges that programs be planned more
carefully than has been the rule hitherto. More
emphasis in planning and analysis could contri-
bute to greater effectiveness of the programs.
The analysis of human program can be limited to
two questions,i.e., IS the program properly de-
signed? 1Is it cost effective in reaching the
goal?

A more detailed exposition of a policy analysis
framework has been presented by Williams (1975). He has
categorized two aspects of policy analysis into "program
design and program implementation." He has pointed out
that "the major problem is not in developing relatively

sound policy alternatives, but in failing to consider the
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feasibility of implementing these alternatives." Six stages

can be conceived to occur when policy decisions are made

or when a social experiment is undertaken (Figure III-3).

The analytic and assessment activities shown in panels

2, 4, and 5 in Figure III-3 need to be emphasized:

1.

Implementation Analysis. Scrutiny of: a) the

preliminary policy specifications to deter-
mine their clarity, precision, and reasonable-
ness; b) staff, organizational, and managerial
capabilities, to determine the degree to which
the proposed policy alternative can be speci-
fied and implemented in its bureaucratic and
political setting.

Specification Assessment. Assessment of the

final policy or design specifications and
measurement procedures, including interim
feedback devices, to ascertain the degree to
which the specifications correspond to deci-
sions, are amenable to successful implementa-
tion, and are measurable.

Intermediate Implementation Assessment. Assess-

ment of the degree to which a field activity
is moving forward successful implementation
and/or is providing useful feedback informa-
tion to improve the implementation effort.

Final Implementation Assessment. Assessment

of: a) the degree to which a field activity
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corresponds to the design specifications;
and b) the level of bureaucratic/political
functioning to determine whether or not there
is a valid basis for testing a theory or for
deeming a field activity fully operational.

If implementation analysis is to be of value,
planners and policy makers ought to have reasonable esti-
mates of the organizational capacity to carry out alterna-
tive proposals. In this respect, Williams (1975: 534) has
further indicated that:

. . . early assessment is critical even before the
effort (stage 4) is made to move into the field.
There should be a specification assessment to deter-
mine whether the final design corresponds to the
decisions reached at the end of stage 3, provides
sufficient program information and operational
details and is amenable to measurement.

He has further stressed that program failure can

be viewed into three aspects: theory, implementation and

specification failure:

A new program or project may be thought of as
representing a theory or hypothesis in that the
decision-maker wants to put in place a treat-

ment expected to cause certain predicted effects
or outcomes. If the program or project is un-
successful, the explanation may be that it "did
not activate the "causal process" that would have
culminated in the intended goals (i.e. a failure
of program), or it may have set the presumed
"causal process" in motion but the process did not
""cause" the desired effects (i.e. a failure of
theory). The specification failure may include:

a) what is to be done (the element of the treat-
ment); b) how it is to be done (guides for
implementation and operation); c) what organiza-
tional changes (outputs) are expected; and d) what
the specific measurable objectives are.
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With respect to implementation success, the objec-
tive is performance not conformance. 1In the ideal situa-
tion, those responsible for the implementation would take
the basic idea and modify according to the needs of the
local environment where it is to be implemented. Success-
ful conformance is not enough. It is conceived as an
intermediate stage in a process of moving toward improved
outcomes (performance).

Implementation as a Research Question. An imple-

mentation seeks to determine whether an organization can
bring together people and material and motivate them in
such a way as to carry out the stated objectives on a

sustained basis. The problem can be approached from several

perspectives. For instance: a) in terms of development
of sound organizational structure; from the perspective of

interpersonal motivational factors; and c) with respect to

incentives.

Perhaps the most immediate research need for those
concerned with enhancing the effectiveness of the Philippine
cooperatives is to focus directly and carefully on case
studies of successful cooperatives. Perhaps this is what
is being called for as a major technique of implementation
analysis and assessment.

Implementation analysis should investigate: 1) the
technical capacity to implement; 2) the political feasi-
bility; and 3) the technical and political strategies for

implementation.
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With these basic considerations, it may make
sense to try out a new idea or program renovation on a
small scale before making a full commitment to a national
program. And one more reminder to the program analyst is
that, by far, the most important step toward planned

change/improvement is the strong commitment--both on part

of target clientele and the management (top decision-

makers down the field-level line)--to deal with program
innovation and implementation problems. The naive over-
confidence that has resulted in disappointments reflective

of "limited success stories" calls for a realistic approach,
not only about the organizations who are "doing the

change," but regarding the skills and techniques which "guide,"
rather than "dictate," the process of change. This is

raised, not to dramatize the intensive case study technique

or the limited scale approach; rather it emphasizes a

slow but sure, research-education program. This is in-

tended to seek "safe" revitalization schemes and/or insti-
tutional alternatives towards more effective and viable
farmers organization.

Action-Research Towards Organizational Renovation.

Applied research provides information on which informed
judgements and action-decisions can be made. It has been
the contention of various contemporary writers (e.g. Rogers,
1973; Schumacher, 1976) that "appropriate" development pro-
grams must be locality-relevant, site-specific and enjoin

clientele participation and commitment in order to insure
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long-term success. Cooperatives should be no exception
to this observation.
One research approach to an appropriate coopera-
tive development strategy that is being proposed here is

action, interdisciplinary and participatory research.

The growing popularity of this approach can be attributed
to:

1. The concern for enhancing the research-
action linkage in community planned change
efforts has accentuated the importance of
researcher-citizen collaboration. The
greater the commitment of program partici-
pants, the greater will be the success of
the action program; and

2. The concern for the poor and powerless who
are often manipulated by those who control
projects and programs (Van denberg and Fear,
1982).

The blending of "action" and "research" serves

as:
A tool used by a community with the objectives of
acquiring, through resident participation, valid
and reliable information that can be used to en-
hance the community's problem-solving capabilities
(Voth, 1979).
The self-help/local self-reliance approach also

applies in participatory research. Witness the following

passages:
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People have the basic right and ability to come
together and to form appropriate structures and
procedures for the settings in which they must
or choose to function. The people can become
meaningful participants in a developmental pro-
cess and have considerable control over the
process.

Action research . . . is a special kind of

research process that actively engages the

citizenry in studying and analyzinag the com-

munity, not merely in order to coopt the people

into supporting a course of action, not merely

in order to "educate," "delineate" or "de-

apthize" the citizens, but to place the respon-

sibility for decision-making squarely on them (Voth, 1979).

This special kind of research process is based on

the assumption that residents are better able than per-

haps anyone else to define their problems and propose solu-

tions to those problems. Two reasons can be cited why

this is so: 1) residents are more knowledgeable of their
own situation; and/or 2) they can be helped to develop a
"critical awareness" of their own situation and from there
take-off with more appropriate solutions.

Resident participation is one of the key vari-
ables that is associated with the success of action pro-
grams (Zaltman and Duncan, 1977). It can contribute to
program success by (Fear et al., 1981):

1. insuring that the population's needs are

squarely taken into consideration;

2. increasing the population's commitment to

the action program because of their partici-
pation in the research process;

3. providing locally-defined "legitimate"
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reasons for conducting the action program;

4. improving the population's ability to collect
information, analyze information, and conduct
appropriate programs based on research results;
and

5. cultivating the development of research skills
among members of the population and thereby con-
tributing to "self-reliance." 1In contrast,

a research or program intervention done for
people (i.e. devoid of resident participation)
encourages a dependency relationship.

Components of Cooperative Participatory - Interdis-

ciplinary Research for the Philippines. Two major com-

ponents of this kind of research are suggested towards a

more effective and viable farmers organization: Component 1.

The Cooperati